
Choosing the Right Investors 

To self-fund or to take money from outside investors is an important question that all 
entrepreneurs need to answer.  When to ask for money is also a key decision that can either 
provide you with the funds with minimal strings attached or have you giving away the majority 
of ownership to the investors.  In an ideal situation, I would not ask for funding from investors, I 
would take on board members specifically for their knowledge and social capital but for many 
entrepreneurs this is not an option.  The answer to most startup’s financial situation is to ask for 
investors and the majority of investors derive from three groups: friends and family, angel 
investors, and venture capitalist (VC) (Wasserman, 2012).  Picking the right investor can make 
or break your company because it is not just about the money; it is never just about the money.  
In essence, investors can become partners and board members, which both have an enormous 
amount of influence in the direction of the startup.   

Even though the amount of financial capital you have is not an ends all indicator of success it 
still is one of the key factors of sustainability.  A startup with a small cash cushion is more 
vulnerable to liquidity problems and more likely to disband.  For entrepreneurs time is money 
and money can buy time.  Professor Bill Sahlman points out, in startups, money buys time: time 
to experiment, to collect and evaluate data about what worked and what did not, and to adjust the 
strategy and operations based on what was learned (Wasserman, 2012).  In the Navy, they preach 
Operational Risk Management (ORM), which essentially tells us to minimize risk and only take 
risks if it cannot be helped or when the benefits significantly outweigh the risk.  Choosing the 
right investor you should use ORM to determine how must risk you want to take up 
understanding the possible negative outcome associated with the various types of investors.   

Most entrepreneurs do not have access to angel investors or VCs to raise money; however, I 
guarantee that they have a pool of friends and family that they can tap into when considering 
initial investors.  There are unique implications and risk that come into play when taking money 
from friends and family.  Taking money from friends and family can put relationships at risk.  
Money from this group can lead to the loss of the business and the loss of your family and 
friends along the way (Wasserman, 2012).  Usually, these friends and family investors cannot 
provide you with the social capital or business acumen that angel investors and VCs can provide.  

Angel investors can be the perfect medium for startups, not as intimidating and needy as the VC 
and more established and have more social and financial capital than friends and family.  Angel 
investors can also be a mentor that has that knowledge that can help a startup breakout to the 
next level, they can also provide that credibility that friends and family lack.  Some noteworthy 
Angle investors include Microsoft co-founder Paul Allen and Dallas Mavericks owner Mark 
Cuban.  Angel investors provide roughly $25 billion to new ventures each year (Ibrahim, 2008).  
One advantage of angel investors is the diversity of industries in which they invest.   

Venture capitalist more than any other type of investor examined so far, are motivated to 
prioritize financial gains and take any actions they believe will increase their returns.  VCs take a 
more formal role and offer benefits such as connections to professional managers.  VCs can 



provide founders with more financial capital, social capital, and human capital than typical 
investors but do the benefits outweigh losing control of you company?  Two major rights 
affected by ownership in a startup: economic rights and control rights.  By selling equity stakes 
to VCs, founders give up some of both (Wasserman, 2012).  For entrepreneurs, three key 
implications associated with VCs are: (1) because venture capitalists can add value beyond the 
money supplied, choosing the right one at the outset is very important; (2) once in, it is important 
to keep communication channels open; and (3) high innovation ventures benefit most from 
venture capitalist involvement (Sapienza, 1992) 

The three type of investors described is by no means the only investors available for 
entrepreneurs.  All investors have benefits and risks associated with them and picking the right 
investor can be the reason that your company fails or triumphs.  Whenever I am ready to solicit 
investors, I will make sure that I have all the information that the investor will need to make an 
informed decision about the potential of my startup.  I will not want to utilize VCs early on 
because of the speed of growth that comes into place with the amount of money provided.  I 
want my company to maintain that craft, neighborhood feel, but you never know because money 
talks. 
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