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ALTERNATIVE SOURCE OF FUNDING

CCP CHAPTER 20 MODULE D

ALTERNATIVE SOURCES OF FUNDING

e Along with the development of industrialization, many new
methods for financing businesses have emerged over the centuries.

e In the 20th century, we saw the rise and growth of many banks and
financial institutions. However, by the end of that century, there
were financial disruptions that led to the creation of many

alternative ways to fund businesses.

20.2 METHODS OF ALTERNATIVE SOURCES OF FUNDING

Below are four notable alternative funding methods that entrepreneurs

and companies often consider.

20.2.1 Crowd Funding & &

Crowd Funding means financing a new venture by getting small
contributions from a large number of individuals, which together

becomes a big amount. Funding can take different forms:
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1. Rewards-Based: Contributors might receive a product or service
from the enterprise (sometimes free or discounted).

2. Donation-Based: People donate without expecting anything in
return. Often part of a charitable campaign.

3. Debt-Based (Crowd Lending): The enterprise repays the
contributed amount with interest (or sometimes via
product/service).

4. Equity-Based: Investors get shares (ownership) in the venture.
How it Works:

o Usually relies on social media or specific crowd funding websites
to connect entrepreneurs with potential backers.
o Advantage: It democratizes entrepreneurship! Someone with just

an idea but no money can pitch to many small investors.

20.2.2 Angel Funding @ @

Angel Funding is when wealthy individuals (or entities with deep

pockets) invest in a start-up or young enterprise. Typically:

o Investment is in equity (ownership) form.
o Sometimes it comes from friends/family of the entrepreneur;
other times from innovation-friendly investors who want

financial gain if/when they exit.
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e It can be a one-time injection to help the business take off,
though repeated injections aren’t rare (e.g., to help a business

through tough times if it has a bright future).

Because such deals are often one-to-one, angel funding may also be

called “private investment” or “seed investment.”

20.2.3 Private Equity (PE) £ [,

A Private Equity investment involves buying ownership in a company

not listed on a public stock exchange. Some key points:

« PE investors are usually high-net-worth individuals or institutions.

o They invest a large amount to gain control or profit-sharing in a
solid business.

o They might buy out existing stakeholders (including the original

promoters), sometimes delisting from the stock market.
Strategic Uses of Private Equity:

1. Listing Gains: Buy in early and then sell (or partially sell) shares
when the company goes public (IPO) for a higher valuation.

2. Takeovers or Acquisitions: Instead of starting a new business
from scratch, a company might buy an existing entity to expand

territory or kill competition.
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3. Mutual “Win-Win”: Promoters often welcome PE investors to
improve market perception. But there is risk for both sides—no
assured exit path for the investor, and for the promoter, it may

mean reduced control.

20.2.4 Venture Capital (VC) & ®

Venture Capital is a type of private equity focusing on ventures with

uncertain success but high growth potential. Typically:

o Well-off individuals, investment banks, and specialized finance
institutions invest in early-stage or growing businesses.

« Venture Capital Funds (VCFs) pool money from investors to place
in start-ups, small, and mid-sized companies with robust
prospects.

o Regulated by SEBI (Securities and Exchange Board of India), these
funds are for unproven products or tech but with promising

returns.
Stages of VC Financing:

o Early-Stage: Seed (very initial), Start-up, First-stage.
e Series A, B, C... until the firm matures.

o Mezzanine financing (just before an IPO).
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Nature of VC:

o Equity Funding (not a loan).

o VCFs also provide expertise, tech help, market intelligence, and

networking with key individuals.

« Founders must be prepared for some stake dilution. Typically,

VCs look for profit sharing and good valuations, not total control.

TABLE: ALTERNATIVE FUNDING OVERVIEW

Method |Key Points Typical Investor [Founder Impact

Crowd - Many small contributions- Can be [Anyone with Minimal stake

Funding |donation, debt, equity, or reward- |small surplus |dilution, large #

N Uses social media & specialized of small backers
sites

Angel - Wealthy individuals or Individual Potential stake

Funding [friends/family- Invest equity in investors with  |dilution, direct

] start-up- Often a one-time deep pockets [personal contact
injection to help launch

Private |- Buy stake in unlisted companies- |High-net-worth |Medium-to-high

Equity Large sums, might delist shares-  |or institutional [dilution;

(PE) & [Could be used to take over or for |investors possibility of
listing gains losing control
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Method |Key Points

Typical Investor

Founder Impact

Venture |- A form of private equity but for
Capital high-risk start-ups- Involves VC
(VC) ¥’ |Funds regulated by SEBI- Provide
expertise, networking along with
capital

VC firms, big
banks’ VC arms,

investment
banks

Founders give up
equity; can gain
big support &
resources

FINAL TAKEAWAYS A

1. Crowd Funding: Empowers any entrepreneur to pitch an idea and

gather many micro-investments.

2. Angel Funding: Individual backers offering capital—often seeking

a high reward if the business succeeds.

3. Private Equity: Large sums for controlling stakes or partial

ownership, sometimes used for strategic takeovers or future IPO

gains.

4. Venture Capital: Specialist funds focusing on early-stage or high-

growth ventures, providing both capital and expert guidance—

but with potential founder stake dilution.

Note: Every alternative funding route has different risk-reward

dynamics. Entrepreneurs need to pick what suits their business goals,
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while investors look for growth and returns. The synergy between both

can fuel innovation and economic development.

20.2.5 Invoice Factoring %>

Invoice Factoring means selling unpaid invoices (receivables) to a third
party (the factoring company) on a “without recourse” basis, giving

that company full rights to collect the dues. Here’s how it works:

« The factoring company pays the enterprise immediately (minus a
discount).

« The enterprise no longer has to worry about collecting money
from debtors.

« This improves liquidity because the enterprise gets funds on the

spot.
In India:

« Many factoring companies mainly serve corporates.
« TReDS (Trade Receivable Discounting System) is an electronic
platform set up by RBI to help MSMEs discount their invoices

online. MSMEs, their customers, and lenders all connect there.
Benefits:

o Cash flow issues are solved for entrepreneurs.
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o Credit risk of receivables is passed to the Factoring Company,
which earns a discount as revenue but also bears the risk of non-

payment.

20.2.6 Peer-to-Peer Lending (P2P) 28

In traditional banking, a bank acts as the middleman: it takes deposits
from those with extra money and lends to those who need it. P2P
lending removes this middleman, letting people lend directly to other
people.

How it Works:

Websites designed like social networks connect lenders and

borrowers.

o Lenders list terms (interest rate, tenure). Borrowers choose from
these offers.

« Rates aren’t random: the site sets minimum acceptable rates
after assessing the credit profile and history of borrowers.

o Money disbursal and repayment flow through the online
platform, creating a digital trail for each participant.

o As arisk measure, the platform often ensures one lender doesn’t
fully fund a single borrower—loans are typically pooled from

multiple lenders.
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Regulations:

o RBI regulates P2P platforms under Master Direction — NBFC-P2P
Lending Platform (2017), with amendments up to 29 Sept. 2022.

o A Peer-to-Peer Lending Platform is an intermediary that
facilitates loan arrangements online among participants who
register to lend or borrow.

 All fund transfers happen through escrow accounts managed by a

bank/trustee. No cash transactions allowed.

20.2.7 Debentures i

A debenture is basically a debt instrument issued by corporates or the

government to raise large sums for a long period. Common points:

o Often unsecured (no collateral), relying on the issuer’s financial

strength.
o Subscribers invest money, and the issuer owes them interest and

repayment.

Types of Debentures

1. Redeemable Debentures
o Repayable after a fixed term, not exceeding 10 years (or 30

years for certain infrastructure companies).
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o At maturity, the issuer redeems (pays back) the face value.
2. Irredeemable/Perpetual Debentures
o The issuer never commits to repay unless the company
winds up.
3. Convertible Debentures
o Can switch from debt to equity upon reaching certain
milestones/events.
o Optionally Convertible: Holder chooses whether to convert
or not.
o Compulsorily Convertible: Holder must convert if a specified
trigger happens.
o Partially Convertible: A portion converts to equity, the rest
is repaid as debt.
4. Registered vs. Bearer Debentures
o Registered Debentures: The owner’s name is on record;
transfers need formal procedures.
o Bearer (Unregistered) Debentures: No name on them; can

be transferred just by delivery (like physical bearer bonds).
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20.2.7.1 Non-Convertible Debenture (NCD) as a Short-Term Money

Market Instrument 3 $

According to RBI Master Direction No. 2/2016-17 (July 7, 2016):

o NCD = a debt instrument issued by a corporate (including NBFCs)
with an original maturity up to 1 year, through private
placement.

« Eligibility:

o Tangible net worth > %4 crore.

o Working capital/term loan must be sanctioned by a bank
and classified as Standard in the bank’s books.

o (NBFCs & Primary Dealers are exempt from the X4 crore net
worth rule.)

e Minimum Maturity: 90 days.

o Credit Rating: Minimum external rating of A2.

o Issue Size: Minimum X5 lakh, in multiples of X1 lakh thereafter.

o Must have a SEBI-registered Debenture Trustee (per SEBI

(Debenture Trustees) Regulations, 1993).

20.2.8 Commercial Paper (CP) ki

Commercial Paper (CP) is a privately placed, unsecured money market

instrument issued in the form of a promissory note. It must be held in
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dematerialized form via depositories approved and registered with

SEBI.
Key RBI Definition (Aug 10, 2017):

A CP is an unsecured money market instrument, in promissory note
form, with an original tenor from 7 days to 1 year.

Background:

e Introduced in India in 1990 to help highly rated corporate
borrowers find alternate short-term borrowings and offer
investors another instrument.

« Now, Primary Dealers (PDs) and All-India Financial Institutions
(AIFIs) can issue CP for their short-term funding needs. The end

use must be disclosed in the CP’s offer document.
Eligible Issuers:

o Companies, including NBFCs and All India Financial Institutions, if
they have at least one fund-based credit facility from banks/Fls
and such facility is standard in the financier’s books.

o Other entities like co-operative societies, unions, govt. entities,
trusts, LLPs, etc., must have a net worth = X100 crore.

o RBI may permit other entities to issue CP as well.
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WC (Working Capital) Lender Reassessment:

« Aborrower’s WC limit/DP may be reassessed to factor in any CP

issuance.
Denomination & Issue Details:

e CPissued in minimum X5 lakh, in multiples thereof.
« lIssued at a discount to face value, with no underwriting or

call/put options allowed.
Credit Rating:

o Must be rated by an external credit rating agency (ECR)
accredited by SEBI; min rating is A3.

« If total CP issuance in a calendar year is 1,000 crore or more, the
issuer must get 2 ratings from SEBI-registered CRAs and use the

lower rating.

« Maximum tenor = 1 year, but can’t exceed rating validity.

Trading & Settlement:

« FIMMDA (Fixed Income Money Market and Derivatives
Association of India) provides guidance on standard procedures.
o Trades must be reported within 15 minutes to the F-TRAC

platform (operated by Clearcorp Dealing System Ltd.).
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o Settlement is through clearinghouses of exchanges, typically T+0

or T+1.

Buyback:

Issuers may buy back CP before maturity at the market price.

o The offer must be the same for all CP investors (no
discrimination).
o Buyback can’t happen before 30 days from the issue date.

o Once bought back, CPs are extinguished.

20.2.9 Alternate Investment Funds (AIF) <’ 8

Per the SEBI Alternative Investment Funds Regulations, 2012:

AIF means any fund established or incorporated in India as a privately
pooled investment vehicle, collecting money from sophisticated Indian
or foreign investors, investing as per a defined policy for the benefit of
those investors.

Categories of AIF

1. Category | AlF

These AlFs invest in start-ups, early-stage ventures, social or SME
ventures, infrastructure, or other sectors considered economically or

socially desirable by the government/regulators. Examples:
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Venture Capital Funds (incl. Angel Funds)

SME Funds

Social Venture Funds

Infrastructure Funds

2. Category Il AIF

e These AlFs do not receive government incentives but focus on
sectors not covered under Category | or lll.

e They are not allowed to use excessive leverage (borrowed money)
except for day-to-day operational needs.

Examples

o Real estate funds
o Private equity funds (PE funds)

o Funds for distressed assets, etc.

3. Category IIl AlF

e These funds use complex trading strategies, derivatives, and
leverage to generate high returns.

e They invest in both listed and unlisted securities and have a high-
risk, high-reward structure.

Examples:

o Hedge funds
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o PIPE funds, etc.
Legal Structure:

o Can be set up as a trust, company, LLP, or body corporate. Many
register as trusts.
o AlFs do not publicly invite people to subscribe. They are privately

pooled investments.

20.2.10 Fund of Funds (FoF) ;

A Fund of Funds (FoF), in general, is an investment strategy where the
fund invests in other investment funds rather than directly buying
stocks/bonds.

Context of AIF:

e An FoF is an AIF that invests in another AIF, often called a
“Mother Fund” (the FoF) and “Daughter Funds” (where the

mother fund invests).
Why Invest in a FOF?:

« Smaller individual risk exposure than direct stock/bond
investments.
o Access to professional wealth management and expertise at the

FoF level.
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o Good for investors who want diversified portfolios but may not
have the capacity to manage multiple direct investments

themselves.

QUICK REFERENCE TABLE

Instrument / Fund (Key Points

Commercial Paper |- Unsecured, short-term (7 days — 1 year)- Issued at a

(CP) i discount- Min rating A3, no underwriting/call/put- Must be in
demat form

AIF <’ B8 - Privately pooled investment vehicle- 3 Categories (I: start-
ups/SME, Il: real estate/PE, Ill: hedge/complex)- Formed as
trust/company/LLP

Fund of Funds - An AIF investing in other AlFs- Helps smaller investors

(FoF) ; diversify- Called “Mother Fund” and “Daughter Funds”

Note: This rewrite keeps the original sequence, details, and structure
fully intact, while using a simpler tone, icons/emojis, and tables to

ensure easy understanding.

Below is a reader-friendly rewrite of your content regarding External
Commercial Borrowings (ECB) Facility for Startups, using simplified

language, icons/emojis, and tables for clarity. The meaning, details,
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and structure remain exactly the same — only the presentation has

changed.

20.2.11 External Commercial Borrowings (ECB) Facility for Startups
@ ;

External Commercial Borrowings (ECB) are commercial loans that
eligible resident entities in India can raise from recognized non-

resident entities, following certain rules (minimum maturity, permitted

uses, cost ceilings, etc.).

Authorized Dealer (AD) Category-l banks can allow Startups to raise

ECB under the automatic route, as per the framework below:

i. Eligibility

« The borrowing entity must be recognized as a Startup by the

Central Government at the time of raising the ECB.

ii. Maturity ©

o The minimum average maturity period is 3 years.
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iii. Recognized Lender

« The lender/investor must be a resident of a FATF-compliant
country.

« Foreign branches/subsidiaries of Indian banks and any overseas
entity in which an Indian entity has invested under the Overseas
Direct Investment Policy are not considered recognized lenders

here.

iv. Forms of Borrowing 5

e The borrowing can be in the form of loans or non-convertible,

optionally convertible, or partially convertible preference shares.

v. Currency $_¥

o The borrowing may be denominated in any freely convertible
currency, Indian Rupees (INR), or both.

o If the borrowing is in INR, the non-resident lender must raise INR
via swaps or outright sales through an AD Category-Il bank in

India.
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vi. Amount $

o The borrowing per Startup is limited to USD 3 million (or
equivalent) per financial year, in INR, foreign currency, or a mix

of both.

vii. All-in-Cost %>

o Mutually agreed upon by the borrower and lender; there is no

fixed ceiling here.

viii. End Uses ;i

e The borrowed funds can be used for any expenditure related to

the Startup’s business.

ix. Conversion into Equity &3

o Freely permitted, subject to foreign investment regulations for

Startups.

x. Security ¢

« The borrowing entity chooses what security to provide (e.g.,
movable, immovable, intangible assets such as patents, IP rights,

financial securities, etc.).
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o Must comply with FDI/FPI (Foreign Direct/Portfolio Investment)
or any other norms for foreign lenders holding such securities.

« Corporate or personal guarantees are allowed.

« A non-resident guarantee is allowed only if such party qualifies as
a lender under this ECB-for-Startups framework.

o Indian banks, All India Financial Institutions, or NBFCs cannot
issue guarantees, standby letters of credit, letters of undertaking,

or letters of comfort.

xi. Hedging $_¥

. If the ECB is INR-denominated, the overseas lender can hedge its
INR exposure via permitted derivatives with AD Category-I banks
in India.

o The lender can also tap the domestic market via
branches/subsidiaries of Indian banks abroad or foreign banks

with an Indian presence, on a back-to-back basis.

QUICK REFERENCE TABLE

Parameter Key Points

Eligibility Startup recognized by Central Govt. at ECB issuance
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Parameter Key Points

Maturity Min 3 years (average)

Recognized |[Resident of FATF-compliant country; excludes foreign

Lender branches/subsidiaries of Indian banks

Forms of Loans, non-convertible, optionally convertible, or partially

Borrowing convertible preference shares

Currency Any freely convertible currency or INR (If INR, non-resident uses
swaps/outright sale via AD Cat-I bank)

Amount Up to USD 3 million per financial year

All-in-Cost Mutually agreed — no preset cap

End Uses Any business expenditure of the Startup

Conversion to
Equity

Freely allowed, subject to foreign investment rules

Security Chosen by borrower; can be movable, immovable, intangible
assets or financial securities. Non-resident guarantee allowed
only if recognized as lender.

Hedging Overseas lender may hedge INR exposure with AD Cat-I banks
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Note: This rewrite preserves the original structure, meaning, and

details, adding emojis/icons and simpler language for clarity.

Below is a reader-friendly rewrite of your text on Accreditation of
Investors in the Indian securities market. The meaning, details, and
structure remain the same, but the language is simplified, and
emojis/icons, tables, and headings are used for clarity and

engagement.

20.3 ACCREDITATION OF INVESTORS 1«

(Introduction of framework for Accredited Investors in securities market
by SEBI, dated June 29, 2021)

Many regulators around the world recognize a class of sophisticated
investors—often called Accredited Investors, Qualified Investors, or
Professional Investors—who understand various financial products
and their risk-return profiles. Consequently, they can make more

informed investment decisions.
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Global Perspective @

« In many countries (e.g., USA, EU), regulators typically use
financial data (income, net worth) to determine who qualifies as
an Accredited Investor.

o Some also check the investor’s experience or knowledge before

granting accreditation.

Why Accreditation? (=

1. Sophisticated investors (such as high-net-worth individuals,
financial institutions, and corporations) generally have a deep
understanding of investments, financial markets, and associated
risks.

2. Even if an accredited investor lacks expertise, they can afford to
hire financial advisors or consultants who can evaluate
investment opportunities on their behalf.

3. This helps them make informed decisions about high-risk
investments like hedge funds, venture capital, and private
placements.

Given this global context, SEBI introduced the concept of Accredited

Investors in the Indian securities market, with:

o Uniform eligibility criteria
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« A flexible regulatory framework for accredited investors in

certain securities products and services

20.3.1 Benefits of Being an Accredited Investor &’

e Accredited Investors are considered to have the capability and
willingness to invest in riskier products with less regulatory
oversight.

e Lower minimum investment thresholds than usually mandated by
regulations.

e Exclusive access to certain investment products designed solely for
Accredited Investors.

e Relaxations from some regulatory norms (prudential conditions,
investment limits, filing/reporting requirements, etc.)—the so-called

“regulation-light” framework.

20.3.2 Framework for Accredited Investors in India &

Below are the eligibility criteria and categories for those who can be

recognized as Accredited Investors by SEBI:

A. Individuals, HUFs, Family Trusts & Sole Proprietorships &

They must meet at least one of the following:

1. Annual Income 2 X2 crore, or
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2. Net Worth = X7.5 crore, with at least X3.75 crore in financial
assets, or
3. Annual Income 2 X1 crore AND Net Worth = X5 crore, with at

least X2.5 crore in financial assets.

B. Partnership Firms &

Registered under the Indian Partnership Act, 1932, each partner must

individually satisfy the Accredited Investor criteria for individuals.

C. Trusts (other than family trusts) (&

Assets Under Management (AUM) 2 X50 crore.

D. Body Corporates [}

Net worth 2 X50 crore.

E. Joint Accounts 13X

A joint account is considered an Accredited Investor account if:

1. The joint holders are parent(s) and child(ren), and at least one
meets the Accredited Investor criteria alone, OR
2. The joint holders are spouses, and their combined income/net

worth fulfills the criteria.
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F. Deemed Accredited Investors W

The following are automatically considered Accredited Investors:

o Central & State Governments

o Development Agencies (e.g., SIDBI, NABARD)

o Funds set up by government(s)

o Qualified Institutional Buyers (QIBs) under SEBI (ICDR)
Regulations, 2018

« Category-l Foreign Portfolio Investors

« Sovereign Wealth Funds

« Multilateral Agencies (ADB, NDB, IMF, World Bank, IFC, etc.)

G. Foreign Investors @

Foreign investors can also be accredited, based on rupee equivalent of

their income, net worth, or AUM, supported by documentary proof.

Quick Reference Table

Eligible Category |Key Criteria

Individuals / HUF /|- Income > X2 Cr OR- Net Worth >X7.5 Cr (>X3.75Crin
Sole Props. s financial assets) OR- Income > X1 Cr AND Net Worth > X5 Cr
(2 X2.5 Crin financial assets)

For CCP Full Course WhatSapp at 8360944207




LEARNING SESSIONS ON YOUTUBE & APP AVAILABLE

Eligible Category

Key Criteria

Family Trusts ¢a

Same criteria as Individuals

Partnership Firms

2%

Each partner must satisfy Individuals criteria

Other Trusts 2

AUM 2> 50 Cr

Body Corporates

Net worth > 50 Cr

Joint Accounts

- Parents & children if 21 meets individual criteria OR-
Spouses if combined meets criteria

Deemed Als
(Govt., QIBs, etc.)

Automatically Accredited (govt. entities, QIBs, Category-| FPlIs,
SWFs, etc.)

Foreign Investors

Rupee equivalent of income, net worth, or AUM as per
documentary proof

20.4 SERIES A, B, AND C STAGES OF FUNDING ik ’

A new-born enterprise evolves through different stages of growth.

Unfortunately, some ventures stumble early and stop operating.
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Others move on from seed capital (initial start-up funding) to various

series or stages of financing:

e Series A
e Series B

e Series C

These labels refer to different sets of investors who evaluate a

venture’s risk vs. returns.

Early Challenges =

When a new venture transitions from the seed phase, it needs

additional capital to:

o Start thorough market research
o Hire necessary talent

« Commence commercial production

This is often the Series A funding stage. A venture here might still be
wobbly, but if it can stabilize its core operations, it may progress to

Series B and later to Series C.

Series A Stage ~

o Stage: Childhood of the venture.
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o Purpose:
o Validate and develop the product or service
o Conduct in-depth market research
o Strengthen the team
o Begin commercial production or operations
« Key Point: This funding helps the company stand on its own

feet—finding its footing in the market.

Series B Stage

Stage: Adolescence of the venture.

Situation: By now, the company has:

o Stabilized operations
o A firm market presence
o A known valuation potential
o Use of Funds:
o Expand operations and market reach
o Upgrade product offerings
o Enhance business development processes
o Attract more talent
o Outcome: The company is preparing for or undergoing a
valuation process—investors see greater potential but also want

a solid track record.
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Series C Stage & &

Stage: The venture is reaching maturity or adulthood.

o Investor Mindset:
o They’re confident in the company’s capability
o They believe in long-term growth potential
o Funding Need:
o Likely huge capital for large-scale expansion
o Possibly global outreach or major R&D
o Typically the last-mile push before the company is fully
established
o Outcome: With Series C, the company is considered to be in a
fruit-bearing phase—investors expect to see significant returns

over time.

QUICK SUMMARY TABLE

Funding |Nickname |Focus Company Status
Stage

Series A [Childhood |Market research, building Has moved beyond seed,
I team, starting commercial [still finding firm footing
ops
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Funding |Nickname |Focus Company Status
Stage
Series B [Adolescenc |[Expand markets, refine Operations stable, known
e products, business dev, valuation, seeking bigger
attract talent growth
Series C [Adulthood [Major scaling, global Maturing strongly, large
& expansions, heavy R&D or |capital inflow for big
acquisitions expansions

Note: Each funding round carries its own risk profile and expectations.
As the venture matures, investors usually require less risk mitigation
proof but larger capital infusions, aiming for substantial long-term

returns.
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