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• Use chat to submit questions

• Yes, you’ll get the slides and video

• We’re recording, so come back and 

listen again

• Contact Heather Krejci with questions: 

hkrejci@angelcapitalassociation.org

HOW TO GET VALUE FROM THIS WEBINAR
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ANGEL CAPITAL ASSOCIATION TODAY
World’s largest association of active accredited angel investors - www.angelcapitalassociation.org

Mission: fuel the success of the accredited angel investor community 
through advocacy, education, data and connection building 

14,000+ investors across North America

Data Analytics Gold Standard 
Education

Advocacy in DC Great Connections

http://www.angelcapitalassociation.org/


Seraf’s Philosophy
We believe investors in early stage 
companies should have access to 
best practices and professional tools 
to support the entrepreneurial 
community worldwide and achieve 
superior outcomes.

Insights and education, combined 
with powerful portfolio management 
tools allow investors to understand 
their investing better, learn faster and 
make necessary adjustments to 
select the highest quality 
opportunities and drive superior 
returns.
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● Why Due Diligence is Important

● Basic Due Diligence Activities

● Main Areas of Focus 

● Three Guiding Principles of Due Diligence
1. Identify Key Risks
2. Develop the Investment Thesis  
3. Acknowledge “What Needs to Be Believed” to Invest

● Evaluating Teams

● Importance of Understanding Exit Options



EVALUATING PRODUCT, 
TECHNOLOGY & 

INTELLECTUAL PROPERTY
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Oxygen: Necessary to Sustain Life

Asprin: Pain relief

Jewelry: Nice to have

Customers in the oxygen category are usually a small subset of the Asprin 
category.

It costs less to sell a “Need-to-have” product than a “Nice-to-Have” product.



Reach out to current customers and prospects and ask:

● What problem does the product solve for you?
● On your list of top problems in your organization, where does 

solving this problem fall on your priority list?

The answers to these two questions will go a long way in determining 
whether the product “Is a ‘Nice-to-Have’ or a ‘Need-to-Have’?
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Ask customers and prospects the following:

● How are you solving your problem today?
● Have you used similar products before?
● Did you look at any competitive products?
● Are you considering any alternative ways of solving the 

problem?

Your job is to figure out differentiators that actually matter to the 
customer and make sure they are in the product.



Assuming the product works and is in the hands of customers, you 
should ask the following:

● Is the new product significantly better/faster/cheaper than the 
incumbents?

● Will the benefits described by the CEO and verified by 
customers result in significant value for the customer?

The inertia of “good enough” is an enormous force to overcome - if it 
isn’t 10X better, faster or cheaper, it may cost too much to sell.



Markets evolve constantly. Successful companies need strong 
product management to navigate in this environment.

● Is there a product roadmap?
● Who wrote and owns it?
● What’s on it, what was left off, and why? 
● How far does it go into the future?
● What are some specific examples of things that the team said 

“no” to upon arriving at this roadmap?

A company that can really hold their own in a detailed product 
roadmap review has a lot less technical risk than one that can’t.
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Does the company have a compelling offering that will allow them to 
keep their customers and maintain their pricing power?

Can they keep competition out with some form of IP (e.g. patents, 
trade secrets)?

Can they keep customers hooked through high switching costs?

They are going to have to find a way to either keep competitors locked 
out or keep customers locked in.



If a company is tech-centric, tech skills need to be part of the 
founding team

Tech can be outsourced when it’s an enabler of company’s solution, 
but not when it’s core to company. Beware the following:

● Outsourced tech tends to move slower than in-house tech
● Cost savings are rarely achieved due to communication and 

coordination issues
● Potential acquirers often place a lower valuation on a 

company using outsourced tech

A tech company with no tech team is going to get worse gas mileage 
with your money and fall behind the competition over time.



Patents take a long time, cost a lot of money, distract founders and 
require public disclosure of innovations

In a lot of cases, Trade Secrets, which arise automatically, may be a 
better strategy

However Patents can help a lot in the exit context, especially where 
the buyer is infringing or afraid of the patents falling into a 
competitors hands

Silly patents are worse than none at all because they gobble up time, 
money and attention. Focus on patents a potential acquirer would fear 
falling into their competitors’ hands.



EVALUATING MARKET 
OPPORTUNITY, GO-TO-MARKET 

STRATEGY & COMPETITION





A market worth going after offers an opportunity to build a steep growth 
curve

● Established Markets: Look for companies that can disrupt the 
market to grow faster than the overall market and take market 
share from the leaders

● New Markets: Look for companies that can educate and acquire 
customers for a cost less than the lifetime value of those customers

Startups are like hang-gliders. They are looking for market “thermals” that 
allow them to gain altitude despite gravity pulling them down.



Early stage investors are looking for 10X returns

For a $100M market size, really aggressive assumptions are required:  

● Angels own 25% of the company after $4M in investment 
● Company achieves 40% market share
● Company acquired for 4X multiple of revenue

It’s hard to make the math work on less than a $100M Market



Assess customer buying priorities

How much are the customers willing to pay?

Market size is really a question of sales and marketing spend - at your 
price, how many customers can you get for a price that is more than 
you spend acquiring them?



Is this the right time for this idea?

● Are you going to catch a big wave or a little wave?
● Where is the wave… far away, nearby or just past?

If you start paddling too early, you will run out of steam before the 
wave arrives. If you start paddling too late, the wave will pass under 
you and not propel you forward.



Potential - How big is the potential theoretical opportunity?

Probability - How likely is the company to achieve breakthrough 
success?

Period - How long are you going to have to wait?

All things being equal, we want companies most likely to be the biggest 
in the shortest amount of time.





How is the company selling the product?

● Direct sales force
● Over the web
● Through partners or distributors

Choice of distribution channel is a significant factor in sales and 
marketing costs.



Where are the customers and how will they locate them, talk to them, 
and bring them on board cost-effectively?

What is the customer acquisition cost (CAC) going to be relative to the 
lifetime value (LTV) of the customer?

You can’t spend $1000 acquiring a $500 customer. Ideally, LTV to CAC 
will be at least 3:1 or 4:1 to achieve profitability.



For startups, focus and prioritization are everything

Resources should be spent wisely and in a targeted way

Companies over extend limited resources by going after any 
opportunity

More companies die from overeating than starvation.



What does a startup sales team look like?

● Expect a small team where the CEO might be the chief 
salesperson

● A VP Sales should have a startup company background and 
the ability to carry a sales quota in the early days

Early stage sales is all about figuring out what produces results before 
you spend big bucks scaling the sales organization



Where are the marketing team’s resources focused?

● Market Segmentation: Who is the target customer(s)?
● Market Opportunity: How many customers are out there? 

How much are they willing to spend?
● Marketing Channels: Where will you find them? How will you 

reach them?

Early marketing programs should involve lots of experimentation and 
testing before the spend is scaled up.



Does the company have a product that meets the needs of a large 
market?

Are leads growing, sales cycles shortening, and revenue per customer 
climbing?

Limited data in early stage companies makes it tough to determine 
product / market fit.  Anyone can sell to the small percentage of the 
market that consists of early adopters.





Ignorance about the product 

Alternates/substitutes from other categories 

Fear of change 

The inertia of “good enough” 

Show me an entrepreneur “with no competition” and I will show you a 
company with no market!



Look for distinctions that matter to the customer

● How are you solving your problem today?
● Have you used similar products before?
● Did you look at any competitive products?
● Are you considering any alternative ways of solving the 

problem?

Founders love features; customers care about benefits.



Retaining customers and protecting margins requires a strong value 
proposition

● Can the hard won customers be retained?
● Will pricing power hold up over time?
● Are the margins in the business likely to be squeezed by 

competitive or environmental factors?

No point in fighting to take a hill if you can’t stay on top of it long 
enough to take in the view.



Not necessarily the way you might think…

Here are 4 ways that competition can be helpful:

● Helps bear cost and workload of educating the market
● Legitimizes and reduces perceived risk of new product 

category
● Attracts enabling services and technologies 
● Attracts analysts and an ecosystem around product

It’s not whether your product has competitors, it’s whether your product 
is competitive.



EVALUATING FINANCIALS, FUNDING 
PLAN, LEGAL ASPECTS & EXIT 

OPTIONS
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A well thought out financial plan needs two elements:

FIRST: 

Key assumptions that are both rational and verifiable

If the assumptions don’t pass the sniff test, the financial plan won’t hold 
together. 



A well thought out financial plan needs two elements:

SECOND: 

Achievable milestones which significantly increase the company’s value

Will new investors be interested in continuing to finance the company at a 
higher valuation after this round of funding is spent? 
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A well-thought-out funding plan needs: 

● A clear understanding of how much runway the company has 
before it runs out of cash

● The long term capital requirements before the company has 
an exit

Do you understand how much future financing risk you are taking by 
making this investment?
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Early stage investors undertake legal diligence in these 4 areas:

● Intellectual Property
● Corporate Capitalization Structure
● Third Party Contracts
● Employment Agreements

Don’t take shortcuts here… get help if necessary and put in the time so 
you don’t miss an issue that could severely impact the company’s long 
term value.



EVALUATING INVESTMENT 
OPPORTUNITIES

Conclusion



Potential - How big is the potential theoretical opportunity?

Probability - How likely is the company to achieve breakthrough 
success?

Period - How long are you going to have to wait?

All things being equal, we want companies most likely to be the biggest 
in the shortest amount of time.



Core of this exercise is a test… we must ask ourselves:

● Have we identified the key risks?
● Do we understand the premise of the deal (i.e. the investment 

thesis)?

Are we fooling ourselves, or is there some kind of balanced logic to this 
deal?



A handful of avoidable due diligence mistakes

● Team: Confusing likability or prior accomplishments with the 
competence needed to pull off the current task

● Market: Confusing early adopter excitement with true market 
pull

● Timing: Is this the right time for this idea?
● Product: Incomplete understanding of the dynamics in the 

target market

Experience is what you get when you don’t get what you want.



EVALUATING INVESTMENT 
OPPORTUNITIES

Appendix



Designed as a quick reference guide to help steer you 
through the various aspects of diligence. This due 
diligence checklist covers key items such as:

● Information and documents you need to 
request from the company

● Tasks your due diligence team needs to 
perform

● Questions you need to ask of management, 
customers, references and partners

bit.ly/Due_Diligence_Checklist

https://docs.google.com/spreadsheets/d/1ozWoKmHGrzZPuH3OfK0YjFaZ_SAXZyxBCK_5j0Bd8sI/edit?ts=577d3683#gid=0
http://bit.ly/2lSfyFn
http://bit.ly/2lSfyFn
http://bit.ly/2lSfyFn
http://bit.ly/Due_Diligence_Checklist


The due diligence report template is focused on 11 
major topics that should be researched and 
understood when performing due diligence on an 
early stage technology company. 

For each topic, we provide you with an explanation of 
the topic as well as example questions that may make 
sense to discuss in the remarks column. 

bit.ly/DueDiligenceReportTemplate

https://docs.google.com/document/d/1SC1_5IKPcOf5fKMQlVFyKQ7YIFGrwPRypEq68Po8CMk/edit?ts=5786574c
http://bit.ly/2lMniwF
http://bit.ly/2lMniwF
http://bit.ly/2lMniwF
http://bit.ly/DueDiligenceReportTemplate


Questionnaire designed to help guide you through 
your team reference checks

Focus on questions related to the CEO’s:

● Strengths and Weaknesses
● Communications Skills
● Coachability
● Stability 
● Domain Expertise
● Complementary Skills on Management 

Team 

bit.ly/ManagementQuestionnaire

http://bit.ly/2ll9hoK
http://bit.ly/2ll9hoK
http://bit.ly/2ll9hoK
http://bit.ly/2ll9hoK
http://bit.ly/ManagementQuestionnaire


Questionnaire designed to facilitate the CEO’s annual 
performance review

This best practice is one of the corporate board’s most 
important responsibilities

● Helps build alignment between board 
members and the CEO

● Improves Board/CEO communications
● Facilitates the future growth and success of 

the CEO

bit.ly/CEOPerformanceReview

https://docs.google.com/spreadsheets/d/1waF5Tki-eUj89g_231TxdW-JjFDQLYHkhhu6_nreMjo/edit?ts=5907802a#gid=0
http://bit.ly/2p6kMyz
http://bit.ly/2p6kMyz
http://bit.ly/2p6kMyz
http://bit.ly/CEOPerformanceReview


Questionnaire designed to help guide you through 
product-related questions

Focus is on questions related to solving a customer’s 
key problems:

● Problem Being Solved and Priority for 
Solving

● Purchase Reasons and Goals
● Expected ROI and Value to the Customer
● Competitive Factors
● Impressions of the Company and Its 

Product

bit.ly/CustomerReferenceChecks

https://docs.google.com/spreadsheets/d/1_DvaMc6tm86SGoPFt9LxIlfjm3yD_h93xpG1_RHZJPo/edit?ts=578641d1#gid=0
http://bit.ly/2lMrOLt
http://bit.ly/2lMrOLt
http://bit.ly/2lMrOLt
http://bit.ly/CustomerReferenceChecks


Continue Your Angel Education 
and Improve Your Investing Skills

The Seraf Compass guides early stage investors in making better 
investing decisions, minimizing risk and improving returns

Due 
Diligence 
Articles

Due 
Diligence 

eBook
bit.ly/DueDiligenceArticles bit.ly/DueDiligenceEbook

bit.ly/HardCopyBooks

Due 
Diligence 

Hardcopy Book

Due 
Diligence 

Tools
bit.ly/SerafToolbox

http://bit.ly/DueDiligenceArticles
http://bit.ly/DueDiligenceEbook
http://bit.ly/HardCopyBooks
http://bit.ly/SerafToolbox


From Investment to Exit: Insights, news, 
thought leadership and in-depth resources 

for early stage investors

FOLLOW US ON 
SOCIAL MEDIA

TOOLS

BLOG

BOOKS and 
eBOOKS

ACCESS OUR 
CONTENT

http://www.seraf-investor.com/compass
https://www.linkedin.com/company/5313605
https://twitter.com/intent/user?screen_name=serafinvestor
https://www.facebook.com/pages/Seraf/1423097128011481
https://seraf-investor.com/blog/rss.xml
https://seraf-investor.com/compass/course/books-videos-investor-resources
https://seraf-investor.com/compass
https://seraf-investor.com/compass/article/introducing-seraf-toolbox-for-early-stage-investors


A Guide to the Principles, Skills and Concepts Every 
Angel Investor Needs to Succeed

Fundamentals of Angel Investing

Books from Seraf

Valuation, Capitalization, Portfolio Construction 
and Startup Economics

Angel Investing by the Numbers

Advanced Techniques in Deal Leadership and Due 
Diligence for Early Stage Investors

Leaders Wanted: Making Startup Deals Happen

An Overview of the Principles, Skills and Concepts Every Early 
Stage Company Board Member Needs to Succeed

Guide, Advise and Inspire: How Startup Boards 
Drive Growth and Exits

A Guide to Fund Formation and Management
Venture Capital: A Practical Guide
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QUESTIONS (AND THANKING OUR PARTNERS)

ACA Data Partner ACA Education Partner

Gold Partners

Silver Partners

Bronze Partners

Platinum Partner



May 22 – What Should Angels Know about 

Blockchain and Cryptocurrencies?

www.angelcapitalassociation.org/webinars/

UPCOMING WEBINARS AND DEMOS

https://www.angelcapitalassociation.org/webinars/


Programs you can present yourself – or bring in an 

ACA instructor:

• Fundamentals of Angel Investing

• Term Sheet Basics

• Advanced Workshop on Capitalization Tables

• Valuation Clinic

• Additional programs coming soon

www.angelcapitalassociation.org/seminars/

SEMINARS – BRING ACA PROGRAMS TO 

YOUR COMMUNITY

https://www.angelcapitalassociation.org/seminars/


UPCOMING ACA GOLD STANDARD EVENTS & 
EDUCATION

• June 4-5, 2019, ACA Northwest Regional Meeting, with access to 3 other 

events that week (Calgary/ Banff)

• October 16-17, 2019, ACA Southeast Regional Meeting (Cincinnati, OH)

• May 12-14, 2020, 2020 ACA Summit (Westminster, CO)

• https://events.angelcapitalassociation.org/2019summit

https://events.angelcapitalassociation.org/2019summit



