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Today, there are at least four so called flying cars available commercially. They all differ 
in design and characteristics, but they share one common feature insofar as they 
function on land and in the air with the reliance upon a driver /pilot. I was briefly 
involved with one of these some twelve years ago when it was yet to be proven as 
being feasible, insofar as the technology to drive the proposed structure on land was 
confirmed as was the flying mechanism, but the two had not been combined and 
tested. 

The attraction of the vehicle was portrayed in many ways that included possessing a 
vehicle that could be driven on the road, fuelled at the local service station, converted 
to take off and fly without the need for a runway, did not require a full pilot's licence, 
and in basic form, cost less than 100,000 euros.  

During my involvement, I identified a number of important issues that I will discuss 
within the framework I have developed and use on all early stage potential venture 
capital propositions, and particularly those of a technological nature. It involves five 
steps that correspond with what can be thought of as a structured due diligence 
process designed to challenge the value proposition and, desirably, help to understand 
and shape feasibility.  

Step 1 

The first step involves developing a 'scratchpad' /back of the envelope assessment of 
the free cash flow potential from the information provided in the current plan, ideally 
over a five-year time horizon. The best results have been obtained when this is 
undertaken in conjunction with the entrepreneurs seeking funding. Particular 
attention is paid to the required investment in fixed and particularly working capital, 
with a view to understanding initial perceptions of the cash flow burn rate. Once the 
free cash flow estimates have been completed, the information is used to assess and 



    

 
 
 

challenge the potential value of the proposition from a very high level perspective. 
Often the end result is more comfort with the near term than the longer term from 
which most of the potential value will be derived. This necessitates the second step of 
trying to assess the competitive advantage period which, in simple terms, is the time 
horizon over which most potential value could be created and the reasons that 
underpin it. This is similar to the economic moat concept, often attributed to Warren 
Buffet that was introduced in my last article with reference to the valuation of Uber1.  

 

Step 2 

 

 
This second step, also undertaken in conjunction with the entrepreneur(s), can be 
structured around well established strategic approaches, like PESTEL, SWOT, and 5 
FORCES analysis to assess potential risks both externally and internally, plus to ask 
tough questions about the future potential of the business in terms of industry 
attractiveness and competitor analysis. Again, it is a structured due diligence exercise 
directed at the value proposition and, whilst the tools referred to so far fall into 
frequently called 'soft skills' set, their application defies such a pejorative description. 
It should also be noted that they can be supported by 'hard skills' analysis, like trying to 

                                                                 
1 A key to Warren Buffett's investing strategy is incredibly easy to replicate (MOAT), Seth Archer, 
Feb. 13, 2018, 03:47 AM. https://markets.businessinsider.com/news/etf/warren-buffett-moat-
etf-simple-explanation-for-how-he-invests-and-its-easy-to-replicate-2017-10-1005613232 

https://markets.businessinsider.com/news/etf/warren-buffett-moat-etf-simple-explanation-for-how-he-invests-and-its-easy-to-replicate-2017-10-1005613232
https://markets.businessinsider.com/news/etf/warren-buffett-moat-etf-simple-explanation-for-how-he-invests-and-its-easy-to-replicate-2017-10-1005613232


    

 
 
 

estimate a market implied competitive advantage period that uses valuation analysis 
of traded companies on the stock market.  

Returning to the case in question, flying cars, step one had already been undertaken by 
the time of my involvement which significantly shortened the time required to 
complete the analysis. As regards the second step, many issues emerged relating to 
the feasibility of reaching deadlines like proof of concept, time to market, production 
capability, and gaining market share all of which are fairly obvious and would have a 
significant impact on the value proposition. Personally, I spend a considerable 
proportion of my effort directed at what is often not really seen by counterparties. In 
the case of the flying car two major concerns were identified in terms of whether the 
design was correct, insofar as it was similar in concept to a motorcycle in terms of 
being for only two people, with the passenger seated behind the driver, and were 
there really grounds for believing there existed a real and sustainable target market for 
this design. One particular issue raised in this regard related to threats to the 
underlying business concept involving a driver/pilot. Looking now at the investment in 
autonomous cars and the moves by the likes of Uber into autonomous drone taxis, the 
cause for concern might be founded, but in defence of the sceptics about the potential 
threat, the analysis was undertaken in 2007, when  drone technology was relatively 
undeveloped and unknown as was the communications technology to support 
autonomous vehicles. However, there is one key point, high impact but low likelihood 
events must be assessed with reference to issues that are not relatively ridiculous, 
should not be too readily dismissed. 

Step 3  

Let us assume that step two has been passed and the value direction agreed in terms 
of the commercial feasibility of the flying car in terms of the proposed design, the third 
step is to look at different scenarios. In simple terms, the potential of the proposed 
business for the venture may have been justified but what share of it can be achieved 
and, more importantly, how? This translates into looking at the potential target 
market, e.g. geographically, demographically etc., reviewing different options and their 
implementation so as to identify the best route to pursue. In terms of the flying car, 
issues for consideration could include whether to omit some countries like the USA 
that has very different driving characteristics than Europe, and also whether to target 
primarily those interested in its use recreationally or alternatively functionally, e. g. 
emergency services.  

Step 4 

While the potential life of an idea, like a flying car, is important, a venture capitalist 
must translate this into the value to be derived at the point of exit, hence the fourth 
step involving the establishment of milestones. This involves looking at the plan as it 
currently stands in conjunction with the selected scenario and establishing time-based 
milestones starting with the exit and working back to today.  This can be challenging 
and may be an iterative process because having started with the exit analysis and 
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working back to earlier milestones a potential funding shortfall might be identified 
with exit implications.  

Step 5 

Once all of this has been completed it is time to test it with numbers. This involves 
building a financial model that captures the existing plan information and that derived 
from the preceding steps to ask the fundamental question, will this deliver the returns 
ideally required by the prospective parties to the deal. If the answer is yes back to the 
model developed in step 1 to refine and translate into a working document. If no, 
review the options in terms of looking how to make it work or in the worst case 
abandon. 

 
Concluding remarks 

The biggest challenge with an early stage venture capital business is how to look into 
the crystal ball and to try to make some sense of the future. The 5 step approach 
outlined is the way I have found most useful to do so. 
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