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Topics on Equity Marketing

Develop Positioning Statements that Pass the VC Test

“So what!  Who Cares?”

I love those simple investor questions.  I received this glowing feedback about 7 years ago when I was pitching my deal for the first time to a well known venture firm on Sand Hill Road in Silicon Valley.  At first I was shocked, as I sat back and felt the lump in the back of my neck slowly glide down my throat.   Here our team of ex. Boeing “rocket scientists” spent 2 years developing a cutting-edge communications software technology (which later received a patent) and a few hundred hours preparing our business plan and presentation under the watchful eye of our esteemed investors & advisory board and – Bam!  These words were a whack on the side of the head left an impression that stopped me cold in my tracks.  I couldn’t help but feel the cold reality cleaving through our deal like a laser knife, severing the possibility of potential investment by this investor.  In a matter of minutes, with this one question, this investor was able to cut to the core essence of our both our software product and equity product value propositions – saving him time and money.

On the plane ride home all I could think about was that simple question.  It drove our board nuts trying figure out what it meant and how to avoid such a humiliating feedback in the future.  As we later became engulfed with the usual startup issues, I’m not sure we ever came back to answer the question perfectly.  It wouldn’t surprise me that this was probably the core reason that led to our eventual winding down of the business.  The patent was eventually sold enabling us to pay off our creditors avoiding bankruptcy.

Analysis

Upon closer analysis, this timeless question simultaneously addresses many complex issues very quickly.  This VC wanted to know who really, passionately cares about this product?  Who is losing sleep out there because the lack of this product is making their life absolutely miserable, costing them time, money and/or market share?  Who wants to evangelize this product and be the first to inform others that the answer to their prayers has arrived? 

Clearly, this VC wanted to invest in a pain killer, not a vitamin.  Not surprisingly, often the VC’s goal is to see the company develop a product whose brand will dominate its market sector like Harley Davidson, Ferrari, Apple, Nike, eBay, Microsoft, Coca-Cola, AOL, and Yahoo.  The customers of these brands passionately, religiously support their brand with repeat purchases.  This VC was just trying to invest in deals that get and keep customers for life.

Look Around.  Could this simple question possibly uncover why so many dot coms are failing?  When you boil down the value propositions, which companies are delivering pain killers to customers passionate about solving an important problem?  Most dot com failures, I would argue look more like vitamins.  You don’t have to ask many more questions to predict what companies the VC’s are going to continue to finance during this “downturn.”

Positioning Statements – The Keys to the Kingdom

The “So What, Who Cares?” question is derived from the “Newton’s Laws” of marketing – otherwise known as the 4Ps: Product, Positioning, Price, and Placement.  In this case, the investor was asking the first part of a two-part positioning question.  The template for designing a simple positioning statement goes like this:

For: (Describe the sector that defines most passionate customer with the pain.)

Who Need:  (Articulate the pain in simple business terms.)

Company X Provides: (Describe the solution’s 2 or 3 features that are the core differentiator.  Must also reflect the management team’s core competency.)

Unlike: (Differentiate the competitors based on the factors above.)

Company X Also Provides:  (List other factors that are key differentiators.)

Who Cares?  Really points to the “Who Need” item above.  The investor was really waiting for me to follow up with the differentiation “unlike” statement.  For complex markets this is done quickly using a graphic called the competitive landscape. 

So, without hearing about the product, price or placement (how we’re going to sell it), the VC was able to focus on our positioning strategy as a means to eliminate our deal from his stack of things to do. 

Incredible, isn’t it.  I have used this technique with the most seasoned executive clients to their chagrin.  Its like the Vulcan Grip with a Tornado Karate Kick all wrapped into one.   Fail to answer this one question and you’re sent home packing your bags before you can blink.

Developing positioning statements looks easy, but it is deceptively difficult.  It’s not uncommon for a company to spend a couple of weeks developing multiple positions for each customer segment, only to rewrite them once they meet the customer.  This is very time consuming for the whole team needs to buy into it.  The results are absolutely critical to success, for the entire marketing platform rests on this foundation.  Change the position or value proposition to the customer and you change the product, price and possibly the placement or channel strategy.

Equity Marketing Test

Now for a real test of your marketing prowess, imagine the product you’re selling is equity.  You’re trying to raise $5M from that same VC.  Using the template above, see if you can properly position your deal.  Selling equity has a dual-marketing problem where you must position the equity product to one customer successfully, in order to get the funding to build your software product to sell to a completely different market.  Position the right product to the wrong investor and you’re doomed.  VCs give you one shot.

Don’t Blame it On the “VC Market Downturn”

Most entrepreneurs fail miserably at marketing, as there is a perpetual shortage of top marketing executive talent.  Furthermore, most entrepreneurs fail at properly sizing and segmenting the market of buyers of private equity, knocking on all the wrong doors.  Today, VCs are requiring that business cases seeking capital be prepared better than ever before.  Frankly, its about time for accountability in venture development capital markets.  Limited partners are demanding solid value propositions and financial returns by their VC custodians.  The Gold Rush is over and the venture community is returning back to its pre-1996 state of mind.  Just that today there’s more money than ever that VCs must put to work.

It is therefore incumbent upon CEOs to make a strategic investment in their equity marketing education.  Especially if they’ve never actually performed in a marketing role before.  Not only to avoid the humiliation from being unable to answer those simple, yet deceptively complex questions.  But also, to ensure that their products grow to become brand religions.  Expect to spend 2 to 6 months performing equity marketing strategy and tactics in order to successfully raise venture capital – after you’ve developed your product prototype and financial model.  Establish a budget for marketing and selling your equity product, just like you would your software product.  You will improve your odds by orders of magnitude over the competitive deal flow, and may very well save your net worth.

The author Robert Kruse is Managing Partner of VenLogic LLC.  He can be contacted directly at rkruse@venlogic.com.  CEOs raising venture capital can visit www.VenLogic.com for proven equity marketing programs and solutions.  
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