
VENTURE CAPITAL AND ANGEL INVESTORS
If you have decided to pursue equity financing options to start or grow your small business, then it is important to understand all of the 
steps involved in securing this kind of capital. Equity financing is usually provided by angel investors, who are high net-worth investors, 
or venture capital firms, which are companies made of partners who look to invest in business ventures. Venture capitalists and angel 
investors are looking to invest in companies with high growth potential and strong management teams. In general, venture capitalists 
tend to invest in fast growth emerging firm and technology companies. In return for their capital, these investors require a share of 
ownership in the company and management and/or leadership roles in the company so as to influence its future.  

Although every investor is different, most equity financing relationships follow the same process: 

EXIT
Investors generally 
remain involved with 
a business for four to 
six years after their 
initial investment. 
Afterwards, their exit is 
made through mergers, 
acquisitions, buy outs, or 
Initial Public Offerings.

BUSINESS PLAN
An investor will 
review the company’s 
business plan to 
see if it meets their 
investment criteria.

DUE DILIGENCE
The investor will then 
take a detailed look 
at the company’s 
management team, 
market, products and 
services, operating 
history, corporate 
documents and 
financial statements.

INVESTMENT
If the investor wants 
to commit to an 
investment, then an 
investment contract is 
drawn up, detailing the 
terms of investment in 
exchange for equity in 
the company.

EXECUTION
Investors and 
business owners 
work together to 
reach goals, with 
investors funds and 
added leadership.

  What Every Angel Investor Wants You To Know by Brian Cohen

   Venture Deals – Be Smarter Than Your Lawyer and Venture Capitalist  
by Brad Feld and Jason Mendelson

WOULD YOU LIKE TO READ MORE ABOUT VENTURE CAPITAL AND 
ANGEL INVESTORS? THESE BOOKS HAVE MORE INFORMATION:

GOVERNMENT GRANTS
As a federal organization funded by tax dollars, the SBA does not provide grants to most small businesses. Grants from the federal 
government must be authorized by bills passed through Congress and signed by the President. However, the SBA does have the 
ability to provide grants to non-profit and educational organizations. The website www.grants.gov is the best source for federal grant 
information and applications. Certain small businesses engaged in scientific research and development may also qualify for federal 
grants through the Small Business Innovation Research (SBIR) Program. 

One may be able to receive a small business grant through state and local programs or nonprofit organizations. State economic 
development agencies are available to connect small business owners with such grants and other economic opportunities. There are 
also plenty of grant-making programs available for women and other minorities who own small businesses. In general, business experts 
advise small business owners to focus their energies on securing loans, rather than only concentrating on “free money” programs, 
which can be extremely competitive.

 Find local economic development agencies on sba.gov

INTERESTED IN LEARNING MORE ABOUT GOVERNMENT GRANT OPPORTUNITIES? 
CHECK OUT THESE RESOURCES.

18 19

STREETSHARES
For some business owners, securing a bank loan can be very difficult and/or expensive. 
StreetShares.com is a veteran-owned and veteran-operated online lending platform that connects 
small business owners to a community of investors. They specialize in lending to veteran 
small business owners and partner with a number of veteran business associations to provide 
entrepreneurs with affordable rates. StreetShares can offer up to $100,000 in a loan or line of 
credit. StreetShares fosters a relationship between investors, who get competitive rates of interest on 
their investment and the satisfaction of helping small businesses, and entrepreneurs, who receive an 
affordable opportunity to grow their small business.
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CROWDFUNDING
Crowdfunding is a form of fundraising that has become particularly popular in the Internet Age. Entrepreneurs are now utilizing many 
different types of technology in order to get funding for their business ventures, as well as market their products and services to the 
general public. Platforms like Kickstarter and Indiegogo have become extremely popular, helping people to raise over $1 billion in 
combined funding for projects.

To date, Crowdfunding has used a ‘donation model’ to connect worthy companies to the general public. As such, this form 
of fundraising often comes with fewer strings attached and less commitment than traditional debt or equity funding. However, 
crowdsourcing is undergoing rapid change toward a true equity funding model where worthy companies can literally sell ownership 
to the general public. Connecting small business operators to small investors was the original idea of Crowdfunding. After years of 
regulatory development, the government is now paving the way for that opportunity. The unique community of online contributors 
present on crowdfunding websites allows entrepreneurs direct access to their market, making it easy to hear customer feedback, 
answer questions, or even invite contributors into the planning and operating process.

  “Crowdfunding Secrets-7 tips for Kickstarter Success” by Amadou Diallo

  Step by Step Crowdfunding – Everything You Need to Raise Money from the Crowd by Joseph Hogue

WOULD YOU LIKE TO LEARN MORE ABOUT CROWDFUNDING WEBSITES AND HOW TO 
EFFECTIVELY USE THEM TO RAISE FUNDS FOR YOUR BUSINESS VENTURE? READ THESE:

LINES OF CREDIT AND BUSINESS CREDIT CARDS
For many successful business owners, securing a method of quick, flexible and easy access to cash is a necessity in the case of rapid 
business change or emergency. Revolving business lines of credit and credit cards make it easy to obtain funds immediately, with the 
option of paying later. Unlike a small business loan, these options put entrepreneurs on a payment plan that allows them to borrow 
smaller and more accurate sums of money in multiple instances. It is best to set up business credit before you have a need for it, then 
you only need to repay it once you have used the funds. Business credit works great for financing short-term or ongoing operations, and 
are generally not used for start-up investments or major projects. While business lines of credit and business credit cards both offer 
flexible credit options, one or the other may be best suited to your business needs.

 

LINE OF CREDIT
 High credit limit

  Can be deposited into a checking account and 
used for broader use like writing checks or payroll.

  Floating interest rates, which are often lower  
than a business credit card

 Lines of credit offer increased flexibility %

BUSINESS
CREDIT CARD
 High credit limits, though interest rates may also be high

 Helps to build a strong business credit profile

 Approval is tied to business owner’s personal credit profile

 May offer bonus rewards on business-related expenses

 Fluctuating interest rates

 Makes online transactions easier

  If a personal guarantee is signed, business credit may affect personal credit

BUSINESS
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community 
development 

banks

community 
development 
loan funds

community 
development 
credit unions

microenterprise 
funds

community 
development 

corporation-based 
lenders and investors 

community 
development 
venture funds

COMMUNITY DEVELOPMENT FUNDS
A Community Development Financial Institution (CDFI) is another avenue that 
entrepreneurs may take to gain more access to capital to start or grow a business. 
There are different types of CDFIs that have a variety of structures and financial 
capabilities; however, all CDFIs are dedicated to developing and supporting low-
income and underserved communities. Though they receive some funding from 
the CDFI Fund, a government agency, all CDFIs are organizations that operate in 
the private sector and are focused on the development of small businesses in their 
local communities.

 In addition to providing loans and other financial assistance, CDFIs may also 
offer training and technical assistance services to empower stakeholders. CDFIs 
are an extremely valuable option for entrepreneurs in economically disadvantaged 
communities where traditional banking services may not be accessible. CDFIs are 
deeply committed to their individual communities and the people in them.
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VENDOR CREDIT
Having trade credit with the vendors that supply your business can be a great asset. One can use earned credit from their vendor to get 
supplies before paying for them. In addition to this, documented vendor credit can help to build a company’s business credit profile –an 
important factor in applying for future loans and other forms of capital. Vendor credit can be cleverly utilized by business owners to 
improve their cash flow when three important factors about vendors are considered.

 In order to build a strong business credit 
profile, it is important to choose vendors 
who report to business credit bureaus

 If your vendors do not report to a 
business credit bureau, then purchasing 
a trade reference program can help to 
build business credit

 Make sure to note which bureau your 
vendors report to.

 Not only should vendors report to a 
bureau, but they should report  on 
a monthly basis --not a quarterly or 
yearly basis

 Regular reporting will help to build 
your business credit profile quickly.

 Some businesses report the balance 
owing, rather that the whole credit limit.

 Make sure the high credit limit is reported 
so that your business credit profile is 
accurate. This factor can impact any  
credit limit recommendation that  
bureaus give in the future.

REPORTING FREQUENCY HIGH CREDIT 
LIMIT

  “Vendor Credit Lines Are Like Small Business Loans” by Marco Carbajo

WANT TO READ MORE ABOUT THE BENEFITS OF VENDOR CREDIT? CHECK OUT THIS ARTICLE:

MERCHANT CASH ADVANCE
Sometimes, a business owner needs cash almost immediately. When all other options have been exhausted, would not work, or would 
take too much time, consider a merchant cash advance. Merchant cash advances provide businesses with a portion of their expected 
future credit/debit card sales.  To repay, a percentage of credit and debit card sales are automatically deducted each day until the 
sum of the cash advance and fees is paid in full. Depending on the type of business you have, a merchant cash advance can be a 
viable option for capital. A merchant cash advance is not technically a loan; rather, it is the sale of future expected revenues. Due to 
this technicality, the merchant cash advance industry does not follow the same rules that most lending institutions have to follow. As a 
result, there are several advantages and disadvantages to merchant cash advances.

Quick: one can receive capital in as little as 48 hours.

Debt is paid automatically.

Your debt can be repaid quickly when credit/debit 
sales are high.

They are usually unsecured loans, therefore do not 
require collateral like business assets or real estate.

Fees can be extremely high

There is no bene�t to repaying early.

You must move your merchant card processing account 
to the funder.

The funder is not subject to any federal oversight or 
federal regulation.

A hard credit check may be necessary, which can hurt 
your credit score.

Can cause a debt-cycle if credit/debit sales are not 
high enough.

 PROS OF MERCHANT CASH ADVANCE CONS OF MERCHANT CASH ADVANCE
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Conclusion
The Institute for Veterans and Military Families (IVMF) has many resources available to help such as the Center of 
Excellence for Veteran Entrepreneurship (COE) and The Coalition for Veteran Owned Business (CVOB).  For additional 
resources, please feel free to visit our website, http://veteranbusinesscoalition.org/ and register your Veteran 
Owned Business to become a member of our Coalition. 

 

Negotiating a Good Agreement that is Beneficial to All Parties
An investment negotiation is not a zero-sum game. Everyone involved should aim to reach an equitable agreement that balances 
interests and responsibility. Experienced legal counsel is a necessity to protect everyone involved. A good negotiation will protect the 
interests of the entrepreneur, evaluate many possible operating structures and choose the most equitable one, as well as provide 
answers that can prevent future issues. 

 

  “Negotiating with a Business Angel Investor” by Rishi Anand

WANT TO LEARN MORE ABOUT HOW TO APPROACH NEGOTIATIONS WITH INVESTORS? 
READ THESE RESOURCES:
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Managing Legal Responsibilities to Investors
The legal side of entrepreneurship can be intimidating for small business owners who are unfamiliar with business laws and 
regulations. Knowledge is a great asset for an entrepreneur when doing business work with investors and other partners. Working with 
a corporate lawyer can help a start-up company to navigate their business relationship with angel investors and venture capitalists with 
ease. Corporate law experts suggest a few tips for entrepreneurs:

 

DECIDE ON AN ORGANIZATION FORM 
•  The chosen legal entity (corporation, partnership or LLC) will determine the types of investors that are interested in   
  supporting your business venture.

CONSIDER CONVERTIBLE NOTES
•   An angel investor may request shares of preferred stock in exchange for their capital; however, preferred stock   
  financings can be expensive and difficult to acquire for new entrepreneurs.

    •   Sometimes, it is easier for entrepreneurs to issue convertible notes to investors, which can be converted to equity later on.

UNDERSTAND KEY BUSINESS TERMS ABOUT YOUR BUSINESS ENTITY
•  Corporations, partnerships and LLCs have varying legal rules, tax implications, and regulations to follow. Understanding these terms will help 

you to build a proper corporate structure. 

PERFORM DUE DILIGENCE ON YOUR INVESTORS
•  The relationship between an investor and an entrepreneur may last for several years. Therefore, it is important to “get into bed” with someone 

for whom you have references, and an understanding of their business history.  Ideally, you want to obtain more than just funding from your 
investor.  •You also want to count upon thier support, guidance, and business connections.

DO NOT SUBJECT YOURSELF TO PERSONAL LIABILITY
•  Other than fraud or your personal guaranty of company indebtedness, an entrepreneur/founder of a corporation or LLC should not incur any 

personal liability in case the company fails. The position of the investor is one of high risk and high reward, and the entrepreneur should not be 
taking a personal risk.

•  In fact, most entrepreneurs choose to form an LLC or corporation because of this benefit. 

COMPLY WITH ALL APPLICABLE SECURITIES LAWS
•  Any securities issued to investors should comply with Securities and Exchange Commission (SEC) rules and regulations. 

Make sure you understand the regulations that apply to your company. 

  “Fast Answers” on SEC website

   Websites like Legal Zoom, Law Depot and Rocket Lawyer provide self-service methods for 
uncomplicated routine legal matters that a start-up business might need.

   Also check out “Angel Financings: legal tips for Entrepreneurs” by Walker Corporate Law Group and 
“Investor Issues to Consider When Choosing a Business Structure” on www.FindLaw.com. .

  The Tax and Legal Playbook by Mark Kohler

WANT TO LEARN MORE ABOUT THE LEGAL RESPONSIBILITIES AN ENTREPRENEUR HAS 
TO THEIR INVESTORS? THESE RESOURCES WILL BE HELPFUL.   Getting to Yes by Roger Fisher and William L. Ury
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BUSINESS PLAN & PITCH
 Plan of 50 pages or less 
 Powerpoint business plan with no more than 20 slides
 2 page brief summarized from the powerpoint 
 5 minute elevator pitch 

UNDERSTAND YOUR 5 C’S 
 Capacity
 Capital
 Collateral
 Conditions
 Character

MANAGING START-UP COSTS AND PRIORITIES –  
ESTABLISH HOW YOU WILL ALLOCATE MONEY TO  
YOUR STARTUP COSTS

 CREATE A BUDGET AND SEPARATE COSTS
 One-time costs vs. Ongoing costs
 Essential vs. Optional
 Fixed vs. Variable costs

 BUSINESS MODEL, PROTOTYPING
 Develop a vision 
 Design the details 
 Put design into action

 HIRING EMPLOYEES?
 Understand your state laws while hiring 
 Obtain an employer identification number(ein) 
 Set up records for withholding taxes
 Employee eligibility verification 
 Register with you state’s new hire reporting program
 Obtain workers’ compensation insurance 
 Post required notices
 File your taxes 
 Get organized and set up recordkeeping

 CREATE BUDGET FOR COST OF MATERIALS
 MEASURE YOUR EFFICIENCY AND EFFECTIVENESS

CHECKLIST

ACCESS RESOURCES 
  Expand your network- attend events like 1million cups, 

meetup groups etc. 
  Get to know your local organizations that can help your 

company financially and otherwise (sbdc, sba, incubators, 
veterans business outreach centers, score etc.)

HOW WILL YOU FUND YOUR BUSINESS 
  Establish if you able to “put skin in the game” by 

bootstrapping or self-financing
  Need additional financing? Research other sources of 

fundraising;
 Debt vs. Equity 
 Use small business loans
 Friends and family
 Government grants
 Venture capital and angel investors
 Street shares or other loans like kiva 
 Community development funds
 Crowdfunding (kickstarter, indiegogo etc.) 
 Research lines of credit and business credit cards
 Vendor credit
 Merchant cash advance 

MANAGING LEGAL RESPONSIBILITIES TO INVESTORS 
 Decide on an organization form 
 Consider convertible notes 
 Understand key business terms about your business entity 
 Perform due diligence 
 Comply with all securities law 

NEGOTIATING A GOOD AGREEMENT
 Protect assets
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