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STARTUPS 101

fhe edrly stage innovation landscape

3 DECEMBER 2012

AILA InfoNet Doc.

No. 13020145. (Posted 2/1/13)




 The History & Anatomy of a Startup

@) US. Citizenshi
N and Immigratlon
N Services

3 DECEMBER 2012

AILA InfoNet Doc. No. 13020145. (Posted 2/1/13)




SOME HISTORY - SOME STATIICS
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Impact of Immigront-Funded Public Companies

» ver the past 15 years, mmigrants have founded or
- co-founded 40 percent of US. venture-backed,

pubhcly “raded technology companies

|
) Current market capitalization of publicly-raded \ |
|mm|gr0n’r founded or co-founded venfure-oacked
technology companies in the U.S. exceeds $500
billion | \
Immigrant-founded or co-founded, venture- \
backed, public technology companies today

employ an estimated 220,000 people in the U.S. and \
over 400,000 people globally |

3 DECEMBER 2012
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Who Are These Publicly-Traded Companies?

SUN
MICROSYSTEMS

INTEL GOOGLE YAHOO eBAY

Andy Grove SergeyBrin  VinodKhosla  JerryYang  Pierre Omidyar

Hungary Russia India - Taiwan France/Iran
100,100 33,077 38,000 12,000 27,700
Employees Employees Employees Employees Employees

| (at its peak)

DeEuBERATIE DRAET = N0 NOT DISCI OSF
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Impact of Startups on the U, Economy

Startups Create MostNewNetjobsin \
the United States
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Net Job Change - Startups
I Net Job Change - Existing Firms

"When it comes to U.S. job growth, startup companies aren't
everything. They're the only thing." - Kaufiman Foundation

Source; http://www.kauffman.org/uploadedFiles/firm_fo'rmation’_importance of_startups.pdf
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 Immigrant-Funded Startups

\

NATIONAL
VENTURE CAPITAL
ASSOCIATION

Fundfng Akection, Ervpowering enLemienss

) Amost half of the fop venture capifal backed

U.3. companies have atf least one Immigrant
founder or co-founder ” '

)37 of the top 50 venture capital backed
“companies employed atleast one immigrantin
a key management position such as chief
- technology officer '

3 DECEMBER 2012 and Immigration
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KAUFFMAN

The Foundation of Entrepreneurship

N

- 1By 2005, the surviving companies had totol
employment of 2,412,410 — or about 78

percent of the jobs that existed when these
companies were formed

) By 25 years after co’mponie‘s’ start, the
‘employment numbers appear to level off of
around 68 percent of their inifial values

Source: http://www.kauffman.org/uploadedFiles/ﬂrm_formation_importance_of_stértups.pdf

)

110 2000, sortups created 3099,639 jobs

Startups Create Lasting Jobs

3 DECEMBER 2012




Why the United States?

"Once you're in America, the environment
parficularly with the venture capital community
and network that exists in Siicon Valey,
encourages ambitious people.”

"I's afilter system: First, ambitious peaple come.
second, an environment for growth exisfs that
encourages and accelerates ambifion, which
doesn't existin other parts of the worlg”

- U K-bom Ronnie Vasishta
- CEQof eAdIC

@) US.Citizenshi
N,/ and Immigration
e Services
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The Problem

Current lows and regulations were
wiitten in the 505, updated in the 90s

Designed to adldress
brick-ond-mortar
DUsInesses:

* The concept of amodem fechhology stariup
dloes not fit neatly within exisfing regs

US.Citenship

DELIBERATIVE DRAFT ~ Do NOT Discl ogF
and Immigration
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The Problem

N

\ .

\

\
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|

1
w |
A “Brain Drain” by Implication 1

"Its @ gamble whether on entrepreneur should
stay or leave right now, and that's not how the
immigration system should work."

- Mark Heesen, President
National Venture Capital Association

12




Why and How Is this Happening ¢

GOING LOCAL, GOING GLOBAL
WEB GETS BIGGER 3 WORLD GETS MALLER

\ US, Citizensh
4./ and Immigration
J Services
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THE TEAM
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 Technology Stortups of Today

Where Do Founders Come From? No One Path!

) "Smart ids" - may have been coding for many
years with no college or university degree

) Colleges and universities |
) Post-graduate researchers and scientists
) Employees from other startups ,
) Enfrepreneur-in-Residence (ER) progroms
) Repeat enfrepreneurs
~» Incubator programs |
) Meet-ups, hack-o-thons, start-up events
) Imports”

@7 US. Citizenshi

3,/ and Immigration

QELIBFRATIVE DRART = DoNoT-DiserasE—
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Technology Startups of Today

Founders and What They Do

) Stress

) Dream big

) Build their feam

) Empty bank account

) Take family and friends on g
- 1oller-coaster ride

) Build inifial product/profotype
) Get feedback and iterate

m
3 DECEMBER 2012
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Technology Startups of Today

Technical Founders

) Write code

) Testinfiostucture

) Research and development
) Write grants and proposals

) Source suppliers

) Recruit/hire

Q) Us ity
S and Immigration

DerBertTivEDRAF—DONOTDISLOsE
3 DECEMBER 2012 e,
| N Services

AILA InfoNet Doc. No. 13020145. (Posted 2/1/13)




Technology Startups of Today

Non-Technical Founders

) Sales
) Business development
) Design user inferfoce user experience
- IRaise capital (9
-~ IRegulatory stuff (FDA, efc

) Write marketing materials and social
medio

I Recruit/Hire

, BeceeReE BT =Bo o DSCITRE @) U Cstip
3 DECEMBER 2012

aw and Immigration
& Services
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v Technology Startups of Today

Chonges inthe workplace \
lor ... workspace)

\

‘

a0 US.Citizenshlp
NS, and Immigration
gy Services _
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\
\
\
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Technology Startups of Today
B o

Early-Stage Startups May Have
No Centralized Workplace

|
\ ) Low costis key fo getting up and running

) Technology to connect feams over vast
distances is widely available, and cheap

- ) Eary stoge investors are cool with this, ond,
~infact, prefer the cost savings of thiskind of
arrangement early on a \ |

) . \
i N X )
' e

' = ISCLOSE
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lechnology Startups of Today

Many Startups Work in
Collocated Workspaces

) Single-address workspace for several or
more starups

) Provides Intemet connection, wii, snacks,
- and “community” at o very low cost

) Many co-working spaces are locoted neqr
 Investors, which gives them a place to meet

DELIBER = “ \ US, Citizenshi
3 DECEMBER 2012 |

\Y4g, and Immigration
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Technology Startups of Today

[}

Co-Working Spaces Are the Startup Offices of Today!

| ‘ SOFTLAYER INTREPID CAMBRIDGE DUMBO
CATALYST LABS INNOVATION ~ GEEKDOM  STARTUP
' WORKSPACE CENTERS LAB

Source: SoftLayer Technologies, Inc.

3 DECEMBER 2012
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Why We're Here Today

Bottom Line: What it takes to create,

grow, and maintain a viable technology
company hos forever Changed the
business londscape ...

.. and entrepreneurs from all over the

world want fo start their companies inthe
United States,

| DL peeave DRAET = DO NOT DieLoge U3, Ctzenship
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\ Business Structures & Fundamentals
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Disclaimer

The orief explonations following regaring
different types of business structures are
working definifions and general-overview
descriptions only, and NOT formal, fextoaok
definifions or comprehensive descripfions.

.,(«::.,m and Immigration
& Services
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) Business Structures
) Sole Proprietorship
» General Partnership
» C Corporation
3 Corporation |
»Limited Liobity Company (LLC)
| — QEHBEWWM @) US Cizeshp
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Business Structures

»Sole Proprietorship: s on unincomorated
business owned by a single person.

- »General Partnership: s when two or more
people join fo carmy on a trade or busness.

|
L

e d

@) US.Citizensh
N&d) and Immigration
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Business Structures

|

\ » C Corporation - Is o business entity owned by

~ shareholders (e.g. individuals, usts, estates,

\ other business entities, etc.| who exchange
either money, property, or both for the
corporation’s capital stock. The corporation,

‘notits shareholders, s legally fiable for the

actions of the corporafion.

»§ Corporation- s corpora lonwhose
\ shareholders and board of directors elect to
| \ 00ss Its corporate income, losses, deductions,
‘ \ and credits through to their shareholders for
L state and federal tox purposes.

|

|

\
\
a
j

DELIBFRATIVE DRAET = DoNoT-Bisetase—
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Business Structures

»Limited Liability Company (llC) -I5 essentially
a hybrid between a corporation and a
partnership., ‘

»An LLC is similor to a corporation in that i
- provides its members and managers with

ihe protection of imited personal liabilty ‘
for the debts and actions of the business.

» AnLLCis also similar to o partnership,
because an LLC provides members with
direct confrol over the business, thus giving
ihe members management flexioiity

| DELIRFRATIVE DRART = Do NoT-Diserase— 0/ US. Citzenship
3 DECEMBER 2012 _ N2 and Immigraton

R Services

ted 2/1/13)
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Business Structures

» Startups tend fo choose one of fhese business
sfructures:

» C Corporation
»§ Corporatfion
»Limited Liabilty Company | LLC]

DW
3 DECEMBER 2012
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Founaers

» The founders determing the business structure
and become the directors, officers and

original shareholders of the corporate
structure.

@7 US.Citizenshi
Vg and Immigration
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Corporate Players

» Shareholders: own shares (or ownership

inferests) inthe corporation. They hcve
ights fo do the folowing: -

»Elect and remove directors

» Amend arficles of incor pore ration ond
Dy-lows

\ » Approve the sale of corporate asses '

» Approve mergers, acquisitions, and
\ reorganizations

\

- Dissolve the corporation

|
he \

|

3 DECEMBER 2012
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Corporate Players

» Directors - set the policy, direction ang
financial decisions for the corporation,
including the following;

» Elect corporate officers ‘
~ »Authorize the issuance of stocks

»Make financiol decisions regarding;
» Use of loans (gither fo or from The
corporation)
»Real estate (mortgage, sel or lease of)

» Decides salory amounts for officers ond
key employees |

X8 US.Citizenshi
N3] and Immigration
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Corporo’re Players

\
N
-

» Officers - responsible for the management of
the corporation. Most states require, af
minimum, @ president, secretary, and a
treasurer, Depending on the size of the

corporation, all officers can be the same
DErson. '

» President - responsible for management
decisions |

) Secretory responsiole for corporate records
» Treasurer - responsile for corporate finances

1

|

3 DECEMBER 2012 and Immigration
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- Forms of Equity (Ownership)

\

» Founders Stock - Term that refers o stock \
issued at the fime of the company formation. |
Offen subject o vesting restrictions or
repurchase agreements \

» Common Stock - Typical form of ownership; \
~called common fo distinguish it from |
preferred stock, \

|

- » Preferred Stock - Stock with liquidation
- preferences or other rights over common \
stock. Typically issued fo investors,

4
(@7 US.Citizenship
N d Immigration
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Forms of Equity (Ownership) - cont'

\
\ |

\

\
|

BeuseRATVEDRAFT=DoNOTDisCLosE
3 DECEMBER 2012

\}

|
» Options & Warrants - A right 1o purchase stock
In the future af a specified price {'strike price’|
and may be subject o conditions (vesting).
Options are typically granted to employees \
and warrants are fypicolly used in flndncmg o
other partnerships. Options are a significant \
form of compensation in startups - Used 0 \
close the gap between market salaries and for

employee retention. .

» Restricted Stock - Can be any form of stock \

and refers 10 stock subject to certain condl’nons
ihat must be met fo be transferrable or nof
subject fo repurchase.

e
avo
= G

37




Vesfing and Diution

VESTING

» Starfup employees usually do
not get their stock upfront

» The stockis eamed ['vested”)
over fime

» "Cliff Vesfing" means you do
not begin vesfing unfil o
certain period of fime

» Exercising options refers to

converfing (by purchasing)
vested optionsinfo stock,

Exa:;mp;lﬁe--'r"Efmplqyeg,A.;isg’,jrant,e,d;i=1"tOOO{;-;.;

DILUTION

» Occurs when additionl
sharesissued orsfock
EXEICISES Or conversions occur
(.., opions vested and

-~ exercised|)

» The Increase in shares
oufstanding reduces the

ownership % of current
shareholders

» Fully diluted refers to
ownership if all outstanding
forms of possible shares are
convertedy, exercised, or
vested

AILA InfoNet Doc. No. 13020145. (Posted 2/1/13)
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Fquity Documentafion

» Capitalization (Cap) Table - Lists whoowns
\ - what equity in a startup. Usually presented in
table or spreadsheet format, Most common

way for startups o communicate ownership. |

~ »$tock Ledger - Record of sfock fransactions for
\ a company.

\ » Stock Cerfficates - Document cerifying

~ ownership-of certain number of sharesinthe
\ - startup. Stock certificates are often held by

~ corporate counsel and only distributed if
\ requested!.

Lw _ |
q A
NG Ui LILIZEDS
NSO 0
‘J}\,(w‘/( i

3 DECEMBER 2012
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Fquity Documenteﬂon '

\

» Stock Purchase Agreement Documents 1
terms of the purchase and sale of Tock na
company fo investors,

¢

\
» Statutory Stock Option PIons&Granis- \
Opfions are issued under a shareholder |
approved plan outlining the genercl terms.
Nofifications of grants are given fo the
employee that specifies the number of
options and terms of the option grant,

3 DECEMBE R2012

ted 2/1/13)
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' ther Documentation

» Term Sheet

» A statement of intent to close aninvestment
or loan transaction

»3ummary of economic and confrolterms
» Usually includes summary capitalization table

» Voting Agreement - Qutlines hoard

composition and how major corporate events
will be voted on

» Investor Rights Agreement - Incluges fights
- Investors will get associated with the investment

DeciBERaTHEBRAFF—DoNoT Brserose——
3 DECEMBER 2012 A |
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INCOME STATEMENT

» Sometimes called a Profit and
Loss Stafement {or “P8L"|

» Reports a company's income
[revenue), expenses, and profi
[loss) over a period of fime

~» Income - A company's revenue or

sales {how much customers paid
them)

» Cost of Goods Sold (COGS) - The
costs that go directly info creating
the products or delivering the

services the company sell | |
» Expenses - Al other expenditures in Interest Expense § 557396
operating the business Earnings Before Taxes  $(104,095.39)
» Jtartups often operate of g loss - ;
forlong periods of fime
| Net ncome $(104095.39)
3DECEMBER2012. W mﬁ‘ U.S‘Cimemmp‘

FInanciols
INCOME STATEMENT
| 01
Total Revenue §331,500.00
Total COGS § 115,050.00
Gross Profit §216,450.00
Salaries & Wages §98,400.00
Fixed Operating Expenses  $ 210,000,00
Depreciation § 657143 |
Operating Expenses § 31497143

Opérating Income § (98,521.43)

¢y and Immigrat
\V Services
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Financials

BALANCE SHEET

» Shows the value of assets,

labilities, and equity ot a e o0
' vk Al Cash §225,00000 $ (98.96)
CenGln pOlm In hme Accounts Recievable § - 5 9775000

» Assets - things of volue that can — |CurrentAsets
generate cash flow (e.g, cash,

. - Fixed Assets S § 4000000
OC,CO,UMS ‘eceivables lnvemory’ less: Accumulated Depreciation  § - § (6,571.43)
ulldings, patents NtFiedhsets S 6 By

» Lidbilties - debts or obligations
[e:g. accounts payables,lons, ~ |TolAses
- accrued expenses|

» Equity-moneyinvestedinthe  |Loan1
business (e.g., stock, refained~~ {Loen2

BALANCE SHEET

Accounts Payable S-S 3950

§2500000 § 9766104

§205,00000 § 131,079.61

§ 7500000 § 56,250.00
§ 2500000 § 20,000.00

. Loan3 § -5

earmings) TotaLabliis S0000000$ 11017500
» Assets = Liabilities + |
, Investor1 - §100,00000 $ 100,000.00
Shareholder Equity OwnersExuty § 3500000 § 2500000
| |Retained Earnings § - 5(10409539)
TotalEquity S12500000 § 2090461
Total Liabllties & Equity 522500000 § 131,079561
DELIRFRATIVE DRAET = DO.NOT DistL06E—
3 DECEMBER 2012 |
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Financials
|
|

| |
CASH FLOW STATEMENT |
» Summarizes cosh in ond cosh |
out of a company used in
operation, investment, and
financing activifies over g
Petlodof hmg CASH FLOW STATEMENT
» Shows the timing of the cash 01
- flow - which may be different Neteome 3(104,095.39)
ihan when the expense s |Pepecktor 8 61
, : T Temem‘) Increase in Working Capital § (63,825.00)
ncurred income sfa Cash From Operations §(161,348.99

» Startups use cash flow
siatements fo determine their | Captal Expendiures § (4000000)

| bumrate” (need formongy) Increase / (Decrease)inLoans ~~ $ (23,750.0)

{Increase / (Decrease)inEquity ~ §

Cash from Financing - $ (23,750.00)
Changen Cash §(225,098.96) }
“ DETBERATIVE BtAFF—B6 NoFDieL065— @) US Czasip
3 DECEMBER 2012 hﬁ and Immigration
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-
The Stages of a Starfyp
‘ —
3 DECENEER 2012 DECTBERATIVE DRAFT="BroNoT-Biserose- Q“{mﬁmmwp
NSA and Immigration

W Services

AILA InfoNet Doc. No. 13020145. (Posted 2/1/13)




Startup Launch Cost . .. Then and Now

Costs To Launch an Internet Tech Startup Company

$5m k

Qpen source +
Horizontal Scaling

Cloud+

Companies

_

WS DevelopensStart

|

|

DELBERATIVE DRATT = DONOT DISCLOSE
3DECEMBER2012 '
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artup Launch Cost . .. Then and Now

1

DEBERAFYEBRAFF—DO NOT BSOS @y Us Citizenship
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) Product >Expansion> Maturity> ‘

- Product Validation; First ~6-12 months | \

) Discovery - what do people want? | \

) Founding team is formed: Hacker, Hustler, Designer
) Create o business plan |

) *Minimum Viable Product” is created &launched
) Determining business structure | |

) Validation - small but meaningful raction

) Refing core product features & identity important
onalytics/mefics

) First hires: often more engineers/developers

\ ) Resulls - sunvival of the fittest

) Failures are often absorbed by other startups
) Winners move on to market validation . ..

-

L

DEHBERATHE-DRAR~-DO-NOT-DISCLOSE—
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Concept >Pro Expansion> Maturity> »

o ( o
Market Validation: Next ~6-12 months - |

~ nDiscovery -how big is the markete
\ ) Test markefing chonnels + cost

\ ) Test revenue generation, find customer segments \
\ ) Validotion - “Many people use it and they pay’

C )Resufs-suvivalof the fittest o l.
|

) Failures ore often dbsorbed by other startups
) Winners move to the next stoge: growth . . | \

L

3 DECEMBER 2012
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Concept > Prototype>

Revenue Validation + Growth: Next ~12-24 monihs

) Push fo pul: Product development follows
demand

' Make Money (or Go Big)
) "We can make (allof of money!"
) Lorge number of hires; 100s=1 0005

) Profitable/Sustainable + Bit Options
) PO and/or much more growth (reqt hiing|

) Closing the loop: early employees now funding
the next wave of starups

D&mﬁwﬁﬁﬁcﬁmosg—
3 DECEMBER 2012
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Storfup Evidence

w 5

» The further along a startup is, the more \
gvidence wil exist '

~ »Forearystage startups you might look for: '
» Articles of Incorporation & Bylaws
| Federol Employer Identification Number [or Tox D)
» Bank account
\ » People working on it fullfime i
\ » Web sife , | \

» Product development activity

\ » Funding
» Expenses (vendor contracts or payments)
» Customer confracts or payments

» Patent fiings (early stage, usually provisional
application) |

L |

' ) ,
3DECEMBER2012 A%, and lmmigration

5 Services
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Business Plans

Most will have: Some may have:
» Executive Summary » Other forms of busingss
» Pitch Deck plans

» Team » Timelines

» Market opportunity » Objeciives/strategic

» Solution {productfservice| |n|hdhves.

» Compeifion » Plon outines

» Business model » Business model canvos

L » Detailed financicl model
» Financial Plon

3 DECEMBER 2012
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Funding & Sources of Capital
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Tracking Progress *

\ Concept >Prototype> Product >Expanswn> Matunty>

\ ) Concept Stage

\ » Planning, market assessment, customer discovery

» Prototype Stage

\ » Product-development milestones, working prototype,

| technology validation, customer validation, initial team, |
| - possiole funding

\ »Product Stage \

) » Customer adoption, paying customers, revenue growth, \
\ | funding, product-development milestones

| N
O Expansion Stage |
| » Customer adoption, scolable sales model, cost-per- |
L customer acquired, revenue growth, margin growth, \

progress fo profit/breckeven, funding

T THTTalo

BexeRaTuEDRAET = DO NOT DISCLOSE @7 US. Ciizenshi
3 DECEMBER 2012 WA and Inmigaton
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Sources of Copital -~

Concept >Prototype> Product >Expansion> Maturity> |

Bank -
PO

Private Equity \
|
\

US, Cizenship
and Immigration
Services
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Product > Expansion> Maturity>

Bootstrapping
[self fundea

TECBERATIVE DRAFT= Do ot Escrose
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Angel Funding

B
it >Expan'sion> Maturity
250k == $2B = 30k
| Angel Investors PerYear . Companies’
\ Angel Investors - Angel Groups
% » Accredited High-Net-Worth — » Groups of Angel investors |
* Indlividuals (HNWI) that pool their deal
» Investing theirownmoney ~~ sourcing, research, and
» Usually invest in exchange funding
\ for equity or convertible

% note | | *Sall Business Administration %

K@ US.Citizenshi
N9 and Immigration
g Services

‘ DEU =10 NOT LISCLOSE
3 DECEMBER 2012 ‘
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lncubotors & Acce\em’f
> Expansmn> Maturity >

Incubators Accelerafors \
» Provide space, menforing, and -~ » Entrepreneurs receive small \
education fo nurture startups amount of funding, mentoring, |
until they reach a certain size (or and education |
ol » Oftenin retum for a smal |

» Often have economic amount of equity \

development or R&D missions » Venture backed
» Usually funded by states, cCifies, » Mostinclude structured ~3
companies, and universities month leaming programs
» Work with in-house stortups for |
longer periods of fime - usually o \
severalyears |
» Most include sructured leaming
programs

L

o US Citizenship
NG and Tmmigration
N Services

DELIBERATIVE DRAFT ~ DO NOT DISCLOSE.
% DECEMBER 201 2 ‘
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Venture Copital

» Invest in high-growth, high-risk
startups in exchange for equity

» Other people's money

» Fiduciary Responsioility

» Venture funds torget by:

» Industry - Infeme, software,

biotech, cleon tech, hardware,
efc,

» Stage of growth - Seed, Early
\ ~ Stage, Growth, Expansion (late)

» Financing rounds designated by
letter of clphabet

L( 1 round = A, 2% round = B, etc.|

= OSE
3 DECEMBER 2012

Venture Firm

|

Venture Fund
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Companies Founded with Venture Capito

O Genyme 6 - Qhry y st B'O echnobgiesvx i
/ @ W €§ :

@ ¥
T
8

& W :m il

o ( Home Depot 0uge
Facebook Siver ping Networks e g 5 § 2

ource: VA Vemturelmpact. -~

e
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Not Just Sificon Valley

2800

companies received

funding in 2010

11.9M \
VC backed jobs
1%
of private sector
employment

<0.2% \
annual funding % GDP
21%
VC backed revenue
% GDP

Suree:The WoneyTtse Reportby Pt ard VCA b on 6t fom Thomson Rt

Source: NVCA Venture Impact

DeiBEm4rHE DRARF~DoNoT DiscL0s 0 US Ciczensip
3 DECEMBER 2012 \

and Immi gration
Services
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Getting Funded
|
) a
| Venture |
Capital |
T Incubators Grants
o An 'el Accelerators M |
2 A | ‘
. \
i |
> \\
| | Frieﬁds \ .
| | Family
R |
i — \
\L - ——— DIFFICULTY - ‘ —> \
' ‘ |

;\,;s;:_ { and Immigranen
N Services
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