


Mind your business!

Startup Finance Pitfalls 
& How To Avoid Them

CA Sujata Bogawat

FLAME Founders Talk  

Aug 12, 2020



By others’ 
faults the 

wise correct 
their own.

• QUIZ: https://quizizz.com

https://quizizz.com/join?gc=672668


You do not 
realise how 
important 
decisions 
are until you 
make the 
wrong ones.

Choosing the 
appropriate entity & 
ownership structure 

Parent / Subsidiary 
/ Spin-offs

Where to 
register the 
company?

Where’s the market?

Where’s the IP?

Where are the 
investors?

Pitfalls

Tax cost – TP, POEM

RBI Regulations – FDI, 
ODI, LRS, etc

Keep it simple



Your startup is today because of 
the choices you made yesterday.

• Lifestyle or Unfettered growth?

• Nature of business – opportunity, fundability, timelines

• Personal motivation

• Treat fundraising as more than a plan A, have a plan B

• Raising money isn’t the in-thing; making money is

• Plan for monetisation is as important as product development

• “Path to profitability”

• Build a financial model to showcase that path

• Unit economics



We lose a little 
money on 
every 
customer, but 
we make it up 
on volume. 

Unit Economics – the only choice for 
a sustainable future

Different metrics for different businesses: 

- Manufacturing / trading: Gross margin

- Services: Break-even

- SaaS – LTV: CAC or CAC payback

Pitfalls:

- Funded companies 

- Cost of bulk ordering

- Back-to-back arrangements



• Keep a hawk eye on: 

• Inflows & Outflows

• Cash balance

• Which will in turn tell you about: 

• Burn

• Runway

• Spend like you are never going to 
raise money

• Low runway = desperation | 
High runway = leverage

• Pitfalls:

• VCs pushing to burn quicker 

• Discipline

The art is not 
just in making 
money; but in 

keeping it.



I run on the road long before I dance under 
the lights.

Pitfalls:

- Distraction from core 
business

- Uncertain timelines

Deals fall through:

- Syndicated deals

- Due diligence

Best Case Scenario

Building the funding 
story

Day 0

Finding investors & 
intros

Day 30

Investor pitch

Day 60

Due Diligence

Day 135

Term sheet 
negotiation & 

execution

Day 105

Investor evaluation & 
decision

Day 90

Definitive 
agreements’ 

execution

Day 165

Funds in the bank & 
allotment

Day 180

Back to business

Day 181



Clutter is 
nothing more 
than postponed 
decisions.

• Cap table simulation – understanding 
shareholding progression is a MUST

• De-cluttering before onboarding investors:
• Co-founders’ shareholding – avoid lopsided 

shareholding 
• Promoter transfers – tax cost
• ESOP
• Advisors compensation

• Pitfalls:
• # of shareholders – angels, ex-employees
• Convertibles missing from the Cap Table
• Equity for one-time contributions



Who owns what and when.

http://venturehacks.com/articles/cap-table

http://venturehacks.com/articles/cap-table


I fought the 
law and the 
law won.

• Sweat Equity

• Expensive

• Tax cost

• ESOP:

• I promised to issue my employees stock 
options last year

• Cost of implementation & annual 
maintenance

• Labour Law Regulations

• Payment of Bonus Act

• ESIC Act – applicable to s/w development 
companies

• PF & PT – applicable to interns



If you think compliance is 
expensive, try non-compliance.

• Using investment funds before allotting shares

• Delaying FDI reporting 

• Minimal compliances under Companies Act

• Delay in payment of statutory dues – expensive & 
non-deductible (PF)

• Compliance calendar – a must

• Advisors who understand your business are 
priceless



Thank you!

sujatavb

sujata.bogawat@bandsindia.com

DISCLAIMER: This presentation contains information in summary form and is intended for general guidance only. It is not intended to be a substitute for exercise of 
professional judgment. On any specific matter, please refer to an appropriate advisor. While every reasonable effort is made to ensure that the information 
provided herein is accurate, some of the information may be rendered inaccurate by changes in events or applicable laws and regulations. We provide no 
guarantees, representations or warranties, express or implied regarding the accuracy or completeness of any information in this handout or that any information is 
up to date, and it should not be relied on as such.




