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ccording to smallbizgenius.net, despite the fact that it can take years of hard 

work—not to mention a solid dose of “wild optimism”—to build a startup, a full 70 

percent of startup businesses will not live to see their tenth anniversary. Additional statis-

tics on startups include:

In 2019, the most crucial issue affecting startups was lack of access to talent. 

As many as 46 percent of businesses fail because of incompetence at the helm. (In-

competence included no record-keeping experience, lack of planning, little knowl-

edge of finance, and failure to pay taxes).

Silicon Valley and San Francisco account for 13.5 percent of global startups. 

More than three-fourths of all U.S. startups reported they planned to add 

employees in 2019. 

Information businesses were the most likely to fail, followed by communication,

utilities, and retail. 

While the specific niche where a startup resides has plenty to do with success or failure, 

statistics like this can make investors nervous about investing in an early-stage startup. 

While startups certainly must do their research (building a viable business model, grabbing 

customers’ attention and ensuring there is a solid market for the service or product), 

investors must also ensure their investment is de-risked, to the extent possible.

A

As an investor, you want to be able to see that the startup
team understands their specific product inside and out.
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Is InvestIng In stArtups rIsky?

seed company is one that is in the idea phase, probably with no 

working product, customer base, or revenue stream. Many seed 

companies receive business capital in return for an equity stake in their 

business, and among the more than a million new companies formed 

each year, the money obtained to take the initial plunge usually often 

comes from friends or family members. Once a company moves from 

a seed company to a bona fide startup, company founders may pitch 

their idea to angel investors—private individuals with some accumulated 

wealth who specialize in investing in business startups.  

No doubt about it, investing in a startup certainly comes with risk, but it 

can also be extremely rewarding when the investments pay off—and the 

startups that do make it often produce very high returns on investment. 

Angel investors potentially have much to gain because, at this point, the 

prospects of the startup are at their riskiest. Investor money may be used 

to support the initial marketing efforts of the startup and even to move a 

prototype into solid production. At this point, once the company is grow-

ing and showing real promise, the founder—who should have developed a 

solid business plan at this point—may seek venture capital funding. 

The company may be gaining momentum, reinvesting revenues back into 

the company for growth. Consider Google, which launched as a startup in 

1997 with $1 million in friends and family seed money. The company was 

growing so rapidly by 1999 that it attracted $25 million in venture capital 

funding. By August 2004, Google’s IPO had raised over $1.2 billion for the 

company, and half a billion for each of the original investors (a return of 

almost 1,700%). Obviously, not every startup is going to experience the 

success seen by Google, however, investors found the following to be 

among the most important factors in their decision to invest:

A
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Critical examination and evaluation of the business plan

Critical examination and evaluation of the model for generating 

profit and growth

An idea which translates into real-world returns

Whether strong competitors or major barriers to entry exist

Any compliance, regulatory, or legal issues

The personality and drive of the company founder(s)

The skill, passion, and knowledge of the company founder(s)

Company founders who are open to advice and constructive feed-

back

Ability of the company founder to face unexpected economic 

events or technological changes

the startup has a better chance of survival when risks are lowered 
from the start, which translates to a lower risk for the investor.
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WhAt Is De-rIskIng?

he Batchery sees its job a little differently from many other incu-

bators; we want to take your company to the next level, ensuring 

its viability, while identifying and removing any obstacles to its success. 

De-risking investment for early-stage startup investors includes asking 

the following questions:

What is the likelihood that a successful product will be built? 

When the founder of the startup has never built a product

before, the risk for the investor increases. 

Does the product have a consumer base?

If there is no consumer base in place, the startup can become 

less risky for the investor when there are letters of intent early on. 

From a regulation perspective, is the company viable? 

Founders must be comfortable speaking to lawyers and bankers 

to determine any potential regulation issues, or to show viability 

in a very regulated sector. 

t
Just like the rest of the venture investing world, the community of 

investors and advisors around the Batchery is drawn to founders who 

demonstrate leadership through engagement with the program and 

with the community. Founders who reach out and build relationships 

with our IAs and who show up at the Batchery in the same way that 

successful companies show up in the world do the best. Persistent,

curious, coachable, fully committed to succeeding.

“

“
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WhAt Does De-rIskIng reAlly look lIke?

hen early-stage startups are guided in the proper direction, the risk for 

investors becomes much lower, with many of the pitfalls and problems 

which typically lead to business failure, addressed early on. The startup has a bet-

ter chance of survival when risks are lowered right from the start, which translates 

to lower risk for the investor as well.  What issues should be addressed to de-risk 

an early-stage startup? Consider the following:

What are the risks associated with the product itself? 

Unfortunately, many startups fail to thoroughly address this question. It 

is simply not sufficient for a startup to say it is selling a specific product, 

there must also be a deep understanding of how the product works, what 

makes the product different, unique, or special, and why consumers would 

buy the product. The startup founder must be able to fully explain the 

product, detail the problem solved by the product, and clearly state why it 

is worth investing in. As an investor, which statement below from a 

potential startup would you identify as bringing the least amount of risk to 

your investment?

I’ve never baked chocolate chip cookies, but I’m sure I could do 

a good job. 

Look, here’s a photo of chocolate chip cookies I made a couple 

of years ago. 

Meet the people who have tasted my chocolate chip cookies 

and loved them.

Here, taste these amazing chocolate chip cookies I made, then 

look at my business plan, which details how I plan to market 

my delicious chocolate chip cookies. 

W
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Obviously, as an investor, you want to be able to see that the startup team 

understands their specific product inside out and has a solid marking plan to 

detail the unique nature of the product. 

   

Has the startup identified its ideal customer?

Startups must first find their niche market, then must know who their 

ideal customer for the product will be. Does the product address a 

large enough market? From a customer standpoint, is this the right 

time for marketing the product? Prior to launching a product, knowing 

the customer—why, how, and where they buy related products—is one 

of the most important risk factors to identify and assess. Can routes to 

customers be effectively built in a timely fashion, within the budget?

Is the product or service high quality?

An idea for a product is not the same thing as the actual product. If 

there is no prototype—and no prior startup experience—it can be tough 

for an investor to their place faith (not to mention their money) in a 

startup.

Are there multiple founders or partners in the early-stage startup 

team?

When it is clear that every person involved in the startup shares the 

vision and has passion for the product or service, it is easier for the in-

vestor to do the same. If it is obvious that some members of the start-

up team are less enthusiastic about the business, it makes the decision 

to invest much riskier. When there is a solid team in place, unexpected 

challenges are more likely to be faced in a positive, successful manner.  

Does the startup team have a team member with sales experience? 

Once the ideal customer has been identified, there must be a plan in 

place to find and retain those customers. Startup teams must be able 

to clearly demonstrate that their product can be effectively marketed; 

this can significantly reduce the risk associated with sales.
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Is market risk sufficiently addressed by the startup team?

Startups that have a clear plan in place for selling a product, identifying the 

ideal customer, and getting those customers on board, must also have a 

comprehensive business plan in place. Improving the brand through 

customer relationships is one clear way to minimize market risk. 

Managing customer relationship can include:

Letting customers know they are important

Being genuine when offering assistance to customers

Communicating regularly with customers

Building and nurturing an online community

Rewarding loyal customers

Staying consistent in marketing methods

Has the startup clearly identified key business milestones and

schedules which identify points in time when investments will

be necessary to reach the next major milestone?

The startup team with a solid business plan and plenty of market research 

is certainly a step ahead, but additionally, having plans in place to establish 

an exemplary record-keeping system, planning to limit loans and keeping 

accounts receivables low can greatly minimize the financial risk to investors.

Has the startup team clearly identified what makes its product

different from others like it?

While this issue was touched on above, the competition can make or break a 

startup. Short and long-term competition risks must be clearly identified, as 

well as what makes this product different enough from the competition that 

customers will prefer it over other, similar products. Minimizing long-term 

competition could potentially be addressed by using patents and maintain-

ing good brand perception. In the end, the product must clearly stand out 

from the crowd, for investors to feel comfortable investing their money.  
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Has the startup team clearly addressed all legal risks to the

product or service?

A business law attorney should be consulted early on, so the right busi-

ness structure can be chosen. It is never a good thing when a startup 

runs into unexpected legal issues related to company growth, copyrights, 

patents, or other legal business problems. A startup that has done its due 

diligence on the legal side presents much less investor risk than a startup 

that has not considered the potential legal risks. 

of STaRTuP
busInesses

will not live to see their 
tentH AnnIversAry

70%
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De-risking is something early-stage startups should comprehensively ad-

dress, prior to approaching investors

De-risking is something early-stage startups should
comprehensively address, prior to approaching investors.
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hoW Does the BAtchery ADDress
De-rIskIng for Investors?

ost of the startups the Batchery works with have completed the 

initial work regarding business models, Minimum Viable Product, 

and problem/opportunity/value proposition, although if an early-stage 

startup presents a truly transformative idea, the Batchery offers ways to 

engage via mentorship and lean startup work. Companies at this level could 

significantly benefit from the Deep Dive Batchery course which covers:

The problem to be solved

Business model

Go-to-market plan

Competitive analysis

Management Team

De-risking is something early-stage startups should comprehensively 

address, prior to approaching investors, and the Batchery helps startups 

accomplish this task in the best way possible. When a startup team clearly 

understands where the biggest challenges will come from, and how those 

challenges can incrementally be addressed, the benefits are clear.

M

Corporate documents

Financial statements

Revenue Projections

Valuation

The “ask” and how it will be spent
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the batchery is a berkeley-based global 
incubator for seed-stage entrepreneurs 
who are ready to take their startup to 
the next level. 

batchery.com    |     1935 Addison st, berkeley, CA 94704

As A CommunIty oF veterAn Investors AnD ADvIsors,
we are ready to provide startup teams with ideas, insights, and networks by 

partnering with law firms, technology providers,and other startup services 

which allow startups to start building their company from the moment they 

join the Batchery. The Batchery works with a wide range of startups with an 

Investor Advisor community that hails from a number of different industries. 

Because we offer comprehensive startup services, the risks to investors are 

significantly diminished. 
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