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Accounting and Finance for
Entrepreneurs

Course Code: COM2MN101 • Module 4 Notes
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1. Entrepreneurial Finance: Funding, Capital
Structure and Forecasting

Entrepreneurial Finance focuses on the financial challenges faced by high-growth startups, which
typically lack historical data and tangible collateral. Managing finance requires understanding
startup funding stages, making capital structure decisions, and applying sales and cash flow
forecasting techniques. This final module covers debt vs. equity trade-offs, funding sources, and
cash flow forecasting.

Capital Structure Decisions: Debt vs. Equity

Capital structure is the mix of debt and equity used to fund startup operations. Founders must
evaluate the trade-offs:

Capital
Source

Advantages Disadvantages

Debt
Financing

No dilution of founder equity/control.
Interest expense is tax-deductible
(interest tax shield).

Mandatory periodic interest
payments. Requires collateral;
increases risk of bankruptcy.

Equity
Financing

No obligation of periodic repayments.
Investors share risk of business failure.

Dilutes founder ownership and
control. Long-term cost is higher if
the company scales.

Sources of Startup Funding
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Early Stage (Pre-seed & Seed)

Bootstrapping: Self-funding using
savings and product revenue.

Angel Investors: Wealthy individuals
providing seed funding in exchange
for equity.

Crowdfunding: Raising micro-capital
from a large online audience.

Growth Stage

Venture Capital: Professional firms
investing institutional funds in high-
growth startups.

Venture Debt: Specialized debt
financing for VC-backed startups.

Financial Forecasting Techniques

Firms use two main approaches to build revenue projections:

Bottom-Up Forecasting: Starting with operational capacity (e.g., number of sales
representatives, production limits, average customer transactions) and building up to
projected revenue. More realistic for startups.

Top-Down Forecasting: Starting with the total market size (TAM) and assuming the startup
will capture a small percentage (e.g., "We will capture 1% of a $10 Billion market"). Often
unrealistic and optimistic.
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Acing your exams is just a click away!

Visit www.degreelive.in to download the next module for free.


