The Startup Kit



OrangeBooks Publication

1st Floor, Rajhans Arcade, Mall Road, Kohka, Bhilai, Chhattisgarh 490020

Website: www.orangebooks.in

© Copyright, 2025, Author

All rights reserved. No part of this book may be reproduced, stored in a retrieval system,
or transmitted, in any form by any means, electronic, mechanical, magnetic, optical,
chemical, manual, photocopying, recording or otherwise, without the prior written consent
of its writer.

First Edition, 2025

The opinions/ contents expressed in this book are solely of the author and do not represent
the opinions/ standings/ thoughts of OrangeBooks.

Printed in India



THE

STA|I(|2TT UP

Selecting the Right Plan your TAXES
Structure for }éur Wisely
Business

SWETA MAKWANA

(CHARTERED ACCOUNTANT)

&

OrangeBooks Publication

www.orangebooks.in






Introduction
—
—
—

Starting a business is one of the most exciting and challenging

Believe you can journeys an individual can undertake. In India, the startup
and you're
| halfway there.

// - Theodore Roosevelt
—

ecosystem is thriving, fuelled by innovation, technology, and

\ . - :
entrepreneurial spirit. However, many founders underestimate the

importance of sound financial management and compliance. This

book is designed to bridge that gap.

As a Chartered Accountant, | have seen countless startups rise and fall, often due to
financial missteps, legal oversights, or lack of strategic planning. This book is a

comprehensive guide for Indian entrepreneurs, providing practical insights, strategies, and
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tools to help you build a financially healthy and compliant business.

Whether you are at the idea stage, preparing to launch, or scaling your startup, this book
will serve as your financial playbook. From choosing the right business structure to

mastering taxation, fundraising, and financial analysis, every chapter is designed to give

you actionable knowledge that can be directly applied to your business.

By the end of this book, you will not only understand how to manage your startup's finances
but also how to strategically position your business for sustainable growth and success. My
goal is to simplify complex financial concepts and empower you to make smarter, more

informed decisions.
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Let’s get started on building a financially strong and successful startup! I am here to help

you in the best possible way.

“An entrepreneur is someone who has a vision for something and a want to create.”

~ David Karp

l-.‘..“-‘..“...-”...
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About The Author
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CA Sweta Makwana — Guiding Indian
Entrepreneurs To Financial Success

CA Sweta Makwana is a seasoned Chartered Accountant, startup advisor, and
business strategist, dedicated to empowering Indian entrepreneurs with the knowledge

they need to build, scale, and sustain successful businesses.

With over six years of experience in professional practice, she has worked with multiple
companies and founders, navigating them through the complex financial, tax, and

regulatory landscape of India. Having served 200 + clients across diverse industries, she
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understands the unique challenges faced by startups and small businesses in their growth

journey.

Beyond her consultancy work, CA Sweta Makwana is a prolific writer with 100 +
published articles on finance, taxation, and entrepreneurship across various platforms.
Her ability to simplify complex financial concepts has earned her a reputation as a thought
leader in the startup ecosystem.

Through The Startup Kit, she shares her expertise, insights, and practical strategies to

help Indian entrepreneurs make informed financial decisions, stay compliant, and build

sustainable businesses.

This book is more than just a guide — it’s a roadmap to turning business dreams into

reality.

Connect with CA Sweta Makwana

Do send me your vision on how you want to create an impact.
You can reach me on shweta@cashweta.co.in for your doubts and feedback
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Foreword

In today’s dynamic entrepreneurial ecosystem, passion and vision must be matched with
informed decision-making. One of the most crucial—and often underestimated—steps
for any aspiring founder is selecting the right legal and financial foundation for their
business.

Having interacted with a range of entrepreneurs—from those at academic to
independent startup founders—I've observed how structural and compliance missteps
can impact business trajectories. In this context, resources that simplify the complex
landscape of business setup and compliance are of immense value.

This is where The Startup Kit by CA Sweta Makwana proves to be a valuable
starting point. The book offers a simplified view of complex concepts such as choosing
between a Proprietorship, LLP, or Private Limited Company, understanding tax and
regulatory considerations, and interpreting key financial documents.

y &y

Importantly, the book is best used as a foundational resource—a guide to help
entrepreneurs ask the right questions and understand the landscape. Given that each
business is unique, founders are encouraged to use this book as a reference tool and
then seek tailored professional advice to structure their business based on its specific
goals, sector, scale, and compliance requirements.

CA Sweta Makwana brings the dual lens of a Chartered Accountant and startup
advisor to the table, offering practical checklists and insights drawn from years of
experience. But like any toolkit, its full value comes when used thoughtfully and in
combination with expert consultation.

For those building their ventures, The Startup Kit can serve as a useful

companion on the journey—offering clarity, direction, and a helpful place to
begin.

~ Gopal Shukla

CEO - IIT Bombay-WashU Joint Venture
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Glossary Of Simplified Financial And Startup Terms

How many times it has happened that some startup jargons confuse you when you see them
on Shark Tank. Here I have mentioned a list of all the important jargons for your business.

Let’s Understand Each One By One.

Startup Financial Glossary

— N

Financial Metrics Investment Terms Operational Metrics Startup Valuation Stages

\ 4 Y A 4 v

Assets Seed Funding Burn Rate Pre-Seed
I A 4 A J

Liabilities Angel Investor Runway Seed
I : Y . .
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Revenue Investors ‘ Churn Rate Series A
l Y ) _ l . S
‘ Gross Profit Cap Table CAC ‘ Series B

4L J; S
EBITDA ESOP Gross Margin Series C

‘ Gross Merchandise Value Cliff ‘ Operating Income IPO
s
8
v Y 4 \ 4 .
Valuation Term Sheet ‘ Cash Flow Mergers
Capital Expenditure Debt-to-Equity Ratio ‘ Customer Lifetime Value ‘ Acquisitions

1. Assets: Everything your business owns that has value.

This includes cash, inventory, property, and equipment.

Example: If your company owns delivery bikes and a warehouse, these are assets.
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2. Liabilities: Money your business owes to others.
This could be loans, unpaid bills, or salaries.
Example: If you borrowed X5 lakhs from a bank, that’s a liability.

3. Equity: The portion of your business that you or investors own after subtracting
liabilities from assets.

Example: If your business assets are 10 lakhs and liabilities are ¥4 lakhs, your equity
is 6 lakhs.

4. Revenue: The total money your business earns from selling products or services.
Example: If you sell 1,000 t-shirts at 500 each, your revenue is I5 lakhs.

5. Profit & Loss (P&L) Statement: A summary of how much money your business made
(revenue) and spent (expenses) over a specific time.

Example: If you earned %10 lakhs but spent X7 lakhs, your profit is %3 lakhs.

y &y

6. Balance Sheet: A snapshot of your business’s financial health at a specific moment,
showing what you own (assets) and what you owe (liabilities).

Example: Think of it like a report card for your company’s finances.

7. Cash Flow Statement: A report that shows how cash moves in and out of your
business.

Example: If you earn X5 lakhs this month but pay ¥4 lakhs in bills, your net cash flow
is X1 lakh.

8. Burn Rate: The rate at which your startup is spending money.

Example: If your monthly expenses are 32 lakhs and you're not earning yet, your burn
rate is 2 lakhs.

9. Runway: How many months your startup can continue operating before it runs out of
money. L

Example: If you have 10 lakhs and spend 2 \
lakhs monthly, your runway is 5 months.

§
s
§
s
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:
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§
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10. Gross Profit: The money left after subtracting the cost of goods sold (COGS) from
revenue.

Example: If you sell products worth 210 lakhs and your COGS is %4 lakhs, your gross
profit is X6 lakhs.

11. Net Profit: The final profit after deducting all expenses, taxes, and interest.

Example: If your business earns X10 lakhs and total expenses are I8 lakhs, your net
profit is X2 lakhs.

12. Gross Merchandise Value (GMV): The total sales value of goods sold through
marketplace.

Example: If your e-commerce platform sells 50 lakhs worth of products in a month,
that’s your GMV.

13. Debtors Turnover Ratio: How efficiently your company collects payments from
customers.

Yy &y

Example: If your credit sales are 12 lakhs and average receivables are %2 lakhs, your
ratio is 6.

14. Creditors Turnover Ratio: How quickly your business pays its suppliers.
Example: If purchases are 310 lakhs and average payables are X2 lakhs, the ratio is 5.
15. Valuation: The estimated worth of your business.

Example: If an investor offers I50 lakhs for 10% of your company, your business is
valued at X5 crores.

16. EBITDA: Earnings before paying interest, taxes, depreciation, and amortization.

|
|
i
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:
:
E
:
E
|

Example: A measure of your business’s profitability from operations.
17. PAT (Profit After Tax): Your business profit after all taxes are paid.

Example: If you make %10 lakhs in profit and pay X2 lakhs in taxes, your PAT is 8
lakhs.

18. Customer Acquisition Cost (CAC): The cost to acquire a new customer.

Example: If you spend 210,000 on marketing and get 100 customers, your CAC is
%100.

§
§
s
:
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19.

20.

21.

22.

23.

24,

25.

26.

217.

28.

Monthly Recurring Revenue (MRR): Predictable monthly income.
Example: Netflix's subscription fees contribute to its MRR.

Churn Rate: The rate at which customers stop using your product or service.
Example: If you lose 5 out of 100 customers monthly, your churn rate is 5%.

Average Revenue per Customer (ARPC): The average money each customer brings
in.

Example: If 100 customers generate X1 lakh, ARPC is 1,000.
Break-even Point: The point where your sales cover your expenses.

Example: If you spend 35 lakhs to start your business and need to sell 1,000 products
to cover costs, that's your break-even point.

Working Capital: Money available to run day-to-day operations.

Example: Cash on hand to pay rent, salaries, and bills.

Inventory Turnover Ratio: How often inventory is sold and replaced in a period.
Example: A ratio of 5 means your inventory cycles five times in a year.

Debt-to-Equity Ratio: Measures financial leverage by comparing total debt to
shareholder equity.

Example: A ratio of 2 means 22 of debt for every 21 of equity.

Return on Equity (ROE): Profit earned per unit of shareholder equity.
Example: Earning 20,000 profit from X1 lakh equity gives a ROE of 20%.
Return on Investment (ROI): Profit generated relative to investment.
Example: A X1 lakh investment earning X1.5 lakhs results in a 50% ROL.

Capital Expenditure (CapEx): Money spent on major assets like property or
equipment.

Example: Buying a new office space is CapEX.




29. Operating Expenses (OpEXx): Day-to-day expenses like rent and salaries.
Example: Monthly internet bills are OpEX.

30. Angel Investor: A wealthy individual investing in startups for equity.
Example: Investing X10 lakhs in exchange for 10% ownership.

31. SAFE Notes (Simple Agreement for Future Equity)

A SAFE note is a financing contract used by startups to raise funds. Investors provide
capital in exchange for the right to receive equity in the company at a future date,
typically during the next funding round, without accruing interest or having a maturity
date.

Example: A startup raises 350,00,000 using SAFE notes with a valuation cap of X10
crore. In the next funding round, if the company is valued at X8 crore, the investor will
convert their investment into equity based on the 8 crore valuation (lower of the actual
valuation or cap).

y &y

32. Compulsorily Convertible Debentures (CCDs)

CCDs are hybrid financial instruments that act as debt initially but must be converted
into equity shares after a predefined period or upon meeting certain conditions.

Example: A company issues CCDs worth X1 crore with a conversion ratio of 1 CCD=
10 equity shares. After 3 years, the CCDs convert into 10 lakh equity shares, giving the
investor ownership in the company.

33. Preference Shares

Preference shares give shareholders a priority claim over dividends and assets in case
of liquidation. However, they typically do not carry voting rights like equity shares.

P R T Y

Example: A company issues 1,000 preference shares at X100 each, offering a fixed
dividend of 10% annually. The shareholder will receive 10 per share every year before
equity shareholders receive any dividend. :

34. Equity Shares

Equity shares represent ownership in a company and come with voting rights. 3
Shareholders benefit from dividends and the appreciation in the company’s value.

g




Example: An investor buys 1,000 equity shares of a startup for I50 each. If the
company grows and its share price rises to X100, the investor’s holding is now worth
%1,00,000.

35. Sweat Equity Shares

Sweat equity shares are issued to employees or directors of a company as a reward for
their contribution, expertise, or efforts. They are typically issued at a discount or for
non-cash consideration.

Example: A startup issues 5,000 sweat equity shares at 10 each (face value), even
though the market value is I50. This is a reward for an employee’s technical
contributions.

36. Share Certificate

A share certificate is a document that certifies ownership of a specified number of
shares in a company.

sy &y

Example: After buying 100 shares of a private company, the shareholder receives a
certificate stating their name, number of shares owned, and the share class.

37. Face Value :

Face value (or par value) is the nominal value of a share, decided by the company at
the time of issuance.

Example: A company issues shares with a face value of 10, but the market value is
%100. The face value is used for accounting purposes, not market valuation.

38. Cap Table (Capitalization Table)

A cap table is a spreadsheet that details the ownership structure of a company, including
shareholders, the number of shares held, and percentage ownership.

39. Pre-Money Valuation

Pre-money valuation is the value of a company before a new investment or funding
round.

Example: A startup has a pre-money valuation of 20 crore. An investor puts in 35
crore, valuing the company at 25 crore post-money.

(
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40. Post-Money Valuation

Post-money valuation is the company’s value after adding the new investment to the
pre-money valuation.

Formula:
Post-money valuation = Pre-money valuation + New investment

Example:

Pre-money valuation: 320 crore New investment: X5 crore
Post-money valuation = %20 crore + I5 crore = 325 crore

41. Vesting

Vesting refers to the process by which an employee earns ownership of shares or stock
options over time.

Example: An employee is granted 1,000 stock options with a 4-year vesting period.
Each year, they vest 25% of the options. After the first year, they can exercise 250
options, and so on.

42. CIliff

A cliff is the initial period in a vesting schedule during which no shares are vested.
After the cliff, a lump sum of shares vests at once.

Example: A 1-year cliff with a 4-year vesting schedule means an employee earns no
shares in the first year. After one year, 25% of the shares vest at once, and the remaining
vest monthly or quarterly over the next three years.

“A business that makes nothing but money is a poor business.” — Henry Ford

No matter money is very important but what is even more important is the drive the purpose
for which you started this business.

Just like, Henry Ford who started a car business with the GOAL of making cars affordable
and accessible to the average person. Money is a by product of the value that provide.

1
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The Startup Kit

Startup Essentials
—

Legal Definition Of A Startup (India)

Everyone today wants to start a startup, raise capital, understand valuation, ;

do innovation but what does a Startup actually mean as per Law.

As per the Department for Promotion of Industry and Internal Trade (DPIIT) in India,
a company qualifies as a startup if it meets the following criteria:

y &y

1. Age of the Company: Less than 10 years from the date of incorporation.

2. Type of Entity: Incorporated as a private limited company, partnership firm, or
limited liability partnership (LLP).

LTI 2 2 XX X 2 2 X R XX 2 2 Xy 22yl yl

3. Annual Turnover: Does not exceed X100 crore in any financial year since
incorporation.

4. Purpose: Working towards innovation, development, deployment, or improvement
of products or services, or scaling up a business model with a high potential for
employment or wealth creation.

5. Not Formed by Splitting: The company should not have been formed by splitting
or reconstructing an existing business.

T &
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{Startup Eligibility Criteria J

v
[Company Age <10 years J

v
{ Private Ltd, Partnership, or LLP }

v
{AnnualTurnovers 100 Cr }

v
[Focus on Innovation or Business Scaling }

Y
[Not Formed by Splitting Existing Business ]

h 4
Qualifies as Startup (DPIIT)

y &y

J

Let’s Understand The Registration Benefits And The Process

{DPIIT Registration Benefits }
l d
1 Access to Government Funding
Eligibility for 10,000 crores Fund of Funds for Startups (FFS).

\ 4

2 Easier Compliance
Self-certification for labor and environmental laws.

\ 4

3 Intellectual Property Rights (IPR) Benefits
Fast-track patents & up to 80% fee rebate.

l

4 Easy Winding Up
Closure within 90 days under IBC.

\

\ 4

5 Government Tenders
No prior experience or turnover required.
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[Stepby—Step Process for DPIIT Registration]

l

{ 1 Register on Startup India Portal J

Create an account on the Startup India portal.

l

[ 2 Create a Startup Profile ]

Fill in details about industry, stage, and innovation.

l

~ [ 3 Apply for DPIIT Recognition ]

Select 'Apply for Recognition' under the DPIIT tab.

4 Upload Required Documents
Upload incorporation certificate, business description, product details.

l

5 Submit the Application
Review and submit the form.

l

6 Get DPIIT Certificate ]

Download the recognition certificate upon approval.

/
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Startup Life Cycle Stages

Each startup has different lifecycle right from ideation stage to maturity.

Let’s understand them in summary and which stage is the most difficult for you.

Startup_Lifecycle_Part1

Ideation

Validation_PreSeed
Early_Traction_Seed
Growth_Series_A_B

[

Y

Ideation

Validation_PreSeed

Early_Traction_Seed

Growth_Series_A_B

Market Research
Problem Identification
Idea Generation
Business Model Canvas

Prototype Development
Customer Feedback
Proof of Concept

Initial Funding

Product Launch
Early Customers
Market Fit

Seed Investment

Scaling Operations
Team Expansion

Marketing & Sales Growth
Series A & B Funding

Expansion_Series_CPlus

Maturity_Exit

Decline_Renewal

+Global Market Entry

+Product Diversification
+Strategic Partnerships +IPO
+Series C+ Funding

+Market Leadership
+Mergers and Acquisitions

+Sustained Profitability

+Market Saturation
+Declining Growth
+Business Pivot
+Innovation and Renewal

You decide now. At what stage is your startup now?

Some Common Myths Of Startups

Business karne k liye bohot paisa chaiye, yeh kitni baar suna hoga aapne.

Let’s understand some other myths.
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"You Need Tons of Money to Start™ — Not true! Many game-changing startups
began in garages and coffee shops with minimal funding. Creativity often beats
cash.

""Success Happens Overnight™ — Behind every “overnight success” are years of

late nights, failures, and persistence. It’s a marathon, not a sprint.

"You Must Have a One-of-a-Kind Idea" — Innovation isn’t about reinventing the

wheel; it’s about making it roll better. Execution beats originality.

"Startups Are All About Freedom and Glamour™ — It’s more sweatpants and
stress than fancy offices and freedom. Long hours, tough calls, and setbacks are
part of the game.

"You Need a Business Degree to Succeed™ — Some of the best founders never
stepped foot in a business class. Real-world problem-solving and grit go further
than any textbook.

"More Features Make a Better Product™ — Nope! Simplicity wins. Solve one

problem really well, and customers will follow.
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Common Mistakes Startup Founders Make

Common Mistakes Startup Founders Make

A 4
Ignoring Market Research

A 4
Trying to Do Everything Alone

l

Scaling Too Quickly

\ 4
Neglecting Customer Feedback

\
N

h 4
Focusing on Perfection Over Progress

A 4
Poor Financial Management

l |

Ignoring Marketing and Sales

A 4
Hiring Too Quickly or Poorly

APPSO ORI O S

A 4
Failing to Adapt

soaos

h 4
Lack of Clear Vision

.
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S ) Building The Foundation

Selecting the Right Business structure

Just like idea and execution is important, selecting the
right business structure in India is a crucial decision
that can impact various aspects of your business,
including taxation, liability, and operational flexibility.
Here are the key factors to consider when choosing the
appropriate business structure based on your business
idea and goals.

Yy &y

“If you’re changing the world, you’re working on important things.
You’re excited to get up in the morning.”

— Larry Page

1. Nature Of Business

e Sole Proprietorship:

Sole_Proprietorship

+Ownership & Control
+Liability
+Profit Distribution

Y

Ownership_Control Liability Profit_Distribution

+Single Owner +Unlimited Liability +Owner Receives All Profits
+Full Decision-Making Authority +Personal Assets at Risk +Direct Income Flow




Sweta Makwana - Chartered Accountant

= Suitable for small, single-owner businesses with minimal regulatory

requirements.

= The liability is unlimited, means the proprietor is personally responsible for

liabilities of firm.

= Eg: if the Firm does a loss of 50 lakhs and has
creditors whom the firm has to pay then the
proprietor has to personally pay from his

pockets.

= His personal assets are at stake. PAN of the

Proprietor firm and PAN of proprietor are E__-

Same.

«
&
e

= So, it is rather advisable to form an OPC (One Person Company) instead of

Proprietorship firm. How ever in One Person Company, once the turnover

y &y

crosses 2 crores, then it has to be mandatorily converted to Private Limited.

e Partnership:

Partnership Firm
Business owned and
managed by partners

[ Partners

Unlimited liability Two or more indiviouls
Partners are personally working together
liable for debts i

Partnership Deed
Legal agreement defining
roles and profit sharing

Profit Sharing

Profits shared as
per agreement
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Ideal for businesses with two or more partners sharing profits and
responsibilities.

It can be considered for family run businesses where legal entity status will not

matter.

Since it is not considered as a legal entity, both the partners are jointly responsible
and also the liability is unlimited.

Maximum 20 people can become partners in Partnership Firm
If one partner does fraud, then the other partner is also responsible.

Partnership firm is considered legal only when it is registered. A registered
partnership firm gains legal recognition and the ability to sue or be sued in its
own name. A Registered Partnership firm means that it is registered under
Registrar of Firms (ROF)

So, in the case of losses, partners are personally responsible to pay off the
liabilities from their own pockets. So, if it is between family members then you

can consider, else from legal perspective it should not be considered.

coocvwee
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o Limited Liability Partnership (LLP):

Limited Liability Partnership (LLP)
Hybrid of Partnership and Company

v/

Partners
Minimum 2, no maximum limit

l

1]

9

i

1]

i

i

13

@

H

LLP Agreement Limited Liability E

Legal document defining roles and profit sharing Partners' liability limited to their investment i
N :
g

2

:

H

Profit Sharing -

Shared as per LLP Agreement s

%

= Combines the benefits of a partnership with limited liability for the partners. The

Liability of the partners is Limited.

= The partners are responsible only to the amount of Capital contribution.

= Eg: if the Partners capital contribution is 50000 each at the time of formation,

then the liability of the partners is limited upto that amount only. LLP has a

separate PAN Card. It is legally recognised in the eyes of law.

This is the most ideal form of structure for people who are not looking to raise capital but
wants a more structured form of entity.

Also, it has a major tax advantage because it has not double taxation.

Ex: LLP made a profit of 1 crore and paid tax of 30 lakhs. Then the difference amount is
70 Lakhs. This 70 Lakhs can be withdrawn by partners and transferred to their individual :
account. There is no tax in their individual account. Hence considered for family run
businesses and for some-one who does not want to form a Private Limited Company. Also,
it is highly preferred for service-based businesses.

1
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e Private Limited Company:

Private Limited Company (Pvt Ltd)
Separate legal ent|ty with limited liability

Limited Liability
Liability limited to unpaid share capital

]
Profit Distribution
Profits shared as dividends

= Suitable for businesses seeking to raise capital, limit liability, and gain

Shareholders
Minimum 2, maximum 200 shareholders

Directors
Minimum 2, maximum 15 directors

credibility. This is even preferred for businesses who want to deal with big
Corporates because Private Limited is preferred.

V 4 4

Believe
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= Major disadvantage here is Double taxation. As per the above example in
LLP, if 70 lakhs is the profit left after tax and if this profit is withdrawn by

shareholders then they have to pay tax again in their individual ITR. :
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e Public Limited Company: Best for large businesses planning to raise funds from
the public through the stock market.

2. Liability

e Unlimited Liability: In sole proprietorships and partnerships, the owners/partners
are personally liable for business debts.

e Limited Liability: LLPs and companies offer limited liability protection, meaning
personal assets are not at risk for business debts.

3. Taxation

. e Sole Proprietorship: Business income is taxed as personal income of the

proprietor. i.e as per slab rate.

i
s
e
¢
§

. e Partnership: Partnership firm is taxed at a flat rate.
e LLP: LLPs are taxed as a separate entity, with profits taxed at a flat rate.

e Private/Public Limited Company: Companies are taxed at a corporate tax rate.

Dividends distributed to shareholders are also subject to taxation. Hence there is

double taxation in Private Limited Company.

4. Regulatory Compliance

e Sole Proprietorship: Minimal compliance and reporting requirements.
e Partnership: Requires a partnership deed but has relatively low compliance.

e LLP: Requires LLP agreement and annual compliance filings.

e Private/Public Limited Company: Higher compliance requirements, including

annual filings with the Registrar of Companies (ROC), board meetings, and audits.

5. Capital Requirements

e Sole Proprietorship and Partnership: Suitable for businesses with lower capital

requirements and limited need for external funding.

XXX 2 A LY 2 P YR R PP R XY e L iy Xyl
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e LLP: Can attract investment but may be limited compared to companies.

e Private/Public Limited Company: Can raise capital through equity and debt.
Public companies can issue shares to the public.

e Also, you can start a business with any amount of capital even 1000 Rs. There is

no minimum or maximum requirement as per law.

6. Ownership And Control h

e Sole Proprietorship: Full control by the sole proprietor.

e Partnership: Shared control among partners.

e LLP: Partners have control as per the LLP agreement.

e Private/Public Limited Company: Shareholders have ownership, and control is

exercised through the board of directors.

V 4V 4

7. Continuity And Transferability
e Sole Proprietorship: Business ceases to exist if the proprietor dies or withdraws.
o Partnership: Dissolution may occur if a partner leaves unless otherwise agreed.

e LLP and Companies: Have perpetual succession, meaning the business continues

irrespective of changes in ownership.

8. Exit Strategy

e Sole Proprietorship and Partnership: Relatively easy to dissolve but may involve

personal liabilities.
e LLP: Can be dissolved with partners’ consent, subject to regulatory compliance.

e Private/Public Limited Company: More complex to wind up but offers structured

exit options, such as selling shares.
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Conclusion
To select the right business structure, consider the following steps:

1. Evaluate Your Business Goals: Determine your short-term and long-term

objectives, such as growth plans, funding needs, and expansion strategies.

2. Assess Liability Preferences: Decide whether you prefer limited or unlimited

liability based on your risk appetite.

3. Analyze Tax Implications: Understand the tax liabilities for each structure and
choose one that offers the most tax efficiency.

4. Consider Compliance Requirements: Evaluate your ability to meet the regulatory :

compliance requirements of each structure.

\
. :

exit strategies.

5. Plan for Future Needs: Consider scalability, ease of raising capital, and potential

4
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Dhirubhai Ambani (Founder, Reliance Industries)

"If you don’t build your dream, someone else will hire you to help them build theirs."”

Sam Walton (Founder, Walmart)

"High expectations are the key to everything."

y
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Let’s Summarise It

Business_Entity Part1

+Nature of Business
+Liability

+Taxation

+Regulatory Compliance
+Ownership and Control
+Brand and Credibility

Sole_Proprietorship Partnership LLP

+Single-owner businesses +2 or more partners +Professional services, medium-sized businesses

+Unlimited personal liability +Unlimited liability for partners +Limited liability for partners ]

+Personal income tax rates +Flat tax rate on profits +Flat tax rate on LLP profits 1

+Minimal compliance +Requires partnership deed +Moderate compliance .

+Full control by sole proprietor +Shared control among partners +Control as per LLP agreement ;

+Low brand credibility +Low to moderate credibility +Moderate credibility »

N ‘
Private_Limited_Company Public_Limited_Company

+Startups, growth-oriented businesses +Large businesses seeking public investment

+Limited liability for shareholders +Limited liability for shareholders

+Corporate tax rates, tax on dividends +Corporate tax rates, tax on dividends

+High compliance +Very high compliance

+Shareholders own, board of directors control +Shareholders own, board of directors control H
i3

+High brand credibility +Very high brand credibility s
3
K

Taxation For Different Business Entities

This word Tax makes a founder’s life complicated where a percentage of your profits
goes to the Government. Not paying it on time comes with penalties and interest and even
affecting the Company’s goodwill. However, understanding the tax structures in each
matke it little easier to chose the right entity. Let’s dive into it.

E.. oe LA L 4 2 X J 3
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Business Entity Taxation Basis

Sole Taxed as the individual income/profit of the proprietor.
Proprietorship Tax Rates: Based on personal income tax slabs:
* Up to 2.5 lakh: Nil
*%2.5-%51akh: 5%

* 3510 lakh:  20%

» Above %10 lakh: 30%

Surcharge (It means Tax on tax)
Upto 50 Lakhs: Nil

Above 50 lakhs and upto 1 cr: 10%
Above 1 cr and upto 2 cr: 15%
Above 2 Cr and upto 5 Cr: 25%
Above 5 crore: 37%

Additional Charges: 4% Health & Education Cess. (Tax on tax
and surcharge)

Deductions: Eligible for Sections 80C, 80D, etc.

V 4V 4

How-ever you can even select the new tax regime in the case of
sole proprietorship firms. Surcharge rate is same except for
income above 5 crores: 25% in new regime

Please note that no deductions of Section 80C, 80D etc are
allowed if you chose new regime

You can refer the below link for a details of new regime tax and
old regime

T2 22 P e e s Py sty

https://www.incometax.gov.in/iec/foportal/help/individual-
business-profession

One important point: If you are a business owner and you have
selected any regime, then you can change the regime only
ONCE in lifetime as of now.

Partnership Taxed as a separate legal entity.
Firm

Tax Rate: Flat 30% on total income. Ex: If the profit is 1 Lakh,
then you have to pay flat 30000/- as tax.
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Surcharge: 12% if income exceeds 1 crore.
Cess: 4% on tax plus surcharge.
Limited Taxed as a separate legal entity.
Liability . 0 : St [
) Tax Rate: Flat 30% on total income just like above
Partnership
(LLP) Surcharge: 12% if income exceeds 1 crore.
Cess: 4% on tax plus surcharge.
Private Limited Taxed as a separate legal entity.
Company Tax Rates:
* 22% (optional new regime) + 10% surcharge + 4% cess.
(Most preferred)
\ * 25% if turnover < 2400 crore.
* 30% if turnover > %400 crore.
~ Surcharge: 7% for income > X1 crore (up to 10 crore), 12% if
above X10 crore.
Public Limited Taxed similarly to Private Limited Companies.
Company Tax Rates:
* 25% if turnover < %400 crore.
* 30% if turnover > X400 crore.
Surcharge: 7% for income > X1 crore (up to 10 crore), 12% if
above X10 crore.
My Opinion:

Safest option in taxes is Proprietorship firm because you have slab rates as option and if

the profit is until 2.5 lakh then there is no tax.

Partnership and LLP are a convenient option if you have partners or other founders in the
team. Also, there is no double taxation on the profits. Along with that there is no surcharge
up to a profit of Rs 1 Crore. It is advisable to not chose partnership firm because of

unlimited Liability. You can prefer LLP since it has the same taxes like Partnership and

has more advantages also.
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If you opt for Private Limited, then it has lesser tax than LLP or Partnership but there is
double taxation. However, if the profit is more than 1 Crore then the surcharge is 7% v/s
12% in LLP and Partnership. If the Profits of the Company are going to be reinvested back
in the Company, then Private Limited is a good option. Not just this, it is the preferred

structure if you are going to raise funds.

So have a close look at all the points.

“People don’t care about what you say, they care about what you build.”

— Mark Zuckerberg

“Your work is going to fill a large part of your life, and the only way to be truly satisfied
is to do what you believe is great work.”

. — Steve Jobs

Business registration process:

Let’s understand the Step-by-step business registration process in India for each
business entity to help you chose the right structure
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1. Sole Proprietorship

Sole Proprietorship
Step-by-Step Registration Process

l

1 Select a Business Name
Choose a unique name for your business.

l

2 Register under MSME (Optional)
Apply for Udyam Registration for small business benefits.
3 Get a PAN Card
Use the proprietor's personal PAN for taxation.

l

4 Open a Business Bank Account
Open a current account in the business name.

l

5 Register under GST (if applicable)
Mandatory if turnover exceeds 20/40 lakh or for interstate business.

l

6 Obtain Local Licenses
Apply for Shop & Establishment, FSSAI, or industry-specific licenses.

y 4V 4

The whole process takes maximum a week.
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2. Partnership Firm

-

l 1. Choose a Business Name |

l

‘ 2. Draft a Partnership Deed ‘

N ——

3. Notarize the Deed

<

4. Register the Partnership (Optional)

<«

5. Apply for PAN Card in Firm's Name

<«

| 6. Open a Business Bank Account J

l

‘ 7. Register for GST (if applicable) ‘
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3. Limited Liabiity Partnership (LLP)

1. Obtain Digital Signature Certificate (DSC)

l

2. Apply for Director Identification Number (DIN)

l

3. Reserve a Business Name (RUN-LLP Form) \ .
4. Draft and File Incorporation Documents (FiLLiP Form)

l

5. File LLP Agreement (Form 3)

l

: 6. Apply for PAN and TAN

l

7. Open a Bank Account

l

| 8. Register for GST (if applicable)

The whole process takes around 15-20 days.




The Startup Kit

4. Private Limited Company

‘ 1. Obtain DSC for Directors \

l

| 2. Apply for DIN |

l

‘ 3. Reserve Company Name (SPICe+ Part A) ‘

l

4. Draft MOA & AOA |

l

5. File for Incorporation (SPICe+ Part B) ’

l

‘ 6. Receive Certificate of Incorporation (COI) ’

l

’ 7. Open a Business Bank Account J

l

‘ 8. Register for GST (if applicable) ]

y &y

The whole process takes around 15-20 days
1. Obtain DSC — For all proposed directors.
2. Apply for DIN — For all directors.

3. Reserve Company Name (SPICe+ Part A) — Check availability and reserve
through MCA.

4. Draft Memorandum of Association (MOA) & Articles of Association (AOA)—
Define company objectives and rules.

1
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5. File for Incorporation (SPICe+ Part B) — Submit MOA, AOA, and required
documents to MCA.

6. Receive Certificate of Incorporation (COI) — Includes PAN and TAN details.
7. Open a Business Bank Account — Using the COI and company PAN.
8. Register for GST (if applicable) — For tax compliance.

5. Public Limited Company

1. Obtain DSC for Directors

\ J

l

{2. Apply for DIN w

\ 4
{3. Reserve Company Name (RUN Form) l

\ 4
‘ 4. Draft MOA & AOA ‘

4
{5. File for Incorporation (SPICe+ Form) ‘

\ 4
‘ 6. Obtain Certificate of Incorporation (COI) ‘

l

{ 7. Apply for PAN and TAN l

A 4
8. Open a Bank Account

v
9. Apply for GST and Other Licenses

L =

\ 4
10. Obtain SEBI Approval (if raising public funds) ]
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1. Obtain DSC — For all proposed directors.

2. Apply for DIN — For all directors.

3. Reserve Company Name (RUN Form) — Through the MCA portal.

4. Draft MOA & AOA — Clearly define company objectives and internal rules.

5. File for Incorporation (SPICe+ Form) — Submit incorporation documents to
MCA.

6. Obtain Certificate of Incorporation (COIl) — Official proof of company
formation.

7. Apply for PAN and TAN — Issued along with COI. :

8. Open a Bank Account — For company transactions. .

9. Apply for GST and Other Licenses — Based on business needs.

Yy &y

10. Obtain SEBI Approval (if raising public funds) — For listing on stock exchanges.

The legal and regulatory requirements for starting any type of business in
India.

1. Sole Proprietorship

Compliance S "
Area equirements .
Business No mandatory registration, but can register under MSME
Registration (Udyam) for small business benefits.

) » GST Registration (if turnover exceeds 320/40 lakh).
Licenses &

Permits * Other industry-specific licenses (e.g., FSSAI for food

businesses).

« Income taxed under personal income tax slabs as mentioned
Taxation before
* Proprietor must file an ITR annually.
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* GST returns if registered. Monthly filing of GSTR-3B &
GSTR-1.

No mandatory Tax audit unless turnover exceeds X1 crore
Accounting & (business) or 50 lakh (professional) under Income Tax Act.

Auditing However, if you are doing 95% of your business digitally then
no audit is applicable even up to 10 crore.

* Periodic GST filings (if applicable).

Other * If you are governed by Audit, then TDS is applicable where
you need to deduct TDS of your vendors on professional fees,
commission etc and deposit it by 7" of each month and even file
quarterly returns.

Compliances

2. Partnership Firm

y &y

Compliance Area Requirements

Business Optional but recommended to register under the Registrar of
Registration Firms. :
Licenses & » GST Registration (if applicable).

Permits

« Flat 30% tax on profits plus surcharge and cess

Taxation * Firm must file Income Tax Returns (ITR-5) annually.

* GST returns if registered.

No mandatory Tax audit unless turnover exceeds X1 crore
Accounting & (business)

Auditing However, if you are doing 95% of your business digitally
then no audit is applicable even upto 10 crore.

Other  TDS applicable from Day 1. Deduct TDS if liable.
Compliances

y
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3. Limited Liability Partnership (LLP)

Compliance Area

Business
Registration

Requirements

Must be registered with MCA under the LLP Act, 2008.

Licenses & . ., .
Permits » GST Registration (if applicable).

) » Flat 30% tax on income plus surcharge and cess
Taxation

* LLP must file ITR-5 annually.

Accounting &
Auditing

* Audit is mandatory if turnover exceeds 340 lakh or
contribution exceeds 325 lakh.

Tax audit is applicable as per the criteria of Sole
proprietorship firm and Partnership firm mentioned above.

Annual Filings

» Form 8 (Statement of Account & Solvency).

* Form 11 (Annual Return) with the MCA.

Other
Compliances

* TDS applicable from Day 1. Deduct TDS if liable.

* Maintain proper books of accounts.

4. Private Limited Company

Compliance Area

Business
Registration

Requirements

Must be registered with MCA under the Companies Act,
2013.

Licenses & Permits

» GST Registration (if applicable).

* Industry-specific licenses.

Taxation

* Corporate tax rate:

* 22% (optional) + surcharge + cess.

» 259%/30% based on turnover.
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* Subject to MAT at 15% if regular tax is lower.

Accounting &
Auditing

* Mandatory statutory audit regardless of turnover.

Annual Filings

» Form AOC-4 (Financial Statements).
* MGT-7 (Annual Return).

* Annual Income Tax Return.

Board Meetings &
Records

* Minimum 4 board meetings annually.

» Maintain statutory registers and records.

Other Compliances

» TDS/TCS filings.

Tax audit is applicable as per the criteria of Sole
proprietorship firm and Partnership firm mentioned above

5. Public Limited Company

Compliance Area

Business Registration

Requirements

Must be registered with MCA under the Companies Act,
2013.

Licenses & Permits

» GST Registration (if applicable).

§
e
e
;
§
s
:
s
e
s
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« SEBI registration if publicly listed.

Taxation

» Same corporate tax as Private Limited Company.

Accounting & Auditing

« Statutory audit is mandatory.

Annual Filings

* Form AOC-4, MGT-7, and annual Income Tax
Returns.

» Secretarial Audit if paid-up capital > 50 crore.

4
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Board Meetings &
Records

* Minimum 4 board meetings annually.

* Maintain proper records and registers.

Other Compliances

» Listing Obligations if listed.

* Regular disclosures to SEBI.

Key Common Compliances Across All Entities

1. Goods & Services Tax (GST):

Required if turnover exceeds X20/40 lakh or for interstate business.

y &y

2. Tax Deducted at Source (TDS):
Deduction and timely payment of TDS, along with quarterly filings.

3. Professional Tax (if applicable):

Payable in certain states for employers and employees.

4. Employee Provident Fund (EPF) and Employee State Insurance (ESI):

Mandatory if employee count exceeds specified limits.

5. Labor Law Compliances: Depending on employee count and industry type.

4
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e ) Legal & Financial Must-Haves

Importance Of Trademarks, Copyright And Patent

Many brands are well known because of their logo or their catchy name which they got it
trademarked such Apple, Google etc. It’s a right that only you can use this name if you
register it and there have been Companies who have paid compensation for using a
Brand’s name.

In India, Intellectual Property (IP) Protection safeguards creative and innovative assets,
enabling businesses to retain exclusive rights over their ideas, brands, and creations.
Here's a detailed explanation of the three main types of IP protection, their relevance to
businesses, how to apply for them, and few examples

y I
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1. Trademark

Definition:

A trademark is a unique sign, logo, name, slogan, or combination of these that distinguishes
a business's goods or services from others.
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Protects business identity ‘ { Builds customer trust ’ ‘ Provides legal rights

How To Apply In India:

1. Trademark Search: Check the uniqueness of your mark via the Trademark
Registry's online portal.

~ 2. Application Filing: Submit Form TM-A through the Controller General of
Patents, Designs, and Trademarks (CGPDTM) online or offline, specifying the

. mark and its intended category. Once the application is done, you can use the TM
symbol. You can use the R symbol only when the application is approved.

3. Examination: The registrar examines the application and may request
clarifications.

4. Publication: If approved, the mark is published in the Trademark Journal to
invite objections.

5. Registration: If no objections arise, the mark is registered, granting a certificate of
ownership.

Examples:
e Logos: Tata's "T" logo.

e Names: Infosys for IT services.
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2. Patents

Definition:

A patent gives inventors exclusive rights over their inventions, preventing others from
manufacturing, using, or selling the invention without permission.

Encourages innovation ’ ‘ Grants exclusivity for 20 years} [ Prevents unauthorized use

How To Apply In India:

1. Patentability Search: Conduct a search to ensure the invention is novel and non-
obvious.

2. File a Provisional Application: Secure the filing date by filing a provisional
application if the invention is still under development.

3. Complete Specification: Submit Form-1, Form-2 (specification), and Form-3
(details of foreign filings, if any) with supporting documents.

4. Examination: Request an examination within 48 months from the filing date.

5. Publication & Opposition: The application is published, and any objections or
opposition are addressed.

6. Grant of Patent: If all criteria are met, the patent is granted.

Examples: One of the most famous patents is Alexander Graham Bell’s for the
telephone, granted in 1876.

3. Copyrights

Definition:

Copyright protects original literary, artistic, musical, and cinematographic works, as well
as software and databases.

XY T P2 PP P R AR Y 2 A A T A L e R Y R Y
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Copyright

{Controls reproduction & distribution] [Proteots against unauthorized use] [Promotes creativity]

How To Apply In India:

1. Online Registration: Visit the Copyright Office portal and submit an application
with details of the work, along with Form XIV and prescribed fees.

2. Diary Number Issuance: A diary number is issued, and the application undergoes
scrutiny.

3. Examination & Objections: The registrar examines the application and resolves
objections (if any).

sy &y

4. Certificate of Registration: Once approved, the copyright is registered.
Examples:

e Books: Chetan Bhagat’s novels.

e Music: AR Rahman’s compositions.

e Films: Bollywood movies like "3 Idiots."

Why IP Protection Matters For Businesses In India:

e Global Market Expansion: Protects your brand and creations internationally.
o Economic Benefits: Enhances valuation for startups and established businesses.
e Legal Shield: Prevents misuse of your intellectual assets.

For more information and online filing, visit:

¢ India's IP Portal

o Copyright Office

4
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“Screw it, let’s do it!”
- Richard Branson

“Lots of companies don’t succeed over time. What do they fundamentally do wrong?
They usually miss the future.”
- Larry Page
“The secret to successful hiring is this: look for the people who want to

change the world.”

- Marc Benioff

Some Important Agreements For Founders

For Indian startup founders, having the right agreements in place is crucial for protecting
interests, ensuring smooth operations, and building trust among stakeholders. Here’s a
detailed explanation of the must-have agreements:

y &y

1. Founders Agreement

What is it?

A Founder Agreement outlines the roles, responsibilities, and expectations of all the co-
founders in a startup. It acts as a roadmap for managing the internal workings of the
founding team.

Founders Agreement

v
[ Defines roles & responsibilities] [Outlines equity distributionJ {Sets conflict resolution terms]

Why It’s Important:
e Prevents disputes among founders.

e Clearly defines ownership and equity distribution.

o Sets a framework for decision-making.
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Key Elements:
e Equity Distribution: Percentage of ownership for each founder.

e Roles and Responsibilities: Clear demarcation of tasks and functions.
e Vesting Schedule: Terms under which founders earn their equity over time.
o Exit Clauses: What happens if a founder leaves the company.

e Intellectual Property Assignment: Ensures all IP created by founders belongs to
the company.

e Decision-Making Process: Voting rights, major decision thresholds, etc.

Example Scenario:

Two co-founders decide to split equity 60:40 but also agree to a 4-year vesting schedule
with a 1-year cliff to ensure long-term commitment.

y A 4

2. Non-Disclosure Agreements (NDAS)

What Is It?

An NDA is a legal contract to protect confidential information shared between two or more
parties.

[ Non-Disclosure Agreement (NDA)}

e B

{Protects confidential information] {Prevents information misuse} [Defines confidentiality period]

Why It’s Important:

o Safeguards sensitive business information like trade secrets, client data, and
product plans.

e Builds trust when sharing information with employees, investors, or partners.

Key Elements:

o Definition of Confidential Information: Clearly lists what is covered.

4
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o Obligations of Receiving Party: Specifies how information can and cannot be used.
o Exclusions: Information that is publicly available or already known is not covered.

e Duration of Agreement: The time period during which confidentiality must be
maintained.

Example Scenario:

A startup signs an NDA with a potential investor before sharing their business model and
financial projections.

3. Memorandum of Understanding (MoU)

What is it?
An MoU is a preliminary agreement between two or more parties outlining their intent to
collaborate on a specific project or deal.

y vy

{Memorandum of Understanding (MOU)J

P B

[Establishes intent to collaborateJ [Outlines preliminary terms} ‘ Non-binding agreement}

Why It’s Important:
o Defines the terms of collaboration before entering into a formal agreement.

o Demonstrates mutual commitment to a project or partnership.

e Reduces misunderstandings by setting expectations.

Key Elements:
e Purpose of the MoU: Description of the intended collaboration or project.

e Roles and Responsibilities: What each party will contribute.
e Timeframe: Duration of the understanding.

« Non-Binding Nature: MoUs are generally non-binding unless stated otherwise.

4
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Example Scenario:

A tech startup signs an MoU with an NGO to collaborate on developing a mobile app for
rural education.

4. Shareholders’ Agreement

What Is It?

A Shareholders’ Agreement outlines the rights and obligations of the shareholders of a
company, ensuring transparency and fairness.

Shareholders Agreement

I

Defines shareholders' rights] [ Regulates share transfer [Protects minority shareholders]

y &y
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Why It’s Important:
e Prevents disputes between shareholders.

e Protects minority shareholders.

o Provides clarity on exit options and profit-sharing.

Key Elements:
e Shareholding Structure: Details of equity owned by each shareholder.

« Rights and Obligations: Voting rights, dividend policies, etc.
o Transfer of Shares: Restrictions on selling or transferring shares.
« EXxit Strategies: Terms for selling shares, drag-along, and tag-along rights.

o Dispute Resolution: Mechanisms to resolve conflicts among shareholders.

4
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Example Scenario:

An angel investor signs a Shareholders’ Agreement with a startup, including a clause
allowing them to exit after 5 years with a guaranteed minimum return.

Each of these agreements serves a unique purpose in protecting the interests of a startup
and its stakeholders. Startups in India should work with legal professionals to draft these
agreements to ensure compliance with local laws and regulations, such as the Companies
Act, 2013 and the Indian Contract Act, 1872.

Let’s understand Term Sheet

A term sheet is a crucial document in Indian startups, especially during fundraising, as it
lays the foundation for an investment deal between the startup and investors. It is a non-
binding agreement that outlines the key terms and conditions of a potential investment,
serving as a precursor to the legally binding agreements that follow.

Importance Of A Term Sheet In Indian Startups

y &y

1. Alignment of Expectations: Ensures both the startup founders and investors are
on the same page regarding investment terms.
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2. Faster Negotiation: Establishes a framework for discussions, avoiding
misunderstandings later.

3. Clarity of Terms: Clearly defines rights, obligations, and protections for both
parties.

Key Components of A Term Sheet

[Term Sheet Overview ]

!

1 Investment Terms ]

£

[ 2 Rights & Protections [Valuation ] [ Equity Stake ]

e

[ 3 Exit Strategy] [ Liquidation Preference] [Anti-DiIution CIauseJ

y
[Exit Rights (IPO/Acquisition)]
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A typical term sheet for Indian startups includes the following:

1. Investment Terms

o Valuation: The pre-money valuation (value of the startup before investment) and
post-money valuation (value after the investment).

e Investment Amount: The amount the investor plans to invest in the startup.

o Equity Stake: The percentage of the company the investor will own in exchange
for the investment.

2. Capital Structure

e Cap Table (Capitalization Table): A breakdown of the company’s ownership
structure before and after the investment, showing how shares are distributed
among founders, investors, and employees.

sy &y

o Dilution Terms: Explains how new investments or issuance of shares will affect
existing shareholders.

3. Governance Rights

o Board Representation: Specifies whether the investor will have a seat on the
board of directors.

e Voting Rights: Details about decision-making processes and if investors have
special voting rights (e.g., veto power on major decisions).

o Information Rights: The investor's right to access financial and operational data
periodically.

4
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4. Liquidation Preference

Defines how the proceeds will be distributed in the event of liquidation, merger, or
acquisition. Typical preferences include: ¢

5. Anti-Dilution Protection

Protects investors against a drop in share value during
future fundraising rounds. Common methods include:

1x Preference: The investor gets their money back first,
usually equal to the amount invested, before other

shareholders. ! I|’
L5

Participating or  Non-Participating:  Whether l\'
investors participate in additional proceeds after
their preference is satisfied.

Full Ratchet: Adjusts the price of earlier shares to the price of new, lower-priced
shares.

Weighted Average: Adjusts share value proportionately.

6. Founder Lock-In And Vesting

Lock-In Period: Specifies the period during which founders cannot sell their
shares.

Vesting Schedule: Often included to ensure founders earn their equity over time,
incentivizing long-term commitment.

7. Exit Rights

Defines the investor’s rights to exit the company and realize their returns.

Tag-Along Rights: Allows minority shareholders to sell their shares alongside
majority shareholders.

Drag-Along Rights: Allows majority shareholders to force minority shareholders
to sell their shares in a sale.

IPO Clause: Specifies if and when the startup will pursue an initial public offering
(IPO).

4
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8. Rights To Future Fundraising

o Right of First Refusal (RoFR): Investors get the first opportunity to buy shares if
founders or other shareholders sell their shares.

e Pro-Rata Rights: Allows investors to maintain their ownership percentage in
future funding rounds.

9. Conditions Precedent And Post-Closing

o Conditions Precedent: Lists actions the startup must complete before the
investment (e.g., legal compliance, due diligence).

e Post-Closing Obligations: Specifies actions post-investment, such as appointing
new directors or implementing governance policies.

10. Exclusivity and Confidentiality
o Exclusivity Clause: Ensures the startup does not negotiate with other investors for
a specified period.

o Confidentiality Clause: Both parties agree not to disclose the terms of the deal to
outsiders.

11. Break-Up Fee Or No-Shop Clause

Specifies penalties or restrictions if either party backs out of the deal or engages with other
potential investors during the exclusivity period.

12. Miscellaneous Clauses

e Dispute Resolution: Specifies the legal jurisdiction and method (e.qg., arbitration)
for resolving disputes.

e Governing Law: Typically follows Indian laws, such as the Indian Contract Act,
1872

Binding vs. Non-Binding Terms

e Non-Binding Terms: Investment amount, valuation, and general terms are
typically non-binding.

e Binding Terms: Clauses like confidentiality, exclusivity, and dispute resolution
are legally enforceable.
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Process After The Term Sheet

1. Due Diligence: Investors conduct financial, legal, and operational assessments of
the startup.

2. Definitive Agreements: Includes Shareholders’ Agreement, Subscription
Agreement, and other binding documents based on the term sheet.

3. Fund Transfer: Once agreements are signed and conditions met, the investor
transfers funds to the startup.

y I
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Conclusion

A term sheet is an essential milestone in a startup’s fundraising journey, offering clarity
and structure to negotiations. Indian startups must pay close attention to the terms,
especially around governance, dilution, and exit rights, to ensure they retain control while
securing necessary funding.

What Is ESOP?

Employee Stock Option Plan (ESOP) is a program that allows employees to purchase or
receive company shares at a predetermined price, often at a discount, after completing a
specified tenure. ESOPs are widely used by Indian startups to attract, retain, and motivate
talented employees while aligning their interests with the company’s growth.

\ Why Is ESOP Important For Indian Startups?
1. Talent Retention: Startups often can't match the salaries of larger companies. l
. ESOPs act as a long-term incentive. :

2. Ownership Mindset: Encourages employees to think and act like owners,
fostering a culture of accountability.

3. Cost-Effective Compensation: Helps startups conserve cash while offering
employees a significant financial upside.

4. Employee Loyalty: Vesting schedules ensure employees stay with the company
for a defined period.

5. Attracts Top Talent: Makes the company more appealing to highly skilled
professionals who value equity in high-growth ventures.

What Is Covered In An ESOP Agreement?

An ESOP agreement specifies the terms and conditions under which employees can acquire
shares. It typically includes:
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1 Eligibility Criteria

Defines who qualifies for ESOP}

Timeframe for earning shares]

Employee Stock Option Plan (ESOP) Agreement 2 Vesting Schedule

Cliff period before vesting starts}
Price to buy shares
\ 3 Exercise Price & Period ’

Time to exercise optionsJ

i

[
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Sell options during exit eventsJ

4 Exit & Liquidity Options]
Company buyback options ]
Rules if employee leaves]

Employee Stock Option Plan (ESOP) AgreementH 5 Treatment on Termlnatmn]

\

/

!

[

Forfeiture of unvested options]

Tax on exercised options ’

6 Tax Implications

Capital gains on sale}

4
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1. Grant Of Options
o Number of options granted to the employee.

o Exercise price (price at which the employee can buy the shares).

2. Vesting Schedule
o CIiff Period: Initial waiting period (e.g, 1 year) during which no shares vest.

o Regular Vesting: Shares vest in instalments after the cliff period (e.g, 25% after 1
year, then monthly or yearly thereafter).

3. Exercise Period

o Time frame within which employees must exercise their options after they vest (e.g,
1 year after vesting or 90 days after leaving the company).

4. Lock-In Period
e Specifies if employees must hold the shares for a certain period before selling.

y &y

5. Rights Of The Employee
o Voting rights, dividends, or transfer restrictions associated with the shares.

6. Exit Clauses

o Defines how employees can sell their shares during liquidity events like mergers,
acquisitions, or IPOs.

7. Termination Of Employment

e Specifies what happens to vested and unvested options if the employee resigns, is
terminated, or retires.

8. Confidentiality Clause
e Prohibits employees from disclosing details of their ESOP agreement.

9. Compliance with Laws

o Ensures that the ESOP complies with Indian laws, such as the Companies Act,
2013, and SEBI (Share Based Employee Benefits and Sweat Equity) Regulations,
2021, if applicable

1
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How ESOP Taxation Works In India
Taxation on ESOPs occurs at two stages:

1. At the Time of Exercise:

e Taxable as a Perquisite (Salary Income):
The difference between the Fair Market Value (FMV) of the shares on the
exercise date and the exercise price is treated as income.

Tax Rate: Based on the employee's income tax slab.
2. At the Time of Sale:

e Taxable as Capital Gains:
When the employee sells the shares, the difference between the sale price and the
FMV (as on the exercise date) is taxed as capital gains.

o Startups Eligible for Tax Deferral:
From the FY 2020-21, an employee receiving ESOPs from an eligible start-up need
not pay tax in the year of exercising the option.

Benefits Of ESOP For Employees

1. Wealth Creation: Employees gain financial rewards as the company’s valuation
grows.

2. Sense of Ownership: Employees feel more connected to the company's success.

3. Retirement Savings: ESOPs can serve as a long-term financial benefit.

Conclusion

ESOPs are a powerful tool for Indian startups to attract and retain talent while fostering a
culture of shared ownership and growth. However, both startups and employees should
carefully design and understand the ESOP agreement, keeping taxation and compliance in
mind. Working with legal and financial advisors is crucial to optimizing the benefits of
ESOPs for all stakeholders.

What Is An Escrow Account In Fundraising?

An escrow account is a temporary holding account managed by a neutral third party
(escrow agent) to safeguard funds during a transaction. In the context of fundraising, an
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escrow account ensures that the funds are securely held until all agreed-upon conditions
between the startup and the investor are met.

Key Features Of An Escrow Account In Fundraising:

1. Neutrality: Managed by a third party (bank, escrow company, or law firm) to
ensure fairness.

2. Conditional Release: Funds are disbursed only after meeting specific conditions,
such as:

o Completion of due diligence.
o Signing of definitive agreements (e.g., Share Subscription Agreement).
o Regulatory approvals, if required.

3. Security: Protects both the investors and the startup’s interests by ensuring
compliance with agreed terms.

y 4V 4

Why Escrow Accounts Are Used in Fundraising

1. Trust Building: Ensures that funds are held securely while terms of the deal are
finalized.

2. Mitigates Risk: Reduces the risk of disputes or fraud.

3. Compliance: Helps adhere to legal and regulatory requirements.

In Which Account Do Investors Transfer Funds During Fundraising?

1. Direct Company Bank Account:
After the completion of due diligence and signing of definitive agreements,
investors usually transfer the raised funds directly into the startup’s official
company bank account. This account must be in the name of the startup registered
under the Companies Act, 2013 in India.

2. Escrow Account (Optional):
o In cases where certain conditions or milestones need to be met before releasing
funds, the investment amount may first be transferred to an escrow account.

o Once conditions are met, the funds are transferred to the company’s main
account.
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Steps Involved In Fund Transfers During Fundraising:

1. Term Sheet Agreement: Initial terms are agreed upon by the startup and investor.

2. Definitive Agreements: Legal agreements like Shareholders' Agreement (SHA)
and Share Subscription Agreement (SSA) are signed.

3. Due Diligence: Verification of the startup’s financial, legal, and operational data.
4. Opening Escrow (if needed): An escrow account is set up to hold funds securely.

5. Transfer to Escrow (if applicable): Investors transfer funds to the escrow account,
where they remain until conditions are fulfilled.

6. Release of Funds: Funds are moved to the startup’s company bank account.

All the above documents are important for a business founder. Also, it is necessary that
a Business is compliant from Day 1 and keeps all the financial documents in place. A

Compliant business is preferred by investors.
Is your Business compliant or you are facing any challenges. Write us on

shweta@cashweta.co.in

Board Of Directors And Shareholders

Have you ever thought that if you are founder of Company, can you be both director as
well as shareholder. Can you add your family members as well and is it important that

the ratios should be equal. Let’s uncover answers to all the above questions

In the context of Indian startups, the roles of Board of Directors and Shareholders are
vital but distinct. However, they can overlap, as a person can be both a director and a
shareholder. Here’s a simple breakdown:
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Role Of The Board Of Directors (Bod)

Strategic Decision—MakingJ

Corporate Governance]

ﬂ Risk ManagementJ
Company Structure ]—b[ Board of Directors ]

\D[Compliance with Laws ’

Hiring & Oversight of Management]

Yy vy

Financial Oversight}

The Board of Directors is responsible for managing the company and making strategic
decisions.

Key Points:

1. Decision-Making: They handle operations, growth strategies, and major business
decisions.

2. Example: Launching a new product, raising funds, or entering new markets.

3. Compliance: Ensure the company follows Indian laws like the Companies Act,
2013.

4. Governance: Approve policies, budgets, and oversee the performance of the
management team.

5. Accountability: Directors are accountable to shareholders for the company’s
performance.

1
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Role of Shareholders
Shareholders are the owners of the company who invest capital by buying shares.

Capital Investment}

Voting on Major Decisions]

/—D[Proﬁt Sharing (Dividends)}
[ Company Structure H Shareholders ]

\b[Approval of Financial Statements}

Appointment/Removal of Directors]

y &y

Rights Issue Participation]

Key Points:

1. Voting Rights: They vote on major decisions like appointing directors, approving
mergers, or increasing capital.

2. Profit Sharing: Entitled to dividends (share of profits), if declared by the board.

3. Meetings: Attend Annual General Meetings (AGMs) and Extraordinary
General Meetings (EGMs) to discuss and approve key matters.

4. Ownership: They own a percentage of the company based on their shareholding.

4
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Can Shareholders And Directors Be The Same Person?
Yes, in Indian startups, the same individual can be both a shareholder and a director.

o For example, founders often act as directors (managing the company) and also own
shares as shareholders (holding ownership).

How They Work Together In Indian Startups
1. Decision-Making:

o The Board of Directors manages daily operations and proposes key decisions.

o Shareholders approve major decisions like issuing new shares or selling the
company.

2. Accountability:

o Directors report to shareholders on the company’s progress and financial health.

Yy &y

3. Overlap Of Roles:

o Insmall startups, founders are often both shareholders and directors, combining
ownership and management roles.

Conclusion

o Directors: Focus on running the business.
e Shareholders: Focus on ownership and financial returns.

e Overlap: In startups, founders often wear both hats, which simplifies governance
but requires clear roles to avoid conflicts.

You can add your family members as both Shareholder as well as a director. It is not
necessary that you need to give equal share. Your father can even have 1% stake in the
business and you can be 99% owner.

A Shareholder should have share certificate which clearly mentions the number of shares
that he holds. In future, if he wants to transfer the shares then these share certificates are
used and Share transfer deed is executed.

Shares can even be issued at premium.

y
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“Chase the vision, not the money; the money will end up following you.”

— Tony Hsieh

“When everything seems to be going against you, remember that the airplane takes off
against the wind, not with it.”

— Henry Ford

X
\
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L ' Fundraising Strategies

Bootstrapping Vs. External Funding: Pros And
Cons

Bootstrapping

Pros
- Full Control: 100% ownership and decision-making.
- Equity Preservation: Keep all profits.
- Financial Discipline: Smarter spending.
- Quicker Decision-Making: Faster market response.

\ Bootstrapping }

Using personal savings or company revenue

Cons
- Limited Resources: Slower growth.
- High Personal Financial Risk.

- Restricted Growth Opportunities.
- Burnout Risk: Handling everything alone.

. J

Pros
- Access to Capital: Funds for rapid growth.
- Shared Risk: Investors share financial risks.
- Networking and Mentorship: Industry expertise.
- Competitive Edge: More marketing and talent.

External Funding
Raising money from outside sources.

External Funding

Cons
- Loss of Control: Investors influence decisions.
- Equity Dilution: Reduced ownership.
- Pressure to Perform: High growth expectations.
- Complex Agreements: Legal complexities.

A T2 2 2 TP S PP e A Y e R Y e R e e S P A Y e e R sy
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Choosing between bootstrapping and external funding depends

On your business goals, industry, risk tolerance, and how much control you're willing to
give up.

Fundraising Options For Startups With Examples

[Startup Fundraising Options]

l

1 Bootstrapping (Self-Funding)

Founders use personal savings to fund the startup. -
Example: Mailchimp

Best for: Founders wanting full control.

l

2 Friends and Family
Raise funds from close connections early on.
Example: Jeff Bezos (Amazon)
Best for: Early-stage startups.

l

3 Angel Investors
High-net-worth individuals invest in early stages.
Example: Google (Andy Bechtolsheim)
Best for: Startups ready to scale.

l

4 Venture Capital (VC)
Firms invest large sums in high-growth startups.
Example: Uber
Best for: High-growth startups.

l

Yy &y

5 Crowdfunding
Raise small amounts from many people online.
Example: Pebble Smartwatch
Best for: Consumer products.
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6 Bank Loans
Borrow funds from financial institutions.
Example: Tesla
Best for: Startups with assets or revenue.

i

7 Government Grants & Subsidies
Non-repayable funds for innovation and impact.
Example: SpaceX (NASA)

Best for: Tech and social impact startups.

l

8 Accelerators & Incubators
Programs offering mentorship and seed funding.
Example: Airbnb, Dropbox (Y Combinator)
Best for: Startups needing guidance.

l

9 Corporate Partnerships
Collaborate with companies for market access.
Example: Spotify & Facebook
Best for: Strategic growth.

i

Revenue-Based Financing
Raise funds by sharing future revenue.
Example: Pipe
Best for: Startups with steady revenue.

~y &y

Matching Stages To Funding:

« Idea Stage: Bootstrapping (Mailchimp), Friends & Family (Amazon)
e Prototype/MVP: Angel Investors (Google), Crowdfunding (Pebble)
o Growth Stage: Venture Capital (Uber), Corporate Partnerships (Spotify)

e Revenue Stage: Bank Loans (Tesla), Revenue-Based Financing (Pipe)

:

A N
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Funding Stages: Seed Funding, Series A, B, C, and Beyond

Startups typically raise capital in multiple stages as they grow. Each funding round serves
a specific purpose and involves different types of investors.

Yy &y
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[Startup Funding Stages]

l

1 Pre-Seed Funding
Purpose: Idea development, product research, team building.
Investors: Founders, friends, family, early angel investors.

l

2 Seed Funding
Purpose: Product development, market research, first product launch.
Investors: Angel investors, seed funds, early VCs.

l

3 Series A Funding
Purpose: Scaling product, business model refinement, customer expansion.
Investors: VCs, angel investors.

l

4 Series B Funding
Purpose: Business growth, new markets, scaling operations.
Investors: Larger VCs, private equity.

l

5 Series C Funding
Purpose: International expansion, new products, acquisitions.
Investors: Late-stage VCs, hedge funds, private equity.

l

6 Series D & Beyond
Purpose: IPO prep, financial stability, strategic acquisitions.
Investors: Institutional investors, private equity.

l

7 Mezzanine Financing
Purpose: Funding for growth and projects pre-1PO.
Investors: Private equity, hedge funds, investment banks.

l

8 Initial Public Offering (IPO)
Purpose: Raise large capital, investor exits.
Investors: Public market investors.

A N
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Detailed Government Startup Loan And Funding Schemes In India

The Government of India has launched various schemes to encourage entrepreneurship and
support startups with financial assistance. Below is a detailed explanation of major startup
loan and funding schemes, along with examples and required documentation.

[Government Schemes for Startups]

— I

1 Startup India Scheme 2 Stand-Up India Scheme
Objective: Financial support, tax benefits, ease of doing business. Objective: Support for women and SC/ST entrepreneurs.

A 4 Y
Key Features: Key Features:
+ 10,000 crores Fund of Funds (FFS) « Loans from 10 lakhs to 1 crore
= Self-certification for compliance. « For greenfield enterprises.
\ 4 A 4
Example: Example:
Razorpay benefited through tax exemptions. Shubham Creations expanded with a 20 lakh loan.
A 4 A 4
Required Documents: Required Documents:
+ DPIIT Certificate + Identity Proof
« Incorporation Certificate « SC/ST/Women Proof
» Business Plan. » Business Plan.

[ Government Schemes for Startups ]

— I

3 MUDRA Loan (Micro Units Development and Refinance Agency) 4 CGTMSE (Credit Guarantee Fund Trust for MSEs)
Objective: Micro-credit for small businesses. Objective: Collateral-free loans for MSMEs.

A 4
Loan Categories:
+ Shishu: Up to 50,000
+ Kishor: 50,000 - 5 lakhs
« Tarun: 5 lakhs - 10 lakhs.

A
Key Features:
* Loan up to 5 crores
* 75%-85% loan guarantee.

A 4 \ 4

Example:
Food truck business received 2 lakh Kishor loan.

Example:
Textile unit got 50 lakh collateral-free loan.

y A 4
Required Documents: Required Documents:
« ID Proof * Business Registration
* Business Plan * Financial Statements
* Bank Statement. * Project Report.

TeoceRee
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[ Government Schemes for Startups ]

— i

5 Pradhan Mantri Mudra Yojana (PMMY) 6 SIDBI Make in India Soft Loan Fund for MSMEs (SMILE)
Objective: Funding micro-enterprises in trading, manufacturing, and services. Objective: Support MSMEs under 'Make in India' initiative.

Key Features: Key Features:
* Loan Types: Shishu, Kishor, Tarun * Minimum loan: 25 lakhs
« No collateral required. *+ Focus: Manufacturing and services sectors.
A
Example: Example:
Beauty salon secured 3 lakh Kishor loan. Tech-based machinery startup funded for expansion.

Required Documents: Required Documents:
* ID and Address Proof * Project Report

« Business Plan + Business Registration

* Bank Statements. * Financial Statements.

Government Schemes for Startups

7 Atal Innovation Mission (AIM) 8 TReDS (Trade Receivables Discounting System)
Objective; Promote innovation and entrepreneurship through incubation centers. Objective; Improve MSME cash flow through invoice discounting.
A J \
Key Features: Key Features:
« Grants for startups « Digital platform for invoice financing
+ Mentorship and guidance for scaling. + Early payments from corporates.
A J \
Example: Example:
Niramai (health-tech) benefited for product development. Small vendors used TReDS for working capital.
A\ J Y
Required Documents: Required Documents:
* Project Proposal * Business Registration Proof
+ DPIIT Recognition Certificate + Bank Account Details
+ Business Registration Documents. + KYC Documents.
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How To Apply For These Schemes?

1. DPIIT Registration: For Startup India benefits, register at Startup India Portal.

2. Prepare a Business Plan: A detailed business model and growth strategy.

3. Select a Scheme: Apply through respective portals or banks.

4. Documentation Submission: Submit the required documents online or at the bank.

These government schemes offer financial aid, tax benefits, and market support to
empower startups in India.

Where to Apply for Government Startup Loan and Funding Schemes in India
Here’s a detailed guide on how and where to apply for each government startup scheme:

1. Startup India Scheme

Application Portal: Startup India Portal

Sy &y

2. Stand-Up India Scheme
Application Portal: Stand-Up India Portal

3. MUDRA Loans (Pradhan Mantri Mudra Yojana)

Application Portal: Visit any public/private bank, NBFCs, or apply online
through: MUDRA Portal

4. Credit Guarantee Fund Trust for Micro and Small Enterprises (CGTMSE)

Application Portal: Apply through banks and NBFCs.

5. SIDBI Make in India Soft Loan Fund for MSMEs (SMILE)
Application Portal: SIDBI Official Website

6. Atal Innovation Mission (AIM)
Application Portal: AIM NITI Aayog

7. National Small Industries Corporation (NSIC) Subsidy

Application Portal: NSIC Portal

Note: CGTMSE Limit has now been increased to 10 crores.

4
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Incubation Centres and Accelerators: Meaning, Benefits, and Examples in India

The Startup Kit

1 Incubation Centres

Support for early-stage startups with infrastructure and mentorship.

l

|

Definition:

Provides workspace, mentorship, funding, and networking to startups.

l

Key Benefits:
* Workspace
+ Mentorship
* Networking
» Funding Support
* Business Development

l

-

Best For:
Startups at idea stage or with a prototype.

|

l

Top Incubation Centres in India:
1. NSRCEL (IIM Bangalore)
2. T-Hub (Hyderabad)

3. CIIE (IIM Ahmedabad)

4. Kerala Startup Mission
5. NASSCOM 10,000 Startups
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Support for scaling startups with funding and mentorship.

l

Definition:
Rapid business scaling through mentorship, funding, and market access.

l

Key Benefits:
* Seed Funding
* Mentorship
* Networking
+ Market Exposure
» Structured Growth

Best For: l

[ 2 Startup Accelerators J

y &y

Startups with an MVP looking to scale.

l

Top Accelerators in India:
1. Y Combinator India
2. Techstars India
3. GINSERV
4, TLabs
5. Axilor Ventures

4
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Difference Between Incubators And Accelerators

b Usually no equity taken
Requirement y quity

Aspect Incubation Centres Accelerators
Stage of Startup Early-stage or idea stage Growth-stage with MVP ready
Duration Flexible (1-2 years) Fixed (3—6 months)
Equity Equity is taken in exchange

for funding

Funding Grants or seed funding

y &y

Seed funding or venture
funding

Product development, business

Focus .
model validation

Market scaling and business
growth

Pace Moderate growth

Rapid growth and scaling

When To Choose Incubators Or Accelerators?

e Choose an Incubator if:

o You are in the idea or prototype stage.

o You need help building a product, forming a business model, and navigating

the startup ecosystem.

o You prefer long-term support without giving up equity.

e Choose an Accelerator if:

o You have a product/MVP and need funding and market access.

o You’re ready for rapid scaling in a competitive market.

4
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o You’re willing to give up a small portion of equity for funding and mentorship.

Example:

e Incubation: A food-tech startup with only a concept joins NSRCEL (IIM
Bangalore) for product development support.

e Acceleration: A fintech startup with a working app joins Axilor Ventures to raise
funds and expand its user base.

Both incubators and accelerators are essential for startup growth at different stages,
offering tailored support based on business needs.

Equity Dilution And Ownership Control For Indian Startup Founders

What is Equity Dilution?

Equity dilution occurs when a startup issues additional shares to new investors, reducing
the ownership percentage of existing shareholders, including the founders. Although
founders still own shares, their percentage of ownership in the company decreases.

y &y

How Ownership Control Works

Ownership control depends on the percentage of shares a founder holds. As founders raise
funds by selling equity, they might lose decision-making power if they give up too much
ownership.

e Majority Ownership (51%+): Founders retain control over key decisions.

e Minority Ownership (<50%): Founders may need approval from investors for
major decisions.

Example of Equity Dilution

Scenario:

e Two founders start a company, TechSpark, with 100% ownership split equally
(50%-50%).

e They decide to raise 2 crores in seed funding by giving 20% equity to an investor.

1
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Before Funding:
e Founder A: 50%

o Founder B: 50%
After Funding (Post-Dilution):

o Founder A: 40%

o Founder B: 40%

e Investor: 20%
Impact:

o Both founders now own less of the company.

« If they raise another round, ownership will dilute further.
Further Dilution Example (Series A):

e They raise X5 crores by giving away 25% equity.

Yy &y

New Ownership:
o Founder A: 30%
o Founder B: 30%

e Seed Investor: 15%

e Series A Investor: 25%

Balancing Ownership and Funding

1. Control Agreements: Founders can use founder agreements and voting rights
to maintain decision-making power.

2. Limited Equity Sales: Raising funds in smaller amounts can help control dilution.

3. Convertible Notes: Raising funds without immediately giving away equity.

Real-Life Example: Flipkart
e Founders Sachin Bansal and Binny Bansal owned 100% at the start.

e With each funding round, their ownership reduced as they raised billions from
investors.

1
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o By the time Walmart acquired Flipkart in 2018, Sachin Bansal had to exit, and the
Bansals had little control due to heavy dilution.

Key Takeaways
o Equity dilution reduces ownership but brings in funds for growth.

e Maintaining control requires careful planning of funding rounds and equity
distribution.

o Founders should balance between raising capital and keeping decision-making
power.

“Don’t find customers for your products, find products for your customers.”

§
§
i
:

— Seth Godin

y &y

“Do not be embarrassed by your failures, learn from them and start again.”

— Richard Branson

What have been your key learning until now from this book?

Have you got answers to your questions that you were looking for?
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1. Profit & Loss Statement, Balance Sheet, and

The Startup Kit

Mastering Finance For Startups

Cash Flow Statement Explained

As a founder, it is very important for you to understand this

s
.
i i 8
terms and the data in this because these reports speak volumes :
.
about your Business §
.
. . . . . . s
Understanding financial statements is crucial for any founder to make informed §
business decisions. Let’s break down each of these statements with examples to clarify E
their purpose and how they interconnect.
L]
8
Financial Statements Overview
:
v

1 Profit & Loss Statement 2 Balance Sheet 3 Cash Flow Statement H
Measures profitability over a period. Snapshot of financial health at a point in time. Monitors cash movements. ¢
8

Y A 4 Y

{Revenue & Expenses: Tracks all income and costs. ] Assets: Resources owned by the campany.} [Operating Activities: Cash from core business.]

4 v y s
{Net Profit/Loss: Shows overall proﬁtahi\ity.] {Liabilit\’es: Company's debts and obligations.} {Investing Activities: Cash spent on assets.] :

\ | A 4 \

[Business Performance: Assesses operational eﬁiciency.]

[Equity: Net worth to shareholders.]

[ Financing Activities: Cash from funding and Ioans.]

Profit & Loss Statement (P&L Statement)

Also known as the Income Statement, this document shows a company’s revenues, costs,
and expenses over a specific period. It reveals whether the business is making a profit or a
loss.

X222 XX 2 R XX 2R Y2 Xy ss Y]
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Structure:
o Revenue/Sales: Income from selling products/services.

e Cost of Goods Sold (COGS): Direct costs of producing goods or services.

e Gross Profit: Revenue - COGS.

o Operating Expenses: Rent, utilities, marketing, salaries, etc.

e Operating Income: Gross Profit - Operating Expenses. :

o Net Profit: Operating Income - Taxes & Interest.

Example:
Imagine a startup that sells eco-friendly water bottles.

¢ Revenue: %10,00,000
e COGS: %4,00,000 (manufacturing costs)
e Gross Profit: 26,00,000
e Operating Expenses: %2,00,000 (marketing, salaries, rent)
e Net Profit: ¥4,00,000
This P&L statement indicates that the company is profitable.

Balance Sheet

A snapshot of a company’s financial position at a specific point in time. It details assets,
liabilities, and equity.

Structure:
e Assets: What the company owns (cash, inventory, property).

o Liabilities: What the company owes (loans, payables).

o Equity: Owner’s share after liabilities are subtracted from assets.

1
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Formula:
Assets = Liabilities + Equity
Example:
For the same eco-friendly bottle startup:
e Assets:
o Cash: %5,00,000
o Inventory: 32,00,000

o Equipment: %3,00,000
o Total Assets: 210,00,000

« Liabilities:
o Bank Loan: %4,00,000

o Supplier Payables: X1,00,000
o Total Liabilities: %5,00,000

Yy &y

e Equity: %5,00,000 (Assets - Liabilities)

This balance sheet shows the business is financially balanced and stable.

Cash Flow Statement

Tracks the inflow and outflow of cash, helping founders understand how money moves
within the business.

Structure:

e Operating Activities: Cash from core business operations.
e Investing Activities: Cash used for investments in assets.

e Financing Activities: Cash from loans, investors, or equity.

Example:
e Operating Cash Flow: %3,00,000 (from sales)

4
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e Investing Cash Flow: -X2,00,000 (buying new machinery)
e Financing Cash Flow: %1,00,000 (bank loan)

¢ Net Cash Flow: %2,00,000

This statement shows that despite spending on machinery, the business still has positive
cash flow due to strong sales and funding.

Comprehensive Financial Statements for a Company

Let's create a detailed Profit & Loss Statement (P&L), Balance Sheet, and Cash Flow
Statement for a fictional company, GreenTech Pvt. Ltd., a startup that manufactures
solar-powered gadgets.

1. Profit & Loss (P&L) Statement

Yy &y

For the Year Ending March 31, 2024

Particulars Amount %)
Revenue (Sales) 50,00,000
Less: Cost of Goods Sold (COGS) 20,00,000
Gross Profit 30,00,000

Less: Operating Expenses

- Salaries 6,00,000

- Rent 2,00,000

- Marketing & Advertising 3,00,000
- Utilities 50,000

4




The Startup Kit

Particulars Amount (%)
- Depreciation 1,50,000
Total Operating Expenses 13,00,000
Operating Profit (EBIT) 17,00,000
Less: Interest Expense 1,00,000
Profit Before Tax (PBT) 16,00,000
Less: Taxes (30%) 4,80,000
Net Profit 11,20,000

V AV 4

Explanation of P&L Statement Components
e Revenue: Total income from sales of solar gadgets.

e COGS: Direct costs like raw materials, assembly, and packaging.
e Gross Profit: Profit after deducting COGS from revenue.
e Operating Expenses: Indirect costs such as salaries, rent, and marketing.

o EBIT (Earnings Before Interest and Taxes): Profit from operations before debt
payments.

e Interest Expense: Cost of borrowing funds.

o Net Profit: Final profit after taxes.

2. Balance Sheet

As of March 31, 2024
Assets

Particulars Amount %)

Current Assets:
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Particulars Amount (%)
- Cash & Bank Balances 4,00,000
- Accounts Receivable (Customers) 3,00,000
- Inventory 5,00,000
Total Current Assets 12,00,000

Non-Current Assets:

- Machinery & Equipment 10,00,000

- Less: Accumulated Depreciation (1,50,000)

Net Machinery Value 8,50,000

V A 4

Total Assets 20,50,000

Equity and Liabilities

Particulars Amount %)
Equity:
- Share Capital 10,00,000
- Retained Earnings 5,00,000
Total Equity 15,00,000
Liabilities:
- Bank Loan 4,00,000
- Accounts Payable (Suppliers) 1,50,000
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Particulars Amount (%)
Total Liabilities 5,50,000
Total Equity & Liabilities 20,50,000

Explanation Of Balance Sheet Components

o Assets:
o Current Assets are short-term resources (cash, receivables, inventory).
o Non-Current Assets are long-term investments (machinery).
o Liabilities:
o Current Liabilities are debts due within a year (supplier payments).
o Non-Current Liabilities are long-term debts (bank loans).

e Equity: Capital invested by owners and accumulated profits.

Key Formula:
Assets = Liabilities + Equity = 20,50,000 =5,50,000 + %15,00,000

3. Cash Flow Statement

For the Year Ending March 31, 2024

Particulars Amount (%)

Cash Flow from Operating Activities:

- Net Profit 11,20,000
- Add: Depreciation 1,50,000
- Increase in Accounts Payable 50,000
- Less: Increase in Accounts Receivable (2,00,000)

4
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Particulars Amount (%)
- Less: Increase in Inventory (2,00,000)
Net Cash from Operations 10,20,000

Cash Flow from Investing Activities:

- Purchase of Machinery (5,00,000)

Net Cash from Investing (5,00,000)

Cash Flow from Financing Activities:

\ - Bank Loan Taken 4,00,000 g
~ Net Cash from Financing 4,00,000 E'
Net Increase in Cash 9,20,000
- Opening Cash Balance 80,000
Closing Cash Balance 10,00,000

Explanation Of Cash Flow Components

e Operating Activities: Core business cash inflows and outflows. Positive cash flow
here means healthy business operations.

e Investing Activities: Money spent on assets like machinery. Negative cash flow is
normal here when investing in growth.

e Financing Activities: Cash from loans or investor funding. Positive cash flow here
reflects external funding.

e Net Cash Flow: Indicates how cash has increased or decreased during the year.
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& Key Insights for Founders
1. Profitability Check: Net profit of *11,20,000 shows the company is profitable.

2. Financial Health: A solid balance between assets and liabilities ensures long-term
stability.

3. Cash Management: Strong cash flow from operations supports sustainable
growth.

4. Debt Management: Moderate use of loans (%4,00,000) helps fund expansion
without risking liquidity.

Key Financial Ratios Explained With Examples

Using the financial statements of GreenTech Pvt. Ltd., let’s calculate and explain
essential financial ratios. These ratios help founders evaluate profitability, efficiency,
liquidity, and market performance.

Yy &y

1. Profitability Ratios

a) Gross Profit Margin
Measures how efficiently a company produces and sells its products.

Formula:

Profit
Gross Profit Margin = (7(}1.085 rot ) x 100
Revenue

Calculation:

30,00, 000

50.00.000 % 100 = 60%

Interpretation:

For every X1 of sales, GreenTech earns 20.60 after covering production costs. A 60%
margin indicates strong production efficiency.

Ideal Range:
e 40%-60% for product-based startups.

e 70%-90% for service-based startups (due to lower production costs).
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b) Operating Profit Margin (EBIT Margin)

Shows how much profit a company makes from operations before paying interest

and taxes.
Formula:
EBIT
Operating Profit Margin = ( 7) x 100
Revenue

Calculation:

17,00, 000

It 1 = 34

50,00, 000 100 = 34%

Interpretation:

34% of sales revenue remains after covering operating costs, reflecting solid operational
performance.

V 4 4

Ideal Range:
o 159%-259% for most industries.

o Higher in niche markets or SaaS companies.

c) Net Profit Margin (PAT Margin)

Indicates the percentage of revenue that becomes net profit after all expenses.

Formula:
Net Profit
Net Profit Margin = (ﬁ) x 100
Revenue
Calculation:
11,2
» 20,000 x 100 = 22.4%

50,00, 000
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Interpretation:
GreenTech retains 20.224 for every X1 earned, reflecting healthy profitability.

Ideal Range:
e 10%-20% for most startups.

o Higher margins for scalable tech or SaaS models.
EBITDA Margin '

Focuses on core profitability by excluding non-operating expenses like interest, taxes, and
depreciation.

Formula: :

\ EBITDA = EBIT + Depreciation :
1

2

EBITDA Margin = @ x 100 ;

‘ Revenue :
:

Calculation: E

17,00,000 + 1, 50,000 = 18, 50,000

18,50, 000

S T 100 =
50,00, 000 ~ 100 =37%

Interpretation:

A 37% EBITDA margin shows strong operational efficiency before accounting for
financing and tax costs.

Ideal Range:
e 20%-30% for healthy growth-stage startups.

o Higher for SaaS and digital businesses.

{ 2. Liquidity Ratios

a) Current Ratio

Measures the company’s ability to pay short-term obligations.
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Formula:
Current Assets
t Ratio =
Current Ratio Current Liabilities
Calculation:
12,00, 000 B
1,50,000

Interpretation:

An 8:1 ratio means GreenTech can cover its current liabilities eight times over, indicating
excellent liquidity. Ideal ratio for banks and other to be considered is 1.33 or 1.5: 1. Which
means that for every 100 Rs liability you have Rs 150.

Yy &y

Ideal Range:
e 1.5-2.5 (indicates enough liquidity without holding excess idle assets).

b) Quick Ratio (Acid-Test Ratio)
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Evaluates short-term liquidity without relying on inventory.

Formula:

Current Assets — Inventory

Quick Ratio =

Current Liabilities

Calculation:

12,00, 000 — 5,00,000  7,00,000

~ 4.67
1,50,000 1,50,000

Interpretation:

A ratio of 4.67 means GreenTech can easily meet short-term obligations without selling
inventory.

1
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Ideal Range:

e 10-20

< 3. Solvency Ratios
a) Debt-to-Equity Ratio
Shows the balance between debt and owner’s equity.

Formula:

Total Liabilities

Debt-to-Equity Ratio = :
Equity

Calculation:

5,50,000
15,00,000 0.37

y vy

Interpretation:

A ratio of 0.37 means GreenTech uses 20.37 of debt for every X1 of equity, reflecting a
low-risk financial structure.

Ideal Range:
e 0.5-1.5 for startups.

o Lower ratios indicate less financial risk.

b) Interest Coverage Ratio
Indicates how easily a company can pay interest on its debt.
Formula:
EBIT
Interest Coverage Ratio =
Interest Expense

Calculation:

17,00, 000

— =17

1,00, 000

4
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Interpretation:

GreenTech can cover its interest payments 17 times, suggesting excellent debt repayment
ability.

Ideal Range:

e 3.0 or higher.
o Higher indicates a better ability to cover debt obligations.

4. Efficiency Ratios

a) Inventory Turnover Ratio

Measures how efficiently inventory is managed.

\ Formula: .
Inventory Turnover = COGS :
Average Inventory
Calculation:
20,00,000 A
5,00,000

Interpretation:

GreenTech sells and replaces its inventory 4 times a year, reflecting effective inventory
management.

Ideal Range:

e 4 -6 times/year for product-based startups.
« Higher in fast-moving consumer goods (FMCG).
b) Accounts Receivable Turnover Ratio

Assesses how efficiently the company collects payments from customers.
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Formula:
Revenue
ivables T =
Receivables Turnover Accounts Receivable

Calculation:

50, 00, 000

—— =~ 16.

3,00, 000 0.67

Interpretation:

GreenTech collects its receivables about 17 times annually, showing efficient credit
control.

Ideal Range:
e 8-12times/year.

y vy

{ 5. Market Ratios

a) Price-to-Earnings (P/E) Ratio
Reflects how much investors are willing to pay for X1 of earnings.

Formula:

Market Price per Share
Earnings per Share (EPS)

P/E Ratio =

Assumption:
e Market Price per Share = 3200

o Total Shares =1,00,000
e Net Profit =%11,20,000

EPS Calculation:

11, 20,000

= X11.20
1, 00,000

P/E Calculation:

4
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Interpretation:

Investors are paying I17.86 for every X1 of GreenTech's earnings, indicating market
confidence.

Ideal Range:
e 15— 25 for stable industries.

e 2550+ for high-growth startups.

b) Return on Equity (ROE)
Measures profitability relative to shareholders' equity.

Formula:

ROE — (Net Profit) < 100

Equity

y &y

Calculation:

11,20, 000
25 100 ~ 74,
15,00, 000 x 100 ~ 74.67%

Interpretation:

A high ROE of 74.67% shows GreenTech efficiently uses shareholders’ funds to generate
profit.

Ideal Range:
e 15% — 25%

@ Key Takeaways for Founders
1. Monitor Financial Ratios Regularly to spot weaknesses early.

2. Align Ratios with Industry Standards to benchmark performance.

3. Improve Ratios Through Strategic Action (cost control, revenue growth, debt
management).

4. Use the Right VValuation Methods to attract investors and set realistic funding goals.

1
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_____ ; Scaling Your Startup

Financial Forecasting and Cash Flow Management
Strategies

Effective financial forecasting and cash flow management are

critical for startups to survive, grow, and scale. Let's dive into

how founders can leverage these tools for success.

T2 2 P e e Ry 2ty

4 1. Financial Forecasting

y 4V 4

What is Financial Forecasting?

Financial forecasting involves predicting future revenue, expenses, and profitability to
guide business decisions. It helps in setting financial goals, securing funding, and managing
risks.

Why Is It Important For Startups?
e Helps in resource allocation.

e Assists in fundraising by providing realistic projections.

o ldentifies potential cash shortages.

o Guides strategic planning.

@ 2. Cash Flow Management Strategies

What is Cash Flow Management?

It involves monitoring, analyzing, and optimizing how cash moves in and out of the
business to ensure liquidity and solvency.
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Why Is It Important For Startups?
e Prevents cash shortages that can cripple operations.

o Ensures timely payments to suppliers and employees.

e Helps in managing debt effectively.

Key Cash Flow Management Strategies
a) Speed Up Receivables

b) Control Expenses
c) Maintain an Emergency Fund
d) Inventory Management

e) Extend Payables Without Penalties

f) Lease vs. Buy Decisions

=3 Working Capital Management for Startups

What is Working Capital?

Working Capital represents the funds available for a company to manage its day-to-day
operations

Components of Working Capital

1. Current Assets:
o Cash & Bank Balances (immediate liquidity)

o Accounts Receivable (pending customer payments)
o Inventory (raw materials, finished goods)

2. Current Liabilities:
o Accounts Payable (payments to suppliers)

o Short-term Loans

o Accrued Expenses (unpaid bills, salaries)

4
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{ Working Capital Gap

What is the Working Capital Gap (WCG)?

The Working Capital Gap is the difference between a company's current assets and its
current liabilities when the available funds are insufficient to cover daily operational
expenses.

Formula:
Working Capital Gap = Current Assets — Current Liabilities

Why Does a Working Capital Gap Occur?
o Delayed Payments from customers (high accounts receivable).

e Excess Inventory tying up funds.

e Short Payment Terms with suppliers.

y A 4

o Rapid Business Growth without sufficient funding.

> How Startups Can Manage Working Capital

1. Efficient Inventory Management

2. Speed Up Accounts Receivable

3. Extend Accounts Payable Without Penalty

4. Secure Short-Term Financing

5. Control Operating Expenses

6. Improve Cash Flow Forecasting

Bank Loan Funding:

For Indian startups and SMEs, banks offer various funding solutions to support growth,
manage operations, and expand into new markets. Understanding these loan products and
selecting the most suitable option is critical for sustainable business growth.

1
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Loan Type Best For Loan Collateral Interes
Amount t Rate
Term Loan Business | 10 Lakh — Yes (Assets) 9%—
expansion, %5 Crore 15%
asset
purchase
Working Capital Loan | Managing %5 Lakh — Yes 10%—
operational %2 Crore (Stock/Receivables) 16% :
costs
Cash Credit (CC) Regular %5 Lakh — Stock, Receivables 9%-—
working %2 Crore 15% :
capital :
needs :
i
Overdraft (OD) Managing %1 Lakh — Term Deposits, 8%-— §
short-term | %5 Crore Assets 14% :
cash :
shortages :
Overdraft Against Temporary | Up to 90% Fixed Deposit FD
Term Deposit liquidity of FD Rate +
without 1-2%
breaking
FD H
:
Gold Loan (Business Quick %10,000 — | Gold Ornaments/Bars | 7%-— :
Purpose) funding for | %1 Crore 12% :
small :
businesses ]
Mudra Loan (PMMY) | Micro/smal | 50,000 — No 8%—
| businesses | 10 Lakh 12%
MSME Loan SMEs for | %10 Lakh — | Optional (CGTMSE) 9%-— H
scaling 5 Crore 14%
operations i
]
]
¢
]
i
E
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Equipment/Machiner | Machinery | %5 Lakh — | Machinery/Equipmen | 10%-—
y Loan purchase 2 Crore t 15%
Invoice Financing Bridging Based on No 12%-—
payment invoices 18%
cycles

Letter of Credit (LC) Import- Transaction | Yes (Margin Money) | Fees-
export -based based

businesses
Bank Guarantee (BG) | Contract- | Transaction Yes Fees-
based -based based

businesses

Choosing the Right Funding Option

Business Need

Ideal Loan Option

Short-term cash flow gaps

Overdraft (OD), Cash Credit (CC)

Long-term expansion

Term Loan, Equipment Loan

Quick, collateral-free funding

Mudra Loan, MSME Loan, Gold Loan

Trade finance

Letter of Credit (LC), Bank Guarantee

Seasonal business operations

Working Capital Loan, Overdraft (OD)

Avoiding FD withdrawal

Overdraft Against Fixed Deposit

Import-export transactions

Letter of Credit (LC

> 1. How to Improve Loan Eligibility

a) Maintain a Strong Credit Score

Why It Matters:

Banks check the CIBIL score or credit score to assess the borrower's

creditworthiness. A high score improves trust in your repayment ability.
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Ideal Credit Score:
e 750 and above for easy loan approvals.

How to Improve:

o Pay existing EMIs and credit card bills on time.

e Avoid applying for multiple loans in a short time.

o Keep credit utilization below 30% of the credit limit.

b) Keep Business Financials Updated and Transparent
Why It Matters:

Banks review financial documents to assess the financial health of a business.

Key Financial Documents:

e Profit & Loss Statement (Last 2-3 years)

Yy &y

o Balance Sheet
e Cash Flow Statement
e Income Tax Returns (ITR) for the last 2-3 years

e GST Returns

How to Improve:

« Maintain accurate bookkeeping and hire a professional accountant if needed.

o File taxes on time and ensure all filings are error-free.

¢) Reduce Existing Debt
Why It Matters:

A lower debt burden increases your repayment capacity.

How To Improve:

o Repay outstanding loans or credit card debts.

e Avoid taking multiple loans at the same time.

y
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d) Choose the Right Loan Product

Why It Matters:

Applying for the wrong type of loan leads to rejection.

How to Improve:

2. Mistakes To Avoid When Applying For A Loan :
1.

y &y

{ Checklist for a Business Loan Proposal

2.

For working capital, apply for Overdraft (OD) or Cash Credit (CC).
For expansion, choose a Term Loan or Equipment Loan.

For small needs, opt for Mudra Loan or Gold Loan.

Incomplete Documentation — Leads to immediate rejection.

Applying for the Wrong Loan Product — Misaligned loans reduce approval
chances.

Overleveraging Debt — Too much existing debt signals high risk.
Ignoring Credit Score — A poor credit score harms credibility.

Not Explaining Fund Utilization Clearly — Vague plans create doubt.

Section Included (v /X)

Cover Letter

Business Profile

Detailed Business Plan

Loan Requirement & Fund Utilization

Financial Statements (Past & Projected)
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Collateral Details v 1 X (if applicable)

Repayment Plan

Owner/Founder Profile

Legal Documents

SWOT Analysis (Optional)

Some Awesome Tax Strategies For Founders And Company

1. Purchase Of Car In Individual Name But Used For Business

Strategy:

y 4V 4

e Buy a car in the founder’s or director’s personal name but use it primarily for
business purposes.

ccevee

e The company can claim depreciation and running expenses (fuel, maintenance,
insurance) if there is proof of business use.

Legal Backing:

e CIT vs. Abhishek Industries Ltd. (2006) 286 ITR 1 (P&H): The court allowed
business expense claims if the asset is used for business, regardless of ownership.

e Malabar Fisheries Co. vs. CIT (1979) 120 ITR 49 (SC): Expenses must be for the
purpose of business to qualify for deductions.

Risk Mitigation:
e Maintain a logbook showing business use.

o Pay vehicle-related expenses directly from the business account.

e Use it for business purpose

y
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2. Using Family Members as Consultants or Employees

Strategy:
o Employ family members in the business and pay them salaries or professional fees.

« Reduces taxable profits while distributing income into lower tax slabs.

Legal Backing:
e Sassoon J. David & Co. Pvt. Ltd. vs. CIT (1979) 118 ITR 261 (SC): Salary
payments are deductible if paid for legitimate services.

e ITO vs. Kiran D. Shroff (2003) 84 ITD 166 (Mum): Hiring family members for
genuine work is tax-allowable.

3. Paying Rent to Director or Family Member (Section 30)

Strategy:
e Rent the business premises from the director or family member.

y &y

e The company can claim rent as a deductible expense, and the family member pays
tax at lower slab rates.

Legal Backing:

e J.R. Subramanya Bhat vs. CIT (1987) 165 ITR 571 (Karnataka HC): Allowed rent
payment to close relatives if it is reasonable and legitimate.

Tip:
o Draft a formal rental agreement and pay rent through bank transfer.

4. Split Income via Hindu Undivided Family (HUF)

Strategy:

o Create an HUF to divert certain incomes like rent, interest, and dividends, lowering
the overall tax burden.

e Businesses can pay rent or interest to the HUF, and the HUF pays tax separately.

Legal Backing:

e CIT vs. Smt. Pushpawati (2004) 268 ITR 388 (Delhi HC): HUF income splitting
is legitimate if properly structured.
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5. Opt for Presumptive Taxation (Section 44AD/44ADA)

o Small businesses and professionals can opt for presumptive taxation to reduce tax
liability and compliance burdens. 44AD is available for Sole proprietorships,
Partnerships and LLP. (Turnover criteria: 3 crore)

44ADA is available for Sole proprietorships & Partnerships.

6. Optimize Salary Structures
Design employee compensation with tax-free components:

1. House Rent Allowance (HRA)

2. Leave Travel Allowance (LTA)

3. Meal Vouchers (up to 50 per meal)

7. Tax Exemptions for Startups (Section 80-1AC)

e 100% tax exemption on profits for any 3 consecutive years out of the first 10 years
for DPIIT-recognized startups.

y vy

e Turnover must be below 100 crores.

8. Opt for Lower Corporate Tax Rates (Section 115BAA & 115BAB)

e 22% Corporate Tax Rate (Section 115BAA):Companies can opt for a flat 22%
tax rate (plus surcharge and cess) by giving up certain deductions and exemptions.

e 15% Tax Rate for New Manufacturing Units (Section 115BAB):
New manufacturing companies incorporated after October 1, 2019, can pay a
reduced tax rate of 15% if they begin operations before March 31, 2024.

9. Paying Directors' Remuneration And Consultancy Fees

Strategy:

e Pay consultancy fees or performance-linked bonuses to directors and key
employees to reduce taxable profits.

e These payouts are deductible under business expenses.
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Legal Backing:

e Sassoon J. David & Co. Pvt. Ltd. vs. CIT (1979) 118 ITR 261 (SC):
Salary and bonuses paid for genuine services are deductible.

10. Director's Loan to Company Instead of Equity

Strategy:
o Instead of injecting equity, founders can provide loans to the company.

o The company can pay interest, which is a deductible expense, reducing taxable
income.

Legal Backing:

e CIT vs. Motor Credit Co. (P) Ltd. (1981) 127 ITR 572 (Madras HC):
Allowed interest deduction on directors’ loans.

11. Claim Preliminary Expenses (Section 35D)

Strategy:

o Deduct startup expenses (legal fees, market research, registration costs) over 5
years.

e Reduces taxable income during the initial years.

Legal Backing:
e Section 35D of the Income Tax Act allows amortization of preliminary expenses.

12.Convert Sole Proprietorship to LLP or Private Limited Company

Strategy:

e Convert to an LLP or Private Limited Company to access tax deductions, better
funding, and lower personal liability.

e LLP profits are taxed only once (no Dividend Distribution Tax).
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Legal Backing:
o Section 47(xiiib): Allows tax-free conversion of proprietary firms into LLPs.

Taxes are not difficult if planned and managed the right way.

Staying compliant with taxes and laws if the right way of Business

Some Killer Marketing Strategies Used By Brands
To Be Taken As An Inspiration

1. Dropbox — Referral Marketing Masterclass

Strategy:

Dropbox offered free extra storage to users who referred friends. Both the referrer and the
new user received additional space.

Impact:
e 60% of sign-ups came from referrals.

e Grew from 100,000 to 4 million users in just 15 months.

Lesson for Business Owners:

o Leverage incentivized referrals to turn existing customers into brand
ambassadors.

2. Airbnb — Hacking Craigslist for Growth

Strategy:

Airbnb exploited a loophole in Craigslist by allowing users to cross-post their Airbnb
listings to Craigslist, tapping into its massive audience.

Impact:

o Helped Airbnb explode in popularity in the early days.
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o Led to rapid user acquisition without significant marketing spend.

Lesson for Business Owners:
« Piggyback on larger platforms to access an existing user base.

3. Dollar Shave Club - Viral Video Marketing

Strategy:

Launched a low-budget but hilarious viral video explaining their product and service in a
relatable and entertaining way.

Impact:
e The video garnered 12,000 orders in 48 hours.

e Sold to Unilever for $1 billion.

Yy &y

Lesson for Business Owners:
e Aclever, authentic video can go viral and build massive brand awareness.

4. Tesla — Zero Ad Spend, Maximum Impact

Strategy:

Tesla relied on Elon Musk’s personal brand, social media engagement, and word-of-
mouth instead of traditional advertising.

Impact:
e Built a global cult following.

e Tesla became the most valuable automaker without traditional marketing.

Lesson for Business Owners:
e Founders as influencers can be a cost-effective and powerful marketing tool.

4
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5. Tinder — Campus Ambassador Strategy

Strategy:

Tinder hosted exclusive college parties where entry was granted only if attendees
downloaded the app.

Impact:
e Achieved 50% adoption on college campuses within weeks.

o Sparked viral word-of-mouth growth.

Lesson for Business Owners:
o Target tight-knit communities for rapid organic growth.

6. OYO Rooms — Aggressive Guerrilla Marketing
Strategy:
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OYO directly partnered with budget hotels, rebranded them, and aggressively marketed s
across cities with street ads and college events.

Impact:
e Scaled to over 23,000 hotels across India.

e Became one of India’s biggest hospitality brands.

Lesson for Business Owners:
« Combine offline guerrilla marketing with tech to dominate traditional sectors.

7. Paytm — Leveraging Demonetization

Strategy:

During India’s 2016 demonetization, Paytm launched a massive campaign on cashless
transactions: ""Paytm Karo™.

1



y &y

The Startup Kit

Impact:
e User base grew from 125 million to 185 million in just two months.

e Became India’s leading digital wallet.
Lesson for Business Owners:

o Be agile and capitalize on market disruptions.

8. GoPro — User-Generated Content (UGC)

Strategy:

GoPro encouraged customers to share their action videos using GoPro cameras on social
media.

Impact:
o Created a vast library of free, engaging content.

o Generated massive brand loyalty and product visibility.

Lesson for Business Owners:
e Use UGC to build authenticity and save on marketing costs.

9. Zomato — Quirky Social Media Marketing

Strategy:
Zomato used humor, memes, and relatable content to engage audiences on social media.

Impact:
o Created massive brand recall and virality.

o Attracted millions of daily app users.

Lesson For Business Owners:

o Relatable and trendy content can create virality on a budget.
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10. BrewDog - Equity for Punks Crowdfunding

Strategy:

BrewDog launched ""Equity for Punks", allowing customers to invest in the company and
become shareholders.

Impact:
e Raised over £70 million from fans.

o Created a community of loyal customers and investors.

Lesson for Business Owners:
e Turn customers into stakeholders to build loyalty and raise capital.

Yy &y

11. Lenskart — Try Before You Buy (Omnichannel Strategy)

Strategy:
e Launched a home trial service and integrated online with offline stores.

o Focused on tech-driven recommendations.

Impact:
o Scaled to over 1,000 retail outlets.

o Attracted significant investments, valuing it at over $4.5 billion.
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CRED - Premium Positioning and Gamification

Strategy:

o Positioned itself as an exclusive club for creditworthy individuals.

e Launched engaging campaigns like ""CRED Bounty' and quirky ads with
celebrities.
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Impact:
e Acquired over 7 million users from a small credit card user base.

o Valued at over $6 billion.

Lesson:
o Gamification and premium positioning can attract a niche, affluent customer base.

£ Exit Strategies for Startups (With Examples)

An exit strategy is a planned approach for startup founders and investors to withdraw
from the business while maximizing returns or minimizing losses. A clear exit strategy is
crucial for startups, as it outlines how stakeholders can realize value from their investment.

{ Why Is An Exit Strategy Important?
1. Investor Confidence: Investors want to know how and when they will get returns.

2. Financial Planning: Helps founders prepare for future growth, partnerships, or
ownership changes.

3. Risk Management: Allows founders to minimize losses if the business
underperforms.

4. Strategic Growth: Drives business decisions that align with long-term goals.

< Types Of Exit Strategies For Startups

1. Merger and Acquisition (M&A)

Overview:

Another company buys out the startup or merges with it. This allows the founder and
investors to exit profitably.

Best For:
o Startups with innovative products or technology.

o Companies that complement a larger business.
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Example:
o Flipkart acquired Myntra in 2014 to expand into the fashion segment.

e Zomato acquired Uber Eats India in 2020 to consolidate market share.

Advantages:
o High valuation if the startup has strategic value.

o Immediate cash-out or equity in the acquiring company.

Disadvantages:
e Loss of control over the company.

e Integration challenges.

y &y

2. Initial Public Offering (1PO)

Overview:

The company lists its shares on the stock market, allowing the public to invest. Founders
and investors can sell their shares after the lock-in period.

Best For:
o Startups with strong financials and brand recognition.

o Companies with consistent growth and scalability.

Example:
e Zomato went public in 2021, raising over ¥9,000 crores.

e Nykaa launched its IPO in 2021 and provided significant returns to early investors.

Advantages:
o Access to large capital for expansion.

e Increased brand credibility.
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Disadvantages:
o Costly and complex process.

e Regulatory compliance and public scrutiny.

3. Acquihire

Overview:

A larger company acquires the startup primarily for its talent rather than its products or
Services.

Best For:

o Startups with strong technical teams but struggling business models.

o Early-stage startups.

y A 4

Example:

e Facebook acquihired Indian startup Little Eye Labs for its Android performance
analysis tools.

e Google acquihired Slide for its team, not its product.

Advantages:
e Quick exit for founders and employees.

e Employment security for the team.

Disadvantages:
e Investors may receive little or no return.

e The product or service may be shut down.

4. Management Buyout (MBO)

Overview:

The startup’s management team purchases the company from the founders or investors.
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Best For:
o Profitable startups with a strong internal leadership team.

« Founders looking to exit but keep the business running.

Example:

e Havells India was once a family-run business where internal stakeholders
expanded the business post-buyout.

Advantages:
e Smooth transition as the management already understands the business.

e Retains company culture and continuity.

Disadvantages:

Yy &y

e Requires significant capital from the management.

o Limited scalability without external investment.

5. Strategic Partnerships or Alliances

Overview:

Entering a strategic alliance with a larger company where they buy a controlling stake but
founders still operate the business.

Best For:
e Startups needing resources to scale.

e Founders who want partial exit but continue involvement.

Example:

e Olapartnered with Temasek and Warburg Pincus by selling a portion of its equity
while maintaining control.
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Advantages:
e Access to resources and new markets.

o Founders retain partial ownership.

Disadvantages:
e Possible conflict in decision-making.

e Limited liquidity for founders.

6. Secondary Sale of Shares

Overview:
Founders or early investors sell their shares to other investors or funds.

Yy &y

Best For:

e
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o Startups in growth or mature stages.

e Investors seeking partial liquidity.

Example:

o Flipkart’s early investor Accel Partners sold its stake to SoftBank before
Walmart's acquisition.

Advantages:
e Flexible and allows founders to remain involved.

e Provides liquidity without impacting operations.

Disadvantages:
e Not always easy to find buyers for unlisted shares.

e Share dilution for remaining stakeholders.

i...‘“.."”.‘.-”..— @ o POPPPP PR ORP PP ORI O S

4



Sweta Makwana - Chartered Accountant

7. Liquidation

Overview:

If the startup is not profitable or fails, the company sells its assets to pay off debts, and any
remaining funds are distributed to stakeholders.

Best For:
o Startups unable to scale or sustain operations.

e When no buyers or investors are interested.

Example:
e TinyOwl, afood delivery startup, shut down operations due to unsustainable losses.

Yy &y

Advantages:
o Clears outstanding debts.

o Allows founders to move on.

Disadvantages:
e Investors may lose most or all of their investment.

o Damage to the founder's reputation.

{ Choosing the Right Exit Strategy

Goal Recommended Strategy
Maximize financial returns IPO, Merger & Acquisition
Quick exit with minimal risk Acquihire, Secondary Sale
Retain partial control Strategic Partnership, MBO
Business is failing Liquidation

4
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@ Example Of A Startup Exit Journey

Flipkart's Exit Strategy

1. Initial Funding (2007-2014): Flipkart raised funds from Accel Partners, Tiger
Global, and others.

2. Acquisitions: Flipkart acquired Myntra, PhonePe, and Jabong to strengthen its
market position.

3. Exit: In 2018, Walmart acquired a 77% stake in Flipkart for $16 billion,
providing massive returns to founders and early investors.

4. Outcome:

o Founders Sachin Bansal exited completely.

o Binny Bansal stayed on temporarily.

o Early investors gained high returns.

y &y

@ Key Takeaways for Founders

1. Align the Exit Strategy with Business Goals: Choose the strategy that best suits
the company's growth stage and market conditions.

2. Plan Early: Have an exit strategy in place from the start to attract investors.

3. Maximize Business Value: Focus on building value through scalability,
profitability, and innovation.

4. Engage Experts: Consult legal and financial advisors to structure the exit properly.

How Startups Can Prepare for a Due Diligence Audit

A Due Diligence Audit is a comprehensive review of a startup’s legal, financial,
operational, and compliance aspects by potential investors, acquirers, or lenders. Proper
preparation ensures transparency and increases the chances of securing funding or closing
a deal.
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> Steps To Prepare For A Due Diligence Audit

1. Organize Documentation
o Collect and update all legal, financial, and operational documents.

o Store them in a secure data room (physical or virtual) for easy access.

2. Ensure Legal Compliance
o Verify that your startup complies with all industry-specific regulations, labor laws,
and tax obligations. 1

e Renew necessary licenses and permits.

3. Audit Financial Records
o Ensure financial statements are accurate, consistent, and audited by a certified
professional.

o Disclose all debts, liabilities, and obligations.

Yy &y

4. Strengthen Contracts And Agreements
e Review all customer, vendor, partnership, and employment agreements for
legal soundness.

o Ensure Intellectual Property (IP) ownership is properly documented.

5. Address Risks and Liabilities
o Identify potential risks and prepare mitigation strategies.

o Be transparent about any pending litigation or disputes.

Due Diligence Checklist for Startups

1. Corporate Documentation

. Certificate of Incorporation.

. Memorandum and Articles of Association (MOA & AOA).
. Shareholder and Cap Table.

. Board meeting minutes and resolutions.

. Director identification documents (DIN, PAN, Aadhaar).
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+ 2. Financial Information
. Audited financial statements (last 3 years).

. Income tax returns (last 3 years).
. Bank statements (last 12 months).
. Outstanding loans and liabilities.

. Accounts receivable and payable summary.

¢ 3. Legal and Compliance Documents
. Business licenses and permits.

. GST registration and filings.

. Compliance with labor laws (PF, ESIC, Shops & Establishments Act).

~ . Details of pending or past litigation.

. Non-disclosure agreements (NDASs) with partners and employees.

¢ 4. Intellectual Property (IP)
. Trademark, copyright, and patent registrations.

. Software licenses and source code documentation.

. IP assignment agreements with employees and contractors.

¢ 5, Contracts And Agreements
. Vendor/supplier contracts.

. Customer agreements and sales contracts.

. Partnership and joint venture agreements.

. Lease/rental agreements for office space.

1
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6. Human Resources (HR)
. Employee offer letters and contracts.

. Employee stock option plan (ESOP) details.
. Payroll records and tax filings.

. HR policies and employee handbook.

7. Operational Documents
. Product development roadmap.

. Technology stack and infrastructure details.
. Supply chain and distribution agreements.

. Insurance policies.

8. Regulatory Compliance
. Environmental, health, and safety compliance (if applicable).

. Data protection and privacy policies (GDPR, IT Act compliance).

. Industry-specific compliance certifications.

9. Funding and Investment Records
. Term sheets and investor agreements.

. Details of past fundraising rounds.

. Convertible notes, SAFE agreements, or venture debt terms.

@ Lessons From Failed Startups: Financial
Missteps To Avoid

Many startups fail not because of lack of ideas but due to poor financial decisions. Learning
from these failures can help entrepreneurs avoid common pitfalls and build sustainable
businesses.

1
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{ 1. Overestimating Market Demand

Mistake:

Startups often overestimate customer demand without proper market validation, leading
to excess production and wasted resources.

Example:

e AskMe (E-commerce Marketplace):
o Expanded aggressively without validating customer demand.

o Burned cash on marketing without sustainable sales.

o Result: Shut down in 2016 due to cash flow issues.

Lesson:
o Validate market demand before scaling.

o Start with a Minimum Viable Product (MVP) to test market fit.

< 2. Poor Cash Flow Management

Mistake:

Startups focus on growth but neglect cash flow management, leading to liquidity issues
even if the business appears profitable.

Example:

e TinyOwl (Food Delivery):
o Spent excessively on expansion without monitoring cash flow.

o Couldn't sustain operational costs after rapid growth.

o Result: Shut down in 2016 due to cash burn.

4
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Lesson:
« Maintain a cash flow forecast and reserve buffer.

o Balance growth spending with liquidity.

¢ 3. Scaling Too Early

Mistake:

Expanding into new markets or scaling operations before achieving product-market fit
leads to high costs and inefficiencies.

Example:
e Peppertap (Grocery Delivery):

o Expanded to multiple cities too quickly.

o Struggled with logistics and high delivery costs.

V 4V 4

o Result: Shut down in 2016 after burning investor funds.

Lesson:

e Scale only after achieving a repeatable and
profitable model.

e [Focus on operational efficiency in existing
markets before expanding.

®
{ 4. Unsustainable Business Model @
®

Mistake:

Relying on heavy discounts and subsidies without a
clear path to profitability.

Example:

e Snapdeal (E-commerce):
o Focused on deep discounting to attract customers.

o Couldn’t sustain operations against Amazon and Flipkart.

o Result: Lost significant market share and had to restructure.
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Lesson:
o Build a sustainable revenue model with clear unit economics.

e Avoid depending solely on discounts for customer acquisition.

< 5. Ignoring Unit Economics

Mistake:

Prioritizing user growth without tracking Customer
Acquisition Cost (CAC) and Customer Lifetime
Value (CLTV).

Example:

e Housing.com (Real Estate Portal):
o Spent excessively on branding without revenue growth.

V 4V 4
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o High CAC and low monetization led to losses.

o Result: Leadership changes and eventual merger with PropTiger.

Lesson:

e Focus on profitable growth by balancing CAC and CLTV.

e Monitor unit economics to ensure scalability.

{ 6. Poor Fund Utilization

PRI PP PP RO PPO RSP OS

Mistake:

Mismanaging investor funds by spending on non-essential activities (lavish offices,
branding) instead of core operations.

Example:

o Stayzilla (Budget Accommodation):
o Spent heavily on marketing and scaling without refining the core product.

o Couldn’t handle the operational complexity.

o Result: Shut down in 2017 due to financial strain.

,
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Lesson:
o Allocate funds wisely towards core business growth.

o Maintain a lean structure in early stages.

< 7. Dependence on External Funding

Mistake:

Relying solely on external funding without building internal revenue streams or a path to
self-sustainability.

Example:

e AskMeBazaar (E-commerce):
o Fully dependent on investor funding without generating sustainable revenue.

o When funding dried up, operations collapsed.

o Result: Shut down in 2016.
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Lesson:
e Aim for profitability alongside growth.

e Don’t rely solely on external funding to survive.

¢ 8. Misaligned Founders and Leadership Conflicts

Mistake:
Disputes between founders or leadership teams can derail business strategies and financial

management.
Example:

e Housing.com:
o Internal conflict between co-founders and investors.

o Erratic decision-making led to financial instability.

o Result: Founder exit and company restructuring.
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Lesson:
« Align leadership on financial goals and strategy.

« Maintain clear communication between founders and investors.

< 9. Neglecting Legal and Compliance Costs

Mistake:

Ignoring legal, regulatory, and tax compliance
leads to unexpected penalties and business

risks.
Example:
\ ? Success...
o Stayzilla:
. o Faced legal challenges and vendor disputes.
o Legal battles drained finances and distracted from operations.
Lesson:

e Invest in legal compliance and risk management.

e Regularly audit legal and financial practices.

> 10. Lack of Financial Planning and Forecasting

Mistake:
No clear financial roadmap, resulting in unplanned expenses and missed financial targets.

Example:

e Craftsvilla (E-commerce for Ethnic Wear):
o Struggled due to poor financial planning and rapid, unplanned expansion.

o Faced layoffs and funding challenges.
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Lesson:
o Prepare detailed financial forecasts and monitor progress.

« Plan for best-case and worst-case financial scenarios.

e Key Financial Lessons for Startups

1. Validate Market Demand: Launch with an MVP and grow based on real
demand.

2. Prioritize Cash Flow: Profitability without liquidity leads to failure.

3. Scale Cautiously: Focus on operational stability before expansion.

4. Track Unit Economics: Balance CAC and CLTYV for sustainable growth.
5. Spend Wisely: Focus on business essentials, not vanity metrics.

Diversify Revenue Streams: Build sustainable income alongside growth.
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7. Align Leadership: Keep founders and investors on the same page.
8. Plan for Compliance: Avoid legal risks with proper compliance.

9. Prepare for Funding Gaps: Plan for business continuity without external
funding.

10. Focus on Sustainable Growth: Avoid unsustainable business models.

ﬂ Final Thoughts: Your Roadmap to a Financially Sound Startup

Building a successful startup in India is not just about having a great idea—it’s about
execution, strategic decision-making, and financial discipline. As you embark on this
entrepreneurial journey, keep these guiding principles in mind:

1. Prioritize Financial Discipline
e Monitor your cash flow religiously—cash is the lifeblood of your business.

e Understand your burn rate and manage your runway effectively.

e Maintain financial transparency with proper accounting practices and regular
audits.
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2. Start Lean, Scale Smart
e Avoid unnecessary expenses in the early stages.

e Test your product with a Minimum Viable Product (MVP) before going all in.

e Scale operations only when your business model is validated.

3. Master Compliance And Legal Framework
o Choose the right business structure aligned with your growth goals.

o Stay on top of statutory compliance—GST filings, TDS, ROC filings, and tax
payments.

o Protect your intellectual property (trademarks, patents, copyrights).

4. Leverage Strategic Fundraising
e Don’t chase funding; chase growth. Let funding follow.

e Understand every term in your fundraising documents (SAFE notes, term sheets,
equity dilution).

o Balance between bootstrapping and external funding to retain ownership and
control.

5. Build A Resilient Team And Culture
o Hire for passion, skills can be developed.

e Offer ESOPs to align your team’s interests with business growth.

o Create a culture of ownership, accountability, and innovation.

6. Focus On Customer-Centric Growth
e Understand your customer deeply and
solve their problems better than anyone
else.

e Continuously collect feedback and
iterate your product/service.

e Focus on delivering value before chasing
revenue.




~ https://drive.google.com/drive/folders/1JUHGHfM5PmPe5f6TWm
azOHF4_6zMO0YgU

Check This LinR for All the Important
Templates for Your Business
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ﬁ Your Entrepreneurial Journey Starts Now

You are now equipped with the financial, legal, and strategic knowledge to build a thriving
startup. The Indian startup ecosystem is full of opportunities, but success will come only
to those who stay disciplined, adaptable, and committed to learning.

Remember:
o Start lean but think big.

e Growth is a marathon, not a sprint.

e Every financial decision you make today will shape your startup’s future.

Now, Take The First Step. Execute Relentlessly.

Your journey to building a financially sound and scalable startup begins NOW!






