
Fintech
Venture Capital Framework

Spring 2019



VC ten surprises
• Innovation, odds of success 
• Variation: types of investors, stage of company, 

geographical, industry
• Structure: firm and funds
• Sequoia pitch deck framework-investment process
• Returns and risks from the VC asset class
• Cost of capital, multiples, hurdle rates, IRR
• Valuation DCF and comps
• Path dependency and structuring deal terms for 

advantage (asymmetrical payoff patterns)
• Exits, illiquidity, cyclicality
• Concentration and network effects
• The struggle with diversity
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1. INNOVATION AND THE ODDS 
OF SUCCESS

Venture Capital Fintech
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Source of innovation
R&D comes from 3 sources: government, university, and industry

VC backed companies are more likely to be R&D driven
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Innovation around the world
number of startups founded
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By state
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By zipcode

63% of US patents 
from just 20 metro 
areas
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Failure rate
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Reasons for failure
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Summary this section-innovation

• Scarce-most startups fail, most R&D dollars 
are wasted

• Concentrated in key spots
• Global-don’t assume all developed 

markets-developing markets can leapfrog
• Critical to economic growth and 

productivity
• Metrics are input (R&D) and output 

(patents) per capita  at the macro level, 
R&D % sales at the micro level

• Driven by technology
• VC performs an important role 
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2. VARIATION: INVESTORS, 
STAGES, INDUSTRIES AND IP

Venture Capital Fintech
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Startup (funding) lifecycle
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Crowd

funding



By stage

3/4/19 Kathleen DeRose 13



What motivates early stage 
investors?
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Friends and family
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Incubators
• Examples: Y Combinator, Startup Bootcamp, Level 39
• Business Model

– Take slice of equity as payment for services to very early 
stage, first time entrepreneurs. Provide working space, small 
stipend, and advice from team and angels. Sometimes also 
charge entrepreneurs for access to investors, markets, 
advice

– Some due diligence
– Very low barriers to entry-can be playground
– Opaque track records except for the few well-known 

success stories like Y-Combinator
• Clients

– Incumbent financial sponsors looking for new business ideas
– Governments supporting innovation 
– Angels and VCs looking for deal flow to put in pipeline
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Y-Combinator
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Crowd funding platforms (invest)
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Crowd platforms
disruptive to angel investing groups

• Examples:
– Angelist, SEEDrs, etc. 

• Business Model
– No fund or permanent capital-platform model
– Take underwriting fee from entrepreneur posting deal-very 

low entry for investors, plus network benefits
– Various degrees of curation or due diligence to manage 

reputational risk
– No investment process per se-follow crowd or an expert
– Investments biased to easy-to-tell B2C stories 
– No track record-first exits starting to happen

• Clients
– Accredited investors (most jurisdictions-see JOBS act U.S. 

change) for their own portfolios
– Ticket sizes $1000 and up
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Angel Investors
• Examples: 

– New York Angels, Go Beyond Investing, UK Business Angels, etc. 
– Typically former entrepreneurs, HNW individuals, former business leaders

• Business Model: 
– Membership model (fees for access to deals), sometimes also charge 

entrepreneurs
– Pooling angels, rarely a fund, some syndication with other angels-

technically an unsolicited securities offering
– Varying degrees of investment discipline (non-professional investors) 

and due diligence-internal champion and group interest key drivers
– High costs, subsidies (experienced investors to inexperienced ones)  

and intangible value for members (networking)
– Opaque track records

• Clients
– Accredited Investors for their own portfolios
– Family offices
– Ticket sizes $5000 to $5 million
– Deal sizes usually under $10 million valuation
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Angel track records
Kerr, Lerner, Schoar (2014 )

• Tech Coast Angels,(Ca.) CommonAngels (MA.) 2001-
2006
– TechCoast = 300+ angels, 2500 deals

• Does angel financing predict startup success?
– Hypothesis: Angel monitoring, value-added services, and 

powerful control rights produce better governance, better 
operations, lower capital constraints, and stronger growth?

• Difficulty of cause effect (nature v nurture) and Control 
for quality (control group)

• Independent variable: receiving funding
• Dependent variables (measures of success)

– Survival rates, exit %, # employees, growth etc. 
• Angel returns = VC (these are top tier angels)

– “Hobbyists”?
– Asset class versus deal by deal returns?
– Note most of the returns (higher multiples) earned in early 

years later years are not even returning capital
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Corporate VCs-FinTech
Business Models Vary

Source: KPMG and CB Insights
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Ant financial
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Venture Capital
• Examples: 

– Sequoia, Technology Crossover Ventures
• Business Model:

– Fund, series of funds from $100 million to $5 billion-
investments of $20-500 million typically for 20% of the 
company

– Get paid fees and carry
– Expect 10x
– Strong investment discipline and process and due 

diligence
– Published track record 

• Clients:
– Institutional Investors (pension plans, 

foundation/endowments, sovereign wealth funds) 
allocating $10-100 million to asset class
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Largest VCs
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Individual VC leaders

3/4/19 Source: Forbes “Midas” list of top 
tech investors 27



3/4/19 Kathleen DeRose 28



VC’s skills
• Deal making and structuring (IB 

background)
• Technical (STEM at the PhD level)
• Operational (strategy, management, 

turnarounds)
• Entrepreneurship (successful launch, 

scale, exit)
• Investment decision-making (private v 

public)
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What kind of investor do you 
want for your startup? 
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By types of business
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By types of business
All industries not created equal-where is financial services? How could you tell? Change 

ahead? 

3/4/19 Kathleen DeRose 32

Google AppleFoxconn
? ?



IP hierarchy
Where is the IP in financial services? Can you patent software? 
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patents

Industrial design

copyright

trademarks

trade secrets

Code, UI

brand

Novel
Unique
Useful
Not obvious



FinTech patents-tech + finance
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Blockchain
(now 

fastest) 



Summary this section

• Investors prefer growth—what type of 
business to take a risk on

• Prefer sustainable competitive 
advantage driven by IP (more than 
brand)—avoid commodity businesses

• Also avoid capital intensive-prefer 
capital light given return requirements

• Where does financial services fit? 
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3. VC FIRM AND FUND 
STRUCTURE
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Private firms
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VC as intermediary
Key VC relationships and associated legal structure and business model

• VC and their institutional investors
– VC as asset manager
– Provide access to and enhanced returns from 

the asset class in exchange for fees and carry
– Series of funds where VC is GP and investors are 

LPs
• VC and their portfolio companies – i.e. with entrepreneurs
– VC as startup investor
– Act as a conduit for institutional capital seeking 

returns
– Advisory role (to increase odds of good returns)
– Series of investments and rounds in same 

investment from a fund
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VC business-economics
Invest, monitor and exit (asymmetric risk)
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VC business-transactions and 
legal steps

Investors & VC, VC & Entrepreneur
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VC business-economics
• Committed capital versus called capital

– On what base are fees charged?
– On what base is performance calculated

• Borrowing to “smooth” capital calls
• Management fees(charged to investors in fund)
• Underwriting fees (charged to startups)
• Advice fees (charged to startups)
• Carry (shared participation in upside)
• Hurdle rates (hurdle below which no carry earned)
• How structuring affects economics (staying first in 

line)
• Conflicts of interest?
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Private securities offerings
Regulations, disclosure rules (wild wild west)
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VC fund & investor
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VC fund and investor: GP & LP
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VC & entrepreneur: legal 
process

Each time the fund invests in a startup, and at each round for the same startup
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Term 
Sheet

Shareholder 
AgreementStock 

purchase 
agreement 

(security 
sale)

Incorporatio
n

Bylaws



Summary this section

• VCs as intermediaries
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4. HOW INVESTORS INVEST: 
SEQUOIA PITCH DECK 
FRAMEWORK

Investment Process and Due Diligence
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Choosing among competing 
alternatives 
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VC investment process
which steps are proprietary? Which add the most value? What % get funded? 

• Permanent capital, fund series 
• Deal flow (network)
• Preliminary due diligence

– Sequoia pitch deck
• Selection 

– Firm’s criteria
• Funding and structuring

– Term sheet
– Final due diligence
– Process and valuation

• Active management
– Board seats, hiring, customer introductions, etc. 

• Exit
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100-1000

(Metrick 7-12)

1

Good selection
Smart structuring
Active Management
Exit



Sequoia Pitch Deck
proxy for a selection process
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Company Purpose
Problem
Solution
Why Now?
Market Size
Competition
Product
Business Model
Team
Financials



AirBnB Problem and Solution
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Market Test

• Market test-why is this so important? 
– Does this venture have a large and addressable 

market? (Metrick) 
– TAM SAM SOM (Sequoia)
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TAM SAM SOM
links to industry assessment and to financial model
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• TAM= Total available market

• SAM= Serviceable 
addressable market (parts of 
the TAM you can reach, i.e. 
customer segments, 
geography)

• SOM= Serviceable 
obtainable market (your 
market share of the SAM)



AirBnB TAM SAM SOM
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Market Size
Large and growing opportunity

$20.9 billion
$4.8 billion

$259 m

Advisor Operating Costs
Total Available Market

Software substitution
Serviceable addressable market

Evolute
Target Market Share

Our clients: independent advisors



AirBnB Product
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AirBnB Business Model
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Management Test

• Management test-why is this so important
– Does the management have the capabilities to 

make this business work? 
– What are the team dynamics?

3/4/19 Kathleen DeRose 58



Summary this section

• Investors run a disciplined due diligence and 
investment process to chose among competing 
alternatives in the face of high uncertainty

• VCs: Use Sequoia pitch deck outline to run 
preliminary due diligence

• Entrepreneurs: Make sure you hit the points on the 
outline to get the next meeting!
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5. RETURNS AND RISK FROM THE 
VC “ASSET CLASS”

VC fund data bases
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What return?
How to calculate?

Non-traded securities
Founders returns? 
VC –GPs returns? 
VC – LPs returns? 
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VC returns
• What is success?

– Long term return on equities? (equity risk premium)
– Metrick-calculated cost of capital 15% (recent results 

much lower) for venture capital given imbedded betas
– Let’s say 12% or we wouldn’t bother given the extra risk 
– A 10 year fund needs to return a multiple of 3x (after 

fees) to realize a 12% return:
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Example: $100 million fund

• Assume 10 investments of $10 million 
each

• Fund needs to grow to $300 million in 
10 years to reach 12%

• What are the implications for the 
returns from each investment? 

• VC owns 25% of each company
• Also have to cover fees & expenses 

running 2-3% per year
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How many hit 3x or 12% in 10 
years?
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$100 million fund: 5x returns for 
all 10 investments
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VC 
makes 

10 * 12.5 
or $125 
or 17.5%

Exit valuePayout to VC



$100 million fund: 5x returns for 5, 
10x returns for 5
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VC 
makes 
$187.5, 

or 22.3%



$100 million fund: 5x returns for 5, 
10x returns for 4, 50x for 1
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VC makes 
$287.50 or 27.7%



How many hit 3x or 12% in 10 
years?
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More realistic case
• 50% return nothing (10 * 5* 0)
• 35% return 1-2x, at 2x = $70 million (3.5* 20)
• 10% return 2-3x, at 3x = $30 million (1* 30)
• Fund value so far after 10 years = 100 million, return is 

zero-remember you need a fund value of > 300 million to 
earn 12%

• 5% return more than 3x
• How big a unicorn do you need to make up for the other 

losers? 
• 5% (half of one) has to return $200 million to get over the 

return hurdle, ie 5 million investment produces $200 
million return or 40x

• You need a huge home run to make a 12% return on a 
VC fund
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Other solutions to this problem? 

• Reduce fund lifespan (same returns 
over shorter time)

• Lower return hurdle rate (lower returns 
over same time)

• Negotiate disproportionate share of 
returns
– How do investors do this? 
– Are these “investment” or other skills? 
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Evaluating managers
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Public equities

Private equities

Universe or 
benchmark

Peer Group 
(subcategory)

Manager

• Selecting
• Timing
• Weighting

• Russell 1000
• Mean return
• Std. deviation
• Factor risk 

exposures

Higher risk-
adjusted 
return (to 
justify fees)

• Russell 1000 value
• Mean return
• Std. deviation
• Factor risk 

exposures

Consultant 
databases of PE 
managers



Venture Capital Peer Group
Cambridge Associates performance report (as of September 2016)
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Venture Capital Peer Group
Cambridge Associates performance report-dispersion (as of September 2016)

Dispersion increasing? 
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Year 1981 2014
Median 7.87% 3.23%
Mean 9.01% 4.31%

1rst Q’tile 13.24% 14.27%
4th Q’tile 5.94% (5.16%)

Std Dev 5.59 16.73



Fewer, bigger firms
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VC asset class risk/return 
implications

• High startup failure rate
• Fund returns are falling and risk is getting bigger
• Very hard to generate required returns
• Few VC firms succeed-winner take all industry
• Result? It does not make sense to invest in the “asset 

class;” institutional investors should only invest if they can 
chose winning VCs

• Result? Target investments must become quite large 
companies (billions) to justify large ticket sizes, high 
potential returns

• Result? Key VC skill is “active” management; helping 
shape the path dependent outcome to the highest 
possible return and trying to harvest a disproportionate 
share of that return (or a lower share of the losses via 
preferences)
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COST OF CAPITAL, MULTIPLES, 
AND FUND IRR PITFALLS

Fintech Venture Capital

3/4/19 Kathleen DeRose 76



What is a VC’s cost of capital? 

• How can you determine this? 

• Do VC’s add value? 
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CAPM assumptions
• Equilibrium assumption
• Cost of capital = expected return
• Risk free rate (match time horizon)-Metrick =4%
• Equity risk premium (historical) –Metrick 7%
• For a company’s equity, or a capital project, or 

an entire industry or asset class, or a portfolio
• Beta is covariance of assets returns with the 

returns on the market (systematic risk)
• Risk that is uncorrelated is idiosyncratic, and 

diversifiable
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CAPM regression
• Alpha, regression constant(intercept) allows for 

realized returns to be greater than the cost of capital
• e, error term
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So what the heck is VC beta? 

• Initial regression looks like great excess 
returns, and below market beta, plus 
uncorrelated with the market! (Ex. 4-5, 
p.75)

Sand Hill Cambridge
– Alpha 5.88% 6.03%
–Market beta 0.81 0.55
– R2 0.71 0.16
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Problems
• Style = + 2% for size, + 5% for value
– Fama and French: size (small-large) and value-

growth spread
– Add factor loadings for the VC asset class

• Liquidity = +6% per year (p.77)
– Pastor-Stambaugh model (liquid-illiquid spread)

• Stale values cause market risk (vola) to be 
understated

• Once you add style and liquidity as regression 
betas (explaining part of the returns), the VC 
alpha shrinks and risk increases
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So…
• Sand Hill Cambridge 

Assoc

• Alpha 0.48 0.47
• Market beta 1.83 1.88
• Size beta -0.03 1.14
• Value beta -0.52 -1.60
• Liquidity beta 0.23 0.05
• R2 0.83 0.57
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With alphas, risk 
and correlation 

like this….



Regression with size, value, 
liquidity betas
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15% cost of capital

NO alpha ;-(

Much riskier
Highly correlated with equity 

markets



Returns
• IRR (not geometric or average return)
• Lumpy cash flows
• Early period of investment (negative cash 

flows)
• Later period of distribution (positive cash 

flows)
• Timing is everything
• Before or after fees, how carry is determined, 

etc. 
• Returns, multiples and probabilities are all 

related
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Multiples and returns
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But IRR has limits too
Only valid over life of the fund

• Cannot compare IRR to periodic (ie
annualized) returns

• Assumes reinvestment when none exists 
(matters over shorter time frames)

• Does not distinguish between realized 
and unrealized returns-unrealized 
investments treated as terminal positive 
cash flow (when they may not be)

• Returning 100% in one year is better than 
returning 100% in 10 years, but IRR does 
not account for this
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Summary this section
• High cost of capital – and no alpha-- on 

average- VC industry can’t justify fees
• Relationship between IRR, multiples, exit 

probabilities and time
• Pitfalls of return calculations (don’t really 

know what the returns are until the exit 
or the end of the funds life)
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VALUATION
Fintech Venture Capital
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Startup capital raising process

• Sell a % (usually 20-30%) of your business 
to the investor

• Dilution means watering down all 
shareholders’ percentage ownership

• Hopefully dilution is offset with increase in 
valuation, but tradeoff is that too high a 
valuation too fast causes problems

• Other concessions often made too
• Many rounds before success
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Pre and post money valuation
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Valuation methods

• Discounted cash flow (absolute)
• “Comps” –comparing to similar 

companies (relative)

• VC method-DCF with adjustments to 
account for dilution and optionality

• First Chicago method (3 fundamental 
scenarios, calculate value, assign % 
chance, calc p-wtd)

• Dark side—for a later class
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DCF-basic concepts
• Stages and growth rates

– Venture period: rapid revenue growth (3-5 years to IPO)
– Rapid growth period (IPO+5 years) above industry revenue 

growth, rising margins and returns
– Stable growth period: converging with industry growth, 

margins, and returns
• Cash flows = EBIT (1-t) + d +a -cap ex-change in NWC 

– Free cash flow net of reinvestment
• Cash flow for each year in forecast
• Perpetuity or terminal value (final cash flow) NPV =X/(r-g)
• No debt so no interest expense, no amortization, so basically E less 

reinvestment, defined as cap ex + NWC -d
• Discount rate

– Relevant cost of capital for that type of company
– VC cost of capital
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Valuation and P&L

• Initially valuation based on the idea 
plus a 5 year forecast

• Fundamental performance of the 
company must support the valuation 

• Investors compare you to other 
companies at similar stages in similar 
businesses
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Financial model build
Income statement, cash flow statement, balance sheet

• Revenues (units, prices, growth rate)
– COGs      (fixed and variable)

• Gross profit (GM%)
– SGA (sales and marketing = customer 

acquisition costs versus 
overhead)

• Operating profit (OM%)
– Other expenses (interest expense)

• Pretax profit
– Taxes

• Net profit (net margin%)
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5 year P&L
Cash flow picture

Required balance sheet



Key metrics, link to valuation
One Metric? (Eisenmann, ed., Ch. ) B2C versus B2B? 

• Customer acquisition 
costs

• Customer lifetime 
value

• Churn (customer life)
• LTV/CAC
• Other KPIs?

– Drive the strategy? 
The operations? The 
finances? 

– KPI pitfalls (call 
center)
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n Revenue growth

n Gross, Operating, Net 
margin

n Cash flow 

n Cash burn

n ROIC, ROE 



Link this to ROE (or ROIC)
• Dupont ROE formula
ROE = sales/assets * assets/equity * pretax/sales * 
(1-tax rate)
Drivers? 
• Pretax/sales = margins
• Assets/equity = leverage
• Sales/assets = asset turn (productivity of each 

revenue dollar)
• Tax rate
Link between returns and valuation:
(P/BV) and ROE (Net/BV)
G= ROE (1-k)
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VC method
Chapter 11: tradeoffs between growth and returns; optimizing

• NPV is positive on an incremental 
investment NI only if R (return on 
capital) is greater than r (cost of 
capital)
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How it all goes wrong
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Over and under-
estimating valuation



Summary this section
• DCF is the method of choice, 

followed by comps
• Art not science in startup businesses
• Other features of the financial 

forecast are very important to VC 
investors—understanding the 
drivers

• Valuation can be massively wrong
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PATH DEPENDENCY AND 
STRUCTURING FOR ADVANTAGE

Fintech Venture Capital
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Data patterns
Implications for modeling and prediction

• Random data (aka “coin toss”)
– Each data point is independent
– Normal distribution
– Equilibrium states
– Example: Stock prices (if the efficient market hypothesis is correct)

• Random data with anomalies 
– Regime shifts or trends
– Skewed distributions
– Example: value stocks (why do they systematically earn higher returns?)
– Example: survivor bias in peer groups (right skew, mean > median)
– Example: serial correlation in illiquid securities

• Path-dependent data (aka “butterfly effect” or evolution)
– Each data point is not independent, may depend on other data points
– Pareto distributions
– Game theoretical outcomes
– Emergent behavior
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Another way of explaining it
increase the probability and value of the chosen path
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Good selection

Active management

Smart structuring

Exit

Probabilities and values at each node

Optionality 
(in securities, 

in portfolios of 
startup 

companies)



VC business-ways to increase 
returns

• Preferential treatment in the waterfall 
chart
– At each stage

• Board Seats
• Corporate Governance
• Human resources
• Matchmaking
• Strategy
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What kind of shares do VCs 
take? 
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Cap Table
(Ch. 8) Assuming all common equity
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Options Pool
Preferred 
Payoffs



How much do VCs buy? Typical 
dilution
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VC structures and waterfall
Control rights and payoff patterns
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VC & entrepreneur: Term sheet
www.passioncapital.com: “Plain English Term Sheet”

• What % of the 
company are you 
selling? For what 
valuation? # shares, 
prince, options? 

• Conditions
• Documents and 

Warranties
• Liquidation 

preference
• Important decisions
• Pre-emption rights
• Right of first refusal, 

drag along and tag 
along rights
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• Restrictive covenants (don’t start a 
competing biz)

• Founder shares

• Board of directors

• Information rights

• Expenses

• Exclusivity & confidentiality

• Non-binding

• Expiry

• Accept

http://www.passioncapital.com


Road to riches? 
Effects of dilution on founders stake

Issue 100,000 shares at $5.00 
per share, raising $500,000, 
selling 20% of your firm
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Pre-money
$2.5 mill

Post-
money
$3.0 mill

500,000 500,000

500,000 shs

600,000 shs

Pre-money
$3.0 mill

Post-
money
$4.2 mill

Have 
you 

made 
money

?

600,000 shs

Issue 100,000 shares at $6.00 
per share, raising $600,000
Selling another 17%

500,000500,000

700,000 shs

Value $2.5 million Value $3.0 million



Or…profitless prosperity 
Effects of dilution on founders stake

Issue 100,000 shares at 
$5.00 per share, raising 
$500,000, selling 20% stake
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Pre-money
$2.5 mill

Post-
money
$3.0 mill

500,000 500,000

500,000 shs

600,000 shs

Pre-money
$3.0 mill

Post-
money
$2.8 mill

Have 
you 

made 
money

?

600,000 shs

Issue 100,000 shares at $4.00 
per share, raising $400,000
Selling another 17% stake

500,000500,000

700,000 shs

Value $2.5 million Value $2.0 million



Summary: structuring & path 
dependency
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VC: Will negotiate hard 
to tilt odds in their favor 
(valuation, terms) through 
deal structure

Entrepreneur:
• Be capital efficient
• Plan for loss of 

ownership and control
• (dilution)
• Watch the negotiation 

details



ILLIQUIDITY, CYCLICALITY AND 
EXITS

Fintech venture capital
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Capital under management
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Capital commitments to funds
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Exit-IPO
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Exit –M&A
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VC method to deal with industry 
cyclicality Adjust future value for…

• Probability of exit
• Dilution to get to 

exit
• Other fees and 

carry
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Expected value at exit (FV) = exit valuation * p

Present discounted value of exit (PV) = exit valuation (FV) * p/(1+r) T

p= probability of exit
r= cost of venture capital
p/(1+r) T =effective discount factor for the exit valuation, 1/discount factor 
= multiple, e.g. 1/20% = 5x multiple or “M”



Summary

• Capital flows in the industry are highly 
cyclical-tied to the stock market and 
economy

• Exits are highly market-dependent
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CONCENTRATION AND 
NETWORK EFFECTS IN VC BIZ

Fintech Venture Capital
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Influence of the network
Who are these “made men”? source: Bus. Insider
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THE STRUGGLE WITH DIVERSITY
The Ellen Pao case
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Huge bias-overlooked groups

• Women founded businesses do not get 
funded at the same rate

• When they do get funded, it is for a 
smaller amount

• There are very few female VC partners
• Industry tilts in target investments are 

also male-dominated
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Who is Ellen Pao?
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How about gender? Boys will be Boys: Barber & 
Odean (1997)
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Theory & Literature: Overconfidence exists in decision making in 
uncertainty, overconfidence is highest for difficult tasks, e.g. financial 
decision-making

Hypothesis: men are more overconfident than women, and will trade 
more than women, and this trading will cost them

Data: large discount brokerage firm, 35,000 accounts

Findings: 
• Men’s portfolio turnover is 1.5x women’s portfolio turnover
• Both men and women reduce their net returns by trading
• Men reduce their net returns by 0.94% more per year than women
• The difference is even more pronounced between single men and 

single women. Single men trade 1.67x more than single women and 
hurt their net returns by 1.44% per year more

• When controlled for the riskiness of their portfolios, women 
outperform men by 1.1% per year



How about culture? Ji et al (2015)
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Gambler’s Fallacy-will my luck reverse?-culture bound time perception

Hot Hand Fallacy-will my luck continue?-Caucasians more susceptible 



Summary this section

• VC industry is not diverse
• While empirical studies suggest that 

gender and culture can shape 
decision-making under uncertainty, 
they do not disadvantage investment 
results

• Diversity offers important bottom line 
benefits to firms and funds

• What can you do to improve 
diversity?
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VC ten surprises
• Innovation, odds of success 
• Variation: Geographical, industry, and stage
• Structure: firm and funds
• Sequoia pitch deck framework-investment 

process
• Returns and risks from the VC asset class
• Cost of capital, multiples, hurdle rates, IRR
• Valuation dcf and comps
• Path dependency and structuring deal terms 

for advantage (asymmetrical payoff patterns)
• Exits, illiquidity, cyclicality
• Concentration and network effects
• The struggle with diversity
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Fintech VC implications
• Innovation: how to find IP? 
• Investors and stages
• Firms focused on fintech (Bain Capital, 

NYCA, Anthemis)
• Same DD process more or less-plus 

regulation and capital 
• Valuation tech or fin? 
• Exit map both IPO and corporate 

acquisition
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APPENDIX
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Investment returns 101
• Average return: never used in investing due to effect of cash flows and compounding
• Cash flows: capital additions and withdrawals, realized gains and losses, dividends, fees
• Geometric (time-weighted) return: used to calculated compound annual returns for all 

investments where prices are available and flows are not relevant (manager does not 
control). Eliminates effect of in and outflows by weighting each time unit equally (i.e., 
monthly, annually)
– Used by all mutual funds and ETFs 
– Geometric mean and standard deviation are classical risk/return metrics used to compare 

managers and benchmarks
• IRR: interest rate that turns a stream of cash flows into PV=0. (or r that equates PV initial 

capital + all contributions and PV terminal capital + all withdrawals). Strongly affected 
by size and timing of cash flows. 
– Used by private equity and venture funds due to lumpy cash flows to provide a senses of 

absolute return
– Cannot really be used to judge manager skill or relative performance unless manager controls 

flows
• Realized and unrealized return: 

– Total return = realized + unrealized
– Distributions = realized capital gains that are distributed to fund investors

• Reinvestment: assumed in all calculations. Correct for geometric, incorrect for IRR
• Timing-effect ot time is everything in IRR and nothing in geometric
• Fees: all managers returns should be shown gross and net of fees
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