
“Socialism never took 
root in America because 
the poor see themselves 
not as an exploited 
proletariat but as 
temporarily embarrassed 
millionaires.”

John Steinbeck
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How 
Venture 
Industry 
Works

Secrets and 
Tricks of 
the VC 
Industry
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www.linkedin.com/in/VLPavlov

15+ years of serving on executive positions 
• for a wide range of companies from seed-stage startups 
• to Intel and Microsoft, to $1 bln. venture fund
• in the USA, Ukraine, Russia and Poland

a frequent speaker/author
• in 2006 was included into ACM Top-10 list
• Chair-Emeritus at CEE-SECR 
• bio is published in Marquis' Who's Who in the World



¡ Founded in California by 
Jan Koum (native of Kiev) 
and Brian Acton in 2009

¡ Raised $ 58 mln in 3 rounds
¡ Created cross-platform 

instant messaging service 
¡ Acquired by Facebook for 

$ 22 bln in 2014
¡ By the time of acquisition 

the company had 55 
employees in the USA
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In the USA, annual 
venture investment 

equals less than 0.2 % 
of the country’s GDP

Annually, VC-backed 
companies generate 

revenue equal to 21 % 
of USA GDP

11% of USA private 
sector jobs come from 

venture backed 
companies 

Source:  Venture Impact by Global Insight, 2011



¡ A startup is a company designed to grow fast...The 
only essential thing is growth. Everything else we 
associate with startups follows from growth
§ Paul Graham, Y-Combinator founder

¡ Venture capital is a type of private equity, a form of 
financing that is provided by firms or funds to small, 
early-stage, emerging firms that are deemed to have 
high growth potential, or which have demonstrated 
high
§ Wikipedia
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13Source:  2013 Startup Outlook Report by Silicon Valley Bank 

Good Example: 
Yury Milner’s 

investment into 
Facebook



Angels VCs

? • Invest into startups their own 
money

• Investment activities are hobby or
side business

• Invest in a range $ 10 K- 2 M
• Often make ”emotional” 

decisions

• Invest into startups the money, 
provided by LPs

• Investment activities are the main 
business

• Invest from $ 0.5 M to $ 2++ B
• Make “rational” decisions

# • 305 K angels
• 10 - 15 K the most active angels 

jointly invest via about 400 angel 
groups

• ~800 managing companies
• 1200+ funds

$ • $24.6 B into 71 K deals (including 
31 K first sequence investments)

• $59 B into 3700+ deals (including 
1400+ companies that got their first 
sequence venture investments)
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Sources: National Venture Capital Association, 
Center for Venture Research at the University of New Hampshire



Country / State USA Russia California Minnesota

GDP / GSP $, bln 17,947 1,326 2,449 335

Population mln people 321.8 143.5 39 5.5
GDP per 
person

$, thou per 
person 55.8 9.2 62.8 60.9

Deal count # 4,380 180 1,779 30

VC invested $, mln 59,066 233 33,867 372

Avg deal size $, mln 13.5 1.3 19 12.4

VC invested % of GDP 0.33% 0.02% 1.38% 0.11%

Deal density
1 deal per # of 
thou people 73 797 22 183
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Startup

• From a few 
months to 
virtually 
eternally 

• Seed/Angel 
investment round

• Several venture 
investment 
rounds

• Exit (M&A or IPO)

Fund

• 10-12 years
• Investment phase

• Follow-on 
phase

• Harvest phase

Managing 
Company

• Virtually 
eternally

• Every few years 
an MC raises 
money from 
outside investors 
(called LPs) and 
launches a new 
fund
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Investment into a 
Startup

Investment into a 
Startup

Investment into a 
Startup



Bibigon 
Ventures

Bibigon Early 
Stage Fund 1

Bibigon Early 
Stage Fund 2

Bibigon Growth 
Stage Fund 1

Bibigon CEE 
Fund 1
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Vintage Year: 2007
Size: $ 100 Mln

Vintage Year: 2012
Size: $ 250 Mln

Vintage Year: 2014
Size: $ 500 Mln

Vintage Year: 2015
Size: $ 300 Mln

Assets Under 
Management: 
$1.15 Bln

Ventura Capital 
Firm (Managing 

Company)

Funds



• a fee charged to the limited partners in a fund by the Managing 
Company. Management fees in a private equity fund usually range from 
0.75% to 3% of capital under management, depending on the type and 
size of fund. For venture capital funds, 2% is typical.

• may be variable, for example: 2.5% flat for 7 years, then 2.25%, then 
2%, then 1.75%;

Management fee: usually 2%

• the share in the capital gains of a venture capital fund which is allocated 
to the Managing Company. Typically, a fund must return the capital 
given to it by limited partners before the Managing Company can share 
in the profits of the fund. The Managing Company will typically receive a 
20% carried interest, although some successful firms receive 25%-30%. 

Carried interest: usually 20% 
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¡ ROI: Return on 
Investment
§ “distance”

¡ IRR: Internal 
Rate of Return
§ “speed”

¡ From the 
investor’s 
perspective, 
the best time to 
exit is when IRR 
reaches its 
maximum
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50% 73% 100% 68% 64% 57% 
1 2 3 4 5 6

Example: ROI vs. IRR 
over 6 years

ROI IRR



400-600 venture-backed 
companies have an exist

8o0-1500 companies get 
their first venture

investment

25,000-35,000 companies 
get their first angel

investment 

0.5-0.7 mln new
companies created 

every year
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3,000-4,500 companies get 
either first or follow-on 

venture investment 

50,000-70,000 
companies get 
either first or 

follow-on angel
investment 

almost the 
same number 

closed
Sources: Small Business Association, U.S. Department of Labor, 
U.S. Census Bureau, National Venture Capital Association, 
Center for Venture Research at the University of New Hampshire



• super-exit1
• exits10

• VC-funded startups25
• seed-funded 

companies650
• startups seeking 

seed investment3600
22

Sources: National Venture Capital Association, 
Center for Venture Research at the University of New Hampshire

18 %

4 %

40 %

10 %



23Source:  National Venture Capital Association



Seed (angel) rounds
• Angel Investors / 3F-s 

(Friends, Family and 
Fools)

Venture rounds
• Series  A Round 
• Series  B Round 
• Series  C Round 
• ….

Exit
• M&A
• IPO 
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Startup’s 
technology

Startup’s 
users

Startup 
team …
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¡ Founded in Russia by 
Elena Masolova
in March 2010

¡ Raised $800,000 in 
seed investment

¡ Was acquired by 
Groupon in August
2010 for about $50 mln
(estimate)
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¡ Founded in Kiev in 2006 by 
Egor Anchishkin and 
co-founders

¡ Raised $ 12.5 mln
in 3 rounds

¡ Created face-recognition 
technology

¡ Was acquired by Google in 
2012 for $ 30-45 mln
(estimate)

¡ By the time of acquisition 
90% of 50+ Viewdle
employees were based in 
Ukraine (Kiev) 
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¡ Elbrus-MCST and UniPro were
founded in 1992 by the team from a 
Russian research institute that created 
the last Soviet super-computer called 
“Elbrus-3”

¡ Over 90% of Elbrus-MCST and UniPro
revenues were coming from software 
outsourcing projects

¡ In 2004 Elbrus-MCST and UniPro were 
acquired by Intel. As a result, Intel got 
a team of over 500 world-class 
engineers and some intellectual 
property

¡ The deal was structured as “hiring 
event” 
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29Source: Dow Jones VentureSource



30Source: Dow Jones VentureSource



Signing a Term 
Sheet

Doing due 
diligence and 

drafting 
agreements

Closing
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1. Corporate documents: Articles of incorporation, bylaws, proxies, 
amendments and all agreements between and among shareholders 
and Capitalization table.

2. List of financial and lending institutions with which the company has 
relationships with a description of relationships, amount and condition 
of lines of credit, equipment and other leases.

3. List and copies of the contracts with any entities and individuals.
4. List of any pending or threatened litigation actions and related 

documents.
5. Income Statement and Balance Sheet, current and projected.
6. Tax returns for the last 3 years.
7. Any patent-/trademark-related documents including of disputes if any.
8. Business Plan and Executive Summary.
9. Business Presentation.
10. Links to any articles about the company/its technology.
11. Any important information that may have material effect on Investor's 

decision to invest into the Company. 
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Talk to them and their portfolio companies 

1. Are your strategies aligned on a high-level?
2. Do you have synergies with their portfolio companies?
3. Does the deal structure makes your specific goals aligned?
4. Do you connect on a personal level?
5. Did they have successful exits?
6. Did they have write-offs?
7. How did they help their portfolio companies with

a. Hiring
b. Business development
c. Raising next rounds
d. Exits

8. How did they behave when the things went wrong?
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Screening

• A VC offers a term-
sheet only to 0.2%-
2% of the screened 
startups

• 10 term-sheets a 
year means 500-
5000 screened 
proposals

Deal closing

• VCs compete for the 
right to (co-)invest 
into the best 
startups

• Two-way 
competition: deal 
terms and value-add 
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¡ Syndicate 
§ a group of investors that agree to participate in a 

round of funding for a company
¡ Lead investor

§ the venture capital investor that makes the 
largest investment in a financing round and 
manages the documentation and closing of that 
round. The lead investor sets the price per share of 
the financing round, thereby determining the 
valuation of the company
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¡ Prorata investment rights
§ give investors the right to invest in a 

startup’s future fund-raising rounds and maintain 
their ownership % in the company as 
the company grows and raises more capital

§ valuable for both past and future investors (why?)
¡ Most of venture funds reserve 50%++ of their 

money for follow-on investments 
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37Source:  NVCA Year Book 2016



¡ Why is Delaware called “offshore”?
§ Tax benefits
§ Shareholder register

¡ Delaware is extremely business-friendly
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¡ For founders it’s typical to have four year 
vesting stock arrangement with a one year 
cliff

¡ Vesting works with stock (for founders) or 
stock options (advisors, Board members, key 
employees)

¡ Reserve stock option pool for future 
employees
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• Helps find startups to 
invest into

Venture partner, 
Investment 

partner

• Runs the fund, makes 
investment decisions

General partner, 
Managing 

partner

• Provides $$$ to the fundLimited partner
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Traditional

• IPO
• M&A 

(strategic)
• M&A 

(financial)

Untraditional

• Fire-sale
• Spin-Off
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Flat Round

Down Round
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¡ One of the co-founders of 
Sun Microsystems, where he 
served as its first CEO and 
Chairman in the early 1980-s.

¡ In 1986, he became a general 
partner of the venture capital 
firm Kleiner Perkins Caufield
& Byers, where he remained 
through the early 2000-s.

¡ In 2004 Khosla formed his 
own firm, Khosla Ventures, 
which focused on venture 
investments in various 
technology sectors, most 
notably clean technology.
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Aligned Goals

Detailed Plan

49

How does Silicon Valley differ from the rest 
of the world?



¡ There is some value in creating a business plan; 
there is no value in following the business plan…

¡ …Founders, who had successful exits in the past, 
are less hungry and more relaxed; they listen 
less to the others and more easily make 
mistakes…

¡ …I do not like going to the Board meetings 
anymore. I always vote with the founders, even 
if I disagree with them – but with one exception
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400-600 venture-backed 
companies have an exist

8o0-1500 companies get 
their first venture

investment

25,000-35,000 companies 
get their first angel

investment 

0.5-0.7 mln new
companies created 

every year
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3,000-4,500 companies get 
either first or follow-on 

venture investment 

50,000-70,000 
companies get 
either first or 

follow-on angel
investment 

almost the 
same number 

closed
Sources: Small Business Association, U.S. Department of Labor, 
U.S. Census Bureau, National Venture Capital Association, 
Center for Venture Research at the University of New Hampshire



• Crossing the Chasm: Marketing and Selling High-Tech Products to 
Mainstream Customers 

Geoffrey Moor

• Four Steps to the Epiphany: Successful Strategies for Products that Win

Steven Blank

• Business Model Generation

Alexander Osterwalder

• Venture Deals: Be Smarter Than Your Lawyer and Venture Capitalist

Brad Feld, Jason Mendelson

• Do More Faster: TechStars Lessons to Accelerate Your Startup 

David Cohen, Brad Feld
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vlpavlov@rollApp.com
www.linkedin.com/in/vlpavlov
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