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The first of the six common myths about venture capitalists is that VC will take
over the business, says Pankaj Sahai in ‘Smooth Ride to Venture Capital:
How to get VC funding for your business’ (www.visionbooksindia.com).
Running your business is not the VC’s job, Sahai clarifies. “The VC’s business is
money management. They are financial managers interested in making a good
return on their investment. VCs invest in about 5 to 10 companies per VC fund
and are interested in ensuring that the businesses in which they invest, mature
over time and provide them with a substantial return.”
A major criterion of VC investment is the existence of a complete, capable,
creative, cohesive and experienced management team in the business, the
author observes. “VCs invest in a business because they find that the
management is capable and trustworthy.”
He, however, cautions entrepreneurs that in situations where there is a clause
giving the VC the right to change the management, they have to ensure ‘that the
circumstances that can trigger the process of management change never occur
as a result of negligence or carelessness.’
The second myth is that the VC is looking to control the business. “VCs are not
interested in having a say or a veto in day-to-day operational decisions.
However, they seek to have a say in the strategic direction of your business,”
Sahai explains. Examples of the latter category are: capital expenditure above
certain limits, new product development, opening new offices, sale of key
assets, formation of joint ventures, and loans beyond certain limits.
Most businesses in which VCs invest benefit by the discipline of external
oversight at board level and from the broad commercial experience of the nonexecutive director representing the VC, the author advises. “VCs bring valuable
experience and skills to the business and may sometimes even take on a semiexecutive role, if so required. This arrangement provides the company with skills
which it may otherwise not be able to afford.”
The next myth – ‘I will have to sell my business to enable the VC to exit’ – may,
in fact, have alternative options such as listing on the stock exchange or
refinancing. Even if sale is the agreed exit route, the overall ‘timetable’ may be
flexible, the author assures. “There is almost always a balance to be found
between realising cash and making it work for a bit longer if the desired returns
can be obtained.”
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Myth four is that the entrepreneur has to change his or her way of working. This
is true to some extent, concedes Sahai. The changes may include greater
transparency in your decision making, speedier implementation of HR best
practices, methodical decision making rather than over-dependence on
personalities, process orientation, financial discipline, formal documentation,
and so on. “All these changes would make the business more structured and
better organised, thereby giving the founder more time to focus on growing it.”
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The penultimate myth is that the VCs will come to know of the business secrets
and may use them to the entrepreneur’s detriment. No, the VC is not likely to
jeopardise your business by working against the company’s interest, the author
notes. “The VC will become your partner in growing your business after he
invests in it. Any act that destroys value in your business harms the VC as much
as it harms you.”
And the final fear is that the VCs would unreasonably demand high returns.
Wait, expectations of returns are commensurate with the risks involved, Sahai
reasons. “Venture capital is a very risky business and the returns have to
adequately compensate for the high level of risk that the activity entails… Not
only does the VC provide you with funds, he is also there by your side to add
value to your business by his experienced counsel and networking reach. He
helps to expand the pie.”
The VC makes money and, in the process, you the entrepreneur too make more
money than you would have otherwise made if you had remained small and in
the ‘lifestyle business’ mode, the author concludes.
Recommended addition to the entrepreneurs’ shelf.
***
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