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Appalachian Investors Alliance 501(c)(3)

Non-profit organization launched in 2018 to revitalize the region’s economy by
organizing private capital into angel funds that invest in Appalachian-based
entrepreneurial businesses.

Nearly 280 AIA active, accredited investor members in 14 angel/micro-venture funds
covering ten states have to-date been credited with $12.7 million in direct private
investment in 46 entrepreneurial companies.

AlA is a provider of technical services to a network of member-managed angel funds.
Funds make independent investing decisions, and rely on AlA for due diligence,
financial modeling, investor rights management, deal closings, bookkeeping, and
business and technical subject matter expertise.



Diligence = A Fancy Term for “Checking It Out”

| don’t want to receive a pitch until I've read the business plan. There’s little | can
learn from a pitch that | won’t know after reading a well-crafted plan.

What | can learn from the pitch is if the entrepreneur can sell (to investors or
customers), how well the entrepreneur thinks on his/her feet, and whether the
entrepreneur is likely to be troublesome.

Don’t believe what an entrepreneur says about their own business or about themself.
Due diligence should provide investors with unbiased, independently-sourced
information.

Proper diligence helps to take bias and emotion out of the decision-making process.



10-Step Quick Look

Not all angels follow my approach. Some prefer to take a pitch or meet the
entrepreneur first. Some care less about business plans.

| start with a “quick look” designed to uncover reasons to disqualify.
Investors see too many promising deals to dwell on marginal ones.
All investors need some method for weeding out what appear to be flawed deals.

Even if a deal isn’t as flawed as it might first appear, investors don’t want to spend
valuable time reconsidering first impressions.



1. Check out the company’s website
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* Registered domain name or just a Facebook
page?

e 404 error? Broken links?

 Tombstone page or content-rich?

Welcome to WordPress, This is your first post. Edit or delete it, then start blogging!

* Professional-looking or done by an obvious
amateur?

* Product mock-up or actual product shown?

* Physical address in the “Contact”
information?

https://creativecommons.org/licenses/by/2.0/legalcode



2. Check out founders’ social media profiles.

Linked [[}

e Stupid is as stupid does on social
media. Q: “Would you give a
stupid person your money?”

 Resumé padding is obvious, esp.
on LinkediIn.

|

* Beware of “serial
entrepreneurs”, “thought
leaders,” and anyone calling
themselves a “strategist.”

* Are the entrepreneurs working
full or part-time (or no time) in
the business?




3. From the description of the business on the
company website and on social media...

* Isthere a plain, easily understood description of what product or service
the company provides?

 Why should anyone care?
* Who would care enough to trade $SS for what the company is selling?

e |Isthere a Call To Action (CTA)? Is there information for prospects on
how to buy or become a customer (more than just “Contact Us”)?



4. Check registrations with the Secretary of State.

* |sthe company actively registered?
 What is the business structure?

* How long as the company been in
existence?

* Have annual reports been filed on
time?

e What are the street addresses of the
company office and officers?
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5. Check business addresses with online GIS tools.

* Does the company street address match a business location?

* |sthe company operating from a residence? Is that appropriate
for the type and stage of the business?




6. Check online for press about companies and
founders.
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/. Check into the company’s fundraising efforts.

* Has company tried to raise crowdfunding? On Kickstarter?
Indiegogo? Fundable.com? What was the result? (Strong
negative if the campaign didn’t meet goal.)

* |Isthe company trying to raise money on iSelect? Gust?
Wefunder? Angellist? How long has the deal been posted?

* |sthere information on the company’s financing available on
Pitchbook? CrunchBase? Whoisraisingmoney.com?

 Beware of companies that repeatedly raise new rounds of
capital without growing value for investors (Seed |, Seed I,
Series A, Series A1, Series A2, Series A3, Series B...).



8. Check court records & background records online.

* Most states provide civil case records and family law cases
online. Some states put criminal records online.

e Basic background checks can be done for low cost or free.
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9. Check patents and applications online.

* Published patents and applications are necessary for due diligence. A published
application is public information.

* Investors gather information on the value of intellectual property and potential
competition based on patent citations.

e Patent assigned to company?
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10. Check the financial assumptions.

* “The only thing | know about your proforma is that it will be wrong.”

Table 1: Financial Projections
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10. Check the financial assumptions (cont.).

 “The difference between a venture investor and a “vulture” investor is how well or
poorly you execute your business model (i.e.: achieve your proforma projections).”
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s It more
Important to
create
“impact” or to
generate
profit?



A false dichotomy!

Mal-investment creates negative impact!
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Bonus: Lessons learned from successful
entrepreneurs that received AlA investment:

Prepare your personnel finances first, and be prepared to live with limited means for
an extended time.

Your business should not require a lot of capital to get going.
Find a partner(s) that addresses your blind spots or weaknesses.
Do not start until you have a high probability of closing at least one customer.

Know you market, players, and conditions before you start. Presell your company to
relevant players.

Resources only come with revenue, be prepared to do a lot with no support.
Be prepared to learn every element of the business—including bookkeeping & finance.

Sell to high quality customers even if they are small. High quality = Revenue
contributing without excessive resource consumption. Customer discovery starts day
one and happens every day after.

Customer service should be a top priority. You cannot afford to lose a high-quality
customer early.

Fail quickly and move on with any element of the business. Time is not your friend.



Monitor Accounts Receivable and collection religiously. Try to get partial up-front
payments and not extend terms if possible

Be slow to hire and quick to fire. If a person is not working out in the first month, they
need to go.

Do not sign long-term contracts, all elements of the business must be agile.

Don't tinker with or iterate your product until you know there are not enough
customers for what you already have. Expand you product/service offering with an
eye on your current customers first.

Build and they will come is a myth. Have a messaging strategy to differentiate.
Pitch to everyone, not just investors.

Founders need to earn their capitalization table position (equity ownership) through
vesting.

First money in is the hardest.

The right lead investor is critical.

Most important hire: The sales lead.

The process of doing a business model canvas or written business plan is important.



Do well and
do good!




