VENTURE CAPITAL FINANCING :
Venture Capital Financing refers to financing of high risk ventures promoted by new, qualified entrepreneurs who require funds to give shape to their ideas. Here, a financier (called Venture capitalist) invests in the equity or debt of an Entrepreneur (Promoter / venture capital undertaking) who has a potentially successful business idea, but does not have the desired track record or financial backing.
Generally, venture capital funding is associated with heavy initial investment businesses like energy conservation, quality up gradation or with sunrise sectors like information technology.


Venture Capital Assistance
Methods of venture capital financing:

1. Equity Financing: The venture capital Undertakings generally require funds for a longer period but may not be able to provide returns to the investors during initial stages. Hence, equity share capital financing is advantageous. The investor’s contribution does not exceed 49% of the total equity capital of the undertaking. Hence, the effective control and ownership remains with the entrepreneur.

2. Conditional Loan: A conditional loan is repayable in the form of a royalty after the venture is able to generate sales. No interest is paid on such loans. The rate of royalty may range between 2% and 15% based on factors like gestation period, cash flow patterns, extent of risk, etc. Sometimes the entrepreneur has a choice of paying a high rate of interest (say 20%) instead of royalty on sales once the activity becomes commercially sound.
3. Income note: It is a hybrid type of finance, which combines the features of both conventional loan and conditional loan. The entrepreneur has to pay both interest and royalty on sales but at substantially low rates.
4. Participating debentures: Interest on such debentures is payable at three different rates based on the phase of operations as under: 

a) Start up phase – Nil Interest

b) Nest stage – Low rate of interest

c) After a particular level of operations – High rate of interest.
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