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ABSTRACT

With the start-up revolution in India, many new age companies have been established in
various sectors. To survive in the competitive market, they face numerous challenges for arranging
funds for their venture. Venture capital is the most vibrant industry in the financial market and
is an important source of equity for start-up companies. Venture capital bridges the gap where
traditional funding sources cannot actively participate in funding new ventures. According to
the report of Perquin, Venture Capital financing has grown phenomenally over the last decade.
Venture Capital not only acts as a financing agency but also a tool and provides a mentoring
platform for the growth of startups. The current paper will concentrate on challenges faced by
startups in arranging finances and role of venture capital to promote entrepreneurship by
providing funds to start-up companies in India.

Key Words : Start-up, Traditional funding sources, Venture Capital , Entrepreneurship

INTRODUCTION

In 70’s and 80’s , manufacturing start ups were supported through seed capital and soft
loans by Development Financial Institutions (DFI’s). However, the DFIs supported primarily
through loans and earned healthy returns when a company did well. Otherwise they ended
up writing off the loans. They did not made gains on successful companies and lost the
money and incurred loses on the failed venture . As a result of this, we did not have a start
up ecosystem until mid 90’s. In the past decade, rebirth of start up has been witnessed with
sustainable model in the form of Venture Capital. India’s economic future lies in encouraging
startups which will bring dynamism, new thinking and create jobs to the Indian economy
(Harish H.V., 2016)

The key to innovational change and growth , particularly in the digital market is dynamic
business unit. An essential determinant for the entrepreneurs in this regard is access to
funding , mainly provided by early stage and venture Capital investors. Venture capital is an
important source of equity for start-up companies. Venture capital can be visualized as
~ your ideas and our money concept of developing business. Venture capitalists are people
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who pool financial resources from high net worth individuals, corporate, pension funds,
insurance companies, etc. to invest in high risk - high return ventures that are unable to
source funds from regular channels like banks and capital markets.

The venture capital industry in India has really taken off in. Venture capitalists not only
provide monetary support but also help in providing guidance to entrepreneurs in formalizing
his ideas into a viable business venture and supporting them .

The various financial institutions set-up in India to promote industries have done
commendable work. However, these institutions do not come up to the benefit of risky
ventures when they are undertaken by new or relatively unknown entrepreneurs. Venture
Capital is a growing business of recent origin in the area of industrial financing in India.

The 2016 World Bank Ease of Doing Business (out of 189 economies) ranks India at
130 where starting a business rank for the country is even lower at 155. Policies and regulations
has been criticised for starting up business in the country. Taxation, multi window clearances,
red-tapism and bureaucracy are some of the issues associated with the country. Moreover,
historically the government’s role has been fairly limited to providing the funding in terms of
grants and loans but recently with the Prime Minister Narendra Modi’s government, it is
taking up a more active role enabling the right environment for this sector. According to a
survey by Internet and Mobile Association of India (IAMAI) industry body, growth, talent
management and funding are the top three challenges faced by startups (Grant Thorton,
Assocham, 2016)

Objective of study :
— This paper intend to explore the funding difficulties faced by startups in India,
— To understand the role of Venture Capital in funding Startups.
— To enlist various sector specific venture capital companies funding major startups

METHODOLOGY

The research paper is a result of exploratory research, based on the secondary data
sourced from journals, magazines, articles and media reports.

Literature review:

Study on Venture Capital has been done by Prequin 2015, highlighted the rise of venture
Capital Industry in India and its role in thriving start-up environment focusing on various
facts and data depicting rise in Venture Capital funding in India.

Viren Chavda (2014) stated that In India the Venture Capital plays a exigent role in the
development and growth of innovative entrepreneurships.

Significant study on the venture capital in India has been done by Aggarwal Alok (2006),
(Evalueserve Study Report). The study has summarized that the Venture Capital market in
India seems to be getting as hot as the country’s famous summers.

Overview of startups:
A startup is a young company which could be an entrepreneurial venture or a new
business, a partnership or temporary business organisation designed to search for a repeatable
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and scalable business model (Grant Thorton)

A startup company or start-up is a young company that is just beginning to develop.
Startups are usually small and initially financed and operated by a handful of founders or one
individual. These companies offer a product or service that is not currently being offered
elsewhere in the market, or that the founders believe is being offered in an inferior manner.

Paul Graham says, “A startup is a company designed to grow fast. Being newly founded
does not in itself make a company a startup. Nor is it necessary for a startup to work on
technology, or take venture funding, or have some sort of “exit”. The only essential thing is
growth. Everything else we associate with startups follows from growth.” Start Up India
launched by Prime Minister Narendra Modi has revolutionalised and accelerated the Start
up revolution in India.

The problems faced by startup are imperfect education system, conservative lifestyle,
lack of Support networks, Entrepreneurship ecosystem and funding. According to Vinay
Jain, co-founder Fabstorey.com, “ Money is an important ingredient for almost everything
including a startup and getting it handful at right time is important. With 95 percent of funding
in India coming from overseas it is yet not so stress-free to get money even the product is
worth it.”

Surveys of current and potential entrepreneurs suggest that obtaining adequate access
to capital is one of the biggest hurdles to starting and growing a new business. Given the
important role that entreprencurship is believed to play in the process of creative destruction
— and hence economic growth. — it is not surprising that attempts to alleviate financing
constraints for would-be entrepreneurs is an important goal for policy makers across the
world (William R. Kerr and Ramana Nanda, 2009).

Venture capital :

According to National Association of Venture Capital, Venture capital is money provided
by professionals who invest alongside management in young, rapidly growing companies
that have the potential to develop into significant economic contributors. Venture capital is an
important source of equity for start up companies. According to SEBI regulations, venture
capital fund means a fund established in the form of a company or trust, which raises money
through loans, donations, issue of securities or units and makes or proposes, to make
investments in accordance with these regulations. The funds so collected are available for
investment in potentially highly profitable enterprises at a high risk of loss.

Venture Capital firms invest funds in any business with a professional outlook. Given
the nature of equity financing, venture capital investors are therefore exposed to the risk of
the company failing. As a result the venture capitalist must look to invest in companies which
have the ability to grow very successfully and provide higher than average returns to
compensate for the risk. When venture capitalists invest in a business they typically direct
and guide the venture so as to lead it towards capital gains. They are a crucial part of the
company’s decision making and occupy a place in board of directors. These professional
venture capitalists act as mentors and aim to provide support and advice on a range of
management, sales and technical issues to assist the company to develop its full potential.
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Venture capital funding :

Venture capitalists are long-term investors who take a hands-on approach with all of
their investments and actively work with entrepreneurial management teams in order to
build great companies which will have the potential to develop into significant economic
contributors (Haritha et al., 2012)

In the global venture capital industry, investors and investee firms work together closely
in an enabling environment that allows entrepreneurs to focus on value creating ideas and
allows venture capitalists to drive the industry through ownership of the levers of control, in
return for the provision of capital, skills, information and complementary resources. This
very blend of risk financing and hand holding of entrepreneurs by venture capitalists creates
an environment particularly suitable for knowledge and technology based enterprises.
Scientific, technology and knowledge based idea (Rai Rashmi)

Types of venture capital funds:
(1) Generally, there are three types of organized or institutional venture capital funds:
Venture capital funds set up by angel investors, that is, high net worth individual investors;
(i) Venture capital subsidiaries of corporations and private venture capital firms/ funds.
(iif) Venture capital subsidiaries are established by major corporations, commercial bank
holding companies and other financial institutions.
Venture funds in India can be classified on the basis of the type of promoters.
— VCFs promoted by the Central govt. controlled development financial institutions
— VCFs promoted by the state government-controlled development finance institutions
— VCFs promoted by Public Sector banks
— VCFs promoted by the foreign banks or private sector companies and financial
institutions (Rai Rashmi)

Venture capital financing procedure :

Venture capital starts up with financing to help technically sound, globally competitive
and potential projects to compete in the global markets with the high quality and reasonable
cost aspects. The Venture Capital funding varies across the different stages of growth of a
firm. The various stages are as follow:

1. Pre seed Stage: in this stage, small amount of capital is provided to an entrepreneur
to dream and market a potential idea having better future prospects. The funded work also
involves product development to some extent.

2. Seed stage: This type of Financing is provided to complete product development and
commence initial marketing strategies.

3. First stage: Finance is provided to companies to initiate commercial manufacturing
and sales.

4. Second stage: In the Second Stage of Financing, working capital is provided for the
expansion of the company in terms of growing accounts receivables and inventory.

5. Third stage: Funds are provided for major expansion of a company having increasing
volume of sales. This stage is met when the firm goes beyond the break even point.

6. Later stage financing: Later Stage Financing is financing a company just before its

Internat. J. Appl. Soc. Sci. | Jan.-Apr., 2017 | 4 (1-4) @y



VENTURE CAPITAL : EMERGING SOURCE FOR FUNDING START-UPS IN INDIA

IPO (Initial Public Offer).
Often, bridge finance is structured so that it can be repaid from the proceeds of a public
offering.

Key startup companies funded by venture capital firms :

Every startup that reaches the growth stage requires an ample amount of funding to
scale up. Venture capital firms can considerably accelerate your growth and are an excellent
resource for a startup that meets their investment criteria. Startups have to look for the area
specific firms and then approach them wisely. Following are the list of Venture capital firms
working in different areas and the startups funded by them.

Other companies are Qualcomm Ventures, Axon Partners , Bain Capital Private Equity,
Basil Partners, Battery Ventures, Bessemer Venture Partners, Catamaran Investment Pvt
Ltd, Forum Synergies (India) PE Fund, Fulcrum Venture India, General Atlantic LLC, India

Table 1 : Start up companies funded by venture capital
IS\Ir(; Venture capital firm Key areas Startups funded
1. Helion Ventures Outsourcing, mobile, internet, retail Yepme, makemyTrip,
Partners services, Health care, education, NetAmbit, Taxi For Sure,
financial services Pubmatic
2. Accel Partners Internet and consumer services, Flipkart, Babyoye,
Infrastructure, Cloud enabled Freshdesk, Bookmy show,
Services, Mobile and software Zansaar, Probe, myntra,
Common floor
3. Blume Ventures Mobile Applications, Carbon Clean Solutions, EKI
Telecommunications Equipment, Data Communications, Audio
Infrastructure, Internet and Software Compass, Exotel, Printo
Sectors, Consumer Internet, Media,
Research and Development
4. Sequoia India Consumer, Energy, Financial, Justdial, practo,Knowlarity,
Healthcare, Outsourcing, Technology.  Iyogi,bankbazaar.com
5. Inventus Capital Consumer, Hotels, Restaurants and Poshmark, Savaari, Farfaria,
partners Leisure, Media, Internet and Catalog Policy Bazaar.com, Insta
Retail, Healthcare, Information Health Solutions, CBazaar
Technology, Hardware and
Equipment, Telecommunications etc.
6. IDG Ventures Digital Consumer — Internet, Mobile, Yatra.com, Myntra.com,
Media and Technology Enabled Firstery, Zivame, UNBXD,
Consumer Services, Enterprise Ozone Media, Iprof
Software — SaaS, Software Products
and Enterprise services, Engineering —
Medical Devices, Clean-tech and IP-
led Businesses
7. Fidelity growth Healthcare and Life Sciences, Netmagic, Yebhi
partners Technology, Consumer and
Manufacturing
8. Naspers Ecommerce, Print Media, Pay OLX, Flipkart
Television
Table I contd....
22 Internat. J. Appl. Soc. Sci. | Jan.-Apr., 2017 | 4 (1-4)




Contd... Table 1

SHEFALI CHOPRA

9. Jungle Ventures Ecommerce, Digital Media, Saas, Zipdial, Ekstop, Pokkt,
Fintech, Big Data, Analytics, Milaap
Enterprise

10. Steadview Capital Ecommerce Olacabs, Flipkart, Saavn,

Urban Ladder

11. Zodius Capital Big Data and Analytics, Digital Big Basket, Culture machine
Media and Commerce, Education

12. Warburg Pincus Consumer, Industrial and Services, Lemon tree, Biba, Quikr
Energy, Financial Services,
Healthcare, Real Estate, Tech, Media,
Telecommunications

13. Canaan Partners Technology- Advertising and Naaptol, Bharat Matrimony,
Marketing, Big Data/Cloud, Iyogi, Happiest minds, Car
Consumer, Enterprise/SaaS, FinTech,  trade, Sure WAVES
Hardware, Healthcare — Biopharma

14. Saif partners IT, ITes, Industrials, Financial Justdial.com, paytm,
Services, Internet, Consumer Product,  Network18, Homeshop18,
Mobile bookmyshow.com

15. Ascent Capital Technology, Ecommerce, Healthcare, = BigBasket.com, KIMS

Advisors Financial Services, Consumer Brands,

Infrastructure

Quotient, Intel Capital, IvyCap Ventures, Kae Capital, Kalaari Capital, Lightbox Management
Ltd., Lightspeed Venture partners, Lok Capital group, Matrix Partners India, Mayfield fund,
New enterprise Associates, New Path Ventures LLC, Nirvana Venture Advisors, Norwest
Venture Partners, Ojas Venture Partners, Seedfund, SIDBI Venture Capital Limited, Unitus
Seed Fund, Utthishta, Trifecta Capital Partners, Orios Venture Partners, Unilazer (Inc 47)

Conclusion :

Not many startups get more than US$ 50 mn investment in India, in 2015, only 4 startup
companies have received a funding above US$ 50 mn. (Thornton, 2016) Venture capital has
played a major role in developing entrepreneurship in India by building up professional
companies which compete globally. Venture capital helps enterprises where conventional
financial agencies cannot reach. There is a need for more Venture Capitalists providing
funds and support to the start up companies for their sustenance .

To create awareness and to build an entrepreneurial environment, a lot of emphasis
should now be given to creating infrastructure for mentoring startups. Various stakeholders
such as Government, corporates and funding institutions should join hands to provide better
ecosystem to start up companies.
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