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4.4 Bootstrapping

Bootstrapping is a term that generally refers to means by which the enterprise
generates its own funds, or reduces its financial needs through decreases in working
capital or borrowing from non-traditional sources such as family, friends, credit cards,
customers (through more rapid payment) or suppliers (through obtaining extended
terms.) By bootstrapping, all avenues for minimizing the need for traditional debt
financing are exhausted before other lines of credit are tapped. 

4.5 Venture Capital

It is extremely difficult for any small firm to get venture capital. Those responsible for
providing this type of funding are astute, seasoned business and financial managers
who typically receive more than 1000 funding requests per year. Ninety percent are
quickly rejected; the remaining are investigated with great care, since the VC principals
invest only in companies promising double-digit returns. Funding from VC’s goes to only
0.1 % of the one million businesses formed in the U.S. each year. Here is what they look
for:

• A clear description of the product or service offering significant growth
potential and strictly differentiated from other related concepts. Approach-
ing a VC is fruitless unless one needs more than $1,000,000 in an
esoteric, technology-related field where the company can attain revenues
of more than $50,000,000 in 5 years or less. 

• A schedule for attaining profitability entails a discussion of the market,
including competition and what sets the present company apart, together
with a logical description of costs, margins and strategies congruent with
these. 

• The benefits from a capital infusion indicating how the money will be
used and how the investor will ultimately receive a return. 

• A Business Plan, providing a reasonable inference that management
will attain the Plan objectives, is considered by most investors as the
most important element in making a decision to invest. 

• The reasonableness of the financial projections, which will be
determined by examining the market as described, marketing strategies
and expected penetration of the market. If the product or service is new or
innovative, it’s important here to show how it is accepted in the market. 

• The direction and control describing the principals in the business, their
business background and the roles they will play in building the business. 

• An Exit Strategy indicating how the business would be dissolved or sold. 


