
INVESTING IN STARTUPS
Mitigating Risks



What is a Startup?

“An	organization	formed	to	search	for	a	repeatable	
and	scalable business	model.”	– Steve	Blank

A startup is a company designed to grow fast. Being newly 
founded does not in itself make a company a startup. Nor 
is it necessary for a startup to work on technology, or take 
venture funding, or have some sort of “exit.” The only 
essential thing is growth. Everything else we associate 
with startups follows from growth - Paul Graham



Why Invest in Startups?

ü Good risk / reward balance 

ü We can use our knowledge and experience to help others

ü Access to innovation and learning new ways of working

ü Intellectually stimulating



Startup Financing Cycle

Source:	paperblog.fr

Ø Longer	period	before	any	
returns

Ø Higher	potential	/	Higher	risk

Ø Less	time	to	reach	exit

Ø Lower	potential	and	lower	
risk



Investment Stages

1.	Exploration	(Concept).	No	revenue,	the	product	is	not	on	the	market

2.	Market	Validation	(Pre-Seed).	No	revenue,	negative	EBITDA	

3.	Product	building	(Seed).		Revenue,	negative	EBITDA

4.	Launch	(Early	stage).		Revenue,	positive	(or	almost	positive)	EBITDA	,	some	
metrics,	Product-Market	fit

5.	Growth.		Revenue,	positive	EBITDA	

6.	Expansion.		Revenue,	positive	EBITDA

Bootstrapping

(Bootstrapping,	FFF,	Incubators)

(Business	Angels,	Crowdfunding)

(Business	Angels,	Crowdfunding,	VC)

(VC,	Debt,	Media	4	Equity)

(Debt,	Private	Equity,	IPO)





How do we obtain liquidity?

Dividends Sale / Exit

Next Investment Round IPO



Some Key Figures on Investing in Startups (I/III)

ü Time to reach an exit (5-7 years)

*	US	Market	data



Some Key Figures on Investing in Startups (II/III)

ü Failure rate: 80-90% (10=5+3+1+1)

Within a portfolio of 10 investments…… returns will come from 1 or 2 startups

An investment portfolio IS NOT a 
normal distribution

5 startups: 0 returns
3 startups: 10-15% returns
1 startups: 25-30% returns
1 startup: 60% returns

On average, out of the total returns 
of a portfolio of 10 investments:



Some Key Figures on Investing in Startups (III/III)

ü We expect a minimum return of 10-12% per year

Assuming we pursue a minimum return of 10-12% per year, providing the 
average time to reach exit, the target multiples will be:

5	years	→	1.7x	 (1.12)5
7	years	→	2.2x (1.12)7

Provided the failure rate, we should 
strive for a portfolio where all 
investments have the potential to 
achieve at least a 10x



How to Design an Investment Strategy

ü Define our motivations

ü How much are we going to invest and with what strategy (Follow-on?)

ü Establish a minimum diversification 

ü Analyse the possibilities of exit and the capital needs of the startup (Runaway)

ü Define how are we going to assess the effectiveness of our strategy



1. Industry / Market           → Vertical that you know? Big now or in the future? 

Competition?

2. Stage / Maturity             → Risk / Reward impact, the risk varies depending on 

the maturity of the project

3. Geography → The closer the better. Risks of investing in other 

countries?

4. Ticket / Follow-on          → How much can I actually invest (by company and by 

year)? Impact on the Target Equity

The 4 pillars of an Investment Strategy



What to Look at in a Winning Team 

Problem / 
Solution Problem / Market need

Market Big market and strong market penetration (profitability, competition…)

Team Multidisciplinary + CTO*

Business 
Model Well structured business model

Traction Depending on the stage (Seed: Team / Series A,B: metrics)

*For tech companies



Capacity of Follow-on (I/II)

Example: Different investment strategies: all at the beginning, homogeneous allocation, increasing amount 

Case 1: All at the 
beginning

Round 1 Round 2 Round 3

Investment 75,000
Pre-money valuation 1,000,000 5,000,000 10,000,000
Round size 200,000 1,000,000 4,000,000
Post-money valuation 1,200,000 6,000,000 14,000,000
Number of shares 75 75 75
% Investor 6,3% 5,2% 3,7%

Follow-on: The possibility to keep investing in following rounds, avoiding or reducing 
dilution



Capacity of Follow-on (II/II)

Case 2: 
homogeneous 
allocation

Round 1 Round 2 Round 3

Investment 25,000 25,000 25,000

Pre-money valuation 1,000,000 5,000,000 10,000,000

Round size 200,000 1,000,000 4,000,000

Post-money valuation 1,200,000 6,000,000 14,000,000

Number of shares 25 31 35

% Investor 2,08% 2,15% 1,72%

Case 3: increasing 
amount

Round 1 Round 2 Round 3

Investment 10,000 25,000 40,000

Pre-money valuation 1,000,000 5,000,000 10,000,000

Round size 200,000 1,000,000 4,000,000

Post-money valuation 1,200,000 6,000,000 14,000,000

Number of shares 10 16 22

% Investor 0,83% 1,11% 1,08%



Valuation: Implications of a Bad Valuation

It is not about entering at a low valuation, but at a GOOD valuation, and this 
does not necessarily mean it is low

2	possible	bad	scenarios

a LOW Valuation a HIGH valuation



Valuation: Implications of a Bad Valuation

a LOW valuation

The entrepreneur has 2 key motivations: 

ü Provide a solution to an existing problem

ü Obtain a return they would not be able to receive otherwise

NO Equity = NO Motivation = NO Exit



Valuation: Implications of a Bad Valuation

a HIGH valuation

This scenario puts pressure on the entrepreneur to continue increasing the 

valuation, which may imply: 

✓ No room for error for the startup

✓ Existing investors do not continue betting on the project in case more 

cash is needed, and no value has been generated with the capital from the last 

round = DISTRUST



• Who leads the company? 

• What happens if the entrepreneur wants to make “unreasonable expenditure”? 

• What are the limits? Can they sell part of the company? 

• What happens if one of the founders wants to leave?

• Which role will investors play in the administration of the company? 

• How will new investors join the cap table? 

• What happens if we receive an offer to buy the company or part of it?

Shareholders’ Agreement: Possible Conflicts 

These risks must be avoided by signing a SHAREHOLDER’S AGREEMENT



Shareholders’ Agreement: Clauses

Let’s have a look at the clauses by subject:

1. Management of the company

2. Transfer of shares

3. Commitment of the founding team



Shareholders’ Agreement. Clauses: 1. Management of the 
Company

How to plan the management of the company, decision making, 

and guarantee financial control and responsibility:

✓ Company’s governance

✓ Decision-making bodies

✓ Majority systems

✓ Right to information



Shareholders’ Agreement. Clauses: 2. Transfer of Shares

How to regulate the transfer of shares in the company

✓ Limitations of transfer

✓ Preferential acquisition right

✓ Drag Along / Tag Along

✓ Anti-dilution clause

✓ Preferential liquidation right

ü Option Pool



Shareholders’ Agreement. Clauses: 3. Commitment of the 
Founding Team

How to reduce the risk of the founding team leaving:

✓ Minimum stay term

✓ Exclusivity 

✓ Dedication 

✓ No competition



Shareholders’ Agreement: Some Key Clauses

Clauses must favour, not what is best for the entrepreneur or the investor, but what is best 
for the company

Certain clauses that you should, and should not, accept or suggest:  

Positive	Clauses Negative	Clauses

ü If investors	are	experienced	and	can	add	value	to	the	
management	of	the	company,	invite	them	to	join	the	
board

✘ Anti-dilution clause	(unless	there	is	a	downround)

ü Exclusivity	and	commitment	of	the	founders	(vesting) ✘ Capital	increase	veto

ü Non-compete Agreement ✘ 2x,	3x Preferred	liquidation	rights

ü Discuss and	fix	founder´s	salaries ✘ Do	not sign	anything	that	you	do	not	fully	understand!!!

ü Tag along	(for minority investors)

ü Drag along	(for	majority investors)



Some Key Concepts

ü Profitable vs. Investment worthy

ü Maximizing the « upside » vs. Protecting the « downside »

ü WIN – WIN Entrepreneur - Investor

ü Philosophy of the cake

ü Analytical and Reasonable approach

ü Do not risk money you cannot afford to lose





Glossary: Some Key Clauses and Terms (I/IV)

Shareholders’ Agreement: A shareholders' agreement, is an arrangement among a company's shareholders that describes how the 
company should be operated and outlines shareholders' rights and obligations. The agreement also includes information on the management 
of the company and privileges and protection of shareholders.

Voting rights: The voting right of each member has to be determined, depending whether someone joins the board of administration or 
only participates in the shareholders' meeting. Within the voting rights, the votes needed to approve each type of decision should be 
defined. Usually, +50% is enough for the majority of decisions, but for some decisions of greater impact, 75% of the votes could be 
necessary. This last percentage usually varies according to the composition of the cap table so that, depending its structure, the votes of 
certain shareholders are necessary to approve certain decisions. This can vary depending on whether there are preferred shares or a 
quality vote and, above all, if there are veto rights.

Right of Veto: The right of veto allows a partner to block / not allow any action / decision, much as the other partners are 100% agreed. 
If that partner does not want, it is not done. Clearly, this is a very hard clause and should be avoided whenever possible. Some examples 
of veto can be related to: capital increase, indebtedness, hiring, salaries….

Economic rights vs Political rights: We must differentiate between % of ownership and decision-making capacity. The % of one does 
not always have to represent the other one. Usually we speak of having +50% of a society to be able to control it, right? Well, that may 
not be the case. Likewise, we can think that if we have 30% of a company, we will receive 30% of what is obtained in a liquidation, right? 
Well, this may not be the case either. The first are political rights and the second, economic rights, and both can be distorted by rights of 
veto, liquidation preferences, etc.



Glossary: Some Key Clauses and Terms (II/IV)

Liquidation Preference: “Liquidation” does not refer only to the moment of liquidating the company, but to the “Liquidity events", that is, 
moments in which the value of the shares of a startup convert into money. In these cases there may be some investors (usually in large 
rounds) who want a preference at the time of that liquidity event, this is: they first recover the money they invested and then the rest is 
distributed among other partners as corresponds. At the time of recovering first, it can be the case that the investor wants 1x, 2x, or even 
more multiples of their initial investment, that is, they first receive what they invested, or double, etc. and then what is left is distributed as 
corresponds to each partner. 
This clause generally matters when we think of a sale at a lower valuation than the investment or in a closing, in case there is something left 
to distribute. In this case, the fairest thing would be for the investor, to at least recover what they invested and, if possible, earn something 
extra for the risk undertaken. 

Option pool: is a way of attracting talented employees to a startup company - if the employees help the company do well enough to go 
public, they will be compensated with stock. Employees who get into the startup early will usually receive a greater percentage of 
the option pool than employees who arrive later.

Non-dilution clause: An anti-dilution clause protects investors from the dilution of an equity position – something that occurs when an 
owner's percentage stake in a company decreases because of an increase in the total number of shares outstanding. Total shares 
outstanding may increase because of new shares being issued due to a round of equity financing or perhaps because existing option 
owners exercise their options. It is clear that it is not a friendly clause but it may be acceptable in the case of making a capital increase, 
but to a company valuation inferior to the previous one (downround).



Glossary: Some Key Clauses and Terms (III/IV)

Vesting: It means that at the very beginning each founder gets his or her full package of stocks at once to avoid getting taxed for capital 
gains; but, the company has the right to purchase a percentage of the founder’s equity in case he or she walks away. In essence, vesting 
protects founders from each other and aligns incentives so everybody focuses towards a common goal: building a successful company.   
Standard vesting clauses typically last four years and have a one year ‘cliff’. This means that if you had 50% equity and leave after two years 
you will only retain 25%. The longer you stay, the larger percentage of your equity will be vested until you become fully vested in the 48th 
month (four years).

Drag along: A drag-along right is a right that enables a majority shareholder to force a minority shareholder to join in the sale of a company. 
The majority owner doing the dragging must give the minority shareholder the same price, terms and conditions as any other seller. Drag-
along rights are designed to protect the majority shareholder.

Tag along: Tag-along rights are contractual obligations used to protect a minority shareholder, usually in a venture capital deal. If a majority 
shareholder sells their stake, it gives the minority shareholder the right to join the transaction and sell their minority stake in the company. 
Tag-alongs effectively oblige the majority shareholder to include the holdings of the minority holder in the negotiations in order to facilitate 
the possibility that a tag-along right is exercised.

Lock-up: There is another clause that aims to limit the sale of shares of the company without consensus of the partners. Imagine that a 
partner, founder or not, tries to sell their shares, or speculate with them, once an important investment round has been made. That can 
affect the stability of the company or can simply create a rumor in the market that can hurt the company. In any case, something bad if 
there is no consensus between partners, and a solid argument. Generally, when creating the company and / or when there is a round of 
investment, a period of time is established in which shares can not be sold, a clause of Lock-up, generally 2 or 3 years.



Glossary: Some Key Clauses and Terms (IV/IV)

Due Diligence: Due diligence is an investigation or audit of a potential investment or product to confirm all facts, such as reviewing all 
financial records, plus anything else deemed material. It refers to the care a reasonable person should take before entering into an agreement 
or a financial transaction with another party. 

Right to Information: Try to agree with your partners, especially investors, the periodic reports they need and try to have a unified report.

Non-Compete Agreement: By definition, it is normal to demand the exclusivity of the founders, it is logical to devote all efforts to your 
company being that someone else depends on it, be other partners who put work or investors who have put money. In addition to that, it is 
also normal that there is a non-compete obligation once the relationship with the company has been terminated, either by mutual 
agreement or even by dismissal. A founder of the company is usually someone very relevant and one of the main reasons why your partners 
have partnered with you or for which a investor invests in the company. It is logical to limit that you can leave or collaborate with the 
competition just after leaving the company. A period of 2 or 3 years is usually set. 



Some Useful Links

- Cheap	OHADA	compliant	documents	can	be	made	on	sites	like www.legalsoba.com for	very	small	fees	(pacte
d’actionnaires for	6	USD)

- More	information	on	pacte d’actionnaires :

https://www.youtube.com/watch?v=ZsCUZ7fr5Vs

https://www.anaxago.com/academy/article/exemple-de-pacte-dactionnaires

https://business-en-afrique.net/extra-statutaires/


