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ABSTRACT 
The present study addresses the investment criteria’s used by Venture Capital Firms of Karnataka in their financing decisions to new enterprises. Using Likert 
scale type of questionnaire, venture capital firms of Karnataka were asked to rate the investment criteria’s. By evaluating the mean ratings, it was found that 
venture capital firms of Karnataka considers the Entrepreneur honesty and integrity, Long term vision, Urge to grow, High-tech product, Uniqueness of the 
product, High market growth rate, Balanced team, Capable of sustained intense efforts, high internal rate of return, Easy market acceptability are the top ten 
most important criteria’s considered by venture capital firms before financing the new enterprises. 
 

KEYWORDS 
High-tech product, venture capitalists, start-up companies etc. 

 

INTRODUCTION 
enture capital is a growing business of recent origin in the area of industrial financing in India. The venture capital sector is the most vibrant industry in 

the financial market today. Venture capital is finance provided by professionals who invest in young, rapidly growing companies that have the potential to 

develop into significant economic contributors. Venture capital is an important source of equity for start-up companies. 

Venture capital can be visualized as “your ideas and our money” concept of developing business. Venture capitalists are people who pool financial resources 

from high net worth individuals, corporate, pension funds, insurance companies, etc. to invest in high risk- high return ventures that are unable mobilize funds 

from regular channels like banks and capital markets. The venture capital industry in India has really taken off recently. Venture capitalists not only provide 

monetary resources but also help the entrepreneur with guidance in formalizing his ideas into a viable business venture.  With technology and knowledge based 

ideas set to drive the global economy in the coming millennium, and given the inherent strength by way of its human capital, technical skills, cost competitive 

workforce, research and entrepreneurship, India can unleash a revolution of wealth creation and rapid economic growth in a sustainable manner, however, this 

to happen, there is a need for risk finance and venture capital environment which can leverage innovation, promote technology and harness knowledge based 

ideas. 

Venture Capital refers to the commitment of capital as shareholding, for the formulation and setting up of small firms specializing in new ideas or new 

technologies. It is not merely an injection of funds into a new firm, it is a simultaneous input of skill needed to setup the firm, design its marketing strategy and 

organize and manage it. It is an association with successive stages of firm’s development with distinctive types of financing appropriate to each stage of 

development. 

 

REVIEW OF LITERATURE 
This section provides a view of some existing literature with regard to the selection criterion for venture capitalists; this literature review must allow having a 

better understanding of both research topics and of the existing gap.  

Wells (1974) conducted personal interviews with eight venture capital companies. The criteria which his respondents used to evaluate business proposals and 

deals include, in order of significance management commitment, product, market, marketing skill, engineering skill, marketing plan, financial skill, manufacturing 

skill, references, and other participants in the deal, industry/technology, and cash-out method. 

Poindexter (1976) added to Wells’ criteria (1974) and re-ranked them with a more extensive sample size of 97. The new criteria, with modified rankings 

according to their significance, include quality of management, expected rate of return, expected risk, percentage equity share of venture, Management stake in 

firm, financial provisions for investor rights, venture development stage, restrictive covenants, and interest of dividend rate, present capitalization, investor 

control, and tax shelter considerations. 

MacMillan, Siegel and Subba Narashimha (1985) carried out a two-step study, interviewed of 14 VCs and identified 27 criteria of evaluating venture investment. 

Then they grouped these criteria in six groups: entrepreneur’s personality, Entrepreneur’s experience, product characteristics, market characteristics, financial 

considerations and composition of venture team. They then tested the model with a questionnaire mailed to a sample of 150 VCs in the US. The analysis 

revealed that, out of 10 criteria most frequently rated as essential, six related to the entrepreneur’s personality and experience.  

Robinson, R.B. (1987) Mailed questionnaires to 53 VCs, by using Descriptive statistics and Factor analysis he identified that management skills, venture team, 

references/ track record, personal motivation, market growth, competitive threat, cash-out potential/liquidity, substantiated growth objectives are  most 

important criteria’s in venture success.  

Timmons, J.A et.al( 1987) By conducting unstructured interview to 47 VCs, by using content analysis they find out that management skills, venture team, 

references, degree of product differentiation, market acceptance, product line, growth path, market size, market growth, barriers to entry, competitive threat, 

cash-out potential/liquidity, size of investment, value added stream are important criteria’s.  

I. M. Pandey, Jyoti P Gupta and R M D Wickramatilake (1995) the purpose of this paper is to provide empirical evidence of the venture capital activity in a 

developing Asian country, which is Thailand. The top ten criteria identified by their study are: well thought strategy to remain ahead of competition, integrity, 

familiar with target market, managerial skills, and balanced team. Long-term vision, demonstrated market acceptance of the product, urges to grow, high market 

growth, financial skills.  

Pandey (1996) in the study to evaluate criteria being used by the VCs in India, found that out of the top five criteria, most frequently rated as essential, four 

relate to the entrepreneur’s personality, viz., integrity, urge to grow, long-term vision and well-thought strategy to remain ahead of competition. The sample 

consisted of nine VCs. Pandey concluded that VCs in India consider the entrepreneur’s integrity and urge to grow as the most important critical aspects of 

venture evaluation, but a very low priority to the high-tech component of the product, untapped market, and venture returns.  

V
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Gupta, J P, Pandy, I M and Wickramatilke, R M D (1996) they found that in Sri Lanka, the top criteria preferred by venture capitalists are; potentially high 

growth, return,  liquidity and technologically skilled venture team. The entrepreneur’s integrity and sustained efforts are additional important evaluation 

criteria.  

Pandey, I M and Jang, Angela, (1996) they found that the five top most criteria considered by venture capitalist while financing in Taiwan are; return on 

investment, entrepreneurs’ technical skills, market need for product, growth potential for the market and liquidity of investment.  

Golis, (1998)The criteria used in the screening stage are: market size and potential growth; a significant competitive advantage; uniqueness of the 

product/service; management team; funding requirement; investment stage; the industry; profit  potential; and economic return. 

Zacharakis and Meyer (2000) also found, using conjoint analysis that the entrepreneur is not as important as shown in previous studies, and that Market and 

competition considerations were more important.  

Dr. A.K.Mishra (2004) the study analyses the validity of venture evaluation model in India by directly comparing the relative importance of evaluation criteria on 

the funding decision with the relative importance to factors influencing venture's empirical performance. The results reveal that criteria adopted by Indian VCs 

are different from those adopted by VCs in other countries including US. The results also confirm that the entrepreneur’s personality and experience are seen as 

being primary indicators of the venture’s potential. 

Lerner (2004) enumerates criteria similar to those found by prior authors (promising technology, flexible and experienced management team, market size, 

fulfillment of market needs) and adds that, if available, the feedback from existing or potential customers is an important element to consider. 

Abdul Rakhman (2005) this research investigates the use of investment criteria to evaluate potential partners who seek venture capital. The survey was 

undertaken in the South Sulawesi Province of Indonesia. VCs paid a lot of attention to the financial aspects and personality and experience of entrepreneurs in 

assessing the proposed businesses. They were concerned with the availability of raw material, marketing skills, fair trading and legal action. Entrepreneurs rated 

the ability to manage risks, product being well accepted and ability to attract customers as very important, and audited financial report and relationship with VCs 

as important. Investees emphasized honesty, openness and approachability, the product being well accepted, ability to attract customers and VCs actively 

developing trust and relationship with investees. They also believed IRR to be important. 

B.van Deventer and C. Mlambo (2008) this study explores and identifies the investment criteria used by South African Venture Capitalists in their venture 

screening and evaluation processes. By using a Likert scale type of questionnaire by evaluating the mean rating, it was found that South Africa VCs consider the 

entrepreneur’s honesty and integrity; a good expected market acceptance; and a high internal rate of return to be the three most important criteria. The result 

of this study are deemed useful to both venture capitalists in their decision making process and to entrepreneurs in their venture capital applications to 

maximize their success rate. 

 

STATEMENT OF THE PROBLEM 
Venture capital is a risky finance for entrepreneurial growth oriented companies. It is an investment for the medium or long-term ventures seeking to maximize 

medium or long-term return for both the parties. The research gaps and relevant questions which strike the mind during the literature review that what 

assessment criteria’s are being used by the venture capital firms of Karnataka while financing new enterprises, particularly when the venture capital activity is in 

its infancy stage? Hence there arises a need to address the mentioned question. 

 

OBJECTIVES OF THE STUDY 
To study the criteria adopted by venture capital firms while financing new enterprises in Karnataka. 

 

SCOPE OF THE STUDY 
The present study is confined to venture capital firms located in Karnataka under the registration of SEBI and functioning in Karnataka. At present as on Jan, 

2013, total 13 venture capital firms and 21 of their funds located in Karnataka. 

 

DATA AND METHODOLOGY 
Data is gathered through primary data, i.e. questionnaire from different venture capital firms under the registration of SEBI and functioning in Karnataka. From 

the 13 questionnaires sent out, 10 completed, surveys were returned giving a response rate of 76.92%. For analysis of data mean rating is calculated to achieve 

the expected results. 

QUESTIONNAIRE 

The questionnaire was used collect the required information. The respondents were asked to evaluate the importance of the investment criteria using a four-

point scale, where 1 = irrelevant; 2 = desirable, 3 = important and 4 = essential. Likert scale questionnaire provides a consistent means of obtaining data. It helps 

reduce bias.  
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RESULTS 
EVALUATION CRITERIA’S AND RESULTS 

 

Criteria’s                         Mean Variance(standard deviation) Standard Deviation 

I Management Criteria    

A. Entrepreneur's Personality    

Entrepreneur honesty and integrity                               3.9 0.1 0.31623 

Great desire for success                                                   3.4 0.48889 0.69921 

Capable of sustained intense effort    3.6 0.48889 0.69921 

Able to evaluate and react to risk well             3.00 0.44444 0.66667 

Long term vision                                                      3.8 0.17778 0.42164 

Attention to detail                  3.00 0.22222 0.4714 

Urge to grow          3.7 0.45556 0.67495 

Commercial orientation            3.3 0.67778 0.82327 

Amenable to suggestions and criticism            2.3 0.67778 0.82327 

Articulate in discussing venture 2.2 0.62222 0.78881 

Compatible personality           2.1 0.76667 0.8756 

The entrepreneur is hardworking and flexible   3.2 0.62222 0.78881 

    B. The Entrepreneur's Experience    

Familiarity with target market             3.4 0.48889 0.69921 

Demonstrated leadership ability in past 2.5 0.27778 0.52705 

Track record relevant to venture 2.4 0.48889 0.69921 

Referred by trustworthy source 1.1 0.1 0.31623 

Familiarity with entrepreneur's reputation 1.9 0.54444 0.73786 

Competes against self imposed standards 2.2 0.84444 0.91894 

Well thought-out strategy to remain ahead of competition             2.8 0.62222 0.78881 

The entrepreneur has good risk management qualities   3.5 0.5 0.70711 

II Characteristics of the Product or Service    

A good market acceptance for the product or service 2.7 0.67778 0.82327 

High-tech product 3.7 0.23333 0.48305 

Uniqueness of the product 3.7 0.45556 0.67495 

The product/service has a competitive advantage over competing products 2.7 0.23333 0.48305 

venture has production capabilities in place             1.4 0.48889 0.69921 

III Characteristics of the Market    

High market growth rate 3.7 0.23333 0.48305 

Little threat of competition        2.5 0.72222 0.84984 

Easy market acceptability 3.5 0.5 0.70711 

Market stimulated by the venture 1.9 0.98889 0.99443 

Large size of market 3.2 0.62222 0.78881 

Product in market familiar to VCF 2.3 0.67778 0.82327 

Ability to create a new market             2.5 0.27778 0.52705 

IV Financial Considerations     

The venture will provide a high internal rate of return 3.6 0.26667 0.5164 

The venture has Significant potential for earnings growth 3.2 0.4 0.63246 

Expected return equal to at least 10 times the investment in 5-1-years 2.8 0.4 0.63246 

Venture can be easily made liquid (By going public or Acquisition etc)  3.0 0.88889 0.94281 

Subsequent investment not expected by VCF 1.6 0.48889 0.69921 

VCF will not participate in later rounds of investment 1.1 0.1 0.31623 

V Characteristics of Venture Management Team    

Technical skills 3.2 0.62222 0.78881 

Managerial skills 3.1 0.32222 0.56765 

Balanced team 3.6 0.26667 0.5164 

VI. Environmental Threats    

Freedom or min regulation from outside agencies                             1.5 0.27778 0.52705 

Protection from barriers to entry by competition                                 1.6 0.26667 0.5164 

Protection from obsolescence due to changing technology         2.0 0.88889 0.94281 

 

MAIN GROUP CRITERIA’S AND RESULTS 

 

Main Group Criteria’s Mean Variance(standard deviation) Standard Deviation 

Management Considerations                                                   3.9 0.1 0.31623 

Product Considerations                                                             3.6 0.26667 0.5164 

Financial Considerations                                                           3.7 0.23333 0.48305 

Market Consideration                                                                2.9 0.32222 0.56765 

Environmental Threats                                              1.7 0.23333 0.48305 

Venture Management Team                                            2.8 0.17778 0.42164 
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TOP TEN EVALUATION CRITERIA’S AND RESULTS 

 

Criteria’s         Mean Variance(standard deviation) Standard Deviation 

Entrepreneur honesty and integrity                               3.9 0.1 0.31623 

Long term vision                                                      3.8 0.17778 0.42164 

Urge to grow          3.7 0.45556 0.67495 

High-tech product 3.7 0.23333 0.48305 

Uniqueness of the product 3.7 0.45556 0.67495 

High market growth rate 3.7 0.23333 0.48305 

Balanced team 3.6 0.26667 0.5164 

Capable of sustained intense effort    3.6 0.48889 0.69921 

The venture will provide a high internal rate of return 3.6 0.26667 0.5164 

Easy market acceptability 3.5 0.5 0.70711 

 

CONCLUSION 
Venture capital firms of Karnataka paid a lot of attention to the management consideration, followed by financial and product consideration when financing for 

rapidly growing companies in Karnataka.  

This study also identifies the investment criteria’s used by venture capital firms of Karnataka in their evaluation process and study explore the most important 

criteria’s rated by VCs, they are Entrepreneur honesty and integrity, Long term vision, Urge to grow, High-tech product, Uniqueness of the product, High market 

growth rate, Balanced team, Capable of sustained intense efforts, a high internal rate of return, Easy market acceptability are identified as most and top ten  

important criteria’s. 

In this context entrepreneurs can have a look on Criteria’s considered by VCs, and helps for proposal preparation for venture capital to maximize their success 

rates.  
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