VENTURE CAPITAL FINANCING
Venture capital is defined as long-term funds in equity or semi-equity form to finance hi-tech projects involving high risk and yet having strong potential of high profitability.
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Features 
1. Investments are made in innovative projects with new technology with a view to commercialize the know how through new products / services.

2. The claim over the management is decided on the basis of proportion to investments. 

3. Venture capital investors closely watch the performance of the business unit.

4. Venture capital funds are realized through the stock exchange.

Venture capital investment process

1. Establishment of contact between the entrepreneur and the venture capitalist

The entrepreneur with his know-how prepares a project report establishing there in the possibility of marketing a commercial product
2. Preliminary evaluation

After the preliminary evaluation of the report, the venture capital investor discusses the investment plan with the banker.

3. Detailed approval

Techno-economic feasibility will be examined by involving the executives of the VCI & mgmt professional.

4. Sensitivity analysis

The forecasted results of both sales and profits are tested and analyzed. The risks and threats are evaluated, which helps the probable risks and returns associated with the project.

5. Investment in the project

The terms and conditions of venture capital assistance are finalized according to the requirement of the project.
6. Monitoring the project and post investment support

The venture capital investor closely watches the performance of the business unit.

Stages of venture capital financing
· Early stage financing

This stage of financing is done to initiate the new project or help the new technocrat who wishes to commercialize his research talents. Going for debt in this stage increases the risk of the entrepreneur and affects the health of the business unit. He has to depend mainly on equity stock so that the risk of repayment doesn’t arise.

i) Seed capital

It includes implementation of the research project, starting from the all initial stage.

(a) The technology used in the project and possible threats of new technology in the near future.

(b) Different aspects of the product life cycle.

(c) The total investment required to commercialize the product and time required to get the suitable return.

ii) Start-up stage financing

The innovator requires finance to commercialize the product. Patent rights, trade marks, design and copyrights are very essential to launch the product effectively.
iii) Second round of financing

It is required when the project incures loss or shows inability to sufficient profits. It may be due to internal or external factors.

The original investor may express the inability to further finance the project or entrepreneur must have lost the confidence with the original investor or he may wish to broad base the investment pattern.
· Later stage financing

The product launched has not only reached the boom period but also indicates further expansion and growth.

i) Mezzanine/development capital

The business have overcome the extremely high-risk early stage, have recorded profits for a few years, go for public issue and raise money

ii) Bridge/expansion
Expand business by way of growth of their own productive asset or by acquisition

iii) Buyouts

(a) Management buyouts

They are provisions of funds to enable existing management/investors to acquire an existing product

(b) Management buyins

They are funds provided to enable an outside group buy an ongoing venture

iv) Turnarounds/ rescue capital

This means of financing is risky and the investor may ask formajor changes in the management.
Valuation methods of venture financing
It is a method of VCUs which take into account only the starting time of investment and the exit time
1. The present annual revenue in the beginning is compounded by an expected annual growth for the holding period, for computing annual revenue at the time of liquidation 
2. The expected earnings level is equal to future earnings level multiplied by after tax margin percentage
3. The future market valuation is equal to earnings level multiplied by expected 
P/E ratio

4. The present value is obtained by using discount factor. 
The first Chicago method
It is a method of valuation that considers the entire earnings stream of the VCU/VCI companies 
1. 3 alternative scenarios are considered –success, sideways survival and failure
2. Using discount rate, discounted present value of the VCU is computed.
3. Discounted present value is multiplied by respective probabilities. 
Expected present value of the VCU is equal to the 3 scenarios
Revenue multiplier method
Mt = V/R  


  = (1+r)n*a*p/(1+d)n 

V= Present value of VCU


R= annual revenue level


r= expected annual rate of growth of revenue


n=expected no: of yrs from the starting date to exit date (holding period)


a=expected after-tax profit margin % at the time of exit


p=expected price/earning ratio at exit time


d= appropriate discount rate for a venture investment
Methods of Venture Financing
1. Equity
2. Conditional Loan
3. Income Note
4. Other Financing Methods
(a) Participating Debentures
(b) Partially Convertible Debentures
(c) Cumulative Convertible Preference Shares
(d) Deferred Shares
(e) Convertible Loan Stock
(f) Special Ordinary Shares
(g) Preferred Ordinary Shares
CONCLUSION
· Rehabilitation of sick units.
· Assist small ancillary units to upgrade their technologies.
· Provide financial assistance to people coming out of universities etc.
V.C.







BRAIN





    MONEY















BRAIN





