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Business Case: 
Keypunch Cards 
to CRT Terminal
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Why I wrote this book
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How much do I need?

 How much to cashflow?  (cash based) 
(check:http://www.sfu.ca/~mvolker/biz/cashflow.htm)

 How much to Proof of Principle? (milestone based)

 How much for first 1-2 years? (time based)

 How much can I get? (constraint based)



5

One of My First Deals
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Recent Trends
 Canadian pre-money seed round valuations in 2015:

Median Valuation = $2.5M
Mean Valuation = $3.3M

 Failure rates very high
(60%-80% fail in first five years)

 Exits (liquidity) taking >> 10 years

 Dilute 30% on each round (regardless of round size)
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Valuations are Market Driven

 Exit Values drive current valuations 
(i.e. what value today will give a 10X on exit?)

 Wiltbank Survey: 2.6X in 3.5 years  (28% IRR)

MULTIPLES vs IRR:
2X in 5 years = 15%
5X in 5 years = 38%
10X in 5 years = 58%
10X in 10 years = 26% 
50X in 10 years = 48%

100x in 5 years = 151%
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Angel Investing 101

IIRR=27%

Study by Rob Wiltbank, Willamette Univ.

Overall Multiple: 2.6X
Avg. Hold: 3.5 years
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Valuation Rules of Thumb

 Revenue multiple (too broad; industry specific)
and/or Cash Flow (usually not applicable to startups)

 Based on size of round: 3X to 4X investment
($500K Round implies a $1.5M-$2M valuation)

 Exit Value (Negotiate 1/10 to 1/30 of Exit Value)
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Venture Capital Method 
 Investment        $1 million
 Exit Year 5th year
 Revenue (Yr 5) $20 million
 Net Profit (Yr 5) $2 million (10%)
 P/E (industry) 15X
 Company Value $30 million
 ROI Req’d 60%  (i.e.10X)
 Exit Proceeds $10 million (10 X $1 m)
 % ownership 33% 
 Pre-$$ Valuation $2 million, ($3M post)
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Business Plan Reality Checks

 Beware the Hockey Stick Curve!
Fact: 0.5% of startups (8,849 in US)

achieved $50 million sales in 6 years

 Define the Market Precisely:
Kiss of Death: 

“we will get 1% of the market”
Goal: 

Own Your Market (read Regis McKenna)
(Harvard Business Review)
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“Typical” Cap Table

CAP TABLE

StartUp Angel Round VC Round Exit Gain

Founders/Mgmt $0 (100%) $0 (75%) $0 (37%) $11.25M 1000X
Angels $250K (25%) $250K (12%)$3.75M 15X
VCs $3M (50%) $15M 5X
Market Cap $0 $1M $6M $30M

XL template on http://www.wutif.ca/companies.htm
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Deferring the Valuation

 Use of Convertible Notes (or SAFEs)

 Convert to shares on first (big) round at 
discounted price

 More security/risk during startup period
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Mitigating a (high) Valuation

 Post-investment adjustments

 Liquidation Preference

 Minimum ROI formula

 Call Options

 Put Options
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Avoiding Valuation & Dilution

 Debt (loans, e.g. SRED Advances)

 Founder Guarantees for loans, credit

 Pre-payments (eg Kickstarter)

 Royalties on revenues (see timiacapital.com)
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Some Issues & concerns

 Stock vs Stock Options and dilutions

 Subsequent financing round dilutions

Bottom Line:

A $2M Seed Valuation and a $20M Exit Value

does NOT mean a 10X return!! (more likely 3X)
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Negotiable Deal Terms
� Downround protection – easy to do
� Liquidation preference – maybe
� Anti-dilution – only through participatory rights
� Exit Provisions: Put Options, vesting on sale
� Stage investments – define tranches
� Board participation (observer vs director)
� Convertible Instruments (Prefs or Notes)

Issues: 
Too small a discount given the risk
Not angelic (diverging interests)
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The Terms Sheet?
� Offering:

Common vs Conv Deb vs Prefs

� Valuation:
Trading cash for futures
Use accretive approach for performance

� Vesting for founders:
50% Linear over 3-4 yrs
50% on liquidity event

� Capital & Structure:
avoid options – use trust shares

� Governance:
board rep/independence

� Shareholders Agreement:
standardize

See mikevolker.com for sample.
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More Info:

www.mikevolker.com


