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calculated risk, and hard work that isn’t necessarily taught in any 

business school class. They’ve figured out the “secret.”

Which brings us to you. Chances are, if you’ve picked up this 

book, you’re thinking about taking that leap. But you’re hesitating to 

do so because—well, nothing makes sense about it. Maybe you’ve got 

a corporate job with perks and benefits. Maybe you’ve got student 

loan debt. Maybe you’ve got a young family. Maybe you’ve got plenty 

of skills or expertise in one area, but not enough in others.

And maybe—most naggingly—you just don’t know how to do it. 

You can envision your product or service (whatever it is) on store 

shelves, or on mobile devices, or in people’s homes, stomachs, or of-

fices worldwide. But you just don’t know how to get from point A to 

point B.

If any of those apply to you, then congrats! You’re like most aspir-

ing entrepreneurs. The difference between you and the celebrated 

ones is that they’ve gone ahead and navigated the rocky terrain con-

necting point A to point B. They know the way. At Inc., our reporters 

and editors have observed the patterns that have emerged, the 

twists and turns those entrepreneurs have taken along the way, and 

we’re revealing them to you in the pages ahead.

This book will walk you through seven crucial stages that we’ve 

identified as key to taking your startup from idea to empire. Give it 

a read, and absorb it. We hope our guide gives you the knowledge to 

make your decision, the confidence to stick to your plan, and the 

tools to help you succeed beyond your wildest dreams.



COME UP 
WITH A 
BRILLIANT 
BUSINESS 
IDEA

“We couldn’t sleep, because we thought 
it was such a good idea.”

NEIL BLUMENTHAL, co-founder of online eyewear company 
Warby Parker.
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SURE, YOU WANT TO BE an empire maker. But first you 

need an idea. A really good one. Some might say brilliant.

Startup ideas can come from just about anywhere—truly. 

Let’s look at the most common sources:

 n A theme or problem from your daily life

 n An emerging trend

 n A gap in a specific market

 n A drive to help others in an inventive way

 n A special skill or expertise that you possess

Which is best? We’ve asked scores of successful entrepreneurs 

and noted experts this very same question. And far and away, they 

agree: It’s that first one, the problem or “pain point” that you per-

sonally experience on a regular basis, that is the ideal motivation for 

starting a company.
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While you can (and should) pull from any of the sources on the 

above list for your startup idea, it’s wise to draw primarily from your 

own need or frustration. Why, exactly? Starting a company will re-

quire long hours and seemingly endless focus. Both are much easier 

when you feel a personal connection to the purpose behind the 

company.

“The advice I have for entrepreneurs is…
number one, you need to solve a real 

problem. I look for those problems in my own 
life. Mint was because I had a challenge man-
aging my own finances using Quicken and Mi-
crosoft Money. So I built it for myself.”

AARON PATZER, founder of web-based personal finance 
service Mint.com, which he ultimately sold to Intuit for $170 
million

If you don’t have that burning, personal desire to see your concept 

come to fruition, we don’t recommend pursuing your startup idea.

That’s because the early days of starting a company are notori-

ously difficult. You might find yourself questioning whether you’ve 

made the right call. That’s especially true as the months or years 

drag on, and you’ve decided to quit a lucrative career, invest per-

sonal savings, and sacrifice time away from family to chase your 

dream. (Many seasoned entrepreneurs, by the way, say it takes at 

least three years to find your startup footing, and that many newbies 

give up too soon.)
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But beyond that, there’s another reason why it makes sense to let 

your personal challenge lead the way. Chances are, others are expe-

riencing the same problem as well—even if they’re not entirely 

aware of it. They’re called your customers.

“I spent all my hard-earned money on 
this one pair of cream pants that hung 

there, and I decided to cut the feet out of con-
trol top pantyhose one day, and I threw them 
on under my white pants, and went to the 
party. I looked fabulous, I felt great, I had no 
panty lines, I looked thinner and smoother...
and I remember thinking, “This should exist 
for women.”

SARA BLAKELY, inventor of Spanx underwear, whose net 
worth is now valued at more than $1 billion

Of course, you might say to yourself: “Wait a minute. Yes, this is a 

personal frustration of mine. And others probably experience it as 

well. But chances are, someone else is already working on a 

solution.”

Guess what: You’re exactly right. In some form or another, nearly 

every idea is already out there. But how you implement your idea, 

position your new concept, and execute your plan can be the defin-

ing factor of success.

Countless billion-dollar companies are based on ideas that were 

just tweaks of what was there before. Facebook, for example, is far 
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from an original idea. Social networks had been around for nearly a 

decade, in companies such as SixDegrees, Friendster, and Myspace. 

Facebook’s success didn’t come from the idea itself but instead from 

countless iterations around how the product could reach customers 

and achieve a competitive advantage.

“Every company needs a starting point,” says Eric Paley, manag-

ing partner of seed-stage venture capital fund Founder Collective. 

“I encourage entrepreneurs to focus more on falling in love with the 

problems they want to solve rather than their initial ideas.”

As founders dig deeply into that original hypothesis, they will 

learn, adapt, hit walls, adapt again, and build critical expertise that 

they never considered when starting out. “In fact, in many cases the 

original idea later seems humorous or at least incredibly naive com-

pared with the lengths to which the startup needs to go to become 

successful,” Paley says.

Readers who are old enough might recall when Jeff Bezos 

launched Amazon.com in 1994 as a bookseller. Or when Reed Hast-

ings co-founded Netflix in 1997 as a DVD rental service. Both have 

transformed their companies into something very different than 

their original concepts.

It’s important to remember that the startup you first set out to 

build will not resemble the company you are operating five or ten 

years later. Startups, and businesses in general, evolve and take on 

lives of their own—in large part due to technological advances or 

changing customer tastes.

The most successful entrepreneurs always keep a finger on the 

pulse of the current market (more on that in Chapter 5). After 
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launching, they ask questions such as “How is the product perform-

ing?” “Is it easy or hard to sell?” “What kind of value does the product 

provide in the current climate?” “Is it generating revenue or not?”

“A vision…is the most powerful and 
unique asset any company has. The 

original idea for my company started out of a 
simple pain point I wanted to fix: Find a [fit-
ness] class easily. As ClassPass grew, my vi-
sion expanded further into making fitness a 
way of life. We’ve pivoted our company a few 
times, and the most important reason was 
because it didn’t map to our true north. It’s 
hard to always predict how customers will en-
gage with your product; when you see a be-
havior that isn’t aligned to your vision, you 
have to be able to shift gears. Ultimately, your 
vision has to be at the core of everything you 
do, even if that means adjusting or iterating 
your product roadmap to make sure you get 
there.”

PAYAL KADAKIA, founder of fitness startup ClassPass, 
a.k.a. the “Netflix for workout classes,” which has shifted its 
business model, raised prices, and discontinued its popular-but-
unsustainable unlimited workout option, all since launching in 
2013 
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Based on all that, you might find it tricky to come up with a bril-

liant business idea, particularly if you understand that your startup 

will need to keep changing and iterating. That’s why some entrepre-

neurs also recommend coming up with a vision, which stays true 

even as your company morphs.

FINDING YOUR NICHE

The best business ideas come from your strongest areas of interest, 

says Ryan Robinson, an entrepreneur and writer who teaches peo-

ple how to create self-employed careers.

When the going gets rough (and it will), you need to be motivated 

beyond just the lure of dollar signs. If you’re only in it for the money, 

you’ll either give up or be quickly pushed out of the market by peo-

ple who genuinely care about what they’re doing and the people 

they’re helping—they’ll be more motivated than you.

If you’re not sure what your interests are, or which of them 

may potentially lead to a profitable business opportunity, ask 

yourself the following questions. The answers may help you find 

your way.

 n What are your hobbies?

 n What is the most meaningful part of your day?

 n What are some topics you could enjoy writing a thousand- 

word article about?

 n What do you love doing?
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 n What is an achievement that’d make you feel particularly 

proud of yourself?

 n Are there any specific aspects or functions that you love 

about your current job?

 n How about any childhood dreams you still find intriguing?

 n If you had to choose just one thing to be remembered by, 

what would it be?

Money Makers

When mulling your business ideas, it’s always wise to con-

sider where your idea fits in the general marketplace. For 

instance, in 2017 Inc. interviewed experts and examined invest-

ment data to find the industries that are beginning to offer ma-

jor opportunities for new ventures. Here are the ones that held 

the most promise.

■■ Meditation and mindfulness training. Increased cor-

porate spending on programs to improve employee 

focus has helped boost an industry that research firm 

IBISWorld values at $1.1 billion in the United States. 

App-based training is bringing the practice to an even 

broader audience.

■■ Ready-to-drink coffee and tea. Consumers are ditching 

mixes and concentrates in favor of on-the-go coffee 

C
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and tea, largely driven by health innovations. From 2013 

to 2015, U.S. sales of these drinks nearly tripled, landing 

at $143 million, according to the nonprofit Specialty 

Food Association.

■■ Mobility tech. This industry offers startups potential 

partnerships with and acquisition by large tech compa-

nies and automakers working on autonomous vehicles. 

Ford, for example, invested $1 billion in Pittsburgh-based 

Argo AI in its effort to develop a self-driving car by 2021.

■■ Pet care. Tech innovations are making over this indus-

try, which is valued at $60 billion in the United States. 

Revenue for pet grooming and boarding alone was 

nearly $8 billion in the United States. in 2016, according 

to IBISWorld, which projects it to grow 7 percent annu-

ally through 2021.

■■ Construction management. Global funding for hard-

ware and software to streamline building projects, or to 

sell and rent construction equipment, rose to $254 mil-

lion in 2015 from $51 million in 2010, according to re-

searcher CB Insights—and analysts say it’s still an 

emerging industry.

■■ Synthetic biology. Health and environmental concerns 

have driven interest in genetically engineered medi-

cines, foods, and fuel. It’s a costly and technical field, 

but payoffs can be huge for companies like DNA manu-

facturing company Twist Bioscience.
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■■ Computer vision. Advancements in artificial intelligence 

have produced companies working to interpret and act 

on visual data. The technology, which attracted $522 

million and 69 deals in 2016, can be applied to child de-

velopment, social media networks, and web analytics.

■■ Brick-and-mortar retail technology. Startups are help-

ing modernize in-store operations. One notable exam-

ple is London-based Iconeme, which created technolo-

gy that pushes product information from mannequins 

to nearby shoppers’ smartphones.

NEXT STEPS: 
GET FEEDBACK

Once you’ve pinpointed a pain point and settled on a vision, it’s time 

to start finessing your startup idea. The best way to do that is to seek 

outside perspectives. In other words, it’s time to hash it out with 

anyone who will listen. (For more on that, see “Building a Personal 

Team of Advisors,” page 14.) That list includes:

 n Friends and family

 n Work colleagues (including former co-workers or bosses)

 n Classmates or professors

 n Members of networking groups that you belong to
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 n Fellow entrepreneurs

 n Potential customers

We know exactly what you’re thinking: “But what if someone 

steals my amazing idea?”

Guess what: Ideas, even the brilliant ones, are worth very little. 

Unfortunately, too many aspiring entrepreneurs become fixated on 

the value of their big ideas, declining to speak with others who might 

provide advice or feedback. They believe sharing an idea with other 

people will hurt them. This is a terrible mistake.

“For several years, I worked closely with a 
brilliant inventor named Natan Parsons, 

who had almost a hundred patents under his 
belt and invented the mechanism behind au-
tomatic flush toilets. He would always solicit 
feedback about products he had in the works 
from prospective customers. He’d tell people 
what he was doing, but not how—and it was 
the “how” that he patented.

Remember: If sharing your idea gives away 
all its value, it’s probably not a defensible idea 
to begin with.”

ROBERT GLAZER, serial entrepreneur whose digital marketing 
firm, Acceleration Partners, works with brands that include 
Adidas, Bonobos, and ModCloth 



Come Up With a Brilliant Business Idea    INC. 13

When you’re thinking about launching a new product or service—

particularly one that is unlike anything else on the market—it’s crit-

ical to talk to others to understand potential customers’ needs and 

to gauge their feedback. The worst thing you can do, many experts 

say, is to operate in stealth mode. While you may think you need a 

patent, most experts say your limited resources are better spent on 

developing your business idea.

Patents can offer value to companies. For example, venture capi-

tal investors might insist on them. They can give an entrepreneur 

the legal standing to demand redress from someone who encroaches 

on the patent…assuming that the entrepreneur has the money to 

litigate the case and can come to a contingency arrangement with a 

qualified law firm.

But, if you have limited funds, getting to market and creating rev-

enue are more important steps. There are other ways to stymie com-

petitors. A better product, smarter marketing, better customer 

service, and more effective business processes are just a few exam-

ples of how to get ahead of other companies.

John D. Smith, an inventor and entrepreneur, wrote a book called 

Don’t File a Patent!, which comes from his experience developing and 

selling a hurricane window protection device. He had filed other pat-

ents successfully, and tried to patent the hurricane window, but the 

U.S. Patent & Trademark Office rejected the patent three times. The 

conclusion he reached was that he had spent “almost $25,000 in legal 

and government filing fees” to no useful end. He says that he would 

have been better off putting the money into selling the product.

If you truly need a patent, you can always begin the process at a 

later date. You have up to one year from when your invention is first 
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made public (by being announced or put on sale) in which to patent 

it, according to Minda Zeltin, coauthor of The Geek Gap. “And you 

can always file a provisional patent application, something like a 

save-the-date note for a wedding,” she says. It doesn’t commit you 

to a formal patent application, and doesn’t result in a patent, but it 

does allow you to claim your invention so that you can do a full pat-

ent application later. For more information, including answers to 

frequently asked questions about patents, visit the USPTO’s site at 

www.uspto.gov.

Building a Personal Team of Advisors

It’s never too early in your entrepreneurial career to sur-

round yourself with good people.

“Many of us are convinced that we have to fly solo and figure 

everything out on our own, the hard way—that having a support 

team and advisors is only for the powerful or wildly successful,” 

says Antonio Neves, a leadership speaker and former TV jour-

nalist. “This is foolish and naive. You don’t have to do it alone. 

In fact, you shouldn’t.”

People are more willing to help us accomplish our goals than 

we may think, according to Neves. “In fact, they want to help,” 

he says. “The hard, challenging, and vulnerable part is this: It’s 

our job to ask for their help.”

Neves recommends that newbie entrepreneurs form a “per-

sonal” board of advisors—a small but important group of pro-

fessionals or experts that guide decision making and provide 

C
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critical input and advice. To find them, he recommends listing 

the areas where you’ll likely need additional help and expertise 

(e.g., fundraising, marketing, design, etc.). Then, evaluate your 

network—LinkedIn connections, Facebook friends, current or 

former professors, family friends, etc.—to see who could fill the 

void in your gap areas.

Next, ask for an informational meeting with your potential 

advisor. Explain what you’re doing and why you’re seeking their 

help, as well as what type of support you need from them and 

what this might look like (such as weekly, bi-weekly, or month-

ly calls). “Once someone agrees to become your advisor, always 

treat this relationship with the utmost care, tact, and profes-

sionalism,” he says. “Be generous with your ‘thank yous’ and 

create as much value for them as possible.”

NEXT STEPS: 
GATHER INFORMATION 

ABOUT YOUR TARGET MARKET

Large corporations with big budgets routinely conduct market re-

search to see if it’s worthwhile to launch a new product or service. 

The good news is that gauging customer sentiment doesn’t need to 

be expensive, according to Inc.com columnist Christina DesMarais. 

There are plenty of informal ways to figure out whether there’s po-

tential demand for your idea and, if so, who your customer might be 

or what your market size might be:
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 n Turn an industry event into a research venue. Attend a 

trade show or conference in your chosen field, which should 

give you an opportunity to talk with your target audience. 

Find out who will be attending and schedule face-to-face 

time with these people, if only for a few minutes.

 n Try social media to crowdsource your research. Pose a 

few targeted questions to your potential fan base on Face-

book, Instagram, Twitter, or LinkedIn. It may not be the 

most robust research, and your audience may be biased, but 

it’s a good way to get simple questions answered.

 n Use do-it-yourself tools, such as SurveyMonkey, to 

get quick and simple feedback. Or gather a few people 

for a real-life focus group. Start small: You don’t need to 

talk to thousands of people if twenty or thirty will give you 

a good idea what direction to head.

 n Consider a crowdfunding campaign. Yes, this is a fairly 

work-intensive way to raise early-stage funds (more on 

finding money for your business in Chapter 3). But it’s also 

a technique to gauge whether strangers and your network 

are interested in your product or service. The most popular 

sites are Kickstarter and Indiegogo, and the most successful 

campaigns include pitch videos.

 n Find what’s already out there. You may be surprised what 

you can learn by searching the Internet for existing studies. 

For example, a wealth of data exists on millennial consum-

ers, such as how they like to be engaged, what social net-
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works they use, and more. While the research you find may 

not be specific to your industry, you’re wasting money if 

you’re asking questions that have already been answered.

Lastly, don’t forget to log all your customer input. Any kind of 

feedback you’re getting—whether in person, through your emails, or 

via social networks—should be captured, so you can better study 

customer problems, habits, and lifestyles.



 <<<<<<  CASE STUDY  >>>>>>

Rent the Runway

IN 2009, JENNIFER HYMAN and Jennifer Fleiss launched Rent the 
Runway, a website that allows customers to rent designer gowns 
and accessories at a fraction of the retail price.

The co-founders came up with the idea while students at Har-
vard Business School. The two had witnessed young women, in-
cluding Hyman’s sister Becky, agonize over what to wear to 
weddings and other events, despite having a closet full of clothes. 
“We realized there was a real gap in rationality around fashion, 
where woman constantly want new things,” often when they have 
limited budgets, Fleiss says. “Wouldn’t there be a great opportu-
nity—rather than buying a fast-fashion knock-off—to get the ac-
tual designer dress through a rental model, where you only keep it 
for a day or two?”

Hyman and Fleiss decided to see if the idea had merit. The two 
bought hundreds of dresses at Bloomingdale’s (mostly in their 
size, as they figured they’d at least have fantastic wardrobes if 
things didn’t work out). “We first tested out our idea by going to 
Harvard with a trunk full of dresses that we let girls try on and 
rent. Next, we went to Yale and rented out the dresses but didn’t 
let women try them on,” Fleiss says. “For the third trial, we sent 
out a PDF to students that said, ‘Call us if you want to rent this 



dress.’ Each time, we were getting closer and closer to what our 
actual concept was—an Internet dress-rental site—to prove that it 
was really going to work.”

Fleiss estimates that they talked to thousands of young women 
before launching. “A big mistake that many entrepreneurs make is 
being hesitant to share information about their concept with oth-
ers,” Fleiss says. “Jenn and I did the exact opposite. We shared our 
idea with as many designers, women, and investors as we possibly 
could and utilized their feedback to tweak our original idea.”

Fleiss adds that it was particularly important to talk to potential 
customers, as renting designer gowns via the Internet (at that 
time) was a new, disruptive concept. “We knew we needed to test 
our idea on the ground to see if we could actually promote ‘renting’ 
as a new consumer behavior,” she says.

Getting outside perspectives paid off. Today, Rent the Runway 
has annual revenue of over $100 million. The company has raised 
more than $190 million in venture capital, and is opening brick-
and-mortar locations in New York, Los Angeles, and other cities.
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Summarize Your Idea

During the early stages, you’ll want to come up with a 

short description of your idea that you could share with 

anyone (and get even more feedback). This can ultimately be-

come your “elevator pitch,” a succinct and memorable recitation 

of what makes you special, which ideally resonates with the 

heart and the mind of your listener.

For the unfamiliar, the concept is simple: If you happen to 

find yourself on an elevator with an investor or customer, you 

can communicate what you do in the short time (20 to 60 sec-

onds) it takes to ride from the ground floor to your destination.

“While the elevator scenario is a bit absurd, there’s no ques-

tion that chance conversations can result in business opportu-

nities,” says Inc.com columnist Geoffrey James, author of Busi-

ness Without the Bullsh*t, a book about essential business 

skills. “The CEO of one of the largest credit card processors in 

the United States once told me how he sold the idea for his new 

business to an investor whom he met at a wedding.”

James offers the following advice on what your “elevator 

pitch” should contain: A carefully crafted sentence (that’s just 

one sentence, folks) that describes who you are and what you 

do. If your listener is interested, then proceed to explain why 

you and your startup are unique and different from the compe-

tition. Reveal one or two facts that prove your uniqueness.

Most people, by the way, confuse elevator pitches with 

sales pitches, but they’re completely different. “A sales pitch 

C
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is a formal presentation,” he says. “An elevator pitch is a seg-

ue that takes place within a casual conversation.” Most typi-

cally, you use an elevator pitch when you run into a potential 

customer or investor at a conference, trade show, or social 

event.

NEXT STEPS: 
ANALYZE COMPETITION; 

FIGURE OUT YOUR ADVANTAGE

“If you don’t have a competitive advan-
tage, don’t compete.”

JACK WELCH, former chairman and CEO of General Electric

It’s also wise to scope out the competition while you’re still forming 

your idea. (And here’s where you’ll likely discover that you’re not the 

only person with this fabulous concept.) This is especially import-

ant if you want to tap into a crowded marketplace, where there are 

plenty of customers and many players—or a few dominant ones—

willing to serve them.

A competitive advantage, by definition, is that unique edge that 

allows your business to attract more customers or achieve greater 

sales than rivals. In essence, it’s what makes your business, your 

business. And it can mean the difference between being an also-ran 

and leading the pack.



INC.    Start a Successful Business22

Your competitive advantage can come in many forms, including:

 n Your prices

 n Distinct or high-quality products

 n Your distribution network

 n Customer service

 n Your own personal skill set, experience, or industry 

knowledge

 n Strategic relationships or partnerships

“In business, you have only two ways of 
surviving: Either your product is better 

than your competitors’, or it’s cheaper. There’s 
simply no other foundation on which to build 
a successful business. None. Better or cheap-
er, take your pick.”

JIM KOCH, founder of Boston Beer Co., which now has a market 
cap of $1.7 billion

One way to identify your competitive advantage is to take a look 

at the early feedback that you’ve obtained from outsiders or from 

your target audience. See if any patterns, trends, or commonalities 

emerge. Consider those themes to be potential “value propositions” 

as you continue to develop your idea.
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While competitive advantage can be cut-and-dry for some entre-

preneurs, others find it tricky to put their finger on. Some compa-

nies, in fact, take years to identify what truly makes them stand out. 

We recommend identifying your competitive advantage as soon as 

possible, so you nurture that advantage and effectively use it in 

marketing.

Famed Harvard economist Michael E. Porter wrote the land-

mark book Competitive Strategy in 1980, offering the “five forces” 

model to determine your unique advantage. While much has 

changed since 1980, Porter’s analytical tools are still useful for 

anyone pursuing a new product or service. His view is that these 

five forces shape every industry, and can help you determine your 

strengths and weaknesses:

1. Threat of new entrants. How easily could new compet-

itors enter your space? Do others face significant barri-

ers, such as large capital requirements or government 

regulation?

2. Threat of substitute products or services. How readily 

could customers bypass you with other options? If you 

make aluminum windows, for instance, you need to worry 

about makers of vinyl windows.

3. Bargaining power of customers. How much leeway do 

you have, in terms of pricing? If your customers are a lot 

more powerful than you, they may beat you down on price 

or force you to provide free services.
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4. Bargaining power of suppliers. How much relative 

power do suppliers have to set prices and conditions for 

doing business? If you are dependent on specialty suppli-

ers or one or two dominant vendors, you will have to pay 

whatever they ask.

5. Intensity of competitive rivalry. How many powerful 

competitors operate in your space? Competition can be 

civil and subdued, or it can be vicious and warlike.

In a column for Inc., Porter says entrepreneurs can follow three 

basic strategies when it comes to achieving a competitive advantage 

and creating profits.

1. You can have consistently lower costs than your ri-

vals. “As long as your product maintains an acceptable 

quality level, that will lead to higher margins,” he says.

2. You can differentiate your product or service from 

your competitors. “That allows you to command a pre-

mium price,” he says. “And provided you keep your costs 

under control, the premium price will translate into a su-

perior return.”

3. You can position yourself in terms of scope. “Some 

companies seek advantage in what might be called a broad 

scope: They serve more or less all types of customers in an 

industry,” he says. By contrast, “companies with a narrow 

scope…dedicate all their efforts to one small niche or mar-
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ket segment.” In cars, for example, Toyota is a broad, low-

cost competitor, while BMW and Mercedes-Benz target 

the narrower premium segment.

The worst error, by far, is failing to choose any of these—price, 

differentiation, or scope—and “therefore not have any advantage at 

all,” he says. “That is what I call ‘stuck in the middle.’”



 <<<<<<  CASE STUDY  >>>>>>

Warby Parker

IN FEBRUARY 2008, FOUR MBA candidates at the Wharton School 
of business wondered: Why weren’t eyeglasses sold online, for a 
heck of a lot cheaper than in stores? It wasn’t a completely random 
thought. One of them, Neil Blumenthal, had run a nonprofit called 
VisionSpring that trains women in the developing world to give 
eye exams and sell glasses.

“Why are glasses so expensive? I’ve personally been to the fac-
tories,” Blumenthal says. “I’ve known that they didn’t cost that 
much to manufacture. What were keeping prices so high in the 
U.S.?”

Blumenthal and the others (Dave Gilboa, Andy Hunt, and Jeff 
Raider) began investigating. “What we found is this industry is 
dominated by a few large companies that are keeping prices artifi-
cially high,” he says. Italian company Luxottica, for instance, 
pretty much owns the eyewear business, controlling 80 percent of 
the industry through brands that include Prada, Ray-Ban, and 
even Sunglass Hut and Lenscrafters. After realizing that, the four 
begin thinking: “We could come in and disrupt and charge one-
fourth of what they’re charging—and hopefully begin to take mar-
ket share,” according to Blumenthal.



And with that, a business model featuring a significant compet-
itive advantage was born. Two years later, the four launched War-
byParker.com, selling prescription glasses for $95—far cheaper 
than brick-and-mortar competitors who typically charged up-
wards of $500.

Today, Warby Parker is worth more than $1 billion. The com-
pany has always differentiated itself by selling online—it lets cus-
tomers select up to five styles of eyeglasses online and have them 
delivered to their homes to test out for free. (Warby Parker has 
since expanded to 46 retail locations, too.) Blumenthal believes 
that the Netflix-type model allows the company to handle shifting 
consumer preferences better than its competitors.

One unique advantage: It has attracted millennial consumers, 
who like to support socially conscious companies, with a one-for-
one charity model. Warby Parker pledges to donate a pair of glasses 
to those in need for every pair sold. To date, Warby Parker has do-
nated more than two million pairs of glasses.
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A FEW LAST WORDS: 
A LOOK AT THE ENTREPRENEURIAL MINDSET

As you move forward with your idea, you might ask yourself: Do I 

have what it takes to be an entrepreneur? And what, exactly, sets the 

best entrepreneurs apart from the pack?

Those are good questions…so good that a few years ago, Inc. staff 

writer Leigh Buchanan decided to examine them as we prepared the 

Inc. 500, our annual ranking of America’s fastest-growing private 

companies. She noticed companies on the list were achieving im-

pressive acceleration without tailwinds from the overall economy.

“We talk about the Inc. 500 as a collection of elite companies, but 

what this ranking really honors is a collection of elite entrepre-

neurs,” Buchanan writes. More than 90 percent of Inc. 500 CEOs 

are also their companies’ founders. The majority are serial entre-

preneurs; about one-fifth started their first business before age 

twenty.

“These people are, by their own proud declarations, ‘unemploy-

able,’” she writes. “But not in the sense that other companies don’t 

want them. Only in the sense that other companies can’t contain 

them.”

Yet when Inc. asked these entrepreneurs what made them suc-

cessful, nearly three-quarters attributed their accomplishments to 

luck. “We’re not buying it,” Buchanan continues. “We’ve always as-

sumed the leaders of America’s fastest-growing companies were not 

merely in the right place at the right time with the right resume. 

Rather, we’ve believed them to be disproportionately gifted with the 

talents needed to build businesses.”
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We invited our Inc. 500 leaders to complete the Entrepreneurial 

StrengthsFinder assessment, a tool developed by Gallup, the global 

research firm. Some 150 did so. Gallup then compared the results 

with those from a national sample of close to 2,700 entrepreneurs. 

In every dimension, the Inc. 500 leaders scored higher. “In some 

cases, Everest-versus-Rushmore higher,” Buchanan writes.

Gallup found that Inc. 500 founders were more than twice as 

likely as the national sample to score high on all ten entrepreneurial 

strengths. Inc. 500 founders also proved themselves multi-trick po-

nies, on average scoring high on six of the ten strengths. The na-

tional sample scored high on just two. Sixteen percent of Inc. 500 

CEOs earned scores high enough to be classified as exceptional by 

Gallup, compared with 2 percent in the national sample.

The Inc. 500 entrepreneurs excel in every area identified by Gal-

lup. But they absolutely dominate in three strengths—risk-taking, 

business focus, and determination—compared with the national 

sample. Those strengths are, not coincidentally, the ones most uni-

versally associated with business starts, survival, and scaling.

The group’s top-ranked talent is risk-taking—“which will sur-

prise nobody,” Buchanan says. “After all, without risk there is no 

business.” To launch their companies, the entrepreneurs were will-

ing to sacrifice everything, from parents’ retirement funds to cushy 

executive perches. The Inc. 500 is packed with risk-takers walking 

away from six-figure salaries and taking on debt—often with young 

families in tow to sharpen the edge.

Gallup says those with a talent for risk-taking possess a highly op-

timistic perception of risk but are also rational decision makers who 

have an extraordinary ability to mitigate that risk. The assessment 
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PORTRAIT OF THE NOT-SO-AVERAGE INC. 500 CEO
Gallup compared the scores of 2,700 entrepreneurs on 10 crucial personality traits with 
those of Inc. 500 CEOs. Below is the percentage of each group that scored “high” on  

those traits, showcasing the overwhelming talent it takes to make the list.

INC. 500 
CEOs

NATIONAL
SAMPLE

INC. 500 ENTREPRENEURS NATIONAL SAMPLE ENTREPRENEURS

LOW

THE ENTREPRENEURIAL GPA
Fully 16 percent of the Inc. 500 CEOs ranked as 
“exceptional” in overall entrepreneurial talent, compared 
with 2 percent of the national entrepreneur population. 

MEDIUM HIGH EXCEPTIONAL

SOURCE: GALLUP

SOURCE: Inc. media and Gallup Strengthsfinder Assessment Tool
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shows that Inc. 500 founders are more likely than other entrepre-

neurs to take more and bigger risks. But they are also more likely to 

optimize their chances for good outcomes and, consequently, for 

rapid growth.

“As a company grows, so do the risks,” Buchanan writes. “More is 

at stake—a business with a beating heart.” And without business fo-

cus and determination, the Inc. 500 CEOs’ second- and third-

ranked strengths, a company can’t survive and scale.

Gallup defines business focus as an emphasis on profit, goals, and 

metrics; basically, viewing decisions through a will-this-make-us-

money lens. According to Gallup, the most talented Inc. 500 leaders 

were about 54 percent more likely to exceed their profit goals than 

the most talented leaders in the national sample.

So, while a typical company leader might hold weekly or monthly 

executive team meetings to discuss metrics, many business-focused 

Inc. 500 leaders report meeting daily to dissect every data point and 

adjust accordingly. At one company, Touchsuite, a seller of point-of-

sale technology in Boca Raton, Florida, every lunch hour is devoted 

to the numbers. New goals are set monthly, and quarterly goals are 

chosen on the basis of a thorough analysis of maximum tangible im-

pact. The team reevaluates three-to-five-year goals annually.

“Those practices speak to focus and discipline,” Buchanan says. 

Gallup describes determination, the third-ranked talent, in terms of 

work ethic and the drive to achieve. The 500 are an unusually driven 

bunch. Ninety-seven percent of high-scoring Inc. 500 entrepre-

neurs said they intend to grow significantly.

Gallup also associates determination with a high “adversity quo-

tient.” Highly determined entrepreneurs have the ability to overcome 
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obstacles and persevere despite failure. “That rings true,” Buchanan 

says. “We have rarely interviewed an Inc. 500 founder who hasn’t ex-

perienced a ‘dark night of the soul.’”

Bernadette Coleman endured a very dark night in 2011, starting 

with the news that her son, Michael, was in a coma following a car 

crash. At the time, Advice Interactive Group, Coleman’s Internet 

marketing company, based in McKinney, Texas, was just getting past 

its wobbly-fawn stage. For months, Coleman and her husband, Tom, 

the company’s CFO, ran Advice Interactive from Michael’s bedside 

and the stairwells of a Florida hospital. When performance lapses in 

the leaderless office threatened accounts, the couple redoubled 

their efforts. When half the staff quit—several to launch a competing 

business—the couple took turns flying back to Texas to hire replace-

ments and run the company. “We were fighting for our son’s life and 

for the company,” says Coleman. “We had no choice but to prevail at 

both.” Advice Interactive has appeared repeatedly on the Inc. 500, 

with revenue up more than 1,400 percent since the family’s annus 

horribilis.

All of the Inc. 500 leaders’ powers are great, but it seems their 

superpowers are largely concentrated in one area—45 percent have 

an “activation” or forceful style, where they make things happen 

(compared with 29 percent in the national sample). The finding 

makes sense, as the list tracks growth rates. “The more force you 

apply to something, the faster it accelerates,” Buchanan says.

By comparison, the Inc. 500 CEOs are much softer on the soft 

skills. Only 16 percent have a relational style, compared with 40 per-

cent for the national sample. And relationship-building turned up 

more often in the national sample’s top three strengths than in the 
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Inc. 500’s top three strengths. In fact, relationship-building is the 

one strength in which Inc. 500 founders scored below—though not 

far below—the seventy-fifth percentile.

Gallup describes relationship builders as having high social 

awareness, building mutually beneficial relationships, and getting 

to know customers and employees outside of work. “Of all the 

strengths, relationship-building takes the most time and patience, 

and the payoff is rarely immediate,” Buchanan writes. That may ex-

plain why the action- and achievement-oriented Inc. 500 leaders lag 

behind in this area.

Relationship-building is considered a feminine trait, leadership 

studies show. Just 10 percent of Inc. 500 companies are led by wom-

en—a number that is growing, but still low.

Entrepreneurs with action-oriented talents may want to hire and 

develop women and men with “softer strengths” who are makers of 

friends and influencers of people, Buchanan concludes. That way, 

they can continue to rack up extraordinary gains and successes.



 <<<<<<  A FEW CASE STUDIES  >>>>>>

MIKE FELDMAN IS A “creative thinker,” one of the key entrepre-
neurial strengths identified by Gallup’s research. When Feldman 
first saw an iPhone, he did not think, I should build an app for that! 
Instead, he thought, This technology is great, but it isolates people. 
I should come up with something that would bring people together. 
Feldman’s company, T1Visions, creates large-format touchscreens 
that let people in stores, classrooms, and offices share photos, play 
games, and collaborate. How did he test the product? By starting 
his own restaurant (a small tapas place) and embedding giant 
touchscreens in the tables and walls.

• • •
CLAYTON MOBLEY IS A “risk-taker.” For the first four years that Mo-
bley ran Spartan Value Investors, in Birmingham, Alabama, the 
company bought and resold foreclosed homes to consumers, with 
annual growth of 80 percent to 150 percent. Then, Mobley figured 
the company could quadruple revenue and profits by selling rental 
properties to investors and managing those properties for the new 
owners. Switching markets would require retraining 75 percent of 
staff, increasing monthly marketing expenses from nothing to 
$20,000, developing new services such as property management, 
and investing 60 percent of capital. Failure to execute would likely 
close Spartan’s doors.



Mobley spent nine months studying the new industry. He was 
away so often doing research that vendors thought he had left the 
company. At last, he pulled the trigger. As a result, Spartan grew its 
revenue by over 800 percent. “You do everything you can to stay 
objective and make the right decision,” says Mobley. “But at the 
end of the day, you have to make a bet on yourself.”

• • •
MARIE FORLEO IS A relationship builder.

Forleo is the founder of New York City–based Marie Forleo In-
ternational (2013 revenue: $11.9 million), which offers entrepre-
neurship and personal-development programs online. She has 
found not only jobs but also clients and employees while working 
in some of the most people-person jobs imaginable: bartender, fit-
ness instructor, and life coach. She is forever introducing people to 
others who might help them, and being introduced in turn. Her 
relationships have won her invitations to appear on Oprah Win-
frey’s and Tony Robbins’s programs, and her philanthropic work 
garnered her an invitation to travel to South Africa with Richard 
Branson.

“Every relationship that has helped me is the result of a from-
the-heart, honest connection with someone I know and like,” says 
Forleo. “That’s where all the good things in life come from.”
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LAST WORDS: 
WHY YOU SHOULDN’T FEAR FAILURE

“I spot winners by looking for somebody 
who went out and tried a business by 

him- or herself and maybe failed several times, 
but still has that determination, that love, and 
that passion for the company. It’s very import-
ant to me that somebody has failed.”

DAYMOND JOHN, Fubu founder and star of ABC’s Shark Tank

We’ve talked about things that are preventing you from starting up, 

whether that’s a hard-to-quit cushy corporate job, or a hard-to-

shake uncertainty over whether you’ve really nailed down your bril-

liant idea.

Chances are, what might be really holding you back the most 

(whether you admit it or not) is a fear of failure.

But look around. Smart people say we should all fail, fast and 

often.

In fact, one argument is that failure can be the best teacher. “The 

benefits of a mistake can be greater than the costs. Failure is simply 

a departure from expectations,” says Paul Schoemaker, author of 

Brilliant Mistakes, which challenges the negative stigma often at-

tached to mistakes and failure. “Basically, it’s the world telling you 

that you didn’t see things in the best way to begin with.”

Failure is sometimes heralded as the foundation of innovation. 

Mistakes allow for variation far beyond what was expected—you 
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make a wrong turn, but ultimately find a better road to your destina-

tion. Thanks to mistakes, we now have such medical innovations as 

penicillin, smallpox vaccine, pacemakers, Viagra, and many others, 

according to the book Happy Accidents by author Morton Meyers.

And if you think about it, there’s nothing new about failure in busi-

ness, writes Inc. reporter Eric Markowitz. “In fact, failure is probably 

the constant of modern commerce: Companies are launched, they 

exist for a period of time, and then, well, they pretty much all fail.”

These days Silicon Valley—that legendary breeding ground of en-

trepreneurs—loves failures, and for good reason.

Why? The most obvious answer is that failure has become inex-

pensive. Decades ago, starting a business typically entailed borrow-

ing capital from a bank, friends, or family. Opening a physical 

storefront required lots of capital. Today, the Internet has democra-

tized the process for starting up—building a website and hosting its 

data, even for e-commerce, are relatively inexpensive.

And while the web has made it easier and cheaper to start up and 

succeed, it has also made it easier and cheaper to fail.

“Simply put, the risk of failure is dramatically lower than it used 

to be,” says Brian O’Malley, a general partner at Battery Ventures, a 

Silicon Valley venture capital firm. “With cloud services and new 

frameworks, something that used to take $10 million to test out can 

now be launched for $200,000. This makes it far easier for investors 

to take risks on unproven ideas and unproven teams.”

Erica Zidel, who started an online babysitting co-op with her hus-

band in 2011, says the Valley’s embracing of failure has a lot to do with 

maturity and experience—or at least the perception of having them.

“In the start-up world, failure is almost synonymous with learning 
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experience,” she says. “Being a founder who has failed before signals 

to the community that, one, you’ve done this before, and, two, you’ve 

gathered information on what doesn’t work and are better armed to 

create something that does.”

All good reasons not to let failure hold you back. In fact, it might 

just make you more successful than you ever dreamed.

7 Failures That Helped Richard Branson  

Become a Multi-billionaire

Since Richard Branson opened his first Virgin Records 

store in 1972, his Virgin Group has tried to enter a number 

of spaces, from makeup to vodka. But not every new venture 

has been a success. Here’s what Branson says he learned from 

seven of his biggest failures.

1. Student magazine. Branson’s first venture was a mag-

azine run by students. He envisioned the Student brand 

would eventually include travel companies and banks. 

When a potential acquisition failed, it was for the best—

the acquirer didn’t share Branson’s big vision.

2. Virgin Records’ legal trouble. In 1971, Branson sold 

discs at Virgin Records that were designated for ex-

port—thus avoiding a 33 percent tax. After getting 

caught, Branson was slapped with a £60,000 fine. After 

the incident, Branson knew he needed to get more se-

rious about the business.

C
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3. Virgin Cola. Branson tried to put Coca-Cola out of busi-

ness with the launch of Virgin Cola in 1994. But busi-

ness fizzled by 2012, and Branson said Virgin made the 

mistake of not offering something “radically different 

enough” from Coca-Cola.

4. Virgin Cars. From 2000 to 2005, the Virgin Group had a 

little-known site where people could buy and sell cars. 

Branson said he thought Virgin Cars failed because he 

had the “wrong angle,” and he should have explored an 

auto business centered around sustainability.

5. VirginStudent.com. A precursor to Facebook and My-

Space, VirginStudent, launched in 2000, didn’t gain 

traction quickly enough, and was shut down in 2005. In 

a blog post, Branson said the venture did open his eyes 

to how powerful social media would become one day.

6. Virgin Pulse. Virgin knew that it had to come up with a 

competing product as Apple’s iPod started to take off 

in 2004. But by the time Virgin Pulse was out, it was 

already too late. Branson said the experience taught 

the team not to be afraid to exit markets too early.

7. Virgin Brides. Branson publicized the 1996 launch of 

Virgin’s bridal store by dressing up as a bride. By 2005, 

Virgin Brides was no more. Branson mused that it failed 

because “there aren’t many virgin brides,” or because 

promotional pictures of him in a dress (Google it) were 

a turn-off.
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WHAT TO DO IF YOU’RE UNCERTAIN…
OR MAYBE EVEN STUCK?

You may say you don’t have an idea, let alone a vision. If this is the 

case, then consider the advice of bestselling business book author 

Paul B. Brown.

“The reality is when you dig a little deeper, invariably you find 

you have lots of ideas—‘Maybe I’ll open a restaurant; maybe a per-

sonal shopper service,’” Brown says. In fact, you might have a whole 

notebook full of ideas—none of which you have pursued. So why did 

nothing happen?

Maybe you thought none of them were any good. Or maybe you 

spent all your time trying to refine them, or playing “what if” games, 

pondering dozens or hundreds of scenarios that might or might not 

happen.

“In this kind of situation, you would be far better off getting out 

and doing something, because action changes reality and thinking 

doesn’t,” Brown says.

When you take action, you understand a little bit more about 

what you’re trying to create. You gain more knowledge. You learn 

about opportunities, whether that’s potential partners or even more 

innovative avenues to follow. By contrast, when you sit alone at your 

desk just thinking and not acting, nothing happens.

Sure, ideas can arise in a flash of insight. But more often (and 

more reliably) your ultimate idea will surface and develop through 

your interactions with other people or the marketplace. You don’t 

need the idea as much as you need to get started. Worst case? You 

take a few tiny steps and discover you don’t like what you’re doing. 
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Or maybe you decide it’s impossible. If that happens, you reboot and 

move onto something else.

• • •
In this chapter, we’ve taken an in-depth look at the first stage of your 

entrepreneurial journey—how to come up with your remarkable, 

brilliant, kick-ass idea. In the pages ahead, we’ll take a look at the 

next steps, outlining the typical approaches that entrepreneurs take 

to get their startup ideas off the ground. We’ll also dive into the prac-

ticalities, from choosing a legal structure for your business to ob-

taining permits and licenses.





SELECT 
THE BEST 
STRATEGY AND 
STRUCTURE 
FOR YOUR 
STARTUP

“When you walk into a room, if you don’t 
know more about your industry, your 

customer, your business than anyone else in 
the world…someone like me is going to come 
in and kick your ass.”

MARK CUBAN, serial entrepreneur, owner of the NBA’s Dallas 
Mavericks and shark on ABC’s Shark Tank.

2
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AS YOU’VE PROBABLY GLEANED BY now, entre-

preneurship requires far more than just a brilliant busi-

ness idea. (If that were the case, this book would have 

been a lot shorter.) Now that you’ve worked out a concept, it’s time 

for the tricky part: figuring out how to turn your vision into reality.

It’s our opinion at Inc. that the next step of the entrepreneurial 

journey is the business plan—or at the very least, a rough version of 

what will become your formal business plan. Whether you’re a mom-

and-pop bakery or an up-and-coming tech company, it’s wise to get 

your startup idea out of your head and onto paper (or an online 

document).

What’s a business plan, exactly? Simply put, it is a living, breath-

ing document that describes your concept, outlines your goals, and 

maps out the strategies you’ll take (whether that’s marketing to cus-

tomers or raising money from investors) to turn your idea into a 

successful company.
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“Entrepreneurs are people who dream  
up new ideas, and then commercialize 

them into new businesses. Most people be-
lieve that the hard part is coming up with the 
idea, and the easy part is turning it into a busi-
ness. Yet, in my experience as a mentor to en-
trepreneurs, the majority of failures I see are 
related to starting and growing the business, 
not developing the solution.”

MARTIN ZWILLING, veteran startup mentor and founder of 
Startup Professionals

Now, right away, we want to be clear. When the topic of business 

plans comes up, it tends to polarize people into two separate 

camps:

1. Those who think business plans are worth the effort to put 

together

2. Those who think writing business plans is a waste of time 

(except, perhaps, if you’re trying to raise money)

So, who’s right? We spoke to Ellen Rohr, founder of Bare Bones 

Biz, a venture capital and consulting company, who says the answer 

lies somewhere in between.

“The primary purpose of a business plan is to help you gain clarity 

and hold yourself accountable for moving in the direction of what 
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you want,” she says. (For more on the benefits of that, please see  

“Five Reasons Why You Need a Business Plan,” page 49.) “The sec-

ondary purpose is to attract investors, or get a loan, or get buy-in 

from your spouse, partner, parent, kid, team members, or whom-

ever,” she says. “Unless you have your intentions for your business 

written down, you might miss an opportunity to communicate it to 

someone else or even to clarify things for yourself.”

Are business plans ever a complete waste of time? Possibly, if 

writing a full-blown business plan takes weeks or months of your 

effort, or distracts you from getting going, which is a big reason why 

that second camp tends to discount them. (Please see “The Case 

Against Writing a Business Plan,” page 59.)

In recent years, much emphasis has been placed on the “lean 

startup” method, popularized by Eric Ries and Steve Blank, in which 

an entrepreneur essentially starts the process of developing a com-

pany in real time. (More on that later in the chapter.) We’re fans of 

the lean startup method, in which an entrepreneur typically puts a 

bare-bones version on the market, getting customer feedback and 

making constant iterations to the business model. The method 

de-emphasizes the old-school business plan, instead emphasizing 

“think big, start small, fail quickly, scale fast.”

Anecdotally, we find most successful entrepreneurs tend to land 

somewhere in the middle. They incorporate bits and pieces of both 

schools of thought, starting out with a simple business idea, test-

ing it, tweaking it, and sometimes pivoting wildly if customer feed-

back demands it. (Please see case study of Slack on page 68.) Then 

they eventually encapsulate product descriptions, market strate-

gies, and sales goals into a formal business plan as the company 
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takes shape or as the need arises. And usually, that “need” is fi-

nancing—most lenders will want to see a business plan, and most 

investors will want to see at minimum the executive summary of a 

business plan.

In the earliest stages, we recommend crafting at least an informal 

business plan (see page 58) in which you highlight key elements that 

define your vision while outlining initial activities or milestones 

that will drive you toward your goal.

“Build sports car. Use that money to build 
an affordable car. Use that money to 

build an even more affordable car. While doing 
above, also provide zero emission electric 
power generation options. Don’t tell anyone.”

ELON MUSK, summarizing his business plan in 2006 in a blog 
post on Tesla’s website

In the pages ahead, we’ll take a look at the formal business 

plan—which (at the least) should get you thinking about the nitty- 

gritty of your startup, including mission, business model, struc-

ture, existing strategic relationships, and your ultimate plan for 

profitability.

Will having a business plan make success inevitable? Absolutely 

not. But great planning often means the difference between success 

and failure.
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Five Reasons Why You Need a Business Plan

Starting a business? You should write a business plan—

even if you’re not raising money anytime soon, says Inc. 

columnist David Ronick, a serial entrepreneur. Here’s why Ron-

ick thinks they are a must.

1. It will help you avoid big mistakes. The last thing you 

want to do is work on your startup for a year, only to 

realize you were doomed to fail from the start. Many 

founders learn the hard way that they underestimated 

capital needs or took on partners with the wrong skills 

or lacked a viable way to make money. Developing a 

business plan can help ensure that you’re sprinting 

down the right path.

2. It will help counterbalance emotions. During the start-

up phase, you’re prone to be “manic”—so passionate 

about your ideas that you lose sight of reality. At other 

times, you’ll be overwhelmed by doubt, fear, or exhaus-

tion. When emotions peak, a business plan helps you 

step back and take an objective look at what you are 

doing and why.

3. It will make sure everyone’s on the same page. Chanc-

es are, you are not building a company by yourself. Ide-

ally, you’ll have partners, so you can launch faster, 

smarter, and with less need to pay employees or suppli-

C
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ers. Even if you don’t have partners, you’ll have family, 

friends, and advisors involved. Sharing your business 

plan keeps everyone headed in the same direction.

4. It will help you develop a game plan. At a startup, ex-

ecution is everything. That means you have to set pri-

orities, establish goals, and measure performance. You 

also need to identify the key questions to answer, like 

“What features do customers really want?” “Will cus-

tomers buy our product and how much will they pay?” 

and “How can we attract customers in a way that’s cost 

effective and scalable?” These are all things you’ll ad-

dress during the business planning process.

5. It will help you raise capital. If you raise or borrow 

money—even from friends and family—you’ll need to 

communicate your vision in a clear, compelling way. A 

good business plan will help you do just that. A study 

by Babson College found that startups with a business 

plan raised twice as much capital as those without a 

business plan within the first twelve months.

HOW TO WRITE A BUSINESS PLAN

A classic business plan is a blueprint for your business that can help 

you navigate and manage your company while also helping potential 

investors, partners, lenders, and others understand your business 

strategy and your chances at success.
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A business plan, typically thirty pages or so in length, is never quite 

finished because you’re ideally always revising it, reviewing it, and 

building upon it. In fact, more critical to your business’s future than a 

plan is the process “that you undertake on a regular basis to hopefully 

keep your ship headed in the right direction without losing sight of 

your long-term destination,” says long-time business journalist Eliz-

abeth Wasserman, who has written extensively on the issue.

If you’re just starting out, writing a business plan can help you 

describe your product or service, detail your marketing strategy, and 

lay out your sales and operational forecasts—including the ever-im-

portant cash-flow projection so as to keep your business on track for 

profits.

If you’re seeking investment or loans, whether from venture cap-

italists or bankers or others, a business plan (at the very least, the 

executive summary) is often essential. It’s one of the first docu-

ments that a loan officer will want to see. In addition, an angel or 

venture capital investor will want to see not only the executive sum-

mary before providing funding, but they’ll try to poke holes in your 

plan and quiz you about things you should have addressed. For the 

purpose of financing, you may add certain sections to your business 

plan, including background and historical information about the 

business and a description of the management team leading the 

organization.

If you’re developing a plan involving a business loan, then your 

lenders are going to want something slightly different. They will 

want to see a section detailing collateral, or assets to pledge against 

the loan. Collateral includes funds to support loan payments, inter-

est expenses, and debt repayment. Banks won’t make speculative 
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loans, so you need to include information in your plan to make the 

banker feel safe.

If you need help, consult the Small Business Administration’s on-

line guide to business plans (www.sba.gov) or peruse over a hundred 

free sample business plans at Palo Alto Software’s Bplans.com. 

“I actually wrote a 75-page business plan 
for Learnvest. Please do not do that. No 

one asked for it, no one read it. But what was 
important about it: It was for me. If any other 
person ever challenged me, I knew the an-
swers. And what I mean by that: What’s the 
problem, what’s the market, who’s the cus-
tomer. I knew who the competitors were. So, 
when I was jumping off the cliff, I wasn’t say-
ing, “Oh, I’ll figure it out on the way down.” 
Once you get up and you’re running a busi-
ness, your hair’s on fire. You’re putting out X, 
Y, Z problem. You’re not in a position to say, 
“What’s my strategy.” Now, I’m leading 115 
people. If I didn’t have a clear strategy, I don’t 
know if everyone would get out of bed in the 
morning, excited to come work for me.”

ALEXA VON TOBEL, founder of Learnvest, a personal finance 
website
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Killer Business Plans

There are plenty of websites out there that offer to sell 

business plan templates for $20 or more, designed to let 

you enter your company name and specifics and generate a plan.

While that may be tempting, a generic business plan sample 

with your details just dumped in isn’t going to wow anyone, and 

it’s not going to inspire you on a regular basis, says Larry Kim, 

founder of WordStream, an online marketing company.

“I know from experience that the last thing you have when 

you’re starting your own business is an abundance of time to 

dream up creative ideas for your business plan,” Kim says. 

“Don’t worry—you don’t have to reinvent the wheel.”

He recommends using the following business plan tem-

plates, many of the “less is more” variety:

1. Business Plan Infographic PowerPoint, available on 
GraphicRiver.net. Present your market analysis, time-

line, statistics, and more in an engaging and highly vi-

sual infographic.

2. Lean Canvas 1-Page Business Plan, Leanstack.com. 
You can create a one-page business model in a speedy 

twenty minutes.

3. Startup X—Perfect Pitch Deck PowerPoint Template, 
GraphicRiver.net. This one stands out in a sea of Pow-

erPoint business plan templates, thanks to the creative 

modifications you can make.

C
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4. Emaze Business Plan With Analytics, Emaze.com. 
More than just a template, this comprehensive presen-

tation tool features collaboration and analytics.

5. Startup Pitch, GraphicRiver.net. This PowerPoint-for-

mat business plan sample has a creative tear-away de-

sign that’s eye catching and unique.

6. Palo Alto Software’s LivePlan, LivePlan.com. This is 

another easy-to-use tool where you input your infor-

mation and it creates a one-page, infographic-style 

business plan for you.

COMPONENTS OF A BUSINESS PLAN

Most formal business plans contain the following components, al-

though the order in which you write and present these sections is 

subject to change:

 n Executive Summary. This is the abstract of your business 

plan, a summary of everything you will say in greater detail 

in the ensuing pages. It spells out the content and goals of 

your plan, hitting all the highlights. This section is key if you 

are seeking outside funding, as it introduces possible inves-

tors to your business. Be sure to include background about 

your company, the market opportunity, your capital re-

quirements, a mission statement, an overview of manage-

ment, competitors, your business’s competitive advantages, 
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and a summary of your financial projections over the next 

three years. “Some people write the executive summary 

first, but I would never do that,” says Linda Pinson, author 

of Anatomy of a Business Plan. “I would go through and write 

my plan first and come back to the executive summary.” 

Keep this to no more than three or four pages.

 n Company Overview. The company overview is designed to 

provide more information about your business, why and 

when it was formed, its mission, business model, strategy, 

and any existing strategic relationships. Pinson recom-

mends including administrative issues, such as intellectual 

property you may own, costs associated with your location, 

the legal structure of your company, management, person-

nel, and how you address accounting, legal, insurance, and 

security matters.

 n Business Offering. Here’s where you talk about why you’re 

in business and what you’re selling, whether it’s products 

and/or services. If you sell products, state whether you are 

the manufacturer, distributor, and/or retailer of a product 

and talk about your manufacturing process, availability of 

materials, how you handle inventory and fulfillment, etc. If 

you provide services, describe those services. Make sure to 

address any new product lines or service lines that you ex-

pect to enter into in the future.

 n Marketing Plan and Analysis. In this section, you spell 

out your marketing strategy (see more on that in Chapter 4), 
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addressing details of your market analysis, sales, customer 

service, advertising, and public relations. Many businesses 

use this space to showcase their vision of why their business 

will be successful, backing that up with market research 

that identifies their target market and industry and cus-

tomer trends. But most of the time, small and mid-sized 

businesses don’t have the deep pockets to hire outside firms 

to undertake exhaustive market research. “A sizeable ma-

jority of smaller entrepreneurial companies are going to bet 

the company on their own sense of the market without the 

validation of outside research,” says Tim Berry, chairman 

and founder of Palo Alto Software, maker of Business Plan 

Pro software. In lieu of research, Berry, who is also an inves-

tor, says companies can provide testimonials from existing 

customers.

 n Strategy and Implementation. Every business plan needs 

details. This section is where many should go. “This is where 

I’m going to be looking as an investor for dates and dead-

lines,” Berry says. “I’ll be looking for things we’ll be able to 

track,” whether that’s product release dates or unique visi-

tors. This is also a section in which to include your sales 

forecasts, Berry says.

 n Management Team. If writing the business plan for inves-

tors or bankers, you want to explain the background of your 

company executives and managers and explain how that 

will help you meet business goals. “For investors, it’s an im-

portant element to include who these people are and what 
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their experience is,” Berry says. “Investors need to evaluate 

risk, and the general assumption is that management team 

experience greatly affects risk. The more seasoned the man-

agement team, the less the risk.” If writing this solely for 

internal purposes, you may want to explain how managers 

expect to grow the staff of the business in the future to meet 

business objectives.

 n Financial Projections. In the financial section, you provide 

“the quantitative interpretation” of everything you stated in 

your organizational and marketing sections, Pinson says. She 

also advises not to write the financial section until those 

other sections are complete. This is where you include your 

projected profit and loss statements, your balance sheet, and 

your cash flow statements for the next three years. “Those are 

forward-looking projections,” Berry points out. “It’s not your 

accounting.” That’s often a source of confusion. The order of 

the numbers will be very much like they appear in accounting 

statements but they will be forecasts for the future. “Account-

ing is today backward into the past,” Berry says. “Planning is 

today forward into the future.’

You may want to include supporting documents to back up state-

ments or decisions you’ve made. These should be included in a sep-

arate section. These supplemental materials might include resumes 

of your managers, credit reports, copies of leases or contracts, or 

letters of reference from people who can attest that you are a repu-

table and reliable businessperson.
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The business plan, according to Berry, is far more than just a doc-

ument. It’s actually “the content, the strategy, and the specifics of 

what is going to happen to your business,” he says.

HOW TO WRITE AN INFORMAL BUSINESS PLAN

If you’re not seeking investors, or want to jump into the market 

quickly to launch your product or service, then an informal busi-

ness plan can help you clarify your startup’s goals, sales strategy, 

and target market. At the least, writing it all down will help you 

crystallize your thoughts, set your priorities, and keep you on 

track.

An informal business plan should contain, at the minimum:

A company description and mission statement. Describe 

your business in a few brief paragraphs, including your legal 

structure (for more on that, see pages 70–75) and the type of 

unique services or products you provide. Also include a brief 

description of the management team, detailing each person’s 

responsibilities.

An overview of your target market. Be specific about the cus-

tomers you serve, including any demographics you might have, 

such as age, income, location, purchasing habits, buying cycles, 

and willingness to adopt new products and services. A goal in 

this section is to prove that you know your customer, which is 

important for marketing your company.
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An overview of the competition. Identify the current (or po-

tential) competitors in your area or online who sell a service or 

product similar to yours, and identify their strengths and weak-

nesses. Gather this information by checking out their websites 

and marketing materials, or visiting their locations.

Marketing and sales strategy. Describe how you will pro-

mote your business, whether that’s through advertising, so-

cial media campaigns, promotional literature, or public 

relations. Define how you will get your product or service to 

customers, including whether you need sales representatives 

(inside or external) to promote your products. Identify what 

differentiates you, particularly when it comes to price, prod-

uct, or service.

An overview of your finances. Include your startup costs, 

your operating costs, and revenue estimates. Keep your expec-

tations realistic and honest: The biggest mistake entrepreneurs 

can make is to be overly optimistic with sales estimates. Include 

a cash-flow statement, as lack of cash is one of the biggest rea-

sons small businesses fail.

THE CASE AGAINST WRITING A BUSINESS PLAN

A formal business plan is a waste of your time—and that’s true even 

if you plan to raise money from investors, says Inc. columnist Geof-

frey James.
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The conventional wisdom, James explains, is that investors re-

quire a three- to five-year business plan, since they’ll look for their 

investment return in that time frame. But there’s scant evidence 

that’s the case, he says. Here’s why.

“First off, for a startup, three years is the distant future and five 

years might as well be in another geological epoch,” he says. “It’s lu-

dicrous to pretend you have any idea what you or your firm will be 

doing in five years.’

Second, he says, nobody has time to read a formal document, es-

pecially one that follows the typical template that wastes pages on 

irrelevancies like corporate mission, personal background, and pie-

in-the-sky projections.

“Finally, the fact that you wasted—what, maybe an entire week?—

writing a formal document that nobody (including you) wants to 

read is a certain signal to savvy investors that you lack a sense of 

priority,” he says.

Rather than a formal business plan, some investors prefer a ten-

slide presentation (also known as a “pitch deck”) built around a 

demo or prototype, he says. Simplify your ideas so you can describe 

them on a single written page.

Remember, even the corporate world simultaneously uses and 

dismisses three- and five-year plans. “It’s been that way for decades,” 

James says. “So, no, you don’t need a formal business plan to get 

your startup off the ground. And you don’t need to spend precious 

hours polishing and updating it.”

That time is better spent doing something useful, he says…such 

as making your idea work in the real world.
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A LOOK AT THE LEAN STARTUP METHOD

In 2011, entrepreneur Eric Ries published a book called The Lean 

Startup, describing a startup methodology designed to eliminate 

waste that focuses on building a minimum viable product or MVP. It 

quickly became dogma in Silicon Valley.

Ries’s lean principles, which focus on rapid iteration rather than 

long development cycles, have since been embraced by old-school 

companies (think General Electric) and recommended for just about 

anyone starting a business. At its core, the lean startup method is a 

disciplined process, one that embraces experimentation, rapid proto-

typing, and constant learning from customer feedback.

“Now that I have my own startup, I’ve 
not only gotten the Lean Startup reli-

gion; I’ve become downright evangelical. We 
implement lean processes in just about every-
thing we do, and we have from the start.”

THOMAS GOETZ, CEO and co-founder, Iodine

In a question-and-answer session with Inc., Ries explained his 

thinking behind the methodology and provided his best tips on how 

entrepreneurs can apply it.

You’ve started several companies that subsequently folded. 

What’s the biggest mistake that startups make?Q
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Startups make so many mistakes that the challenge to 

identify the root cause of a failure is tough. But believing in 

your own plan is probably the worst. In our case, we were 

convinced that if we did a really good job developing and 

implementing a good plan (writing a business plan, doing 

focus groups—all the traditional stuff ), we would be re-

warded with success. If I showed you the business plans, 

they were incredibly well-written. The only problem is 

that reality didn’t conform to our plan. We didn’t bother to 

double-check our plan—we just assumed we were correct 

and that’s where most of us go wrong.

So, from this idea, you formed the concept of the “Lean Start-

up.” How can entrepreneurs actually employ your strategy?

The fundamental idea is to treat everything a startup does 

as an experiment. Everything a startup does should be a 

test—a hypothesis. You really want to organize your com-

pany so that it’s built to learn. The Lean Startup idea is 

based on lean manufacturing—a management philosophy 

that we can easily adapt to the startup culture. A key part 

is creating a feedback loop: build, measure, and learn. We 

want to get through that loop as quickly as possible. But it’s 

not just failing fast, it’s failing well.

A big part of your theory is to engage the customers early 

on and to test things. How do you find customers if you 

don’t have a final product or a well-known brand?

A

Q
A

Q
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Testing with only friends and family is a bad idea. Friends 

and family are more likely to give you positive feedback—

and that’s not helpful. But this part should be easy for en-

trepreneurs. One of the assumptions you’ve probably 

built into your business plan is how you will get custom-

ers after the product is done. You can follow that plan 

right now to get started on finding those customers. Most 

entrepreneurs don’t need as many customers as they 

think. A lot of people think ten is too few for a sample. But 

if all ten refused a product, why is that not enough? If you 

want a hundred, a thousand, or a million customers, you 

first have to get ten. But the answer for every business is 

different. It will be a different size if you’re selling a B2B 

product versus a product for teenagers.

How do you test your concept without finalizing the prod-

uct you plan to take to market?

What you want to do is create the “minimum viable prod-

uct.” That’s essentially the smallest, simplest version of 

your product that allows you to begin that process of 

learning. What I mean by “minimal” is not just referring 

to features on a product, but also minimal in the number 

of people to show it to. The most common way to do it is 

to allow people to pre-order a product [doesn’t have to be 

online] before it’s ready. If your campaign fails, you never 

have to build the product. You can do this with almost any 

business.

A

Q
A
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Can you give an example?

Zappos. I often ask people how they would build Zappos. 

You need a good selection and customer service option, 

they’ll say. You’d need to build a big call center, a big dis-

tribution center, etc. But the MVP for them was as fol-

lows: They went to a local shoe store, took pictures of 

each of their products, and put them online. If anyone 

bought shoes from them [at this early stage], they 

planned to go to the store, buy the shoes and mail them to 

the customer. There was no big business behind it; there 

was a website and a hope that they’ll get so many orders 

that it will get annoying to do all the purchasing and ship-

ping manually. It was all to test their big idea.

Sometimes entrepreneurs learn that their product is all 

wrong, but you think that’s not a horrible thing. It can lead 

to what you call a “pivot” in your business plan.

You don’t need to fail before you pivot. A pivot is simply a 

change in strategy without a change in vision. Whenever 

entrepreneurs see a new way to achieve their vision—a 

way to be more successful—they have to remain nimble 

enough to take it.

Q
A

Q

A



Select the Best Strategy and Structure for Your Startup    INC. 65

AND NOW THE PRACTICAL: 
PERMITS AND PAPERWORK

The administrative process of starting your own company is sur-

prisingly simple. In fact, Inc.com columnist Jeff Haden estimates 

that aspiring entrepreneurs can clear all the hurdles in under three 

hours.

“Keep in mind, I’m only talking about setting yourself up to do 

business—I’m not talking about writing a business plan, sourcing 

financing, developing a marketing plan, etc.,” Haden says. “The goal 

is to get off square one and get on to the fun stuff.”

Here’s a checklist:

1. Pick a name so you can get the administrative ball 

rolling. While a business name is important, don’t need-

lessly agonize over the process—especially if it delays you 

from starting up. Remember, your business can operate 

under a different name than your company name. (A “do-

ing business as” form takes minutes to complete.) And you 

can change your company name later, if you like.

2. Get your Employer Identification Number. An EIN is 

the federal tax number used to identify your business. 

Technically, you only need an EIN if you will have employ-

ees or plan to form a partnership, LLC, or corporation. But 

even if you don’t need an EIN, get one anyway: It’s free, 

takes minutes, and you can keep your Social Security num-

ber private, thereby reducing the chance of identity theft. 

(When you don’t have an EIN, you must use your SSN to 
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identify your business for tax purposes.) Apply online for 

an EIN at www.irs.gov.

3. Obtain a business license. For this, head to your locali-

ty’s administrative office (or website). Most counties or 

cities require a business license, typically for tax purposes 

but sometimes—depending on your industry—to protect 

public health and safety. The form is easy and quick to fill 

out. Use your EIN instead of your Social Security number 

to identify your business. If asked for annual gross re-

ceipts, do your best to estimate accurately.

4. Ask your locality about other permits or paperwork. 

“In my area, for example, a home occupation permit is re-

quired to verify that a business based in a home meets zon-

ing requirements,” Haden says. “Your locality may require 

other permits. Ask. They’ll tell you.” Some cities or towns 

may require that you register a trade name (in most cases, 

you’ll get approved on the spot) or complete a business 

personal-property tax form.

5. Get a certificate of resale (if necessary). A certificate of 

resale, also known as a seller’s permit, allows you to collect 

state sales tax on products sold. (In some states, there is 

also a sales tax on services like cleaning or repair.) You will 

need a seller’s permit if you plan to sell products. Your 

state department of taxation’s website can provide online 

forms, or most localities have forms you can complete 

while you’re at their administrative offices.
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6. Get a business bank account. One of the easiest ways to 

screw up your business accounting and possibly run afoul 

of the IRS is to commingle personal and business funds 

(and transactions). Using a business account helps elimi-

nate that possibility. Get a business account using your 

business name and EIN, and only use that account for all 

business-related deposits, withdrawals, and transactions. 

Pick a bank or local credit union that is convenient.

7. Set up a simple accounting spreadsheet. Worry about 

business accounting software like QuickBooks later. For 

now, just create a spreadsheet on which you can enter 

money you spend and money you receive. Bookkeeping is 

simple, at least at first. All you need are Revenue and Ex-

penses columns; you can add line items as you go. As long 

as you record everything you do now, creating a more for-

mal system later will be fairly easy.

“And now you’re an entrepreneur, with all the documents to 

prove it,” Haden says.



 <<<<<<  CASE STUDY  >>>>>>

Slack, an Example of  
Pivoting and Planning

SLACK, THE GROUP-MESSAGING system, is one of the fastest-grow-
ing business applications in the world. But it didn’t start life as the 
workplace productivity tool that millions of people now use.

In 2009, entrepreneur Stewart Butterfield, who had previously 
co-founded photo-sharing website Flickr, decided to launch a so-
cial gaming company in Vancouver. The startup, called Tiny Speck, 
quickly raised $1.5 million in early-stage financing. While it spent 
four years as a gaming company, its main product—a game called 
Glitch—couldn’t sustain the business.

In October 2012, Butterfield and his partners made the decision 
to shut down Glitch (he recalls breaking down in tears, telling his 
forty-person staff ). They offered investors their remaining money 
back, about $5 million, but were told to keep it and try to build 
something else with a skeleton crew.

They hit on one idea so obvious no one remembers exactly who 
suggested it first. While building Glitch, the team had been com-
municating via an internal communication system. It was a mes-
saging tool “which we really liked,” Butterfield says. Maybe other 



companies would like it too? “It was a very short hop from there to 
“we should try to make this a product.”

Over the next seventeen days, Butterfield typed out a pitch deck 
(a presentation, usually based on slides, that provides investors 
with an overview of your business). He outlined what Slack would 
be: All your team communication in one place, instantly search-
able, available wherever you go, a platform that “builds up to the 
edge” of other applications, like Excel or PowerPoint, but doesn’t 
seek to reproduce them. Almost to a letter, it’s the roadmap Slack 
has followed.

Some 8,000 companies signed up for Slack as soon as it launched. 
Within a year, it had 140,000 daily users. In October 2014, Slack 
officially became a unicorn (a tech startup worth more than $1 bil-
lion). By January 2017, it had more than 5 million daily users and 
had raised $540 million in funding.

An investor in Slack, Twitter co-founder Biz Stone, says aspiring 
entrepreneurs can learn from the company’s story. “Build a proto-
type just to see if your idea is a thing or not,” says Stone, who had 
invested in Slack when it still was a game developer. “You have to 
start somewhere and see where it takes you.” And then once you’ve 
found your way, map out the rest of the journey to success.
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NEXT STEPS: 
PICKING A LEGAL STRUCTURE

Legally speaking, it’s easy to start a company.

By default—meaning, if you do absolutely nothing—your startup 

is a sole proprietorship or partnership, unless you and your 

co-founders (if any) opt for another structure. Such a business is not 

distinct from its owners, and its income is reported on your personal 

income tax returns.

And therein lies the key drawback of a sole proprietorship or 

partnership: You have unlimited liability for your business’s debts. 

You are personally liable for deals your partners make, even if you 

have an agreement that limits individual authority. And a mistake 

can cost you not just the company but everything you own.

So, if you are starting a business, or if you already run one but 

haven’t thought strategically about its legal structure, you need to 

take this matter seriously. For limited liability protection—limited, 

that is, to what you have invested in your company—the choices 

come down to a limited liability company or a corporation. The de-

cision is more complicated than it may seem: What the government 

leaves in one pocket, it takes from another. So, sit down with a law-

yer and accountant to weigh the options in light of your individual 

tax situation.

Keep in mind that liability protections are not absolute. Credi-

tors may be able to pierce the corporate veil that separates a com-

pany from its owners’ personal assets in cases of fraud, when the 

entities are inextricably linked, or when the company fails to adhere 

to the basic legal and reporting requirements.
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When comparing options (LLC versus corporations), the princi-

pal decision is whether you want your company to pay taxes on prof-

its before they are distributed to owners or you want the profits to 

flow straight through to the owners’ individual tax returns.

Remember, you have a certain amount of flexibility when it 

comes to changing the legal structure of your business and you can 

easily convert from an S corp to a C corp.

Here’s what you need to know:

Limited Liability Company

This structure essentially melds a partnership with the limited li-

ability protection offered by a corporation. The LLC is a fairly re-

cent innovation—most states didn’t recognize it until the 

mid-1990s—but because of its flexibility, lawyers have come to rec-

ommend it for most small companies. Depending on the state, the 

owners of an LLC (called members) can consist of a single individ-

ual, two or more individuals, corporations, partnerships, trusts, or 

other LLCs.

How it works: Like a partnership, an LLC is a pass-through en-

tity, meaning that profits, losses, credits, and deductions flow 

through to your personal tax returns. An owner can use losses to 

offset other income, but only up to the amount he or she in-

vested, which is called the basis. In an LLC, unlike a corporation, 

income and losses can be distributed unequally among mem-

bers—the LLC could, for example, allow one member to take all 

of the losses but allocate profits based on ownership interest.
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Watch out for: LLC members can’t distinguish between in-

come earned as salary and passive investment income, so 

profits are subject to Social Security and Medicare taxes on 

top of income taxes.

How to file an LLC: After choosing a unique name (which must 

end in a variation of Limited Liability Company), you file arti-

cles of organization with your state. Many states allow you to do 

so online; others provide a template to use. Though not required 

by law, an operating agreement that defines the basic rights and 

responsibilities of the LLC’s members is also crucial. New York 

requires notice of the LLC’s formation to be published, which 

adds to startup costs.

C corporation

This is the basic type of American corporation—a legal entity that’s 

completely separate from its owners. Because its shares can be 

traded among an unlimited number and types of owners, the C corp 

is the vehicle commonly used for taking a company public. Gener-

ally speaking, entrepreneurs choose the C corp structure if they 

hope to attract professional investors or reward employees with 

stock. Many small businesses prefer other structures, to avoid the C 

corp’s “double taxation” (more on that below) and requirements to 

hold board and shareholder meetings.

How it works: The corporation files its own tax return and pays 

taxes on its income at the corporate rate. When profits are dis-
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tributed to shareholders in the form of dividends, they are taxed 

again—a double tax, some argue—at shareholders’ individual 

income tax rates. However, because the corporate tax rate tends 

to be lower than the individual tax rate, some experts recom-

mend a C corp for small companies that reinvest profits. Unlike 

an LLC, a C corp can distinguish between active and passive in-

come and pay employment taxes only on the salaries of the ac-

tive shareholders.

S corporation

The S corp has long reigned as the way to avoid the C corp’s double 

taxation. Ownership in an S corp is restricted to no more than 100 

U.S. shareholders (a family can count as a single shareholder), with 

one class of stock. Normally, an S corp cannot be owned by another 

company or own one. Still, it remains a good choice for companies 

that can’t legally organize as LLCs (such as banks or insurers) or 

would face higher taxes as LLCs, which is the case in some states.

How it works: In S corps, income flows through to the individ-

ual shareholders, and federal tax is paid at the owner level. 

(Most states follow suit, but a few tax S corps at the company 

level in certain cases. Also, New York City doesn’t recognize S 

corps and taxes them as C corps.) Owners of S corps can enjoy 

tax savings by paying themselves “reasonable” salaries tied to 

industry norms, subject to self-employment taxes, and then 

take a distribution of profits, which is free of employment 

taxes.
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How to incorporate: Incorporation begins by selecting a name 

and filing articles of incorporation, which in most states simply 

entails completing a registration form. (Filing fees vary by state, 

from $100 to $1,000.) Then, the founders must appoint directors 

and draft the company’s bylaws, which stipulate how the busi-

ness will operate. Finally, the new corporation must deliver 

stock certificates to its shareholders.

If you need help, more information and legal forms are available 

online at Nolo.com and LegalZoom.com.

Becoming a Certified B Corp  

or Benefit Corporation

Attention social entrepreneurs: You can structure your 

business so that “doing good” is part of your for-profit 

business model.

By becoming a certified B corp and/or benefit corporation 

(which are similar but different), you can factor in non-financial 

goals—say, saving the environment—along with the bottom line 

when you’re making decisions for your company.

The B corp designation was popularized by B Lab, a Berwyn, 

Pennsylvania, nonprofit founded in 2006. B Lab will certify a 

company in any of the fifty states as a “B corp” after it’s met 

rigorous standards of social and environmental performance, 

accountability, and transparency. The label is akin to other cer-

tifications, such as Leadership in Energy and Environmental 

C
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Design (LEED) or Fair Trade. Well-known B corps include Pata-

gonia, Ben & Jerry’s, and Warby Parker.

As part of the certification process, B Lab requires companies 

in most states to eventually become a benefit corporation (a 

legal designation similar to C corp). As of July 2017, thirty-three 

states and the District of Columbia have allowed this new type 

of corporation. The status essentially provides a company with 

greater freedom to pursue social goals without fear of being 

sued by shareholders for failing to maximize profits.

If you want more information, the Yale Center for Business 

and the Environment and Patagonia have published An Entre-

preneur’s Guide to Certified B Corporations and Benefit Corpora-

tions, available for download at cbey.yale.edu.

We’ve outlined some of the early choices you’ll need to make as 

you turn your idea into a company. In the next chapter, we’ll answer 

your most pressing questions about money, the lifeblood of any 

young business.





FIGURE OUT 
FUNDING

“‘Fundraising is going to be the death of 
me!’ That’s how I’ve felt, oh, perhaps 

ten times throughout my journey to date as a 
serial entrepreneur.”

DAVE KERPEN, founder and CEO of Likeable Local, a social 
media software company.

3
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IT’S ALWAYS DAUNTING TO RAISE money for a startup.

Most entrepreneurs are forced to dive into their own pock-

ets for the cash to start a business, as few lenders or investors 

want to bet on an unproven startup. Newbie entrepreneurs often 

cobble together funds by combining their own savings with a few 

other sources (such as loved ones, credit cards, or home-equity 

loans) in the early months or years. Those who don’t have enough 

cash sometimes try crowdfunding sites. It remains difficult or down-

right impossible for startups to obtain bank loans. That’s because 

banks and credit unions are risk-averse and don’t want to take a 

chance on a startup until much later, when the business has a track 

record and financial statements to prove it.

A small number of startups, often in the technology realm, will try 

to raise money from investors. This route is only appropriate for 

businesses that have exit strategies (in other words, they plan to one 

day go public or sell themselves to a larger company, which is when 

investors reap profits). If that’s you, starting your capital search with 

a good business plan will show investors your company’s potential.
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Finding and securing startup cash can take careful research, good 

negotiation skills, and, above all, an unflagging commitment to your 

new business. Here’s a look at the most common sources of funding 

for small businesses.

SOURCE: 
YOU

Far and away, the most common source of startup funding is you—

meaning your savings, credit cards, retirement savings, or home eq-

uity loans. We’ll take a look at each below. Some good news: 

Entrepreneurs who have started this way—and most have—say hav-

ing “skin in the game” can teach early lessons in frugality and im-

presses lenders or investors down the road.

“I started Learnvest out of my savings 
account. I started paying designers, pay-

ing technologists tiny chunks of checks. Be-
cause I was actually paying for things myself 
with my own savings, it sharpened my focus 
of how to spend money. Quickly you’ll be able 
to say, we don’t need that.”

ALEXA VON TOBEL, founder of personal-finance website 
Learnvest, which ultimately raised $69 million in venture capital 
and was acquired by Northwestern Mutual for a reported $250 
million
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Your bank account

No matter if the economy is soaring or tanking, this is where you 

start. Exactly how much you need depends on your business (please 

see “Calculating Startup Costs,” page 83). And exactly how much 

you want to risk may depend on your circumstances in life: Are you 

single? Married with college-bound children? Getting ready to re-

tire? All of this requires some soul searching and (in some cases) 

discussion with significant others in your life.

Now, a key to investing in your own business is not to put every last 

penny of your savings into your new, unproven startup. Personal-fi-

nance experts recommend keeping enough in an emergency savings 

account to cover at least three months of personal expenses (like the 

mortgage, groceries, and utilities). If you’re a newly minted business 

owner—meaning, you’re not yet drawing a salary—you’ll likely need 

considerably more, especially if sales take longer than expected to 

come in. You’ll want to keep extra cash in a reserve, in the event un-

planned business expenses arise in your startup’s early years.

Credit cards

Many entrepreneurs use personal credit cards to fund their startups, 

which can be risky. Fall behind on your payment and your credit 

score gets whacked. Pay just the minimum each month and you could 

create a hole you’ll never get out of. That said, if used responsibly, a 

credit card can get you out of the occasional jam and even extend 

your accounts payable period to shore up your cash flow. Note: most 
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startups aren’t eligible for business lines of credit until they are more 

established. Once you have a line of credit, though, you can use it as 

a short-term bridge loan to cover working capital needs.

Home equity loans

If you’re a homeowner, you might consider tapping into home eq-

uity to fund a business. In that case, you might consider a home eq-

uity loan, which, like a mortgage, usually has a fixed rate and 

monthly payment. Or you could look into a home equity line of 

credit or HELOC, which functions more like a credit card, with a 

variable interest rate. But here’s the thing: If your brilliant idea 

turns out to be less-than-brilliant, you still have to repay the loan or 

lose your house. Some experts recommend saving home equity 

funds as a source of capital for down the road, for when your reve-

nue-generating business has reliable customers.

Retirement savings

One of the worst ideas is to dip into retirement savings to fund your 

startup—although plenty of entrepreneurs do it. If you’ve left a cor-

porate job (or are thinking about it), those funds you’ve accumu-

lated in your 401(k) over the years can look pretty tempting. 

Technically, if you set up a C corporation and roll your retirement 

assets into it, you can tap them without penalty. If you’re consider-

ing this, make sure to talk with an accountant, as the steps are legally 

complex. But remember: If things don’t pan out, not only do you lose 

your business, but your nest egg, too.
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“I probably had about twenty grand in 
the bank when Under Armour started. A 

lot of money for a college kid. I ended up going 
to just under $40,000 in credit card debt 
spread across five cards. In the summer of 
1997, I was totally broke—so broke I needed to 
go to my mom’s house to ask if she minded 
cooking dinner for me. I needed for her to feed 
me. Then all of a sudden I started getting my 
first round of orders.”

KEVIN PLANK, founder of athletic-apparel business Under 

Armour, now a $5 billion public company

Calculating Startup Costs

How much money do you need to start a business?

The answer, of course, is unique to your startup, which 

will have its own specific cash needs at various stages in its 

developmental cycle. For example, a service-based business 

with no inventory (think Uber, a transportation company that 

doesn’t actually own any vehicles) can be started on a small 

budget. Other startups—a restaurant, for example—will need to 

invest a substantial amount in inventory or equipment.

While there’s no universal method for estimating startup 

costs, the Small Business Administration provides a few helpful 

tips at its website, www.sba.gov.

C
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First, figure out how much seed money you’ll need by esti-

mating the costs of being in business for the first months. 

“Some of these expenses will be one-time costs such as the fee 

for incorporating your business or the price of a sign for your 

building,” according to the SBA. “Some will be ongoing costs, 

such as the cost of utilities, inventory, insurance, etc.”

When you’re analyzing those costs, decide which are essen-

tial and which are optional. “A realistic startup budget should 

only include those things that are necessary to start a busi-

ness,” the SBA says.

Next, divide essential expenses into two categories: fixed or 

variable. Fixed expenses might include monthly costs, such as 

rent, utilities, payroll, and insurance. Variable expenses might 

include inventory, shipping and packaging costs, and sales com-

missions. “The most effective way to calculate your startup 

costs is to use a worksheet that lists both one-time and ongo-

ing costs,” the SBA says.

Bootstrapping Tips

Nothing is scarcer than cash (except maybe sleep) when 

you’re starting out. That’s why the term “bootstrap”—i.e., 

doing more with less—is a buzzword in startup circles. The 

more you can bootstrap in the beginning to validate your 

business idea, the easier you are going to find your path to 

raising capital.

C
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Tom Walker, an investor with Rev1 Ventures and author of 

The Entrepreneur’s Path: A Handbook for High-Growth Compa-

nies, provides bootstrapping tips. Hold fixed costs to a mini-

mum by doing the following:

■■ Share office services and equipment

■■ Co-locate with another company or move to a business 

incubator

■■ Use the computers and servers you already have

■■ Delay capital purchases

■■ Lease instead of purchase

■■ Negotiate fees and terms with all service providers and 

suppliers

Treat variable costs like you’re spending your own money 

(which you are) by doing this:

■■ Seek trade credit terms with key suppliers

■■ Save thousands on travel by using smart scheduling or 

teleconferencing

■■ Hire interns from local business and/or design schools
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SOURCE: 
FRIENDS AND FAMILY

If anything puts family members’ love to the test, it’s asking them for 

money. Yet it happens every day. In fact, family and friends pour 

some $60 billion a year into startups, far more than professional in-

vestors. While Mom or Uncle Gene may be an excellent source of 

seed, the money almost always comes with strings attached. “It’s the 

highest risk money you’ll ever get,” says David Deeds, who has 

taught entrepreneurship at Case Western Reserve University in 

Cleveland. “The venture may succeed or fail, but either way, you still 

have to go to Thanksgiving dinner.”

Fortunately, there are ways to increase the odds that your rela-

tionships remain harmonious. A classic mistake is hitting up friends 

and family too early, before a formal business plan is in place, says 

Stephen Spinelli, who has served as director of the Arthur M. Blank 

Center for Entrepreneurship at Babson College.

No matter how excited you are about your idea, you need to be 

as rigorous as you would be if you were wooing the most jaded 

banker. That means supplying formal financial projections, as well 

as an evidence-based assessment of when your loved ones will see 

their money again. Why? For one thing, it lets your investors know 

that you think of their funds as something more than Monopoly 

money. And for another, it reduces the likelihood of unpleasant 

surprises.

On that note, we can’t stress this enough: Make sure that your 

friends or family understand the real risks of investing in your 

startup. For that reason, avoid approaching people with little busi-
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ness knowledge, who may simply want to invest in your startup out 

of a sense of loyalty or altruism. Make sure your investors can af-

ford to lose the money; it’s not appropriate, for instance, for an 

older family member to sink their retirement savings into your 

startup.

Before you make the ask, think about how you want to structure 

the arrangement. Are you willing to give up equity? Or would you 

rather pay interest on a loan? The answers to these questions have 

major implications for both your business and your personal 

relationships.

Many entrepreneurs prefer debt, because it’s cheaper over the 

long haul and involves no loss of control. Plus, you can deduct the 

interest as a business expense. On the other hand, if your business 

expects low cash flow for several years, or if you want to make your 

balance sheet look stronger because you’re planning to borrow more 

money from an independent third party, a deal that involves equity 

could be preferable.

Some entrepreneurs have a relationship with friends and family 

where they can keep the terms fairly loose, categorizing the invest-

ment as an informal loan that will be paid back when the business 

has stable cash flow (which could take several years).

Whatever the terms, keep in mind that the investor usually comes 

attached to the cash. For instance, you may be peppered with ques-

tions every time you see your loved one. That’s why you need to be 

careful, warns Deeds. “You want to get the right people onboard,” he 

says. “The wrong investors can suck up an amazing amount of your 

time and force you to divert resources away from building the 

business.”



 <<<<<<  CASE STUDY  >>>>>>

Chris Baggott  
and James Anderson

SITTING BEHIND HIS DESK at a marketing firm, Chris Baggott often 
daydreamed of owning his own business. In 1992, he finally took 
the plunge. At the age of thirty-one, he quit his job and bought 
Sanders Dry Cleaning, a local store that he eventually built into a 
chain with seven outlets. To make it happen, Baggott borrowed 
$45,000 from his father-in-law, James Twiford Anderson, a physi-
cian who also agreed to cosign a $600,000 bank loan.

With the financing in place, and ten years of marketing experi-
ence, Baggott thought he was set. And then the whole “business 
casual” trend caught fire. “People stopped wearing suits,” Baggott 
recalls. Revenue fell to just $60,000 a month, far short of Baggott’s 
original projections of $110,000. What’s more, he owed $14,000 in 
monthly payments to the bank. Propping up the business with 
credit cards, he began missing loan payments—and the loan offi-
cer’s phone calls went straight to his father-in-law. Says Baggott: 
“He’d call us and say, ‘What the heck is going on here?’ And then 
he’d have to write a check to cover it from his own funds.”

Eventually, Baggott felt he had no choice but to sell the business, 
pay his debts, and move on. But there was one investor he couldn’t 
repay: his father-in-law, who ultimately lost tens of thousands of 



dollars on the venture. “It was painful,” Baggott says, though his 
father-in-law was “great” about it.

“You win some, lose some; it’s trite to say, but it’s true,” Ander-
son told Inc. in a 2003 interview, adding that he knew from run-
ning his own practice and from some real estate ventures that 
things don’t always go as planned. “I know whatever project Chris 
goes into, he puts his heart and soul into it.”

Baggott eventually co-founded two software companies, Exact-
Target in 2000 and Compendium in 2007. He again turned to 
friends and family—but this time, he went out of his way to empha-
size the risk involved. “I said, ‘Here’s our business plan, but this is 
just a plan, and the chances are good that you’ll never see this 
money again,’” he says.

Ultimately, he raised several million dollars—and investors 
once again included his father-in-law. This time, the support paid 
off: Salesforce bought ExactTarget in 2013 for $2.5 billion, while 
Oracle acquired Compendium for an undisclosed sum.

Baggott, who won an industry award called the TechPoint Trail-
blazer in Technology Award in 2015, publicly thanked Anderson 
for the support. Despite the early losses, “he was still the very first 
person to step up and help us get ExactTarget funded,” Baggott re-
called in his acceptance speech. “He was also an enthusiastic sup-
porter of Compendium. So much for not mixing business and 
family—at least in our family, it’s pretty much the same thing.”
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SOURCE: 
CROWDFUNDING

Crowdfunding sites like Kickstarter and Indiegogo can be an effec-

tive way to raise money (and awareness) for your business idea, es-

pecially if it’s a consumer product. Typically, you set a goal for how 

much money you’d like to raise over a period of time, say, $1,500 

over forty days. Your friends, family, and strangers then use the site 

to pledge money. The sites have funded hundreds of thousands of 

creative ideas, from smartwatches to 3D printing pens. One of the 

more legendary success stories is that of Oculus, a virtual reality 

headset that raised $2.4 million via Kickstarter and was promptly 

acquired by Facebook for $2 billion.

The traditional way of crowdfunding is a system where your 

“backers” get a reward in return for their investment. For example, 

if you’re trying to launch a new board game, you might send the 

game as a thank you to people who donate a certain amount of 

money. Campaigns on Kickstarter are all-or-nothing, meaning you 

get no funding unless you hit your target, although other sites have 

more flexible rules. Even if you fail to reach your financial goal, a 

crowdfunding campaign can be a potent marketing tool, helping you 

find and engage potential customers.

A newer and more complex type of crowdfunding is called equity 

crowdfunding. “With this model, people in the crowd are actually 

buying shares in the business. They’re securing equity. They’re in-

vesting in hopes of seeing a return,” says Inc. columnist Steve Far-

ber, founder of the Extreme Leadership Institute. “They want 

something more than a T-shirt.” About 120 companies raised some 
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level of money in 2016 using this method. Businesses like restau-

rants and microbreweries—those with strong brand loyalty that can 

quickly connect to a large crowd of customers and supporters—have 

been early adopters.

While you can raise up to $1 million through equity crowdfund-

ing, it’s not for everyone: You’ll need anywhere from $8,000 to 

$15,000 in legal and setup costs. Platforms for equity crowdfunding 

include CircleUp and AngelList.

SOURCE: 
BANK LOANS

It’s never been easy for a small business to get a bank loan. Since the 

2008 financial crisis, bankers are more risk-averse than ever. So, 

persuading one to take a shot on your small but growing company 

will take work.

A few rules of thumb: Don’t expect to get a conventional bank loan 

on day one of your new business. (In the early years, you may have 

more luck with a Small Business Administration–backed loan. See 

“Make Mine an SBA Loan” on page 94). Do establish a track record, 

and keep careful paperwork. Don’t ask for a bank loan when you’re 

struggling to pay your bills. Do have a very good reason for why you 

need one. Some of the most common? Expanding into a new location, 

purchasing inventory or equipment, or boosting working capital.

The loan application process itself can be arduous. From start to 

finish, it can take two or three months—and you might get rejected 

in the end, says Inc. reporter Christine Lagorio-Chafkin. “It pays to 
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be meticulous when you fill out your forms, and to provide ample 

documentation and back-up,” she writes. “You should also plan on 

answering a series of questions both about your business and about 

your personal financial situation.”

Because the application process is so important, let’s take a look 

at how to go about it.

Chances are, you’ll fill out several loan applications in a bid to get 

money. At the outset, you’ll want to consider whether to target large 

national institutions with whom you might do other banking, or 

small, community-based organizations such as credit unions that 

might be more supportive of local entrepreneurs.

In either case, before beginning the application process, make 

sure you personally have good credit. A bank will also want to 

know if prior debts—both business and personal—will affect your 

ability to maintain a consistent payment schedule. “How you man-

age your personal finances is very reflective of how you might be 

able to manage business finances,” says John E. Clarkin, a profes-

sor of entrepreneurship at the College of Charleston, South 

Carolina.

One area where many entrepreneurs are tripped up: Having too 

much personal credit. If you carry several credit cards in your wal-

let, each with a high level of available credit, a bank may worry that 

you might run into more debt by using that extra credit if the busi-

ness runs into trouble.

Keep in mind, a lender will want to know the answers to these 

questions: Precisely why do you need a loan? If you intend to buy 

inventory or equipment, from whom will you buy it? Who at your 

company will manage the loan, if not you? Having a game plan to 
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tackle these questions will make the process of filling out a loan ap-

plication easier.

Most loan applications start with the basics: They ask for your 

business name and contact information, as well as the legal struc-

ture for your business (LLC or S corporation, for example), and the 

date of founding. You might also need to know how your business is 

covered under the North American Industry Classification System, 

commonly referred to as the NAICS code. (To learn more, go to the 

Census Bureau’s website, www.census.gov.)

You’ll also need to provide financial information, such as your 

current bank account (including recent deposits) and amount of in-

come your business has earned in the past year, plus cash balance, 

debt payments, etc. Check with your accountant or financial advisor 

to make sure all your data is accurate. The bank will also want to 

know if you’ve paid your business taxes.

These days, lenders tend to ask small business owners for collateral 

or a personal guarantee—or to put up personal money should your 

business not be able to repay its loan. Weigh your options carefully. 

“You’ve got to be willing to lose some money, but don’t endanger your 

entire future, your house, and your children’s college education by 

pledging too much,” says Dan Short, a professor of accounting at the 

Neeley School of Business at Texas Christian University.

The loan application will ask for additional personal information, 

including everything from a breakdown of the business’s ownership 

(do you own 100 percent of the company, or do you share equity with 

other principals?) to whether you are married and filing the loan ap-

plication jointly with your spouse. Additionally, you may be asked to 

provide personal tax information.



INC.    Start a Successful Business94

Make Mine an SBA Loan

Don’t yet qualify for a bank loan? Enter the U.S. Small 

Business Administration.

The SBA supports America’s small business owners through 

its various loan programs, helping entrepreneurs acquire the 

funds they need to get started and grow.

Contrary to what the term “SBA loan” suggests, the SBA ac-

tually doesn’t directly lend the money to small businesses. In-

stead, the agency works with a number of lenders (see if your 

bank or credit union participates) around the country to guar-

antee a portion of the loans, providing a better incentive for 

lenders to approve small business loans.

One of the best-known recipients is Kevin Plank, founder of 

Under Armour, who received a $250,000 SBA loan in the early 

years of his athletic-apparel business. “I couldn’t borrow any 

more money from friends or family or anybody else that I knew,” 

he told the Washington Post in 2011. “I was out of options.”

Here’s a look at the SBA’s most popular loan programs:

■■ 7(a) Loan. The most commonly used of the SBA loans, 

the 7(a) loan is flexible in its terms and usage. Through 

the 7(a) program, small business owners can borrow up 

to $5 million to be used for working capital, equipment 

purchases, real estate, and some startup expenses. Un-

der some conditions, business owners can use 7(a) 

loans to refinance pre-existing debt. Almost any small 

C
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business owner is eligible for the 7(a) program, though 

qualification is up to intermediary lenders and will de-

pend on your time in business, annual revenue, and 

personal credit score, among other factors.

■■ Microloan. The SBA offers very small loans (average 

size is $13,000) to new or growing small businesses. 

The money can be used for working capital or the pur-

chase of inventory or equipment, but can’t be used to 

refinance existing debt or purchase real estate. The 

SBA provides the funds to specially designated inter-

mediary lenders, typically nonprofit community-based 

organizations with experience in lending as well as 

technical assistance. Some microlenders give priority to 

minority business owners, women, and low-income ap-

plicants in an effort to encourage entrepreneurship 

among these groups.

■■ CDC/504. The SBA CDC/504 Loan Program is designed 

for business owners making major tangible purchases, 

such as equipment, office space, and buildings. Though 

strictly regulated, CDC/504 loans are a powerful tool to 

help businesses grow in a decisive way. Borrowers (typ-

ically, “larger” small businesses) can take out up to $5 

million to acquire or improve any fixed business asset. 

Think: opening a second location, making a major tech-

nological upgrade, or purchasing a large piece of real 

estate for development.
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Lines of Credit Versus Traditional Loans

As a business owner, you might seek a business line of 

credit, which is similar to a personal line of credit, like a 

credit card or home-equity loan.

Unlike a traditional loan, which provides you with a lump 

sum of cash to be repaid at a fixed or variable interest rate over 

a certain time frame, the business line of credit allows you to 

tap into funds as you need them. This gives you control over 

how much money you take and when you take it. Additionally, 

you are only required to pay interest on what you use.

A business line of credit is commonly called revolving credit. 

This means the lender offers access to a certain amount of cap-

ital for an unspecified period. As payments are made, you get 

access to those funds back.

In some cases, a business line of credit may have lower inter-

est rates and closing costs compared with a loan. But similar to 

a personal credit card, you may wind up paying more if you are 

late with a payment or go over your limit.

Typically, business owners seek out traditional term loans for 

specific purposes, such as the purchase of equipment that may 

take several years to pay off. A business line of credit may be 

better for short-term financing, such as payroll, supplier costs, 

or temporary cash-flow shortages.

C
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SOURCE: 
PROFESSIONAL INVESTORS

Very few startups will raise money from angel investors or venture 

capitalists—despite all those eye-popping headlines from Silicon 

Valley. By some estimates, fewer than 2 percent of entrepreneurs 

will receive cash infusions from professional investors. The more 

common sources of funding, by far, are personal savings and credit, 

followed by friends and family.

But if you’re a cash-strapped entrepreneur with an idea that you 

think is the Next Big Thing, then equity financing—that is, selling 

shares in your company in return for capital—may be for you. Here’s 

how these types of funding work.

Angels

Broadly defined, angel investors are high net-worth individuals who 

invest in entrepreneurial companies, usually at an early stage. Like 

institutional venture capital firms, many angel investors provide 

cash to young companies and take equity in return. One difference 

is that angel investors typically invest smaller amounts of money in 

individual companies than venture capitalists do, making them a 

possible resource for companies that have exhausted their “friends 

and family” financing options but are not ready to approach VCs for 

capital.

Some angel investors are members of angel groups, allowing them 

to increase their access to investment opportunities and giving them 

the possibility of investing jointly with other angels to hedge their 
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risk. If you’re looking for an angel, tapping into these networks (ex-

amples include New York Angels, Investors’ Circle and Golden Seeds) 

is a good place to start. Also make use of your personal network—talk 

to entrepreneurs who have received angel funding, ask attorneys or 

accountants who deal in the venture field for referrals, and seek out 

connections by attending investment forums or pitch events. Your 

network may well be able to suggest potential angels.

In looking for angels to target, don’t forget that choosing an angel 

investor is a great opportunity to gain an advisor. So, do your re-

search. The best investor for your startup will be the one who can 

contribute significant experience, knowledge, and networking op-

portunities, as well as the cash you need to grow your business.

Keep in mind that there are drawbacks. When you take on an an-

gel investor, you inevitably lose total control of your startup. An an-

gel will want to ensure that his or her money is being spent wisely, 

and will likely take an active role in your company’s decision mak-

ing. In some cases, the angel will also want a board seat. You might 

also face new pressure to hit financial milestones. Before taking on 

an investor, make sure you feel comfortable that your company can 

grow at the rate the angel expects.

Many high-growth startups raise money from angels before going 

on to secure larger rounds of venture capital, which we’ll outline next.

Venture Capital

Unlike angels who invest their own personal funds, venture capital 

firms pool cash from institutions or individuals into an investment 

fund, typically disbursing that money into any number of startups. 
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Since they have a fiduciary responsibility to partners, VCs generally 

don’t like to make risky, early-stage investments. VCs often have 

larger sums to invest—in 2016, the median first or “Series A” round 

was about $6.6 million, according to Crunchbase. Because of the 

piles of cash being invested, venture capitalists can be demanding. 

Aside from taking a percentage of your company, VCs generally 

want to be actively involved in your company’s strategic direction, 

taking board seats and sometimes managing operations. And they 

want an eventual exit strategy—an initial public offering, an acqui-

sition, or some other event that promises a return on their 

investment.

Even if you’re willing to give up all that control, venture capital-

ists are still quite picky about what companies they’ll invest in. “One 

of the first hallmarks we look for is whether this is a high growth 

area or does this company have the potential for exceptional 

growth,” says Maha Ibrahim, a general partner in Canaan Partners, 

a venture capital firm with offices in the United States and Israel. 

“We want to invest in companies that will grow by leaps and bounds 

over the next five-to-ten years so that it justifies going to the public 

market or provides an exceptional exit that creates enterprise 

value.”

If you’re looking for a VC, do your homework. Figure out firms’ 

investment philosophies (often on their websites), the companies 

they have backed, and whether they invest at the early stage or later 

rounds. Talk to everyone you know who has been through the pro-

cess of raising venture capital. And then tap into both your own and 

your management team’s networks to find personal connections 

with your targets.
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“The best way to get the attention of a potential venture capital 

investor for your startup is to have a mutual contact make an intro-

duction by sending an executive summary/teaser document, which 

should be no longer than two pages,” says attorney Lori Hoberman, 

whose New York City firm, Hoberman Law Group, advises entrepre-

neurs on how to navigate VC financing. “Remember, your intended 

audience has a very limited attention span. If they’re interested after 

reading the executive summary, they’ll come back to you for more.”

If you do get a meeting, bring a prototype or a working model of 

your product. If interested, VCs will begin to conduct due diligence. 

Some companies perform due diligence on the product itself, hiring 

experts to examine the product or its market either from a technical 

standpoint or reviews from customers or potential customers.

The next step would be for the VC to issue a “term sheet,” in 

which they make their financing offer. The term sheet will spell out 

the following:

 n The dollar amount of the investment the firm wants to 

make.

 n The level of ownership—basically a percentage of the com-

pany—they expect in return.

 n Other terms the VCs need to protect themselves, whether 

that includes board seats or conditions such as that the com-

pany cannot be acquired without the investors’ approval.

Make sure to thoroughly review and evaluate term sheets before 

closing any deal. Most VCs will want regular progress reports after 
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the documents are signed, and funding has been granted. “We tend 

to be involved in our companies but we don’t want to micromanage,” 

Ibrahim says. “It’s a delicate balance.” Companies should expect to 

make regular updates to investors. Often this is done at board 

meetings.

ALTERNATIVE FUNDING SOURCES

For entrepreneurs having trouble accessing traditional financing, 

there is an entire world of lending alternatives to help keep them 

afloat.

Once you start looking, “you’ll realize alternative lenders have 

different standards than bank lenders do, and aren’t necessarily 

looking for three years of perfect balance sheets,” writes Inc.com 

reporter Jeremy Quittner. Many will focus on the potential your 

business has to grow, and will lend based on your future revenues or 

on the value of your other assets.

A word of caution: Do not jump into alternative lending blindly. 

“Rates can still be high and terms can be dubious,” Quittner writes.

Here’s a look at some of the options.

Factoring

Sure, factoring has a notoriously bad rap from the old days when fac-

toring shops operated like sleazy used-car dealerships, where you’d 

risk sinking your business with usurious rates. But a lot has changed, 

and many reputable factors can lend you money at reasonable rates.
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Factors lend you money by financing the value of your receiv-

ables, usually up to about 80 percent of their value. For that, they 

take on the task of bookkeeping and collecting plus any risk, such as 

the danger of a customer filing for bankruptcy.

In return, you get a loan that functions somewhat like a credit 

line. You’ll be charged a commission for the credit, plus interest. The 

commission is likely to be about 1 percent of the total, and interest 

is likely to be prime plus about 3 percent. As a benchmark, rates on 

the SBA’s guaranteed 7(a) loans range between prime plus 2.25 per-

cent and prime plus 2.75 percent. Rates on non-guaranteed com-

mercial loans will be even higher.

“Small businesses will come to a factoring institution because 

factors [unlike banks] are more focused on the collateral not the ac-

tual balance sheet,” says Mike Stanley, managing director at Rosen-

thal & Rosenthal of New York, which factors for five hundred 

businesses, many in the small and mid-market.

Jonathan Levine is president of Lancer & Loader Group of New 

York, which for many years imported and distributed electronic 

consumer products. The company started distributing its LEDs to 

established retailers like Bed, Bath & Beyond, Costco, Sears, and 

Walmart in 2006. At the time no banks would lend, because the 

company couldn’t provide several years of earnings, even though it 

had an impressive client roster.

Levine says he secured a $1 million credit line secured against re-

ceivables from Rosenthal & Rosenthal for rates comparable to a 

bank loan.

“Factoring is a good alternative for new companies who really 

need to focus their internal resources, both financial as well as 
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human capital resources, toward growing the business,” Levine 

says.

CIT, Rosenthal & Rosenthal, and Wells Fargo are three of the 

largest factors. You can also check out Factors Chain International, 

a network of over four hundred factors internationally, for more 

information.

Asset-Based Lending

This is similar to factoring, but instead of lending against outstanding 

invoices, lenders extend credit against the value of your assets. In 

some ways asset-based lending is similar to a bank loan, because un-

like factoring, the lender does not take an active role in business 

collections.

An asset-based lender will go down the asset side of the balance 

sheet, assessing the value of items like inventory, equipment, ma-

chinery, real estate, and even intangible items like the worth of your 

name brand. It will then lend a percentage of the total value, usually 

up to 80 percent or more.

The asset-based lender takes a senior secured position in the 

loan, using the assets as collateral. Like traditional bank loans, as-

set-based loans have a closing fee between 0.5 percent and 1 percent 

of the total. All told, asset-based loans can be 1 to 3 percentage points 

higher than a bank loan, experts say.

Robison Oil of Elmsford, New York, found itself shut out of its 

bank’s asset lending services when the bank pared back its energy 

division after a merger over ten years ago, says Dan Singer, a co-pres-

ident of Robison. One of the things the bank was looking for was a 
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strong balance sheet year after year. But since Robison is seasonal, 

it often showed a loss at the end of the year, which didn’t fit its new 

bank’s criteria.

It turned to Rosenthal & Rosenthal, which was willing to extend 

an $11 million term loan and $18 million credit line.

“We thought about going back to a bank, but we have found this 

segment of lenders much more flexible,” Singer says, adding that to-

tal financing costs were about 1 percentage point more than the 

company would have gotten with a traditional bank loan.

Other asset-based lenders include Triton Financial Solutions and 

Simplified Leasing. Check out the Commercial Finance Association 

for more information on asset-based lending.

Nonbank Loans and Advances

A host of companies provide financing against future income. These 

companies have proliferated online since the banking crisis, but the 

loans tend be for smaller amounts. These are basically merchant ad-

vances secured against cash in the bank or potential credit card 

sales. One such lender, Kabbage, of Atlanta, does its underwriting 

over the web, looking at nontraditional criteria like PayPal informa-

tion and number of sales on Etsy, as well as whether you communi-

cate with customers on Facebook and Twitter. In that way, it 

compiles a credit score using alternate sources, unlike the credit 

score and credit bureau check that banks do, while considering the 

potential of your future business.

“Having more cash available is especially important in the online 

world when you have so many opportunities flowing by in a river 
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and you have to scoop it up or it is gone,” says Marc Gorlin, chairman 

and one of three co-founders of Kabbage.

Quick access to capital was important for Adam and Kit Chase, 

the owners of Trafalgarssquare.com, an online store for children’s 

cards and wallpaper. The company was founded in 2008, and no 

bank would look seriously at it for financing, even though sales have 

been strong. In 2012, the Chases wanted to take advantage of a trend 

they had noticed in wall stickers and decals, for which they needed 

to buy special printing equipment.

“Banks had high interest rates, or they did not want to lend, or 

they were not flexible, they either wanted to give us an amount that 

was too large or too small,” Kit Chase says.

Kabbage approved the Chases for a $2,000 loan, and the same day 

funds were in the couple’s PayPal account.

“We have done a couple of things with flash sale sites, and often 

we won’t have the money for materials, and with Kabbage we can get 

the money before events and produce products and pay it back,” Kit 

Chase says.

Other similar providers include Lighter Capital and On Deck 

Capital. Amazon and PayPal also provide financing services to on-

line merchants. A good resource to find a merchant advance lender 

is the North American Merchant Advance Association.

Loan Brokers

Brokers that specialize in small business loans can do the legwork 

of tracking down lending companies for you if you don’t feel like 

doing this yourself. They can recommend a wide range of products 
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and services, including things like merchant cash advances, ac-

counts receivable and inventory financing, lease buybacks and 

purchase order financing, as well as more conventional loans like 

those offered by the SBA or even by the U.S. Department of 

Agriculture.

Such is the case for MultiFunding of Broad Axe, Pennsylvania, 

which checks these alternatives and others, for its clients.

“It is difficult for most small business owners today to know 

where they fit into the funding trajectory, there are so many mov-

ing parts,” says Ami Kassar, chief executive of MultiFunding.

Generally speaking, small business owners consult with brokers 

at no cost, then pay a fee only if they successfully get financing. (In 

some cases, the broker charges the lender a fee.) Other online mar-

ketplaces include Biz2Credit, Fundera, and Lendio.

• • •
If there is anything more important than financing your young busi-

ness, it’s getting the word out about your new products or services. 

We’ll take a look at a mix of marketing and sales strategies in the 

next chapter.
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YOU PROBABLY SPENT WEEKS—if not months—on 
your business plan, to provide a holistic view of the entire 
organization and how it will operate and grow. It’s a pre-

requisite just to get a foot in the door with lenders and investors. 
You may have made a nod toward marketing in that document—and 
you may have thought that was enough. But while that’s a start, for 
most growing businesses it makes sense to invest in the develop-
ment of a separate, more-detailed marketing plan. The plan will be 
your roadmap to acquiring new customers and deepening relation-
ships with the ones you have. It will serve as a north star, making 
sure as conditions change and you’re making in-the-moment deci-
sions, those decisions are grounded in a sound strategy.

The specific objectives of any marketing plan will vary depend-
ing on the nature of the business behind it and that business’s goals. 
But most marketing plans consider a few fundamentals, like market 
and customer research, branding/positioning, competitive analy-
sis, tactics, budget, and measurement. It’s a lot to cover, but once 
complete, the document will serve as a comprehensive roadmap for 
your company.

For small businesses, it’s best to think of a marketing plan as 
a way to tell a concise story that covers all the key points of your 
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strategy going forward. So, keep it brief: The best plans can be told 
in 15 pages or fewer. Before you begin, it could be helpful to estab-
lish three items:

1. A completion date. A deadline you set in advance for when you 
want to complete your first draft of the plan. It’s important to 
remember that establishing an effective plan will be an itera-
tive process. You can count on your plan changing.

2. The responsible parties. Establish your team’s roles and re-
sponsibility. In other words, make sure you identify who is do-
ing what and when they need it completed.

3. Your budget. When it comes to putting together a marketing 
strategy, it’s critical to establish ahead of time how much do you 
have to spend, as that can have a major impact on the strategies 
you decide to implement.

Once you have these items in hand, you’re ready to put your plan 
together.

START WITH YOUR OBJECTIVES

The first step in developing your marketing plan is to establish the 
marketing objectives that will accomplish your business goals, says 
Karen Albritton, former CEO and president of Capstrat, a North 
Carolina marketing agency. “If your business goal is to grow reve-
nue, what marketing objective will accomplish this? Adding more 
customers? More repeat customers? Higher expenditures?”

One of the steps you can take to create your objectives is to 
first create a vision statement, which is basically the long-term 
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mission for your business that is both timeless and immediately 
inspiring for organization stakeholders. Every business has its 
own brand, so in setting your vision, you should identify the at-
tributes of your product or service that define the brand and its 
long-term positioning.

Another step that can help set objectives is to perform a SWOT 
analysis, where you identify the strengths, weaknesses, opportuni-
ties, and threats facing your business. By conducting such an analy-
sis, you should identify the key insights and strategic plans that will 
drive your business over the next one-to-five years. This includes 
understanding your five Cs—the consumer, channel, company, 
competition, and climate—deeply enough that when you finish, 
you should understand your point of difference in the market and 
where your opportunities lie, says Deb Roberts, marketing strategy 
consultant at Synapse Marketing Solutions. This should inform 
how you set your objectives.

Once you have your vision and a better sense of the opportunities 
and threats facing your business, you can begin establishing objec-
tives. You want those objectives to be specific, measurable, attain-
able, relevant, time bound (SMART, get it?). That will help you drive 
to your tangible goal, such as profitable growth or market share.

A good plan requires simplicity, and simplicity requires focus. 
The key is to be realistic and specific, but also set a limited number 
of marketing goals related to what you think is your target market.

CONDUCT SOME RESEARCH

Many businesses fail to conduct the market research and market 
analysis that could really help them. “It’s either overlooked or per-
haps small businesses feel it is a cost they can’t afford,” Albritton 
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says. Marketing plans that don’t incorporate that kind of research, 
however, will almost certainly waste money. This goes back to what 
we talked about at the beginning of this book: better understanding 
who and where you customers are.

One of your primary goals in conducting research is to set focus 
areas, says Albritton. “It’s easy to fragment your efforts without dis-
cipline,” she says. “So set a clear definition for the type of customers 
you want.” At this point you should tackle your priority geography 
or audience segment and begin focusing on the product and service 
offering you do best.

Strategies are the how in your plan, Albritton says. This is the 
point where you begin to address questions such as:

 n How will you position your business against other 
business?

 n What target markets are your best prospects to achieve 
your goals?

 n How will you price your offerings to achieve your goals?

Strategies should also be broad enough to capture several spe-
cific tactics, says Roberts, such as “build brand awareness” or “de-
liver unmatched customer service.”

“Ultimately, all work done on the business should fall into these 
strategies,” Roberts says. “If the work doesn’t satisfy the strategies, 
then it shouldn’t be done.”
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OUTLINE YOUR TACTICS

Tactics are the what in your plan, says Albritton. Start by think-
ing about what you should do first to achieve the best results. That 
may be as simple as putting together a very good presentation. 
Start small and build tactics one by one. For each tactic you de-
velop, note how it fits your areas of focus, your strategies, and your 
objectives.

An example of a tactic could be, according to Roberts, to reduce 
days from order to delivery as a way to accomplish a strategy of “de-
livering unmatched customer service.” If your strategy is to build 
brand awareness, tactics might include out-of-home advertising 
or an influencer campaign. The tactics are the vehicles that will be 
used to communicate the brand messaging to the target audience. 
This is the meat of your plan—what you’ll use to build an implemen-
tation calendar.

You should also develop a forecast for each tactic: Identify the 
volume of sales that you expect to earn from each marketing effort, 
the cost of goods sold attached to that sales volume, the budget, and 
any other financial figure that you expect to achieve as a result of 
putting your plan into motion.

MEASURE EACH TACTIC

In solid plans, tactics are thorough, all the way down to details con-
cerning execution and measurements of success, such as launch 
dates and expected reach, says Roberts. The point is that you need 
to begin measuring whether the tactics are successful at delivering 
your objectives. You may even choose to stagger your tactics so that 
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you can evaluate their effectiveness and learn which ones work best 
for your business.

Units of measurement can range from web traffic to retail foot 
traffic to increases in sales volume, Albritton says. Basically, you 
should strive to measure anything you can track to judge whether a 
tactic has made a difference.

Strategies vs. Tactics

The meat of your plan will include your objectives, your 
strategy, and your tactics. Putting tactics ahead of strat-

egy is an extremely common mistake—not just at startups, 
but at all kinds of businesses. You may have a gut feeling that 
Facebook marketing—the tactic—is where you want to put most 
of your energy, but you can’t be sure until you justify that de-
cision with a strategy. The strategy has to come first—it’s the 
“why” that leads to each tactic.

Here’s an example:

Strategy

Become a leading industry expert in the area of software for 
schools, ultimately using that credibility to cement relation-
ships with district leadership and drive sales.

Tactics

■■ Influencer marketing campaign distributing software to 
top education bloggers

C
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■■ Content marketing including establishing a weekly blog 
on issues in education and contributing guest posts to 
high-profile education blogs

■■ Booth at top education trade shows

DEVELOP THE PLAN AND STICK TO IT

Your plan is only as good as its implementation, so also create a 
plan for precisely how you are going to execute on it, Albritton ad-
vises. Where appropriate, look to partner with other organizations 
to help with implementation. You may be able to find interns from 
nearby universities, for example. “These days, even high school stu-
dents have amazing talents in technology and design,” she says.

If your plan includes advertising or events, sometimes the ven-
dors will help with implementation. Depending on your area of 
business, you may also consider bartering services with other busi-
nesses. If you don’t currently have the resources available to take 
action, find someone who does.

IMPLEMENT THE PLAN—BUT STAY FLEXIBLE

Never forget that the opportunities and risks you established in your 
SWOT analysis might dictate that the objectives you’ve established 
in your plan might not happen “as planned,” Roberts says. A whole 
host of variables could come into play that you never considered in 
the beginning, such as changes in consumer demand, channel expan-
sion, customer contracts, competitive responses, and supply costs.
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That’s why the best advice is to rough out a plan and then put it 
down in detail with action items on a monthly calendar, Albritton 
says. Set a time to review the calendar each month, assess results, 
and determine next steps.

“Measure or it didn’t happen. CMOs face new 
marketing channels all the time, while overall 

budgets are mostly flat. This creates a need to laser 
focus on the ROI of all marketing activities. Today’s 
top-performing channel is tomorrow’s thud.”

JEAN-LUC VANHULST, President, Write2Market
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THERE’S NO SINGLE BUDGET figure that works for 
every business. How much you should spend depends on 
where you are in your growth and on what industry your 

business operates in. One commonly cited rule of thumb is that the 
amount you spend on marketing per year should range anywhere 
from 1 percent to 10 percent of sales—or possibly more, depending 
on several factors, including:

 n How established is your business? If no one has heard of your 
business yet, you may need to spend more to gain traction early 
on. Some experts recommend spending as much as 15 percent of 
sales early on.

 n What industry are you in? Every industry is different, and 
some are more reliant on marketing than others. You should 
have a sense of how much your competitors are spending.

 n How much can you really afford? Don’t spend yourself into a 
hole that you can’t dig out of.
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How I’d Spend It—What Five CEOs  
Would Do with a $10,000  

Marketing Budget

“I would hire a social-media marketing consultant to develop a 
strategy and fine-tune our brand on the residential side of our 
business. I’d train a couple of people on how to manage that 
ourselves, so we’re not relying on a consultant to do that work. 
I’d also hire, on a part-time basis, a graphic designer, just to 
spice up our photos and the content we post.”

—Michael Parnell, MP Consulting

“Direct mail—it’s a hidden gem. Everybody thinks it’s old 
school; nobody focuses on it anymore, which provides more op-
portunity for those of us who do. People who open up mail are 
a specific demographic. If your product fits in with the respon-
sible, middle-aged group who typically open their mail, direct 
mail can be huge.”

—Jim Carlson, Zurixx

“First, look at internal data about your customers. Using that, 
develop specific customer identities. One we’ve used is ‘head 
of a regional media agency seeking a competitive advantage 
but who lacks resources for a video team to serve his custom-
ers.’ Second, ask if you are communicating to your customers 
what you do in a non-confusing way. Third, spend money on 
the basis of what you found out in the first two steps. Figure 
out where your customers are when they have their buying hats 
on: events or social networks? Then create content that fits 

C
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each particular environment. For YouTube, video; for events, a 
special kind of talk that is geared toward informing the cus-
tomers you’re looking for.”

—Bettina Hein, Pixability

“I’d go to all of our partners, whether they’re sponsors or the 
mayor’s office, and I’d look at co-op marketing. To the city, I’d 
say, ‘Let’s run a joint ad for the festival and the city and try to 
double or triple that marketing budget and create some social 
media.’ It’s all about stretching the dollars.”

—Danny Hayes, Danny Wimmer Presents

“If I was a new lifestyle company, I’d spend it on branding. 
Having a strong creative with a really crisp point of view that is 
timeless and stands out, and that you feel reflects who you are 
as a company, provides huge bang for the buck. You’re going to 
live with your logo for a long time.”

—Amanda Hesser, Food52

MAKE IT IRON-CLAD

When you’re in the weeds executing your marketing plan, it’s easy 
to experience creep—making on-the-fly decisions that result in 
increased spending on a campaign or initiative. That’s why your 
marketing budget needs to be set in stone. That will help you make 
decisions with discipline, making sure every dollar counts and 
you’re making appropriate tradeoffs.

To help you stick to your marketing budget, try these steps:
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Create a Main Budget Made Up of Smaller Budgets

Your overall headline number is how much you want to spend on 
all marketing initiatives. But beyond that, it’s important to have 
a smaller picture of how you want to dole out the funds. If, as you 
measure, you find that a particular tactic is underperforming, you 
can reallocate your buckets.

Plus, having specific buckets will allow you to get granular when 
it comes to tactics like social media campaigns, where you’re paying 
for clicks or impressions and it’s easy to get carried away.

Get Specific

Try not to rely on ballpark figures, but really home in on a specific 
amount you want to spend on each of your tactics or initiatives. 
That will give you a hard line when you’re negotiating with advertis-
ing providers or agencies. Plus, when you have an exact dollar figure 
for each campaign, you tend to follow it more closely than if you’re 
less specific.

Since marketing often comes with hidden costs, such as research, 
message testing, or further click purchases, being specific will force 
you to calculate the possibility of unforeseen costs into each plan 
and prioritize which ones are essential.

Track Your Spending

Just because you said you would only spend x amount of dollars 
on a campaign does not mean you actually did—those unexpected 
costs can stack up quickly, and all of a sudden you’re thousands of 
dollars over what you planned for. If you’re tracking as you go, you 
can make sure there is no overspending.
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Be Ruthless

As you monitor your tactics, you will notice patterns that tell you 
which ones are working and which are underperforming. If you can, 
take the opportunity to tweak your campaigns. But don’t hang on 
for months. If something isn’t working, you want to avoid throw-
ing good money after bad—something that can be tough if you’ve 
been planning a certain tactic for months or even years. If you can 
quickly identify the underperforming platforms, you can remove 
them and save that money, maintaining your budget target.

Many high-growth small businesses spend more than just a few 
percentage points on marketing because they know the outsized 
impact it can have when you’re establishing a brand or gaining trac-
tion for a new product. But not everyone has the cash flow to do that. 
A small business with a small marketing budget needs to get atten-
tion and drive sales on a shoestring. This means getting creative.

BUT I HAVE NO MONEY

Businesses that are very good at marketing themselves with very 
little money tend to do a few things very well. First, they focus on 
building a large network of fans and followers to promote their 
business via social media. They put a lot of time and energy into 
engaging their fans and keeping them engaged, day in and day out. 
But they don’t stop with social media—they harness energy for  
real-life connections, too. Depending on the business, that may 
mean knocking on doors, chasing referrals, or attending industry 
events. They build and maintain relationships with decisionmakers.

Successful low-cost marketers also never forget the value of cur-
rent customers. They look after their existing customers extremely 



INC.    Marketing Your Startup222

well, every day, all the time. That means constantly engaging with 
them to make sure they’re happy and the products are working for 
them. When they can, they tap those customers for referrals.

They also may partner with other businesses that share similar 
customers and cross-promote. Think guest blogs, shared webinars 
or events, promoting each other on email and social media, etc. 
When you align with others, you get double the audience. If you’re 
a retail store and it’s Small Business Saturday, for example, find an-
other small store in the area with a complementary product and 
consider doing a cross-promotion of each other for the day. Think-
ing this way reduces the cost of marketing for new businesses and 
accelerates the speed at which new customers come on board due 
to the existing credibility with the referring partner business.

Most of all, these founders and company presidents market all 
the time, regardless of how busy they may be. It’s just a part of who 
they are.
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WHEN IT COMES TO marketing, the world moves 
fast. On average, marketing leaders today say 34 per-
cent of their budget is spent on channels they didn’t 

know existed five years ago—and they expect that to reach 40 per-
cent by 2019, according to the 2017 Salesforce State of Marketing 
report.

So how do you know when it’s time to rethink your market-
ing strategy? The most obvious way to tell is when a strategy that 
worked without fail two years ago suddenly is falling flat—or your 
results have been gradually trending downward. It’s particularly 
common these days in a universe of rapidly evolving social media. 
If you find that a tactic that worked like gangbusters is suddenly 
failing to convert, or you hear customers talking about a new social 
media site they’re using all the time, it may be time to reconsider 
your marketing strategy.

That’s not the only time you’ll want to revisit your strategy. If 
you’ve introduced a new product or added new features, that’s a 
great time to evaluate whether your marketing needs a bit of evo-
lution. Plus, even if everything’s going well with your marketing, 
you’ll probably want to take time out once a year or so to dive deeply 
into your strategy and see if any tweaks make sense. Maybe you’ve 



INC.    Marketing Your Startup226

had shifts in revenue, or you’ve found traction with one segment 
and not with another—taking time to dive deeply into your market-
ing and sales data may give you insights that lead to fresh takes on 
your marketing strategy.

BACK TO THE BEGINNING

You can start by going back to your personas. Has your audience 
changed at all? Have you discovered that your actual customers 
are a bit different than what you expected—a different age, concen-
trated in a different location, or at a different point in their lives? 
What’s driving your customers to make the purchasing decision? 
Just as important—are there personas who aren’t buying from you, 
but should be? Once you align your personas to actual behavior, 
you may notice trends or subtleties that you didn’t anticipate—that 
many of your customers are moms who are on social media when 
their kids are in school, or that your marketing is performing par-
ticularly well in urban locations.

Once you have updated personas, go through the same exercise 
you did at the outset. Make some educated guesses about how each 
one is likely to react to different things you might try. For instance, 
if one of your personas lives in the suburbs and commutes to work, 
you might think that radio advertising during morning and evening 
drive times is an effective way to reach that person. If another per-
sona is very focused on family, then tying your marketing efforts to 
holidays might be a smart approach.

When you’re revisiting your strategy, you have the advantage of 
data that you didn’t have when you were first starting up. You likely 
have detailed sales records and know which times you did better 
and worse. You also should have detailed records of promotions you 
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tried and what advertising you ran when. You should know when 
you adjusted prices up or down and what impact that had on sales.

Next, test your hypothesis in the real world. Does your data sug-
gest that a slight price drop will lead to a sharp sales upturn? Then 
try dropping prices in a limited-time offer without changing any-
thing else, and see if that idea holds true. If it does, you’ve learned 
a valuable lesson about how price-sensitive your market is. Same 
goes for marketing shifts. If you see a spike in social media activity 
in the pre-bedtime hours, try targeted ads that reference bedtime, 
or post links to your content then.

The more you create and test hypotheses this way, the closer 
you’ll be to your customers’ actual behavior, giving you an action-
able understanding to make changes.

LISTEN TO YOUR SALES TEAM

You have a critical source of data within your walls—your sales 
team. Feedback from those feet on the street can help you deter-
mine if your messages are reaching your target. Formally or in-
formally, your salespeople are collecting data every single day. Do 
certain blog topics or titles glean more qualified leads than others? Do 
certain video topics bring in very few qualified leads while others are 
immensely popular with prospects? Lead number and quality data 
can help to optimize content and attract not only more leads but 
a higher percentage from the ideal audience—those who are more 
likely to convert into paying customers.

It’s a great idea to bring your sales and marketing teams together 
weekly to review results from your current marketing initiatives. 
You want to ensure that your marketing is optimized to reach your 
target audience—the audience your sales team is connecting with 
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every single day. A simple collaboration—even as informal as a 
weekly lunch—will align marketing and sales efforts, creating open 
communication and generating creative ideas for new marketing 
tactics or deployment to attract qualified leads.

When you’re talking to your sales team, think in terms of au-
dience need—the bedrock of contemporary marketing. Ask your 
sales team what kinds of questions prospects ask and what their 
true needs are. If your product is financial software and your key 
audience is struggling with keeping certain financial records in the 
cloud, maybe you want to publish an article or video series about ar-
chiving financial records. When sales teams are conditioned to have 
an ear to the ground for customer problems—and marketing teams 
are set up to hear that feedback and act on it—your customers and 
prospects get great value and you get closer to the results you want.

No matter what your industry is and what marketing tactics 
you’re using, take a test and learn approach. Go back to the KPIs 
you set when you outlined your marketing strategy. Different chan-
nels and tactics will take different amounts of time to gain traction, 
of course, but after a few months you should see trend lines you can 
act on. If you use mostly content marketing, for example, your traf-
fic should be steadily increasing, people should be linking to your 
content, and you should be converting on your site from your con-
tent. If you use Instagram, you should have steadily growing num-
bers of followers, and after a few months, those followers should be 
converting into fans who are visiting your website or coming into 
your store.

One of the hardest lessons for any marketing team—but espe-
cially one that’s scrappy and young—is knowing when to cut bait. 
Not everything you try is going to work. Just because Instagram 
marketing is on the cover of magazines or everyone’s talking about 
content marketing at conferences doesn’t mean it’s the best tactic 
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for your company, your products, or your target audience. If you’ve 
worked iteratively and tweaked the execution a few times over a few 
months, and you’re still not seeing meaningful results, it’s time to 
dig into the data and rethink the strategy.

Creating Sales Collateral Your  
Sales Team Actually Uses

In almost every industry, the discipline of sales has changed 
dramatically in the last decade. While deals are still done 

on golf courses and over three-course lunches, today’s con-
sumers are hyper-informed coming into the sales process in 
just about every industry, changing the role of the sales profes-
sional. They no longer lean on salespeople for all of the product 
information. Instead, they want context and problem solving.

Marketing teams think they’ve taken steps toward solving 
for this shift. They’re commissioning white papers and pub-
lishing audience-first content. But salespeople don’t always 
use what marketing is creating. In many organizations there’s 
a disconnect. Prospects aren’t picking up the phone after read-
ing a white paper, or the sales team doesn’t find the materials 
marketing creates to be very helpful, and they don’t even use 
them as part of their sales process.

It’s a problem across industries and company sizes. In a 2017 
Forrester study, 44 percent of B2B companies said that mar-
keting and sales departments had a weak relationship when 
it comes to sharing knowledge about customers’ buying pro-
cess.1 What a waste. Marketing and sales should be the most 
symbiotic of business relationships—particularly now, when 
customers are clamoring for solutions and marketing is better 

C
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equipped than ever to provide them, rather than just pushing 
out messaging.

Fixing this problem starts simply: by talking. We already 
beat the drum of marketing and sales sitting down together 
periodically, and we’ll reemphasize that here. Just getting to-
gether periodically and running through what’s working and 
what’s not, and what kind of product and marketing plans are 
in the pipeline, will start getting the two teams on the right, 
shared path.

But don’t stop there. For marketing to generate high-quality 
leads for sales—and isn’t that the whole point?—the two teams 
need to agree on the target markets, decisionmakers, and in-
fluencers, and have a shared appreciation of the buyer needs, 
buying process, and budget. They need to work together on the 
competitive advantages.

Then, the teams should analyze what they’ve been produc-
ing and working with. How do customers and prospects re-
spond to different types of content or messaging? What does 
the sales team really think about the content, tools, and re-
sources provided? What is working for them? How can these 
tools be made more useful? What’s missing? What will help 
the most with closing deals?

Once the teams do that, marketing will have a better un-
derstanding of how sales is approaching the market—and sales 
will be better positioned to articulate the type of marketing 
collateral that will land in prospects’ hands, instead of in the 
garbage.
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LOOKING 
FOR OUTSIDE 
INVESTORS

“Make money before you start asking for it. 
The best way to validate your market is to get 

customers.”1

ANGELA BENTON, founder and CEO of NewME Accelerator, which focuses 
on women- and minority-owned startups

“I always think that a business is a much better 
thing when I don’t have to listen to anybody else, 

particularly when they’re wagging their wallet at me. 
But if your business is going to fail—which would have 
happened at Cisco if we hadn’t taken the money—you 
have to choose the devil you want to work with.”2

SANDY LERNER, cofounder of Cisco, founder of Urban Decay and  
Ayrshire Farm
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IT’S TIME. YOU’RE READY. You’ve bootstrapped your 
business as far as it will go, or you’ve got a brilliant idea that’s 
tremendously expensive to finance, or you want to get to 

market as quickly as possible. You’ve watched every episode of 
Shark Tank and every episode of Silicon Valley, and you practice 
your pitch every day in the shower. You’re ready to look for out-
side investors.

Seeking outside money is a daunting, grinding, tedious pro-
cess. It can go horribly wrong. But raising money can also go tre-
mendously well if you do your homework, network like crazy, and 
get lucky.

In this chapter, we’ll walk you through most of the major 
sources of outside money you may want to seek for your business, 
including early-stage accelerators, the glamorous world of ven-
ture capital (VC), and the private-equity firms focused on more 
established businesses. We’ll discuss some of the fundamental 
problems with the VC system and offer tips for how to get around 
them. And we’ll give you a guide on how to negotiate a term sheet 
with investors, if you reach that stage.

Which means it’s time for a reminder: Have you written your 
business plan yet? If not, turn back to Chapter 2 and do so.

8242 Startup Money Made Easy_FIN.indd   71 11/19/18   2:53 PM



INC.    Startup Money Made Easy72

Let’s start with one of the first early options when you’re con-
sidering a search for outside money.

SHOULD YOU CONSIDER AN INCUBATOR  
OR AN ACCELERATOR?

Techstars. Y Combinator. 500 Startups. As their names suggest, in-
cubators and accelerators can provide jump-starts to young busi-
nesses, or nascent business ideas. They vary widely, but at their 
best can seem like a mashup of business school and a Silicon Valley 
boot camp.

Incubators and accelerators have some differences, though 
both tend to offer some sort of training or classes; access to ex-
perts and mentors; and, it is hoped, productive networking.

“Incubators tend to be longer (one to five years), and they don’t 
frequently offer funding,” Inc.’s Robin D. Schatz explains. “Accel-
erators, by contrast, offer funding in exchange for equity, tend 
to have short programs . . . and seek to ready startups for seed 
funding.”3

Some incubators and accelerators focus on particular types 
of businesses, or on founders with specific backgrounds, such as 
those the traditional VC system underserves.

For instance, in 2011, serial entrepreneur Angela Benton 
launched NewME in San Francisco to focus on supporting mi-
nority and women founders. Within four years, her accelera-
tor had worked with about three hundred startups worldwide, 
backing them with about $17 million collectively—especially af-
ter Benton switched from a twelve-week course to a one-week 
course, allowing her to work with more than sixteen entrepre-
neurs annually.4
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“I saw all of this demand that really wasn’t being served,” she 
told Inc.’s 2015 Women’s Summit. “I felt kind of stuck.”5

If you’re in the early stages of working on your business, look-
ing for an appropriate incubator or accelerator might be a good 
first step. But do your homework: More than one founder has 
taken time off of work, relocated his or her business, or given up a 
stake in it in exchange for what Efrem Weiss, CEO of social-media 
site YouGift, experienced in 2012, as Schatz reports:

Sadly, the experience turned into a decelerator. Mentoring 
sessions were group chats over Skype in a crowded room. The 
office’s couches looked as if they were out of Animal House. 
Weiss pulled his team out two weeks later, negotiated the re-
turn of his equity, and slunk back to the city. He shut down the 
business in March 2013. He says YouGift might have survived 
if he had chosen his program more wisely.6

He and other alumni of incubators and accelerators suggest 
talking to others who have gone through the program you’re con-
sidering, to ask if they would recommend it and to determine if 
the atmosphere fits the experience you want.

You could also consult the Seed Accelerator Rankings,7 com-
piled by a team of professors from Rice University, University of 
Richmond, and Massachusetts Institute of Technology.8 Their 
2017 rankings put AngelPad and Y Combinator in the “platinum 
plus” highest tier, slightly above Alchemist, Amplify.LA, Chicago 
New Venture Challenge, MuckerLab, StartX, and Techstars.9

Before signing up for an accelerator or an incubator, you also 
should try to ensure that the program’s mentors and managing 
directors have the expertise and specific connections your busi-
ness needs, assess your willingness (and ability) to relocate to 

8242 Startup Money Made Easy_FIN.indd   73 11/19/18   2:53 PM



INC.    Startup Money Made Easy74

attend a program, and, of course, vet the program’s financial and 
legal terms to ensure that you’re willing to give up the equity re-
quested—and that you can get it back if anything goes wrong.

Which is good advice, no matter what type of outside investor 
you’re seeking. Let’s review some of the others.

A GUIDE TO INVESTOR TYPES

Angel or seed. Wealthy individuals investing their own money, 
or accelerators.10 They typically invest in very early-stage 
companies.

Venture capital (VC). Professional firms investing money 
they’ve raised from “limited partners,” meaning banks, pension 
funds, and other big institutional investors. They invest in start-
ups and companies with high-growth potential, such as younger 
businesses, generally take a minority stake, and can range from 
very passive to active.

Private equity (PE). Professional firms typically investing in 
older or more-established businesses, often using debt. PE inves-
tors tend to take a majority stake or seek a full buyout. They can 
help you expand rapidly, but they also often seek operational con-
trol of your company (meaning they’ll want to replace you or at 
least call the shots).

“There comes a time when you need cash to grow—for new 
equipment, more inventory, and other resources to meet in-
creased customer demand—and private equity has some of the 
deepest pockets,” as Inc.’s Graham Winfrey asserts. “Still, private 
equity isn’t for everyone, especially if your goal is to build a long-
term independent business; most significant investments lead to 
an eventual outright sale (or public offering).”11
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We’ll discuss sales and IPOs (initial public offerings) in Chap-
ter 5, regarding exit strategies.

Corporate investors. They look and sound and probably 
even dress like VCs, but they’re from Citigroup. Or JetBlue. Or 
Campbell Soup. Big companies are setting up venture arms and 
investing in startups, and they have some unique attractions and 
drawbacks, as Inc.’s Alix Stuart reports:

Big-company investors rarely offer huge sums but can give 
you advantages that traditional venture investors can’t, says 
Evangelos Simoudis, a traditional VC who advises corpora-
tions on how to invest in, incubate, or acquire startups. For 
one, they are often customers of the startups they fund, or 
have some other type of actual or potential business rela-
tionship. That means industry expertise, proprietary tech-
nology, and access to networks that can juice your firm’s 
growth. Such backing is also a credibility boost. For Geta-
ble, it’s “proving to be much more valuable than just getting 
money,” says [Getable founder Tim] Hyer.12

Not to mention that “corporate investors may be nicer,” Stu-
art adds. “Kathy Leake, cofounder, CEO, and chairwoman of 
Qualia, which has gotten more than $16 million in venture fund-
ing, says her Verizon Ventures investors are ‘less aggressive’ 
than typical VCs, in part because they don’t have limited part-
ners to satisfy.”13

Taking corporate investment may also lead to an eventual 
sale to the big company, although not always, as you’ll read in 
Chapter 5.

Crowdfunding, equity- or rewards-based. Online fundrais-
ing for a specific product or project, or for your company overall, 

8242 Startup Money Made Easy_FIN.indd   75 11/19/18   2:53 PM



INC.    Startup Money Made Easy76

in exchange for either physical “rewards” (T-shirts, event tickets, 
one of the products) or, in some cases, for equity in your company. 
More traditional crowdfunding doesn’t technically involve in-
vestment—you’re not giving away pieces of your company—but it 
can put you on the hook to fulfill a lot of customer orders quickly. 
The crowdfunding platforms will also take a cut of whatever you 
raise, plus credit card processing charges—meaning you’ll likely 
lose 8 percent or more to fees.14

“Kickstarter and Indiegogo are world-class inventions that 
changed the nature of funding for startups. But don’t use such 
platforms prematurely. If you’re trying to crowdfund your initial 
idea, that almost guarantees you are working on the wrong thing,” 
Steve Blank, the Silicon Valley serial entrepreneur and Stanford 
adjunct professor whose customer-development methodology 
launched the Lean Startup movement, told Inc.’s Leigh Buchanan 
and Sheila Marikar. “The minute you commit to Kickstarter, if 
you get funded, you are entering two years of indentured servi-
tude until you deliver that product.”15

Equity crowdfunding, legalized by the JOBS Act (the Jump-
start Our Business Startups Act, signed into law in 2012, intended 
to encourage funding of small businesses), allows you to sell small 
pieces of your company to people who are not “accredited inves-
tors” (meaning people with more than $200,000 in annual in-
come or a net worth of more than $1 million). It’s a new and fairly 
complicated way of raising money, so consult a lawyer and regu-
latory expert before taking it on.

Initial coin offerings. Just don’t. Enough said.
Now that you’ve identified the sort of money you want to go af-

ter, it’s time to consider your courtship strategy.
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THE END IS NOT NECESSARILY THE END

“Raising money was a year and a half of my 
life, and I loved every minute of it. Boy, 

was it grinding and difficult. At the end of it, my 
husband was like, ‘Does this mean I get my wife 
back?’ because you’re going to war. You’re going 
to the mattresses a little bit, and not necessarily 
in a negative way. It doesn’t have to be argumen-
tative. You can’t do a good deal with bad people, 
and you can’t do a bad deal with good people. I 
often use that as my compass.”16

CHRISTINA TOSI, founder and CEO of Milk Bar

“Picking an investor is like getting married.” Almost every startup 
founder says that, and with good reason: You’re committing to 
people who now have a financial stake in your company—and 
while they wouldn’t invest if they didn’t believe in you, you’ll also 
have to figure out if these are the people you want to spend the 
rest of your business life, well, in bed with.

The consequences of choosing poorly can be shattering. Sandy 
Lerner, a tireless serial entrepreneur, was a computer scientist 
at Stanford University when she and her then husband, Leonard 
Bosack, cofounded the company that became networking giant 
Cisco Systems. When their company needed money, they picked 
the wrong investor, as Lerner told Inc.’s Jeremy Quittner:

After funding the company for three years by mortgaging ev-
erything we owned and putting everything on credit cards, we 
made an absolutely bozo no-no.
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We decided to take money from a VC, Don Valentine. He 
got 30-odd percent of the company for $2.6 million. Len 
and I were very naive. We used Don’s lawyer and agreed to a 
four-year vesting agreement. We would get 90 percent of the 
founder’s stock after four years. But we didn’t get an employ-
ment contract.

When I was fired, it was devastating. I spent years crawling 
out from that. I did not understand an investor could be an 
adversary. My family had a small business. I always thought 
that if someone invested in your business, that meant he or 
she believed in it. I assumed our investor supported us, be-
cause his money was tied up in our success. I did not realize 
he had decoupled the success of the company from that of the 
founders.

I don’t believe all VCs are adversarial, but the first thing I 
tell everyone is: Get your own lawyer.17

Lerner was ousted from Cisco in 1990, shortly after the company 
went public. She rebounded impressively, going on to start cosmet-
ics company Urban Decay, which sold to L’Oreal for an estimated 
$350 million. Then she wrote a sequel to Pride and Prejudice and 
turned her attention to organic farming. Today Lerner’s food em-
pire includes her 800-acre Ayrshire Farm, plus restaurant and re-
tail offshoots.18

Hardware entrepreneur Danielle Applestone had a similarly 
bad experience. After growing up in rural Arkansas, Applestone 
made her way to Massachusetts Institute of Technology, earned a 
Ph.D. in material science, and created a cutting-edge, computer- 
controlled desktop milling machine called the Othermill, an 
invention that experts believe has the potential to be more sig-
nificant than consumer 3-D printers. Through crowdfunding and 
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angel and venture investors, Applestone raised $6.5 million for 
her company, Other Machine, now known as Bantam Tools.

When her investors ran out of patience, Applestone’s company 
almost shut down. As Inc.’s Kimberly Weisul reports:

By 2017, she’d been shipping product for three years and had 
reached breakeven, no small feat for a hardware startup. But 
at a board meeting that February, her investors told her it 
wasn’t enough. They wanted to see the kind of growth trajec-
tory that would bring dramatic returns, and they didn’t think 
Applestone was on that path. She needed to do something 
radically different, they told her, or it would be time to sell. 
Suddenly, the funding bargain she’d made became very clear 
to her: “We couldn’t keep doing what we were doing because 
we’d taken venture capital.”19

She found a new life for her company by lining up a like-minded 
buyer—MakerBot cofounder and former CEO Bre Pettis—who’s 
now working with Applestone to expand her business.

But many founders have much happier stories about their in-
vestors. Pastry chef and MasterChef judge Christina Tosi, for ex-
ample, started her Milk Bar bakery with seed funding from her 
then employer, Momofuku founder David Chang. Cue scrambling:

Dave knew I wanted to open up a bakery, and one day this 
tenant next to one of his restaurants was leaving. He said, 
“This is your love. I’ll help you get the space. Just go and do it.”

Where my normal head would go into overplanning and 
weighing all my options, I didn’t have time for that. It wasn’t 
about having a P&L. It was just: I have forty-five days to make 
this happen. I didn’t have time to worry about, “What if people 
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don’t come, or what if people think the name Compost Cookie 
is a crazy, horrid thing to name a cookie?” I didn’t have time 
for self-doubt.

I had a moment on opening morning—at like 4:00 or 5:00 
a.m.—baking cookies with the three people who were crazy 
enough to follow me down this path. Then we opened the 
door, and there was a line around the corner, down the block. 
It was like a cannon ball and we were off.20

Tosi told me that she repaid Chang’s seed investment and then 
avoided seeking investor money for years. “We were profitable, 
and at first I would be really strategic about the money we made: 
‘OK. If I do this project, we can buy a delivery van. If I write a 
cookbook, we can open three stores,’” she told me. “That was my 
growth strategy in part because I’m stubborn, and in part be-
cause plenty of people say, ‘Don’t take money unless you need it. 
You don’t want to give away a piece of your business if you don’t 
need to.’” 21

But Tosi soon realized that she wanted to expand faster than 
bootstrapping would permit—and she needed to be able to fi-
nance more risk-taking in her business. Which set off a year and a 
half of searching for the right investor. By late 2017, Milk Bar had 
closed a reported eight-figure funding round from RSE Ventures, 
money that Milk Bar will use to expand locations, e-commerce 
operations, and product lines.

If, like Tosi, you realize you’re ready to seek funding, how do 
you find the perfect money mate, and how do you know they’re 
the right match?

Tosi went looking for “good people.” When he was still at Mak-
erBot, Bre Pettis told us, “Our rule was, we wouldn’t accept money 
from anybody we didn’t want to have dinner with.”22
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You can substitute “dinner” for bike rides or beers or barre 
classes, or any other forum for figuring out your compatibility 
with your potential investors. Like dating, you’ll need some way 
to figure out whether you want to commit to this person. How-
ever, you need to find them first.

THE SEARCH

As with many other parts of your career, whom you know counts. 
Only about 10 percent of VC deals resulted from cold calls by 
startup founders, according to a comprehensive April 2017 work-
ing paper by researchers at Harvard, Stanford, and the University 
of Chicago.23 Most VC deals originated from the investor’s “pro-
fessional network” (31 percent) or “self-generated” research (28 
percent).

Flavored-water entrepreneur Jody Levy, for example, lined 
up an investment from music superstar Beyoncé Knowles with 
a seeming cold call that also involved lots of behind-the-scenes 
networking. When Beyoncé’s “Drunk in Love” single mentioned 
that the singer had been “drinking watermelon,” Levy sent the 
singer’s team a couple cases of the cold-pressed watermelon juice 
that her company, World Waters, had been working to get on the 
Whole Foods shelves.

It wasn’t an entirely unsolicited drinks package. Levy told Inc.’s 
Christine Lagorio-Chafkin that, before she sent the samples, a 
friend had made an introduction to Beyoncé’s Parkwood Enter-
tainment Group.24 And both kinds of hustle paid off: In 2016, Be-
yoncé invested an undisclosed amount in Levy’s company.25

As that story demonstrates, lining up the right investor for 
your business could take months, or even years.
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Polina Raygorodskaya, cofounder and CEO of transportation 
website Wanderu, told me that one of the biggest money mis-
takes she made with her business was starting to raise money 
at the wrong time of year—specifically, during summer vacation 
season.

“Typically, when you go and fundraise, you want to give your-
self at least six months runway in the bank, because fundraising 
always takes a lot longer than you think it’s going to take. I knew 
that, so I gave myself six months,” Raygorodskaya told me during 
a panel discussion at Inc.’s Women’s Summit in 2017.26

“The problem was that I started raising money in May. So, 
all of the partners end up going on vacation in the summer, and 
time kills all deals,” she added. “I learned very quickly, after al-
most running out of money, that I should have raised earlier—and 
given myself nine months of runway.”27

Raygorodskaya confirmed the investment in the nick of time, 
Inc.’s Zoe Henry reports: “In November 2014, after months of 
trying to pull together $5.6 million in funding—and considering 
salary cuts—Raygorodskaya was able to lock in the investment, 
giving her time and teaching her a formative lesson: prioritize 
generating a profit.”28

If you do attract VC interest, “you have to kiss a lot of frogs,” 
warns Steve Kaplan, a professor of entrepreneurship and finance 
at the University of Chicago’s Booth School of Business, and one 
of four coauthors of the working paper investigating what inter-
ests venture capitalists.29

Then there’s the unfair part, especially if you’re looking specif-
ically for venture capital. According to a recent study by the Bos-
ton Consulting Group and MassChallenge, a network of startup 
accelerators, businesses founded or cofounded by women are 
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granted less than half of the average investment in male-founded 
businesses—$935,000 versus $2.1 million. That funding gap per-
sists even though, according to the same study, women-founded 
businesses bring in $730,000 in cumulative revenue over a five-
year period—more than the $662,000 made by male-founded 
businesses.30

“Dollar-for-investment-dollar, the differences are even more 
stark: For every dollar raised, women-run startups generated 78 
cents in revenue, compared to 31 cents for men,” Inc.’s Kimberly 
Weisul reports. “By that measure, if investors had put the same 
amount of capital into women-run companies as they did into the 
ones run by guys, they would have helped generate an additional 
$85 million in revenue.”31

This isn’t a one-off finding. Women own a third of businesses in 
the United States, but get a laughably small percentage of venture 
money. Weisul’s 2016 article surveys the grim landscape:

While women start companies at twice the rate of men, fe-
male-founded companies get only 13 percent of the total angel 
financing available. According to a study by First Round Cap-
ital, companies with a woman on the founding team outper-
form their all-male peers by 63 percent. But when it comes to 
venture capital—often the speediest route to building a fast-
growth company—women simply aren’t getting funded. Fe-
male CEOs get only 2.7 percent of all venture funding, while 
women of color get virtually none: 0.2 percent. . . .

In 1999, the portion of venture capital deals that went to a 
startup with a woman on the executive team was just 5 per-
cent. It’s taken nearly twenty years to increase that amount 
to 18 percent. It’s no better when you look at the profession 
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itself. In 1999, 10 percent of venture capitalists were women; 
today, their number has sunk to just 6 percent.32

Part of this funding gap results from ignorance or disinterest. 
VCs are overwhelmingly male, meaning that women pitching bet-
ter bras, or breast pumps, or clothing-in-a-box often meet blank 
stares across the table.

“Ninety percent of the time, you’re pitching mostly to men,” 
Heidi Zak, cofounder of bra startup ThirdLove, told Inc.’s Liz 
Welch:

In pitches, [ThirdLove designer Ra’el] Cohen would unveil 
the startup’s bra prototypes, but more often than not, the 
discussions would devolve into Mad Men clichés—male VCs 
calling in their female assistants and junior-level associates 
to evaluate the startup’s worthiness. After meeting with one 
top Silicon Valley firm, [cofounder Dave] Spector says a male 
partner told them he didn’t want to invest “because ‘we invest 
only in markets we understand.’”33

“Your business is on fire, your team is great, but I just don’t 
feel passionate about women’s apparel,” is how Katrina Lake, co-
founder and CEO of styling service Stitch Fix, described some VC 
reactions to her company to Inc.’s Jeff Bercovici. “My hope is we 
can show venture capitalists that companies are successful even 
though they may not be the passion they have.”34

Of course, part of the reason for the funding gap is outright bias, 
or worse, as Lake herself discovered. She was among the founders 
who were sexually harassed by Justin Caldbeck, a prominent ven-
ture capitalist and a onetime observer to Stitch Fix’s board.

8242 Startup Money Made Easy_FIN.indd   84 11/19/18   2:53 PM



85Looking for Outside Investors    INC.

Caldbeck lost his roles at Binary Capital, the venture firm he 
cofounded, and at Stitch Fix, while Lake led her company to raise 
$120 million in a 2017 IPO. Less than a year later, Lake is oversee-
ing a profitable company with a $4.35 billion market cap.

Unfortunately, Lake is hardly alone in having to overcome ha-
rassment and bias in her fundraising efforts. As many a #MeToo 
revelation has highlighted in the past year, “women seeking fi-
nancing face many less measurable challenges,” Inc.’s Helaine 
Olen writes, “including sexist treatment ranging from the merely 
condescending to out-and-out harassment.”35

New investment groups are being formed with the express pur-
pose of investing in women and minorities—and they’re often run 
by women. Not to mention that specialist accelerators can build 
relationships with investors. Golden Seeds, Susan Lyne’s BBG, 
and Female Founders Fund are just a few of these new groups. Ad-
ditionally, Backstage Capital founder Arlan Hamilton and Sun-
dial Brands cofounder Richelieu Dennis have both announced 
funds that will invest in black women entrepreneurs.36

Hamilton, a onetime music-industry production coordina-
tor, knows what it’s like to struggle for money to fund her dream. 
She’d quit her job to chase down investors and try to build a dif-
ferent kind of VC fund, one that would invest in female, minority, 
and LGBTQ entrepreneurs. In spite of her inclusivity aspirations, 
by September 2015 Hamilton was struggling and homeless, as 
Inc.’s Sal Rodriguez reports:

Hamilton had met with every investor she could track down 
and cold-called everyone in tech she could think of. No one 
had written her a check. Why would they? Hamilton, an Afri-
can American lesbian, was a Silicon Valley outsider. She had 
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no track record as a venture capitalist. And she wanted to in-
vest in a segment of founders with little proven success.

She’d spent everything to bootstrap her mission. For 
months, she’d been homeless, sleeping on couches, in motels, 
out of cars, at airports. As a weary Hamilton sat, contemplat-
ing her next move, her phone buzzed.

“I’m in,” read the text from Susan Kimberlin, a tech vet-
eran who made a name for herself at Salesforce and PayPal. 
Kimberlin was ready to bet on Hamilton to bring more diver-
sity to tech—and her check was the lifeline Hamilton needed 
to get Backstage Capital up and running.

Hamilton sat there in silence, lost in thought, letting the 
moment sink in. “I made it,” she thought to herself before 
standing up to do a moonwalk and a little twirl. Then imme-
diately, she went back to work, calling the startups she’d been 
wanting to invest in for months. She picked up her bags and 
started walking.

“I never had to be homeless again after that,” she says.37

Three years later, Hamilton’s Backstage Capital had made seed- 
stage investments in eighty companies, all of which have one 
founder who is a woman, a person of color, or LGTBQ. She’s also 
launching a $36 million fund that invests only in black female 
founders.38

In 2001, Sheila Lirio Marcelo was working in marketing for 
a tech company and had recently given birth to her second son. 
Her parents were visiting from the Philippines to help with child-
care when her father had a heart attack and wound up requiring 
around-the-clock medical care—meaning that Marcelo and her 
husband had to find someone to take care of both her father and 
her sons.
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Thus was hatched the idea for online caretaker marketplace 
Care.com, which Marcelo launched in 2006. Before taking her 
company public in 2014, she raised more than $110 million in 
venture funding—even if she did sometimes get mistaken by in-
vestors as the company’s assistant, not the CEO. As Marcelo told 
Inc.’s Diana Ransom:

During our IPO road show, we flew into this private airport. I 
went straight for the coffeepot. Our CTO, a male, shook hands. 
Our CFO, a male, shook hands. When I got there, I offered 
people coffee. They thought I was the assistant. That hap-
pens. So, my goal is to change people’s unconscious bias. By 
putting them on the spot in a polite, respectful way, it makes 
them say, “Huh, the next time I look at a woman, I’m not going 
to assume she’s the assistant.”. . .

Women need to feel very confident in their numbers, and 
they need to feel solid about their business plans. If you need 
to practice your pitches with friends, you should. Also, if 
you’re not fully confident about the numbers, find cofounders 
who are.39

As one of the few women tech founders in recent years to take a 
company public, Marcelo frequently gets asked for her advice on 
the fundraising process. According to Inc.’s Kimberly Weisul, the 
Care.com founder advises not relying too much on funds that are 
owned by or targeted toward women. But Marcelo also “says it’s a 
good idea to make a point to at least network with female venture 
backers, for two reasons,” according to Weisul:

First is that you just want to run your idea by as many peo-
ple as possible, and women may very well have a different 
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perspective on it than men. Second is that women venture 
capitalists, she says, “are always wanting to support female 
entrepreneurs and will recommend angel investors.”40

Meanwhile, crowdfunding sites like Kickstarter and Indiegogo 
have proven to be places where women have a better chance of 
getting financing. As we’ve discussed, however, crowdfunding 
isn’t for everyone. Alicia Robb, a senior fellow at the Ewing Mar-
ion Kauffman Foundation, wrote in Inc.:

Women make up 44 percent of investors on Kickstarter, ac-
cording to research by Kauffman and the Hebrew University 
of Jerusalem. That’s a better balance than the VC or angel 
investor community can lay claim to. It also demonstrates 
a ready audience for products made by women, a number 
of which are specifically targeted at women. For example, 
Willa founder Christy Prunier raised $1 million on CircleUp 
in 2012 to fund her natural skincare company, which she 
started with (and named after) her then twelve-year-old 
daughter.41

For all entrepreneurs, some ways you can find the right person 
to pitch include the following:

 n Attend pitch contests, meetups, and other events in 
your industry.

 n Research investors who specialize in your company 
type. For instance, if you run a cloud-software startup, 
don’t try to meet with VCs that have portfolios full of 
consumer goods companies.
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 n Work your networks, asking for warm introduc-
tions, especially from any angel or seed investors in 
your company or people who have previously expressed 
interest in funding you.

Once you’ve set up a meeting, you still have a lot of homework 
to do.

THE PITCH

“Inevitably, they’re going to ask questions 
you can’t answer. If you’re writing down the 

twentieth question to which you don’t have an 
answer, that’s a problem. You can say ‘I’ll get back 
to you,’ but not more than five times.”42

JESSICA ALBA, actor and cofounder of The Honest Company

“I wish we had done more research on it, be-
cause we went into it with a little bit of hu-

bris and a lot of naivete. When you see company 
after company raising money, you get the out-
side-in perception—’It’s not that difficult, if they 
can do it.’ Which is not the case. We were two ex- 
McKinsey consultants, neither of us was technical, 
and we wanted to tackle insurance—every strike 
was against us. It was a very fruitless and frustrat-
ing few months.”43

JENNIFER FITZGERALD, cofounder and CEO of Policygenius
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Before you meet with someone you’re going to ask for money, 
know your business plan inside and out. Know your numbers, 
know your company, and be prepared. (Aren’t you glad you wrote 
your business plan?)

Also, do your homework on the people to whom you’re pitch-
ing. If you can, talk to other entrepreneurs they’ve invested in. 
And, as Policygenius CEO Jennifer Fitzgerald learned to her cha-
grin, have experts look over your pitch deck.

Fitzgerald, a onetime international development worker, went 
to law school and then, in the middle of the recession, started 
working at McKinsey, consulting with giant insurance compa-
nies. She and her colleague Francois de Lame had an idea to build 
a more modern, online insurance brokerage, and decided to take 
a leave of absence to work on what would become Policygenius.

Then they started fundraising. It did not go well, Fitzgerald 
recounted to me recently: “If we got to the point where they did 
want to see our pitch deck, the early iterations were terrible,” she 
recalled. “I think we may have shown the first pitch deck with 
footnotes ever. That went over like a lead balloon.”44

Fitzgerald and her cofounder pitched hundreds of firms and 
realized they would have to raise their initial seed funding via 
friends and family rather than from VCs. They were trying to 
raise $1 million and fell short, scraping together $750,000.

Nevertheless, they persisted. Fitzgerald and de Lame used that 
$750,000 to build an initial product, got some early media atten-
tion, and went back into the fundraising trenches:

It took, oh gosh, five months to find a VC investor who be-
lieved in us. We really clicked. He got it. He actually had to 
advance us some of the cash, because we were a month away 
from running out of money and not making payroll.
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After we got that first term sheet in, it got easier. Investing 
can be very much a herd mentality, so as soon as you have one 
institutional investor who will say, “I believe in this company, 
and I’m gonna lead the round,” it’s easy to round up other ven-
ture firms.45

Despite their early struggles, Fitzgerald and de Lame went on 
to raise $52 million in equity financing. Policygenius, based in 
New York, now has more than $10 million in annual revenue and 
130 employees.

If you’re starting your fundraising efforts, realize that you may 
need to be patient.

Mark Suster, a veteran entrepreneur and prominent VC at Up-
front Ventures, told Inc.’s Jessica Bruder that he also recommends:

 n Come with questions to ask the VCs, so your pitch is a 
two-way conversation.

 n Be prepared to address any big, public problems—such 
as a cofounder departing or any bad press—but wait to 
bring up other big issues until the funding conversation 
is a bit further along.

 n Ask the VCs for referrals if it seems like their firm isn’t 
quite the right fit.46

And, like dating, just because someone’s interested in you 
doesn’t mean he or she is good for you. Which brings us to . . .
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THE PROPOSAL

Congratulations, someone wants to marry you! Should you say 
yes or no?

Sometimes you have to make these decisions on the fly, es-
pecially if you weren’t out there seeking investment or a buyer. 
(It does happen.) Whether you’ve received an unsolicited bid, 
or you hooked a VC sooner than you were expecting, take these 
next steps:

 n Schedule meetings with any other suitors, to ensure you’re 
getting the best deal, and not just settling for the first offer. “If 
someone has come to you, only very rarely is no one else inter-
ested,” Brent Ridge, the cofounder of lifestyle company Beek-
man 1802, told Inc.’s Helaine Olen.47

 n Make sure the offer aligns with your short- and long-term 
goals for your company.

 n Talk to a lawyer with expertise in startup deals and, if things 
have reached this stage, have him or her review the term sheet.

NEGOTIATING THE TERM SHEET

As with any financial deal, when negotiating with investors, pay 
close attention to the paperwork details. You won’t get everything 
you want—“It’s not particularly negotiable,” warns University 
of Chicago’s Steve Kaplan48—but you should at least know what 
you’re sacrificing, and what you’re getting.

VCs tend to be more flexible on terms surrounding their right 
to invest in subsequent rounds, and their ability to get paid if the 
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company liquidates, but are less flexible on valuation and control 
over the board of directors, according to research by Kaplan and 
his coauthors.

And you need to watch out for a few more things, as Inc.’s An-
nalyn Kurtz reports:

 n Do you want to stay in control of your company at all costs? 
Scrutinize terms that dictate board seats, investor veto rights 
(allowing investors to reject future financing offers), or drag-
along rights (which may allow an investor to force the sale of 
a company).

 n Do you want your company to grow, even without you? Fo-
cus on terms concerning your startup’s valuation, options pool 
(equity for your workers), and liquidation preference (who gets 
paid first if you fail).

 n Look beyond the headline numbers, like the investment and 
valuation sizes, to see how much control investors are asking 
for—and how much they get paid if your company gets sold. For 
example, a term sheet entitling investors to nonparticipating 
preferred stock means they will recoup their initial investment 
at a specified multiple, plus dividends. If the term sheet instead 
asks for participating preferred stock, your investors may be 
entitled to an even larger share when the company is sold. “It’s 
only a one-word difference, and it could be a huge economic 
change,” Stephanie Zeppa, a corporate and securities partner 
for San Francisco–based law firm Sheppard, Mullin, Richter & 
Hampton, told Kurtz.

 n Consider using a Y Combinator SAFE Contract, which al-
lows an investor to make a cash investment that may convert 
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to stock in a future equity financing round or merger (SAFE = 
“simple agreement for future equity”). These contracts include 
investor-friendly clauses like pro rata rights (the ability to par-
ticipate in future funding rounds), but leave out more contro-
versial board-seat privileges and veto rights.

 n Be prepared to walk away if you feel like you’re being pres-
sured into too many compromises. After all, if one investor 
finds your company attractive, odds are that others will, too.49

When you do find that perfect mate, it can be the start of a re-
warding relationship. As Christina Tosi told me:

I’m really, really, really happy with the decision that I made. 
One, to raise the money; two, to wait nine years to raise the 
money. I think that’s an anomaly in this day and age. You typ-
ically raise money and then you go, and then you raise more 
money and then you go.

I wanted to make sure I had a real business on my hands—
not just a brand that people lusted after, with the dirty little 
secret that we didn’t make money. Patience is a virtue.50

Speaking of patience—it’s time to think about what you should 
do when you’re ready to take some money out of your business, 
which is discussed in the next chapter about exit strategies.

8242 Startup Money Made Easy_FIN.indd   94 11/19/18   2:53 PM



5

EXIT 
STRATEGIES

“When you found a company, you feel a deep 
sense of responsibility for it. I’ll care about 

Dell even after I’m dead.”1

MICHAEL DELL in 2014
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YOU MAY PLAN TO own your company until the day 
you die. But if you’ve taken any outside investments and 
your backers are ready to get repaid, or if you need a lot 

of money to expand, or if you get an offer you can’t refuse, or if 
you just want to retire to a beach house somewhere, you’ll have to 
think about your exit.

Which can mean a lot of things. Traditionally, “exiting” your 
company means selling it and walking away, or at least selling your 
stake in it to other owners. It could also mean taking it public—thus 
selling it to Wall Street investors—and having to walk away.

Today, “exiting” can also mean selling your company to a big-
ger company that wants to retain you as the head of what you cre-
ated—or it can mean taking your company to the public markets 
but sticking around for the ride.

Or maybe even coming back. Michael Dell, for example, 
founded his eponymous technology company out of his dorm 
room in 1984. By 1990, he was a multimillionaire by age twenty- 
four, when Inc. named him entrepreneur of the year.

And he’s stuck with his company through many a transition 
and multiple seeming exits: Since 1988, Dell has taken his com-
pany public, stepped down as CEO, returned as CEO three years 
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later, taken Dell private again in 2013, and—as of this writing— 
announced plans to return his company to the public markets 
again.

“The point is, you can’t keep doing the same thing and expect 
it to keep working,” Dell told Inc.’s Tom Foster.2 Dell was talking 
about products and company strategy, but the same sentiment 
apparently applies to corporate structure.

Dell’s approach to the public-private divide reflects something 
we hear often from founders contemplating an IPO, who argue 
that going public is more of “a financing event” than a real exit.

“If you look at what going public enables, it’s just the beginning 
of the next stage of the company,” Jeff Lawson, cofounder and 
CEO of cloud-software company Twilio, told Inc.’s Will Yakowicz:

If you think it’s an exit, it can send the message that it’s the 
end, and if you’re an investor, you do not want to invest in a 
company that feels it is at the end. That’s not the way an en-
trepreneur or a CEO or anybody involved should think about 
going public. I don’t really understand the notion of exits, 
personally, because the point of building a company is to 
make it bigger and stronger every day, and fundraising and 
going public help you achieve the goal of creating a long-term, 
great company.3

Twilio raised $150 million in its 2016 IPO, and ended the fol-
lowing year with $399 million in revenue.

You might not share Lawson’s attitude toward exits. But no 
matter how you feel about finding an off-ramp from your busi-
ness, only you can decide the best path for you. In this chapter, 
we’ll discuss the most common exit types and provide a guide 
about what you need to know for each.
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IPOS VERSUS M&A

Both types of exits have advantages and drawbacks, and both re-
quire a lot of work to pull off successfully. IPOs tend to require 
even more work up front, and—if you’re planning to remain in 
charge afterward—after the fact, as well.

Practically, you’re much more likely to sell your company 
than take it public. There were more than 9,900 small-business 
sales in 2017, according to marketplace BizBuySell.com4— versus 
just 160 US IPO pricings that year, according to Renaissance 
Capital.5

(It’s been a slow couple of years for initial public offerings, but 
even during the busier periods of the last couple of decades, the 
number of companies going public every year is in the hundreds, 
not the thousands.)6

Let’s start with the sales process.

SELLING YOUR COMPANY

“I made the decision ultimately for two rea-
sons. One, I don’t come from a particularly 

wealthy family, and so it would change my per-
sonal situation in a very meaningful way. And two, 
I’m a bit old school with my investments. It was 
the recession when we were acquired in 2009. I 
didn’t want to risk it.”7

AARON PATZER, founder and CEO of Mint.com, which he sold to 

Intuit for $170 million
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“At first we were like, ‘We’re small, we’ll han-
dle it ourselves.’ As you grow, you start to be 

open to other discussions.”8

MARLA MALCOLM BECK, cofounder and CEO of Bluemercury, which 
she sold to Macy’s in 2015 for $210 million

It’s a good time to sell a business. In 2017, 9,919 small businesses 
changed hands, up 27 percent from 7,842 such deals the previous 
year, according to marketplace BizBuySell.com. The median sales 
price for small businesses rose to $227,880, while the median rev-
enue of the firms for sale was $500,000.9

Founders sell their companies for all sorts of reasons. Some, 
like Bluemercury’s Marla Malcolm Beck, find a buyer with more 
resources to expand their company. Some, like Mint.com’s Aaron 
Patzer, see an opportunity for a good payday that will secure their 
futures.

Patzer started Mint.com after becoming frustrated by the 
amount of time it took him to organize his personal finances using 
traditional computer-based programs such as Quicken and Mi-
crosoft Money. He quit his day job, spent seven months building 
and designing Mint.com, and launched it to the public in Septem-
ber 2007.10

Two years later, Intuit bought Patzer’s startup for $170 million. 
“I honestly didn’t have an exit strategy,” Patzer told Inc.’s David 
Whitford. “It took me four or five months before I made the deci-
sion to sell. We went back and forth.”11

But the amount of money on offer during the recession con-
vinced Patzer—who then had a much easier time raising money 
for his next startup, called Fountain: “With Mint, I had fifty nos 
before my first yes,” Patzer told Whitford. “With Fountain, I sim-
ply told a couple of VCs what the idea was, and they offered me $4 
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million in financing with no effort whatsoever, with really good 
terms.”12

Selling is a particularly common exit for small-business own-
ers nearing the end of their careers, who count on selling their 
company to fund their retirement.

If that describes you, and you share ownership in the business, 
make sure you and your co-owners have a buy-sell agreement in 
place. As Inc.’s Kathy Kristof explains, these contracts will help 
you retire when you’re ready, even if your co-owners aren’t yet 
ready to sell. Buy-sell agreements are particularly important in 
larger partnership businesses, such as medical, law, or accounting 
firms. Kristof adds:

A buy-sell agreement needs several components, including a 
formula for valuing privately held shares on the basis of veri-
fiable metrics, which will vary by industry. Such a formula al-
lows you to determine what your shares are likely to be worth. 
The buy-sell agreement should also list the conditions under 
which you may sell shares, to whom you may sell them, and 
how quickly or slowly such sales may take place.13

According to a 2018 MassMutual survey, only about 40 percent 
of business owners had such an agreement in place.14 If you’re 
part of the other 60 percent, set a date with your business part-
ners and a lawyer to draw up the papers.

If you’re the sole owner of your business, and hoping to sell 
it to fund your retirement, start planning several years ahead. 
Get your books in order, and be prepared to show several years’ 
worth of sales figures, Inc.’s Jennifer Alsever reports: “‘Ide-
ally, your company should have at least one year of sustainable 
growth before going on the market,’ says Mike Maak, president of 
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NorthEast Business Advisors in Rochester, Massachusetts. ‘You 
could sweeten the deal by helping finance the sale and agreeing to 
stay on as a consultant.’”15

Bob House, president of BizBuySell.com, also suggests taking 
these steps to get your business ready to sell:16

 n Have clean, presentable financial records. And if you can 
show the business is still increasing in profitability, all the 
better.

 n Get to know your potential buyer. It will build trust, and 
ease the takeover for both of you, and for your employees.

 n Create seamless processes and create incentives for key 
employees to remain after you depart, thus assuring your 
buyer that the business will thrive even after you’re gone.

 n Spruce up the place. “If you’ve been considering any reno-
vations, new furniture purchases, or even just a fresh coat of 
paint, make sure it is all complete before any buyers step foot 
in the door,” House writes on Inc.com.17

We don’t necessarily advise this, but if you’re the only owner of 
your company, sometimes you can afford to be more spontaneous 
with your sales negotiations.

Before she was a judge on Shark Tank, Barbara Corcoran 
spent nearly three decades building her real-estate brokerage 
into the profitable Corcoran Group. In 2001, she decided it was 
time to sell her business, and worked to attract the interest of 
real-estate giant NRT.

Corcoran was on vacation, in a ski resort’s chairlift, when an 
NRT board member called her with an offer of $22 million to buy 
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her company. She did some quick thinking and asked for $66 mil-
lion instead.

“I figured I’d take a shot at it,” Corcoran told Inc.’s Liz Welch. 
“Every time they came back, I stuck to it.”18

NRT agreed to Corcoran’s asking price, which was triple the 
opening bid.

SELLING—AND STAYING

“We can do more, faster, now that we’re 
owned by Unilever—and now that I don’t 

have to spend my time fundraising every year. But 
we operate completely independently. . . . [Dollar 
Shave Club is Dollar Shave Club] because of the 
decisions we have made in-house, and Unilever 
respects that.”19

MICHAEL DUBIN, founder of Dollar Shave Club, which sold to Unile-
ver for a reported $1 billion in 2016

“On a startup budget, you stretch and reach 
. . . and now we’re like, ‘Let’s just go out and 

get the best.’”20

ALEXA VON TOBEL, founder of LearnVest, which sold to North-
western Mutual in 2015 for a reported $250 million

Dollar Shave Club. Bluemercury. MyFitnessPal. These are just 
a few of the fast-growing startups that have been snapped up in 
recent years by big corporate overlords who wanted the startup 
founders, too.
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This sort of corporate M&A is providing some founders a 
chance to stay with their companies, while getting the resources 
and reach of big corporate buyers. As Inc.’s Kimberly Weisul 
writes in a 2017 cover story about these internal entrepreneurs, 
or “disrupters in residence”:

In the past, when a big company bought a small one, the 
founder got a big payday, but had to accept giving up con-
trol of a business built on years of love and grueling work, 
and that the acquirer, once in control, might have a slightly 
different plan for its new toy. Cultures clashed, cherished 
employees left, and all the excitement that went into cre-
ating the merger vanished. Even worse was the “acquihire,” 
in which a company got taken out primarily for its talent—
without even a pretense of synergy.

In the trend that’s emerging, the founders of prominent 
startups are finding ways to sell their cake and have it too. 
They can run their brands on their own terms inside larger 
corporations while at the same time providing spark and 
nimbleness to the parent company. “We needed some sort of 
outside catalyst to get our digital effort going at the speed I 
wanted it to,” says John Schlifske, CEO of Northwestern Mu-
tual, which bought fintech startup LearnVest. “I didn’t feel we 
had the right speed and agility.”. . .

Whether it’s Northwestern Mutual jump-starting its 
online financial planning [with Alexa von Tobel’s Learn-
Vest], or Under Armour building a connected fitness ini-
tiative with a startup such as MyFitnessPal, this is how the 
smart twenty- first-century acquisition gets done. “At some 
point, established companies have to adopt some startup 
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thinking,” says Alexander Chernev, a professor of marketing 
at the Kellogg School of Management. “It’s not that startup 
thinking is the best thing ever. But it forces you to look at the 
world as a changing place.”21

Of course, it matters to whom you sell your company. Mike 
Lee, cofounder of MyFitnessPal, told Weisul that he was un-
interested in selling to a Google or an Apple, where “we would 
become one small piece in this giant machine.” But after Under 
Armour founder and CEO Kevin Plank invited Lee to visit, and 
pitched him on a bigger strategy for “connected fitness,” Lee 
started to see possibilities.

“At Under Armour, we knew we would matter,” Lee recalled. 
“We would have the attention of the CEO, we would be a big part 
of the strategy, and we would make a difference.”

He and his cofounder (and brother), Albert, agreed to sell My-
FitnessPal to Under Armour for $475 million in February 2015. A 
year later, the fitness app had gone from 80 million users to “well 
over 100 million.” (The Lee brothers did eventually leave Under 
Armour, in January 2018.) 

Or there’s Stacy Brown-Philpot, CEO of TaskRabbit, the gig 
economy service started by Leah Busque. Brown-Philpot, a for-
mer Google executive and one of most prominent black women 
in Silicon Valley, took over TaskRabbit in 2016 and sold it to Ikea 
a year later. “There’s an obvious synergy between the two busi-
nesses,” Inc.’s Sonya Mann explained at the time. “Consumers can 
buy furniture at Ikea, then hire someone from TaskRabbit to as-
semble the darn things.”22

But, as Mann added, the deal also made sense for Ikea, given 
TaskRabbit’s data trove on consumer habits and spending. “Ikea 
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does extensive ethnographic research, examining potential cus-
tomers’ needs and behaviors, then shapes its products accord-
ingly,” she writes, adding that TaskRabbit “has a huge trove of data 
about how people live their domestic lives—especially affluent 
millennials, a demographic always coveted by big box retailers. 
TaskRabbit can help Ikea fill in the gaps. In a way, it’s reminiscent 
of Unilever buying Dollar Shave Club in order to catch up to the 
age of the internet.”23

Meanwhile, Brown-Philpot says that when she took over Task-
Rabbit, she was advised to make a list of the potential buyers she 
would even consider talking to. Ikea was on the list, she told the 
New York Times, because the retailer’s values were aligned with 
TaskRabbit’s.

“When we told our employees, everyone clapped because they 
were like, ‘Oh, thank god. We’re actually selling to a company 
that we admire and we respect,’” Brown-Philpot told the Times.24 
“That’s when you know you’ve done the right thing.”

Still, not every big corporate purchase of a startup goes well. 
Technology gets shut down, founders get shunted to the side, prod-
ucts get retooled. (Remember Vine, or Del.icio.us, or HopStop?)

“My one regret was agreeing to stay on for four years. I wound 
up leaving after a year,” Jonathan Sposato, founder of software 
startup Phatbits, says of selling it to Google. “I underestimated 
what it would feel like to be a salaryman, no longer in control of 
my own destiny.”25

That didn’t stop Sposato from selling his next company, photo 
editing site Picnik, to Google—and facing some new challenges, as 
he told Inc.:

We faced a dizzying amount of changes in the first three 
months after the acquisition, being shuttled from one part 

8242 Startup Money Made Easy_FIN.indd   106 11/19/18   2:53 PM



107Exit Strategies    INC.

of the company to the next. One-third of our twenty-five- 
person team quit within a year of the acquisition. I stayed 
for two years to offer some sense of continuity, while my co-
founders, Darrin Massena and Mike Harrington (who were 
equally involved with the sale of the company to Google), 
continued to work at the acquired company for more than a 
year. By 2012, Google shut down Picnik entirely. I felt like I 
let a bunch of great people down.26

Now when entrepreneurs ask Sposato about the pros and cons 
of selling their companies, he advises that you look beyond the 
bottom line of any deal, and carefully consider how a sale will 
affect your team’s culture. “Looking back, I should have insisted 
that Google’s crystal ball for Picnik was clearer,” he writes. “I 
sometimes wonder whether we should have sold the company 
at all.”27

Stewart Butterfield expressed similar regrets about selling one 
of his early companies, photo-sharing service Flickr, to Yahoo 
for $25 million. Butterfield, some friends, and his then wife, se-
rial entrepreneur and investor Caterina Fake, started Flickr as a 
spin-off of an online video game. Soon the product was growing 
so quickly that Flickr couldn’t afford all the new servers it needed 
to host the huge amounts of photos its customers were uploading, 
Inc.’s Jeff Bercovici reports:

When Yahoo offered $25 million for Flickr, it seemed like the 
perfect answer. Shortly after the sale, however, Flickr got re-
shuffled into a division it didn’t belong in. While it languished, 
Facebook and YouTube rapidly overtook it as the biggest so-
cial sites. “We felt like we’d been sold a bill of goods,” says [co-
founder Cal] Henderson.
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Butterfield gritted his teeth through three years at Yahoo, 
and then left in 2008, ready for a do-over. He summoned his 
coconspirators (minus Fake [they divorced in 2008]) and set 
about building a massive multiplayer game called Glitch. An-
other social fantasy game, with a narrative involving giants 
and time travel, Glitch raised $17 million from Accel Part-
ners and Andreessen Horowitz, but the timing was again bad: 
They were building a desktop game at a time when users were 
migrating over to mobile devices. After some hard conversa-
tions, Butterfield and his partners made the decision to shut 
down Glitch in October 2012. Butterfield broke down in tears 
telling his staff. They offered the VCs their remaining money 
back, about $5 million, but were told to keep it and try to build 
something else with a skeleton crew.28

They ended up building a workplace communication tool you 
may have heard of: Slack. Within two years, the company had 
more than 1.7 million users and $45 million in annual revenue, 
leading Inc. to name Slack its 2015 Company of the Year. Less 
than three years later, Butterfield’s latest startup had raised al-
most $1.3 billion and was valued by its investors at a whopping 
$7.1 billion.29

No matter how much money you’re getting from a sale, be 
prepared for an emotional letdown once you’ve let go of your 
company. Toni Ko started Los Angeles cosmetics company NYX 
in 1999, when she was twenty-six, and proceeded to pour fifteen 
years of her life into it. In July 2014, Ko sold NYX to L’Oreal for 
an estimated $400 million.

“I thought: ‘I’m going to sell the company and have work- 
life balance!’ And I would travel,” Ko told Inc.’s Christine 
Lagorio- Chafkin. “I thought, ‘I’m going to be able to let go. I’m 
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going to retire. I’m going to get a margarita, sit on the beach, and 
read a book.’”

That isn’t what happened next, Ko recalled:

Selling the company took three years of preparation. It’s kind 
of a plateau—and then there is a drop-off point. The drop-off 
point is the day after you sell the company.

Words cannot describe that moment. I felt like a balloon 
that had been filled with oxygen to its fullest, and someone 
came and gave it a small stab with a needle, and it just went 
pop. And there was nothing. Blank. Black. Dark. Hole.

I initially thought I would go and drink champagne and cel-
ebrate. But what I did the day I got the wire transfer in, and 
the transaction confirmed and completed, was pack my stuff 
from my office and walk quietly out. I went and fell asleep for, 
I think, fourteen hours straight.30

Ko recovered—by starting a new company, sunglasses seller 
Perverse.

If this doesn’t sound dramatic enough for you, or if you want to 
aim for a big, ambitious, highly regulated exit—one that may still 
leave you as CEO—let’s look at what it means to try to take your 
company public.
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IPOS: SELLING TO  
WALL STREET INVESTORS

“I thought about going public from day one. 
And I loved the whole process. I think it’s 

made us a better company. Once you’re public, 
good enough is not good enough. If you’re good, 
you’re expected to be great the next quarter. If 
you’re great, then you have to be even greater. I 
find it inherently motivating.”31

KEN MOELIS, cofounder and CEO of investment bank Moelis & Co., 
which raised $163 million in a 2014 IPO

Going public has a lot of associated hype: Taking over the New 
York Stock Exchange! Ringing the opening bell! CNBC hits! IPO 
day swag!—and much, much more red tape. By selling shares in 
your company to public investors, you’re committing to regularly 
disclosing your finances, and abiding by SEC regulations, and 
hosting quarterly conference calls with Wall Street analysts, and 
all the related fun stuff.

“‘Here’s the issue about being a public company,’ HomeAway 
cofounder and then-CEO Brian Sharples told Inc.’s Tom Foster. 
‘If you’re private, you just make a decision. You don’t have to tell 
anybody.’ But when you’re public, you do have to tell people, and 
include some details: ‘If you’re going to telegraph decisions,’ he 
says, ‘analysts need numbers to plug into their models.’”32

Those sorts of additional obligations aren’t even the biggest 
reason the IPO market has been a little slow and weird the last 
few years. The amount of VC available to some founders has cre-
ated incentives for companies to stay private as long as they can 
keep raising subsequent rounds, seemingly indefinitely. 
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As Jacqueline Kelley, EY’s Americas IPO Markets Leader, 
writes for Inc.com:

It used to be that IPOs were an essential way to raise capi-
tal—and they’re still great for that. But today there’s lots of 
financing available, especially so-called late-stage capital, 
which comes even after a company has grown dramatically 
and has a large valuation. There’s money to be had from 
familiar sources like venture capital and private- equity 
firms—and there’s more of it. In 2006, $31.2 billion of ven-
ture capital money funded 2,888 private US companies, 
according to EY. In 2015, $77.3 billion went into 4,244 com-
panies. But there are also a slew of new sources available for 
financing—including sovereign wealth funds, corporate ven-
ture funds, and a range of financial institutions around the 
globe that can allow a company to be awash in investments 
before it goes public.

That didn’t used to be the case. The runway to an IPO was 
shorter and companies went public with lower valuations 
and smaller sticker prices. Today, it’s common for companies 
to have much larger valuations before their shares are put on 
public exchanges. There’s no reason to rush to public-equity 
markets just to get financing when there’s a whole ecosystem 
of ways to get capital.33

Still, the US IPO market seems to be back on an upswing: Only 
105 companies priced public offerings in 2016, and only 160 did 
last year, according to Renaissance Capital.34 But by halfway 
through 2018, the pace of IPO pricings had increased and 105 
companies had priced their IPOs—the same number as the total 
number of companies that went public in 2016.
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In 2007, Lynn Jurich cofounded solar-energy company Sunrun, 
which installs residential solar panels and provides free mainte-
nance on them. Homeowners then buy their power from Sunrun, 
which reduces their electric bill by roughly 20 percent. Jurich,  
the CEO, acquired 100,000 Sunrun customers in the first seven 
years of her company’s life, and took it public in 2014 with a $251 
million IPO.

“Being public has been a positive experience, because the quar-
terly march helps us stay focused and hit the numbers,” she told 
Inc.’s Leigh Buchanan.35 “It also gives us more visibility to talk 
about the financial benefits. Lack of awareness is holding this in-
dustry back.”

WHAT DOES THE IPO PROCESS ENTAIL?

Hiring investment banks. Hiring lawyers. Going on a road show 
to pitch investors. Preparing SEC filings (and getting ready to 
do so forever). Preparing for a wave of press attention, as well 
as SEC requirements for media quiet periods. Getting ready to 
live and die by your company’s share price. Even going through 
the opening- bell theater, as Zendesk cofounder and CEO Mikkel 
Svane recalled to Inc.’s Will Yakowicz:

The day of, you’re nervous. But once you’re up there, you re-
alize it’s a big show. The market starts without you; the bell is 
fake. But the deal is the natural evolution of the company and 
is very real. All your employees and investors have been put-
ting in work, and it’s about building value, not to cash out but 
to create a connection between their work and the company’s 
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value. We have 1,600 employees. The changes we’ve gone 
through are less about being a public or a private company 
and more about size. Once you grow to a couple hundred em-
ployees, you realize things need to change.36

As Svane, and Jurich, and investment banker Ken Moelis, and 
many other founders have told us, graduating to the public mar-
kets imposes an extra layer (or several) of scrutiny and account-
ability on your company.

Moelis, who worked in investment banking for decades before 
starting his own boutique firm, set up shop right as the financial 
crisis gathered steam. As he told me in 2018:

It was terrifying for everybody, but if you were starting a busi-
ness, it was probably worse. The Monday that Lehman Broth-
ers went down, we were meeting with a large institution that 
was going to make a big investment with us. I just looked at 
the woman from the institution and said, “Look, you’re not 
going to do this right now. Why don’t we just give it up?” She 
goes, “Yeah. You’re right. We’re not doing this.” So we left the 
room. But we stayed friendly.37

Moelis & Co. weathered the banking crisis, and Ken Moelis 
prepared it for an IPO by 2014. “Once you’re public, good enough 
is not good enough,” is how he describes life since. “I find it inher-
ently motivating.”38

Other founders consider life in public to be a fun challenge: 
“You’re insanely focused on hitting the numbers you’re guiding 
everybody to. It gives everyone a clear goal to shoot for,” says Fit-
Bit cofounder Eric Friedman.39
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Others admit this sort of relentless focus on quarterly per-
formance, and all the attendant scrutiny, can be a bit of a drag. 
“If I had another life, I’d keep my company private,” Alibaba co-
founder Jack Ma, who raised $25 billion in his company’s 2014 
IPO, said a year later.40

Which is one reason EY’s Kelley advises not even bothering, if 
you’re not looking at life after the opening bell.

“For any company still planning an eventual IPO, it’s crucial 
to prepare your business to be sustainable—beyond any first-day 
pop in stock price,” she writes in Inc. “Beyond financial metrics, 
there are more intangible indicators of IPO success. These so-
called soft metrics look at the company’s leadership team, which 
includes its founders, C-suite executives, board, and advisors. 
Just as sustainable companies must invest in their infrastructure, 
so must they invest in the right managers.”41

If you’re up to doing all of this, you might find yourself echoing 
the attitude of Grubhub cofounder and CEO Matt Maloney, who 
shrugs off concerns that going public is too much of a pain.

“I think that’s bogus,” Maloney told Inc.’s Leigh Buchanan, 
adding that being public has made buying other companies much 
easier for him. “We have over $300 million in the bank. We are 
really active in recruitment. Restaurants have more confidence 
because we’re listed on the NYSE,” Maloney added. “And the tac-
tical restrictions of being public are really not that big a deal.”42

Going public is also one way to help finance your compa-
ny’s growth. Though if an IPO is your goal, you’ll have to think 
through your expansion strategy long before you ring any Wall 
Street bells. For a guide to the money questions you’ll face while 
expanding your business, turn to the next chapter.
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THE  
ECONOMICS  
OF EXPANDING

“It is very clarifying and liberating—and in 
hindsight, kind of fun—when the challenges 

facing you are making payroll and keeping the 
lights on. . . . You don’t feel like it’s a luxury when 
you are in it. But it feels like a luxury afterward.”1

PHIL LIBIN, cofounder of Evernote

“The goal is not to envision where you’ll be 
five or ten years from now. The goal is to en-

vision what you’d like to get done tomorrow. And 
after a while you have 300 tomorrows, 600 tomor-
rows, 10,000 tomorrows. And all of a sudden, you 
are master of your domain.”2

JESSICA O. MATTHEWS, founder and CEO of Uncharted Power
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CONGRATULATIONS, YOU HAVE MONEY! You’ve 
lined up investors with deep pockets, or your business 
is growing so well that customer orders and payments 

are rolling in. You might even be—gasp!—profitable.
First, take a moment to breathe, and acknowledge your hard 

work. Seeing your company grow up is a triumph. You’re in the 
black, you’re making regular sales, you’re not worried every day 
about finding customers or paying employees. And you can start 
to think about expanding.

All of which brings more challenges. Everything from opening 
new office space to bringing on additional workers can create fi-
nancial and cultural growing pains, as many a founder has told us. 
Sometimes these are even worse than the startup pains. So, what’s 
the right time to expand your business, and how do the most suc-
cessful founders avoid financial growing pains?

What Inc.’s Leigh Buchanan calls your company’s “awkward 
adolescence” involves making many more complex decisions, 
with fewer visible indicators that you’ve chosen well.

Evernote cofounder Phil Libin, for example, survived many a 
sleepless night during his productivity-app company’s early days. 
In 2008, in the middle of the financial crisis, he almost ran out of 
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cash when an investor pulled out of a planned deal. A Swedish su-
perfan swept in and gave Evernote $500,000 to stay afloat. Three 
years later, Inc. named Evernote its 2011 Company of the Year.3

But Libin, who stepped down as Evernote CEO in 2015, told 
Buchanan that year that he kind of missed the stressful early days:

Things are less focused in adolescence, since death no longer 
loiters in the lobby. Instead, decisions grow more complex, 
because options multiply, and it’s harder to tell when you’ve 
succeeded. At that stage, “many goals are no longer externally 
imposed,” says Libin. “So not only do you have the stress of 
executing, but you have the additional stress of not being sure 
the goals you have set are the correct goals.”

And absent life-or-death issues, “you start feeling less he-
roic,” says Libin. “The level of drama changes. It becomes 
more nuanced.”

But adolescence is also when companies can start making 
a real difference. “When you are a startup, your job is to be 
flashy and impressive,” says Libin. As companies mature, he 
says, so should their priorities: from “optimizing for what will 
get noticed” to “optimizing for what will have the most mean-
ingful impact.”

At Evernote, that meant jettisoning beloved projects, in-
cluding a study aid and a parenting app. The key question 
for founders in this phase, says Libin, is “Are we being suf-
ficiently epic?”4

If “adolescence is also when companies can start making a real 
difference,” how can you make sure you’re ready to enter this new 
phase, along with the corresponding new set of challenges?
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The questions you’ll face and the money you’ll have to spend 
along the way will vary widely depending on your company, in-
dustry, and market. New challenges may involve your produc-
tion processes, your physical space, the fun stuff of taxes and 
insurance and regulation and other red tape—and above all, your 
employees.

In this chapter, we’ll explore the major areas you’ll have to 
consider as your business expands—and the money you’ll have to 
spend along the way.

JUMP-START YOUR EXPANSION

If you’ve already raised money, you and your investors may de-
cide it’s time for another round. If you haven’t, now may be the 
time. If it’s your first time seeking venture capital, turn back to 
Chapter 4.

If you’re considering a subsequent round with existing or new 
venture investors, there’s good news and bad news. The bad news 
first: The funding funnel narrows with every round of money 
startups seek.

About 70 percent of tech startups that raised venture cap-
ital failed or became self-sustaining, according to analysis by 
research firm CB Insights. Less than half (46 percent) of the start-
ups tracked were able to raise a second round of funding, or series 
A, after the first or “seed” round.5

However, for startups that raise a series A, fundraising starts 
to get easier, according to CB Insights: 61 percent of the tracked 
startups that raised two rounds of financing were then able to 
raise a third.6
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“I think it’s so important to realize: Hey, it gets harder, not 
easier necessarily, to raise money. Even if you are doing well,” 
says Frida Polli, cofounder and CEO of hiring startup Pymetrics.7

Polli spent a decade as a cognitive neuroscientist at Harvard 
and MIT before launching her company with neuroscience re-
searcher Julie Yoo in New York in 2013. During that time, Py-
metrics raised $17 million in funding from VC firms including 
KhoslaVentures and Jazz Venture Partners.8

When we spoke in July 2018, Polli was frank about the mount-
ing difficulty of the fundraising treadmill: “Every single time you 
fundraise, you’re basically deciding how much of the company 
you’re giving away, to whom you’re giving it away, what are the 
rights, what are the terms. What type of fund is really going to 
care about the metrics of the business versus what type of fund is 
going to care about, ‘What’s your big-picture vision—and that’s all 
we invest in’? We’re so busy operating, running the business. . . . At 
the end of the day, [fundraising is] what determines the health of 
your business, if you don’t fundraise in a way that’s smart.”9

Sometimes it can get easier. Two years after scrambling to line 
up its $3 million series A, the founders of robo-advisory startup 
Betterment found themselves fielding unsolicited offers of a se-
ries B round, according to Inc.’s Robin D. Schatz:

In January 2012, a representative from Menlo Ventures, a 
Silicon Valley VC fund, came by for a visit. Six months later 
Menlo’s managing director, John Jarve, got in touch. Better-
ment wasn’t looking for a second round, but [CEO Jon] Stein 
and his team speak to Jarve on the phone. After another call, 
they were invited to visit in Menlo Park. A week or so after 
that, Jarve flew out to New York. In October 2012, Menlo 
announced it would lead a group of investors, including 
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Bessemer and other first-round investors, in a $10 million 
round of Series B financing in Betterment. “We didn’t think 
it would happen so soon,” says Stein. “But we learned to be 
ready when you find the right investor.”10

And the money kept on rolling in for Betterment, which by 
2016 was on to its series E.11

The Scramble of Salad Days

Jonathan Neman stumbled into his future when he 
moved into his freshman-year college dorm. Nicolas 

Jammet, the child of high-end restaurateurs, moved in next 
door at Georgetown’s Harbin Hall. By the end of their college 
years, Jammet would become Neman’s cofounder. A few days 
later, on the first day of class, Neman met Nathaniel Ru, who 
would become the third cofounder of the healthy salad em-
pire now known as Sweetgreen.

By the end of their senior year, the three friends were open-
ing the first Sweetgreen in a tiny Georgetown space. The com-
pany’s early days were a lesson in managing expectations, 
Neman told me on an episode of Inc. Uncensored podcast:

“When we first opened, we actually thought it was going 
to be straight to major cities. We went to LA, started looking 
at real estate; went to New York, started looking at real es-
tate; we thought, within a few years, we’d have one or two lo-
cations in every major city,” he recalled. “The smartest thing 
we ever did was to not do that. . . . For us, the restraint and 
the focus was something we talked a lot about. We opened 
the first almost-twenty restaurants in the DC area.”12

C
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Today, Sweetgreen has $135 million in high-profile venture 
backing, but Neman says the first several years of fundrais-
ing were a struggle, every time. At the beginning, the three 
cofounders opened the first store with $300,000.

“I call it a Kickstarter before there was Kickstarter. There 
were forty-five investors and $300,000,” Neman says:

Most checks were around $5,000. Our biggest check was $20,000. 

We were talking to hundreds of people. It was the gauntlet of 

starting something. You had to believe in it so much that you 

were willing to take other people’s money to do it. . . . And for us, 

raising money from other people from the beginning created this 

accountability, and wanting to do things the right way. . . .

[Raising money] the second time around, it got a lot harder, 

because then it was 2008 and 2009, and the world fell apart. And 

so then it got really, really difficult. At the time we were fund-

raising one restaurant; we were opening our second and third 

restaurant, both in DC, and it was really challenging to raise that 

money. It ended up being a combination of small-business loans, 

credit cards, some investors, we owed our contractor money so 

he became an investor for the money we owed him—it was very, 

very complicated. And it was kind of like that for the first twenty 

restaurants.

We kind of funded it slow and steady, really until we had that 

proof of concept and opened in Boston and New York, where we 

felt we had a brand built bigger than the business, and had a 

vision built for where we could go from there. And at that point 

is where we felt comfortable raising more money, and significant 

capital. That was the first time we took any sort of venture capi-

tal money. At that point it was $22 million.13
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As Neman and his cofounders experienced, just because you’ve 
raised money from one set of people doesn’t mean you’re locked 
into returning to them for every additional thing you need. You 
may want to search for bank loans or other debt financing for your 
expansion, depending on how strong and predictable your busi-
ness’s cash flow is.

In 2013, Elliot Bohm, CEO of gift-card sales site CardCash.
com, oversaw a $6 million series A raise from venture capital firm 
Guggenheim Capital. A year later, he decided to take $6 million in 
debt financing from a bank called Sterling National.

On Inc.com, Bohm explained that the venture capital round 
gave his company credibility, notably with big partners: “Once 
Guggenheim came on board we closed deals with Walmart, CVS, 
United Airlines, and InComm, all within a year.” When CardCash 
needed more money to meet the increased demand from those 
partners, Bohm writes, raising more equity didn’t make sense:

Here’s when debt-funding works:

—Your cash flow is strong and predictable.

—You have the credibility needed to grow your business.

—You have no interest in giving away more equity. . . .

We had very predictable cash flow and could confidently 
pay back a loan without anxiety. We just needed to shore up 
for a short-term increase in demand.

Credibility certainly wasn’t an issue anymore, since we had 
just closed a string of unbelievably beneficial partnerships.

And giving up equity was pretty low on our list of priorities. 
Remember, holding on to equity isn’t just about maximizing 
your payout down the line. It’s about maintaining control over 
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strategy and operations. Equity is precious. Giving it up to cap-
italize on a short-term opportunity, one that could be funded 
just as easily with debt, is a shoddy way to run a business.14

Don’t think that because you raised money one way in your 
company’s early days, you’re locked into that sort of financing for 
the life of your business. Each time you think you need the funds 
to expand, weigh all of your options—not just the obvious or sexy- 
sounding ones.

Now may also be a time to consider, or reconsider, private- 
equity investment, depending on how quickly you want to expand. 
Remember that PE investors tend to take majority stakes and of-
ten want control—meaning they may seek to replace you.

Though that’s not always true. For instance, BlackLine founder 
and CEO Therese Tucker sought a private-equity investor when 
she was feeling burned out and ready for retirement. When she 
found the right buyer, Tucker felt excited to stick around—and 
her investors, Silver Lake Sumeru, told me they wanted her ex-
pertise as well as her company:

“A lot of product founders don’t make the transition to being 
the CEO of a bigger company, but Therese has a knack for fig-
uring out when she needs to drill down and when she needs 
to run with things,” says Hollie Moore Haynes, who led Sil-
ver Lake Sumeru’s initial 2013 private equity investment in 
BlackLine and remains on its board. “She kept hitting num-
bers—and she’s the heart of the company.”

“It didn’t matter to me that she hadn’t done this before,” 
says Haynes, who’s since started her own private equity firm, 
Luminate Capital. “We just want companies that have really 
great products.”15
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Sometimes taking PE money will also help you achieve a new 
goal, as TOMS founder Blake Mycoskie discovered. When he sold 
half of his pioneering “one for one” shoe company to Bain Capital 
in 2014, Bain helped Mycoskie establish the TOMS Social Entre-
preneurship Fund to invest in social ventures. As Inc.’s Leigh Bu-
chanan reports:

Mycoskie is putting more than $150 million of his own 
money into innovative social ventures. TOMS Social En-
trepreneurship Fund has so far invested from $25,000 to 
$250,000 in a dozen companies whose missions range from 
helping homeless and disabled artists to making organic 
food affordable. And TOMS is experimenting with its own 
giving model: expanding the definition of one-for-one, ven-
turing into local manufacturing, and tweaking its use of do-
nations to achieve more targeted goals. With a mountain of 
village dust and a sprinkling of stardust, TOMS is embarking 
on its second act.16

Both Mycoskie and Bain initially contributed 1 percent of 
TOMS’s value to endow the fund with $12.5 million, according to 
Buchanan. Then Mycoskie decided to really go for it: “After the 
deal was done, I said that’s great,” says Mycoskie. “But my wife 
and I just personally believe that half of our money”—that’s $150 
million—“we should invest in social entrepreneurs.”17

Which brings us to another money question around expansion: 
Do you want your business to do something charitable along with 
its profit-seeking motives? We’ll come back to this topic later 
in the chapter. First, let’s examine how much money you are, or 
should be, spending.
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FEEL THE BURN

“When inDinero ran out of funding and I 
had to lay off our staff several years ago, 

I learned to never read or believe your own head-
lines, good or bad. I got drunk off our press, and 
we grew and spent accordingly. Big mistake!”18

JESSICA MAH, cofounder and CEO of accounting-software company 
inDinero

The first rule of expanding: Don’t spend money before you have 
to, especially not on stupid shit.

As Inc.’s Helaine Olen writes, startup burn rates can quickly 
get out of hand—particularly if you’re overspending on fancy of-
fice space, or Silicon Valley–type free massages and catered meals: 
“Businesses should burn cash only for specific reasons, like grow-
ing to a critical mass of users or getting a product to a certain stage 
of development,” Marc Prosser, cofounder of Marc Waring Ven-
tures, told Olen.19

That’s advice repeated by many a Silicon Valley veteran. “Don’t 
spend your money just because you have it,” Ellen Pao, former 
venture capitalist and onetime Reddit CEO, who’s now cofounder 
and CEO of Project Include, told Inc.’s Kimberly Weisul. “Be fru-
gal, because your runway is really important.”20

That’s a lesson inDinero founder Jessica Mah learned the hard 
way. A high school dropout who launched her financial startup at 
age nineteen, Mah was hailed early as a star; she graduated from Y 
Combinator’s summer 2010 class with $1.2 million in funding and 
glowing headlines comparing her to Mark Zuckerberg.

The business model proved unsustainable, and Mah had 
hired too many close friends. Before long, she was fighting with 
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her cofounders and running out of money. “The startup was 
burning through $80,000 a month, with only $150,000 left in the 
bank, and Mah had to lay off all her friends,” Inc.’s Kate Rock-
wood reports. “We were racing our Ferrari into a brick wall,” 
Mah admits.21

Fortunately, a business pivot and some marriage counseling 
with her (platonic) cofounder helped Mah swerve. With $2.9 mil-
lion in 2014, inDinero ranked number 146 on the 2015 Inc. 500 
list of the fastest-growing private companies in America.

Yet for growing companies, not spending any money isn’t the 
answer. In its early days, one company’s fundraising “was $2.5 
million and lasted us two and a half years. Yes, our burn rate was 
that low,” Pymetrics cofounder and CEO Frida Polli recalled to 
me recently, a bit wistfully. “If only that was still the case.”22

At this stage of your company’s life, you can’t be so frugal that 
you undermine your own growth. Like Goldilocks, you’ll have to 
calculate the amount of spending that’s not too little or not too 
much, but is just right. As Inc.’s Jill Hamburg-Coplan reports:

Gary Kunkle, Inc.’s resident economist and a specialist in 
long-term growth strategies, says one of the biggest rea-
sons growth companies stumble is that they fail to invest in 
capacity and can’t keep up with demand. Which is sobering 
enough—until he adds that another major pitfall for growth 
companies is investing too much capital to meet demand that 
never materializes. In that case, your capital outlay could cre-
ate a burden (in leasing fees, debt payments, or depletion of 
precious cash) great enough to sink the business.

Many entrepreneurs make the mistake of getting stuck on 
the niceties, wondering if the capital investment will stream-
line things or add convenience, says John Terry, founder of 
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Dallas advisory firm ChurchillTerry. Instead, Terry says, you 
should focus on one simple question: Will it bring money in 
the door? If it won’t, he adds, “just put your head down and 
keep pushing forward.”23

Managing cash flow gets vastly more complicated, too, even 
if you’re profitable, thanks to your operation’s additional com-
plexity. “When you have a handful of customers, tracking down 
payments is easy. As your client base grows, staying on top of 
accounts receivable becomes more time consuming,” Ham-
burg-Coplan writes. “New customers may insist on paying in, 
say, sixty days, even though rent, payroll, and other bills are due 
in thirty. Meanwhile, more cash is flying out the door to cover 
inventory, higher taxes, government-compliance expenses, and 
debt.”24

If you aren’t already using QuickBooks, Pulse, Float, or some 
other kind of cash-flow-management software, now is a good 
time to start.25 Depending on how large your company is, and how 
complex its finances are, you may also want to consider hiring a 
full-time chief financial officer or head of accounting, or delegat-
ing those responsibilities.

Just don’t delegate too much—even if the day-to-day num-
bers become someone else’s responsibility, you shouldn’t lose 
sight of them.
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CREDIT CARD FEES AND  
OTHER CYBER HEADACHES

Another complication of doing more in sales: paying more in 
credit card processing fees. If you run any sort of retail opera-
tion, online or in the real world, you know that you’ll have to pay 
the banks a cut every time your customers buy something using 
a credit or debit card (or with Apple Pay, or Samsung Pay, or—
you get the idea).

When we examined the finances of radically transparent tech 
startup Buffer, credit card processing fees were the fourth-largest 
monthly expense—after employee salaries, software and server 
costs, and taxes, but before equipment, coworking space fees, le-
gal costs, and insurance.

Take note: Because Buffer was sending its credit card proces-
ser, Stripe, so much business, it negotiated several reductions in 
the processing percentage fee. “About 4 percent of Buffer’s reve-
nue now goes to Stripe, down from more than 5 percent before,” 
Inc.’s Victoria Finkle reports.26

Credit cards also have another, less obvious, cost: chargebacks, 
or what happens when a customer pays for something on his or 
her card and then disputes the charge with the bank, rather than 
contacting you for a refund. Some chargebacks result from cus-
tomer mistakes, bad business practices, or sloppy customer ser-
vice, but an increasing amount (40 to 50 percent, according to the 
Kansas City Fed) result from deliberate fraud. Cybercrime is con-
tributing to their rise, and a concurrent rise in associated costs, as 
Inc.’s Alina Tugend reports:

The expense goes beyond just the losses themselves; associ-
ated costs, including bank fees and replacing merchandise, 
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are also mounting. Chargeback expenses increased 8 percent 
last year for all US merchants, and “for every dollar of losses, 
merchants are losing $2.40,” a recent LexisNexis report 
found.27

You can decrease your chargeback expenses by tracking any 
large or unusual orders and their point or origin—especially if the 
IP addresses are from countries known for suspicious cyberactiv-
ity. You can also ask for verification of any suspicious transaction, 
or—if this becomes a big problem for your business—hire a third-
party fraud-prevention firm.

Speaking of fraud-prevention vendors, you may also need to 
set aside some money to bulk up your cybersecurity. In 2015, 43 
percent of cyberattacks were waged against small businesses, ac-
cording to Symantec, and the average cost of a small-business at-
tack is $7,000.28

You can improve your security by implementing safeguards 
such as the following:

 n Providing formal employee cybersecurity training, as 
most breaches still occur due to human error.

 n Setting up two-factor authentication or turning off 
online banking capabilities for your business bank 
accounts.

 n Scheduling weekly times to update your software, or del-
egating that responsibility to an employee or new hire.

 n Backing up your files both in the cloud and on physical 
drives.
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You can also hire hackers to try to breach your company’s sys-
tems, to see where the vulnerabilities lie—and what you can do to 
fix them.

Now that we’ve spent several paragraphs addressing credit 
card–related headaches, we must acknowledge that an increasing 
number of business owners swear by credit and debit cards—and, 
in some cases, only accept cards, not cash. Purchases on credit or 
debit cards tend to be larger than cash purchases, and processing 
sales only with plastic or phone apps has other advantages. (Even 
so, the practice can result in charges of elitism and inaccessibil-
ity to lower-income consumers, since wealthier people are more 
likely to have cards, and lower-income people tend to use cash.)29

Sweetgreen chose to go cashless in 2017. CEO Jonathan Neman 
explained his company’s decision to go cashless on an episode of 
Inc. Uncensored podcast:

When we first started Sweetgreen, cash was about 50 percent 
of our business. By the end of 2015, cash was in the single digits.

No matter how much cash you have, you’re running ar-
mored cars around daily. It’s dirty, and our team members 
are spending about an hour of their time counting the cash. 
And for me, the part that made it a no-brainer was the safety 
of our team members: On average, we’d have about two armed 
robberies a year in our restaurants. I don’t know how much 
people talk about that, but that happens a lot in retail, and it 
creates a lot of fear within the restaurants.30

As long as we’re talking about the painful, potentially expen-
sive headaches of expanding your business, let’s discuss some 
things everyone loves talking about.
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TAXES, INSURANCE, LAWYERS,  
AND OTHER FUN STUFF

“If your taxes are a surprise, you’re doing it 
wrong.”31

SARAH CARSON, founder and CEO of Leota

This feels like a good time to remind you that running a fast- 
growing company requires you to retain professional legal, tax, and 
financial advisors. If you haven’t already, please hire some! This 
book is an introduction, but a general one. Depending on what your 
business does and where it operates, you’ll have plenty of specific 
tax, legal, and regulatory questions that you’ll need expert advice 
to navigate.

The recent changes to tax laws, while hailed by many small- 
business owners, are the most sweeping in decades. Position 
yourself to take advantage of them by finding an accountant 
who’s right for your business, including its size and its industry. 
Otherwise you may experience something similar to what one 
small-business owner recently described to Inc.’s Helaine Olen:

Troy Hazard, a serial entrepreneur and consultant based in 
Fort Lauderdale, Florida, figured he needed a new accountant 
when he realized the advice was flowing the wrong way. “Come 
tax time, I’d say, ‘We haven’t talked about this sort of planning 
or that way to structure a family trust,’” says Hazard, who’s 
started and invested in businesses in real estate, marketing, 
and technology. “I’d hear, ‘That’s a good idea, Troy.’ And then 
I’d think, ‘I’m not supposed to have the good ideas.’”32
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Olen recommends the following steps to find an accountant 
that best meets your company’s needs:

 n Ask what size firm your accountant typically works with. “It’s 
critical to know if your accountant has the experience to grow 
with the business—or if you’re too small a potato to get atten-
tion,” says Jennifer Myers, a financial advisor and the presi-
dent of SageVest Wealth Management in McLean, Virginia.

 n Inquire with other business owners to recommend an accoun-
tant, and check his or her references. Also, “if you are using a 
certified public accountant—the highest designation—check 
on him or her with the national and local chapters of the 
American Institute of Certified Public Accountants, and look 
for any disciplinary actions taken by your state’s board of 
accountancy.”

 n Look for an accountant who responds promptly to any of your 
concerns, and who’s proactive in communicating with you 
about any regulation changes (or, say, tax laws!) and their im-
pact on your business.33

In terms of business insurance, yes, you’ll have to spend some 
money. From 2014 to 2017, the average cost of a small- business 
insurance policy climbed more than 75 percent, to $1,281, accord-
ing to Insureon.34

Experts advise at least taking out a general liability policy, 
which “can protect you from costs associated with a wide swath 
of ills, from customers’ bodily injuries to libel,” Inc.’s Kate Rock-
wood reports: “The average general liability policy is one of the 
least expensive types of coverage, according to Chicago policy 
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provider Insureon. For a low-risk business, on average, coverage 
with a $1 million ceiling will set you back $425 annually.”35

As with your search for the right accountant, ask other busi-
ness owners in your industry for insurance agent recommenda-
tions, and check in with your agent regularly, to recalibrate the 
policies you have and need.

Also, ask your agent about specialty insurance you might need 
in addition to liability policies and business owners insurance. For 
example, if you have a lot of employees driving their own cars on 
company business, you should look into nonowned auto liability 
coverage.

As for lawyers, it’s tempting to rely on the free online advice 
offered by Google and LegalZoom. Which doesn’t always work 
out well, as Inc.’s Deirdre van Dyk points out:

In the internet age, with Google doing your legal research and 
LegalZoom your contracts, you may have the illusion that your 
legal ducks are all in a row. This illusion seduces even those 
entrepreneurs trying to avoid disputes. “I always operate by 
what my grandmother said: ‘An ounce of prevention is worth a 
pound of cure,’” says Matthew W. Richter, who co-owns Agora 
Auctions, an online coin-auction site. As a CPA, he carefully 
vets contracts, patrols his inbox, and deals with any potential 
conflicts immediately. Even so, he has faced problems. “My 
partner wanted to save money and used an online legal ser-
vice,” says Richter. “They completed the form saying we had 
employees in New Jersey. Which we didn’t have.” It took Rich-
ter a year of steady phone calls to the state to undo the glitch.36

Van Dyk recommends consulting a lawyer especially in these 
three instances:
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 n When writing owner and shareholder agreements.

 n When paying someone as a contract worker rather than a 
full-time employee.

 n When writing or signing contracts with partners, ven-
dors, or others.

And here’s a current news item related to why you should re-
tain a lawyer: when you’re trying to hire international employees 
or workers who need help with visas—or if you already employ 
immigrant workers who may need legal help.37

Inc.’s Annalyn Kurtz reports that, as immigration laws and ex-
ecutive orders fly fast and furious, one way employers can help 
any affected workers is by providing them with referrals to quali-
fied lawyers, setting up a legal-advice hotline, or, if you can afford 
it, covering legal fees. And set up these services so workers can 
access them confidentially.38

You’ll undoubtedly encounter several other potential pain 
points as your company expands, some of which are presented in 
the next section.

THE BORING BASICS: INVENTORY, SUPPLY  
CHAIN, AND MANUFACTURING MANAGEMENT

“I was scared and embarrassed—I was on the 
brink of growing the business to failure. I 

had perfectly made dresses hanging on the racks 
there, ready to go—and I didn’t have the cash to 
pay the vendors who had made them.”39

SARAH CARSON, founder and CEO of Leota
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Carson, as we discussed in Chapter 2, is far from the only founder 
to mismanage her inventory. After selling her cosmetics com-
pany, NYX, Toni Ko founded sunglasses company Perverse. It was 
going great at first, until one day in 2016, as Inc.’s Anna Hensel 
reports, when Ko realized she had way too much inventory—half 
a million pairs of sunglasses too many:

“I completely forgot my own advice,” admits Ko. “With my 
first business, the inventory was a slow buildup over the years, 
so I never felt cash-strapped. But as I started my second busi-
ness, I overpurchased.”

Ultimately, she had to trash more than 250,000 pairs of 
glasses. She wasn’t able to recoup the purchase price—but 
at least she saved tens of thousands of dollars in monthly 
storage fees. Ko swore that next time, she would remember 
her own advice. “As entrepreneurs, we know a lot and learn a 
lot—but sometimes we forget,” she says. “And this was a cru-
cial one for me.”40

If you’re running a products-focused business, start slow, and 
try to avoid overpurchasing inventory before you have orders in 
hand. Establishing a good relationship with your suppliers can 
also help you respond quickly to any new customer orders, in-
stead of trying to buy too much product up front and hoping that 
the orders roll in.41

Conversely, pay attention to the payment agreements you 
have with any customers—especially, we have to say, other start-
ups. In 2015, Inc.’s Graham Winfrey looked at some strategies 
startup founders use to protect themselves from a popping 
bubble:
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Former venture capitalist Anand Sanwal founded private 
company investment database CB Insights in 2010. The 
data-as-a-service company helps its clients understand 
high-growth private companies, their investors, and their 
acquirers.

Sanwal advises founders with a high concentration of 
startup clients (or those dependent on startups for revenue) 
to closely monitor the financial health of those clients. Once 
you determine that any of them are struggling, change your 
payment terms. In addition to checking on things like whether 
they are actively hiring for new positions, look at how active 
they are on social media, when they issued their last press 
release, whether they’re in a sector that is out of favor with 
funders, and how long it’s been since they raised money. If 
you see a break or significant alteration in their fundraising 
schedule, or if they go longer than twenty-four months with-
out a fundraising round, that’s a red flag.

“If you have payment terms of thirty, sixty, or ninety days, 
look at tightening those up,” Sanwal says. “You don’t want to 
be left holding the bag.”42

THE MANUFACTURING MIX

You’ll have to face similar balancing acts if you’re in a 
manufacturing- dependent business, whether you’re manufac-
turing your own goods or with a supplier. You also need to decide 
where to manufacture, and whether to do it on your own or with 
partners, as founders of both high-tech and traditional products- 
based companies have told us.
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“There’s cost, time, and quality,” Jessica Banks, founder of en-
gineering and design firm RockPaperRobot, told Inc.’s Victoria 
Finkle. “You can usually optimize two out of the three, but you 
can’t necessarily have all three at the same time.”43

You may want to set up your own factory—though that’s ex-
tremely expensive and likely impractical until your company gets 
big. Think at least $300 million to $400 million in annual sales, 
supply-chain consultant Bruce Tompkins told Finkle.

Outsourcing may be unpleasant for control freaks, as it involves 
“turning over a key part of your business and product to someone 
else,” he says. “It’s almost like getting married.”44 (There’s that 
phrase again.)

Some founders say that outsourcing is more practical and real-
istic, especially if it’s not your company’s core competency. That’s 
what Jessica O. Matthews, founder and CEO of alternative energy 
company Uncharted Power, decided.

“It was cool to bring jobs to the community, but it was hard to 
train workers and it wasn’t really sustainable in terms of macro 
growth,” Matthews told Inc.’s Donna Fenn.45

Instead, the Nigerian American Harvard MBA grad switched to 
contract manufacturing of her Socckets, soccer balls that capture 
kinetic energy and store it in internal generators that can power 
lights or phones. Matthews also worked to “make her technology 
scalable by shrinking it 94.5 percent in less than four years with 
just under $800,000 in outside funding,” Fenn reported in 2016, 
when Inc. named Matthews to its 30 Under 30 list. “Shrinking the 
technology made the ball lighter and a bit more like a traditional 
soccer ball. ‘In the last year, we sold over 50,000 units, putting our 
international supply chain and the scalability of our product to 
the test,’ she says.”46
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Another manufacturing option, outsourcing to China or other 
international factories, is a practical and common manufacturing 
practice (as you may have heard in political news of late). Ayah 
Bdeir, founder and CEO of electronic-toy startup littleBits, lays 
out some of the practical realities of international outsourcing:

I considered hiring a team in China to run our manufactur-
ing operation. But if you expand to China, it becomes a matter 
of running two companies at once, with two offices and two 
teams doing quality control. I found a supply-chain partner 
here instead, to negotiate with manufacturers and suppliers. 
And so we pay an extra fee, and we give up some equity, but 
it’s well worth it. . . . Trying to compete to make little plastic 
pieces cheaper here than in China—that ship has sailed. And, 
to be honest, it’s not that interesting. There’s a real resur-
gence of personal manufacturing here, and of high-end man-
ufacturing of complex devices. I think that’s where the US can 
really stand out.47

This was in 2015, before any new tariffs or other recent trade 
developments, so do the math with your accountant before set-
ting up manufacturing anywhere.

Take comfort in the knowledge that even international celeb-
rities and Olympic champions struggle with manufacturing de-
cisions. Venus Williams, for example, rebooted her ten-year-old 
fashion brand, EleVen by Venus, around 2015. The tennis super-
star had long been interested in the fashion industry, signing a 
big endorsement deal with Reebok in the late ‘90s and then, after 
Reebok sold to Adidas, launching her EleVen line with the Steve 
& Barry’s chain, which imploded during the recession. “Then 
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Williams made a deal with a company in Los Angeles to do man-
ufacturing for EleVen while she handled design. But without ad-
equate distribution, among other issues, it was a losing game,” 
Inc.’s Jeff Haden and Bill Saporito report.48

In 2015, Williams rebooted the brand, buying out her man-
ufacturing partner and assuming sole ownership. Manufactur-
ing has continued to be a struggle, she acknowledged in 2017: 
“Last year we thought we didn’t have all the in-house expertise 
we needed to support all of our production needs, so we decided 
to outsource some of that . . . and we should have been more 
hands-on and kept production in-house,” she told Haden and 
Saporito. “Perhaps I’m not a production expert, but since then 
I’ve learned a ton.”49

Even with those stumbles, Williams managed to triple sales at 
EleVen in 2016. “I love to see things grow,” she says. “I love ideas. I 
love putting things together. I would also like to be seen as a flexi-
ble leader, someone who can adapt and change and grow and help 
the people around her succeed too.”50

NEW OFFICES, NEW STORES, AND  
OTHER PHYSICAL SPACES

“Rent for our first office was $6,000 per 
month—and we didn’t have revenue yet! 

We had only five people at the time, but we fur-
nished it to fit fourteen, and we sublet the extra 
desks for $500 per month each.”51

STEPH KOREY, Away CEO and cofounder
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Many a founder starts his or her company in a coworking space 
these days, whether WeWork or The Wing or The Riveter or Spa-
cious’s network of restaurants-by-night, coworking-spaces- by-
day. (I’ve had meetings with founders who have memberships 
at both WeWork and The Wing; they meet women at the latter, a 
women-only space, and meet the guys at WeWork.)

One way to expand is by staying in-house at a coworking space. 
Some of these coworking companies manage floors or entire 
buildings. IBM and Verizon both have employees in offices de-
signed and run by WeWork. But depending on how fast your com-
pany is growing, and how many people you’re hiring, you may one 
day have to consider renting your own office.

Which gets expensive, particularly if you’re in high-cost ur-
ban centers like San Francisco or New York. Depending on what 
your company does, you may try to hire only remote workers. 
Buffer, a social-media analytics startup, closed its San Francisco 
office in October 2015, since few of its then staff of sixty-four 
employees were coming in regularly. Instead, Buffer purchased 
coworking space for any employees who wanted an office in-
stead of a kitchen table.52

Some experts worry that a lack of physical office space can af-
fect culture. Marc Effron, president of Talent Strategy Group, told 
Inc.’s Victoria Finkle that having a central workspace can encour-
age more “face-to-face collaboration.”53

If you run a retailer or another type of business that requires 
physical space to sell its goods, of course you’ll also have to con-
sider the costs of adding new (or any!) locations. Companies that 
started as online-only sellers—such as Away, Casper, Glossier, 
Rent the Runway, and Warby Parker—have started opening show-
rooms or full stores.
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As Inc.’s Graham Winfrey reports about Warby Parker, the eye-
glasses startup:

Customers sent emails asking to come to the company’s of-
fices to try on glasses. Warby Parker didn’t have offices—so 
[Neil] Blumenthal invited customers to his apartment. The 
demand gave the cofounders the confidence to open shops 
within boutique retailers and launch the Warby Parker Class 
Trip, a store built into a school bus that visited fifteen cities. 
“We were able to explore different neighborhoods in each one 
of those cities, so it gave us a blueprint and data for where to 
open up stores,” Blumenthal says. In April 2013, Warby Parker 
opened its first, in New York City’s SoHo.54

Still, taking the plunge into real-world stores can be expensive.
“We’d never spent that kind of money!” is how Parachute 

founder and CEO Ariel Kaye describes the five-year lease and 
security deposit for her first real-world store. Kaye founded the 
bedding-and-bath company in 2014 as an online-only, direct- 
to-consumer model—even though, historically, 90 percent of 
sales in the bedding and bath categories have come from in-store 
purchases.

As Inc.’s Christine Lagorio-Chafkin reports, Parachute’s initial 
lean model “had been built around the idea it needn’t rent costly 
retail space or hire store employees. And Parachute’s model al-
ready was working: With a mere $15 million in funding from 
investors, it had consistently launched new and successful prod-
ucts. It was moving toward profitability, and had sold more than 
$1 million in bedding online each of the past two years.”55

Kaye agonized over the expense of moving into the real world, 
and the more than $100,000 she would need to spend to build out 
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her first store. But eventually, she pulled the trigger. And then 
opened more stores. And then made her company profitable—
thanks in no small part to in-store repeat customers.

“I felt a lot of pressure and stress to make the right decisions—
and in retrospect, that wasn’t helpful at all,” Kaye told Lagorio- 
Chafkin. “That’s something I really learned from.”

Casper CEO Philip Krim told me that when his mattress com-
pany was selling mattresses online exclusively, people would 
swing by the company’s New York headquarters and ask if they 
could test out the mattress. Soon Casper started designing pop-up 
stores and looking into more permanent retail locations.

Those also took some adjustment. At first, Krim and his co-
founders didn’t expect people to want to carry a mattress out of 
the store with them—and Casper hadn’t planned for places that 
have a lot of inventory storage space:

We thought people would just lie on the bed and then we’d de-
liver it. But customers would say, “I’d like to take the bed,” and 
we’d be like, “Uh-oh, we don’t have inventory.” That forced us 
to rethink how we build stores—because now we have to keep 
inventory. Another thing we didn’t account for: So many folks 
were coming that there was a wait to try mattresses in some 
stores.56

The New York–based company, which had nineteen stores by 
July 2018, now has displays and videos to entertain customers 
while they wait to try the beds.
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BUYING OTHER COMPANIES

“I love Monopoly. You know why? When I 
play Monopoly with you, I’m going to buy 

everything from Baltic Avenue to Marvin Gardens. 
If you get to my side of the board, you’d better roll 
boxcars or you’re going to pay rent.”57

KEVIN PLANK, founder and CEO of Under Armour

We’ve discussed how to sell your company—but what if you’re 
ready to buy someone else’s?

“If we wanted to expand somewhere and we knew there was 
already a competitor dominating the market in that area, then we 
would consider what would be cheaper: trying to beat them on 
their territory, or make a deal and buy them,” Inc.com columnist 
Bill Green, founder and CEO of The Crestar Group of Companies 
and LendingOne, writes of his time running a previous company. 
“Every market, every region, was a buy-or-build decision.”58

He further explains:59

In some cases, you can look at acquisitions as a way of just 
buying your ideal customer.

Yes, you’re buying a company, but once you acquire it, what 
you’re really buying is their book of business. You might not 
need their CFO, because you already have one. Or, you might 
not need their offices because you already have offices in 
those areas. So it’s not so much that you’re buying the infra-
structure, as much as you are buying their customers—which 
you can then roll into your already working machine.
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Another example would be if you’re competing for mar-
ket share in a certain area, and you view the acquisition as 
a way to “own” that area. If there is already a competitor in 
the area, you could spend millions on marketing and still 
not dent their business. In that case, it may be better to just 
strike a deal and acquire your competitor. This is one of 
the reasons I advise so many young entrepreneurs to rein-
vest into their business and not take out unreasonably high 
salaries.

You’re going to want cash on hand to strike deals like this, 
and expand your business.60

Kevin Plank, a former Division I college football player who 
bootstrapped his performance sportswear company in 1995, has 
since taken Under Armour public. In 2017, the Baltimore com-
pany employed almost 16,000 employees and garnered nearly $5 
billion in annual revenue.

Plank, who remains CEO, has spent the past few years spend-
ing hundreds of millions of dollars buying “leading makers of ac-
tivity- and diet-tracking mobile apps,” including MyFitnessPal, 
Inc.’s Tom Foster reports. “By doing so, the company has amassed 
the world’s largest digital health-and-fitness community, with 
150 million users. Plank envisions all of those users, and their 
metrics, as a big data engine to drive everything from product de-
velopment to merchandising to marketing.”61

Another Monopoly player extraordinaire is Amazon founder 
and CEO Jeff Bezos, who’s bought everything from newspapers to 
grocery stores in recent years. In May 2017, right before news of 
its Whole Foods deal broke, Inc.’s Zoe Henry looked at 128 start-
ups that Amazon had purchased or invested in:
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What’s driven the Seattle behemoth to sink its tentacles into 
such a broad range of upstarts? “When Amazon decides it 
wants to win something and the market’s important to it, 
it will try to compete. If it can’t, it will ultimately buy the 
leader,” says Jeremy Levine, a partner at venture capital firm 
Bessemer Venture Partners, a shareholder in Quidsi, which 
Amazon purchased in 2011 (and shuttered in March).

Common themes among the companies Amazon has 
brought into its inner circle: startups that adopted the re-
tailer’s technology early on; that help put it in direct orbit of 
Apple, Google, and Netflix; or that vault it into a new geogra-
phy or category, as it’s doing with its more recent Alexa Fund, 
which is funneling $100 million into artificial intelligence 
startups. While Amazon has had its share of winning bets like 
Zappos and Evi, if you ever get the chance to pitch Bezos, you 
might not want to remind him of LivingSocial.62

We don’t recommend trying to match Amazon’s deal-making 
appetite until you’re close to matching its revenues. However, 
even at a small scale, you can follow some of its strategy in seeking 
acquisitions that help you expand or that make sense given a pre-
existing relationship with the company you’re looking at buying.

Then, if you want the acquisition to succeed and to help your 
bottom line, a lot of the same advice applies to buyers and sellers. 
Inc.’s Adam Bluestein addresses two specific aspects to manage 
during the process:

 n Hold on to key people, through both informal methods (com-
municating with and listening to the acquired employees, 
sometimes allowing them to stay in the same physical loca-
tions) and equity incentives. “It is very common to have part 
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of the acquisition price paid in some form of retention, where 
critical employees must stay to earn it,” says Ted Wang, an at-
torney with Fenwick & West, whose clients include Facebook, 
Twitter, and Dropbox.

 n Take integration slow, especially if you want to ape the suc-
cess of the corporate buyers of startups we’ve discussed in pre-
vious chapters. “The people who excel at building something 
from scratch rarely overlap with the people who want to work 
in the belly of a megacorporation under two new layers of man-
agement,” says David Heinemeier Hansson, cofounder and 
CTO of software maker Basecamp.63

THE MARKETING QUESTION

Social media, Facebook algorithms, data privacy concerns, and 
the rise of the influencer age have all contributed to making mar-
keting a fraught—and potentially expensive—area for your busi-
ness. By early 2017, “according to social-media analytics firm 
Captiv8, companies are shelling out an estimated $225 million 
per month for sponsored posts on Instagram alone,” Inc.’s Kate 
Rockwood reports.64

Despite the expense, marketing is crucial for most businesses. 
Fortunately, Inc. has already written a whole book about this 
topic! According to author Simona Covel, most experts recom-
mend setting a marketing budget that’s between 1 percent and 10 
percent of your sales. That will vary depending on your industry, 
what you can afford, and how established your company is. Ac-
cording to Covel, some experts even recommend that very early 
companies spend up to 15 percent of their sales on marketing.
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Covel also explains two of the numbers you should know to 
help you determine your marketing budget:

It helps to start with your customer acquisition cost (CAC). 
That’s the average cost of acquiring a new customer. Deter-
mining your CAC is easy: Add up all your sales and marketing 
costs for a specific period and then divide by the number of 
new customers landed during that period.

If you spend $100 and acquire ten customers, your CAC 
is $10.

What’s a good number? That’s harder to answer. It really 
depends on your industry and business model. It’s also im-
portant to understand how CAC fits into your overall operat-
ing budget. The leaner your operation overall, the more you 
can afford to spend to acquire a customer. Plus, the longer you 
hang on to customers in general, the more you can justify on 
each new customer acquisition. That’s a customer’s lifetime 
value, or LTV, which can be defined as the profit your com-
pany can expect to generate from a customer, multiplied by 
the typical amount of time you hang onto the customer (e.g., 
x number of years).

Once you’ve built a little history you can start to spot cus-
tomer retention and spending trends. Then the math gets a 
lot easier: Determine what the average customer spends over 
a specific time period and calculate the return on your origi-
nal customer acquisition cost investment.65

For even more advice on effective marketing strategies and 
spending, we encourage you to consult Simona Covel’s Marketing 
Your Startup: The Inc. Guide to Getting Customers, Gaining Trac-
tion, and Growing the Business.
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FIGURE OUT YOUR OWN SALARY

“When the money started coming in, Ken 
and I didn’t pay ourselves for another year. 

Instead, we bought more equipment and ex-
panded next door.”66

JACQUES TORRES, New York City chocolatier

You should probably wait until your business is generating ongo-
ing sales before you give yourself a paycheck. Then, keep it low: 
40 percent of the CEOs responding to our 2017 survey started 
themselves out with salaries of less than $50,000, which tracks 
with what experts recommend. As Inc.’s Victoria Finkle reports:

Once you’re bringing in revenue, look back at what you’ve 
earned over the past three to six months and see if you con-
sistently have enough left over to pay yourself something 
like $2,500 per month, advises Brad Farris, principal ad-
visor at Anchor Advisors, a Chicago-based small-business 
consultancy.

That works out to about $15 per hour (for a traditional 
forty- hour workweek, which you’ll probably still exceed). Set 
up a formal payroll system for yourself, taking out applicable 
taxes to avoid trouble with the IRS, which expects business 
owners to pay themselves a reasonable salary that can be 
taxed. This sort of setup has the added benefit of instilling a 
sense of discipline, which you’ll need once you start taking on 
employees.

“That’s a pressure you’re putting on your company of ‘I 
need to be able to pay myself this much,’” says Farris. “When 
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you start hiring people, they’re going to want to get paid every 
month.” You can then take out additional funds as dividends 
or distributions on a monthly or quarterly basis.67

Brianna Wu, video game designer and studio founder, Gamer-
gate survivor and recent congressional candidate, told Inc.’s Da-
vid Whitford in 2015 that she still didn’t pay herself anything 
out of her business. Instead, she and her husband, Frank, live in 
a house that belongs to her husband’s uncle, who “lets them live 
there rent-free because they renovated it themselves,” Whitford 
reports. “For the sake of keeping the three full-time members 
of her staff employed, Brianna has never collected a paycheck, 
which leaves her dependent on Frank’s salary as a patent spe-
cialist with a Boston biotech firm.”68

All of which brings us to the big cost, and its related expenses, of 
expanding your business: employees. The next chapter can serve 
as a guide about the major money questions around your workers.

8242 Startup Money Made Easy_FIN.indd   150 11/19/18   2:53 PM



http://www.startupmoneymadeeasy.com


http://www.linkedin.com/company/harpercollins-leadership/
http://www.twitter.com/hcleadership
http://www.facebook.com/harpercollinsleadership
http://www.instagram.com/hcleadership



