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As a startup company founder, there is
extensive homework you need to do
before you seek capital.
Whether you are an app developer or a biofuel manufacturer, you need to position your
company just right to secure a successful
round of funding and bring your business to the next level. CPAs are an
essential resource throughout the process and can help with many
decisions along the way.
Some of the critical areas include the following:
1. Corporate structure

Choosing the correct entity is critical and should be done after
consulting with a competent attorney and/or CPA. There are many
types of entities to choose from, such as a C corporation, an S
corporation, a limited liability company (LLC) or a partnership. Each of
these entities has a specific tax treatment associated with it. Many
times, the choice of entity is made with the end game in mind. In other
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words, one should ask which entity would be the most beneficial taxwise and how will the choice of entity impact the ability to obtain
venture capital or other funding. For example, a C corporation is
straightforward from a tax perspective and can be converted to an S
corporation or an LLC. However, in certain circumstances, there are
typically two levels of tax to pay (one at the corporate level and one at
the shareholder level) when a C corporation is sold. Alternatively, an S
corporation can avoid the corporate level tax and the tax would be paid
at the shareholder level. An LLC is an alternative structure that has one
level of tax at the LLC member level.
Entrepreneurs should also consider the form of entity that the venture
capital firm may require in order to do a deal. Typically, venture capital
firms favor C corporations, but sometimes the existing assets have to
be dropped down into a new entity that allows them to be merged into a
final entity. Business owners should carefully consider how they
structure the entity, as there are many issues to consider. Choosing the
incorrect entity may make the deal much more difficult or may kill it
altogether.
2. Accounting records

Another critical component is the accounting record oversight of a
competent CPA firm. Entrepreneurs should rely heavily on their CPA to
make sure their books are in order before they even think about
approaching a venture capitalist. When a venture capital firm looks at a
potential target, the VCs typically understand that the firm is in a startup
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phase or working in a pre-revenue state. However, they will still want to
perform their due diligence because some of the transaction terms are
determined based on the type of accounting records available and their
completeness. A startup company should retain the services of a CPA
firm to review the accounting records and determine what issues may
arise that need to be corrected before the entity is ready to meet with
venture capital firms. This may take the form of having a CPA firm
perform a review or an audit of the financial statements in accordance
with generally accepted accounting principles (GAAP). If venture capital
firms know the accounting records have been “certified” by a competent
CPA firm, it typically provides a certain level of comfort.
3. Revenue recognition for development-stage entities

Venture capital firms want to understand how you recognize revenue
and whether your revenue recognition procedures are proper for your
industry and in accordance with the standards required. They also want
to understand how the costs have been incurred during the startup
phase and how much cash is required on an annual basis during the
development stage to get the product to a sustainable, sellable state.
Venture capital firms also are interested in the types of credits and
incentives that the company has pursued, including state and local
incentives, grant or government funding and tax credits. The venture
capital firm will also likely want to know how much of these credits are
on deposit, meaning they potentially can be used in the future to offset
any income tax once the company becomes profitable. Some of the
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more common credits and incentives that companies should take
advantage of include:


Research and development tax credits



Domestic production activity deductions



Relevant energy credits and incentives



Hiring credits for new employees



Federal, state and/or local grants or funding



Utility company rebates

Additionally, in some cases certain credits may be used to offset taxes
that result from the sale of the company. You should consult with a
competent CPA firm in this area so that they can assist you in properly
capturing the credits and incentives that are relevant to you and your
company.
4. Growth projections

Knowing the market demands and forecasting accurate margins is also
a critical step in getting your company ready to meet with a venture
capital firm. One of the major considerations for VCs is whether the
growth model is sustainable. Investors try to evaluate whether they will
receive an acceptable rate of return on their investment. They typically
have a timeline in mind, such as a three- to five-year period that it will
take to earn their target rate of return. This rate of return is determined
in part by reviewing and getting comfortable with the forecasting and
growth projections that the company has developed. Again, a
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competent CPA is essential in order to help the company develop these
forecasts and test them to make sure that they are reasonable,
attainable and can be relied upon during the venture capital firm’s due
diligence process.
Once the I’s are dotted and T’s are crossed, your startup is in the
game. However, there is still considerable work you need to do if you
intend to play at a level that VCs will deem investment-worthy.
With a solid balance sheet, it’s OK to show that you haven’t made any
money yet – as long as you’re poised to generate significant revenue in
the future. But the numbers will only get your startup so far. Investors
want to see that other aspects of the business are secure. Some of
these critical areas include:
Intellectual property

Showing that your company has developed a robust intellectual
property and patent strategy is also a necessary step in this process.
Your patent portfolio is extremely important to your future success. For
VCs looking to invest in the next Apple or Microsoft, knowing that the
company holds patents and proprietary intellectual property is critical.
Entrepreneurs have to be able to show that they have the “secret
sauce” that differentiates them from all the other companies in their
space. They need to be able to provide a compelling argument that
their patents and intellectual property are highly sought after, viable and
would provide the venture capital firm with a strong platform for growth.
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Companies must master this major step because intellectual property is
likely one of their most important assets.
In order for a startup company to do this, they must align themselves
with competent counsel to ensure that they can and have developed a
strategy for patenting their technology and protecting it. Founders
should seek advice from a CPA firm and/or law firm in this area.
Typically, a well-connected CPA can provide good advice in selecting
the proper counsel.
Communications

A good marketing strategy is also critical to this process. Once the
intellectual property and the product are developed, entrepreneurs must
employ a detailed go to market strategy. Venture capital firms want to
be sure that you have devoted the necessary time and effort into
solidifying this strategy so you can turn your product research and
development activities into sustainable revenues. One way to show this
is for a company to cite specific clients and companies they have been
in contact with about their product. Purchase orders from large
companies are very valuable to the venture capitalist and help to show
the viability and sustainability of a long-term revenue stream.
Public relations and strategic storytelling are important aspects as well.
Not only does it help an entrepreneur to have a sizeable media
presence and digital footprint when he or she is trying to woo investors,
it is sometimes necessary to seek the help of professional writers who
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can effectively articulate why an opportunity poses so much value. This
type of messaging is common for entities that are looking to unlock
value by spinning off a particular asset group from the parent company.
The more there is to explain, the harder it is to communicate it to
potential investors.
Infrastructure

Many times, the venture capital firm will want to “walk in the shoes” of
company management once they have partial or complete ownership.
They are hopeful that efficiencies have developed in how the entity is
managed and run. Relationships have been forged, and VCs typically
do not want to stand in the way. Many times, if their assessment of the
infrastructure is positive, they may want to operate in more of an
oversight role and keep current management in place. Because of this,
it is imperative that you establish the proper management team,
relationships with vendors, commercial lease agreement, IT
infrastructure and other critical business components. It is a strong
benefit when VCs are comfortable keeping the existing infrastructure in
place when they invest in your company.
Another way a company can develop the proper infrastructure and
obtain guidance is to be a part of a business incubator or accelerator.
These organizations provide startup companies with many of the
resources they need when first starting out. They provide them with
physical space, conference rooms, telephone systems and laboratories
as well as guidance to help the entrepreneur focus on developing and
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perfecting their technology or service. It typically is not easy to get into
an incubator environment. The incubator will have its own vetting
process that the startup must navigate to gain entry. Typically, these
incubators are connected to CPA, law and communications firms as
well as other professionals whom they can introduce you to along the
way. Venture capital firms have been known to have deep relationships
with incubators in order to be the first to evaluate new and upcoming
companies.
Your CPA can be invaluable in helping you make these important
connections. Aggressive networking leads to valuable business
connections, and if managed properly these relationships can lead to
the injection of capital your startup needs.
Picking the Right Investor

As with entrepreneurs, not all VCs are the same. Some look for
immediate gains, while others are more comfortable waiting five or
more years for return on their capital.
Wasting time on the wrong investors can be a critical misstep because
as an entrepreneur time is your most valuable resource. If you can’t
turn a profit next year, don’t pitch a firm that that specializes in quick
returns.
The space you are in matters greatly as well. If you’re a medical device
startup, don’t attempt to secure money from a private equity group that
specializes in real estate. It’s also important to have a plan for your exit
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strategy. Some investors might want you to relinquish control, while
others are happy for you to continue running your company.
These tactics might seem obvious, but young business owners
overlook them more than you might expect. You can research best
practices online or with the help of your CPA. The more experienced
your advisor is, the better he or she should be at pairing you with the
proper source of funding and the appropriate resources to help you get
there. With so many options for finding investors today, it’s critical to
have your plan set ahead of time.
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