
Strings 
A t t a c h e d
It’s one of a start-up’s tough es t
ch a l l e n ges: How do you fi n d
the right v e n t u re capital match?

The company: Terracycle, a seven-person start-up with an innovative plan to harv e s t
worm castings from large-scale organic worm composters to make fertilizer — liquid
plant food, pellet fertilizer, growth media or sprayable liquids. They're at an early stage,
with big, industrial-size prototypes, but no significant money behind them.

The situation: Terracycle’s founders need money fast. And they think they’ve found a
venture capital firm (VC) that’s willing to invest. But it turns out that money’s only
part of the equation. As they work toward a deal, management realizes the VC’s ideas
about business strategy and senior staffing are totally at odds with their own vision.
Walking away means risking everything. But do they have a choice?

S PO N S O RD E D BY

This article origi n a l ly a p pe a red in the Fi n a n cial Post’s Business mag azine and is part of a se ri es of b u s i n ess 
ca se studies. We hope that you enjoy this re p rint pro vi d ed co u r t esy o f the Se ri es spo n so rs .

FI N A N CI A L PO ST BU S I N ESS NE W VE NTU RES CAS E SE RI ES
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TH E RE WAS A BRI G HT b u rst of flashbulbs as To m
Sza ky s ign ed the electro n i c s creen and pushed the
button to signal the start of the N ASDAQ’s tra d i n g
d ay. With his tousled bedhead, w e a ri n g a blaze r
o v e r a T-shirt, the 21-ye a r-old was vi s i b ly d i ffe re n t
from the CEOs, ce l e b ri t i es and statesmen that usu-
a l ly p reside over the market ope n i n g .

Sza ky was a student on a leave of a b se n ce fro m
Pri n ceton Univ e rs i ty. He had put his studies on hold
to found Te rra cycl e, a New J e rsey- b a sed start- u p
that manufa c t u red org a n i c plant fe r t i l ize r fro m
wo rm excrement. A w ee k e a rl i e r, he’d pitch ed the
co n cept to a panel of v e n t u re capitalists as part of
the Ca rrot Capital Ed u cation Foundation Business
Plan Ch a l l e n ge. His top pe r fo rm a n ce in that co m pe-
tition earn ed him the right to ri n g the ope n i n g be l l .

But it didn’t stop there. Ta ki n g top honours also
put Te rra cycle in line fo r up to U S $1 million in seed

fu n d i n g from Ca rrot Capital, a New Yo rk- b a sed v e n-
t u re capital co m p a ny. Sza ky n ext met with Ca rrot ’ s
m a n agi n g d i re c t o r, se t t i n g up sessions fo r bot h
co m p a n i es to start co n d u c t i n g due dilige n ce. Wh i l e
the judges had been enthusiastic a bout Te rra cycl e ’ s
b u s i n ess model, an offe r o f VC fu n d i n g was co n t i n-
gent on a cl o se r i n s pection of the co m p a ny’s plans.

Sza ky kn e w the stakes w e re high. With just
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$500 in the bank and $5,000 co m i n g in fro m
another business-plan competition, Terracy-
cle had barely enough cash to stay alive for
another month. With no other venture capi-
tal deals on the horizon, Szaky and his six
fe l l ow s t a ffe rs had only a fe w short w ee ks
to either proceed with financing from Carrot
— or find another way ahead with only their
scarce bootstrapped cash to rely on.

J U ST OVE R A WE E K LATER, Sza ky found him-
se l f in more fa m i l i a r, but less glamorous, sur-
ro u n d i n gs. His brow g l i s t e n i n g with sweat, he
g ru n t ed with exertion as he shovelled co m-
post from a metal bioco m po s t e r into a plat-
fo rm ed wo rm gin in Pri n ceton, N . J. Beside him
was Bill Gillum, a fo rm e r Bell Labs sci e n t i s t
with a Ph . D. in inorg a n i c ch e m i s t ry, who alter-
n a t ed be tw een shovelling and adjusting se t-
t i n gs on the bioco m poster’s co m p u t e r.

The bioco m po s t e r and gin w e re two parts
o f a prot otype system fo r p rod u ci n g n u t ri e n t-
rich vermicompost on a large scale. The pro-
totype was the latest step in a grand vision
that had begun ye a rs earl i e r when Sza ky
took a road trip to Montreal. There, he had
been impressed by the wrigg l i n g fe r t i l ize r
factory installed under his Montreal friend’s
kitchen counter — a miniature vermicompost
o pe ration, wh e re a bucket of red wo rms co n-
verted the house’s kitchen waste into nutri-
ent-rich plant food for the garden.

N ow Sza ky and Gillum w e re tinke ri n g wi t h
an industri a l - s cale v e rsion of that same co n-
cept. A fa r cry from the ki t ch e n - cu p boa rd
b u cket, Te rra cycle’s system used tens of t h o u-
sands of wo rms, capable of p rod u ci n g t h o u-
sands of pounds of fe r t i l ize r. Raw o rg a n i c
waste — from co ffee grounds to pape r s l u dge —
was fi rst heated and oxyge n a t ed to eliminate
a ny h a rm ful bacteria; then it was fed into a
b i ot ra n s fo rm e r, wh e re red wo rms wo u l d

chew through it, excreting nutrient-rich ver-
micompost castings in the process.

The final step saw t h ese ca s t i n gs — "wo rm
poo p," in the candid language of Te rra cycl e ’ s
fo u n d e rs — se p a ra t ed to remove any wo rms or
u n d iges t ed wa s t e. The product could be b agged
d i re c t ly as a solid, or b re w ed and packaged a s
a liquefi ed plant food. This innova t ive se p a ra-
tion and bre wi n g p rocess allow ed the fe r t i l ize r
to retain its nutrients on the shelf fo r ye a rs — a
co n s i d e rable improvement over the ki t ch e n -
cu p boa rd system, wh o se output would lose its
n u t rients aft e r o n ly w ee ks .

Th e i r wo rki n g p rot otype could prod u ce and
bottle up to 80 half- l i t re co n t a i n e rs pe r w ee k —
i f Te rra cycle’s staff ch i p ped in enough manual
l a bo u r. Often, they would spend their m o rn-
i n gs in mee t i n gs, and then spend aft e rn oo n s
s h o v e l l i n g o rg a n i c waste into the gin. The end
p roduct was bot t l ed in spartan co n t a i n e rs —
the co m p a ny had yet to settle on packagi n g
d es ign or a product name. Based on Bill’s own
a n e cd otal expe ri e n ce, the co m p a ny’s plant
food was at least as effe c t ive as its ch e m i ca l
co u n t e rparts, such as Mira cl e - G ro.

Te rra cycle badly n eed ed capital to turn the
p rot otype into a wo rki n g p roduction fa ci l i ty. To
co nvert a wa re h o u se space in Trenton, N.J.,
into a fu l ly functional production fa ci l i ty ca p a-
ble of p rod u ci n g 1 0 0,000 75 0 - m i l l i l i t re bot t l es
pe r w ee k would req u i re $300,000; to scale up
to 215,000 bot t l es pe r w ee k, they would need
$ 85 0,000 in fa ci l i ty u pg ra d es and bot t l i n g a n d
b re wi n g equipment. The co m p a ny a l so need-
ed to undertake rigo rous product tes t i n g — a
p rocess that, fo r e a ch product, would take six
months and cost $60,000 at Ru t ge rs, the state
u n iv e rs i ty o f N e w J e rsey.

Te rra cycle had been focu ssed on prod u ci n g
a liquid indoo r plant food, but a numbe r o f
ot h e r p roducts w e re po ss i b l e. Once the earth-
wo rm ca s t i n gs had been prod u ced, they co u l d

be packaged in their solid fo rm to be used as
pellet fe r t i l ize rs or g rowth media (soil substi-
t u t e). Altern a t e ly, the ca s t i n gs could be bre w ed
in distilled wa t e r to prod u ce a sprayable liquid.
Products fo r s pe ci a l ty a p p l i cations such as ro se
b u s h es could be developed with small ch a n ges
to the co m position of the wo rms’ org a n i c-wa s t e
d i e t . And the co m p a ny had a ra n ge of bot t l i n g
options, from a spray a p p l i ca t o r on small bot-
t l es fo r i n d oo r u se to a hose applica t o r a ffixed
to a large jug fo r l awns and outdoo r p l a n t s .

RES PO N S I B I LIT Y FO R S E T TING PRO D U C T
l i n es fell to Robin Ta t o r. Ta t o r, the co m p a ny ’ s
vi ce - p resident of m a rke t i n g and sa l es, had
given Sza ky one of his v e ry fi rst jobs as a
t een. Ta t o r had joined the fi rm early in its
development and had been divi d i n g his time
between Ontario and New Jersey ever since,
s t ee ri n g sa l es and distribution efforts on bot h
sides of the border.

Te rra cycle had alre a dy t e n t a t iv e ly se l e c t ed
its fi rst product: a spraya b l e, all-purpo se indoo r
plant food aimed at the co n s u m e r m a rket. Pri c-
i n g was des ign ed to match large r co m pe t i t o rs
l i ke Mira cl e - G ro. While Te rra cycle co u l d n ’ t
m a t ch the scale eco n o m i es of its co m pe t i t o rs ,
the production process fo r its v e rm i co m po s t
was fa r l ess expe n s ive than the energy- i n t e n s iv e
p roduction of ch e m i cal fe r t i l ize r p rod u c t s .

The size of the fe r t i l ize r and media marke t
was appe a l i n g — in the United States alone, it
was a U S $6-billion segment of the U S $37- b i l l i o n
l awn and garden market. But the segment wa s
beset by s l u ggish growth — no more than 5%
a n n u a l ly — and dominated by a handful of
i n d u s t ry Goliaths. Scotts’ Mira cl e - G ro co n t ro l l ed
at least 35% of the co n s u m e r l awn and gard e n
m a rket — and had an even tigh t e r g rip on the
a l l - p u rpo se fe r t i l ize r m a rke t .

Ta t o r co n s i d e red the org a n i c m a rket a gree n
field of o p po r t u n i ty: The market was small —
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pe rhaps $400 million — fo r " d es igner" soils and
p remium plant food, but it was growi n g at a
rate of 16% pe r ye a r. Sales of o rg a n i c p rod u c t s ,
wh i ch made up at best 10% of the overall lawn
and co n s u m a b l es market, had grown well over
400% be tw een 1997 and 2002. Th o u gh one
co m pe t i t o r, Sch u l tz, had made tentative steps
into the market and Scotts was planning an or-
g a n i c l i n e, the org a n i c m a rket was still domi-
n a t ed by small, regi o n a l ly focu ssed co m pe t i t o rs .

Ta t o r a dv oca t ed a co n s u m e r focus, even
t h o u gh the ag ri cu l t u ral and co m m e rcial mar-
kets offe red high e r m a rgins. Fi rst, he expe c t-

ed indoo r home use rs to res pond po s i t iv e ly
to the product’s safe, non-chemical formula-
tion. Second, he anticipated that consumers
would more re a d i ly t ry out the Te rra cycl e
p roduct — while ag ri cu l t u ral use rs, wh o se
l iv e l i h ood depe n d ed on the product’s effi ca cy,
would take longe r to expe riment with and
adopt the product.

WH I LE TE RR ACYCLE re fi n ed its prod u c t i o n
p rocess and planned fo r its product ro l l o u t ,
h ow e v e r, the relationship with its potential fi-
n a n ci e r began to so u r. The discu ssions w e re
co n d u c t ed by Sza ky, CFO D o u g Feltman and in-
t e rim CEO Thomas Pyl e. Feltman had joined the
team aft e r se r vi n g as CFO o f m a rke t i n g fi rm
G rey Wo rl dwi d e. Pyle’s ca ree r in banki n g i n-

cl u d ed se n i o r ro l es at Deutsche Bank, Ch a se
Manhattan and Ska n d i n avi s ka Enskilda Banke n .

D espite their resumés, the fi n a n cial pro j e c-
t i o n s they presented reflected both the com-
pany’s embryonic stage of development and
the fact that the leadership was balanci n g
d o zens of co m pe t i n g p ri o ri t i es. Th e i r s u b m i s-
sions incl u d ed neither d e t a i l ed ca s h - fl ow p ro-
j e c t i o n s nor a proposed use of proceeds for
the financing round.

Ca rrot wa n t ed more. It need ed a cl e a r p i c-
t u re of what stage of development the young
co m p a ny would re a ch with its round of

fi n a n cing. Sza ky and partners soon disce rn ed
that the fi n a n ci n g would be tra n ch ed — deliv-
e red in stages — based on set miles t o n es fo r
sa l es, development and hiring. Havi n g a t t ri b-
u t ed their s u r vival thus fa r to their a d a p t a b i l i ty,
the Te rra cycle team wo rri ed that set mile-
s t o n es would limit their fl exi b i l i ty in the fa ce of
u n p redictable ch a n ge.

Te rra cycle and its pro s pe c t ive inv es t o rs also
cl a s h ed on spe n d i n g p ri o ri t i es. The co m p a ny
had budge t ed re l a t iv e ly m od est amounts fo r
m a rketing, pre fe rri n g to build sa l es thro u gh
g u e rrilla marke t i n g and a netwo rk o f unpaid stu-
d e n t i n t e rns. Th ey a l so planned to place the
m a n agement team — who had been slee p i n g a t
the offi ce and drawi n g m e ag re, infrequent pay-
ch eq u es — on sa l a ry. Ca rrot expe c t ed, by co n-

t rast, inv estments into pro fessional bra n d i n g
and marketing. Th ey co n s i d e red the intern pro-
g ram an unacceptable distra c t i o n .

The VC a l so wa n t ed to re t h i n k the manage-
m e n t l i n e - u p. In a letter, Ca rrot allow ed that
the management membe rs w e re smart and
ca p a b l e, but arg u ed they w e re the wro n g
people fo r the co m p a ny. Ca rrot wa n t ed to hire
s t a r t-up v e t e rans with dee pe r expe ri e n ce in
co n s u m e r p roducts and retail marketing. Th o se
who w e re left, Ca rrot made cl e a r, would be ex-
pe c t ed to continue wo rki n g at mod est sa l a ri es
o r fo r eq u i tya l o n e.

Ca rrot, as an act of good faith, was wi l l i n g t o
keep the co m p a ny a fl oat with a $20,000 bri dge
l oan and ag reed to give it additional time to
wo rk out a deal. But Te rra cycle’s manage rs
w e re ske p t i cal, se n s i n g a gulf be tw een their vi-
sion and Ca rrot’s aims. On top of t h o se sub-
s t a n t ive ch a l l e n ges, Sza ky felt uneasy wi t h
Ca rrot on a gut level, as if he was be i n g cl o i s-
t e red from his team duri n g the high - i n t e n s i ty n e-
got i a t i o n s with the VC .

B u t t i n g heads with Ca rrot over both stra t egy
and spending, Te rra cycle was in an unenvi a b l e
position. It would be months be fo re they had a
saleable product re a dy. Th e i r co ffe rs w e re
e m p ty. The co m p a ny had some embryo n i c re l a-
t i o n s h i p s with individual inv es t o rs — enough ,
pe rhaps, to cobble toge t h e r e n o u gh fu n d i n g t o

FI N A N CI A L PO ST BU S I N ESS NE W VE NTU RES CAS E SE RI ES

The V C wanted to replace management
with start-up veterans experienced in
consumer products and retail marketing.
Founders were expected to keep working
at modest salaries or for equity alone
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s u r vive a fe w m o re months — but there was still
a v e ry good ch a n ce that it would not survive if
t h ey re j e c t ed the v e n t u re capital deal.

The Expert Vi e w

The Te rra cycle story is re pe a t ed dozens of t i m es
a w ee k in the offi ces of v e n t u re capital co m p a-
n i es acro ss the co u n t ry.

The story re peats itse l f be ca u se entre p re-
n e u rs so m e t i m es fail to appre ciate the VC b u s i-
n ess model. And it re peats itse l f be ca u se
co m p a n i es and inv es t o rs don’t wo rk s u ccess fu l-
ly e n o u gh to build trust and find philoso p h i ca l
a l ign m e n t .

VCs ra i se their m o n ey from a group of
i nv es t o rs, often incl u d i n g pension plans, and

t h ey ’ re ch a rged with re a l izi n g a re t u rn on that
capital commensurate to the risk in a fixed
pe ri od of time — usually seven to 10 ye a rs. VCs
h ave a v e ry h igh cost of capital. Our b u s i n ess
req u i res one v e ry ch a l l e n gi n g thing: We need to
get money in and out of a co m p a ny at a high
multiple in a re l a t iv e ly short pe ri od of t i m e.
What this means for the companies we fund
is that we need them to pro vide a sign i fi ca n t
rate of re t u rn in a re a sonable time fra m e. Th i s

req u i res that they h ave high ly p ro fitable busi-
n ess models that demonstrate rapid re v e n u e
g rowth. And while we exe rci se a deg ree of co n-
t ro l o v e r the co m p a n i es we inv est in, we do
n ot want to run the co m p a n i es ourse lv es .

We ’ re in a v e ry co m pe t i t ive business, and
e n t re p re n e u rs need to demonstrate awa re n ess
o f the ri s ks and expe c t ed re t u rns. Th ey n eed to
s h owus that they can deliv e r results, and they
n eed to show that our i n t e rests co nv e rge.

I have seen co m p a n i es like Te rra cycle be-
fo re. Th ey h ave a particu l a r s tyl e. Th ey t a ckl e
i m po ssible markets in tigh t ly co n so l i d a t ed
i n d u s t ri es, and by h a rd wo rk, fo rce of will and
p u re ch u tzpah, they m a n age to succeed. Th ey
run on instinct, they fo s t e r cre a t ivi ty and expe ri-
m e n t a t i o n , and in so doing t h ey d i s rupt co n-
ventional business models. Some astonishing
co m p a n i es have been built on this type of
vision and cre a t ive instinct.

But es pe ci a l ly with this kind of co m p a ny, it
be co m es abso l u t e ly i m pe ra t ive to build a re l a-
t i o n s h i p o f t rust and to find an alignment of
i n t e rests. When VCs ask fo r m i l es t o n es, wh a t
we are re a l ly a s ki n g fo r is a demonstration that
the co m p a ny can cred i b ly build value quickly
and ca p a b ly. When we react in horro r a t
fo u n d e rs’ plans to give themse lv es ge n e ro u s
sa l a ri es, it is be ca u se it’s against our cu l t u re
fo r the effi cient use of s ca rce and expe n s iv e
cash to be dire c t ed away from those activi t i es
that drive co m p a ny va l u e. We want the co m-
p a n i es we inv est in to stay lean, to continue to

sa cri fi ce co m fort fo r a chievement. We want to
kn ow that the fo u n d e rs will retain an unshak-
a b l e focus on building the business. And wh e n
we co n s i d e r re p l a ci n g m a n agement team
m e m be rs, it’s be ca u se we need to kn ow t h a t
the team has a thoro u gh unders t a n d i n g o f t h e
m a rket they a re entering. Cool tech n o l ogy o r
an energe t i c fo u n d e r is never a substitute fo r a
capable and kn owl edgeable team that under-
stands its industry inside and out.

When VC deals cl o se without trust and
p h i l o so p h i cal alignment be tw een the parties ,
the results are often bleak. Entre p re n e u rs
s pend their time battling d i sa p p ro vi n g boa rd s
o f d i re c t o rs. Th ey a re hemmed in by rigid mile-
s t o n es . Th ey p l a cate their VCs and see t h e
a bout it under the surfa ce. Some co m p a n i es
can grow and succeed in spite of t h ese toxi c re-
l a t i o n s h i p s , but in the ch a l l e n gi n g wo rld of
m a n agi n g a start- u p, the last thing an entre p re-
n e u r n eeds is an uneasy wo rki n g re l a t i o n s h i p
with his or h e r eq u i ty p a r t n e r.

In the best wo rki n g relationships, VCs pro-
vide money, cred i b i l i ty, netwo rks and advi ce.
Th ey a re indispe n sable and suppo r t ive part-
n e rs, and the entre p re n e u rs they fund co m m u-
n i cate with them ope n ly and ca n d i d ly. A VC

deal should attempt at the outset to be a good
m a rri age. If the fit isn’t right, the expe ri e n ce wi l l
be painful and unprod u c t ive and may end in a
m essy d iv o rce. In the ca se of Te rra cycle and
Ca rrot, it may h ave been wi se to end the re l a-
tionship aft e r a fe w short dates .

The Outco m e
Te rra cycle ultimately d e ci d ed not to pursue v e n-
t u re capital fi n a n cing. To save costs on bot t l i n g ,
the co m p a ny hit on the idea of u s i n g re cycl ed
soda bot t l es fo r p a ckaging. With the wo rld's fi rs t
co n s u m e r p roduct both made of waste and
p a ckaged in wa s t e, Te rra cycle found itse l f in a
position to go to market with a unique offe ri n g .

With marke t i n g and public relations wo rk
from the co m p a ny's unpaid interns, the team
used their story to attract press attention —
and to attract investors. Financed by a small
g roup of a n gel inv es t o rs, the co m p a ny fi n-
ished its product testing. Within two years,
the company had its product on the shelves
of Home Depot and Wal-Mart stores across
Canada, and was approaching $500,000 in
sa l es re v e n u e. The co m p a ny co n t i n u es to
see k i nv estment to fi n a n ce a national prod u c t
rollout in the United States. 

N ot e: The authors do not intend to illustrate either e ffe c t iv e

o r i n e ffe c t ive handling o f a manage rial situation. The vi e ws

re p rese n t ed here  are so l e ly t h o se o f the  ca se 

a u t h o rs and are based on their own pro fessional judgm e n t .

Certain names, sce n a rios or i d e n t i fyi n g i n fo rmation may

h ave been disg u i sed to protect co n fi d e n t i a l i ty.

By A n d re w Wa i t m a n
M a n agi n g Pa r t n e r, Ce l t i c H o u se
Ve n t u re 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r t n e rs Inc. 

We want the companies 
we invest in to stay lean,
to continue to sacrifice
comfort for achievement
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