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About OurCrowd:
OurCrowd is the leading online venture capital platform for accredited investors 
who wish to invest in Israeli and global startup companies. Managed by a team of 
well-known investment professionals and led by serial entrepreneur Jon Medved, 
OurCrowd selects opportunities, invests its own capital and brings these startups 
to its accredited membership. Members can then choose the deals that they want 
to invest in, allowing them to build robust, diverse portfolios of startup companies. 
OurCrowd investors must meet stringent accreditation criteria and invest a minimum 
of $10,000 per deal. OurCrowd provides post investment support to its portfolio 
companies, assigning industry experts as mentors and taking board seats. OurCrowd 
has raised over $100 million in equity crowdfunding for its 56 portfolio companies 
which include leading companies, such as: BillGuard, Consumer Physics (SCiO), 
%LR&DWFK��$EHȇV�0DUNHW�DQG�5H:DON��5:/.���2XU&URZGȇV�ȴUVW�SRUWIROLR�FRPSDQ\�WR�
complete a successful IPO on the NASDAQ.

We would like to thank Jonathan Ellison for all of his hard work in researching and 
writing this eBook. 
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Disclaimer
Nothing contained in andaccompanying this communication shall be construed as 
DQ�R΍HU�WR�VHOO��D�VROLFLWDWLRQ�RI�DQ�R΍HU�WR�EX\��RU�D�UHFRPPHQGDWLRQ�WR�SXUFKDVH�
any security by OurCrowd, its portfolio companies or any third party. Information 
regarding OurCrowd’s limited partnerships and/or portfolio companies and the 
investment opportunities on OurCrowd’s website is intended and available for 
accredited investors only (criteria at www.ourcrowd.com).  OurCrowd urges potential 
investors to consult with licensed legal professionals and investment advisors for any 
legal, tax, insurance, or investment advice.

© OurCrowd 2015
All rights reserved. To view our investment opportunities, register at OurCrowd.com.

The Guide to Successful Startup Investing is licensed under a Creative Commons Attribution 4.0 
International License. Find the original at http://content.ourcrowd.com/startup-investing-guide.
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http://creativecommons.org/licenses/by/4.0/
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INTRODUCTION

Ideas dominate contemporary society. They feed our curiosity, govern our decisions 
and fuel our increasingly knowledge-based economy. The startup world houses 
an industry of ideas, providing mankind with cutting-edge solutions to everyday 
problems. However, not all ideas evolve past their formative stages. Some succeed 
DQG�VRPH�XOWLPDWHO\�IDLO��7R�LQYHVWRUV��VWDUWXSV�R΍HU�KXJH�RSSRUWXQLWLHV�IRU�KLJK�
returns but alas, the gains exist only in tandem with substantial risk.  

Each successful startup is its own ‘Cinderella story’: a tiny, homegrown startup 
undergoes a metamorphosis into a publicly-traded booming company, overcoming 
great odds - and the terrible stepmothers - of the business world. Any seasoned 
VWDUWXS�LQYHVWRU�PLJKW�R΍HU�D�ZRUG�RI�FDXWLRQ��QRW�DOO�VWDUWXSV�HQJDJH�LQ�D�UDJV�WR�
riches process with a happy ending. Success stories like Sequoia Capital’s 12,000% 
return from their investment in Whatsapp (acquired by Facebook) should excite 
LQYHVWRUV�DERXW�WKH�RSSRUWXQLW\�RI�JHWWLQJ�LQ�DW�WKH�JURXQG�ȵRRU�RI�WKH�QH[W�ELJ�WKLQJ��
However, it should also serve as a reminder that startup investing is an extremely 
risky asset class. The transformation to make it to happily ever after takes a lot of 
FDSLWDO��H΍RUW�DQG�ULVN��

This is where investors, who are aptly called angels, enter. In the age of the 
knowledge-based economy, angel investors have increased in both involvement and 
number. Experts suggest that thousands of new ventures annually receive billions 
of dollars from angel investors.1 Due to the rise of new platforms and availability of 
information online, individuals can now add this new asset class to their investment 
portfolios.

This ebook is a guide for people looking to enter the startup-investing arena. It’s 
tempting to allow the imagination to wander towards the superstar success stories 
but the risk remains a very important factor in startup investing, so you must be 
willing to lose some in order to win in the long term. There exist various investment 
strategies to help investors “play the odds.” 

These strategies, which properly assess and manage risk, will be discussed at length 
in this ebook, allowing readers to better navigate the uncertain seas of startup 
investing. We will analyze these various approaches while also providing the basic 
nuts and bolts of startup vocabulary, giving you a working knowledge of the startup 
HQYLURQPHQW�DQG�LWV�WHUUDLQ��ZKHUH�WR�ȴQG�JURZWK�DQG�ZKHUH�WR�VWHHU�FOHDU���:H�KRSH�
to provide you – no matter your background - with the tools to invest in ideas, the 
future, and, bottom line: the next Cinderella story.

1 �KWWS���VLWHV�NDX΍PDQ�RUJ�SGI�DQJHOBJURXSVB�������SGI 

http://sites.kauffman.org/pdf/angel_groups_111207.pdf
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1. STARTUPS

What is a Startup?
Startups: You’ll know them when you see them
%HIRUH�GLVFXVVLQJ�LQYHVWPHQW�VWUDWHJLHV��DQG�DQDO\]LQJ�PDUJLQV�IRU�SURȴW���OHWȇV�ȴUVW�
GHȴQH�DQG�VXUYH\�WKH�VWDUWXS�ZRUOG��7KH�WULFN\�SDUW�LV�WKDW�WKHUH�LV�VHHPLQJO\�QR�
RɝFLDO�GHȴQLWLRQ�RU�FRQFUHWH�PHWULF�IRU�WKH�WHUP�startup.  

Investopedia�GHȴQHV�D�VWDUWXS�DV�

$�FRPSDQ\�WKDW�LV�LQ�WKH�ȴUVW�VWDJH�RI�LWV�RSHUDWLRQV��
7KHVH�FRPSDQLHV�DUH�RIWHQ�LQLWLDOO\�EDQN�UROOHG�E\�WKHLU�
HQWUHSUHQHXULDO�IRXQGHUV�DV�WKH\�DWWHPSW�WR�FDSLWDOL]H�
RQ�GHYHORSLQJ�D�SURGXFW�RU�VHUYLFH�IRU�ZKLFK�WKH\�EHOLHYH�
WKHUH�LV�D�GHPDQG��'XH�WR�OLPLWHG�UHYHQXH�RU�KLJK�FRVWV��
PRVW�RI�WKHVH�VPDOO�VFDOH�RSHUDWLRQV�DUH�QRW�VXVWDLQDEOH�
LQ�WKH�ORQJ�WHUP�ZLWKRXW�DGGLWLRQDO�IXQGLQJ�IURP�YHQWXUH�
FDSLWDOLVWV�2 

$W�ȴUVW�JODQFH��WKLV�GHȴQLWLRQ�SURYLGHV�D�VROLG�EDVLF�XQGHUVWDQGLQJ�RI�VWDUWXSV��EXW��
with further inspection, it falls short of establishing a standard by which to distinguish 
startups from other types of companies and other stages in the business lifecycle. 
:KHQ�LV�WKLV�ȊȴUVW�VWDJHȋ�RI�RSHUDWLRQV"�:KDW�LV�ȊOLPLWHG�UHYHQXHȋ�RU�ȊKLJK�FRVW"ȋ��

By their very nature, startups greatly vary. Starting as a seed in somebody’s head, 
LGHDV�PDQLIHVW�WKHPVHOYHV�GL΍HUHQWO\�GHSHQGLQJ�RQ�WKH�LQGLYLGXDOV�LQYROYHG�DQG�WKH�
UHOHYDQW�LQGXVWU\��7KHUHIRUH��JUHDW�GLVSDULWLHV�LQ�UHYHQXH��SURȴWV��DQG�HPSOR\PHQW�
QXPEHUV�GLVWLQJXLVK�RQH�VWDUWXS�IURP�WKH�QH[W��*LYHQ�WKHVH�GL΍HUHQFHV��WLPH�FDQQRW�
VROHO\�EH�XVHG�DV�DQ�REMHFWLYH�GHȴQLWLRQ�RI�VWDUWXS�FRPSDQLHV��KRZHYHU��WLPH�GRHV�
SOD\�D�UROH�EXW�ODUJHO\�EHFDXVH�LW�LV�LQGLFDWLYH�RI�PRUH�GHȴQLWLYH�FKDUDFWHULVWLFV�WKDW�
distinguish startups.  

In Forbes magazine, Natalie Robehmed opined that after about three years, most 
businesses lose their ‘startup’ branding because by then at least some of the following 
transitional events or characteristics have likely been realized: acquisition by a larger 
FRPSDQ\��UHYHQXHV�H[FHHGLQJ�����PLOOLRQ��PRUH�WKDQ�RQH�RɝFH��PRUH�WKDQ�HLJKW\�
HPSOR\HHV��RYHU�ȴYH�SHRSOH�RQ�WKH�ERDUG��DQG�IRXQGHUV�ZKR�SHUVRQDOO\�KDYH�VROG�
shares.3��$W�WKH�HQG�RI�WKH�GD\��WKH�SURȴW�DQG�VL]H�RI�D�FRPSDQ\��RIWHQ�UHODWHG�WR�WLPH��
KHOS�XV�GHȴQH�ZKLFK�FRPSDQLHV�DUH�WUXH�VWDUWXSV�

�  http://www.investopedia.com/terms/s/startup.asp
3  KWWS���ZZZ�IRUEHV�FRP�VLWHV�QDWDOLHUREHKPHG������������ZKDW�LV�D�VWDUWXS

http://www.investopedia.com/terms/s/startup.asp
http://www.forbes.com/sites/natalierobehmed/2013/12/16/what-is-a-startup/
http://www.investopedia.com/terms/s/startup.asp
http://www.forbes.com/sites/natalierobehmed/2013/12/16/what-is-a-startup
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The misconceived relationship between tech and startups
The degree to which companies focus on technology does not provide a standard by 
which to evaluate startups. A common misconception exists which equates startups 
to tech companies. While many startups innovate and rely on technology, startups are 
not synonymous with tech companies. A company that has developed a new, useful 
DSS��ZLWK�D�UHSRUWHG�ELOOLRQ�GROODU�YDOXDWLRQ��DQG�ZLWK�RɝFHV�LQ�IRXU�GL΍HUHQW�FRXQWULHV�
LV�PRVW�GHȴQLWHO\�QRW�D�VWDUWXS��LW�LV�D�ELOOLRQ�GROODU��PXOWLQDWLRQDO�FRPSDQ\�

The startup atmosphere: from T-shirt to necktie 
Many founders of startups argue that a startup’s status is based on an underlying 
DWWLWXGH��D�YLEH��%HFDXVH�PRVW�VWDUWXSV�DUH�IRXQGHG�WR�DGGUHVV�VSHFLȴF�SUREOHPV��
WKH\�FDQ�QR�ORQJHU�EH�FODVVLȴHG�DV�VWDUWXSV�RQFH�WKH�SUREOHP�KDV�EHHQ�VROYHG��WKH�
product distributed, the mission accomplished. Rather than relying on cold, unfeeling 
numbers to measure this accomplishment, some prefer to rely on sentiments like the 
ZRUNLQJ�HQYLURQPHQW��)URP�WKLV�YLHZSRLQW��RQFH�WKH�ȵXLGLW\�DQG�VHHPLQJ�IUHHGRP�RI�D�
startup is lost, it is no longer a startup. A founder’s switch from jeans and plaid button-
down shirt to a tailored suit is indicative of the startup’s entrance to a new life stage. 

Taking Stock
As a company grows and employs more workers, a dynamic culture is harder to 
maintain. The numbers and the mindsets are strongly correlated. Therefore, a 
combined approach is necessary, drawing on both numerical standards and working 
HQYLURQPHQWV�WR�SURYLGH�D�GHȴQLWLRQ�RI�WKH�ZRUG�ȇVWDUWXSȇ��)RU�RXU�SXUSRVHV�KHUH��
ZHȇOO�GHȴQH�VWDUWXS�LQ�DFFRUGDQFH�ZLWK�DOO�RI�WKH�WHFKQLTXHV�GLVFXVVHG�DERYH��GUDZLQJ�
RQ�WKH�ΖQYHVWRSHGLD�DQG�ZRUN�HQYLURQPHQW�GHȴQLWLRQV�DQG�EDFNHG�E\�WKH�FRQFUHWH�
criteria. 

2XU&URZGȇV�'HȴQLWLRQ�RI�D�6WDUWXS
2XU�ZRUNLQJ�GHȴQLWLRQ�ZLOO�DVVXPH�WKDW�D�VWDUWXS�PDLQWDLQV�D�ȵXLG�FXOWXUH�DQG�PLQGVHW�
and that it has not achieved most of the following: acquisition by a larger company, 
UHYHQXHV�H[FHHGLQJ�����PLOOLRQ��PRUH�WKDQ�RQH�RɝFH��PRUH�WKDQ�HLJKW\�HPSOR\HHV��
and founders who personally have sold shares.  
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Lifecycle of a Startup
7KH�OLIHOLQH�RI�DQ\�VWDUWXS�LV�DFFHVVLELOLW\�WR�D�FRQVLVWHQW�ȵRZ�RI�FDSLWDO��7KURXJKRXW�
a company’s life, they will raise multiple rounds of investment to grow into a thriving, 
SURȴWDEOH�EXVLQHVV��7KH�ȴUVW�URXQG�RI�LQYHVWPHQW�DOORZV�WKH�LGHD�WR�EH�WUDQVODWHG�
into a tangible product or solution. Generally, the funding is bootstrapped from the 
innovators’ own pockets along with, if they’re lucky, a government or institutional 
grant.

Next comes the seed stage, where the investment circle expands to include family 
PHPEHUV�DQG�IULHQGV��7KH�VWDUWXS�ȴQDOO\�EHJLQV�WR�WDNH�VKDSH��ΖQYHVWRUV��XVXDOO\�
previously complete strangers to the founder, begin to establish a relationship during 
WKLV�SKDVH��7KH�KRSH�DQG�H[SHFWDWLRQ�DUH�WKDW�WKH�SURȴW�ZLOO�EH�VXEVWDQWLDO��DQG�WKH�
reality is that the risks at this point are fairly sizable. As such, these early investors are 
considered angels. The category of angel investors includes seed venture capital 
organizations and crowdfunding platforms.  

The seed germinates, and the startup enters a new stage called Series A 
investment. As the company continues to grow and begins to deliver some sort of 
SURGXFW��WKH�VWDUWXS�EHJLQV�WR�R΍VHW�VRPH�RI�WKH�LQLWLDO�HQWU\�FRVWV��DW�WKLV�SRLQW��WKH�
startup can enter a Series B investment. True venture capital dominates investment 
during this development phase, where venture money will often be referred to as 
growth capital��$IWHU�WKLV�SHULRG�RI�JURZWK�DQG�SURȴW��DVVXPLQJ�WKH�FRPSDQ\�KDV�
been successful up to this point, the startup eventually reaches maturity, where it 
JRHV�IRUZDUG�DQG�KRSHIXOO\�JHQHUDWHV�D�VXEVWDQWLDO�DPRXQW�RI�SURȴW��JHWV�ERXJKW�RXW�
E\�D�ODUJHU�FRPSDQ\��RU�ȵRDWV�RQ�D�SXEOLF�H[FKDQJH� 
  

 
Figure 1-Lifecycle of a Startup (http://hoteliyo.com/tutorials/early-stage-funding-sources/)

1RWH�WKH�UHODWLRQVKLS�EHWZHHQ�SURȴW�DQG�WLPH�LQ�)LJXUH��. Innovators must pay high 
HQWUDQFH�FRVWV��RIWHQ�ȴ[HG��WR�HQWHU�RU�FUHDWH�D�PDUNHW��$V�WKH�VWDUWXS�EHJLQV�WR�
produce some sort of good or service, it must also pay variable costs, dependent on 
WKH�DPRXQW�SURGXFHG��2QO\�ODWHU�GRHV�WKH�UHYHQXH�RI�WKH�FRPSDQ\�EHJLQ�WR�R΍VHW�WKH�
FRVWV��(YHQWXDOO\��LI�DOO�ZRUNV�WR�SODQ��D�SURȴW�LV�JHQHUDWHG��7KHQ��DIWHU�PRUH�WLPH�DQG�
JURZWK��WKH�SURȴWV�FDQ�UHDOO\�EHJLQ�WR�WDNH�R΍�DQG�LQYHVWRUV�VWDUW�WR�IHHO�D�UHWXUQ�RQ�
earlier investments.

http://hoteliyo.com/early-stage-funding-sources/
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What Makes a ‘Hot’ Startup Industry
The ideas that spark startups are generally formed in response to current problems 
in an industry, business model, society or location. The sectors that a startup enters 
RIWHQ�UHȵHFW�VKLIWLQJ��WLPHO\�GHPDQGV��)RU�H[DPSOH��PDQ\�VWDUWXSV�ZRUN�WR�VROYH�
problems or create opportunities in the information technology sector. In this age 
of information, the rate at which we consume information and data – and become 
dependent on it – is incredible. We continually turn to mobile devices to access 
data more conveniently. Many startups develop apps pertaining to this thirst for 
information.  

$Q�HYHQ�GHHSHU�H[DPSOH�LV�WKH�PHGLFDO�WHFKQRORJ\�ȴHOG��:H�HPSOR\�VWDUWXS�FXOWXUH�WR�
GHYHORS�DQG�GHVLJQ�JURXQGEUHDNLQJ�WHFKQRORJ\�IRU�WKH�PHGLFDO�ȴHOG��WKH�QHHG�IRU�WKLV�
is certainly apparent as surgeries, for example, grow increasingly complex and diverse. 
Our medical capabilities have greatly grown from decades past and as more people 
live longer, the market for medical care has expanded. The inventions resemble a 
IDQWDV\�RI�WKH�IXWXUH��EXW�DUH�YHU\�PXFK�GHYHORSHG�LQ�WKH�SUHVHQW��VRPH�H[DPSOHV�
include, ReWalk (NASDAQ: RWLK), a robotic exoskeleton that allows paraplegics to 
walk again, the Pillcam, a pill sized camera that will replace colonoscopies, medical 
alert systems, biochemical scanning devices, and more. As these technologies improve 
PHGLFDO�FDUH��WKH\�HQDEOH�PRUH�SHRSOH�WR�OLYH�ORQJHU��KHDOWKLHU�OLYHV��H΍HFWLYHO\�
growing its own market.   

In 2012, the�:DOO�6WUHHW�-RXUQDO compiled a list of the top 50 startups. Many were in 
VLPLODU�LQGXVWULHV��QDPHO\�LQIRUPDWLRQ�WHFKQRORJ\��EXVLQHVV�DQG�ȴQDQFLDO�VHUYLFHV��DQG�
healthcare.4  )RUEHV magazine also surveyed what it found to be the hottest startup 
industries. There was much variety between the industries. They included: corporate 
wellness services, consulting, relaxation beverages, social media games development, 
online surveys, and e-commerce. The list is quite diverse, and, what’s even more 
exciting - the opportunities are endless.   

4   KWWS���EORJ�RXUFURZG�FRP�LQGH[�SKS������������FDVKLQJ�LQ�KRZ�WR�PDNH�PRQH\�LQYHVWLQJ�LQ�VWDUWXSV

http://blog.ourcrowd.com/index.php/2014/05/14/cashing-in-how-to-make-money-investing-in-startups


10The Guide to Successful Startup Investing

2. VALUATIONS AND TERMS

Now, the million-dollar question: How do you, the angel investor, pick the winners, 
WKH�ELOOLRQ�GROODU�H[LWV"�%HIRUH�FRPPLWWLQJ�D�VLQJOH�GLPH��DQ�LQYHVWRU�PXVW�XQGHUVWDQG�
all of the terms and conditions of their investment. One of the most important 
stipulations to understand before committing capital to an early stage, private 
company is the company’s value or worth based on a multitude of factors. In order to 
calculate investment amounts and to negotiate terms of investment, valuations must 
be considered.

Early-Stage Valuation5 
ΖQ�WKH�HDUO\�VWDJH��YDOXLQJ�D�VWDUWXS�SURYHV�TXLWH�WULFN\�PDLQO\�EHFDXVH�LW�ODFNV�ȴQDQFLDO�
history and, often, revenue. Therefore, many qualitative factors play a considerable 
UROH�LQ�HDUO\�VWDJH�YDOXDWLRQV��$�YDOXDWLRQ�LV�VLPSO\�WKH�ȴQDQFLDO�ZRUWK�RI�D�FRPSDQ\�
at any given time. Valuations are broken down into two categories. The pre-money 
valuation is the value of the company pre investment. The post-money valuation is 
the value of the company after investment (Post-money= Pre-money + investment).  

7KH�SUH�PRQH\�YDOXDWLRQ�LV�XVXDOO\�VWLSXODWHG�E\�WKH�OHDG�LQYHVWRU�LQ�WKH�VSHFLȴF�
investment round and helps dictate the percentage of the company that the investor 
will receive in return for their investment. The factors that impact a company’s 
valuation include comparisons with similar companies, competition within the 
industry, the management’s experience and background, and the possibility of future 
capital needs. There exist various methodologies to determine valuations during a 
company’s early stages, which are explained below.

Venture Capital Method of Valuation
7KH�ȴUVW�DQG�PRVW�SRSXODU�PHWKRG�XVHG�E\�LQVWLWXWLRQDO�LQYHVWRUV�LV�WKH�Venture 
Capital Method, which relies on many quantitative factors generated by 
expectations. If one divides the suspected exit value by the expected return on 
investment, one derives a value for today’s expected post-money valuation. The pre-
money valuation is simply the expected post-money valuation minus the amount 
RI�PRQH\�WKDW�ZLOO�EH�LQYHVWHG��+DUYDUG�3URIHVVRU�%LOO�6DKOPDQ�ȴUVW�LQWURGXFHG�WKLV�
method in 1987. 

(Expected exit value / expected return) – amount invested = pre-money valuation
 
The VC method will generally produce higher valuations because it is based on future 
SURMHFWLRQV��7KH�QH[W�WZR�PHWKRGV�DUH�PRUH�IRFXVHG�RQ�WKH�FXUUHQW�ȴQDQFLDO�VLWXDWLRQ�
of the company.

�   KWWS���EORJ�RXUFURZG�FRP�LQGH[�SKS������������FDVKLQJ�LQ�KRZ�WR�PDNH�PRQH\�LQYHVWLQJ�LQ�VWDUWXSV

http://blog.ourcrowd.com/index.php/2014/05/14/cashing-in-how-to-make-money-investing-in-startups
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Comparable Companies Valuation

Company 1 1,000,000

Company 2 2,000,000

Company 3 5,000,000

Average Valuation 2,666,667

Berkus Method
The Berkus Method, developed by angel investor Dave Berkus in the mid 90’s, 
adopts a hybrid approach blending qualitative and quantitative criteria. The appraiser 
EHJLQV�ZLWK�ȴYH�TXDOLWDWLYH�FKDUDFWHULVWLFV�

1. Sound Idea (Product Risk)

2. Prototype (Technical Risk)

3. Quality Management Team (Execution Risk)

4. Strategic Relationships (Competitive Risk)

5. Sales (Production Risk)   

A monetary value is assigned to each criterion, from $0 to $500,000. The appraiser 
then arrives at a valuation of the company by summing all of the assigned values.

Scorecard Valuation Method
The Scorecard Method also takes a hybrid approach but is more complex than the 
Berkus Method. First, valuations are noted for other pre-revenue companies in similar 
sectors and industries. These valuations are averaged.

Next, a venture score is assigned to pre-established qualitative factors similar to the 
ones in the Berkus Method. A company that proves average in a certain criterion 
when compared to similar companies receives a score of 100%. More impressive 
companies get larger scores. 

These venture scores are then multiplied by pre-assigned weights to yield a factor 
for each qualitative criterion. The factors are then summed and multiplied with the 
average valuation of the comparable companies. This produces a valuation for the 
company of interest.
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Value Driver Weight Venture Score Factor

Strength of Mgmt Team 30% 150%  0.45 

Size of Opportunity 25% 125%  0.31 

Product/Technology 15% 125%  0.19 

Competitive Environment 10% 75%  0.08 

Marketing/Sales Channels/
Partnerships

10% 100%  0.10 

Need for Additional Investment 5% 100%  0.05 

Other 5% 100%  0.05 

Total  1.23

Late-Stage Valuation 
9DOXLQJ�D�FRPSDQ\�SURYHV�HYHQ�PRUH�GHȴQLWLYH�ODWHU�RQ�LQ�D�FRPSDQ\ȇV�OLIHF\FOH��7KH�
previous valuation methods that we mentioned all had some qualitative, arbitrary 
PHWKRG�RI�FDOFXODWLRQ��GXH�WR�WKH�FRPSDQ\ȇV�ODFN�RI�ȴQDQFLDO�KLVWRU\��$V�FRPSDQLHV�
JURZ��WKH\�DUH�DEOH�WR�SURGXFH�D�UHFRUG�RI�WKHLU�SDVW�ȴQDQFLDO�SHUIRUPDQFH�DQG�
more accurate future projections. Investors therefore can analyze this history and 
the company’s revenue in order to generate more quantitatively based valuations. A 
VLPSOH�*RRJOH�VHDUFK�IRU�ȆGLVFRXQWHG�FDVK�ȵRZ��'&)�ȇ�ZLOO�SURGXFH�IRUPLGDEOH�PRGHOV�
that investors use to valuate these later stage companies.

As we mentioned in the introduction to this chapter, it is critical to understand a 
company’s valuation before choosing to invest. Knowing the various factors involved in 
calculating a valuation can lead to better, more responsible investment decisions.

Deal Terms
After a startup undergoes a proper valuation, deal terms must be negotiated and 
agreed upon in a document called a term sheet. The terms give the valuation of the 
startup and the amount that the platform or individual will invest in the startup. If 
there are co-investors, their names and investment amounts are also listed. The form 
of investment and potential returns (which will be discussed in more detail later) are 
negotiated and recorded in the deal terms. Finally, protective rights and preferences 
are enumerated and reserved. Below is a glossary of all of the important deal terms to 
know before choosing to invest. 

9DOXDWLRQ�RI�9HQWXUH� ����������

 
*Source: Bill Payne, Scorecard Valuation Methodology

http://billpayne.com/wp-content/uploads/2011/01/Scorecard-Valuation-Methodology-Jan111.pdf
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Dilution6 
As a company grows and develops, so does the relationship between the company 
and its investors. Companies often initiate other investing and fundraising campaigns. 
These rounds increase the size of the pie, and more investors get pieces.  If you invest 
�����������LQ�D������������FRPSDQ\��\RX�H΍HFWLYHO\�RZQ�����RI�WKH�FRPSDQ\��7RWDO�
investment / Post money valuation). If that company then enters another round of 
investment and you refrain from participating, your slice will get smaller if the round 
is successful. After this round, say the company accepts an additional $1,000,000 
of investment, making the post money valuation $3,000,000, because you have not 
invested any more money your percentage of the company decreases from 50% to 
33%.  This change in percentage is known as dilution. 

In itself, dilution does not change the overall value of your holdings. You merely 
own a smaller percentage of a more valuable company, but your net assets in the 
company are the same. But if you wish to keep ownership over the same percentage 
of a company over time, you must invest in subsequent rounds to avoid dilution. It is 
easier to maintain your percentage of ownership earlier, when each dollar is a larger 
percentage of a less ’valuable’ company. After all, a dollar invested today is generally 
worth more than one invested tomorrow.

Anti-Dilution Rights7 
Protective rights exist to shield early investors from dilution.  There exist two main 
varieties of anti-dilution rights.

Ratchet-Based Anti-Dilution
If a company issues new shares at a price lower than that initially paid by the 
protected investor, the price that the original investor paid in an earlier round will be 
reduced to a new price. These new shares are then issued to the protected investor 
as compensation.  

Weighted Average Anti-Dilution
Rather than fully reducing the original price per share (as in Ratchet-Based), an 
investor protected by weighted average anti-dilution rights will pay a price averaged 
between the original and the new price. The weighted average is “broad-based” in that 
it takes into account all options, warrants, and anything that could be converted into 
common shares and not only outstanding common shares themselves.

Bring-Along Rights8 
In addition to anti-dilution rights, there are many other types of rights often reserved 
in deal terms. Bring-along rights are granted to majority shareholders who collectively 
hope to sell their shares of a company. These rights force minority shareholders to 
agree to sell their shares along with the majority shareholders and on the same terms.

�   KWWS���EORJ�RXUFURZG�FRP�LQGH[�SKS������������FDVKLQJ�LQ�KRZ�WR�PDNH�PRQH\�LQYHVWLQJ�LQ�VWDUWXSV
�   OurCrowd�7HUP�6KHHW�'LFWLRQDU\
8   As above

http://blog.ourcrowd.com/index.php/2014/05/14/cashing-in-how-to-make-money-investing-in-startups
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F-3 Registration Rights
These rights allow companies to 
UHJLVWHU�VKDUHV�ZLWKRXW�ȴOLQJ�LQGLYLGXDO�
registration statements for each share 
and to complete this registration process 
prior to any sale of shares. This allows 
companies to raise large amounts of 
capital very quickly without concerning 
itself with registration and review by the 
securities regulatory body. 
Be advised that registration rights are 
often limited by lock-up provisions, where 
the investor is not permitted to sell his 
or her shares within a certain amount of 
time following an IPO.

Demand Registration Rights
These rights give investors the right 
to force a privately-held company to 
become publicly traded. 

Piggyback Registration Rights
When a company registers its shares, 
DQ\�LQYHVWRU�PD\�ȇSLJJ\EDFNȇ�R΍�WKLV�
registration by registering his own shares 
without having to use limited demand 
rights. 

Convertible Loans
With convertible loans, rather than 
purchasing shares, the investor’s 
investment works much like a loan with 
an agreed upon interest rate. In a future 
equity round, this loan, accounting 
for interest accrued, can convert into 
shares. This form of investment is often 
employed in early stage investments in 
order for companies to avoid declaring a 
set valuation. Convertible loans also may 
take the form of bridge loans serving to 
bridge the gap between two rounds of 
funding. 

Warrants
In the form of a contract, warrants are 
options sometimes given to shareholders 
to buy shares in a company at a later date 
at a pre-negotiated price. The individual 
in possession of the warrant generally 
maintains this option for an agreed upon 
time period. Regardless, warrants do not 
directly translate into equity unless they 
are excersized.

Preemptive Rights9 
Existing shareholders exercise their preemptive rights must be given the opportunity 
to maintain their percentage ownership interest in a company in the event of 
VXEVHTXHQW�URXQGV�RI�IXQGLQJ�ZKHUH�QHZ�VKDUHV�DUH�R΍HUHG�WR�D�WKLUG�SDUW\�

Registration Rights10 
Companies that are privately held do not need to register their shares until shares are 
R΍HUHG�SXEOLFO\��DQ�Ζ32���:KHQ�LQGLYLGXDOV�LQYHVW�LQ�VWDUWXSV��SUH�Ζ32���WKH�FRPSDQ\�LV�
still privately held, and therefore, the shares are not registered and not transferable. 
Registration rights give investors the right to compel a company to register the 
LQYHVWRUȇV�VKDUHV�VR�WKDW�WKH\�FDQ�EH�SXEOLFO\�R΍HUHG�DQG�WKHUHIRUH�WUDQVIHUUHG��

Alternative Forms of Investing11 
7KHUH�DUH�RWKHU�PHWKRGV�IRU�ȴQDQFLQJ�DQG�LQYHVWLQJ�LQ�FRPSDQLHV�EH\RQG�GLUHFWO\�
purchasing equity.   

9   OurCrowd�7HUP�6KHHW�'LFWLRQDU\
�� As above
11 As above
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3. BEST INVESTMENT PRACTICES 

There exist various strategies and approaches for investing in startups to hedge 
some of the risks and maximize potential returns. A 2007 study led by Dr. Robert 
Wiltbank and Dr. Warren Boeker indicated that 52% of all exits returned less than the 
original amount of capital invested by the angel.12  Yet, the true ’Cinderella stories’ do 
exist, and 7% of exits studied returned over ten times the initial investment amount, 
composing 75% of the total returns in the market. This study demonstrates the risky 
but rewarding nature of angel investment. Some of these strategies will be discussed 
here.

Source: TechCrunch

Industry Choice
First and foremost, an investor can actively choose the investment, the startup, its 
targeted market, and its industry. For instance, some industries just might not make 
good investments at certain times given the surrounding market conditions. Some 
industries are just hotter than others. One must take into account one’s view of 
society’s needs and direction prior to picking investments. Additional factors come 
into play in determining investment in a given industry, primarily the investor’s 
experience in that industry. If an investor is a doctor, he may possess certain insights 
about the medical world that prove valuable when investing.  He therefore may want 
to consider investing in medical technologies. The previously mentioned Wiltbank and 
Boeker study showed that higher investment multipliers and investment returns were 
connected to investors’ industry expertise.13  Therefore, expertise can increase returns 
over the long term. 

��  KWWS���VLWHV�NDX΍PDQ�RUJ�SGI�DQJHOBJURXSVB�������SGI� 
13  KWWS���VLWHV�NDX΍PDQ�RUJ�SGI�DQJHOBJURXSVB�������SGI

http://sites.kauffman.org/pdf/angel_groups_111207.pdf
http://techcrunch.com/2012/10/13/angel-investors-make-2-5x-returns-overall/
http://sites.kauffman.org/pdf/angel_groups_111207.pdf%20
http://sites.kauffman.org/pdf/angel_groups_111207.pdf
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(MZIVWMĖGEXMSR
Whatever an investor’s expertise, one should always diversify, in any investment 
asset class. It is unwise – detrimental, even – to bet on just one or two startup 
FRPSDQLHV��PRUH�RIWHQ�WKDQ�QRW��VWDUWXSV�UHWXUQ�OHVV�WKDQ�WKH�LQLWLDO�LQYHVWPHQW�
DPRXQW��ΖQ�RUGHU�WR�LPSURYH�WKH�RGGV�RI�ȴQGLQJ�D�ELOOLRQ�GROODU�ZLQQHU��LQYHVW�LQ�
more “competitors.” These winners, with their whopping returns, can more than 
compensate for the losers.  

'LYHUVLȴFDWLRQ�LQ�VWDUWXS�LQYHVWLQJ�LQFOXGHV�PDLQWDLQLQJ�D�SRUWIROLR�WKDW�HQFRPSDVVHV�
various startups in various industries with various business strategies. You should 
also diversify based on the age of a company, participating in some early-stage, 
some mid-stage, and some late-stage investments. Borrowing the numbers from the 
Wiltbank and Boeker study, only 48% of individual venture exits provided at least a 1X 
return, but 61% of investment portfolios had an overall multiple of at least 1X. Other 
industry experts have been quoted saying that 10 – 15 companies is the sweet spot 
for building a truly robust, diverse portfolio. 

Due Diligence
It’s a good idea to know what you invest in, that is to say – perform due diligence. 
Due diligence is the process of investigating a person or company prior to signing a 
FRQWUDFW���6SHQGLQJ�WLPH�RQ�GXH�GLOLJHQFH�SRVLWLYHO\�LQȵXHQFHV�LQYHVWPHQW�RXWFRPHV��
Wiltbank and Boeker found that the median of due diligence time spent by angel 
investors is twenty hours. While investors who reported spending less than the 
median of time on due diligence had an overall portfolio return of 1.1X, those who 
spent more than the median had an overall multiple of 5.9X . Time spent on due 
diligence appears to correlate with higher returns on investment.

Post-Investment Involvement
After making an investment, there are additional contributions that an investor may 
make in order to increase the likelihood of a higher return. Such forms of participation 
LQFOXGH��PHQWRULQJ�WKH�VWDUWXS��ȴQDQFLDOO\�PRQLWRULQJ�WKH�VWDUWXS��DQG�KHOSLQJ�
establish business relationships on behalf of your investment. For this reason, many 
investors attempt to secure a board seat. These representatives better allow the 
investors to maintain a degree of post-investment involvement. According to the data 
collected in the study, angels who interacted with the ventures only a few times a year 
experienced an overall multiple of only 1.3X in 3.6 years while those who interacted 
a couple of times per month achieved an overall multiple of 3.7X in four years. The 
TXDOLW\�RI�LQWHUDFWLRQV�DOVR�SURYH�LPSRUWDQW�EXW�DUH�PXFK�PRUH�GLɝFXOW�WR�DQDO\]H�
quantitatively.  

7KH�SUXGHQW�LQYHVWRU�VKRXOG�LQFRUSRUDWH�D�K\EULG�RI�WKHVH�GL΍HUHQW�LQYHVWPHQW�
strategies in order to increase the likelihood of a higher return on investment. As 
a general rule, investors should diversify, draw on previous experience, and do the 
legwork before and after investment to better ensure that a venture reaches its full 
potential.
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4. INVESTMENT VEHICLES 

7KHUH�H[LVW�PDQ\�GL΍HUHQW�SULYDWH�DVVHW�FODVVHV�WKURXJK�ZKLFK�WR�LQYHVW�LQ�SULYDWH�
VWDUWXS�FRPSDQLHV��7KHVH�YDULRXV�SODWIRUPV�RSHUDWH�WKURXJK�GL΍HUHQW�PHWKRGRORJLHV�
DQG�UHJXODWRU\�IUDPHZRUNV��DQG�WKH\�DOVR�JHQHUDOO\�WHQG�WR�ZRUN�ZLWK�GL΍HUHQW�WLPH�
IUDPHV��6RPH�DUH�IXQG�EDVHG��RWKHUV�DOORZ�WKH�LQYHVWRU�WR�EXLOG�KLV�RU�KHU�RZQ�
portfolio through single-company investments. Venture capital and private equity are 
two common fund-based venues for investing in private companies. Angel investing 
and crowdfunding are popular examples of fund based investment vehicles, which 
allow investors to build portfolios.

Venture Capital
Venture capital is one of the oldest and best-known methods of investment in early 
stage companies. Like in other startup investing platforms, venture capital involves 
VLJQLȴFDQW�ULVNV�EXW�DOVR�R΍HUV�SRWHQWLDOO\�DERYH�DYHUDJH�UHWXUQV�RQ�LQYHVWPHQW��
Funds like Sequoia Capital who invested in Whatsapp, Accel Partners who invested in 
Facebook (NASDAQ: FB) and Benchmark Capital, early investors in Twitter (NASDAQ: 
TWTR), all saw massive returns from their early stage, risky initial investments.

9HQWXUH�FDSLWDO�ȴUPV��9&V��JHQHUDOO\�LQYHVW�LQ�ODWHU�VWDJH�growth companies, often 
starting in B rounds where companies are just beginning to bring in revenue but not 
necessarily on a consistent basis. VCs assemble a portfolio from various ventures, 
or startups, usually raising funds from large institutions. VCs invest in very young 
companies and therefore adopt a “build-up” investment strategy. As quoted in Forbes 
magazine, Mark Kachur, former CEO of CUNO (which was acquired for over a billion 
GROODUV���RSLQHG��ȊLQ�YHQWXUH�FDSLWDO��\RX�VWDUW�ZLWK�SHRSOH��DQG�WKHQ�\RX�WU\�WR�ȴJXUH�
out what numbers you can make.”14  

Private Equity
While there are similarities to venture capital, private equity also displays somewhat 
distinct characteristics, particularly in mindset and investment approach. Instead of 
WDNLQJ�D�ȊEXLOG�XSȋ�DSSURDFK��SULYDWH�HTXLW\�ȴUPV�VHHN�WR�EXLOG�IURP�WKH�ȊWRS�GRZQ�ȋ�
restructuring what a company already has. VCs generally start with enthusiastic 
LQYHVWRUV�ZKLOH�SULYDWH�HTXLW\�ȴUPV�RIWHQ�EHJLQ�ZLWK�DQ�XQGHU�RSWLPL]HG�FRPSDQ\���

According to Victor Hwang of )RUEHV:

ΖQ�RWKHU�ZRUGV��SULYDWH�HTXLW\�LV�XVXDOO\�DERXW�WDNLQJ�DQ�
H[LVWLQJ�FRPSDQ\�ZLWK�H[LVWLQJ�SURGXFWV�DQG�H[LVWLQJ�FDVK�
ȵRZV��WKHQ�UHVWUXFWXULQJ�WKDW�FRPSDQ\�WR�RSWLPL]H�LWV�
ȴQDQFLDO�SHUIRUPDQFH���:KHQ�SULYDWH�HTXLW\�ZRUNV�ULJKW��LW�
FDQ�VDYH�SRRUO\�SHUIRUPLQJ�FRPSDQLHV�IURP�EDQNUXSWF\�
DQG�WXUQ�WKHP�LQWR�SURȴWDEOH�HQWHUSULVHV�15 

14��KWWS���ZZZ�IRUEHV�FRP�VLWHV�YLFWRUKZDQJ������������SUHVLGHQWLDO�GHEDWH�SULPHU�ZKDWV�WKH�GL΍HUHQFH�
EHWZHHQ�SULYDWH�HTXLW\�DQG�YHQWXUH�FDSLWDO�

��  As above
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According to the National Bureau of Economic Research, each dollar invested in a 
private equity fund returned on average 20% more than a dollar invested in the S&P 
500. Investing in later stage companies may require a higher entrance fee, but the risk 
at that stage is substantially less.

Angel Investing Networks
Angel investing networks serve to connect investors with startups, with a character 
UHPLQLVFHQW�RI�VRFLDO�PHGLD��WKH\�GR�QRW�JHQXLQHO\�VHUYH�DV�ȴQDQFLDO�LQWHUPHGLDULHV�
between investors and startups. These ventures are generally very early stage, often 
DURXQG�WKH�VHHG�VWDJH��ΖQ�VRPH�ZD\V��WKH�IRUPDW�RI�LQYHVWPHQW�WRWDOO\�GL΍HUV�IURP�
WKRVH�R΍HUHG�E\�9&V�DQG�SULYDWH�HTXLW\�ȴUPV��$QJHO�LQYHVWLQJ�QHWZRUNV�DOORZ�SRWHQWLDO�
LQYHVWRUV�WR�EURZVH�ORQJ�OLVWV�DQG�SURȴOHV�RI�VWDUWXS�FRPSDQLHV�UDWKHU�WKDQ�EX\LQJ�
a portion of a pre-organized fund. The most famous example would be AngelList, 
one of the largest online startup databases and syndicate networks. Compounding 
to the social media feel, these platforms allow investors to build networks with other 
LQYHVWRUV�LQ�RUGHU�WR�MRLQWO\�IXQG�VWDUWXS�YHQWXUHV��7KHUH�DUH�DOVR�D�IHZ�GL΍HUHQW�W\SHV�
of angel investing networks.

ΖQFXEDWRUV��LW�PLJKW�EH�VDLG��DFW�DV�DQJHO�LQYHVWPHQW�QHWZRUNV��ΖQFXEDWRUV�R΍HU�
startups workspace and materials in exchange for a share of the company. In this way, 
incubators act as a forum to connect startups with angels and funding. Y-Combinator, 
a Silicon Valley based incubator founded in 2005, took part in cultivating famous 
companies like Dropbox and Airbnb. 

Crowdfunding
Crowdfunding is an up-and-coming format for startup investment, allowing investors 
to build their own startup portfolios rather than buying into rigid funds.  Crowdfunding 
collectivizes the startup investing process, allowing many individuals to invest smaller 
DPRXQWV��IRUPLQJ�ZKDW�LV�NQRZQ�DV�WKH�ȊFURZG�ȋ�&URZGIXQGLQJ�SODWIRUPV�GL΍HU�IURP�
angel investor networks in that crowdfunding platforms themselves organize and 
assemble the crowd instead of individual angel investors.  Crowdfunding opens up 
VWDUWXS�LQYHVWPHQW�WR�PRUH�SHRSOH�DV�WKH�EX\�LQV�IRU�9&V�DQG�SULYDWH�HTXLW\�ȴUPV�DUH�
generally very large. There exist two main forms of crowdfunding: reward-based and 
equity-based.

Reward-Based Crowdfunding
Reward based crowdfunding is a cheap way for companies to test demand and 
EXLOG�EX]]�DURXQG�WKHLU�SURGXFWV��ΖQ�RUGHU�WR�DYRLG�VDFULȴFLQJ�HTXLW\�DQG�FRQWURO�
RI�D�FRPSDQ\��HQWUHSUHQHXUV�RIWHQ�SUH�VHOO�WKHLU�SURGXFW�RU�R΍HU�RWKHU�UHZDUGV�WR�
entice people to fund their companies and product development. This process often 
takes the form of reward-based crowdfunding when this exchange of rewards 
and funding generates a funding “crowd.” An excellent example of a reward-based 
crowdfunding platform is Kickstarter, where companies run all-or-nothing funding 
FDPSDLJQV�ZLWK�D�WDUJHW�DPRXQW�DQG�ȴQDO�GHDGOLQH��ΖQGLYLGXDOV�FDQ�FRQWULEXWH�WLQ\�
amounts of capital (generally a $1 minimum) to support the campaign. From the point 
of view of an investor, this sort of platform does not provide an outlet to achieve 
investment returns and make real money.

http://www.nber.org/digest/jul12/w17874.html
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Equity-Based Crowdfunding
(TXLW\�EDVHG�FURZGIXQGLQJ�LV�DQ�HQWLUHO\�GL΍HUHQW�DQLPDO��DQG�KHUH��UHDO�PRQH\�FDQ�
be made for investors and investment minimums are generally higher (but still much 
lower than in your typical VC). The investors fund startups and projects in return for 
equity rather than one-time rewards. Individual investors pledge various amounts 
of money to collectively reach a target goal to fund a company in return for equity 
that will hopefully be converted into publicly-traded stock in the event of an IPO. 
&URZGIXQGLQJ�JHQHUDOO\�ȴWV�LQ�HDUOLHU�WKDQ�9&�IXQGLQJ�LQ�D�FRPSDQ\ȇV�OLIH��/LNH�ZLWK�
VC, the risk is substantial, but there is potential for huge returns. At the same time, 
EHFDXVH�WKH�LQYHVWPHQW�LV�FRPSRVHG�RI�D�PXOWLWXGH�RI�LQYHVWRUV��WKH�FURZG�GL΍XVHV�
the risk across its many constituents rather than concentrating it in the hands of 
fewer, larger investors. 

There are a number of leading equity crowdfunding platforms in operation today 
WKDW�DOO�IRFXV�RQ�GL΍HUHQW�PDUNHWV�DQG�VHFWRUV��2XU&URZG�LV�WKH�OHDGLQJ�JOREDO��HTXLW\�
crowdfunding platform by dollars invested through the OurCrowd platform.  CircleUp 
is another equity crowdfunding platform that is focused on consumer companies in 
the United States. 

Accreditation
ΖQ�WKH�R΍HULQJ�RI�SULYDWH��XQUHJLVWHUHG�VKDUHV��WKHUH�DUH�VLJQLȴFDQW�UHJXODWLRQV�
LQYROYHG��ΖQYHVWPHQW�VHUYLFHV�SURYLGHUV��OLNH�9&V��SULYDWH�HTXLW\�ȴUPV��RU�HTXLW\�EDVHG�
crowdfunding platforms, must work through existing legal frameworks of investor 
protection. The most common exemption that allows individual investors to purchase 
unregistered shares is the accredited investor exemption. Criteria vary by country for 
accreditation, but the general idea is the same across the globe: Accredited investors 
are wealthier and more experienced with regard to capital markets. They are more 
TXDOLȴHG�WR�XQGHUVWDQG�WKH�ULVNV�RI�WKHLU�LQYHVWPHQWV�DQG�WR�EH�DEOH�WR�WDNH�WKH�KLW�LI�
the investment collapses. So, to invest in startups, most often investors are required 
to be accredited in order to participate.

OurCrowd
2XU&URZG is a unique hybrid of the venture capital and equity crowdfunding models. 
OurCrowd may draw on a larger pool of investors in that its minimum investment 
amount is smaller than that of most VCs, existing somewhere between a true 
crowdfunding platform and true VC. OurCrowd operates like an equity crowdfunding 
platform by providing investors with vetted, individual startup companies in which 
to invest. OurCrowd conducts due diligence on the companies that appear on the 
website, so investors have the ability to build their own portfolio from OurCrowd’s 
thoroughly researched portfolio companies. OurCrowd invests in a diverse group 
of startups in various rounds of funding, generally in slightly later rounds than 
many crowdfunding platforms. To date, OurCrowd and it’s community of over 6,000 
investors from 30 countries have invested $100M in 56 startup companies. ReWalk 
5RERWLFV��1$6'$4��5:/.���DQ�2XU&URZG�SRUWIROLR�FRPSDQ\�UHFHQWO\�ȵRDWHG�LWȇV�VKDUHV�
RQ�WKH�1$6'$4��PDUNLQJ�WKH�ȴUVW�Ζ32�RI�DQ�HTXLW\�FURZGIXQGLQJ�EDFNHG�FRPSDQ\�
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5. RETURNS 

5HJDUGOHVV�RI�WKH�SODWIRUP��VWDUWXS�LQYHVWPHQWV�R΍HU�YDULRXV�W\SHV�RI�UHWXUQV�
dependent on the company’s performance and its potential to exit. There are 
many ways to exit the business, some positive and success-driven, others negative 
and failure-driven. Such exits include: M&As, IPOs, soft landings, and dissolutions. 
Sometimes companies also pay dividends, another immediate form of return on 
investment.  

M&A
Mergers and acquisitions, or M&As, are a common exit strategy, particularly 
among Israeli startups. These events occur when small companies get bought-out by 
larger ones. Take Whatsapp for example. Facebook purchased the popular mobile 
messaging platform for $19 billion dollars in 2014.16  Sequoia Capital, the lone venture 
capital investor in Whatsapp, invested $60 million over the course of three investment 
rounds. Their return from the Facebook acquisition was a humble $3.5 billion, a near 
50X return on their initial investment.

As a startup begins to pick up momentum, gain share in the market, and bring in 
VLJQLȴFDQW�UHYHQXH��RWKHU��ODUJHU�FRPSDQLHV�RIWHQ�ORRN�LQ�DW�WKH�VWDUWXSȇV�VXFFHVV�DQG��
much like investors, want a part of it.  

The way to get this portion of a startup’s success, its product, and market traction is 
through an M&A transaction. The larger company buys the startup.  In general, the 
purchasing money is then divvied up pro-rata between everyone who owns a part 
of the acquired company, or shareholders. In this sort of exit, the acquired company 
often receives some of the money directly in cash and sometimes indirectly in the 
form of stock of the buying company. Notably, the cash is not generally transferred all 
DW�RQFH�RU�LPPHGLDWHO\��JHQHUDOO\�WKHUH�LV�DQ�DJUHHG�XSRQ�WLPHIUDPH�IRU�SD\PHQWV�LQ�
multiple installations.     

IPO
News of companies going public, or undergoing an IPO, an LQLWLDO�SXEOLF�R΍HULQJ, is 
IDLUO\�FRPPRQ��:KHQ�D�VWDUWXS�JURZV�ODUJH�HQRXJK�DQG�KDV�VLJQLȴFDQW�UHYHQXH��LW�PD\�
seek an IPO. The company must register its shares on the public market so that its 
equity can be traded publicly. This public trading then frees up earlier investors to sell 
their stock, ideally for much more money than their original purchase price.  

$Q�Ζ32�PXVW�EH�SURSHUO\�WLPHG��7KHUH�PXVW�EH�D�SXEOLF�GHPDQG�IRU�WKDW�VSHFLȴF�
company’s equity, so that stock is sopped up quickly by the public in a manner 
FRQVLVWHQW�ZLWK�WKH�FRPSDQ\ȇV�ȴQDO�YDOXDWLRQ��ΖQ�UHDOLW\��Ζ32V�DUH�VLPSO\�D�OLTXLGDWLRQ�
event. Earlier in the company’s lifecycle, an angel can’t really get cash back on his 
RULJLQDO�LQYHVWPHQW��$IWHU�DQ�Ζ32��KH�FDQȃRU��DW�OHDVW��HYHQWXDOO\��PRVW�FRPSDQLHV�
have a lockup provision, preventing investors from immediately dumping shares after 
an IPO, which would cause a liquidity crunch. Generally, investors are required to wait 
before they are permitted to sell their shares post-IPO.  

��  KWWS���ZZZ�EORRPEHUJ�FRP�QHZV������������IDFHERRN�YDOXHV�ZKDWVDSS�OLNH�PLUDFOH�GUXJ�UHDO�P�D�KWPO

http://www.bloomberg.com/news/2014-02-20/facebook-values-whatsapp-like-miracle-drug-real-m-a.html
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Soft Landings
Soft landings are exit opportunities for companies to avoid falling out of the market. 
These exits do not confer large returns upon investors. Then again, these are not 
“crash” landings. Soft landings often allow investors to get at least a portion of their 
money back, allow team members to remain employed, and save founders from a 
slew of bad press. One type of soft landing is an acqui-hiring, a fairly recent concept. 
An acqui-hiring occurs when a larger, more successful company acquires a smaller 
company not for its product or ideas but for its skilled employees. The startup’s asset 
is seen to be its team members, so companies acquire the startup and let it sputter 
out of gas leaving only its skilled workers. While soft landings save startups from much 
ZRUVH��PRUH�GUDPDWLF�IDWHV��WKH\�GR�QRW�UHDOO\�R΍HU�PXFK�RI�D�UHWXUQ�WR�LQYHVWRUV��ZKR�
generally receive only a fraction or small return on their investment.

Dividends
Dividends are set payments issued by a company to its shareholders. Companies 
might distribute dividends for a number of reasons. When investors in the stock 
market seek to make money, they often buy dividend-bearing stock to get near-
immediate income, often at the expense of long-term growth and added value.  

*HQHUDOO\��LI�D�FRPSDQ\�LV�SHUIRUPLQJ�H[WUHPHO\�ZHOO�DQG�UHHOLQJ�LQ�ODUJH�SURȴWV��WKDW�
FRPSDQ\�PD\�UHGLVWULEXWH�WKRVH�SURȴWV�GLUHFWO\�WR�LQYHVWRUV�LQ�WKH�IRUPV�RI�GLYLGHQGV�
rather than reinvesting excess cash to further grow the company. 

Liquidation Preference
Liquidation Preferences refer to the process in which investors see a return on 
their initial investment. The operation and sequence of distribution during liquidity 
events depend on two major factors. First, returns are proportional to investment. 
Obviously, the number of shares one owns in a company determines the amount that 
WKH�LQYHVWRU�UHFHLYHV�LQ�D�OLTXLGLW\�HYHQW��:KLOH�WKLV�ȴUVW�SULQFLSOH�LV�ERWK�VLPSOH�DQG�
intuitive, liquidation preferences establish a certain hierarchy of distribution proving a 
ELW�PRUH�FRPSOH[�WKDQ�SURSRUWLRQDO�UHWXUQV��7KHUH�DUH�GL΍HUHQW�W\SHV�RI�LQYHVWPHQWV�
DQG�GL΍HUHQW�W\SHV�RI�VKDUHV��$�GLVWLQFWLRQ�H[LVWV�EHWZHHQ�RUGLQDU\�DQG�SUHIHUUHG�
VKDUHV�DV�ZHOO�DV�EHWZHHQ�GL΍HUHQW�FODVVHV�RI�VKDUHV��)RU�LQVWDQFH��DQ�LQYHVWRU�ZKR�
purchases preferred shares in the A round owns what are called Preferred A Shares. 
Preferred shareholders are entitled to their corresponding percentage of dividends 
before ordinary shareholders receive anything. Furthermore, investors owning higher 
FODVVHV�RI�VKDUHV�UHFHLYH�WKHLU�FKHFN�EHIRUH�WKRVH�ZLWK�ORZHU�FODVVHV��IRU�LQVWDQFH��&�
receives before A. In addition, there are also distinctions between shareholders and 
other forms of investors, like debt holders. Liquidation preferences determine the 
order in which investors are returned their capital.
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The startup investment landscape is currently undergoing a renaissance. Individual 
investors now have unprecedented access to top startup investment opportunities 
that were once only available to a select group of investors. There are many 
GL΍HUHQW�SODWIRUPV��VWUDWHJLHV�DQG�IRUPV�RI�UHWXUQV�WKDW�DOO�PXVW�EH�UHVHDUFKHG�DQG�
XQGHUVWRRG�EHIRUH�GHFLGLQJ�WR�LQYHVW��7KH�ULVNV�DUH�KLJK��WKH�UHZDUGV��HQWLFLQJ��7R�
navigate this investment terrain, investors should be willing to diversify their portfolio, 
to hedge their bets, and also do the leg work of due diligence and market research. 

OurCrowd is the leading, global equity crowdfunding platform. Our team handpicks 
top startups for investment, which are diverse across industry and age, appropriately 
managing the risk involved in startup investing. Before selecting the companies for 
investment, we carry out the market research, and complete the intense process 
of due diligence, which is eventually made available to our community of individual 
investors. To date, OurCrowd and our network of over 6,500 investors have invested 
$100M in 56 portfolio companies. At OurCrowd, we strive to incorporate the various 
strategies supported by the proven successes of the past. OurCrowd embodies the 
SURIHVVLRQDOLVP�DQG�GLOLJHQFH�RI�PRVW�9&V��DORQJ�ZLWK�WKH�ȵH[LELOLW\�DQG�VHQVH�RI�
community of an equity crowdfunding platform.

Investing in startups is inspiring, energizing, and, when done right, rewarding. Newly 
equipped with this information about startup investing, pursue your own chance to 
share in a Cinderella’s success.   

Visit www.ourcrowd.com to join our investment community and start to see all of our 
GHDO�ȵRZ�

CONCLUSION

http://www.ourcrowd.com

