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Each round of fundraising for a start-up typically includes the following steps.



“STRUCTURING
No. of times startups going back to 
the market to raise more capital- 
growing.

‘‘funding round”
designed to give the entrepreneurs 
and their business enough capital 
to get to the next milestone or 
stage.

Capital raised through:
Creation of Equity
or
Creation Debt

EQUITY CCPS

CCD CN



EQUITY
• Best suited- institutional and big-ticket investors.
• Major dilution of ownership.

Requirements:
• Agreements (Offer Letters, SHA, Minutes, Resolutions, Share 

Purchase Agreements, alteration of AoA/MoA).
•  Considerable legal fees.
•  Valuation (corresponding fee).
• MCA compliances.
• RBI Compliances and FDI regulations (in case of foreign 

investors).

6 months (min)



CCPS (COMPULSORILY CONVERTIBLE
PREFERENCE SHARES)

• Best suited- angels and small investors.
• Most preferred choice and most favored- dividend first 

paid to CCPS holders, and liquidation priority.
• If business renders successful-CCPS converted to ES 

thereby- increasing the scope of capital growth and profit 
retention of the investors.

• Major dilution of ownership.
• Prevents the exhaustion of cash-flow.

Requirements:
• Same as issuing Equity Shares.



CCD (COMPULSORILY CONVERTIBLE
DEBENTURES)
• Best suited- domestic investors.
• Hybrid security.
• Dilution of ownership at maturity date.
• Investors secure if start-up fails- interest with a future promise of receiving 

dividend on the equity shares.

Requirements:
• Agreements (Offer Letters, Debentures Agreement, Minutes, Resolutions, Share 

Purchase Agreements, alteration of AoA/MoA).
• Considerable legal fees.
• MCA compliances.
• RBI Compliances and FDI regulations (in case of foreign investors), FEMA and 

SEBI rules.
• Valuation Report.



CONVERTIBLE NOTES
• Hybrid security.
• Dilution of ownership at conversion.
• Less expensive.
• More user-friendly at the absence of several compliance requirements.
• Often used in earlier series of fundraising- when investors face more risk, or in 

the event founders need a bridge when there is not enough traction to do an 
equity round.

Requirements:
• No requirement of valuation at the time of issue (exempted by RBI under FEMA 

Regulation).
• Agreements (Offer Letters, CN Agreement, Minutes, Resolutions).
• MCA compliances (considerably fewer).
• RBI Compliances and FDI regulations (in case of foreign investors).



Pre-requisites while issuing CN’s
• The company recognized as a “Start-up” by DPIIT (under the 

Start-up India Scheme).
• Minimum amount to be invested in 1 tranche by 1 single 

investor is Rs. 25 lakhs.
• The maximum tenure 5 years.

The notes can be converted into equity share at the valuation:
• On the date of conversion, or
• Based on a predefined formula for calculating the value of the 

company.

2-3 months (min)

CONVERTIBLE NOTES



“VALUATION
REGISTERED VALUER (Companies Act)
• Private placement of ES, CCPS, CCD.
• Only a registered valuer registered under 

IBBI can issue the valuation report.

MERCHANT BANKER (Income Tax)
• Issues ES, CCPS, CCD to any investor on a 

premium.
• Only a Merchant Banker registered under 

SEBI can issue the valuation report.



WHAT KIND OF REPORT DOES A START-UP
NEED WHEN RAISING A FUND FROM AN INVESTOR?

Instrument Issued

Equity Shares/CCPS-
Private Placement

Equity Shares/CCPS-
Rights Issue

CCD

CN

Registered Valuer Report

YES

NO

YES

NO*

Does not have DIPP
Registration

YES

YES*

YES

NO*

Has a DIPP
Registration

NO

NO

NO

NO
*Required when convertible notes are

converted into equity shares
*Required when convertible notes are

converted into equity shares

*not required if issue is at NAV

Merchant Banker Report



DETAILS REQUIRED TO PREPARE
THE VALUATION REPORT

• Business Model of the Company.
• Major Risks in the business model.
• Historical audited F.S- past 2 F.Y.
• F.S. of the Company till date.
• Financial Projections- 5 years (Income statement, balance sheet and 

cash flow statement).
• Justification for the major assumptions used- projections like sales 

growth, working capital and capex.
• Details of any prior investment in the company and the valuation 

report forming the basis of the said investment.
• Major competitors- both listed and unlisted.
• Details of any recent funding in comparable companies, if available.



“DUE DILIGENCE
• Step taken by Investor to reduce the risk of making an uninformed decision.
• Not governed by or warranted by any law.
• There is no guaranteed set of questions/requirements asked in a DD.
• Each Investor reviews either a specific area or wants a general review done of 

the business.
• There are many types of DD -
 • Legal,
 • Financial,
 • Indirect Tax,
 • Direct Tax, etc.
• Typically a lengthy process. Range- few days to a few weeks.



MAJOR AREAS INVESTORS WOULD
WANT REVIEWED IN A DD

Financials

Corporate & Statutory Documents, Minutes

Intellectual Property

Revenue Streams

Business Model, Projections, and Markets

Cap Table

Founders & Employees



“RoC & RBI FILINGS
General
• Shareholders/CCD/CN Agreement.
• Offer Letters.
• Share Purchase Agreements (in case of acquisition /transfer of shares).
• Amendment of AoA/MoA (Alteration of Issued and/or Authorised Capital.
• Resolutions to be passed (Board Resolutions & SR/OR).
RoC Compliances
• Form PAS-3 (return of allotment).
• Form PAS-4 & 5 (Application cum Offer Letter to be maintained by the Company).
• MGT-14 (copies of all shareholders resolutions passed w.r.t the funding/acquisition).
• SH-4 (in case of transfer of shares).
• SH-7 (in case of alteration of AC).
RBI
• Form FC-GPR (in case of FDI).
• Form FC-TRS (transfer of shares of Indian Co. from a resident to a NR/NRI & vice versa).
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