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toward software and Internet-oriented IAs in the United States.86

II. Governance In Investment Accelerators

This Section documents and explains notable organizational dimensions of the IA.
Subsection A depicts the organization of an IA system. Subsection B then observes the
informal governance used to organize mentor’s interactions with portfolio companies.
Finally, Subsection C inquires why mentors have privity with neither the accelerator
nor the portfolio company.

A. Organizational Structure: A System Larger Than Its Formal Parts

From a financial perspective, an IA is a version of a “super angel” fund.8” The
light capital required to launch software startups in the early 2000s made possible the
IA strategy. An IA invests in every participating portfolio company within a cohort.
An IA is in the “hits business” since gains from successful portfolio company exits
must offset the many inevitable IA investment losses.®® From an IA principals’ per-
spective, if just a few nascent portfolio companies eventually succeed within large
markets, then the IA fund model would be profitable.

An A must organize expert resources in order to provide the strategic assistance
that portfolio companies require. In theory, three organizational possibilities are avail-
able: make, buy, or network.” In practice, each approach is observed. For example, Y
Combinator uses a “guru model” of full-time expert partners who perform the bulk of

86. It is not claimed that these approaches yield evidence that is representative of NIAs or
accelerators on an international scale. More investigation is required before conclusions
can be drawn that are representative of a wider group of accelerators.

87. Super angels are prolific investors in early stage companies. Confusingly, the savior term
“angel” is used to describe so-called “super angels” as well as other early stage individual
investors. While a “regular” angel investor uses his or her own money, a super angel
typically invests money on behalf of a fund. David Mangum, Bringing Angel Investing
Out of the Shadows, Silicon Flatirons Report (2012), http://papers.ssrn.com/sol3/pa-
pers.cfm?abstract_id=2285575. A super angel follows the familiar fund pattern of entre-
preneurial finance: (i) a principal raises a fund from third party investors, (ii) the fund
invests resources required by a startup (e.g., capital, guidance, introductions to others),
(iii) in consideration the fund takes an equity ownership stake, and (iv) the fund ulti-
mately returns proceeds from investments back to its investors. See generally METRICK,
supra note 8, at 3-6.

88. Paul Buchheit of Y Combinator said that DropBox, as of 2012, was “worth more than the
next 199 [Y Combinator] companies combined”. Stross, supra note 8, at 225. Accelerators
have index fund like characteristics insofar as the manager invest others’ money in a large
number of portfolio of companies. Id. at 6, 88.

89. Modest up front capital requirements also allows startups the flexibility to profitably
pursue smaller markets than prior tech ventures which were forced to pursue large mar-
kets in hopes of repaying the large upfront capital costs. Miller & Bound, supra note 40,
at 24 (quoting Dave McClure that “medium exits” that are “singles and doubles” work
well for the accelerator model).

90. Seenotes 75-79 supra.
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hands-on advising to portfolio companies.”! This is a “make” strategy in the theory of
the firm parlance.”? A second option is to engage experts through direct contracts, as
observed in the Founder Institute.”® Founder Institute contracts with mentors who
receive equity interest in the accelerator’s overall performance. This is a “buy” strat-
egy in the theory of the firm parlance.?* Techstars uses a third type of organizational
strategy. Techstars assembles a volunteer “network” of experts to counsel portfolio
companies.? Rather than hire an in-house bench of experts (make), or contract for
experts outside the firm (buy), mentor-driven accelerators rely upon informal network
governance.%

The mentor-driven accelerator appears more widespread than the vertically inte-
grated guru model or the formal contract model.”” Mentor-driven IAs, such as
Techstars, organize volunteer experts through informal means while embracing vol-
unteers’ contributions as central to their value proposition.?® Replication of the men-
tor-driven model is bolstered by an industry association, the Global Accelerator Net-
work (“GAN”),? which promotes the informal model.1® Spun out of Techstars in

91. More specifically, Y Combinator relies heavily upon its in-house managing partners to
guide teams through office hours. It also encourages participants to use Y Combinator
alumni and friends for connections and introductions. While Y Combinator does not re-
quire physical collocation within a single facility, it does require that teams relocate to
northern California, where the batch convenes for events such as prototype day and Tues-
day dinners. Stross, supra note 8, at 118-121, 150-151.

92. Ronald Coase’s theory of the firm bifurcates the use of contracts within a market (i.e.,
“buy”) versus integration of resources within a firm hierarchy (i.e., “make” or “build”).
Coase, supra note 18.

93. “Founder Institute’s Shared Liquidity model provides an incentive for Mentors to proac-
tively help our companies.” Founder Institute, Mentors, https:/ /fi.co/mentors, (last vis-
ited July 9, 2015). The pool allows mentors, Founder Institute graduates, and Founder
Institute Directors to share “equity in the companies formed from each program cohort.”
Founder Institute, The Shared Liguidity Pool, http:/ /fi.co/liquidity_pool#, (last visited July
9, 2015).

94. See generally Coase, supra note 18.

95. See Techstars, Mentoring at Techstars, http:/ /www techstars.com/mentoringattechstars/
(last visited July 30, 2015).

96. See génemlly Powell supra note 17, at 295 (describing network forms of governance).

97. “The [mentor-driven] Boulder model has won.” Interview with Anonymous Mentor #8,
Mentor, Y Combinator & Techstars (Apr. 15, 2015) (notes on file with Author). This men-
tor is closely involved in both Y Combinator and Techstars programs. To be clear, this is
not a claim that one model is more successful on average than the other. Data for this
does not yet exist. See note 65, supra.

98. Yu, supranote 15 (compared to angel and even VC assistance, mentorship is much higher
in an accelerator).

99. See, e.g., Managing Director #4, who runs a non-Techstars accelerator in the Midwest,
who noted that they “mirror the Techstars ethos” and seek mentors “who give before they
get.” Interview with Anonymous Director #4. Managing Director, Accelerator (Mar. 17,
2015) (notes on file with Author).

100. Another factor that helped tip private accelerators toward the mentor-driven model in-
volved another split in approaches between Techstars and Y Combinator. Since its found-
ing in 2006, Techstars built out a cross-geography network of accelerators that now spans




Spring 2016 Investment Accelerators 159

2010, GAN provides a playbook of accelerator best practices and connects accelerators
into a common network. The reach includes 70 IAs across 100 cities and 6 continents. 101

[As mingle formal and informal governance mechanisms with a view toward cre-

ation of a profitable investment fund. A stylized depiction of the for-profit, mentor
driven accelerator structure is represented in Figure 2 below.1% Arrows within Fig-
ure 2 reflect formal relationships; rounded connections without arrows indicate infor-
mal relationships.
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Figure 2: Diagram of the Mentor-Driven, Investment Accelerator yste

101.

102.

103.

13 cities. Techstars, Locations, http:/ /www techstars.com/program/locations/ (last vis-
ited July 10, 2015). This included a norm of mentorship practices. Meanwhile, Y Combi-
nator increased its batch sizes within Silicon Valley, but did not expand to other locations.
This gave the Techstars model greater geographic reach.

See Global Accelerator Network supra note 15. (highlighting that GAN “connect[s] the
top mentorship-driven, seed-stage accelerators around the world.”).

See Section III(A) infra, comparing mingling to the braided arrangement observed by Gil-
son where firms target “collaborative innovation in a world of heightened uncertainty.”
See Ronald Gilson, Charles F. Sabel, & Robert E. Scott, Braiding: The Interaction Of Formal
And Informal Contracting In Theory, Practice, and Doctrine, 110 CoLuM. L. Rev. 1377, 1382
(2010)[hereinafter Gilson et al., Braiding].

To be sure, accelerator funding models vary and, accordingly, Figure 1’s stylized depic-
tion exactly fits some accelerators but other less so. For discussion of Y Combinator’s
funding model, especially changes during 2011-12, see Stross, supra note 8, at 87-88, 230
(depicting evolution of Y Combinator from self-funded by founders, to Sequoia’s involve-
ment in 2009, to engagement of others allowing each Y Combinator team to take a con-
vertible note on favorable terms).
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Figure 2 highlights the two most notable dimensions of an IA’s governance struc-
ture. First, accelerators situate exchanges between parties within the framework of an
interconnected system. Second, an accelerator’s system blends formal and informal
tools. Each of these is explained in turn.

The first notable feature illustrated by Figure 2 is that accelerators situate ex-
changes between parties within a larger system of interconnected stakeholders. Ac-
celerators are cohesive bonds that integrate a wide range of players in a startup com-
munity. Interactions occur as the accelerator constellation facilitates relationships
between:

e investors and accelerator managers (relationships Al and B1)

e mentors and portfolio companies (relationship C1)

e mentors and accelerator managers (relationship C2)

e service providers and others within the accelerator system (relationships
E and G)

e investors and portfolio companies (relationships A2, B2, C1 and D)

e portfolio companies and other portfolio companies (relationship F)

¢ mentors and mentors (often through relationships C1 and C2)

A second notable feature shown in Figure 2 is the mingling of formal and informal
mechanisms. Formal governance includes (i) the formal boundaries of the accelerator
firm itself (indicated by the box in the center of Figure 2), and (ii) formal contracts
between participants in the accelerator system (indicated by arrows between parties
in Figure 2). Significantly, the accelerator system depends on informal as well as for-
mal relationships. Informal tools regulate other relationships (indicated by rounded
lines in Figure 2), including those between a mentor and a portfolio company, between
a mentor and an accelerator, and between a portfolio companies and other startups
within its cohort.

The center of Figure 2 shows the accelerator entity itself. Typically the accelerator
is led by a hands-on operator, often titled as the managing director.1® An entrepre-
neur-in-residence (an experienced entrepreneur who is in between companies), desig-
nated technologists,'%® student interns, and other staff may also be formally designated
as employees within the accelerator itself.

Formal agreements govern the pool of money raised by the accelerator, described
in Figure 2 as the Local Fund LLC (“Local Fund”).1% The Local Fund provides sufficient
cash to pay for accelerator operations (Al) and initial investment into portfolio com-
panies (A2).197 An accelerator’s initial investment into a startup company is also made
pursuant to a formal agreement (A2). This is typically $15,000-$25,000 and services in

104. Many, if not most, IA founders are experienced angel investors. Cohen & Hochberg, su-
pra note 63, at 13.

105. For example, Techstars hires “Hackstars” - i.e., “highly-skilled software developers and
designers” who are fluent in coding languages of the day. Hackstars, TECHSTARS,
http:/ /www.techstars.com/hackstars/ (last visited June 27, 2014).

106. A Local Fund's size and fund raising periodicity varies. An accelerator may raise a new
Local Fund for every 3-4 cohorts.

107. Interviews with Anonymous Mentor #14, Mentor, Accelerator (June 21, 2014 and July 13,
2015) (notes on file with Author).
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exchange for 5-7% of the startup.19 Capital for the Local Fund may come from area
VCs, angel investors and entrepreneurs, some of whom also participate as accelerator
mentors.'® One managing director noted that over 1/5 of the mentors in the accelera-
tor invested in the Local Fund.110

Certain high prestige accelerators!! offer portfolio companies the option of addi-
tional financing in the range of $100,000. This occurs through a separate investment
vehicle, labeled in Figure 2 as the Direct Investment Fund, LP (“Direct Investment
Fund”). The Direct Investment Fund is funded by a different group of partners than
the Local Fund. The Direct Investment Fund is managed by the accelerator (B1) who
has a share in the profits, however, the accelerator’s principals often do not have “skin
in the game” for a Direct Investment Fund.'> A Direct Investment Fund’s investment
into portfolio companies is not automatic (B2). Rather, a portfolio company elects
whether to accept the option to take the Direct Investment Fund’s money at the con-
clusion of the accelerator program. The Direct Investment Fund often structures such
investments (B2) on company-favorable terms in the form of a convertible note.13

Accelerators broker a host of other relationships. Most importantly, mentors re-
cruited by accelerator principals (C2) counsel portfolio companies (C1). Portfolio com-
panies sometimes convene mentors simultaneously in order to provide advice, which

108. An accelerator emphasizes its services because the parties typically do not intend for ac-
celerator investment to serve as company valuation event. See Miller & Bound, supra note
40, at 29. If considered a valuation event, then the valuation of the company would be
relatively modest. For example, if an accelerator provides $20,000 in exchange for 6%
ownership, then the post-money company valuation of a company would be $333,000.
This would be well below “market” value for most startups entering high caliber acceler-
ators. '

109. Some local accelerator funds solely invest in accelerator portfolio companies. Interview
with Anonymous Director #11, Managing Director, Accelerator (Mar. 25, 2015) (notes on
file with Author). Others, such as Dave McClure’s 500 Startups fund, invest both in ac-
celerator and non-accelerator portfolio companies. See Stross, supra note 8, at 87.

110. Interview with Anonymous Director #1, Managing Director, Accelerator (Feb. 24, 2015)
(notes on file with Author). Distributions are made to LLC members as portfolio com-
pany exits or dividend events occur. In exchange for its active role in managing the Local
Fund, the Accelerator receives fees to cover its operations as well as a share in the Local
Fund'’s profits. Unlike typical VC fund vehicles, the Local Fund is structured as an LLC
without a hard deadline for returning capital to its members. Structured this way, the
LLC affords time flexibility for portfolio companies that do not seek an exit event. This
approach, however, also means that some portfolio company ownership may remain il-
liquid within the LLC for an indefinite time horizon. Mentor #14, supra note 107. Most
VC funds are organized as limited partnerships and must be liquidated within a limited
time frame. METRICK, supra note 8, at 3.

111. This Article defines a “high prestige” accelerator as Y Combinator and programs listed
by Cohen and Fehder as among the top 20 in the United States. See Hochberg et al. Top
20, supra note 56.

112. “Skin in the game” is a mechanism which requires individual general partners to put
their own money into a fund. The concern is that without skin in the game, a GP may
consider the fund as option value, and take risks that the limited partner would not desire.
“Skin in the game” is designed to mitigate agency cost problems vis-a-vis limited partners
by aligning general partner/limited partner incentives. ‘

113. Director #1, supra note 110; see Coyle & Green, supra note 1.
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leads to informal mentor — mentor interactions.’* Nonmentor investors (D) are angels
and venture capitalists that look to accelerators as a source of deal flow, attend Demo
Days, and invest in accelerator portfolio companies. Further, service providers (E) —
such as law, accounting, PR and technology firms — sponsor accelerators by providing
financial and in-kind support, often in exchange for visibility or quasi-exclusivity. Ser-
vice providers provide sponsorship and discounted services because they seek inroads
to new startups!® as well as engagement with accelerator mentors and investors. In-
terviews suggest variance in the value of peer learning within accelerators, however,
most entrepreneurs emphasize the therapeutic value of such interactions.!® Finally,
portfolio companies within a cohort (F) regularly engage one another in information
exchanges.1”

B. The Informal Organization of Mentor-Entrepreneur Interactions

Interviews show that the mentor - portfolio company relationship remains infor-
mal, with limited exceptions,18 during the duration of a startup’s time in the acceler-
ator.? Three types of volunteers work as IA mentors: experienced entrepreneurs,
functional specialists (individuals with expertise in areas such as finance, marketing,
technology, or law), and prospective partners (such as investors who bundle help with
the option of a future on-going relationship). These individuals work in accelerator
systems outside of the formal legal structures that are part of a business lawyer’s basic
toolkit.’? Mentorship is different than formal arrangements - such as a consulting

114. Interview with Anonymous Mentor #5, Mentor, Accelerator (Apr. 8, 2015) (notes on file
with Author). Mentor interview #5 said that, while mentoring a portfolio company, he
met experts in different areas with “the right type of overlap.” Such meetings occurred
in the accelerator office’s office as well as over dinners where the portfolio company con-
vened two or more of its mentors.

115. Miller & Bound, supra note 40, at 11.

116. Many entrepreneurs noted that intra cohort interactions operate as a “support group”
for entrepreneurs who frequently endure stressful days. Interview with Entrepreneur #7,
Entrepreneur, Accelerator (Apr. 9, 2015) (notes on file with Author).

117. Relatedly, where accelerators operate for multiple years, an emerging version of mentor-
ship features help from an accelerator’s portfolio company alumni.

118. There are at least two indirect exceptions to mentor informality. One, a private accelera-
tor’s Stock Purchase Agreement with a portfolio company may include an indemnifica-
tion provision that protects mentors against claims arising from actions by the portfolio
company. See E-mail from Anonymous Director #5, Managing Director, Accelerator, (Jan-
uary 5, 2015) (on file with Author). This managing director indicated that the same in-
demnification language is used in other private accelerators. Two, an accelerator’s insur-
ance policy may cover mentors for certain actions. In the Author’s experience, it is
unlikely that many accelerator mentors are aware of either of these protections.

119. Mentor #3, who had prior experience helping domestic entrepreneurs through incuba-
tors and international entrepreneurs through government programs, said that the accel-
erator’s approach is “extremely informal and unstructured” compared to other forms that
organize entrepreneurial support. Interview with Anonymous Mentor #3, Mentor, Accel-
erator (Apr. 6, 2015) (notes on file with Author).

120. See, e.g., CONSTANCE E. BAGLEY & CRAIG E. DAUCHY, THE ENTREPRENEUR'S GUIDE TO
BusinEss Law 516-85 (4th ed. 2007).
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relationship or service provider arrangement - that connects a portfolio company to
an outside firm or individual.’?! Mentorship is also separate from vertical integration
- such as hiring an employee or adding a director to a startup board - where a resource
is formally brought within a portfolio company’s boundaries. Mentors occasionally
assume a post-accelerator role with a portfolio company as an advisor, investor, board
member, or executive. But such relationships are formalized after the program is com-
plete.

Informality extends to compensation arrangements and economic rights.122 In
other entrepreneurial circumstances, investors commonly use contractual incentives
- such as staged investments and equity grants that vest over time - to align interests
and constrain agency costs.’? But in IAs a direct payment for mentor services is es-
chewed.!? A minority of mentors invest in the local accelerator and, accordingly, have
a financial interest in overall accelerator performance.?> Otherwise, as Managing Di-
rector #2 expressly tells mentors, your work during the program is “voluntary” and
“pro-bono.” After the program, you can do whatever you want. But you cannot ask
[for compensation] during the program.”’126 When asked about possible payment to
mentors, one A employee replied that she “just threw up in [her] mouth a little bit.”
She said that payment would be “a perversion of the model. That is a service pro-
vider. It is not a mentor relationship.”'?” Managing directors argue that a non-pecu-

121. Director #1, supra note 110; Interview with Anonymous Director #5, Managing Director,
Accelerator (Apr. 8, 2015) (notes on file with Author).

122. Interviews surfaced two exceptions. In one, the portfolio company approached a mentor
about a paid relationship to help its branding efforts. The mentor expressed concern that
acceptance would change him from a “mentor to a vendor,” which would alter the order
“on the totem pole” of the relationship. The mentor said that he would agree to this only
with the explicit blessing of the program’s managing director. Interview with Anony-
mous Mentor #10, Mentor, Accelerator (Apr. 16, 2015) (notes on file with Author). The
second exception occurred in an accelerator located outside an entrepreneurial center,
which initially offered a shared equity interest in the accelerator to participating mentors,
similar to the Founder's Institute model. Interview with Anonymous Mentor #4, Mentor,
Accelerator (Apr. 6, 2015) (notes on file with Author).

123. BRAD FELD & JASON MENDELSON, VENTURE DEALS 50 (2d ed. 2012) (explaining vesting
agreements); PAUL GOMPERS & JOsH LERNER, THE VENTURE CAPITAL CYCLE 171 (2004) (dis-
cussing staging as a tool to constrain agency costs).

124. Managing Director #11 said her accelerator instructs portfolio companies to “please let
us know” if a mentor starts to talk about any kind of compensation Director #11, supra
note 109. Questions of mentor motivation are examined in a companion Article. Bernthal,
supra note 16.

125. See supra Section II(B).

126. Interview with Anonymous Director #2, Managing Director, Accelerator (Mar. 6, 2015)
(notes on file with Author). Managing Director #8 relayed that there needs to be a no
strings attached period before [a formal relationship] happens. Interview with Anony-
mous Director #8, Managing Director, Accelerator (Mar. 12, 2015) (notes on file with Au-
thor).

127. Director #5, supra note 121. See also Interview with Anonymous Director #6, Managing
Director, Accelerator (Mar. 13, 2015) (notes on file with Author) (“In almost all cases, 1
wouldn’t want mentors who would do it for money. Mentorship is about giving back to
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niary mentor structure enhances objectivity and honesty in portfolio company interac-
tions.’?® “As soon as you say ‘I need X to do that’ then you've moved from mentor to
sales guy. And everything will be questioned in terms of authenticity.” 12

Control rights, ownership of intellectual property, and confidentiality are also left
to informal constraints.’3 In certain non-IA transactional settings, contractual re-
strictions, such as a negative covenant that prohibits disclosure of confidential infor-
mation, are used to guard against behavior associated with improper information dis-
closures.’®! In contrast, formal restrictions that would subject an IA mentor to negative
covenants, such as confidentiality or non-compete obligations, face strong hostility.
Accelerators push founders toward disclosure and discourage use of NDAs, even
where a portfolio company is initially reticent to share information outside the
startup’s boundaries.’® Entrepreneur #6 said that his IA “pounded it into you” that a

the community, expanding richness, and giving what you’ve done as an entrepreneur to
another”).

128. There is some irony in IAs’ position that an equity interest would undermine authenticity
since, after all, private accelerators themselves own a portion of the portfolio companies
that they assist. Indeed Entrepreneur #12 described accelerator help - in admiring terms
- as similar to that an interested board member would perform. Interview with Anony-
mous Entrepreneur #12, Entrepreneur, Accelerator (Apr. 17, 2015) (notes on file with Au-
thor).

129. Director #1, supra note 110. Another managing director said that the core value of honest
feedback was memorialized in t-shirts made by his wife that said, “we tell you your baby
is ugly.” He underscored that honesty would be undermined in a transactional setting
between mentors and portfolio companies. Director #2, supra note 126. Mentor #11 ech-
oed this sentiment. It is “better for a business if you're not” an investor because it facili-
tates “complete objectivity.” Interview with Anonymous Mentor #11, Mentor, Accelera-
tor (Apr. 20, 2015) (notes on file with Author).

130. Under certain circumstances implied duties of confidentiality exist under trade secret
law, even without a formal written agreement. Even in the absence of a formal NDA,
accordingly, a plaintiff could potentially make an argument for an implied duty of confi-
dentiality on the part of the mentor. See, e.¢., Kewanee Qil Co. v. Bicron Corp., 416 U.S.
470, 476 (1974) (citing Cincinnati Bell Foundry Co. v. Dodds, 10 Ohio Dec. Reprint 154,
156, 19 Weekly Law Bull. 84 (Super. Ct. 1887)); see also Ari B. Good, Trade Secrets and the
New Realities of the Internet Age, 2 MARQ. INTELL. PROP. L. REV. 51, 65 (1998).

131. Negative covenants are disfavored by venture capitalists. But they are used in other con-
texts. For example, a potential company acquisition is amenable to use of negative cove-
nants concerning information disclosures. See, e.g., Ken Sawyer et al., Saints Capital, A
Guide to Secondary Transactions: Alternative Paths to Ligquidity in Private Companies 6 (2010),
http:// www .saintscapital.com (“Once a potential buyer has indicated a sufficient level
of interest in the transaction, they will be willing to sign a confidentiality agreement with
the company, at which point the company can share a more substantial amount of infor-
mation.”).

132. Entrepreneur #11 said that Managing Directors in accelerator stressed the theme that
portfolio companies should not worry about getting “ripped off” and instructed startups
to avoid NDAs. “There were people in program who wanted to use NDAs. [Names
omitted] told them ‘no way.”” Interview with Anonymous Entrepreneur #11, Entrepre-
neur, Accelerator (Apr. 16, 2015) (notes on file with Author).

Interviews observed two exceptions to the general rule of informal relationships with
mentors. One exception involved an instance a mentor wrote original “code” (i.e., he
programmed software) for use in a portfolio company website. The portfolio company
and mentor entered into an unpaid agreement designed to clarify that legal ownership of
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startup’s ideas must be shared outside the company and that the chances of “someone
taking [an idea] is astronomically small.”133

The informal structure is puzzling given the central role that relationships be-
tween mentors and portfolio companies play in accelerator programs. Mentors pro-
vide the benefit of their expertise through four phases of interactions: (i) self-selected
matching early during an IA program, (ii) close engagement where lead mentors work
deeply with mentee startups, (iii) network extension where a mentor introduces a
startup to people outside the accelerator network, and (iv) post-accelerator involve-
ment. Mentors commonly spend about one to two hours per week in an accelerator.134
Meanwhile, portfolio companies commonly spend an average of four to six hours per
week meeting with mentors.13

Despite the absence of formal protections, open communication patterns are the
norm in accelerators. A portfolio company transparently shares confidential infor-
mation about the business with dozens of mentors. Portfolio companies are quick to
“be as transparent as possible” and “100% open” in sharing information with men-
tors.1% The norm of sharing is heavily promoted.’¥” The ability of a portfolio company

the code - a form of intellectual property ~ was the property of the company. Interview
with Anonymous Entrepreneur #9, Entrepreneur, Accelerator (Apr. 10, 2015) (notes on
file with Author). The second exception occurred in a public accelerator located outside
an entrepreneurial center. This accelerator includes a NDA provision in agreements with
its volunteers, who are designated as “in residence” within the accelerator. “It is my re-
sponsibility running the program to make sure that I am protecting the companies.” Di-
rector #11, supra note 109 (Document on file with Author) (“noting that the subject of a
non-disclosure agreement (NDA) will be addressed by ETC staff with all parties prior to-
the initial interaction”).

133. Entrepreneur #11, supra note 132 (adding that “after that, I tried to tell as many people
as possible about the idea”).

134. Quantitatively, interviews show that mentors commorily help a minimum of an hour per
week, with a median range of 2-4 hours per week. From the managing director perspec-
tive, 2-4 hours per week is median. Director #1, supra note 110. This is generally consistent
with mentor interviewee estimates. Managing Director #11 said her mentor has an hour
per week minimum guideline and that 90% of their mentors complied with this obliga-
tion. Director #11, supra note 109. Mentors sometimes well exceed this level. One accel-
erator has had two serial entrepreneurs, each between startups, mentor for 40+ hours per
week. Director #1, supra note 110.

135. Interview with Anonymous Entrepreneur #1, Entrepreneur, Accelerator (Apr. 6, 2015)
(notes on file with Author); Entrepreneur #15, supra note 141.

136. Interview with Anonymous Entrepreneur #3, Entrepreneur, Accelerator (Apr. 8, 2015)
(notes on file with Author) (“as a founder, I try to be as transparent as possible); Entre-
preneur #9, supra note 132 (“I'd share everything - try to be as open with everyone about
everything”); Entrepreneur #12, supra note 128 (“I'm older and I've gone around the
horn... Iremember being guarded ... a long time ago”); Interview with Anonymous
Entrepreneur #14, Entrepreneur, Accelerator (Apr. 30, 2015) (notes on file with Author)
(was “100% open” in sharing information with mentors).

137. “Netnet you end up learning more than you end up losing or revealing.” Interview with
Anonymous Director #3, Managing Director, Accelerator (Mar. 16, 2015) (notes on file
with Author).
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to benefit from mentor assistance is framed as a function of transparency in the rela-
tionship.13 A culture of sharing is further buoyed by a core conviction within IAs that
startup success “is all about execution.”13® Conventional wisdom in software holds
that “ideas are easy, execution is hard,” and that “speed is the ultimate start up
weapon” because an “entrepreneur’s greatest advantage is the inertia of others.”140
Entrepreneurs believe, moreover, that a mentor’s inclusion in the network is a sign of
trustworthiness. Portfolio companies report that they are quick to trust mentors intro-
duced to them through the curated accelerator network.4!

Context matters, however, and caution is occasionally urged. For example, Man-
aging Director #1 led separate accelerator programs, one in a large city and the other
in a smaller town. In the large city, she warned portfolio companies to be somewhat
guarded before fully sharing information. In the smaller town’s program, in contrast,
she did not raise concern.'#? Corporate accelerators, where a corporate sponsor could
conceivably steal a portfolio company’s idea, present another exception. Managing
Director #13, who leads a corporate accelerator, noted the heightened sensitivity.
When a portfolio company enters the program, accordingly, its principals must sign a
statement that they understand there is not any confidentiality is in place.14

The time limited nature of the IA cohort creates a natural expiration date for a
mentor’s commitment to a portfolio company. The fixed time frame creates a trial pe-
riod after which, where informal interactions are promising and parties wish to main-
tain a relationship, an arrangement could subsequently be formalized.** Even viewed

138. One mentor tells mentees that “I can only be a mentor if you're completely transparent
with me.” Mentor #8, supra note 97.

139. Entrepreneur #9, supra note 132 (adding, “if someone can out execute me in this space,
better to know now.”); see also Section IV infra (discussing importance of execution over
idea in software startups).

140. Director #4, supra note 99. (“Ideas are free and cheap ... comes down to execution;”
“Speed is the ultimate start up weapon.”); Director #11, supra note 109 (the “Entrepre-
neur’s greatest advantage is the inertia of others”); Entrepreneur #3, supra note 136 (if
“someone can steal [my company’s ideas], go ahead. I will out-execute you.”).

141. Entrepreneur #15 reported that “[Accelerator name] does a good job of screening. [I] felt
like [the mentors] were trusted.” Interview with Anonymous Entrepreneur #15, Entre-
preneur, Accelerator (May 1, 2015) (notes on file with Author). Entrepreneur #2 observed
that “[w]hen you meet someone through someone else, that relationship evolves faster
than” where a new connection is made in the absence of an introduction. Interview with
Anonymous Entrepreneur #2, Entrepreneur, Accelerator (Apr. 6, 2015) (notes on file with
Author).

142. Director #1, supra note 110.

143. Interview with Anonymous Director #13, Managing Director, Accelerator (Feb. 23, 2015)
(notes on file with Author) (noting that, as an additional safeguard, the accelerator was
careful when selecting companies to not select companies that were “too competitive’
with something that the sponsor company was working on). Managing Director #14, also
involved in corporate accelerators, said that risk of theft is easy to overstate. “Corporates
think it is easier to partner than to replicate. Corporates cannot move very fast.” Director
#14, supra note 60.

144. This is akin to the time frame of “formal contractual preliminaries” in other contexts
where participants considering partnership seek “to learn [others’] capabilities and char-
acteristics . . . in an uncertain world.” Gilson et al., Braiding, supra note 102, at 1383-84,



