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Welcome. Today’s topic is angel investor or angel Funding Venture capitalist or VCs or

venture capital fund and then how to structure a deal.
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So, let us move forward. Business angels or angel investors, these are peoples they may be

individuals or they may also work in consortium like say two, three, four five guys working

together. They individual; they have they are fairly rich people meaning that they have made

capital either through some startup or they are retired executives maybe from some

professionally managed company. So, they may have something like 50 crore to 100 crore

rupees in their bank and now they would like to get the kick or the excitement of a startup.

They do not want to start by themselves, but then they want to put the capital in some startups

where they can use their own expertise and monitor or mentor, they startups to success and

then they create more wealth for themselves create wealth for a start up and then they get the

charm of or say excitement of winning in a in an enterprise. So, usually they are experienced

people, they have domain knowledge and then they are eager to take calculated risk. They



have they had always been active. Now they want to active even after earning lot of money

so, they kind of mentor startups.

(Refer Slide Time: 01:55)

Angels are individuals as I said. The prototypical business angel is in the middle age maybe

they have because they have made money has high income and wealth is well educated has

succeeded in an as an entrepreneur is interested in the start of journey or take that excitement

ups and downs and all that.

Normally they invest something like 2 million rupees, 20 lakh rupees to 10 million, 1 crore.



(Refer Slide Time: 02:26)

Whereas VC is normally invest much more will come to VC later. In recent time, angels also

working group as I said. Individual members may bring in key skills and connection. Suppose

one particular angel has identified one potentially winning startup position, then maybe he is

expert in he or she is expert in particular domain and the angel wants another person with

some other domain knowledge which is which is to be integrated here.

So, this particular angel number one may invite another angel or a group of angel to go ahead.
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So, here is everything put in one place. So, usually they are successful. Entrepreneurs or

executives from big companies, they meant the startup closely because it is their hard earned

money and then they want to make sure that the budding entrepreneurs do not make mistakes.

So, they will be closely associated with them. They try to connect them with the market, with

more investors whatever the entrepreneurs need, they will try to address that.



(Refer Slide Time: 03:42)

Now, this is fine angels are fine, but then when to how much to raise money meaning you

have to be judicious as to what to ask how much to ask. We have been discussing than

throughout the throughout this week, but some more information. Conventional wisdom has

it that entrepreneur should bootstrap as much as possible as long as possible. So, that they

create more value and then they are in a kind of a negotiating position before business angels

and they can get more money there will be more, they will have more promising stories and

then there their dilution will be less etcetera.

But at the same time one has to see what kind of information, what kind of expertise that

business angel brings on the table. They brings experience, they brings connectivity, they

brings you know networking with all investors market whatnot.



So, if you are connected with some angel, then it becomes almost like you are a start up

becomes their baby. So, your success is their success. So, you have almost like a co-founder

with lot of a stake in your business. So, at you have to make a compromise between the two

when to approach and how much money to ask for. Money should be good enough just good

enough for you to move to the next milestone whatever milestone. You define not more not

less.

Look for seed fund to cover beta testing prototype like do not go to business angel

immediately. Just I will tried to make a minimum viable prototype using bootstrapping or

maybe friends and relatives that is it.

(Refer Slide Time: 05:25)

Now, here I show you the different stages of a negotiation with either a business angel or

venture capitalist. I will define the venture capitalist later. But what are the steps? There is a



systematic approach to negotiating with angels and VCs. Some angels may not do much of

the due diligence or much of the processes, but then it is academically we have to be thorough

about the steps and VCs actually are very meticulous. There they will follow all these steps

very meticulously. In fact, per proposal their cost it itself will be something like 50000 dollar

that makes something like 35 lakh rupees.

So, we have to be we have to be conversant about that ok. So, it starts with deal origination

means you pitch before number of angels and then one particular angels find finds that your

proposition is promising kind of it is aligned with their expertise, their future objectives or

maybe that they already have funded two, three, four, five are the startups in the same

domain.

So, they can copy paste some of the knowledge from there to your enterprise. So, they can

they do not have to study a lot, they do not have to have to borrow knowledge from anybody

else because some startups are some startups among their portfolio of startups may be able to

help you or maybe they connect together maybe you are all working at a back end, they are

working at the front end; connectivity will be good. So, they will decide fine let me make

some few other assessment about your exact status and then make a decision that is when deal

is originated.

Then deal is screening, they start doing the due diligence. The screen your true status; your

balance sheet profit loss account that may not actually reflect the real story. So, they will put

some engage some auditors if necessary some kind of even intelligence guys. So, that they get

to know whether there are hidden information because there is a tendency of entrepreneurs to

hide informations from investors; nobody can be blamed for that. Because everybody wants

to put their best face forward whereas, this is not good if investors come to know that you

have suppressed information. They might very well decline to move forward because they

want honest people they want to work with honest people.

So, you have to be very clear do not suppress anything, it is going to come out to today or

tomorrow and you will be caught. Then deal evaluation, once they get it they start doing the

math they evaluate, then once they decide that yes this is a company that we are going to fund



final. So, they will be negotiating a deal a structure of the deal means how much equity, how

much percentage holding whether it is going to be preference capital or it is going to be equity

capital or debt funding all those will be discussed with the entrepreneurs. Finally, if both

parties are on the same page, there will be an agreement.

(Refer Slide Time: 08:53)

So, they will give the money and then you move forward. Why do they reject normally? The

reject, because angels rich is kind of limited, they do not want to invest anywhere and

everywhere; they want to keep an eye on the company. So, they will be preferring that you are

geographically located in the city or nearby. So, that you can you know drive 1 hour, 2 hours

and then reach there and then have a fair idea as to where you are stage.

And type of venture for example, long pre revenue and product development phase. If you are

kind of at a play at a at a stage when you need a long time to reach to the next milestone, they



are kind of not so much motivated. Then sector wise also they have preference like somebody

retired from say a software company may not like to like to mentor or fund a manufacturing

company. He or she may not have much idea about that number 1. Number 2, there are

sectors which is not so not a scalable or not promising to grow faster etcetera.

So, those other like say retail requires huge capital, it may not be the cup of tea for it for an

angel the hotels. They grow slow restaurants property these are high risk and not so much

growing. Highly competitive and high technical technically risk or maybe both like consumer

goes telecom clean tech, drug development, computer hardware. Computer hardware many

new technology that you want to bring require request so much time request money, but

request so much time that the by the time you come up with a new product, you will find that

the market has gone ahead far ahead of you. So, it is only big companies who can afford to do

this.
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So, most of the angels will be you know refraining from even trying to invest there. Other

reasons limited scalability, limited growth potential. For example traditional service

businesses where growth potential is less; weak business model weak value proposition. Then

maybe you do not have a go to market strategy, go to market strategy means how you are

going to acquire customer, retain them, then grow the customer base. So, that gradually you

grow to a to you sustain the growth potential. Size of initial investment in the size require

something like 10 million dollar, angels will not be interested.

They may be interested to you know bring in more angels and invest provided. The business

model is so attractive that they are they are kind of it becomes so, means they are enticed into

investing in that. Management team is weak, then they are not convinced that management

has the vision, the capability to strategize the required strategies for acquiring customers or

many other things has poor reputation perhaps they already have defaulted somewhere in

whatever things.

So, if they have bad reputation, nobody wants to touch them because anybody with a with

some kind of a fraudulent activity people think that they are genetically fraud. They will not

try to touch them again. It is almost like established that those who do fraud, they are kind of

genetically inclined towards that they will always try for shortcut and then try they will

always try to defraud others.

So, stay away from them. Just try to understand people and then stay away from them.

Investment is not eligible for tax relief there are some other issues.
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You know how to de risk a deal. You can do risk moving forward. See that is that is what the

topic all through the discussion about funding new ventures had been like you should always

try to make progress by making progress.

You are actually reducing the race; the green line is valuation, the red line is risk perception.

So, as you move forward, the x axis is the time. So, as you move forward, you are actually

eliminating the risk because your product is now at a matured stress. It is validated then some

customers have accepted something like that. So, you are de risking because now investors

will think that risk is less because your product is already accepted by the market, you have

acquired something like 100 customers. So, customers are going to grow if they have hand

hold then journey will be smoother so, that is what is de risking.



So, as you move forward, you try to means you try to move forward with your own money

through bootstrapping or taking less amount of money and move forward by de risking deal

structuring.

(Refer Slide Time: 13:52)

How to structure a deal? Normally before deal structure, there will be a term sheet meaning

suppose an angel agrees to fund. So, they will say there ok. I will prepare a term sheet and

then you sign the term sheet. What are the term sheet? Term sheet contains all the terms and

conditions including the period that is the term of the of the agreement. Suppose they say that

within 6 months we are going to finally, sign on the dotted line and give you the money. So,

that is the term.



Now term sheet includes all the terms and conditions as well. The conditions in the term

sheets are not so binding meaning is not as so much of a legal document, but then is a starting

point.

(Refer Slide Time: 14:34)

The basic terms and conditions of an investment at the very minimum is pre money valuation.

Pre money valuation is before the angel puts money into your enterprise, they are going to

make a valuation. What is the value of your company? Maybe your company does not have a

product, does not have anything, but then you have an idea at least. So, maybe the idea has

value.

So, they are going to make a valuation of than whether it is 5 lakh rupees or 50 lakh rupees or

a billion dollar that will depend on the potential of the idea that is pre money valuation. Then

amount of how much money they are going to invest, how much money you need, how much



money they are going to give form of investment. Is it going to be equity investment, debt

investment, preference capital convertible debt; something like that use of process.

How you are going to use that money? Why do you need the money? Where are you going to

deploy and then what is the outcome of such deployment? That is also will that will also be

written there if you do something other than that then that will be a violation of the terms of

the term sheet. Then mode of exit mean term and the mode of exit term means period of this

investment. The investment is made how long the investor should remain invested and then

when are they going to exit, how are they going to exit, is it going to be an IPO or is it going

to be a takeover by some other company or is it going to be some strategic investors buying

out the investor whatever.

Nonbinding on investor invest this term sheet is absolutely non-binding on the part of the

investor meaning that they can violate something and nothing will happen exclusivity and no

shop clause. Meaning that as long as you are bargaining with one particular angel, you must

not go to another angel as a with a simultaneous negotiation. So, if they come to know that

you are talking to another angel without telling them that we are actually trying different

places, then they are going to call it off and then go away. Even they may even inform the

other angel that look this guy was talking to us and there is a no shop clause, but still they are

talking to you; that means, is not an honest guy. So, even that angel will go away from you.
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Terms in the term sheet are kind of negotiable; obviously. So, there are limitation how much

you can negotiate. Make deal based on future market and not based on past deal. If you if you

tell them that look so and so got 10 lakh rupees by diluting only 2 percent so, I was so, on that

does not actually happen because you need to look at your strengths and weaknesses based on

that you can make a deal. The hard bargainer remember angels are hard bargainer. They may

be posturing, they may say that you have nothing and I do not think that anybody will invest

even I am not going to invest.

But you know if you if you give me 50 percent, I can give something like 10 lakhs something

like that. These are all posturing maybe they are already attracted with the business model and

they would like to invest. But as a chief of for the bargaining, they will tell all negative or



pessimistic things. So, they may maybe posturing be consistent do not bluff, do not bluff, do

not bluff.

Because you are going to meet again and know that this market is absolutely transparent. You

bluff to a to an angel, he is going to broadcast the information to all the angels and nobody

will touch you and put your ego out of the deal. Suppose he is that was the angel says that

your technology is rubbish all crap, do not get excited, do not get annoyed. You just remain

patience; patience only help, annoyance does not pay you a single paisa.

Try to have a short time horizon before it gets stale meaning that do not ask for one year time

to you know come up with information. Suppose they want some information, give it

immediately and close the deal within the shortest possible time.
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Now, when they agree that I am kind of impressed with your business model, now let us see

let us move forward the first thing they would like to do is due diligence due diligence.

Meaning they want to enquire deeper inside your company, they want to know the truth of the

company because all information that you provide may be biased, may be may not be right

true; maybe there are some assumptions that you are not telling them most importantly there

may be some creditors that you have kind of eliminated from your balance sheet. Now the

moment they will pay your money, the creditors will go to the court and file a case and

eventually money has to be given to them.

So, they would like to know whether there are there are unknown creditors, there are

unknown liabilities or have you have you put some money in some other company,

companies where you are trying to actually make some kind of a rainy day saving somewhere.

If that is the case, you should tell them clearly.
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The art and science of due diligence; what to ask, how to ask, when to ask? The due diligence

team a is in a search and destroy mission. I am talking this from the angels point of view.

They are in a search and destroy mission in the sense that they want to search a bulleted list of

items though. Those are negative items and they want to destroy those items meaning that

they want to search and make them clear that this doubt is clear. Destroyed meaning that there

is no question of doubting on this account.

So, they are in a mission to search a listed items that these are traditionally the places where

people make all those kinds of mistakes. So, they want to eliminate them. Destroy eliminate

concerns or fairly allocate the fairly allocate. The science comprehensive list of questions to

ask like what are the what they have a questionnaire, they will be asking you then the system



to organize and analyze data that you provide. So, they will be kind of doing some even

statistical analysis, quantitative analysis to understand where you actually stand.

(Refer Slide Time: 21:11)

What are they looking for? They are looking for overdue, tax liability, inadequate system,

related party transaction. Meaning that suppose your wife has given a car to you on rent so,

you are actually giving the money company money to your wife; is it the case; that means,

there is a related party transaction meaning you are actually siphoning out money and giving

it to somebody related to you. So, you are actually taking money away; unhealthy reliance on

customer suppliers overdue account etcetera.
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Definition of a venture capitalist; venture capitalist and venture capital: the money that

venture capital is give is venture capital. Now a venture capitalist is a private equity investor

who pool funds from various investors and provides capital to companies exhibiting high

growth potential in excess for an equity stake. It may be a high growth potential or maybe you

have already established growth means you have already achieved growth and there is a

potential that you will continue to grow in future only then venture capitalist comes here and

invest.

Venture capital generally comes from well off investors investment banks and any other

financial institutions in India say to be has promoted has been funding so many venture

capitalist. They are a state government venture capitalist. There are private venture capitalist

should be is funding to many.
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Angels and VCs: What is the difference? An angel investor works alone or in a group while

venture capitalists part of a company like they invest in your company, they will place a

person in your board of directors. So, they become part of your company and then they

become part of your a strategy making decision making process angel investor smaller sums

where whereas, venture capitalists invest a large sums. Typically it will be something like say

more than 10 million dollar.

They have different responsibilities and motivation. Angels has a motivation to be part of the

company like he will sit with you and all that, but then VCs are normally inextricably

associated. They are almost part of the company. Angel investors only invest in early stage

like they have slightly more risk appetite because if they invest too early, then they can expect

more equity from the company. So, eventually their value will expand many times more than



VCs money because VC comes at a later stage when the valuation is high the different due

diligence.

VCs are very formal, they are they do due diligence very formally sometimes they spend as I

said 50000 dollar to do all the studies. So, eventually they will give millions of dollars, but

then remember VC is going to charge you that 50000. If they spend that money whatever they

spend for due diligence, they are going to ask you to pay that.

(Refer Slide Time: 24:08)

Now, mostly VCs and angels will invest in preference shares. So, you must know what are

the types of preference shares. They are in between debt and equity. So, they called quasi

equity quasi equity. It has features for both equity and debt it does not give voting right. If

someone invest in preference capital, he or she does not get voting rights because it is not

equity.



They get fixed rate of dividend and this is performance driven because if you do not make

profit, you do not give dividend in that year. It carries forward; it carries preferential rights

over ordinary equity share holder in case there is a bankruptcy or something, they get money

before equity share holder. So, they are actually senior in rank.

(Refer Slide Time: 24:58)

Now, I talked about a pre money valuation at the beginning of this session . What is pre

money and post money valuation? Suppose you have a starter, we just have an idea and

almost like some earliest product. Now you approach to an angel. He comes here, looks at it

and say what this is hardly anything. I will value your business at this point of time at 5 lakh

rupees. So, he said the angel says that I can give you 10 lakh rupees, but your company is

valued at 5 lakh.



So, when the angel says your company value is only 5 lakh and that means, that is the pre

money value. Now, but suppose the angel brings 10 lakh rupees so, post money value is 5

lakh rupees that has been valued before giving the money and he brought or she brought angel

brought 10 lakh rupees. These are cash. So, 5 lakh plus 10 lakh that becomes post money

valuation. And what is the holding? Pre money you were holding only 5 lakh, post money the

angel holds 10 lakh. So, that you are holding is the total value is 15 lakh.

So, you are holding is 5 lakh divided by 15 lakh. So, it is 33 percent investors holding is 10

lakh divided by 15 lakh. So, it is 66 percent. Now suppose after a while you invite another

angel, now angel to comes here and values your company at 1 crore rupees. Now when angel

2 values your company at 1 crore rupees that is the pre money value now.

And angel promises to bring 5 crore rupees. So, 1 crore rupees plus 5 crore rupees becomes

this is 5 crore and 1 crore become 6 crore; it should not be 15 crore, 6 crore rupees. So, 6

crore rupees is the post money value. So, accordingly you will estimate the percentage

meaning 1 crore divided by 6 crore and 5 crore divided by 6 crore, 5 crore divided a six crore

will be angels investors. actually I wanted to put pre money value at 10 crores. So, there you

can put a 0 over there.

So, pre money value is 10 crore, then angel brings 5 crore. So, it becomes 15 crore. So, you

are holding your as well as the angel once combined holding becomes 10 corore divided by

15 crore which is 66 percent. And angels two angels 2 is holding becomes 5 crore divided by

15 crore which is like 33.33 percent.
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Now, two features of preference share; one is liquidation preference what that is why it is

called preference share another is participating and non participating. Liquidation preference

means at the time of liquidation where what kind of return that they want on their investment.

If there is no liquidation preference, they are not asking for a certain return at the time of

liquidation. They will work they will just take the money as per they are holding in the

company. Whereas, if they say that we want 1 X liquidation preference; that means, they will

at the time of liquidation event like.

Suppose your company is taken over by another company for certain amount of money. At

the when you will share this money proceeds, they will say give me my 1X money fast, then

whatever is remaining we will share it proportionately something like that. If it is 2 x return,

they want initially 2 times their money, 3 times their money, 4 times, n times their money.



I will show an example to drive of this point. Participating means participating means they

are also participating in equity. Suppose at the time of investment, they say that I want 20

percent of the equity, but I will be investing in preference share. And I have 1X liquidation

preference; that means, at the time of liquidation, they take one x fast. Then whatever

remains, they take 20 percent of that because they hold 20 percent of the company.

(Refer Slide Time: 29:15)

Now, liquidation preference some more explanation: It is just how the proceeds from

liquidation events as a straight sells or initial public offering or dissolution of the company

will be distributed. All VCs and some venture engines, business engines provide this loss;

obviously, otherwise there will be no clarity as to how to distribute the money. In liquidation

even investors will be entitled to their investment and a minimum return ahead of founders.



Before founder founders get anything, they will get their money for sure. Now VCs will often

set in liquidation preference of 1X, 2X, 3X etcetera.

(Refer Slide Time: 29:57)

Let us move forward and see with an example. If it is participating, then they participate in

equity they say that I have 20 percent equity, 30 percent equity, 50 percent of whatever they

have.
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Now, participating preference shareholder not only receive back the original amount that they

invested that is participating and as also they get some percentage of the proceeds. This is an

example.
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Suppose the BA or VC; BA means business and sell or venture capitalists holding

participating preference a stock. They will receive their original investment. Suppose there

should be an example here. Yes, a new venture raises 50 million at a pre money valuation of

50 million, pre money value 50 million.

And then they bring 50 million; that means, they get 50 percent of the equity founders remain

with 50 percent. So, it is a 50-50 distribution. The venture realizes a liquid liquidity event and

is acquired by another company for 250 million. Let us see how the money is distributed.

Now they have participating preferred a stock. If it is if they have a participating as well as

liquidation preference participating and liquidation preference, then look at what happens.

Now, participating means they will get 50 percent of the money that is for share. Suppose

there is no liquidation clause, then because it is participating the whole 50 percent of the



equity so, this whole 250 50 million will be distributed 50-50. But if they have a liquidation

clause, suppose they have a liquidation preference that is 1X liquidation preference.

So, initially when you are sitting on the on two sides of the table and you are you are deciding

about sharing the money they say that we have 1X liquidation clause; that means, give me my

50 million dollar. The invested 50 million dollar. So, they will take the 50 million dollar first.

So, out of 250, 50 million dollar gone to them. Now you have 200 dollar; 200 million dollar.

So, now, they hold 50 percent of the equity. So, they will take away another 50 percent of the

remaining money and you will be left with only 100 million dollar because from 250, they got

hundred and 50 million dollar. So, only 100 million dollar is left.

So, the founders will have only 100 million dollar. Let us move forward.

(Refer Slide Time: 32:37)



Now, this is another example I just mentioned that at the beginning, I will I will repeat.

Suppose this preference capital or whatever was convertible preference share and some day

they have already converted. The preference share into equity; that means, they got 50 percent

equity.

So, after that if there is a liquidity event meaning that somebody has taken over the company

for 250 million dollar, they will get just 50 percent because they are at per with the founders

now. Founders hold 50 percent equity, they hold 50 percent equity; they will have no

preference whatsoever. So, the money will be distributed 50-50. Anti-dilution clause, this is

another clause that one should be aware about usually the valuation of the company is

expected to go up as you move forward because you develop more product, you have more

traction in the market etcetera.

But sometimes you do not do you do not perform well. So, there will be some problem and

then next round of funding will be at a lower valuation. But a time, but if earlier investors are

clever enough, they will say that if you go for another round of investment, if you provide

equity at a lower value then our lower than whatever price at which our share was allocated,

then we have to allocate more share at a much lower value. So, that our average value

becomes the present value at whatever rate you are offering shares now that is anti dilution

clause.
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So, there is all those anti dilution meaning. They may even increase their activity, they may

say that our equity holding is 50 percent and it should always remain 50 percent even if new

investors come. So, you have to continuously miss at every stage, you have to give them new

equity. So, that they are holding does not go down.



(Refer Slide Time: 34:27)

Drag along provision meaning that they whatever they decide the founders will have to fall in

line, they may not be able to challenge that is called drag alone provision.
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Here are some examples very quickly. A BA a group invest 50 million dollar 50 million

rupees for 20 percent 25percent of a venture. If they say that 25 percent of a venture, now the

question is how much is the value of the enterprise if 50 million makes 25 percent of the

venture. That means, they are getting 50 means 50 million is equal to 25 percent. So, you

divide 50 divide 50 with 0.25, you get the total value post money total value.

Now, suppose one someday the venture is sold for 100 million, venture is sold for 100

million. Now under different clauses different conditionalities of this preference share, let us

see how the share of the money varies; share between say angel and founder. First clause no

liquidity preference, they hold 25 percent because there is no liquidity preference, they will

get twenty five percent of the money; that means, 25 million. So, they lose 75 million because

they have brought in 100 million.



Case number 2, they have 1X liquidity clause as well as 25 percent holding. So, because they

have 1X liquidity clause so, they will take away they are 1X money whatever they have

invested. They have invested 100 million dollar or 50 million 50 million dollar.

So, they will take away the 50 million dollar at the beginning. What remains only 50 million;

now they will also take 25 percent of that provided they have participatory. If they do not

have participant; if suppose there is no 25 percent mentioned, they will get only 50 percent 50

million. And if it is mentioned that they are also participating and it is 25percent of the share

that the hold then they will get another 12.5 million. So, the total will be 75 50 plus 12.5. So,

it is going to be 62.5 percent.
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And the investors will get 35 point 37.5percent. Another example, BA group invest 50

million for 25 percent of a venture. The venture is sold for 100 million, the same example

post money valuation is 50 divided by 0.25 is 200 million.

Then pre money value is 200 million minus the 50 million that they brought in is 150 million.

Just a back calculation, try to understand this very clearly. Now case 1, there is no liquidity

preference the BA group hold, 25percent. If there is no liquidity preference, they get 25

percent of the sales proceed, their original investment is 50 million. So, they lose 75 million.

(Refer Slide Time: 37:33)

Now, suppose this is case number 2, BA group as 1X liquidity preference. So, they get 50

million since it is not participating, they should be happy with that 50 million.
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So, under prisoners that I think this is a repetition of the previous slides, BA group negotiate

1X right, this is a repetition again.
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So, case number 4, suppose BA group has 2X repeat participatory and liquidity preference;

2X liquidity preference. This is very important.

Now, see on liquidity event VA or BA whatever that is they get 2 times their money. So, they

invested 50 million dollar. At the beginning itself they will say, we want our investment

multiplied by 2 at the beginning it itself. So, they will take 50 multiplied by tw2; that means,

100 million dollar away. So, out of 100 million, they get 100 million at the beginning it itself.

So, nothing remains if something will remains, they will take another 25 percent because it is

participatory.

Now, founders get nothing. Now the founders of or they lose all the money. Therefore, the

founders and the employees holding equity get nothing if the valuation is 100. Therefore, it is

not really percent is holding that matters, you hold 75 percent; you may think that we hold 75



percent. So, we are if the valuation is 100 million dollar, we get 75million it is not so, it

depends on the condition that is what I wanted to drive on the point that is why all repetition.

(Refer Slide Time: 39:05)

Now, suppose the venture is sold for 400 million with 2X liquidity participation you will find

that 2X liquidity, they get 2 times 50; that means, 100 million and then gradually the they get

25 percent of the remaining of the money. So, they get 175 founders get 225.



(Refer Slide Time: 39:34)

So, higher the valuation, the founder gets higher the amount even later example will show

you that the founder gets now 675 where are the BA gets only 325 just because you have sold

the company at 1 billion dollar or 1000 million dollars. So, higher the valuation, higher the

ratio of received by founders and BA VCs.
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So, moving forward, all convertibles get converted. Preference shares and convertible dates

get converted into equity shares. All that investors have is the percentage holding in the

company. Suppose they invest in debt or they invest in equity eventually gets converted into

share, they are at par with founders.
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I will close it here. We will discuss the rest of the slides in the next session.

So, thank you very much.


