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Hello, in this session we will be talking about bootstrapping and incubation acceleration

etcetera.

(Refer Slide Time: 00:35)

So, right down to the topic bootstrapping; bootstrapping is a the method of arranging money

from your own source. Meaning that; you do not depend on others at the early stage when the



risk is very high and you do not you will not be acceptable to many people for with their

money they do not know they would not like to risk their money on a very early stage idea.

What you do is you try to arrange money from all your source possible maybe even using the

credit card of course, using the credit card should be the last resort to adopt, but then when

there is no other source perhaps that is the only one. But you should try to be economic, you

try to depend on non conventional sources where the cost actually is minimal.

(Refer Slide Time: 01:26)

Like if you hear about many successes stories you will find that they mostly started in the

garages of some known person and then that is how they started they saved money on rent.

So, primarily you depend on personal savings then you try to share office space with space

with somebody you remember Dhirubhai Ambani when he started his business in India. He



was sharing a telephone through a hole in the on the wall and he was just occupying a table

space in somebody elses office. So, things goes even beyond that and only those who can save

lot of money and they can actually make a buck go a long way and eventually make successes

stories.

Then traveling by the cheapest method possible hiring intern instead of regular employees.

Like suppose, you are you are just a graduate or maybe you have worked for a couple of years

and come back to start your startup. Hiring students, good students who have maybe 2, 3

years of studies already done, perhaps they are the best employees they will be working

passionately and with very limited money perhaps without money also that is another way of

bootstrapping.

Getting work done by freelancer, then using used instead of new machines like suppose, you

need a computer you can always get it from somebody rather than buying a new one. So,

these are the way applying for a grant. Many people actually are not aware and then they think

this is a small money, but then at this point of time when there is no source rather than

looking for investment it is always better to look for grant.

If you have something patentable, then you can depend on DSIR Department of Scientific and

Industrial Research. They have a wonderful scheme called prism. There are phases in prism

there are three phases actually if you are with just an idea you can apply for prism phase 1

where the money available is only 2 lakhs, but then this is absolutely grant and there is no

condition.

You only one condition, that is you must have a patentable technology. If you have a

patentable technology then a DSIR will give you 2 lakh rupees for prototyping and filing a

patent. So, 2 lakh rupees is a huge amount of money for anybody who just have an idea has an

idea and would like to go forward. Because suppose, you use your own money and then you

do not go anywhere then this money is gone your saving is gone then you cannot start another

idea and then start prototyping.



So, you can use DSIR money this is absolute absolutely grant you do not have to return then

there is second phase of the money that is 20 lakh. Here also almost no string attached, this is

absolutely grant and you just have to bring 10 percent of the money and DSIR will give you

90 percent of the money up to a maximum of 20 lakh rupees provided you have already filed

a patent and you have a prototype that is kind of a minimum viable prototype and its validated

by at least somebody. Meaning; it is almost like a proven idea not like idea which is just in

the idea stays.

So, imagine that you have 20 lakh rupees from rupees of grant then, third phase you have 50

lakh you get 50 lakh rupees to start your venture, meaning; commercializing your idea. So

obviously, that is one of the best source of money, then other things are trying to get payment

in advance rather than waiting for payment to come. All these are kind of a not very specific

items of bootstrapping. The succinct message is that one should really try hard to manage

expenses from his her own sources.

Bootstrapping meaning that you are trying to pull yourself up using your own shoelace kind

of a thing means meaning a very thin string using a very thin string you are trying to hang and

survive something like that and if you do that and if you can really come up with a proven

idea at the end of the period, there will be a lot of people to fund because they will know that

with minimum money you have done so much and it is a proven idea money will be available.

If you remember a lean product development. This is all about lean product development.

Next item is crowdfunding; crowdfunding is popular, but not many startups adopt this method

of capital raising, but then this is a very attractive capital raising because this is hardly any

risk you raise money from the crowd or from the public at large looks like this, there are lot of

people around the world and then if you have a wonderful idea.
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If you have a wonderful narrative that resonate with their philosophy psychology. If they feel

that this is a noble cause or this product is going to help the society. In some way or the other

there are many people who will donate money. It may be a donation it may there may have

some quid pro quo or something like you give a product or something at the end or you will

give some kind of reward in developed world or many other countries other than India, they

also give equity.

You can give equity or some reward in some format, but then you get money from the crowd.

So, lot of people so, you get connected with lot of people you get your product validated by

them if you really give a product to them in exchange for money. 
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So, crowdfunding actually is catching the fancies it has been there for a long time and look at

the data. The global crowdfunding industry generated about 34 billion dollar of capital last

year; last year meaning 2019. I have taken the data just now. So, obviously, this is a huge

money particularly when we think of raising a small amount of capital per initiative 34 billion

dollar divided by a small amount of money will translate into many many projects. 

In India Milaap is one of the major or significant player who are helping to raise money from

the public look at their data they raised equivalent of 12.7 million dollars through 50000

projects. It is now, what is crowdfunding? Crowdfunding is using an online platform to raise

capital from the public. 

Now what are this platform this platform is a one line portal where you can pitch in the form

of a video or maybe a presentation where people can log in and see your presentation, see



your story and if they are kind of impressed with the story and if they are positively inclined

about the proposition they may click a button to pay money.

So, it may be any amount of money and then eventually when many people are paying money

you get a handsome amount or the targeted amount. So, there is no upper limit or lower limit

of or maybe you can mention a lower limit say 1 dollar or say 1000 rupees at the minimum or

something and then eventually the total money that comes from various people is your

money. But then there is a charge for that. Most of the platform are kind of startup

companies. So, this is the commission that you pay is their income and their strength is the

number of registered users their awareness in the people about their existence. 

So, many people will be visiting their website on a regular basis or there will be some

registered users per say the moment you register your proposition in their platform they will

send a mass mail to all those people. So, they will visit and see what kind of a proposition

you have if they like it there will be money. 
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Crowdfunding is a one line platform. It refers to raising money from scores of individuals or

donor to fund the development of a product or service and take it to the market through

setting up of a start up. Now you have to give the details what is the novelty of your product

or say you if you are if you have a; if you have a design some kind of a fashion item you have

to really come up with the nobility of that or the aesthetic uniqueness of those products. So

that, people become impressed.

So, that is a risk again because you have to divulge your unique selling propositions in a

manner, at least partially so that, people become impressed. So, you are going to impress

people with your unique designs that you have made. So, you are actually going to the, going

to the market going to public at large with your may be information that you may not like to.
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So, if you do not like that way then of course, using crowdfunding should not be your foot

your you should not adopt that. Now there may be different kinds of crowdfunding. Reward

based crowdfunding; where you propose some reward maybe say some kind of a product that

you are manufacturing you can promise them that whenever the product will be ready or I go

commercial I will send a piece of that product one piece two piece three piece depending on

whatever they do.

Some startup actually promise to give a car, when they come up with the car. So, they were

raising something like 25000 rupees to 1 lakh rupees as initial money. So, using that money

they would be manufacturing the cars and out of these people out of this money they will

manage their setting up their plant and then manufacture the car and send them of course, a

car is a hugely large item and how feasible is that is to be. So, we thought of.
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Other types of crowdfunding is like, equity based crowdfunding which is not legal in India

because, in India there is a rule that any raising of any capital should be routed through SEBI

and SEBI thinks that if you are promising to give anything to an individual in exchange for

money, then it should be done through SEBI permission. But then SEBI is yet to come up

with a policy about crowdfunding. So, if you do not promise anything if you just raise money

for the sake of raising for the sake of a noble cause only then it is legal.

Otherwise if you say that I am going to give you something in exchange for money that

becomes something like a public issue, a nano public issue or something and that is to be

routed through SEBI. It may be lending based crowd crowdfunding. This is popular in India

and this is legal meaning you give money in exchange you take loan from people in exchange

for interest. So, you are raising fixed deposit kind of thing and then you pay interest pre order



crowdfunding, pre order meaning that people are ordering in advance some items that you sell

and giving money so, you get money.

(Refer Slide Time: 13:37)

Donations or social crowdfunding you may have a social cause like a public cause or you are

trying to do something for the people at the bottom of the pyramid and you are asking for

money to for this noble cause so, people may give money. India has seen rapid growth in

crowdfunding and many many projects could be started with the help of crowdfunding. 
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These are some of the global crowdfunding organization as well as Indian and look at the

kind of money they have raised. More importantly, you should be aware about the kind of

commissions that they charge. Some of the crowdfunding platform charge something like 5

percent of the fees and there is some payment fees as well for every transaction there is a

payment fees some something like say 2.3 per 2.9 percent or 3 percent as transaction fee plus

a onetime registration. 
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Now, points that is to be considered when you think of availing crowd crowdfunding. One is

type of crowdfunding model; is it personal fundraising or business or project fundraising

charity or non profit crowdfunding features it may be say what kind of platform which

platform is better for you if you are thinking that way then you should think how fast they can

that you can access to their platform and people can access.

What are the number of registered users, so that you reach out to a larger audience. Then

security is a very important part because some people are giving you money and you are

receiving money there may be somebody in between who will be hacking their account or

your account. So, eventually there may be huge fraud involved in this whole process. So,

every crowdfunding platform needs to have this encrypted secure socket layer so that, this

kind of a hacking is not possible. So, that they are not defrauded.
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Then what is the service? It is a 24 by 7 and fees is mostly 3 to 5 percent, but at times it goes

up to 30 percent. Advantage; usually, easy to raise fund crowd does not interfere they will

never question you. Usually not associated with dilution you do not have to dilute equity

unless you are allocating equity to them validation of products suppose you are giving a

product to them in exchange for money and depending on how well they are accepting your

product is a validation.

So, you get you almost like you are selling your product and getting it your idea validated.

Disadvantage; usually. requires a social dimension meaning that unless you have a wonderful

narrative wonderful story perhaps people will not be inclined to invest in your company. Then

most importantly, most important disadvantage is that you are trying to risk divulging your



ideas to the public at large because, you are going to tell people that I have this unique

wonderful idea.

(Refer Slide Time: 16:41)

And it may not be very suitable for b two b kind of a business proposition because public may

not be kind of interested in that kind of business proposition. 
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.

Now, as I said SEBI has to permit. Now there are microfinance like say rang de is one of the

big crowd crowdfunding platform. They take only 2 percent of the money that people lend

them online len people lend to the companies who are raising money. Milaap is another one is

a huge one then fuel a dream takes about 3, 10.3 percent platform charge. Wishberry takes 10

percent, Catapoolt take 10 to 15 percent.
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So, kind of costly, but then not so costly if you think of raising money from bank or any other

source bank charges something like 15 percent interest on an annual basis. So, you are going

to end up paying a lot of percentage depending on the gestation period or say incubation

period for you. 

Now what is incubation? Incubation is a another source of capital and availing low cost

facilities for early development of your idea. The dictionary word of dictionary meaning of

the word incubation is; obviously, when a bird is incubating her eggs meaning it is it is sitting

on the eggs and for providing it the warmth and then the eggs will be hatched, that is called

incubation it came from there.

Now it is mostly used in case of disease also like this corona virus it takes about 14 to 16 days

of incubation in the body before it actually attack significantly. So, that the symptoms will be



visible from outside. So, incubation from a start up point of view is facilitating almost like a

mother warming the eggs is almost like that. It is facilitating and held hand holding the

budding entrepreneur at the early stage of their of their enterprise when they need some

money, some infrastructure where the cost is low and some mentoring and all other facilities

like internet connectivity, power, water etcetera that is what is incubation.

In India, incubation is normally provided by universities like IITs, IIM and nowadays even

engineering colleges are encouraged to set up their own incubation cells. So that, engineers

coming out of those colleges can get direct access because they know the faculty members,

they know infrastructure available. So, they can use the laboratory facilities and they do not

have to really invest heavily on all of that when they do not have even the any revenue stream.
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So, the word incubation in the context of startup meaning giving early facilities for

blossoming your ideas. Incubations are kind of an eco ecosystem where there are many other

startups. So, you can share your own challenges aspirations and you can you can co share

some of their facilities like say, you do not have a laptop somebody else has a laptop. So,

things like that or some testing facilities. 

It provides a space utility, connectivity, mentors and considerable amount of seed money. IIT

Kharagpur offers up to 25 lakhs of seed money or, but this is not us a grant this is a loan, but

some institute like say IIM Ahmadabad as I know they offer this money as grant. So, IIT

Karagpur provides as loan at a 3 percent rate of interest call you call it soft loan. 

But you have to give 3 percent equity to IIT Kharagpur, means; a step science and technology

entrepreneurship part it is a initiative by DST Department of Science and Technology. 
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So, the advantage of incubation means; getting incubated is that you get access to top class

infrastructure without paying much money and you get some fund as well. So, once you kind

of are ready with the finished product, then you are ready to go to market you are expected to

leave that place and then find your own place start your company maybe you approach to

investors get money and then graduate something like that. So, this is what is incubation. 
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Acceleration is like as the word means accelerate the pace of development. So, when you are

kind of in a stage of incubation or you have just slightly more than an idea which is slightly

more proven, because more proven then you can approach to some of the accelerators to

handhold you and then accelerate the pace of your development. Normally, they invite you to

their premises and then they offer you a mentor, they offer you guidance, they offer you little

bit of a money for your own sustenance and then they try to make sure that you are growing

fast.

Accelerate, acceleration happens among similar kind of enterprise, like say one batch will

have similar kind of people maybe say artificial intelligence. So, they call it cohort based

acceleration. Meaning; everybody has a similar kind of product. The objective is that you can

you can pear learn, you can learn from somebody else in the people who are being



accelerated. So, it happens like this. There are organizations who who takes who take this as

their main business they invite applications and then many startup apply there.

So, depending on their promise they will be selected very few people will be selected

depending on the demand of, obviously. Now only the selected candidates will be provided a

space and then some money and then they will be connected with external market as well. So,

you get connected with potential market you may you can start developing in collaboration

with your market. And this happens in the premises of the accelerator.

(Refer Slide Time: 23:57)

So, normally they run this program for 3 to 6 months most of the acceleration program runs as

part of a cohort of companies who can learn from each other and collaborate for synergies.
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Accelerators select companies for the program based on potential, they provide resources, but

then most importantly the selection rate is very very less; meaning that, 3 to 8 percent of the

sorry, this is just equity. So, accelerators in the benefit of the accelerator is the equity that you

provide. Meaning that; if you are selected for acceleration, they will facilitate everything in

exchange for equity.

Now, each program ends with an event called demo day or graduation day when the

accelerators will be inviting lot of investors, every company every company under

acceleration are expected to give presentation before this investors. So, if you are liked by the

investors; chances are very high that you get invested and from this acceleration you further

accelerate no looking backward. 
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Some famous names like say plug and play tech center in silicon valley they helped google,

PayPal, Zoosk, they transform their idea ideas into business. Y Combinators mentor Airbnb,

Dropbox, Reddit and almost a thousand others. There are big big names of of many unicorns

whom Y Combinator mentored or accelerated. 
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Now established accelerators are highly in demand. So, the selection rate is very very less for

Y Combinator and TechStars their application acceptance rate is between 1 percent to 3

percent which is you can guess out of 100 applications, only 1 or maybe at the most 3

applicants will be selected for acceleration.

So, they are highly demanded. The focus is not the not focus is on the team, team and the idea

obviously, but then most accelerators think that single man is not really a good idea to start a

company. So, they prefer a balanced team for accelerating. 
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Now, in India, many accelerators are there and the and the significant name came up just last

year in February 2019 Sequoia Capital which is very conspicuous investor in Indian start ups.

They started something called Surge and surge is an accelerator they pick up something like

10 to 20 business propositions and then they ask they mentor them they provide huge and

huge sums of money it is not just for maintenance they give something like a million to 2

million dollar to each startup. And people like Byju Raveendran, Rithesh Agarwal of OYO

are in the list of their mentors.
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So, you can imagine it is going to be a wonderful experience happening there. This is a

screenshot taken from their landing page, this is another screenshot from their landing page.
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So, you can guess the surge com surge ahead is the full name and their goal is to supercharge

your startup and just the bottom part is about one of the; one of the startups that they have

already accelerated that is called log 9.

They are in to manufacturing batteries it is called fuel cell using aluminum and air. So, this

fuel cells when successful will power e cars, homes and communities. So, this has so, much

of promise this is this is going to be a replacement of lithium and batteries, lithium is short in

supply. 
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Now, if you think of approaching to somebody for funding you will be at a loss as to how

much money to demand and is there a formula that I will be requiring this amount of money.

I have been emphasizing and over emphasizing that excess money is as bad as short of

money. If you do not have money you have nowhere to go you cannot move forward, but

excess money also may lead to eventual failure. So, you fail after raising so much money, not

only you fail you fail others also who give you money. So, there is a necessity to understand

how much money we need. You walk into a bank branch and the branch manager is going to

ask you how much money do you need. You have to tell them something otherwise how they

will sanction the money.

You say 5 lakh, then he is going to ask you how do you come up with this 5 lakh.
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So, here is some estimation which the banking people actually use for estimating how much

money you need. This is very kind of very specific for manufacturing companies like say

small scale or medium scale companies when they prepare a project report, they prepare a

project cost. And if you are thinking in terms of a software company perhaps many of the

elements will be different.

But let us see what do they have? Like investment in land and building suppose you want to

put up a smaller scale manufacturing plant you need some land. So, investment in land and

building maybe one item, investment in machinery is another item, machinery meaning for

manufacturing you need to create this facility. Other expenses such as say electrical

connection, say approach road, then maybe drainage system and many other things that you



need to put up maybe a transformer etcetera etcetera. So, altogether suppose it is 20 lakh or

something. 

Investment in trial production; this requires actually for manufacturing company maybe you

will require 10 days of trial or maybe even a months of month of trial to stabilize the

manufacturing process. So, it becomes quite costly, then there are contingencies like suppose

some of the cost goes up then your estimate goes haywire. So, you keep some contingency

some of the things are not even known in advance. So, everything together is say 1 crore 45

lakhs, suppose these amounts are in lakhs. 

So, fixed capital; total fixed capital requirement is 1 crore 45 lakhs. Now we have some

backup estimate as to what how much money you need. So, you can tell people that I need 1

crore 45 lakhs for putting up my fixed assets my fixed capital investment, then you need some

working capital.

There are two methods of there are many methods of estimating working capital. Primarily,

we use two methods; one is turnover method the other is holding period method. So, turnover

method says that if your turnover is say 2 whatever is your turn over 25 percent of that is your

working capital requirement. Suppose, in that next year your projected turnover is say 2 crore

rupees. 25 percent of that is 50 lakh rupees. So, 50 lakh rupees is the working capital

requirement. 

And out of the 25 percent, 20 percent is the money that you expect from other source, you

have to bring 5 percent of the money. So, 20 percent of projected turnover is the money that

you expect any bank to pay you as loan, working capital loan. So, that becomes total is 50

meaning total working capital requirement and total fixed capital requirement is 145 together

it is 190. Now, if you approach to a bank, they will be talking about providing you a loan of

75 percent of this and you have to bring 25 percent of that, if you are thinking of funding your

project through loan.
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Holding period method is also followed and it is followed for slightly medium to large scale

industries when you try to estimate the working capital more accurately, there you need to

understand what is the period for which you hold the raw material in your godown, then you

completely use.

If you look into your go down at any point of time, on an average you will find some value.

Suppose, you look into a godown on 10 occasions at 10 different point of time. Now you

make an average that this is the average raw material that remains in my godown and then

you estimate what is your annual purchase. Suppose, your annual purchase is 600 lakhs or

something and suppose you see that you normally hold 1 months purchase of raw material in

your godown. So, you use 1 month 600 divided by 12; that means, 1 months requirement. So,

it becomes 50. So, 50 is your working capital requirement to maintain the raw material. 



Similarly, goods in process. If you know that at any point of time I have say 0.5 months

equivalent of cost of production in my shop floor then 0.5 months becomes your holding

period of goods in process. Holding period for raw material was 1 month similarly finished

goods. 

If in your warehouse if you maintain finished goods stock of 1.5 months on an average then

your holding period for finished goods is 1.5 months. So, if you have if you know the

projected cost product projected annual production or cost of production, you can estimate

what amount of finished goods you are going to hold moving forward. 

Same is receivable and creditors. Creditors is more interesting because, creditors gives you

money almost like money in the form of raw material. So, if creditor suppose you can

maintain the credit for a month. Suppose you buy raw material today and you always pay after

a month.

So, you see what is this amount? How many months of consumption of raw material that you

get on credit. So, in the future if you know total raw material that you are going to consume in

the next year, then divide by that holding period you get the amount of raw material that you

are going to get on credit. And that becomes a negative because that money is coming you do

not require that money. So, you add all the items except creditors then you deduct creditors

you get total working capital requirement. So, that is the working capital requirement.
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So, you have requirement of fixed capital investment, you have estimated requirement of

working capital investment. Now 25 percent of that is the margin money will be talking about

more about margin money when we talk about debt funding at present we have just discussed

about some ballpark about the money that you need to un to approach to an investor that I

need this amount of money and the breakup is like this. So, we will discuss about business

angel and venture capitalists how do they do the transaction what are the structure of the deals

etcetera in the next session.

Thank you very much. 


