CHANGING LANDSCAPE OF VC

KYA hai ye?

Ever tried pitching your million-dollar idea to your Dad?

He listens patiently, nods and then asks, Beta, why don’t you just get a government job?

He makes the ultimate comparison before you can explain: "Sharma ji ke bete ka 25 lakh ki
job lag gaya hai, aur tu start-up ke chakkar me paise udana chahta hai"

That’s when reality slaps you harder than Mumbai traffic. You realize then that you need a
different kind of believer. Someone who will put money on the table rather than just listen.

Presenting venture capital (VC), the driving force behind the largest start-ups globally, ranging
from Tesla to Facebook. The problem is that venture capital is more than just money. It's about
taking risks, supporting wild ideas that banks would never consider, and transforming start-ups
into market titans.

Now, one question may arise in your mind that who are Venture Capitalists? So, these Venture
Capitalists are rich individuals or group of investors, invest in early-stage companies that
having promising future returns. These investors come together through the investment firms.
makes a start-up succeed — just a brilliant idea or the right support to bring it to life? Even if
invention is important, access to capital, mentorship and industry connections often determines
whether a start-up succeeds or fails. This is where venture capital plays a pivotal role. It not
only invests in high potential businesses that traditional banks ignore but also provides the
strategic guidance & network require to grow. By taking high risks, venture capitalists don’t
just support companies- they fuel industries, drive markets and shape the future of innovation.

KAUN hai ye?

Two college students were struggling financially in 2004. Despite their small start-up’s
potential, no bank would give them any money. They only had an idea and a growing user
base, they had no assets or revenue. They were frustrated and wondered: - "If we have
something people love, why won’t anyone bet on us?" At that point, an investor intervened,
providing not just funds but also advice, contacts and faith. With that support, their business
grew at a never before seen pace. That new business? Facebook.

The question now is: Why do some ideas transform the world while others become obscure?
The answer lies in Venture Capital. So, Venture Capital (VC) is a type of private equity
used to support startups & early stage companies with the potential for substantial and rapid
growth. VC firms gain ownership stakes in the companies they invest in return of their
investment. VC has been essential in fostering innovation, especially in fields where
conventional financing techniques frequently fail, such as technology, biotech and fintech.
VC firms raise money from limited partners (LPs) to invest in start-ups or even larger venture
funds. Venture capital holds a lot of significance as it fuels innovation, creates jobs,
encouraging taking risk, helps start-ups to scale and driving economic growth.



Money in the pipeline

Venture capital investment is a high-stakes, multi-step journey focused on finding, funding,
and scaling the next big startups. But it’s not just about the money VCs play a crucial role by
offering mentorship, resources, and strategic guidance to help startups grow. The ultimate
goal? A well-planned exit that maximizes returns. Succeeding in VC requires deep industry
knowledge, strong networks, and a sharp instinct for spotting high-potential ventures. Let's
dive into the full VC investment lifecycle, from discovering promising startups to guiding them
after investment.

1. Deal Origination: Finding the Next Big Thing

A VC might come across a promising startup at a Techstars event, then dive deeper into
their details on PitchBook. They also receive inbound pitches through warm intros or cold
emails. Referrals from investors or founders, along with accelerators like Y Combinator,
Techstars, and 500 Global, help fast-track the process. In this phase, VCs narrow down
which startups are worth further attention by looking at three key areas which are the
Founding Team, Market opportunity and product traction. Here VCs ask themselves: Does
this startup have what it takes to scale?

2. Due Diligence (DD)

In the Due Diligence phase, VCs dig deep to make sure the startup is what it claims to be
and identify any potential risks. They start by looking at the business, does the product fit the
market? How’s the competition? And do the founders have the experience to execute their
vision? Then, they dive into the finances—how healthy are the numbers? Finally, they check
the legal side—who owns what, are contracts in place, and is the cap table clear? This
thorough process helps VCs make confident, informed decisions.

3. Term Sheet Negotiation

The term sheet outlines the key terms of the investment, such as the company’s valuation,
how much the VC will invest, and the percentage of ownership they’ll have. It also covers
liquidation preferences (who gets paid first in a sale), the VC’s role on the board, and how
founders earn their shares over time.

4. Deal Closure (Finalizing Investment)

e Legal Docs Signed — Stock Purchase Agreement, Voting Agreement, etc.
e Capital Transfer — VVC wires funds to the startup.
o Equity Issued — Shares allocated on the cap table.

The startup officially becomes a portfolio company.

5. Post-Investment Support & Monitoring

After investing, VCs actively support startups by joining the board and guiding key decisions.
They help with operations, such as hiring and scaling, and assist in future fundraising. VCs
also connect startups with strategic partners and potential acquirers, while preparing for a
successful exit, whether through an IPO, M&A, or a secondary sale.



Venture Capital (VC) Process

o1 Deal Sourcing & Screening
VCs Search and Evaluate Startups Based on Investment Criteria

o2 Due Diligence & Evaluation

Thorough Assessment to Determine Startup Valuation and Potential
Returns

o3 Term Sheet Negotiation
Detailed Investment Terms Negotiation to Protect Interests
o4a Investment Decision & Funding

Final Investment Decision, Funding in Exchange for Equity

Post-investment Monitoring & Value Addition

Active Support for Startup Success and Exit Strategies

..........

Piece of the pie

1. Management Fees and Carried interest

Imagine your startup raises $5 million from a VC firm. The VC firm is managing a $100
million fund, and your company is one of the startups they invest in. Then the VC firm
charges a 2% management fee on the $100M fund $2M per year to cover salaries,
research, and office space. Let’s say the startup got acquired for $50 million and the VC firm
had invested a total of $5 million now the firm will get 20% out of the total profit of $45 million
which comes out to be $9 million as the carried interest. This is the 2/20 fee rule
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2. Revenue-Based Financing (RBF)

Revenue-Based Financing (RBF) provides funding in exchange for a fixed percentage of
future revenue, without giving up ownership. Payments fluctuate based on the company’s
revenue, making it a flexible option. It’s ideal for businesses with predictable revenue but
limited access to traditional funding, offering a non-dilutive, flexible way to grow.



3. Evergreen Funds

Evergreen funds are investment vehicles with no set end date, allowing for continuous
fundraising and reinvestment. Unlike traditional funds that have a fixed lifespan, evergreen
funds provide flexibility to support portfolio companies over a longer period and adapt to
market changes. This structure fosters long-term relationships between the firm, investors,
and companies, as there is no pressure to close the fund or force an exit.

Hurdles

Imagine you’re playing a game where you have to build the coolest treehouse ever. But there’s a
catch: you need money to buy the wood, nails, and tools. Venture capital (VC) is like a friend who
lends you the money, but the game isn’t always easy. Both VC firms and startups face big challenges,
and sometimes, things can get a little unfair.

Challenges: Building a startup is like climbing a mountain—it’s exciting but tough. Startups often
struggle to prove their ideas are worth investing in. They might run out of money, face tough
competition, or even fail completely. On the other hand, VC firms have their own problems. They
have to pick the right startups to invest in, which is like finding a needle in a haystack. If they choose
wrong, they lose money. Plus, they face pressure to deliver big returns to their investors. It’s a high-
stakes game for everyone!

Ethical Concerns: Sometimes, the VC world can feel a little unfair. For example, some startups might
feel pressured to grow too fast, leading to burnout or cutting corners. There’s also the issue of
bias—women and minority founders often get less funding than their peers, even if their ideas are
just as good. And in some cases, VCs might take advantage of young entrepreneurs by offering unfair
deals. It’s like playing a game where the rules aren’t the same for everyone.

Change

What if you had an amazing idea—like a robot that does your homework or a game that teaches you
math while you play—but no money to make it real? That’s where venture capital (VC) steps in! VCis
like a magic potion for entrepreneurs. It's money given to startups (new companies) with big dreams
but no cash to grow. In exchange, the VC gets a small piece of the company. Sounds like a fair deal,
right?

Impact on Innovation: VCis like a turbo boost for creativity. It helps turn crazy ideas into real
products and services. For example, companies like Tesla (electric cars) and Airbnb (renting homes)
started with VC funding. Without VC, many of the cool gadgets and apps we use today might never
have existed. It’s like planting seeds for the future—VC gives startups the resources to experiment,
fail, and eventually succeed.

Dark Side of VCs

Imagine an 11th grade student, Rohan, who is passionate about history and psychology but
pursued science due to intense pressure from his parents. To please them, he enrols in



science but struggles academically. Ultimately, he cheats in exams for better scores but
struggles in the long run.

Similarly in 2019 , SoftBank pressured Ritesh Agarwal to expand OYO rapidly(mainly in US,
China and Europe), causing financial instability and operational issues when this strategy
backfired. To meet unrealistic growth targets, Oyo engaged in practices like forcing hotels to
sign contracts under tough terms and manipulating revenue numbers. In FY 2019, they
booked a loss of Rs 2,390 crore which is sixfold than previous year.

Investors can remove founders, block the sale of the company, hold the company from going
public or just retain the threat of these things over founders’ heads in order to influence
founders into certain decisions. Such pressure destabilizes firms and destroys their long-
term sustainability. For say, Byju’s was pushed into unsustainable growth by VCs, leading to
financial instability and a valuation crash. Byju’s was valued at $22 billion despite
questionable financials and revenue recognition issues.

VCs also typically take advantage of startups by grabbing board seats and veto
powers, making key decisions and pushing out founders. They induce reckless,
unsustainable expansion, pushing startups towards ruin. With strategic funding, they
water down founders' shares, wresting control from them and leaving them at the
mercy of their own company's destiny.
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Emerging Trends

Change is the only constant and this is what we can also observe in the changing pattern of
VCs ,investing in startups in the recent past. Now, Venture Capitalists are shifting their
priorities from growth and rapid expansion to startup’s profitability. Venture Capitalists are
taking more interests in Agritech, Al and cleantech industries than in E-commerce and
Fintech. The transition is quite obviously because of fresh growth prospects in these
industries. For example, Bijak, an agrifood B2B trade platform, received $2.5 million funding
from Omnivore, Omidyar Network India, and Sequoia Capital, indicating the sector's



increasing popularity. These strategic investments point to a larger trend towards
diversification, where VCs are spreading their investments over a wider variety of sectors,
reflective of an evolved and more sophisticated investment environment.
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Future of Venture Capital: Key Trends

Overall Market Environment

e Economic and Market Dynamics: Interest rate cuts in major economies, including
India, the EU, and the U.S., are expected to continue. Lower rates reduce borrowing
costs, benefiting venture capital (VC) funds and startups by making fundraising
easier.

o Stabilizing Valuations: Early-stage startup valuations are declining but expected to
stabilize in 2025, attracting more value-driven investments and fostering a fairer
market.

e Creative Destruction: Business closures, especially among unprofitable startups, will
increase in 2025. This will clear the way for innovative and resilient companies,
stabilizing the market.

Developments in the VC Environment

e Founder Focus: VCs are prioritizing strong founding teams over just innovative
ideas. Entrepreneurs with adaptability and execution skills are seen as critical to
success.

e Specialization: Sector-focused funds are gaining popularity. These funds combine
financial backing with industry-specific expertise to guide startups effectively.

e Micro and Boutique VC Firms: Smaller, specialized firms are rising. They focus on
early-stage investments, offer personalized support, and deliver faster returns
compared to larger firms.

e Democratization of VC: Equity crowdfunding is emerging as a significant trend,
enabling startups to secure funding from diverse investors while broadening access to
capital.



