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Venture Capital (VC)

Venture capital (VC) is a form of private equity and a type of financing that investors provide to start-up
companies and small businesses that are believed to have long-term growth potential.

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

institutions. Venture capital doesn't always have to be money. In fact, it often comes as technical or
managerial expertise.

VC is typically allocated to small companies with exceptional growth potential or to those that grow quickly
and appear poised to continue to expand.
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Venture Capital (VC)

Venture capitalists are generally inclined towards investing in business whose goal is to grow rapidly, hence
there must be a substantiated business plan supporting such objectives.

The active position venture capitalists take, and the resources they provide beyond financial support, further
increase the likelihood of achieving this goal of rapid growth.
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Stages of Venture Capital financing

Because every company is different, the various stages can vary somewhat from financing to financing.
Generally speaking, though, there are five typical stages of any venture capital financing.

1. The Seed Stage

Venture capital financing starts with the seed-stage when the company is often little more than an idea for a
product or service that has the potential to develop into a successful business down the road. Entrepreneurs
spend most of this stage convincing investors that their ideas represent a viable investment opportunity.
Funding amounts in the seed stage are generally small, and are largely used for things like marketing
research, product development, and business expansion, with the goal of creating a prototype to attract
additional investors in later funding rounds.
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Stages of Venture Capital financing

2. The Startup Stage

In the startup stage companies have typically completed research and development, they have devised a
business plan, and are now ready to begin advertising and marketing their product or service to potential
customers. Typically, the company has a prototype to show to investors, but has not yet sold any products.
At this stage, businesses need a larger infusion of cash to fine tune their products and services, expand their
personnel, and conducting any remaining research necessary to support an official business launch.
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Stages of Venture Capital financing

3. The First Stage

Sometimes also called the “emerging stage,” first stage financing typically coincides with the company’s
market launch, when the company is finally about to start seeing a profit. Funds from this phase of a venture
capital financing typically go to actual product manufacturing and sales, as well as increased marketing. To
achieve an official launch, businesses usually need a much bigger capital investment, so the funding
amounts in this stage tend to be much higher than in previous stages.
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Stages of Venture Capital financing

4. The Expansion Stage

Also commonly referred to as the second or third stages, the expansion stage is when the company is seeing
exponential growth and needs additional funding to keep up with the demands. Because the business likely
already has a commercially viable product and is starting to see some profitability, venture capital funding in

the emerging stage is largely used to grow the business even further through market expansion and product
diversification.
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Stages of Venture Capital financing

5. The Bridge Stage

The final stage of venture capital financing, the bridge stage is when companies have reached maturity.
Funding obtained here is typically used to support activities like mergers, acquisitions, or IPOs. The bridge
state is essentially a transition to the company being a full-fledged, viable business. At this time, many
investors choose to sell their shares and end their relationship with the company, often receiving a
significant return on their investments.
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Advantages and disadvantages of Venture capital
VC benefits:

- Wealth and experience can be brought into the business.

- Financing is done through equity, so the burden a business faces is less compared to when it
borrows money for a business that is in debt.

- Businesses also get valuable connections through VCs, as well as technical, marketing or strategic
expertise that helps a less experienced businessperson make their business more successful.

- There is no obligation to return the money.
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Advantages and disadvantages of Venture capital
VC disadvantages:

- Autonomy is lost as investors become private owners. Due to their significant share, they try to
have a say in business decisions.

- The process of uploading an investor is a long and time-consuming process.

- Generally, since the investor has the money, they have the say when it comes to closing the deal.

So, the term is usually more biased towards investors unless the business is a new idea or has huge
potential demand.

- The benefits of venture capital financing are realized only in the long term.
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Successful example of start-up VC funding

The biggest start up deal of a Greek interest's
company is the acquisition of InstaShop by the
German group Delivery Hero, for the record
amount of 360 million dollars (August 2020).

InstaShop enables its users to make their orders
from supermarkets and local stores and receive
the products whenever they want, even just half
an hour after their order.
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Your supermarket at home

Order everything you need without the trip
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Business Angels- definition

An angel investor is commonly a person working in a high-income profession willing to invest in businesses

or projects that they believe will be successful, or that are of great importance to the investor personally due
to other nonfinancial reasons.

They are also regarded as competent and actively engaged in the venture.

The business angel market, or the informal risk capital market, is similar to the more formal venture
capitalist market in how the investor provides supplementary support.
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Business Angels

Nevertheless, they differ in certain ways:

Business angels tend to invest in very early-stage companies, in industries that they know and understand,
and in their own community.

The business angel market is less professional than the venture capital market, subsequently terms and
conditions are often less extensive and more favorable for the business owner. Still an interesting and

credible business plan is required.
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Business Angels- definition

Besides providing capital, Business angels provide managerial experience and skills and a network of
contacts for the companies in which they invest. The good business angels provide "smart and patient
capital" for entrepreneurs.

Business angels, provide small funding (mainly in the range of 5-250 thousand euros) in the early stage, in
which many venture capital funds do not invest.
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Business Angels - characteristics

« Thereis no limitin the sectors in which they invest

 lItis often invested in the region in which it is located, but there is a tendency for foreign investments with
others business angels in specific regions

« The main motivations for investment are: financial return, sharing of knowledge and experience,
participation in creation of innovative companies and a desire to return positives and help to society

« Usually invest up to 25% of their activities in this class of venture investments
« Minority shareholding - entrepreneurs remain in full control

« There are several types of business angels: virgin, latent, wealth maximazing, entrepreneur, income
seeking and corporate

* |In most cases Business Angels have created their assets as entrepreneurs or professionals
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Main criteria for investments in start-ups

« Company team - its experience, leadership skills and trust

« ldea and possibility of realization

« Market potential

« An objective assessment of the business, such as potential

« Confidence and understanding of the business situation at every point in the life cycle
« Objective view of risks by entrepreneurs
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Investment process

Chain Link Description for the activities of business angel networks/BA
Deal Flow: » Identify and contact deal flow sources (universities, incubators,
technology transfer platforms, specialized brokers, etc.)
» Communicate to receive deals
» Participate in BANs, marketplaces, seminars, pitch events, etc.
Investment » With the support of BAMT (BA Management Tools)
Selection: » Use criteria selection (region, sector, investment needed, potential,
elc.)
» With the support of a selection committee
» Get personal information about the entrepreneurs
I » __Get sectoral and commercial knowledge from other BAs or BAN
Due » Entrepreneurs
Diligence » Legal (licenses, agreements, etc.)
on: » Intellectual Property
» Commercial
» _Fiscal
Legal » Choose the investment type: convertible loan, equity
Agreements » Options (put or call)
on: » Statutes
» __Legal written agreement(s) with entrepreneurs and other investors
Co- » Use public co-investment schemes (Netherlands, Portugal, Scotliand)
Investment » Make co-investments with other BAs (or syndicates)
& Financing » __Help start-ups to get financing
Value » Create strategic value (Advisory Board)
Creation » __Help the management of the Start-Up
Exiting » Failure
» Entrepreneurs’ sale
» Trade Sale
» VC, BA or other secondary sale
» PO
Tax » Identify the tax incentives available
Incentives » Apply for tax breaks at the moment of investment and/or upon
disinvestment
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Angels and other finance sources
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Successful examples in Bulgaria
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Thank you for your attention!




