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Startup financing means some initial infusion of money needed to turn an idea (by starting a business) into realty

Personal Financing

New innovative Factoring Accounts Personal credit line /
Business Receivables ' Credit Card

Started by
Entrepreneurs

N Purchase order

, , Family and friends
financing

Reach a large market :
Startup Finance -

Sources
Scale the Business /
Sale out/ Die

Vendor Financing Peer to peer leading

Micro loans Crowdfunding

Components of a Pitch presentation

Sales/ Milestones /

‘ Competition ‘

BUSIness ‘ Financin
Model 9

Marketing Projections

Team ‘ ‘ Solution ‘
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A Unicorn is a mythical animal
W.r.t Startups the term was
coined by VCAileen Lee in 2013
A Unicorn is a privately held start-
up Valued @ USs 1 billion or
more

The Term represents the
statistical rarity of successful
ventures

Emphasis is on the rarity of
success of such start-up.

Other features of a Unicorn are
focus on new ideas, disruptive
innovation, consumer focus, high
on technology etc.

A Startup with Valuation > US$ 10
Billion is known as a Decacorn
InMobi is India's first unicorn and
as on date India has more than
100 Unicorns

Get Credit from RM Suppliers
Delayed payments attract
Interest

Works well in Retail Ops

AR of sold to a commercial
finance Company ata
discount

Factor assumes task of
collection

Factor can be on Non-
Notification and [ or Non-
Recourse basis

Reduce costs

Frees up receivables
Useful for raising money &
keeping cash flowing

Build a company from
personal finances /
operating revenues

Startup Financing

Bootstrapping

Angel Investors Funds

Venture Capital

Trade Credit

* Reduces capital
Investment

Angel investors help startups
take their first steps

Not focussed on Profits
Opposite of venture capitalists.
Use their own money unlike VC
Funds

Also called informal investors,
angel funders, private investors,
seed investors or business angels
Invest through crowdfunding
platforms online or build angel
investor networks to pool in
capital.

* Money provided by professionals
who management & invest in
young, rapidly growing
companies

VCs
* Purchase equity securities

* Assist in the development of new
products or services

* Add value to the company
through active participation.

* Lessee get tax exemption
on lease payments

* Lessor enjoys tax benefits
on depreciation

* Lessor gains include
capital appreciation &
profit from the lease.



LT Horizon;
3-10 years

Equity

o R VC Characteristics

High Risk,
High Reward

Advantages of VC Financing

Inject long- term equity finance — a solid capital base for
future growth.

VCs ate business Partners sharing both the risks and
rewards

Provide practical advice and assistance to the company
based on past experience

llliquid
Investments
Hence
Premium

Has a network of contacts in many areas

Capable of providing additional rounds of funding to
finance growth.

sl Experienced in prep for Domestic / Overseas IPO

e Can facilitate a trade sale.




Financial Lockin Risk Activity to be financed

S f d . I Stage Period Perception
Seed 7-10 Extreme For supporting a concept or idea or R&D for product
Money development and involves low level of financing.
VCs, Acquisitions/Mergers & Secondary Offerings
Strategic Alliances Start Up 5-9 Very High Initializing prototypes operations or developing
Angels, FFF > iinr Stage' products and its marketing.
-— —>

— Seed Capital Early Stage First Stage 3-7 High Started commercials production and marketing.

D .

=

L

a Public Market Second 3-5 Sufficiently  Expanding market and growing working capital need

&« i Stage high though not earning profit.

IPO
3rd Third Stage 1-3 Medium Market expansion, acquisition & product
sl " development for profit making company. Also called
: Mezzanine Financing.
L
Valley of Death TIME Fourth 1-3 Low Facilitating publicissue i.e., going public. Also called

Stage Bridge Financing.



Deal Origination

Screening

Term Sheet

Due Diligence

Deal Structuring

Post Investment

VCinvestment process

 VCs operates directly or through intermediaries.
* They Focus on Sector / Stages of business / Promoter / Turn over
* Startups provide business plan consisting of business model, financial and exit plans in an IM

e Generally carried out by a committee consisting of senior level people of the VC.

* Contains the terms of investment such as funding, governance, operations, liquidation, Etc,

» Handled by external bodies where, VC would try to verify the veracity of the documents taken.
* Fees of due diligence are generally paid by the VC but may also be shared betweenVC and Investee.

* A convertible structure is preferred
* Promoters retain the right to buy back the share.
* (Tag Along Clause - A promoter has also to sell part of its stake along with the VC

* VC Part of BoD

e Corporate Governance fairly Important

* Periodically update VC on mile-stones & reasons for meeting / Not meeting them.
* Bring in Professional Management

* Failure or death of Startup

* Selling to third party/ Merger
* IPO

* Secondary Exit




Cccl
guidelines of
1988 were
very
restrictive -
Made VC
investments
highly risky
and
unattractive.

Initiated in

1970,s IDBI,

ICICI & IFCI

started VCs
in 1980s.

Soon, Gol
liberalized
the VC
Industry and
abolished
the CCI

Trust

Company

»

The new
guidelines
issues in
1996
created an
unequal
playing
ground that
favoured the
foreign
players.

In 1995
Foreign

Finance
companies
were
allowed to
invest in the
country.

VCinvesting
boosted by
the IT
revolution in

1997

Few VCs
survived Dot
Com Bust.
Survivors
shifted to
late stage
Financing

——

VC Investors

Financial Institutions

CCERT o

Indian Advisor




Startup India Initiative How Start up India Initiative help the growth of Startups

* Initiated by the Government of India on 16th of January 2016 * Launch of Startup India and StandUp India programs in year 2016.
*  GSR Notification 127 (E) dated 19th February 2019 defines a Startup » Creating awareness in public about start- ups & boosted entrepreneurial mindset.
* Anentity registered as a Pvt Company / Partnership Firm / LLP * Gol set up a SIDBI-run Electronic Development Fund (EDF),
*  Considered as a Startup for a period of 10 years from Date of Reg * Gol became an LP in a fund for the first time ever
*  TurnoverinanyFY <%100Cr * Additional Push from
*  Working towards Innovation, development or improvement of * Mudra Scheme
products or processes or services, or * 100% tax benefits u/s 8o-1AC
*  Has ascalable business model with a high potential of employment * Angel taxation exemption
generation or wealth creation. * DPIIT created % 945 Cr Startup India Seed Fund Scheme in Jan’21 to
*  Entity formed by splitting up or reconstruction of an existing * Provide financial assistance to start-ups for Proof of Concept, prototype
business shall not be considered a ‘Startup’. development, product trials, market entry, and commercialization.

* Expected to support
* 3,600 entrepreneurs
* through 300 incubators
* inthe 4 years.

Talent Pool * ADPIIT recognized start-up incorporated in last 2 years with a business idea can apply for
(World Renowned Education Start up India Seed Funding Scheme (SISFS).
Institutions) * Start-up seed funding under SISFS - INR 5o Lakh
* Priority sectors for SISFS
Workforce Cost * Social impact
(Annual addition to workforce * Waste/ Water management
10 Mio) * Textiles

* Financial inclusion

* Education

Internet Penetration >50% * Agriculture & food processing

* Biotechnology & healthcare

* Oil & Gas, Energy, mobility & Railways
* Defense & space

Technology

(Improving SW & HW
technologies)

Why Indian Startups Thrive

Funding options (Angel, Seed,

VC, FDlI etc)




Risk Mitigation

Cause Removal

Succession planning is the process of identifying the critical positions within
an organization and developing action plans for individuals to assume those
positions.

* Identifies future need of people with the skills and potential to perform
leadership roles.

* Important priority for family-owned businesses, managed by a non-family
leader, ownership with the family.

* Ensures that the right people are available for the right jobs today and
tomorrow.

* Also provide a liquidity event, which enables the transfer of ownership in a
going concern to rising employees.

e Good way to promote and advance all employees
ytop ploy Alignment

Talent Pipeline

Conflict Resolution
Mechanism

Need for Succession Planning

VRN

Business succession strategy Succession Planning

Challenges in Startups

N S

S =N N

Evaluate key Identify
B ,,,»f"'compl:g:sncies Gurreqt Bty Leagkr Founder Vs. Corporate Founders are Face of
positions competencies Premature for startups

Mindset Startups

N NS N
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