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HIGHILIGHTS

Financing Start-Ups
How to Raise Money for Emerging Companies

by Robert Brown and Alan S. Gutterman

This revolutionary guide delivers practical strategies for financing companies of all sizes in all
stages of development. From primary financing through initial public offering and beyond,
Financing Start-Ups will tell you how to zero in on the real amount you need; learn how and whom
to ask; negotiate so you get what you want; comply with tricky federal and state securities laws;
develop an impressive business plan that puts your funding to work; build a long-term financing
strategy that keeps you growing; position your company for successive financing stages; take
advantage of little-known, alternative sources of financing; and value your business.

2003 Edition

The 2003 Edition includes new and updated information, including the following:

* Description of financing phases — pre-seed, seed, development, first round, and
public markets;

+ Coverage of Internet securities developments;
+ New vignette on selecting the correct bank;

e New chapter on financing R&D through investment partnerships and corporate
partnering;

« Detailed description of dot.bombs, the lessons to be learned, and is now the right time
to start a business; and

» New agreements, including right of first refusal and co-sale agreement, and amended
and restated articles of incorporation.

5/02

For questions concerning this shipment, billing or other customer service matters, call
our Customer Service Department at 1-800-234-1660.

For toll-free ordering, please call 1-800-633-8437.
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PREFACE

Each year thousands of new companies are established. A few will be
successful, employ new workers, and provide lenders and investors with
returns on their money. Most, however, will not. Often, the critical
difference is the ability to raise and manage money to finance start-up
and growth.

This book will help you understand what it takes to raise and keep
money. Its focus is small business operating in the corporate form, since
most lenders and investors will insist on a corporate structure.

In Part I, we describe general finance issues and financing instruments,
including equity securities such as common and preferred stock, debt
securities, and convertible instruments.

In Part II, we provide an overview of what is the primary regulatory
consideration in capital raising: federal and state securities laws. In-
cluded in this section are chapters that show how these laws apply to
specific financing transactions (private placements, venture capital in-
vestment, public offerings, and underwriting arrangements). We also
discuss the trading of securities among investors, what it means to be a
public company, and liabilities if you get the rules wrong.

In Parts Il and IV we turn to the two main types of financings: private
and public. In Part III we describe private financing sources:

¢ Alternative sources, such as internal funds, vendor financing, stra-
tegic partners, private loans, commercial loans and leases from
financial institutions, and government funding programs; and

e Private offerings, such as sales to a small group of private or
institutional investors and venture capital financings.

In Part III we also discuss the actual process of raising money: looking
for funding, valuing the company, writing a business plan, organizing
the road show, negotiating the term sheet, conducting due diligence, and
closing the deal.

In Part IV, we turn to public offerings, including underwriting, distri-
bution, Internet sales, and trading.

In Part V, we apply the lessons in the previous chapters to two case
studies: the first describes how to finance research and development; the
second covers what we can learn from dot.bombs.

In the appendices, we include various forms you are likely to need in
raising money. We also include important debt and equity funding sources.

xvii



FINANCING START-UPS

Our objective is to provide an overview of the legal and business
issues that arise in obtaining and managing funding. Interspersed
throughout the book are vignettes from chief executive officers, chief
financing officers, and their advisors, describing their personal experi-
ences in raising and maintaining money for emerging companies.
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Contents
Document Title File Name File Type
Appendix A: Business Plan APP-A RTF
Appendix B: Funding Sources: Venture

Capital Funds APP-B RTF
Appendix C: SBA Offices APP-C PDF
Appendix D: Funding Sources: Banks APP-D PDF
Appendix E: Term Sheet APP-E RTF
Appendix F: Document/Due Diligence

Request/Checklist APP-F RTF
Appendix G: Subscription Agreement APP-G RTF
Appendix H: Placement Agent Agreement APP-H RTF
Appendix I: Private Placement Memorandum APP-1 RTF

Appendix J: Private Placement Purchase Agreement  APP-] RTF
Appendix K: Investors’ Rights Agreement APP-K RTF

System Requirements

e IBM PC or compatible computer with CD-ROM drive

e Microsoft® Word 6.0 (or above) for Windows™, Adobe Acrobat
Reader 4.0 (or above), WordPerfect® 7.0 (or above) for Windows™,
or compatible word processor

e 7 MB available on hard drive (if you wish to place CD contents on
your hard disk)

The CD-ROM provided with the 2003 edition of Financing Start-Ups
contains RTF (Rich Text Format) and Acrobat® PDF (Portable Document
Format) files, which correspond to Appendices A-K of the book, includ-
ing a sample business plan, venture capital funding sources, a list of SBA
offices, bank funding sources, sample term sheets, a sample document/
due diligence request/checklist, and other sample forms (subscription

xix



FINANCING START-UPS

agreement, placement agent agreement, private placement memoran-
dum, private placement purchase agreement, investors’ rights agree-
ment).

The list of the Computer Disc Contents is available on your CD-ROM
in a file called _Contents.rtf. Open the file _Contents.rtf. To open any
listed file, click on the hyperlinked filename. If your word processor
doesn’t support hyperlinked documents you will need to open each
document directly. You can open the contents file and view it on your
screen or print a hard copy to use for reference.

Using the Hyperlinked RTF Documents

To use the RTF documents, simply double-click on a filename (in Windows
Explorer, My Computer, File Manager, etc.) and your default word proces-
sor will then load the document. All modern word processors will auto-
matically import RTF files. You may then edit the document and save it to
a location on your hard disk. If you like, you may copy all the document
files from this CD-ROM to your hard disk and use them without the CD-
ROM inserted in your CD-ROM drive. If you do so, remember to remove
the “Read Only” attribute from the files you have copied.

Using the Hyperlinked Acrobat® PDF Documents

To use the PDF documents, simply double-click on a filename (in Win-
dows Explorer, My Computer, File Manager, etc.) and Acrobat Reader®
will then load the document. If you like, you may copy all the document
files from this CD-ROM to your hard disk and use them without the CD-
ROM inserted in your CD-ROM drive. If you do so, remember to remove
the “Read Only” attribute from the files you have copied.

If you do not have Adobe Acrobat Reader® installed, and you are running
Windows 95 or higher, open the \ Acrobat folder on this CD-ROM, and run
the file ar50eng.exe (or double click on ar50eng.exe in Windows Explorer or
My Computer) to install Acrobat Reader®.

Adobe®, the Adobe logo, and Acrobat® are either registered trade-
marks or trademarks of Adobe Systems Incorporated in the United States
and/or other countries.



ABOUT THE COMPUTER DISC

Word Processing Tips

Wherever possible, the text of the documents has been formatted so that
you can modify the text without altering the format of the documents.

If you are working within a table, you may find the following tips
useful. To maneuver within a table, press TAB to move to the next cell,
and SHIFT + TAB to move backward one cell. If you want to move to a
tab stop within a cell, press CTRL + TAB. For additional tips on working
within tables, consult your word processor’s manual. It might be helpful
to turn on the invisible table lines in Microsoft Word while modifying the
document by selecting Gridlines from the Table menu.

Microsoft Word is equipped with search capabilities to help you locate
specific words or phrases within a document. The Find option listed
under the Edit menu performs a search in Microsoft Word.

Important: When you are finished using a file you will be asked to save
it. If you have modified the file, you will want to save the modified file
under a different name rather than the name of the original file. (Your
word processing program will prompt you for a file name.) This will
enable you to reuse the original file without your modifications.

Print Troubleshooting

If you are having difficulty printing your document, the following sug-
gestions may correct the problem:

e Select Print from the Microsoft Word File menu. Then choose the
Printer function.

e Ensure that the correct printer is selected.
e From this window, choose Options.

e In the media box, make sure that the paper size is correct and that
the proper paper tray is selected.

e Check your network connections if applicable.

e If you still have trouble printing successfully, it may be because your
rinter does not recognize the font Times New Roman. At this point,
you should change the font of the document to your default font by
selecting the document (CTRL + A) and then choosing Font from the
Format menu and highlighting the name of the font you normally use.
Changing the font of the document may require additional adjust-

ments to the document format, such as margins, tab stops, and table
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cell height and width. Select Page Layout from the View menu to
view the appearance of the pages before you try to print again.

Software Support

If you experience any difficulties installing or using any of the word
processing documents and cannot resolve the problem using the informa-
tion presented here, call our toll-free software support group hotline at
(800) 486-9296 (hours of operation are 8 a.m. to 5:00 p.m., Eastern time,

Monday through Friday) or send e-mail to aspentechsupport@libera.com.
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