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Professional Certificate in Entrepreneurship and Innovation for MBA

Venture Capital and Financing

Venture Capital and Financing Key Terms and Vocabulary

Venture capital and financing are crucial aspects of entrepreneurship and innovation. Understanding the key
terms and vocabulary associated with these concepts is essential for any aspiring entrepreneur or business
professional. In this guide, we will explore the most important terms related to venture capital and financing
in the context of the Professional Certificate in Entrepreneurship and Innovation for MBA.

1. Venture Capital:

Venture capital refers to a type of private equity financing that investors provide to early-stage, high-
potential startups or companies that have demonstrated strong growth potential. Venture capitalists
typically take equity stakes in these companies in exchange for funding. The goal of venture capital is to
help these companies grow and succeed in the long term.

2. Angel Investor:

An angel investor is an individual who provides financial backing for small startups or entrepreneurs,
typically in exchange for ownership equity in the company. Angel investors are often high-net-worth
individuals who invest their own funds into early-stage companies.

3. Seed Funding:

Seed funding is the initial capital raised by a startup to develop a product or service. This funding is typically
used to conduct market research, develop a prototype, and build a founding team. Seed funding is usually
provided by angel investors, friends and family, or early-stage venture capital firms.

4. Series A Funding:

Series A funding is the first significant round of financing for a startup after seed funding. This funding
round is typically larger and is used to scale the business, expand operations, and reach more customers.
Series A funding is usually provided by venture capital firms.

5. Due Diligence:

Due diligence is the process of investigating and analyzing a potential investment opportunity to assess its
viability and risks. Venture capitalists and investors conduct due diligence to evaluate the financial, legal,
and operational aspects of a company before making an investment decision.

6. Term Sheet:

A term sheet is a non-binding agreement that outlines the key terms and conditions of an investment deal
between a startup and an investor. The term sheet includes details such as valuation, ownership stake,
investment amount, rights and responsibilities of both parties, and any special provisions.

7. Valuation:
Valuation refers to the process of determining the worth or value of a company or its assets. In the context
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of venture capital and financing, valuation plays a crucial role in determining the equity stake that investors
will receive in exchange for their funding.

8. Exit Strategy:

An exit strategy is a plan that outlines how investors will realize a return on their investment in a startup.
Common exit strategies include initial public offerings (IPOs), acquisitions, mergers, or buyouts. Having a
clear exit strategy is important for investors to maximize their returns.

9. Runway:

Runway refers to the amount of time a startup can operate before it runs out of funds. Understanding the
runway is crucial for startups to plan their financial resources effectively and ensure they have enough
capital to reach key milestones and secure additional funding.

10. Burn Rate:

The burn rate is the rate at which a startup or company spends its capital or cash reserves to fund its
operations. Monitoring the burn rate is essential for startups to manage their expenses, optimize cash flow,
and ensure they can sustain their operations until they become profitable or secure additional funding.

11. Bootstrap:

Bootstrapping refers to the process of starting and growing a business using personal finances, savings, or
revenue generated by the business itself, without external funding or investment. Bootstrapping allows
entrepreneurs to retain full control of their business but may limit growth potential.

12. Crowdfunding:

Crowdfunding is a method of raising capital from a large number of individuals or investors through online
platforms. Crowdfunding allows startups to access funding from a diverse group of backers in exchange for
rewards, equity, or pre-orders of products or services.

13. Equity Financing:

Equity financing is a method of raising capital by selling shares or ownership stakes in a company to
investors in exchange for funding. Equity financing allows startups to access capital without incurring debt
but involves diluting ownership and sharing profits with investors.

14. Debt Financing:

Debt financing is a method of raising capital by borrowing money from lenders or financial institutions,
which must be repaid with interest over time. Debt financing allows startups to access capital quickly but
involves repayment obligations and interest expenses that can impact cash flow.

15. Mezzanine Financing:

Mezzanine financing is a hybrid form of financing that combines elements of debt and equity. Mezzanine
financing typically involves a combination of debt instruments (such as convertible notes or subordinated
loans) and equity options (such as warrants or preferred stock).

16. Convertible Note:
A convertible note is a type of debt instrument that can convert into equity (shares) in a startup at a future
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date or milestone, typically during a subsequent financing round. Convertible notes are commonly used in
seed funding rounds to delay valuation negotiations and simplify investment terms.

17. Dilution:

Dilution refers to the reduction of ownership percentage or equity stake in a company that existing
shareholders experience when new shares are issued, typically during subsequent financing rounds. Dilution
can occur when startups raise additional capital or issue stock options to employees.

18. Exit Multiple:

Exit multiple is a financial metric that measures the return on investment (ROI) for venture capitalists and
investors when they exit their investment in a startup. The exit multiple is calculated by dividing the exit
value (e.g., acquisition price or IPO valuation) by the initial investment amount.

19. Liquidity Event:

A liquidity event is an event that allows investors to realize a return on their investment in a startup by
liquidating their equity stake. Common liquidity events include acquisitions, mergers, initial public offerings
(IPOs), or buyouts by other companies or investors.

20. Portfolio Diversification:

Portfolio diversification is a strategy that involves investing in a variety of startups or companies across
different industries, stages, and geographies to reduce risk and maximize returns. Venture capitalists and
investors use portfolio diversification to spread their risk and increase their chances of success.

21. Limited Partner (LP):

A limited partner is an investor in a venture capital fund who provides capital but has limited liability and
involvement in the fund's operations. Limited partners typically include institutional investors, pension
funds, endowments, and high-net-worth individuals.

22. General Partner (GP):

A general partner is the manager or operator of a venture capital fund who is responsible for making
investment decisions, managing the fund's portfolio, and generating returns for limited partners. General
partners typically receive management fees and carried interest as compensation.

23. Carried Interest:

Carried interest is a share of profits that general partners in a venture capital fund receive as compensation
for their investment management services. Carried interest is typically calculated as a percentage of the
fund's profits above a certain threshold and is distributed to general partners after limited partners have
received their returns.

24. Term Fund:

A term fund is a type of venture capital fund with a fixed investment period (e.g., 7-10 years) during which
the fund makes new investments, manages its portfolio, and exits existing investments. Term funds have a
defined lifespan and typically liquidate their assets at the end of the investment period.

25. Evergreen Fund:
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An evergreen fund is a type of venture capital fund that does not have a fixed investment period and can
continue to make new investments, manage its portfolio, and exit existing investments indefinitely.
Evergreen funds can reinvest profits and returns to support ongoing operations and investments.

26. Corporate Venture Capital (CVC):

Corporate venture capital refers to investments made by established companies or corporations in startups
or emerging businesses. Corporate venture capital allows companies to gain strategic insights, access
innovation, and explore new markets through investments in early-stage companies.

27. Accelerator:

An accelerator is a program or organization that provides mentorship, resources, and funding to early-stage
startups in exchange for equity. Accelerators typically offer a structured curriculum, networking
opportunities, and access to investors to help startups grow and scale their businesses quickly.

28. Incubator:

An incubator is a program or organization that provides support, resources, and services to early-stage
startups to help them develop and grow their businesses. Incubators offer workspace, mentorship, training,
and access to networks to help startups succeed in the early stages of their ventures.

29. Term Loan:

A term loan is a type of debt financing that provides a lump sum of capital to a startup or company, which
must be repaid over a specified period with fixed interest payments. Term loans are typically used for long-
term investments, such as equipment purchases, expansion projects, or working capital needs.

30. Working Capital:

Working capital refers to the funds or capital that a company uses to manage its day-to-day operations,
such as paying bills, salaries, and other expenses. Working capital is essential for startups to maintain
liquidity, cover short-term obligations, and support ongoing business activities.

31. Equity Crowdfunding:

Equity crowdfunding is a form of crowdfunding that allows startups to raise capital by selling shares or
ownership stakes in the company to a large number of individual investors through online platforms. Equity
crowdfunding enables startups to access funding from a broad investor base and gain support from their
community.

32. Pre-money Valuation:

Pre-money valuation is the value of a startup or company before it receives external funding or investment.
Pre-money valuation is used to determine the ownership stake that investors will receive in exchange for
their capital and is calculated based on the company's assets, revenue, growth potential, and market
conditions.

33. Post-money Valuation:

Post-money valuation is the value of a startup or company after it has received external funding or
investment. Post-money valuation includes the pre-money valuation plus the amount of new capital
invested in the company. Post-money valuation is used to calculate the dilution of existing shareholders and
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the ownership stake of new investors.

34. Bridge Loan:

A bridge loan is a short-term loan provided to a startup or company to bridge a funding gap or finance
immediate needs until a larger financing round is secured. Bridge loans are typically used to cover
operating expenses, pay bills, or fund specific projects while waiting for additional funding.

35. Sweat Equity:

Sweat equity refers to the contribution of time, effort, or services by founders, employees, or partners to a
startup in exchange for equity or ownership stake in the company. Sweat equity is a common form of
compensation for early-stage startups that may not have the financial resources to pay salaries or bonuses.

36. Term Financing:

Term financing is a type of debt financing that provides capital to a startup or company for a specific period
with fixed interest payments. Term financing is often used to fund long-term investments, such as
equipment purchases, real estate acquisitions, or business expansions.

37. Convertible Preferred Stock:

Convertible preferred stock is a type of equity security that combines features of both common stock and
debt instruments. Convertible preferred stock gives investors priority over common shareholders in terms of
dividends, liquidation preferences, and voting rights, and can be converted into common shares at a
specified price or time.

38. Strategic Investor:

A strategic investor is an individual or company that invests in a startup or business with the goal of gaining
strategic advantages, such as access to new markets, technologies, or resources. Strategic investors often
provide more than just capital and offer valuable insights, partnerships, or opportunities to help startups
grow and succeed.

39. Growth Stage:

The growth stage is the phase in a startup's lifecycle when the company has proven its business model,
achieved product-market fit, and is focused on scaling operations, expanding market share, and increasing
revenue. Startups in the growth stage often seek additional funding to fuel their growth and reach new
milestones.

40. Early Adopter:

An early adopter is an individual or customer who is among the first to try or adopt a new product,
technology, or service. Early adopters play a crucial role in validating market demand, providing feedback,
and influencing other customers to adopt the innovation. Startups often target early adopters to gain
traction and momentum in the market.

41. Proof of Concept:

Proof of concept is a demonstration or validation that shows the feasibility, viability, or potential of a new
product, technology, or business idea. Startups use proof of concept to test hypotheses, validate
assumptions, and attract investors or customers by showing tangible evidence of their innovation's value
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and market potential.

42. Cap Table (Capitalization Table):

A cap table, short for capitalization table, is a document that outlines the ownership structure of a company,
including the shares, equity stakes, and ownership percentages of founders, investors, employees, and other
stakeholders. Cap tables are used to track ownership changes, calculate dilution, and manage equity
distribution in startups.

43. Term Financing:

Term financing is a type of debt financing that provides capital to a startup or company for a specific period
with fixed interest payments. Term financing is often used to fund long-term investments, such as
equipment purchases, real estate acquisitions, or business expansions.

44. Convertible Note:

A convertible note is a type of debt instrument that can convert into equity (shares) in a startup at a future
date or milestone, typically during a subsequent financing round. Convertible notes are commonly used in
seed funding rounds to delay valuation negotiations and simplify investment terms.

45, Liquidation Preference:

Liquidation preference is a term in venture capital that gives investors priority in receiving proceeds from a
startup's sale or liquidation. Liquidation preference ensures that investors recoup their initial investment
before other stakeholders, such as founders or common shareholders, receive any proceeds from the exit
event.

46. Down Round:

A down round is a financing round in which a startup raises capital at a lower valuation than its previous
funding round. Down rounds can dilute existing shareholders, reduce the company's valuation, and signal
challenges or setbacks that may impact investor confidence and future fundraising efforts.

47. Valuation Cap:

A valuation cap is a term in convertible notes or convertible securities that sets a maximum valuation at
which the investor's debt will convert into equity in a startup. Valuation caps are used to protect investors
from excessive dilution and ensure they receive a fair share of ownership when the startup achieves success.

48. Anti-Dilution Protection:

Anti-dilution protection is a provision in investment agreements that protects investors from dilution of
their ownership stake in a startup if subsequent financing rounds are conducted at lower valuations. Anti-
dilution protection adjusts the investor's ownership percentage by issuing additional shares or adjusting the
conversion price to maintain their original investment value.

49. Vesting Schedule:

A vesting schedule is a timeline or timetable that outlines when founders, employees, or shareholders will

earn or receive ownership of their equity stake in a startup. Vesting schedules are used to incentivize long-
term commitment, align interests, and prevent early departures by requiring stakeholders to meet specific
milestones or time-based criteria to unlock their shares.
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50. Equity Split:

An equity split is the allocation or division of ownership stakes, shares, or equity among founders, investors,
employees, or other stakeholders in a startup. Equity splits determine each party's ownership percentage,
voting rights, and financial interests in the company and are often based on contributions, roles, and
agreements negotiated during the formation of the startup.

51. ROIC (Return on Invested Capital):

Return on invested capital (ROIC) is a financial metric that measures the efficiency and profitability of a
company's investments by calculating the return generated from the capital invested in the business. ROIC
is used by investors to evaluate the performance of their investments and assess the company's ability to
generate value and returns over time.

52. IRR (Internal Rate of Return):

Internal rate of return (IRR) is a financial metric that calculates the annualized rate of return generated by an
investment over a specific period. IRR takes into account the timing and magnitude of cash flows, discount
rates, and investment costs to provide a standardized measure of investment performance and profitability.

53. DCF (Discounted Cash Flow):

Discounted cash flow (DCF) is a financial valuation method that estimates the present value of a company or
investment by discounting future cash flows back to their current value. DCF analysis considers factors such
as growth rates, risk factors, and discount rates to determine the intrinsic value of a business and assess its
investment potential.

54. SaaS (Software as a Service):

Software as a service (SaaS) is a software delivery model that provides on-demand access to software
applications and services over the internet. SaaS companies offer subscription-based pricing, cloud-based
solutions, and scalable software products that enable users to access, use, and pay for software on a
recurring basis.

55. TAM (Total Addressable Market):

Total addressable market (TAM) is the total market demand or revenue opportunity that exists for a product
or service within a specific industry or market segment. TAM analysis helps startups identify the size, growth
potential, and competitive landscape of their target market to guide business strategy, pricing decisions,
and market positioning.

56. TAM SAM SOM:

TAM SAM SOM is a framework that helps startups define and evaluate their market opportunity and growth
potential. TAM (Total Addressable Market) represents the total market demand, SAM (Serviceable
Addressable Market) is the segment of the market that a startup can realistically target, and SOM
(Serviceable Obtainable Market) is the subset of the market that a startup can capture and serve effectively.

57. CAC (Customer Acquisition Cost):
Customer acquisition cost (CAC) is a metric that measures the cost incurred by a company to acquire a new
customer. CAC includes expenses related to marketing, sales, advertising, and promotions and is calculated
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by dividing the total acquisition costs by the number of new customers acquired during a specific period.

58. LTV (Customer Lifetime Value):

Customer lifetime value (LTV) is a metric that estimates the total revenue or profit generated by a customer
over the entire relationship with a company. LTV helps businesses understand the long-term value of
customers, assess their profitability, and optimize marketing, sales, and retention strategies to maximize
customer lifetime value.

59. Churn Rate:

Churn rate is a metric that measures the percentage of customers or subscribers who cancel or discontinue
their relationship with a company over a specific period. Churn rate is used to assess customer retention,
loyalty, and satisfaction and helps businesses identify trends, patterns, and opportunities to reduce churn
and increase customer lifetime value.

60. MVP (Minimum Viable Product):
Minimum viable product (MVP) is the simplest version of a product or
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