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PROLOGUE
This study has been conducted and the report so designed to bring out the significance of investment, various sources of investment and very specifically Angel Investment in today’s world and with respect to an Entrepreneur. 
This project aims at providing knowledge about the various sources of funds available for an entrepreneur, how Angel investment is a significant source, defining the terminologies involved, and most importantly the comparative study between the current scenario in US market and the Indian market in terms of Angel investments.
A vast amount of literature has been referred to and many personal interviews conducted to complete this project with valuable and updated information about the current trends in investments and how Angel investment is gaining popularity among today’s entrepreneurs. 

This report gives ample information about Angels, their investment patterns and procedures, preparations, mentoring, funding and their exit strategies adopted. 

The study was conducted under the guidance and support of Headstart Ventures LLP, a firm providing Angel funding, mentoring and other services to entrepreneurs. A brief description of their survey reports, experiences, work profile, strategies and knowledge has been given in this project. 
Since Angel investment is a new concept in India, the information available for this study was scarce. Overcoming these limitations, maximum effort has been taken to provide accurate and current information about the prime topic. 

This project report gives the reader an insight into the yet to be explored source of funding for a passionate entrepreneur… Angel Investment.
INTRODUCTION
Even before entering into the introduction of the main topic of study, the Angel investment, there are few basic things that must be know and understood.
Today’s world is seeing a lot of innovations in every field that can be mentioned. Creative, passionate and enthusiastic people come up with fascinating and practical ideas that can change the world, make life easier. 
Such people are referred to as Entrepreneurs. These entrepreneurs have the guts to do what it takes, they are motivated, creative, passionate and possess the never-say-die attitude. 

But is that enough to see their idea fruit? No.

The basic need for all business to succeed- MONEY. 

Now getting deeper into the topic;

          An entrepreneur needs money to start the business OR he needs money to practicalize his idea. This is where the list of sources of funds open up. An entrepreneur has a wide choice of sources from which he can choose the best feasible source that suits his need and also that which poses lesser risk to him.
The various sources of funds for an entrepreneur are listed in the later sections. But this study is very specific on one particular source of financing-  Angel Investment. This mode of financing is wide spread in the US and UK market but is still slowly gaining recognition in the Indian market and among the entrepreneurs here. 

In that case, when we hear the term Angel investment, a whole lot of questions pop in our mind.

What is Angel investment? Who is an Angel?  etc.. etc.

That’s the reason and motivation behind doing this project. 

Before answering these questions, a brief introduction of the project report has to be given in order to get and idea of how the study has been conducted. 

Literature survey.
The study has been done, keeping in mind the significance of the topic in today’s world, the current trends, globalization, international finance, latest avenues to explore for an entrepreneur, and so on.

Since Angel investment is a very new concept in India, the information on the topic in Indian market was scarcely available. 

Thus, from the limited sources, the research has been done from;

1. Internet.

2. Surveys conducted by firms and Angel networks in India, though very few.

3. Surveys conducted by Harvard and Stanford schools of management.

4. Personal interviews with Entrepreneurs and Angels. 

5. Text books.

These sources gave tons of unstructured scattered information which has been put into order in this report, making it understandable and useful. The topic being very vast, this project is just a piece of cake. 

An entrepreneur has multiple options when it comes to sources of funds for his business. 
1. Own funds/savings

2. Family and friends

3. Personal loan

4. Govt. schemes for SSI

5. Commercial banks

6. Borrowings 

The above mentioned options are a few of the various common alternatives available for an entrepreneur with special reference to the initial stage or widely called as “Seed stage”. 
This is the very stage where the Angels come into play and are so important.  WHY?

To answer this we must first know who is an Angel.

“Angel investors are typically affluent individuals who invest capital into young and vibrant companies that have high growth potential. Often these enterprises offer the investors a substantial return on their investment. Angel investors play a critical part in capitalizing the growth of novel ideas, services and products that are created by beginning entrepreneurs and businesses that are in their embryonic stages of growth. Unlike traditional sources of financing, angels are more willing to risk capital with unproven business owners who can't obtain financing or investment partners for their ventures.”

How did the term “Angel investor” come into being?

The term "Angel investor" was coined in the early 1900s in America (known as a business angel or informal investor in Europe). The term was used to refer to the wealthy patrons of the arts who would provide the necessary financing for putting on Broadway productions in New York City. The federal government does not regulate this part of the business finance industry. Most angel investors are often sophisticated financiers who are knowledgeable in multiple areas of business management and consulting. They are capable of conducting the necessary due diligence to make sound investments. 

They are called "angels" because they usually aren't interested in controlling your company, but simply acting as a mentor. It is speculated that angels account for the largest source of start-up capital for new business, but their ventures are more informal and private.
Now, to summarize this in simple terms;
An Angel investor is a high net worth individual who is willing to invest part of his wealth (money) into new ventures which he fore-sees as having high growth potential and promises multi-fold returns in short time span of about 6-7 years.

He is one who invests in an idea. An idea from an entrepreneur which is innovative, new, creative, revolutionary, and which when practicalized, will yield huge profits. 
Hence, an Angel investor is a person who invests in a new business and in return expects a share in the company board, not less than 10%. 
The Angel’s best feature is that, its not just money that he pumps into the business, he even provides Mentoring to the entrepreneur and the company.

An Angel invests in fields that he has expertise in. For the same reason, he is able to provide mentoring support based on his experience in the respective domain and help the company make the right decisions at the right time and formulate the right Strategies.
The role of angel investors is to service the capitalization needs of businesses. Many provide the initial capital required to get a company running. Some angels invest money to help organizations grow to a stage that will enable them to qualify for financing from venture capital sources. Generally, the amount of funding provided by angel investors is between $300,000 to $5 million, according to Entrepreneur.com. 

Now we know who an Angel investor is, where he invests, what he expects. Apart from a share in the company board and decision making, an angel investor expects a minimum 10x return at the end of 6-7 years. 
For example: If an Angel invests $10 million into a business, he mentors it and supports all the way and at the end of the term expects to get back $100-300 million return. That is 10-30 fold of what he invested. That’s the potential he is looking for.

After he gains the expected returns, he plans the Exit strategy.
The exit strategy is the manner in which the Angel opts out of the business. There are many exit strategies opted by an Angel jus like Venture Capitalists.
Some of the very commonly followed Exit strategies are;

1. Merger and Acquisition

2. Initial Public Offering

3. Recapitalization 
Critical aspects of an Angel Investor

Unlike institutional lenders and venture capitalists, angel investors have diverse backgrounds and perspectives. In fact, their beliefs of a company’s business practices and how a startup should be managed and operated may differ significantly to what entrepreneurs may have in mind. Therefore, some angel investors can be viewed as either beneficial or detrimental to a new company’s success. 

Since angel investors tend to invest a large amount of personal capital in a small number of companies, their perspectives on startups can also be dramatically different than investors who have experience in tens and hundreds of enterprises. While it may be advantageous for a new entrepreneur to raise capital from an angel investor, the business owner should fully understand their term sheet and the ramifications associated with obtaining startup capital from an angel investor. Entrepreneurs can develop a better understanding of the agreement from an attorney in their industry and are encouraged to look at angel investors from the following six perspectives before signing the term sheet. 

1. An angel investor’s value to the startup

Most angel investors take an active role in their invested company; therefore, entrepreneurs should expect to enthusiastically engage with them on a regular basis. An experienced angel investor will regularly mentor and consult new entrepreneurs on how to move the company forward and will often request a board seat to make sure their invested company is on the right track to success. 

On the other hand, there are angel investors who do not have industry experience and/or may only be concerned with the return on investment. These types of angel investors often choose not to play an active role in running the company, which can be harmful since the new entrepreneur may require guidance during his/her company’s early stages. 

2. Background and perspectives

Since every angel investor’s business perspective is highly influenced according to his/her personal experiences, they may perceive things differently from other angel investors. In addition, they may have more knowledge than others depending on their industry of expertise. Regardless of the situation, it is important for entrepreneurs to fully understand their angel investor’s background, industry experience, personality, and ROI before signing the term sheet. At times, angel investors can either make or break a company. 

3. Differences in expectations

Entrepreneurs have certain expectations on how their startups should be managed and operated. However, many angel investors may view an entrepreneur’s standards as “naive” and disagree with how the new business owner should take the company forward. These differences of expectations between both parties will often lead to poor communication, avoidance, and resentment. Both the angel investor and entrepreneur must understand the expectations of one another in order to amicably run the new company. 

4. Risk of investment and patience

Most angel investors will choose to invest in only a few startups. Given this situation, each investment they are involved in is considered “high risk” since they do not have many investments that can protect them if one of their startups fails.

Angel investors can also react differently under pressure, which can be very influential in a company’s success. For example, if an angel investor fails in one investment, they may accept their failure and move on. Others may lose their patience, react illogically, and may choose to meticulously micromanage the affairs of the failed startup. As a result of the latter situation, the entrepreneurs may be advised to make the wrong strategic moves. Due to the fact that every angel investor’s personality and reaction is different, entrepreneurs should therefore understand how risk averse the angel investors are before obtaining startup capital from them. 

5. Professional management of the company

Unlike the conservative method of investing that banks and venture capitalists have, angel investors tend to communicate with entrepreneurs on a more informal and personal level. At times, this relaxed approach can lead to miscommunication and misunderstandings between the angel investor and entrepreneur. Some angel investors may have the tendency to micromanage their invested company’s affairs and undermine the entrepreneur’s efforts in operating the company, which can be very damaging in the long run. To avoid such differences in opinions and possible falling out, it is important that the entrepreneurs understand the managerial background of their angel investors from their previous investments before signing the term sheet. 

6. Ethics

Ethics are very important in any business endeavor. The angel investor should have ethical behavior in all of their business pursuits since the process of raising capital is similar to having a business partner. Entrepreneurs should scrutinize the angel investor thoroughly, especially when it comes to the ethics of how they conduct business practices before any investment agreement is made. 

In the end, entrepreneurs and their angel investors should be compatible with each other.

To understand the intricacies and functioning of the angel funding and the related stuffs, we have to get familiar with some terminologies involved in this subject. Only then can we grasp the idea and the whole phenomenon. 
Terminologies involved in angel investment: 
Accredited investor- 
According to the Securities and Exchange Commission, Rule 501 of Regulation D, an accredited investor can be a bank, insurance company, charitable establishment, or person who has an individual or joint net worth that exceeds $1 million at the time in which an investment has been made. Individuals who are considered to be accredited investors should have a personal income of at least $200K in each of the two most recent years of investment or have a combined account with a spouse in excess of $300K in each of those years. They should also have the same expected income level in the current year. An accredited investor can also be an employee benefit plan or a trust that has assets exceeding $5 million. 

Acquisition- 
This is the corporate tactic whereby a large enterprise “acquires” or obtains control of another company. This term is often used synonymously with the word “takeover” since a larger corporation takes control by purchasing all of the shares or assets of the smaller company. Takeovers can be either friendly or hostile, depending upon the corporate negotiations.

Angel financing- 
This term refers to the amount of capital that independent, wealthy angel investors are able to “raise” or provide for a particular business investment. Angel investors who provide such financing are often not family members or friends of the business’ founders. 

Angel investors- 
This group of people comprise of wealthy, accredited individuals (as defined by the SEC- see “accredited investor”) who provide necessary funding to business owners. While they are known to finance companies in its “seed” stage, many angel investors are now investing in later-stage enterprises. They are not related to nor are friends with their invested company’s founders. Angel investors usually invest in businesses that need anywhere from a few thousand dollars to up to $1 million or more, depending on the investor. 

Business plan- 
This is a legal document that business owner’s use in detailing their business idea(s) as well as their company’s overall financial objectives. Many investors heavily rely on an entrepreneur’s business plan when deciding to invest in a company; therefore, many prospective business owners work diligently to refine their business plan in order to raise their desired capital. 

Capital (financial vs. real) – 
Financial capital is a term that can refer to the money exchanged between entrepreneurs and investors during a business deal. Entrepreneurs need to raise capital for their startups while investors can provide them with the needed capital (or funding). Financial capital usually comes with interest, and new business owners can use their financial capital in purchasing real capital (or machinery or equipment) for their new business.

Closing- 
This is the transaction that occurs after entrepreneurs and investors legally exchange all required legal documentation and capital that is needed in their business deal. When an investor “closes in on a deal,” they have already negotiated with the entrepreneur the details encompassing corporate ownership and monetary obligation.

Common stock- 
This term represents a constituent in corporate ownership. People who own shares of common stock (common stockholders) often have voting rights in their company’s decision-making matters and executive board of elections.  Through company dividends and capital appreciation of corporate assets, common stockholders can also share in their company’s financial success. 

Convertible note (convertible debt or bond)- 
This term refers to a type of legal exchangeable security issued by many corporations. These notes or bonds can be given to investors in exchange for reduced interest rates.  Investors, on the other hand, can choose to convert this bond into common preferred stock for a reduced amount of equity.

Due diligence- 
This is the process whereby individuals or groups of people conduct independent investigations regarding a particular matter. In the business world, investors conduct timely due diligence when inquiring about prospective investment endeavors. This may entail a background search of the company’s founders, review of the entrepreneur’s credit scores, and routine follow-up with references and associates, etc. New business owners, on the other hand, are encouraged to also conduct due diligence when finding a potential investor. Through due diligence, both the investor and entrepreneur has the opportunity to diligently analyze and assess each other for the potential of an investment opportunity and partnership.

Early-stage company- 
This term generally refers to a young enterprise that is three years old or younger. During this phase, a company is still in its novel stages of development. They could be in the process of experimenting with new products or services that they intend to market in the near future and/or may have viable products that are already available to the public.  

Elevator pitch- 
This term refers to an entrepreneur’s brief verbal summary of their business proposal. The name “elevator pitch” was designated because the entrepreneur’s oral presentation is often the duration of a quick elevator ride.  During an elevator pitch, the entrepreneur concisely outlines their business proposal, marketing strategy, and competitive tactic to potential investors. Prospective business owners are strongly encouraged to polish this pitch, since it can mean the difference between raising desired capital and completely leaving their business ideas behind. 

Executive summary- 
This outline is a very important component of a company’s business plan. It concisely summarizes the proposed business idea(s) and the fundamental objectives of the company. Upon review, the investor(s) should have a precise understanding of the prospective company’s mission. The executive summary is the most informative part of a business plan for the investor(s) and plays an influential role in determining if the company is viable enough for investment. 

Exit strategy- 
This is a company’s negotiated approach whereby investors are given an event or time within the development of their company to receive their return on investment (ROI). This can be achieved through a liquidity event, where their equity is converted into cash.

Expansion stage company- 
This term generally refers to a company that is three years old or more. During this period of development, a company may already have been successful commercializing many of their products and services but may not generate desired profit.  An enterprise that is in its expansion stage may resort to seeking additional sources of capital to minimize the risk of failure. Many venture capitalists invest during this stage of a company’s development.  

Follow-on investing (follow-up investing)- 
This word refers to the event whereby investors reinvest in a company sometime during its development. Often times, follow-on investments occur when a company is not performing successfully as planned. Angel capitalists tend to avoid follow-on investments within the same company because of the high risk of additional monetary loss.

Initial public offering (IPO)-
This is a private corporation’s first-time sale or allocation of a stock that is made available to the public. IPOs can be distributed to both young and established companies who seek to expand or warrant public trading.
Later-stage company- 
This is a company that is considered to be in its mature stages of development. Unlike early and expansion-stage companies, later-stage companies already have successful commercialized products and services that are publically available as well as a significant generated cash flow. Many venture capitalists tend to invest in mature companies since they are less risky, are already established, have proven to be a financial success.

Leveraged buyout (LBO)-  
This is a type of aggressive business practice whereby investors or a larger corporation utilizes borrowed funds (junk bonds, traditional bank loans, etc.) or debt to finance its acquisition. The high debt-to-equity ratio enables the investors to “buyout” a smaller company with very little cash. Leveraged buy-outs can be either friendly or hostile, depending on the negotiations made. 

Liquidity event- 
This occasion represents the common exit strategy of most entrepreneurs and investors. When a corporation is purchased (through a merger or acquisition) or when an IPO is made, equity is converted to cash.

Merger- 
This is a type of corporate approach whereby one company combines or “merges” with another to increase their overall operations and profitability.
Portfolio company- 
This refers to the company (ies) that an investor has invested in.

Return on investment (ROI)-
This term is also referred to as the rate on return (ROR) or rate of profit. It is the amount of money that is gained in a past or existing investment. For example, angel investors tend to invest in startups and early stage companies. Because such investment is considered to be risky, they expect a large ROI to compensate for such risk.

Risk- 
This word refers to the probability of loss on an investment. For example, venture capitalists tend to invest in later-staged companies because of its stability and established generated cash flow. Their investment is considered to be “less risky” than that of angel investors, who enjoy investing in early- stage enterprises with no proven establishment of success. 

Seed money/seed capital- 
This is the initial set of capital for newly-formed or start-up companies. Angel investors are usually the primary source of seed capital for new businesses.

Seed stage/start-up stage- 
This is the initial phase of a company’s development whereby a prospective business is currently developing new products and services which have not been fully tested and introduced to the public. This company phase usually lasts an average of 18 -24 months before entering into its early stage of development.

Venture capitalist- 
This word refers to a group of high-net worth investors who invest in later stage companies. Unlike angel investors who use their own personal money, venture capitalists pool money from different sources for their investments. 

Venture capital financing- 
This type of capital is obtained when a venture capitalist firm invests in a company.  Based on the amount needed, venture capital financing can be anywhere from $500,000 to $5 million, must be in its later stages of development, and show excellent financial potential.

Angel Investors Vs a Small Business Loan when Raising Startup Capital

Looking for funding for your new business can come from a variety of sources. There are numerous options to consider when you are looking for startup capital and it crucial that you explore the different choices available to see what will work for you. Below you will find two options discussed which are angel investors and small business loans. When looking for funding from these two options it is important to ask yourself what level of control do you want of your new business and also when will you have to begin paying back the money. 

Angel investors are a great way to gain startup capital rather quickly for your new business. Angel investors do cause a bit of concern for people as they are unsure if they want to give up part of the control of the new business. When you are looking for funding from angel investors you need to understand that they will want to control certain parts of the company in return for their investment money. This can be beneficial since they are usually skilled business individuals who can offer expert advice. But at the same time they will want a portion of your profits. 

Looking for funding in the shape of a small business loan is another option that allows you to regain full control of your new business. Another difference between getting your startup capital this way versus from angel investors is you will have to begin paying back your loan quicker. Angel investors usually do not require any remittance until the business begins making money. 

No matter where you begin Angel investors for your new company you need to ask yourself a few questions and do the necessary research. Once you find a viable option, you will be that much closer to seeing your dreams take off.
Note:   During my study when I personally interviewed angel investors, I asked them a question. “There are so many schemes from the Govt. available for an entrepreneur and small scale industries. Why should they then prefer the more risky angel funding?” 

And this is what they had to say. “Of course when an entrepreneur is eligible for such a Govt. support and funding, he must undoubtedly opt for it.” They then went on to say- “The Govt. schemes and procedures are very tedious and takes a long time to get approved. More over there are reservations to the seekers, the product to be produced (only those specified under the SSI) and so on. And then they lack mentoring support and flexibility as compared to an Angel. “
No wonder he is called an Angel.

This project also deals with another new trend of investment apart from angels. And that’s called Corporate Venture Capital.

Commonly called as CVC, corporate venture capital is a new trend of financing by the corporate giants who invest their money into other companies, new or growing, into technology and innovation, etc.

What is Corporate Venture Capital?

Corporate venture capital (CVC) is the investment of corporate funds directly in external start-up companies. 
CVC is defined by the Business Dictionary as the "practice where a large firm takes an equity stake in a small but innovative or specialist firm, to which it may also provide management and marketing expertise; the objective is to gain a specific competitive advantage. 
The definition of CVC often becomes clearer by explaining what it is not.  An investment made through an external fund managed by a third party, even when the investment vehicle is funded by a single investing company, is not considered CVC.  Also, investments that are considered “corporate venturing”, whereby a company invests in a new internal venture that is distinct from its core business, but remains legally part of the company, is not CVC.  Most importantly, CVC is not synonymous with venture capital; rather, it is a specific subset of venture capital.  

In essence, it is best to think of CVC as a subset a venture capital whereby a company is investing, without using a third party investment firm, in an external start-up that it does not own.

As Henry Chesbrough, former professor at Harvard Business School, explains in his "Making Sense of Corporate Venture Capital" article, 
CVC has two hallmarks: 
1) its objective; and 2) the degree to which the operations of the start up and investing company are connected. 
CVC is unique from private VC in that it commonly strives to advance both strategic and financial objectives. A strategic objective is usually "externally focused and can be considered anything that benefits the firm outside of traditional investment returns". CVC investments are strategic when they are made primarily to increase the sales and profits of the corporation's own businesses. A company making a strategic investment seeks to identify commonalities between itself and a new venture. 
For example, a large pharmaceutical company's CVC division may invest in a biochemical start up that it believes will produce a key element that the pharmaceutical company will be able to utilize in its own products.

The concept of CVC is discussed in detail in the following chapters.
The project has been divided into multiple chapters aiming at proper understanding of the topic, concepts and proving each objective one by one, there by structuring it for near accurate analysis and interpretation.
COMPANY PROFILE
HEADSTART VENTURES LLP
The introduction to the topic of angel investment has given a good understanding of what the concept is and how it works. 

The study is mainly aimed at accumulating knowledge about a concept of financing that is gaining popularity among today’s entrepreneurs, which gives them much more than just seed capital. 

In this respect, a research was conducted with the support and guidance of experts at Headstart Ventures (HVP). 
Headstart Ventures is based in Bangalore and is the only Structured Angel funding firm in India, at present. 

This section of the project gives an overview of HVP, what they do, what is their structure, board members, their team, their partners in their venture, programs, latest news, and so on. 
ABOUT HEADSTART VENTURES

HeadStart Ventures LLP (HVP) has been formed by people with great passion for new technology and  startups who want to create successful entrepreneurs out of India. The objective of HeadStart Ventures is to seed fund startups in India and help them with hands on mentoring and access to early customers.

THE BOARD
 


       Kallol Borah is a founding partner at HeadStart Ventures and has been a technology and entrepreneurial community organiser, having co-founded both HeadStart Network Foundation and the Association of Computing Machinery (ACM) Bangalore. Kallol is also an entrepreneur himself who is now working on a new product venture after having started and exited two product ventures earlier. Kallol is a graduate of the London School of Economics and has worked at Reliance Industries prior to embarking on his entrepreneurial journey ten years back.



        Jagannath Rao is a founding partner at HeadStart Ventures and has been spearheading technology and venture roles for more than two decades. Beginning his career at BE, he has both research experience at CRL as well as product development for global markets at Motorola including venture initiatives. Jagan has his own startup working with global companies. He has an MS degree from Illinois Institute of Technology, Chicago and also enjoys teaching at various Institutes.



      Suryanarayanan A is a partner at HeadStart Ventures and has over two decades of senior executive experience in healthcare companies. He is also a serial entrepreneur, having founded and exited three businesses Medybiz, MediAssist and Lifeken. Surya is now COO at the NS Raghvan Center for Entrepreneurial Learning (NSRCEL) at the Indian Institute of Management, Bangalore (IIM-B) where he supports and mentors startups. Surya is a qualified chartered accountant and has a post graduate degree in management from McGill University, Canada.



       Raman Shrivastava has joined efforts as a Program Manager at Headstart Ventures and is also Program Manager at ACM Bangalore. Prior to joining Headstart Ventures, He has worked as a Program Manager for Acara Institute, a social enterprise based at the University of Minnesota, US and is also an Acara Corps Fellow. Raman holds a Bachelors in Electronics and Instrumentation from VIT University. He has held the office of the President of the Entrepreneurship Cell at VIT University for two years. Currently, he is mentoring the new E-Cell Team. Being passionate about start-ups and entrepreneurship, he has worked as a Student Co-ordinator for VIT-TBI (Technology Business Incubator), which has been selected for the National Award for the year 2008 by the NSTEBD division of DST. He was recognized by National Entrepreneurship Network (NEN) as an E-Leader for leadership in entrepreneurship. Following his passion for social entrepreneurship, he has worked with The Spark Group, an MIT/Yale education start-up. He has also worked with Max Value Online Pvt. Ltd. where he has designed courses for management students.
What HVP does

We, at HVP, are making efforts to address a few big gaps in the Indian startup ecosystem

1. The Funding Gap : Startups in India have trouble finding seed money. Anything between $20k to $200k is hard to find to develop new product and acquire the first customers. It is the sort of money that is a bit too high to raise from family and friends and a bit too low for VCs to show interest. HeadStart Ventures is therefore setting up India’s first ‘angel fund’ which is essentially money pooled from high net worth individuals to invest collectively in high potential startups.

2. Results oriented Mentoring : Does 1 hour a month with a profile professional qualify as mentoring ? We would classify it as more an advisory role than a mentoring one. Mentors are people who roll up their sleeves, spend even a couple of hours per day with a startup, do milestone setting with its founders and help them achieve those milestones. HeadStart Ventures is associating with professionals, entrepreneurs, technologists, domain experts to deliver results to startups. This mentoring model is also incentive based – mentors get some stock or fee or a combination of both when milestones are met.

3. Access to markets : The Indian startup ecosystem is still very young. VCs are young too. Prospective customers are not used to buying from startups. Yet access to markets and customer validation is really important early on in the startup life cycle. HeadStart Ventures is therefore partnering with both Indian and multi-national companies to know what they are interested in and then identify, qualify and take startups to markets.
The way HVP work with startups

1. Workshops : 

This is where selected startups work with our team to brainstorm on their business plans, go to market strategy and identify requirements they have for finding people to work with and seed money that they require.

2. Mentoring : 
For startups selected at workshops that require hands on support from more experienced people and domain experts, our team will work with startup teams to meet milestones around customer acquisition, fund raising, forming a well balanced team, etc

3. Funding : 
For startups selected at workshops that find sponsor mentors, we will evaluate any proposal for seed funding required.

THE TEAM
Vishwanath Poosala is the head of Bell Labs - India at Alcatel-Lucent and also an CTO for mobile applications. He was the member of technical staff and also worked as technical manager for Bell Labs - India at Alcatel-Lucent. He is the Founder of an internal venture focusing on creating an innovate product line in Location-based Messaging Services and proposed the product concept and built an entrepreneurial team spanning USA, China, and India. And also played an instrumental role in technology, business strategy, key partnerships, product management, and development.

Vinod Kalkotwar is the President at Kalozal Consultants Pvt. Ltd. He was the Vice President for Accrete Finance Ltd., Bangalore Boutique investment banking firm and at ICDS Securities. He also worked as a senior manager at Canara Bank. He Successfully raised angel/venture/private equity capital over $70 mln for 20 companies and have good network of contacts with Angels/VCs/Private Equity Investors from India, US and Singapore, have 10 assignments for raising angel/VC/Private Equity capital for companies in various segment with capital requirement of more than $60 millions. And also established client base in Engineering (Machine tools), Infrastructure, Kitchen Appliances, Readymade garments, Technology, Logistics, Non-Ferrous Metals etc.

Subhash Bal in his last position, he was Country Director of Synopsys, India. Has over 30 years of international experience in networking, semiconductor, EDA Industries and media. Held senior executive positions in marketing, sales and product development with both start-ups and multibillion-dollar organizations. As a senior member of executive staff, has played a key role in fund raising, IPO, acquisition, restarts, building, developing organizations and evangelizing new technologies. He was the cofounder of SwitchOn networks and other startups include Excelan, Touch communications and Teradiant Networks. Besides technology companies, cofounded media companies. Large company experience includes National Semiconductor, Synopsys (India), 3Com (India), Micom, Rockwell Network Systems, and PMC-Sierra.

Sunil Maheshwari is the founder of Mango Technologies, a company that works on products for the mobile world. Mango’s framework for building multimedia applications on low cost handsets was acquired recently by Qualcomm. Sunil is also active in various institutional forums and is an avid observer of startup trends, technologies and products.

Harsha Mutt in his last position, He was the Head of solutions, Financial services at HCL technologies. He was the Head of Capital Market Services – Technology & Operations a worldwide responsibility servicing clients across continents. He was responsible for Global Delivery for BCM Clients, managing teams across six cities across India and multiple client locations across North America, Europe and Asia. Key activities – revenue growth, delivery excellence, people management and client satisfaction. Started as a Software Engineer, and played roles as Project Leader, Project Manager, Account Manager, Development Center Head and Business Manager starting off and leading large customer engagements with Fortune 500 companies, predominantly based at overseas locations. Responsible for revenue growth, delivery excellence, people development and client satisfaction.

Jagannath Rao is a founding partner at HeadStart Ventures and has been spearheading technology and venture roles for more than two decades. Beginning his career at BE, he has both research experience at CRL as well as product development for global markets at Motorola including venture initiatives. Jagan has his own startup working with global companies. He has an MS degree from  Illinois Institute of Technology, Chicago and also enjoys teaching at various Institutes.

A Suryanarayanan is a partner at HeadStart Ventures and has over two decades of senior executive experience in healthcare companies. He is also a serial entrepreneur, having founded and exited three businesses Medybiz, MediAssist and Lifeken. Surya is now COO at the NS Raghvan Center for Entrepreneurial Learning (NSRCEL) at the Indian Institute of Management, Bangalore where he supports and mentors startups. Surya is a qualified chartered accountant and has a post graduate degree in management from McGill University, Canada.

Kallol Borah is a founding partner at HeadStart Ventures and has been a technology and entrepreneurial community organizer, having co-founded both HeadStart Network Foundation and the Association of Computing Machinery (ACM) Bangalore. Kallol is also an entrepreneur himself who is now working on a new product venture after having started and exited two product ventures earlier. Kallol is a graduate of the London School of Economics and has worked at Reliance Industries prior to embarking on his entrepreneurial journey ten years back.

Alok Garg, brings twenty years of business and technology experience from British Telecom where he was General Manager, Complex Contracts with BT Global Services and where he developed repeatable solutions for Secure Networking, Contact centers and Data centers. Prior to that as VP and GM Service lines in the company, Alok led professional services, solution sales and managed services in India and the Asia Pacific and Japan region. Prior to BT, Alok was Managing Partner at HP where he led IT Strategy, Architecture and Transformation practice in the Asia Pacific and Japan region. At HP, he incubated and developed a number of solutions businesses, specifically mobile payments and voice portals. After leaving BT, Alok has been involved in an entrepreneurial venture in the Consumer mobility and payments space. Alok is a BE in Computer Science from BITS and also holds an Executive Leadership Certificate from Stanford University.

Muthukrishnan Chinnasamy, is the Director of Sonic Chips and the TanMic group of companies. He is an active investor entrepreneur and had worked in Texas Instruments for nine years before growing Genesis Microchips from 5 people in India to over 150 people. He is the also now leading an effort on operating the Indian Microelectronics Academy. Muthu is a BE in Electronics and Communications from University of Madras and an ME in Computer Science from Anna University.

Portfolio

Partners at HeadStart Ventures have investments in more than seven companies currently. Some of them are



 HYPERLINK "http://www.mybantu.com/" 
[image: image5.png]




 HYPERLINK "http://www.lukup.com" 
[image: image6.png]jucye





RESEARCH DESIGN
TITLE OF THE STUDY:
“Angel Investment- Strategies, Structures and A Case Study On Angel Investment In India.”
OBJECTIVES:

· Sources of financing for an Entrepreneur.

· Angel Investment as a source of finance for the     Entrepreneur.

· Comparative study of Angel Investment in US and INDIAN market.

· HEADSTART VENTURES- Role in Bridging the Gap, Funding and Mentoring.

SCOPE OF THE STUDY:
Angel Investment is a new concept in the world of financing. Hence the research conducted on the topic and the availability of information is scarce. Though Angel investment is widely sought after in the US and UK, it is yet to gain appreciation in India. At present the number of Angels in India is very few. The number of Angel networks which work on bringing together the Angels and investment seekers is also just a hand full in India. 
The future of Angel investment and scope is bright and wide. Hundreds of Entrepreneurs are propping up with new and innovative ideas in different parts of the country everyday. They need fund, mentoring and support. Individual Angels and Networks are working towards this cause. 

In this project, an effort has been made to, under limited resources and constraints, uncovering the less known mode of financing, its intricacies and the scenario in India at present and what it holds for the entrepreneurs of tomorrow. 

METHODOLOGY:

The project has been carried out under limited resource availability. But all the ways through which valuable information regarding the subject has been covered. The details of my research methodology have been listed below. 
· The primary data has been collected by Personal Interview with Angels and Entrepreneurs.

· Guidance from industry experts who have first hand experience in investment, Incubation of new companies, Mentoring and Advisory roles.
· Secondary data have been accumulated and analyzed from numerous Websites, Forums and Angel networks. 

· Research conducted by agencies and networks in India. Research conducted by Harvard Business School and Stanford Business School. 

· Analysis of Statistical reports, Trends in current market, Sectors in demand, etc have been done to interpret results.

· Apart from the above, numerous Blogs and Articles have been referred to, to analyze the behavior of Investors and Seekers.

· Major part of the project is a Comparative Research. Comparison among VCs, Angels, Banks and other sources. Comparison between US and Indian market. 
LIMITATIONS:
· TIME:   The project has been completed in a limited time span of 3 months. The collection of data, analysis and interpretation has been done within this time constraint. 
· SAMPLE SIZE:   The sample size is small considering the fact that all people consulted, contacted and interviewed are high profile individuals. 
· RESOURCES:   The resources available for the study was limited as the whole concept is new and developing, especially in India.
· COVERAGE:   With respect to the topic, covering a wider area is impossible. Resources available for the study are scattered across the country and few in number. Hence the major part of the research was done online.
DATA ANALYSIS AND INTERPRETATION
This section of the project contains the facts and figures about the topic of study, analysis of the data, and interpretation of the results. 
This section has been so structured that each stated objective is proved one at a time and thereby maintaining the logical flow in the report.

The section contains graphs and charts based on statistical research conducted to support the related data.

OBJECTIVE 1:
SOURCES OF FINANCING FOR AN ENTREPRENEUR.
An Entrepreneur is a passionate individual who has an innovative idea and strives hard to practicalize it by pooling in all the resources required. 
The most important resource that most entrepreneurs lack is financial resource. And for the very same reason he looks for alternative financing options that is best suitable for him and his business.

This section covers the various financial alternatives available for an entrepreneur.

The primary question that every Entrepreneur must answer is;

“How much money do I need?”

Start-up funding can range from $ 1K to $ 60 Million –it depends primarily on the entrepreneur’s:

· Industry

· Product and Service

· Size and sophistication of target market

The funds can be raised from different sources as shown in the figure.
All the financing option available for Small and Medium Enterprises (SME) are applicable for Entrepreneurs.
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Early stage finance:
· Entrepreneurs primarily use their own money for starting a venture.

· A large portion of entrepreneurs who approach banks, manage to receive some loans.

· It is difficult to access bank loans at early stage. It is comparatively easier at the growth and expansion stage. 
Factors affecting early stage finance include:

· Stage of the business (Early stage, Growth stage, etc.)

· Track record of the business.

· Generation (1st, 2nd, etc.)
Banks have become increasingly cautious about asset based lending due to the recent economic situation. 
Seed stage capital and Angel investment is still at a nascent stage in India. 
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Stage-wise sources of Entrepreneurial/SME finance:
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Sources of Domestic Debt Finance:

Short term:
· Working capital loan

· Over-draft

· Factoring 

· Equipment finance

· Personal loans

· Inter-corporate deposits

Long term:
· Term loans 
· Syndicated loans

· Project finance

· Commercial papers

· Debentures 

Sources of External Commercial Borrowings:

· International banks

· International capital markets

· FII (such as IFC, CDC, etc.)

· Exports credit agencies

· Equipment suppliers

· Foreign collaborators
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Sources of Equity Finance:
· Friends and Family
· Angel

· Venture capital

· Private equity

· Strategic partner

· IPO

· Secondary issues

Trends in Venture capital/Private equity investments:
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VC/ Angel Investment -Key Terms & Conditions:
Control related terms:
· Directors/Board seat

· No-shop clauses
· Conversion/Automatic conversion

· First-offer rights

· Non-compete

Profit sharing terms:
· Liquidation preference

· Dividends 

· Redemption rights

· Anti-dilution

Exit- strategy:
· Initial public offering

· Merger or Acquisition

· Recapitalization 

Preferred Exit- Strategies:
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OBJECTIVE 2:
ANGEL INVESTMENT AS A SOURCE OF FINANCE FOR THE ENTREPRENEUR.

A lot has been discussed about Angel investment by now. The concept is growing and gaining popularity due to the fact that, an Angel, unlike any other source of finance, funds for an idea. 

Angels provide seed capital for the entrepreneur to kick start his venture. 

Angels invest their own personal savings. They take a lot of risk. The chances of their investment giving returns is around 20-30%. Which is like if they invest in 10 companies, 7 may fail. So Angels are losing a lot. 
But, they make up for the loss by expecting 10x-30x returns from the business they invested and which have flourished and grown to earn profit.  

If your business is in one of those "sexy" industries (high-tech or something very innovative), and you need large amounts of capital to get it going quickly, you should think about finding investors such as angels and venture capitalists (VCs). With this type of capital, you can sometimes obtain large quantities of money, and this money can help businesses with big start-up expenses or businesses that want to grow very quickly. VC firms typically won't invest less than $250,000. 
Attracting the attention of angels and VCs is pretty difficult. It takes a lot of networking and a lot of plain old hard work. 

Angel investors are simply wealthy people who operate in a similar manner as VCs, but independently rather than with a firm. They usually invest less than $200,000 and stick to new businesses within their own geographical region. They are called "angels" because they usually aren't interested in controlling your company, but simply acting as a mentor. It is speculated that angels account for the largest source of start-up capital for new business, but their ventures are more informal and private. 
Venture capitalists fund all sorts of businesses. The classic approach is for a venture-capital firm to open a fund. A fund is a pool of money that the VC firm will invest. The firm gathers money from wealthy individuals and from companies, pension funds, etc., that have money they wish to invest. A VC firm will raise a fixed amount of money in the fund -- for example, $100 million. 

An Angel investor works on the same lines except that he is investing from his own savings and wealth.
From a company's standpoint, here is how the whole transaction looks. 
The company starts up and needs money to grow. The company seeks Angels to invest in the company. The founders of the company create a business plan that shows what they plan to do and what they think will happen to the company over time (how fast it will grow, how much money it will make, etc.). The Angel looks at the plan, and if he likes what he sees, he invests money in the company. The first round of money is called a seed round. Over time, a company will typically receive three or four rounds of funding before going public or being acquired. 

In return for the money it receives, the company gives the Angel stock in the company, as well as some control over the decisions the company makes. The company, for example, might give the Angel a seat on its board of directors. The company might agree not to spend more than $X without the Angel’s approval. The Angel might also need to approve certain people who are hired, loans, etc. 

In many cases, an Angel offers more than just money. For example, he might have good contacts in the industry or he might have a lot of experience that he can provide to the company. 

One big negotiating point that is discussed when an Angel invests money in a company is, "How much stock should the Angel get in return for the money he invests?" 
This question is answered by choosing a valuation for the company. The Angel and the people in the company have to agree on how much the company is worth. This is the pre-money valuation of the company. Then, the Angel invests the money, and this creates a post-money valuation. The percentage increase in the value determines how much stock the VC firm receives. A VC firm might typically receive anywhere from 10% to 50% of the company in return for its investment. More or less is possible, but that's a typical range. The original shareholders are diluted in the process. The shareholders own 100% of the company prior to the Angel's investment. If the Angel gets 50% of the company, then the original shareholders own the remaining 50%. 
Investment profile

Angel investments bear extremely high risk and are usually subject to dilution from future investment rounds. As such, they require a very high return on investment. Because a large percentage of angel investments are lost completely when early stage companies fail, professional angel investors seek investments that have the potential to return at least 10 or more times their original investment within 5 years, through a defined exit strategy, such as plans for an initial public offering or an acquisition. 
Current 'best practices' suggest that angels might do better setting their sights even higher, looking for companies that will have at least the potential to provide a 20x-30x return over a five- to seven-year holding period. After taking into account the need to cover failed investments and the multi-year holding time for even the successful ones, however, the actual effective internal rate of return (IRR) for a typical successful portfolio of angel investments is, in reality, typically as 'low' as 20-30%. 

While the investor's need for high rates of return on any given investment can thus make angel financing an expensive source of funds, cheaper sources of capital, such as bank financing, are usually not available for most early-stage ventures, which may be too small or young to qualify for traditional loans.

Profile of investor community

The term "angel" originally comes from Broadway where it was used to describe wealthy individuals who provided money for theatrical productions. In 1978, William Wetzel, then a professor at the University of New Hampshire and founder of its Center for Venture Research, completed a pioneering study on how entrepreneurs raised seed capital in the USA, and he began using the term "angel" to describe the investors that supported them.

Angel investors are often retired entrepreneurs or executives, who may be interested in angel investing for reasons that go beyond pure monetary return. These include wanting to keep abreast of current developments in a particular business arena, mentoring another generation of entrepreneurs, and making use of their experience and networks on a less-than-full-time basis. 
Thus, in addition to funds, angel investors can often provide valuable management advice and important contacts. 
Because there are no public exchanges listing their securities, private companies meet angel investors in several ways, including referrals from the investors' trusted sources and other business contacts; at investor conferences and symposia; and at meetings organized by groups of angels where companies pitch directly to investor in face-to-face meetings.
Where do angels stand?
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SUMMARY OF THIS SECTION:
Angel investment as a source of initial funding. 
Procedure for applying for Angel funding: 

· The entrepreneur has an innovative business idea.

· He prepares a detailed business plan of his business, its purpose, what problem does it solve, competitors, who are the customers, the USP, marketing aspects, resource requirements, financial aspects, investment required, application of funds, projected sales, revenue, Return On Investment (ROI), etc.

· He approaches an Angel with his business plan.

· If the Angel likes the whole idea and prospects, he may take his time to conduct the Due-diligence. 
· If the Angel is satisfied, he may go forward with deciding on the terms of contract with the entrepreneur.

· The funding may be one time or in phases or stages, depending on the contract.

· The last stage would be the exit of the Angel from the company.

OBJECTIVE 3:
COMPARATIVE STUDY OF ANGEL INVESTMENT IN US AND INDIAN MARKET.

The report so far has dealt with the analysis of the sources of finance available for an Entrepreneur and the importance of Angel investment as a source of finance.

The next objective of the study is to have a comparative analysis of Angel investment in the US and in INDIA.

The information in the previous sections clearly suggests that the concept of Angel investment is widely prevalent and accepted entrepreneurs in the US financial market. Much of the secondary data about the topic is available with respect to this region. In-depth research and survey have been conducted by agencies and premier B-schools about the phenomenon in the US. 

At the same time, the concept of Angel investment is yet to gain popularity in India and among the Indian entrepreneurs. The data available on the same, with respect to Indian market is therefore scarce. 

The concept of globalization and being in the global market have encouraged the Indian entrepreneurs to investigate about financing alternatives available on a global scale and finding best options that suits them and their venture. This has resulted in Angel investment gaining appreciation among today’s entrepreneurs. 

This section of the report contains facts and figures available in both the countries which gives a clear picture of the existing trends. 

The statistical figures included in this analysis are a result of the surveys and researches conducted by various organizations in US, India and other countries like UK.

 Since angel investors have emerged in the 1980s, not only have they progressed into syndicates but they have also increased their investment amount. Angel investors typically invested anywhere from $10,000 to $150,000 per business venture. Today, each angel investment is more along the lines of $500,000 up to over $1 million, an amount that is very similar to venture capital funding. This new reality should encourage entrepreneurs to approach angel investors the same way they would approach venture capitalists. 

This section has been divided into two parts:

· The current trends in the US market by analyzing the statistical data available through surveys and research.

· The current trends in the Indian market, statistical data analysis and the hindrances & problems in the Indian market.

ANGEL INVESTMENT SCENARIO IN US

Angel capital fills the gap in start-up financing between "friends and family" (sometimes humorously given the acronym FFF, which stands for "friends, family and fools") who provide seed funding, and venture capital. Although it is usually difficult to raise more than a few hundred thousand dollars from friends and family, most traditional venture capital funds are usually not able to consider investments under US$1 to 2 million. 
Thus, angel investment is a common second round of financing for high-growth start-ups, and accounts in total for almost as much money invested annually as all venture capital funds combined, but into more than ten times as many companies (US$26 billion vs. $30.69 billion in the US in 2007, into 57,000 companies vs. 3,918 companies). 

Of the US companies that received angel funding in 2007, the average capital raised was about US$450,000. However, there is no “set amount” for angel investors, and the range can go anywhere from a few thousand, to a few million dollars. Software accounted for the largest share of angel investments, with 27 percent of total angel investments in 2007, followed by healthcare services, and medical devices and equipment (19 percent) and biotech (12 percent). The remaining investments were approximately equally weighted across high-tech sectors. 
Angel financing, while more readily available than venture financing, is still extremely difficult to raise. However some new models are developing that are trying to make this easier. Many companies who receive angel funding are required to file a Form D with the Securities and Exchange Commission.

According to the Center for Venture Research, there were 258,000 active angel investors in the U.S. in 2007. According to literature reviewed by the US Small Business Administration, the number of individuals in the US who made an angel investment between 2001 and 2003 is between 300,000 and 600,000. 
Beginning in the late 1980s, angels started to coalesce into informal groups with the goal of sharing deal flow and due diligence work, and pooling their funds to make larger investments. Angel groups are generally local organizations made up of 10 to 150 accredited investors interested in early-stage investing. 
In 1996 there were about 10 angel groups in the U.S.; as of 2008, while there are no official statistics, data from the company that provides deal management services for the majority of organized Angel investors indicates there are over 300, with a roughly equal number in all other countries combined; these groups accounted for approximately 12,000 individual angel investors in 2008. The more advanced of these groups have full time, professional staffs; associated investment funds; sophisticated web-based platforms for processing funding applications; and annual operating budgets of well over US$250,000.

The past few years, particularly in North America, have seen the emergence of networks of angel groups, through which companies that apply for funding to one group are then brought before other groups to raise additional capital. The development of the Angelsoft network, connecting a majority of existing angel groups, has led to an increase in the syndication of investments among more than one group. 

Angel Investments in 2008 and 2009 during the Economic Downturn.

There is no doubt that the current economic crisis has certainly affected mainstream America. From overall reduced consumer spending, to layoffs hitting an all time high, to home foreclosures, to the bankruptcies of small and large businesses alike, it is apparent that everyone is feeling the impact of today’s down economy. 

This economic downturn has also taken its toll in the way angel investors finance startups. According to the University of New Hampshire's Center for Venture Research, the year 2008 marked a decrease of roughly 26.2% of total angel investments when compared to the previous year. There was also a 3% drop in the number of deals being funded, but this is a rather insignificant decline from 2007. While there is no significant change in overall angel investment activity, based on these findings, angel investors have taken an extremely cautious approach in today’s market. 

The reason why angel investors are committing fewer dollars per deal may perhaps be due to the fact that start-up valuations are low, about a 50% reduction, according to one source. Their cautious approach is also reflective in the decline of yield rates, making it more difficult for entrepreneurs to secure angel dollars. 
There had been speculation that in 2008, the trend of angel investors would be to provide more money towards follow-on investments and portfolio companies, as well as syndicating deals on multiple angel investors. This new adaptation to the market is logical and sure to enable a stable return on investment during these hard economic times. However, the CVR notes that there is a preference for more novel as opposed to follow-on investments, as indicated by the decline in expansion-stage investments and increase in investments in post-seed/startup companies. 

In 2008, the largest share of investments was seen in the healthcare services and medical devices/equipment sector, accounting for 16% of total angel investments. This was followed by software (13%), retail (12%), biotech (11%), industrial/energy (8%), and media (7%). 
Angel return rates for angel exits in 2008 were variable, accounting for 22% of the exits that comprised of mergers and acquisitions (70%), bankruptcies (26%), and IPO's (4%). In addition, while women and minority entrepreneurs represented 16.5% and 3.7% of those who obtained angel capital in 2008, the overall number of these groups was low, but in line with yield market rates. 

The trend in 2009 did not deviate much from 2008. Entrepreneurs seeking capital for their startups found it somewhat difficult to obtain proper funding, since accredited angel investors had less new worth and made fewer investments. 
However, since venture capitalists are making sure that their current investments are secure, as opposed to investing in new ventures, there will still be more investment opportunities for angel investors.
Conclusion: 

In the past several years there have been different growing trends of angel investors. Since their solo days in the 1970s, there has been the gradual formation of angel groups in order to collectively pool resources and expertise together. There have also been more investments in the fields of technology, media and entertainment, and the rise of many women-led ventures in the United States.

ANGEL INVESTMENT SCENARIO IN INDIA
Why invest in India?

India is a diverse and vibrant country whose economy is increasingly incorporating with the world economy. The far reaching economic reforms undertaken during the last few decades have comprehensive consequences. If we consider the current state then Indian operations have occupied a centre stage in the global network. 
The large and increasing market, classy financial sector, developing infrastructure, supple regulatory environment along with the steady and strong outlook of economy makes India an attractive destination for investment. The business environment here is considered favorable for achieving sustainable growth at a high level. 

During the early nineties, the Indian economy was designed keeping in mind a socialistic outline. It was restricted by a highly regulated form of business environment, persuasive system of license and high barriers in tariff. Later the government introduced sweeping reforms to fundamentally change the course of the financial system. 
Today the economy of India represents a completely diverse scenario. Now it is far more transparent, simple, and liberal and is geared towards the promotion of private investments at the domestic as well as international level. The government reforms comprise of liberalization of external trade, less amount of tariffs and reduced import controls. The tax rates for both personal and corporate, are rationalized and are considered to be the lowest around the world. Today India is acquainted with strong political harmony for all the existing economic policies, not only at the central point but also within the states, which guarantees the prolongation and progressive intensification of investor policies.

India is one of the fastest growing economies in the world providing a good platform for investments. The strategic location of India also facilitates an easy access to the domestic and South Asian market. The major factor that makes Indian economy a superior place for investment on a global scale involves the capital. India is known for its vivacious capital market. This market specializes in the allocation of capital in diverse economic activities. The government almost has no supremacy over directing the capital allocation in the market because it is burdened by complex finances.

India also has a vibrant domestic market for credit that encompasses active rate of interest, credit imitative markets and government bond market. These factors induce foreign investments in the country. India on the other hand is entirely driven by private enterprises. Entrepreneurship pervades the Indian social fabric at the grass root level. The only thing that drives an Indian entrepreneur is profit. These factors make India a justifiable place for development of economic activity.

The other factor in India’s favor is the low dependence of export. You will find only ten percent of India’s economy reliant on the international trade and export. India has abundant company’s participation in the national growth of the country. 
India is undergoing rapid economic development and with its abundant reforms and resources has the potential to grow the fastest among the four BRIC countries - Brazil, Russia, India and China. As a prominent global supplier of manufactured goods and services, India is likely to outshine most of the recent richest countries of the world. India has greatly stressed education, domestic consumption, foreign investment and domestic entrepreneurship. As India has a number of sectors where investments could be made investing in India would be profitable from every aspect.
Is Angel Investing in India Ready for Takeoff?

Although angel investing is yet to reach critical mass in India, the Indian angel is increasingly becoming more risk-taking
Private equity and venture capital investing has boomed in India the past two years, rising from $2.2 billion in 2005 to $7.5 billion in 2006 and $5.6 billion the first six months of 2007, according to the India Venture Capital Association. 

Private companies looking for growth capital are spoilt for choice, say both entrepreneurs and venture capitalists. However, a significant hole still exists in India at the first rung of the ladder—seed capital.
In the classic venture capital investing model, startups raise a “seed” round of capital, typically under $1 million in the West and considerably less in India, in order to take their business far enough along to attract professional investors. Investors who provide the first round of professional funding (usually called “series A”) are willing to assume high risks to earn high rewards. As a venture proves itself and raises further rounds of capital (“series B” then “series C” and so on), later backers typically pay higher multiples for an ownership stake because they are taking on lower risks. Few Indian venture investing partnerships specialize in series A funding, and only a handful are willing to provide the initial seed capital that launches a company. The rewards to early investors can be high, but professional investors can’t put enough money to work to justify the amount of time and help that a new enterprise needs.

If it’s difficult for entrepreneurs to find an initial source of funding, how will they ever develop their companies to the point where they are attractive to series A investors? Without a ready supply of capital at the incubation stage, India’s entrepreneurial boom could be throttled—if an inadequate number of firms get off the ground, there will be too few prospects for professional investors to put to work the capital they have raised, let alone put more money into India. Indeed, one reason why so many bright Indians have started their companies in places like Silicon Valley instead of India is that seed capital is much easier to raise in the US. 

Even in North America and Europe, however, few professional investors provide seed funding for ventures. They enjoy nonetheless a steady supply of prospective A-round deals because entrepreneurs are able to tap into their personal wealth or that of their family and friends. Quite a few entrepreneurs in the West have even financed their companies via credit cards or by mortgaging their homes.
In addition, a significant number of fast-growing ventures have received their initial funding from “angel” investors. An angel is usually a wealthy individual who invests part of his or her personal fortune in private ventures. Most angels were once successful entrepreneurs themselves, so they bring not only cash but also advice, connections, and even temporary management help to a startup. Accordingly, such investors are eagerly sought after even when a company founder could raise money from other sources.

Some experts have estimated that more people worth at least $1 million live in Mumbai than reside in the entire west coast of the US. Western academics often study how certain ethnic communities in India such as the Marwaris or Jains efficiently fund businesses through networks of trust. So why do entrepreneurs and venture capitalists both say that a lack of seed funding, especially from angel investors, is the biggest constraint today on India’s entrepreneurial expansion?
Vishal Gondal, the successful founder of Indiagames, launched his venture in 1999 when he was just 23, with funds from early-stage investor Pravin Gandhi, among others. In 2004, he sold an 80% stake to TOM Online, one of China’s leading Internet companies. 
He says, “While venture capital funding is growing with billions of dollars entering the country, there is not enough seed stage capital. High net worth individuals are happy investing in real estate and stocks, and there is no real infrastructure for investors to find the right startups. India has no real ‘hot bed’ for startups, like MIT and Stanford in the US. 80% of IIT graduates are happy taking up plum jobs with great salaries, so it’s harder for investors to find quality growth ventures.”

Adds Gandhi, “Even though networks like the Band of Angels exist, they are not very well-organized and investing in startups is not necessarily their members’ first priority. Most investors would rather invest through private equity funds and not get involved operationally.” Many entrepreneurs contend that wealthy Indian investors tend to have a short-term mentality and look for returns within 18 months, so they prefer to put their money into stocks, bonds and real estate instead of startups.

Results of the survey conducted by www.livemint.com
The survey interviewed 105 start-ups on email across Indian cities in the last week of February. Some 60% of respondents were pre-revenue or seed-stage companies that underscore the venture capital demand-supply gap in the country. 

While most venture capitalists in India invest in revenue-making companies, there is an acute dearth of organized seed-stage and angel funds.

The survey found that at least 80% start-ups interviewed required less than Rs2 crore to reach the next stage of growth. That is, if they are a seed stage venture, they need Rs2 crore to start generating revenues and if they are already making money, they need that much more to break even. 

This puts a question mark over deals observed in India, where venture capitalists have made investments that are equal to or larger in size when they are at a similar stage compared with their US counterparts. Good examples are first round investments in Facebook Inc. (social networking), Twitter (micro-blogging) and AdMob Inc. (mobile advertising), which turned out to be very popular.

The third finding is that there is a lot more than just venture capital that start-ups require. Assistance with access to early adopters and customers (37.1%) compared with requirement of venture capital (40%). Some 63% wanted angel funding and almost half the survey respondents said they wanted support of incubators that provide infrastructure, expertise and intellectual property support. 
This apart, the start-up ecosystem may want to take note of broad trends that have emerged in the past four years. 
One, the cost of starting up has dramatically fallen. Broadband, computing and storage costs are falling year-on-year and the current crop of entrepreneurs is building new products on platforms that are free or almost are. 

Consider Facebook, Twitter, Google Inc. and Yahoo Inc. as platforms where product engineers are creating new applications for free. Technology stacks, such as Linux-Apache-PHP-Mysql used for Web servers, are also open source.

New technology products, especially those that target end consumers, resemble music titles in the sense that entrepreneurs need to create them faster and in larger numbers to score a hit among the user base and capture most market share by working on the long tail of consumers. The falling cost of developing new products is making this possible.

Two, unlike consumer facing products and services, platform products and enterprise applications are having a hard time raising investments in India and across the world. VC investors in India, who are limited by experience in technology segments, consider these platform investments risky and often require proof of repeatable revenues and an established business model. There is, however, an untapped opportunity here. 

Three, VC firms in India are not meeting the demand for early-stage seed funding. Instead of adapting to the new economics of start-ups and the new models of consumer behavior, venture capital firms in India have gone into over-capitalizing start-ups, a lot of which are driven by models in Western markets. Indian venture capitalists have raised money abroad and they perhaps need to have similar deal sizes as per the expectations of their limited partners but large amounts of undeployed money means lower returns.

NASSCOM estimates that there are more than 650 start-ups, presently engaged in technology product development arena in India – with the young technology product development industry estimated to be USD 12 Billion by 2015. Most of these start-ups are not necessarily coming from traditional technology hubs such as Bangalore and Pune – but from lot of newer centres including Noida and Chennai.

Out of total USD 2032.5 Million of investments made by PE/VC funds in India (till the period of June 12, 2010 – as per VCC Edge Data) – only about 1% were invested in ‘early-stage companies’.

Out of total of more than 1000 start-up ideas which have approached leading Indian angel networks, only about 50 have been funded so far.

Developed markets like US see more than 3,50,000 ‘angels’ in action investing more than USD 60 Billion every year in new start-ups : the corresponding numbers would be hardly 500 angels in India – with no clear data of annual investments being made in this arena.
These statistics reflect the current dichotomy in the Indian entrepreneurial space – while on one hand the world is looking at India for next wave of start-up poster-boys; there is still dearth of strong funding and support platforms to provide timely intervention to potential business ideas.

It doesn’t mean that action is not happening. India is now at the threshold of a never-before start-up revolution – with newer organizations coming up every day with pioneering concepts and existing start-up entities getting stronger. 

Any start-up ecosystem constitutes three primary pillars or support verticals – incubation, mentoring and fund-facilitation.

Presently – the various existing enablers only exclusively operated in either one or max two of these verticals – thus leaving the start-up with no option but to still knock at various doors till he can rest easy and focus on just doing his business.
Further, there have been very few instances of enablers – even if operating within the same service vertical – coordinating with each other. At times, even educational institutes – being run under the aegis of same governing body – and operating incubators at their various premises – have not coordinated with each other to share resources.

This definitely needs a change if we have to leap-frog to next growth level of entrepreneurism in India. And thankfully, changes are taking place.
Indian Angel Network announcing their own incubator services is one strong reflection of the emerging trends. Even we at Springboard Ventures have launched Grow VC India (a crowd-funding and digital marketplace) – which is now emerging as a ‘central platform’ for various entities – already having on its platter India’s leading funding facilitators; incubators; institutes as well as training facilitators.

So can we expect 500 Indian angel investors – or optimistically even 2000 angel investors – to be able to ably support the growing tribe of Indian entrepreneurs? While they definitely constitute a very strong support foundation – but if we are in a scenario where start-ups are growing at an exponential rate – we should also be ready with equally strong support infrastructure – or we may miss the bus – and the answer lies in inclusion – and making a larger Indian community part of and ‘included’ in the process.

The Changing Landscape of Indian Entrepreneurship and Angel Investments

In the late 1990’s, India had become the world’s leading back-office to many American-based companies. Since many Indian employees had strong engineering management and software coding skills, their efforts were very beneficial when working on specifications provided by product design teams that were stationed in the U.S. and other western countries. These product design teams went through exhaustive market studies before establishing product design specifications, which were then sent to the Indian engineers who converted the specifications into software products. Due to this informal route, many Indian managers and engineers never experienced the opportunity to understand the entire product design process and the global technology markets. 

Most Indians without any international exposure rarely learn the product development aspects of business. Instead, many Indian engineers who do not have U.S. work experience often view software development from an outsourcing perspective rather than from a product development point of view. Indian engineers have the necessary skills for product marketing; however, they lack the firsthand experience in marketing and designing new products. 

Approximately 95% of the software and hardware companies in India are medium to large-sized enterprises that base their businesses around outsourcing, while the remaining 5% are Indian-American owned high technology product development startups that are similar to those of Silicon Valley. These high technology product development startups are generally established by Indians who have been exposed to product development in their prior American enterprises. These high tech startups tend to expose their Indian employees to some of the rare product marketing and design skills that most Indian engineers lack. However, most of these high tech startups are small with very limited financial resources to recruit and retain most experienced Indian specialists. Indian professionals are not well acquainted with concepts such as tech startup or work-for-equity; therefore, most of them do not appreciate a startup job offer for part salary and part equity.

Indian entrepreneurs who do not have overseas product design experience try to position products without taking the product marketing principles into consideration and are inclined towards building outsourcing service companies and BPOs (business product outsourcing). Such ventures require less capital and generate fast revenue. None of the net operating loss (NOL) period of a pure play company is necessary, and hence, obtaining venture capital is also unnecessary. This model is known for having a low entry barrier and was probably the only entrepreneurial model available in India. Venture capitalists and angel investors, who had invested in such companies in the last five years, were able to make profits; however, this model has become less appealing since the outsourcing and BPO markets have almost become mature and saturated.

The most recent trend for venture capitalists and angel investors has been consumer internet and mobile offerings that target India’s growing mobile consumers. Segments such as travel, matrimonial services, jobs, games, mobile payments, etc., are getting substantial capital infusion. Even though this model could possibly be saturated in the next few years, engineering requirements are marginal in this space, making marketing a large differentiating factor. To some extent, this example is also introducing the Indian entrepreneurs to product marketing.

Despite the many changes in the business world that have occurred throughout the years, many Indian entrepreneurs have failed to start companies based on technology innovations. Venture capitalists are very familiar with this trend; however, the lack of significant fundable ideas has been forcing them to diversify their portfolios with retail, biotechnology, and real estate. For example, Sequoia Capital, a venture capitalist firm, decided to invest in Royal Orchid Hotels, a chain of hotels that exclusively accommodates business travelers. Oak Investment Partners, another venture capital firm that is known for investing in information technology, internet media, and healthcare, has decided to invest $200 million in the Indian retail industry. This large investment was made possible by veteran retail investor Jerry Gallagher, who visited India, was astounded by the revenue per square feet in the malls and stores, and convinced his partners to commit capital.

Recently, many Indian-American entrepreneurs from Silicon Valley returned to India and partnered with many Indian engineers of the high tech industry. The biotechnology industry has produced one of the flagship entrepreneurs of India. Kiran Mazumdar Shaw, the Chairman and Managing Director of Biocon, Ltd., India’s first and leading biotechnology company, focuses on the development of biopharmaceuticals. The extraordinary success of Mazumdar Shaw’s company has enabled her status to be the second richest woman in India. She is now using her status, expertise, and skills in trying to improve the entire industry. All of these entrepreneurs are using concerted efforts in motivating others to take the path of entrepreneurship. Furthermore, India is flourishing with investment commitments from many of the corporate giants of technology. 

For example, Microsoft, Cisco, IBM, SAP, Intel, and AMD have each committed over $1billion to further develop their India presence. Many of the leading venture capital firms from Silicon Valley are also following pursuit. For example, Matrix Partners has announced a $150 million India fund that will be used to facilitate India’s rapidly growing internet, mobile, financial, and entertainment sectors. Sequoia Capital has acquired Westbridge Capital, an India focused fund that has been around for several years. Yahoo! has also started investing in consumer internet startups, the first of which was announced recently (Bharatmatrimony.com), partaking in the corporate venture capital game. Kleiner Perkins, NEA, Norwest, Battery, Sierra, and Canaan Partners, have also been actively involved in investments with India. 

Many people decide to become entrepreneurs for two main reasons, whether they want to prove something to themselves and to the world around them or because they desire a good lifestyle based on their lucrative returns. The first reason is the main incentive behind recruiting India’s technology entrepreneurs.
Difficulties in investing in India: A reality check
VC investment in India stands at $777 mn and private equity closed deals worth $13.5 bn in 2007. India shining? Well, yes but the real question is where is the money going?

As per the report by Stanford University and TiE, majority of the funds go to late-stage initiative firms and NOT the early-stage ones.

· Of all the funds that go to India, only 6.9% is invested in seed and early-stage firms.

· Similar stats for China is 12.5%, Israel is 32%, UK is 39% and US 32%.

Few reasons why seed stage investment hasn’t happened:

· Mismatch between the resources and skills of risk capital providers and entrepreneurs’ needs. Early stage entrepreneurs, though skilled at cost-control and technology, lack market awareness, product development skills, global standards of professional and ethical behavior and team building skills.

· Transition into and from early stage investments is difficult. Seed and early stage entrepreneurs’ professional network consist primarily of a few strong personal connections and brokers. 

· A wider network of professional associates, incubators and prior-stage financiers, is largely absent.

· The business environment discourages sophisticated standards of Corporate governance; holding board seats and minority share holdings, even when the majority of the board consists of independent directors, were inadequate for influencing startups. 

· Intellectual property creation and protection.

· Domestic consumption in some important markets, such as for IT.

· Bureaucratic, regulatory, legal and tax hurdles.

Over 90% of the money is invested in late-stage initiatives by mature firms. Even the reminder mostly finances new firms replicating proven business ideas. As a result, very few innovative start-ups are funded.

Angel investors investing in India

Not everyone has recovered from the downturn yet. While venture capital (VC) firms and private equity (PE) funds have begun investing in huge numbers again, angel investors are still lying low.

Angel investors are typically rich individuals investing their own capital, Rs20 lakh- 1 crore, in firms that are at an embryonic stage, without asking too many questions. At this stage, there aren’t many sources of formal capital for start-ups save for expensive bank loans. Although they represent a key source of capital for start-ups, angel investments in India are tiny—estimated at less than $200 million (Rs892 crore) in three years. 
Angel investors make money when larger firms invest in their portfolio companies at the next stage of growth, also known as Series A, or the first institutional round, of funding. But such early deals have fallen by at least 50% in the wake of the downturn, according to Venture Intelligence.
The investment opportunities, however, have not declined as entrepreneurs continue to start new firms, says K. Ganesh, founder and chief executive of TutorVista.com, an online tutoring firm and an angel investor in three firms.

In early April, data protection firm Druva Software raised $5 million in its Series A round from Sequoia Capital and IAN. 

VC firms that are, by definition, early stage investors have started dabbling in the PE space—involving bigger deals and companies at a later stage of growth.

Entrepreneurs say attracting angel investors is tougher for firms in less popular sectors.
The deal terms are also becoming tougher, with angel investors looking for ideas that are mature and with least customer traction. Also, unlike earlier, their investment approach now includes funding against milestones achieved.

It’s also taking longer to raise funding from these investors. Just about a year back, it would have taken a firm two months to get funding; now it may take double that time. “Value creation is easier and more visible in tech companies, unlike in sectors like infrastructure or automobiles where (a) large amount of capital is required than ground-level value addition.”

The Indian Angel Network (IAN), a body of around 50 angel investors, had eight deals in 2008 and four in 2009 when the economy went into a downturn. In January-March, there was just one deal in the angel investment space. That compares with around $2 billion invested across 56 deals by PE funds in the quarter ended 31 March, according to research firm Venture Intelligence.

While the venture capitalists have provided extremely large sums of money for many Indian-based startups, many Indian entrepreneurs are still seeking much smaller amounts for their early stage ventures. Alok Mittal, co-founder of jobsahead.com and executive director of Canaan Partners’ Indian office (a global VC firm) found that angel capital for Indian-based investments were rare. He then decided to establish the group Band of Angels India to address the need for smaller amounts of capital for early-stage Indian investments. BoA consists of successful entrepreneurs, business executives, and investors of diverse industries) who not only provide small amounts of early-stage funding but also mentor in diverse areas (strategy, finance, etc.) to the entrepreneurs of their invested companies. This has led the way for many more angel investor groups committing to smaller amounts of capital for early stage ventures in India. Even though there are more Indian venture capitalist firms than there are angel investors, more and more angel groups have strongly emerged in recent years, supporting the idea of investing in smaller amounts. Some of the most prominent angel investment and venture capital groups in India are:

Go4Funding Angel Network (www.Go4Funding.com)
Helion VC (www.helionvc.com)

Canaan Partners (www.canaan.com)

Matrix Partners (www.matrixpartners.com)

Erasmic (www.erasmic.com)
Cipher Securities (www.cipher.in)

Darper (www.draperintl.com)

Gujarat Venture Finance (www.gvfl.com)

Indian Angel Network (www.indianangelnetwork.com)

Indian Venture Capital Association (www.indiavca.org)

OBJECTIVE 4:
HEADSTART VENTURES- ROLE IN BRIDGING THE GAP, FUNDING AND MENTORING.
HEADSTART VENTURES LLP- INDIA’S FIRST STRUCTURED ANGEL FUND
HeadStart Ventures LLP (HVP) has been formed by people with great passion for new technology and  startups who want to create successful entrepreneurs out of India. The objective of HeadStart Ventures is to seed fund startups in India and help them with hands on mentoring and access to early customers.

The 4th and final objective of this study is to analyze how Headstart Ventures plays a crucial role in bridging the gap between the VC and the early stage financing for an entrepreneur, funding and mentoring support for innovative entrepreneurs of India.
BRIDGING THE GAP:
HVP plays an important role in bridging the gap in the early stage financing. 

Gap: Lack of angel funding for startups & organized investing opportunity for angels in India.

The importance of Angel investment has been brought forward and explained in the previous sections. The angel investment in yet to gain acceptance in India. 

HVP, and a handful of other organizations and networks are, working towards educating entrepreneurs about Angel investment, counseling them, providing them support and advice and bridging the gap for the early stage companies.

Challenges in the Indian market:-
· Handful of Seed Investors with Limited Reach.
· Angel Networks typically rely on collaborative effort.
· Ability to scale-up is limited by the interest generated and not opportunity.
· Unstructured investment constrains Healthy portfolio of Risk Vs Return and Long Vs Short term.
Bridge: HeadStart Ventures LLP
· To invest in India based startups at seed stage

· Create Portfolio across domains and staggered in time

· Structure Deal to Create several Exit Opportunities

· Drive Deal flow by partnering with Institutional Investors  

· Attract & Accelerate the Venture Startup businesses using a combination of 

· Access to Quick funding : $100K - $250K within 8 weeks

· Incentivized Mentoring : Create CXO with flexible compensation models

· Market access by forging win-win partnership global companies & incubation with university support 

· Creating a collaborative platform - contact based & online 

HVP is making efforts to address a few big gaps in the Indian startup ecosystem

1. The Funding Gap: Startups in India have trouble finding seed money. Anything between $20k to $200k is hard to find to develop new product and acquire the first customers. It is the sort of money that is a bit too high to raise from family and friends and a bit too low for VCs to show interest. HeadStart Ventures is therefore setting up India’s first ‘angel fund’ which is essentially money pooled from high net worth individuals to invest collectively in high potential startups.

2. Results oriented Mentoring: Does 1 hour a month with a profile professional qualify as mentoring? We would classify it as more an advisory role than a mentoring one. Mentors are people who roll up their sleeves, spend even a couple of hours per day with a startup, do milestone setting with its founders and help them achieve those milestones. HeadStart Ventures is associating with professionals, entrepreneurs, technologists, domain experts to deliver results to startups. This mentoring model is also incentive based – mentors get some stock or fee or a combination of both when milestones are met.

3. Access to markets: The Indian startup ecosystem is still very young. VCs are young too. Prospective customers are not used to buying from startups. Yet access to markets and customer validation is really important early on in the startup life cycle. HeadStart Ventures is therefore partnering with both Indian and multi-national companies to know what they are interested in and then identify, qualify and take startups to markets.
Value Creation Model: For Startups & Investors.

Drive Deal Flow at Early Stage & Accelerate the Value Curve with Defined Exit Points. 
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Headstart Ventures works like an angel network. The organization facilitates the meeting of 2 ends, the Angel investor and the investment seeker.
The Angels invest based on 2 factors- Risk and Personal capacity.

The angels have to take risk and invest their hard earned money into a new business. An Angel invests out of his personal capacity.
Headstart Ventures is India’s first structured and organized Angel fund. To elaborate on this: 


1. ANGEL                                                 1. BOOT-STRAPPING
2. CVC                                                      2. CUSTOMER CONNECT

                                                             3. EXPERT TALK

                                                             4. BRAIN-STORMING 
Another structure of the organization can be classified as:

These well defined structures help HVP to organize their work in the most efficient manner. 
What does HVP have to offer to the Entrepreneurs? 
Smart money. YES, that’s what HVP offers to the entrepreneur. 



An entrepreneur is one who has a great idea, knows what he is up to and fore-sees the future. But he may not have the expertise in the field and may not know how to utilize the funding, that he gets from an Angel, appropriately. And this is why he needs Smart money. The angels invest money into prospective business, get a share in the board and offer their expertise in the field to mentor the entrepreneur to take the right decisions at the right time.

THE 10x FACTOR

Every Angel investing in a new business, expects a 10 fold return at the end of 5-7 years term. This can be considered as the threshold rate as it varies from Angel to Angel, the field they invest in and risk factors. 
It can range from 10x up to 30x return expectations. For example; An Angel investing 10 crore into a business, expects a return of around 100 to 300 crore at the end of 5-7 years when they exit. 

SOURCES FOR HVP
Headstart Ventures pools in money into its fund from 2 main sources. 

Fund 1
fund 2

Angel investor is an affluent individual with industry exposure and expertise who invests from his own wealth into a business expecting multifold returns in time.
Corporate venture capital (CVC) is the investment of corporate funds directly in external start-up companies. 

CVC is defined by the Business Dictionary as the "practice where a large firm takes an equity stake in a small but innovative or specialist firm, to which it may also provide management and marketing expertise; the objective is to gain a specific competitive advantage.
HVP works on pooling in money from these 2 sources in the proportion of:
Corporate Venture Capital = 100 crore

Angels (Network 18) = 5 crore

THE INVESTMENT AND RETURN MODELS
HVP is pooling in money from 2 sources. The return model for the 2 sources is different. 

2/20 model:  HVP follows a 2/20 model in case of CVC fund. This means 2% and 20%. When HVP invests into a business, they expect a fund management fee of 2% of the total investment to be paid by the business to HVP annually. At the end of the term, HVP expects 20% of the revenue and 80% goes to CVC. 
3/20 model: HVP follows a 3/20 model in case of Angel fund. HVP expects a 3% of total allotted fund as fund management fee to be paid by the business annually. The rest works as in CVC. 

EXIT STRATEGIES OF HVP
HVP consider 3 exit strategies. 
· Merger and Acquisitions.
· Initial Public Offering.
· Cash in when additional funding is brings in VC. 
PROGRAMS AND EVENTS FOR START-UPS CONDUCTED BY HVP
· BOOT-CAMP (quarterly): This is where selected startups work with our team to brainstorm on their business plans, go to market strategy and identify requirements they have for finding people to work with and seed money that they require. Spread over 4 days helps startups create and refine their business plans with an opportunity to pitch for funding and mentoring.
· Brainstorming Session (Weekly): This is for startups who have a business plan and want to run it past by us thoroughly. We are entrepreneurs ourselves and we do not quiz others as fund managers and analysts do. Our approach is to brainstorm together, help understand challenges, point out gaps and make recommendations. Every Saturday more mature startups are invited directly to brainstorm jointly with HVP team and explore synergies.

· Customer Connect: These take the form of closed group, face to face meetings with corporates who are potential early adopters, thought leaders and work in product spaces which are of interest to startups.
SUMMARY AND CONCLUSION

The purpose of the study was to gain knowledge about the fairly new concept of Angel investment, especially in India.
A lot of information about the topic has been included and analyzed in this report so as to facilitate proper understanding of the concept and the current scenario in India. 
Angel investment, though new to Indian market, is gaining wide spread popularity and acceptance among Indian entrepreneurs.

Indian angels are forming syndicates to work together for the cause of bridging the gap. Angel networks are working towards making the 2 ends meet. 

The concept of Smart money is the mantra today for the entrepreneurs in early stage.

Headstart Ventures, the first structured angel fund in India, is one of the few organizations working towards Angel funding, mentoring and support to early stage entrepreneurs in India. 

By adopting a well defined structure, HVP gains efficiency in terms of pooling in funds from multiple sources and engaging in entrepreneurial development programs. 
The boot-camps and brainstorming sessions that HVP conducts regularly and the expert talk series & customer connect, helps the entrepreneurs to exhibit their ideas and innovations to the industry experts and potential investors.
By following a strategic approach to the return on investment and proportion of returns, with respect to HVP and the Angels/CVC involved, the working is organized and defined.

Apart from funding the early stage ventures, the mentoring arm of HVP consisting of industry experts, make sure the company they mentor reaches the projected targets, and grow to make the expected profits. The mentors are paid a mentoring fee by the entrepreneur for his role. 

The various roles played by HVP, has been a boon to the budding entrepreneurs in India. 

SUGGESTIONS AND RECOMMENDATIONS 
Angel investment is new to Indian market and the number of investments in this category is low. 
As the number of angel networks increase in number, there will be more angel investors, and thereby more chances for entrepreneurs to get funding.

Affluent and wealthy individuals in India must be encouraged to invest in new ventures. This will not only give multi-fold returns to the investors, but also contribute to the growth of technology and innovation the country.
More investors and more entrepreneurs results in more liquidity in the market and flow of money. 

Entrepreneurs must be encouraged to innovate and educated about Angel investment as a source, its benefits and risks involved.
Thereby, structuring and organizing the efforts for future growth and development. 
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