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Venture Capital (VC) is a type of private equity investing
in innovative and technology startup companies

D@

® $O Invest capital for an
ma equity ownership stake

VC Funds raise Private, small

investors Promising tech start-ups

(aka Limited
Partners) and
create “Pooled Likely not receive financing
Investment [ from traditional bank loans ]
Funds”

capital from [ ] businesses

As an asset class,
Venture Ca pitCI| . Focused on equity investing in startups ]
is unique.
AVANVA
"
lliquid Hard to value

. Long term investment focus (5 to 8 years) ]

Enables innovative and disruptive technologies ]
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As an asset class,

Venture Capital VC Funds make equity investments
is unique.

in companies whose stock is:

AVAVA

=y
X

m Hard to value

—1 Until the company grows
? and matures over time
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[ LONOG-TERM INVESTMENT __
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This is largely due to the time it takes to grow
the company after the initial capital investment

= il
> > —

Sales and then profit

lo

e T o it
pany driven from this
New software platform Adding scale and value

Expanding distribution
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anassetciass, ) >

Venture Capital
is unique.
° X

Remains
0] illiquid 5 % E
Round of h h IPO or
a Implied valuation 5
capital strategic sale

COMPANY RECEIVES: VC FUNDS RECEIVE:
Market valuation Return on investment
FINANCIALEDGE!

VC targets Venture Capital is where the investor targets
younger companies with high growth potential.

@QO®E

Usually this is by adding experience to ‘'scale-up’
a smaller business and drive its profit growth.

FINANCIALEDGE!
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Venture Capital (VC) does NOT take part in:

@% ”|

Leveraged Growth Distressed
Buyouts Capital Turnarounds

The aim is to identify companies

Involves large acquisitions of Involves purchasing .
. 4. . which are currently undervalued
more mature companies, a minority, or non-controlling due to temporary cash
significantly financed with debt. stake in more mature companies. flow prgblenYls
VCs tend to focus on o L
VC is equity only investment new companies or This is f':;:t:\%pégz: |r;vnestment
turnaround companies pany
FINANCIALEDGE!
Venture Capital
H FINANCIALEDGE'
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The time horizon for start-ups varies but there
is a typical evolution of growth:

Q
‘rir =1
Stage Round of Capital

FINANCIALEDGE!

VC Funds
-

[ Corporate VCs ]

[ Family Offices ]

P—

Angels

—_—

Crowdfunding

Friends
and Family

Investor Classes

“Bootstrap”

Seed and
Follow on Seed

Series C
and Beyond

Series A, B

Pre-Seed

Investment Stages

FINANCIALEDGE!
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Venture Capital
(VC) Funds are often

referred to as:
— “Institutional capital”
|

Family Offices

Series A:

Crowdfunding

Friends
and Family

I “Institutional round”

Investor Classes

“Bootstrap”

“Opportunistic fund”

Seed and Series A, B SeriesC

AL Follow on Seed and Beyond

Investment Stages “Seed extension”

FINANCIALEDGE!

A

VC Fund Examples —
Investment Criteria

FINANCIALEDGE!
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VC (Venture Capital) funds often provide a summary
profile of their “investment criteria” on their website

Business E B2B and SaaS — B2C — Al Tech, SaasS
Model
\ - J U - /L - J
s N\ N\ A
Automotive, Retail, Consumer,
Sectors of =~ Industrial, — Media, — Hgg:f,?g:sfe
Interest E=2 Manufacturing Advertising
: J U - J U - J
N\ N\ A
Stage Series A — Seed — Later Stage
J . J U J
FINANCIALEDGE!

VC Fund Differentiation

FINANCIALEDGE!
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In addition to providing equity capital...

This is a ‘value-add’ proposition that can help give entrepreneurs a
competitive advantage or a boost to their business plan.

8 &

Size of fund & Capabilities of Sector and/or Functional expertise
investment the VC team. product focus. or operational
check size. value-add.

FINANCIALEDGE'

In addition to providing equity capital...

In particular industry sectors or in a functional area.

— R
A K&
Building Product or Service

FINANCIALEDGE!
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(+)
%)
“Value-Add”

Articulated in the Venture Capital (VC) Fund’s Investment Thesis

DEVELOPED BY: COMMUNICATED TO:

Potential Investors Entrepreneurs Other VC Funds

Managing Partners
Distinguish their “brand”
and align themselves in

the tech eco system.
FINANCIALEDGE!

Market and pitch
their investor
qualifications.

Of the VC Fund. Raising capital
for the fund.

Often a fund will start with...

v

s &

Attract investment Or those looking
>> to gain exposure

>> from others who also
share the same interest to a certain sector

L] ||
Depending on experience Growth or diversity

Specialist interest

and skills of it's team

A VC fund will want to make sure it can use ist Value-add expertise to maximise
any investments made and the returns it can generate for investors
FINANCIALEDGE'
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A

VC Fund Examples —
Investment Differentiation

n FINANCIALEDGE!
AVC 2% BVC 3% CvVC 3%
Fund Fund Fund
FINANCIALEDGE!
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Business @’
Model

Sectors of =
Interest

B

FINANCIALEDGE!

BVC
Fund

B2B and Saas

Automotive,
Industrial,
Manufacturing

CcvCc 3%
Fund 6

Targets companies that sell
to business enterprises

FINANCIALEDGE!

Business @‘
Model

Sectors of =
Interest

B

AVC
Fund 6

B2C

Retail, Consumer,
Media,
Advertising

N\

cvCc 3%
Fund

Targets companies
that sell to consumers

FINANCIALEDGE!

© 2024 Financial Edge Training



FINANCIALEDGE!

AVC - BVC 3%
Fund 6 Fund
Bll\l/[s(;ngs @ Al Tech, SaaS
J
4 \
Sectors of 5 Healthcare Saas business model
Interest [==1a] Services
. J
Targets business enterprises
and consumers
Al Tech products only
FINANCIALEDGE!
AVC 3% BVC ¥ CVC ¥
Fund 6 Fund 6 Fund 6
VC Funds indicate This fund may have:

which sectors they focus on

to make fundraising process: Managing Partners

Advisors

/®) y
.@@ @ ) Indicates to entrepreneurs

Fund has managing partners
More efficient Transparent with experience in these sectors

Provides significant Value-Add

FINANCIALEDGE!
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A

VC Fund Examples —
Investment Stages

|

Series A
%t

Product in the market Generating revenue Signs of

market traction

FINANCIALEDGE!
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BVC 2%

Seed
ot

These start ups have yet to show any meaningful “market traction”

FINANCIALEDGE!
AvC 2% BVC 2%
An entrepreneur would expect the “Value Add”
from these two funds to be different:
AVC Expertise BVC Expertise
Scaling revenue generating product Testing products in market
Developing multiple sales teams Developing go-to-market strategy

Creating cost efficient platform Evaluating best customer

acquisition OppI’OGCh FINANCIALEDGE!
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CVC =
Fund
Later Stage
Capital and Growth Expertise
it $4t
Scale business Expand Generating Moving
and products internationally profits towards an exit
FINANCIALEDGE'

AvC 2% BVC é CvC

Fund Fund Fund

Stage % Series A ]—[ Seed ]—[ Later Stage ]

These examples of VC Funds would have
developed external networks of:

Industry experts Potential employees

Links to strategic companies Like-minded investors

FINANCIALEDGE!
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AvC 2% BVC 2% CvC -

Stage % Series A ]—[ Seed H Later Stage ]

The more strategic entrepreneurs
evaluate VC Funds based on:

AVAVA
Aof iiil
Value they offer Impact they make

FINANCIALEDGE!

CvC —

AVvC =¥ BVC 2
Series A ]—[ Seed ]—[ Later Stage ]

Earlier stage VC funds tend to be more “hands-on”

Help create roadmap for growth Help devise strategy

Leading Investor Other Investors:

in Fund Round: Smaller investors in
Key VC Fund investor the funding round

Takes an “observer seat”
(no voting rights, term limits or options)

FINANCIALEDGE!

Takes a board seat
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A

Evolution of Capital Rounds —
Pre Seed to Seed Stages

This chart is useful in understanding the correlation between a
startup company’s evolution through the various Stages.

Seed Early Stage Later Stages

Series C and
Beyond

Pre Seed,

Stage Seed, Seed +

Series A, B Exit

“Valley of Death”

Time \ >
Cash \V

Flow
Concept + Product ey
Development POUUGEACIAL IPO,
P Customer Growth, Scaling, .
Proof of Concept, Acquisiti L Strategic
: cquisition, Profitability
Beta Testing, o Sale
User Testing e

FINANCIALEDGE!
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Pre Seed to Seed Stages

FINANCIALEDGE!

Seed Early Stage Later Stages
s
Pre Seed, . Series C and .
Stage Seed, Seed + Series A, B Beyond Exit
“Valley of Death”
me \\V -
Cash
Flow
Concept + Product CiET)
Development,
Development . IPO,
Customer Growth, Scaling, .
Proof of Concept, e A Strategic
q Acquisition, Profitability
Beta Testing, Sale
A Revenue
User Testing i
Generation

Take an idea
or concept...

N
Introduce it into the
market through
multiple iterations
J
Ultimately validate
the business model
FINANCIAL EDGE!

Pre Seed to Seed Stages

Concept + Product
Development

Proof of Concept,
Beta Testing,
User Testing

Seed Early Stage Later Stages
Ly
Pre Seed, o Series C and q
Stage Seed, Seed + Series A, B Beyond Exit
| “Valley of Death” I
" \\V ”
Cash
Flow

Company
Development, PO
Customer Growth, Scaling, -
P i Strategic
Acquisition, Profitability Sels
Revenue
Generation

Minimum
Viable Product
(MVP)

OR

Product-

Market-Fit
(PMF)

FINANCIALEDGE!
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Pre Seed to Seed Stages

Minimum
Viable Product
(MVP)

4 N
Company’s

product introduced
to a specific
target market

YK E

New soft play
area coming soon!

W

. J
. - Monthly flowers ( Satisfy “early )
[ Mail-order subscription ) ( delivered’Z)your door ) adopter” customers
FINANCIAL EDGE!
Pre Seed to Seed Stages
Product-
New Idea .
Market-Fit
(or PMF)

4 N\

Company’s product
solves the needs of
a target customer

or market
\. J

N\

N\
Look to certain metrics
to “prove” PMF

J

FINANCIALEDGE!
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Pre Seed to Seed Stages

FINANCIALEDGE!

Seed Early Stage Later Stages
s
Pre Seed, . Series C and .
Stage Seed, Seed + Series A, B Beyond Exit
| “Valley of Death” I
Time \\V ’
Cash
Flow
Company
+
RIVOMMGl  oovciopmen . PO
Customer Growth, Scaling, -
Proof of Concept, e i~ Strategic
. Acquisition, Profitability
Beta Testing, Sale
User Testing Revenge
Generation

Product-

Market-Fit
(or PMF)

‘Hockey stick’ like
growth trajectory

7

\

~

Can burn cash faster
J

7

Not generating the
revenues needed to
sustain growth

FINANCIALEDGE!
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Rounds — Valley of Death
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Valley of Death:

When a startup runs out of seed capital but still hasn't generated revenues or demonstrated PMF

Seed Early Stage Later Stages
N yHes 9 The shape of a
Pre Seed, . Series C and . 7
Stage Seed, Seed + Series A, B Beyond Exit st:rtup S COSh ﬂﬁw
urn on a graph.
“Valley of Death” p — - N
Difficult to raise
\ a Series A round
Time > > 4
N - \
‘:::: The startup needs
Company to generate
Concept + Product Development, 9 f
Development ' PO, breakeven cash flow
Proof of Concept, SUEEC] iy, Seeliig) Strategic H HY
oty Testingp' Acquisition, Profitability i or raise additional
User Testing GZ?‘V:I_SEE N X seed capital )

FINANCIALEDGE!

A

Evolution of Capital
Rounds — Early Stage

FINANCIALEDGE!
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Early Stage

Seed Early Stage Later Stages
4 Demonstrated
Pre Seed, q Series C and R .
Stqge Seed’ seed Beyond - metrlcs that

prove PMF and
now focus on:

“Valley of Death”

\ ( Customer acquisition J
Time \—V .
Cash
Flow Revenue generation )
Concept + Product DeC\/OeT;Sgwng nt, ( 9
Prgg;lilfog;?\igtt SUSEE] Erieniin, Seelig) su'ciz’ ic
ICERY Acquisition, Profitability 9 .
Beta Testing, Ny, Sale Moving towards
User Testing Generation profitability

A
Evolution of Capital
Rounds — Later Stage
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Stage

Time

Cash
Flow

FINANCIALEDGE!

Later Stages
N Seed Early Stage Later Stages F ocuses on
Pre Seed, ) Series C and ’ i
Seed, Seed + Series A, B Exit Co.m pq nle‘S:”
growing steadily
and rapidly.
“Valley of Death”
\ . Scaling the
\.L_/ business model
Company ( . o crer )
cogg:slto + 2’22?“ Development, "o Reaching profitability
Proof of (?once t, SUEEC] Eranidh, Stetelling), Strategic without sacrificing
R Acquisition, Profitability i .
sl Revenue product quality and
d EeneiEtE revenue growth
> \ J
FINANCIAL EDGE!

A

Evolution of Capital
Rounds — Risk

FINANCIALEDGE!
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Stage

Time

Cash
Flow

Seed

Pre Seed,
Seed, Seed +

“Valley of Death”

\

Venture Capital and Risk

Early Stage

Series A, B

Later Stages

Series C and
Beyond

N

Concept + Product
Development
Proof of Concept,
Beta Testing,
User Testing

Company

Development,

Customer
Acquisition,
Revenue
Generation

Growth, Scaling,
Profitability

IPO,
Strategic

Sale

FINANCIALEDGE!

Pre Seed or Seed

Capital Requirement:
Low (e.g. $2million)

Risk of failure:
Very high

J

Series C and Beyond

Capital Requirement:
Investment continues

Risk of failure:
Decline slowly

FINANCIALEDGE!

Venture Capital and Risk

Stage

Time

Cash
Flow

Seed

Pre Seed,
Seed, Seed +

“Valley of Death”

\

Early Stage

Series A, B

Later Stages

Series C and
Beyond

N

Concept + Product
Development
Proof of Concept,
Beta Testing,
User Testing

Company

Development,

Customer
Acquisition,
Revenue
Generation

Growth, Scaling,
Profitability

IPO,
Strategic

Sale

Investors may exit

the company.
Sell their stake

To a new investor
(strategic sale)

4 )
May consider an IPO
\ v
FINANCIALEDGE!
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Venture Capital and Risk

Stage

Time

Cash
Flow

Seed

Pre Seed,
Seed, Seed +

| “Valley of Death” I

\

Early Stage Later Stages Initidl

sorioe n 5 serios and Public Offering:

( )
Requires completing

a number of steps to
list the company on
the stock market

\_

Concept + Product
Development
Proof of Concept,
Beta Testing,
User Testing

J
N l— f \

Sets the company

Company up for gl‘OWth
Development, PO

Customer Growth, Scaling, 4
Acquisition, Profitability Strg;?glc

Revenue Greater liquidity
Generation .

and new interest
\_ J
FINANCIALEDGE!
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Please do not redistribute these materials without the
express permission of Financial Edge Training.

A

© 2024 Financial Edge Training

26





