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O
n the face of it, things in India’s 
venture capital market look 
good. In a year of valuation 
markdowns and shuttering 
startups, venture capital firms 

managed to mop up a record amount of 
capital. Led by local affiliates of Silicon 
Valley heavyweights, Sequoia Capital and 
Accel, VC funds dedicated to India raised a 
total $2.2 billion in 2016 as compared to $1.5 
billion in the year prior.

Yet, the reality is that the venture capital 
world is preparing for a tough year. ET 
spoke with half a dozen investors on what 
lies ahead for Indian startups in 2017 and 
beyond.

Three venture capital firms—Sequoia, 
Accel and Nexus Venture Partners—now 
manage over $1 billion each in capital 
commitments in India. None of these 
firms, along with their peers in India (see 
graphic), have been able to give profits or 
even return the principle amounts put into 
their maiden venture capital funds to their 
investors, known as limited partners.

“When we go to LPs (for fundraising) 
they say that the best of the bigger venture 
capital funds in India haven’t been able to 
return capital yet despite having Unicorns 
(billion-dollar startups) in their portfolios, 
and paper gains haven’t shown us how to 
generate liquidity,” said Karthik Reddy, 
cofounder of early-stage investment firm 
Blume Ventures. The firm, which manages 
at least $80 million across two funds, has 
backed robotics firm Grey Orange and 
cab aggregator Taxiforsure, which was 
acquired by Ola.

To say the pressure is high on VCs to 
return profits to their investors is an un-
derstatement. The total amount raised by 
venture capital-backed Indian companies 
is over $20 billion. The top eight venture 
capital firms in terms of assets and which 
manage India-dedicated funds have raised 
at least $8.5 billion to invest in home-
grown startups. Along with the money 
put in by New York-based Tiger Global 
Management, which was the most aggres-
sive backer of India’s consumer internet 
story till 2015, that amount climbs to $11 
billion. Now consider this: LPs typically 
expect three times the returns on their 
investments. That means the VC firms are 
expected to give back at least $30 billion to 
their investors.

Also, the valuation markups of India’s 
largest internet companies are increas-
ingly coming under pressure. Many VCs 
have not been able to cash in on the valua-
tion boom of 2014 and 2015, when global late-
stage investors rushed to the market.

Warning signals from LPs are becoming 
louder. “The message from our LPs is that 
we need to see liquidity,” said an investor 
with a venture capital firm that invests 
both in India and the US. “India has been 
on our radar for a while. We continue to see 
opportunity but what we don’t see enough 
of, is liquidity.”

This pressure for selling older invest-
ments is likely to drive consolidation in the 
startup ecosystem in the coming months 
and years across sectors, be it online retail, 
classifieds or payments. Several venture 
capital firms are reaching the end of the 
10-year lifecycles of their maiden funds, 
and have sought extensions from their LPs. 
Many are also exploring bulk sales of their 
stakeholdings in portfolio companies to 
specialist investors as exits remain a tough 
proposition, as ET reported on December 
16. The exit challenge for many VCs is exac-
erbated by the fact that when they invested 
from their maiden funds between 2005 and 
2010, the rupee-to-dollar exchange rate was 
about Rs 40 per $1. That rate is now closer to 
Rs 70 per $1. Also, startups backed by inves-
tors in the past decade took long to mature, 
as the Indian internet economy only start-
ed to gain steam in the last 3-4 years.

Raising their next funds could become 
tough for venture capital firms not able to 
generate returns for their investors. The 
consensus in the industry is that India 
needs to see a mega exit from one of the 
Unicorns this year. Many VCs have in-
creased focus on exits in the past year.

“The reason why we are not raising a 
full-fledged fund right now is because we 
are focused more on exits, where Indian 
venture capital has not been great,” Matrix 
Partners India’s MD Avnish Bajaj had said 
in April. The venture firm is focusing on 
returning profits for investors in its first 
fund of $300 million before hitting the road 
for its third fund.  

A few investment firms including IDG 
Ventures India have dedicated team 
members focused on exits. Last year, IDG 
hired Sanat Rao as a venture partner. He 
had been leading the M&A Connect pro-
gramme at software products think-tank 
iSpirit. Even as VCs grapple with the exit 
challenge, other structural issues for the 
industry are becoming grave—missing 
late-stage investors and a lack of new VC 
funds, despite a tremendous increase in the 
number of startups.

While nearly a dozen new VC funds have 

come up in India catering to the angel or 
seed fundraising stages, no major venture 
capital firm has come up at the series-A 
investment level. This is likely to increase 
mortality or hinder the growth of startups 
that may be doing well.

“The series-A crunch in India is not simi-
lar to Silicon Valley. It is more acute here 
because there continues to be a structural 
flaw or failure in the market,” said Reddy 
of Blume Ventures, adding that larger VCs 
can now afford to wait longer before decid-
ing on new investments as they have a wid-
er selection of new companies to invest in.

Blume will pull back its pace of new in-
vestments in 2017, signing only half of about 
the 20 fresh cheques it signed in 2016, Reddy 
said. It also plans to invest in a total of 45 
companies from its second fund as com-
pared to 75 companies from its first fund. 
This, despite the fact that Blume Ventures’ 
second fund at $60 million is three times 
the size of the first.

The number of active venture capital 
funds in the series-A market has been 
decreasing. Silicon Valley venture firms 
such as DFJ and Canaan Partners quit 
India as exits were hard to come by in the 
last few years. Helion Venture Partners has 
not been able to raise a new fund after its 
team split. The focus for seed-stage funds is 
increasingly on reserving capital for exist-
ing portfolio companies and helping them 
raise additional funds in a tough market.

Even as VCs sit on record amounts of dry 
powder, or capital left to invest, they are 
likely to take their time and be more judi-
cious in deploying their money.

Accel India announced a $450-million 
fund last month but partner Shekhar 
Kirani said the company is likely to deploy 
money from the fund over 3-4 years. “In 
2017, we expect the same pace of invest-
ments as in 2016,” said Kirani. “What hap-
pened in 2015 was you got 48 hours to make 
a decision, which we are happy is gone now.”

Madhav.Chanchani@timesgroup.com

The Waiting Game
Nearly a decade after venture capitalists spotted the promise of plenty in the Indian startup sector, they are yet to 
rake in big bang returns required to keep the capital flowing, finds Madhav Chanchani
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VCs Need to Aggressively Create Exits
ASH LILANI
Managing Partner, Saama Capital

aama Capital’s Ash Lilani is a 
veteran in India’s venture capital 
market, investing in startups 
since 2003. As head of India 
and China at Silicon Valley Bank 

(SVB), he was instrumental in piquing 
several marquee venture capital firm like 
Sequoia’s interest in India when he led a del-
egation of 20 VC firms to India in 2003.

Saama, which Lilani spun off from the ven-
ture capital arm of SVB India in 2011, has 
backed mobile wallet firm Paytm, e-tailer 
Snapdeal, online loans provider Lendingkart 
and winemaker Sula. The firm manages 
nearly $150 million in funds.

Last year, Saama exited Snapdeal when 
Canadian pension fund Ontario Teachers’ 
Pension Plan led a new round in the Delhi-
based company. The exit came as Snapdeal’s 
valuation reached $6.5 billion and helped 
Saama return its entire $54-million second 
fund. ET’s Madhav Chanchani caught up 
with Lilani on issues VCs face in selling their 
investments in India and learnings from the 
Snapdeal exit. Edited excerpts:

Do VCs need to learn a few things about 
exits? Is timing the issue?
The VCs left in the country are all smart 
people. We need to be a little more ag-
gressive about how to create exits. We are 
all doing that. We all have to build rela-
tions with potential acquirers. We are all 
investing in certain segments and it helps 

if funds have people who understand 
domains well.

We can’t wait for acquirers to come to 
us. We have to wait for opportunity but 
sometimes it’s about creating awareness. 
You have to build this relationship. I see 
that happening (as there are not too many 
buyers in India).

In the next few years funds will start 
asking for extensions from their inves-
tors. What are you hearing from LPs on 
this? What are you hearing about the 
funds from LPs on their earlier portfolios 
-- 2006, 07, 08 vintage funds?
Two years ago there was a lot of frustra-
tion with India. Not enough exits. I saw the 
same in Israel in 2004-05. Two criticisms 
about Israel -- no exits or they were sell-

ing companies too soon. They were not 
waiting to build billion-dollar companies. 
Now that has changed and Israel is doing 
very well. I think we face the same criti-
cisms.

There are a few things happening. I think 
funds will be held more accountable for 
exits the next time around (when they go 
to raise new investment vehicles). LPs, like 
any portfolio allocation, need diversity. 
What they depend on is the distribution. 
Once you cross your third fund, it is im-
perative you send distributions. All of us 
will be held accountable for distribution.

Two, people are very clear that some of 
the issues they are facing in distribution is 
because a lot of them invested in private 
equity rather than venture capital. Then 
the currency weakened. All the 2006-08 
funds invested in rupee that was in the 
40s (to the dollar).Today it’s Rs 67.

People will have to work harder to dem-
onstrate return potential if they are older 
funds, but it is easier to raise money if you 
are venture rather than private equity.

What’s your read on timing and cycle 
-- that’s something Indian VCs miss and 
valuations are fairly high. Do Indian VCs 
understand the timing factor?
A. It is a global VC issue and there is no 
magic science to it. I could have been 
proven wrong on Snapdeal; it was my 
conviction, I sold. But the valuation could 

have gone to $7 billion as well.
There is a hype factor and a greed fac-

tor. You have to look at things objectively. 
Having a global mindset, having invested 
in valley for 20-plus years, we have seen 
all cycles. 

There has to be an exit available and you 
have to create the exit opportunity. In 
Snapdeal, it took us a lot of work. It took 
us 4 months from start to finish. 

Was there a particular incident that con-
vinced you?

A. It was an accumulation of things. In the 
company, dynamics were changing. If a 
company goes from being venture-backed 
and suddenly it has raised $700 mil-
lion-$800 million and you look around the 
boardroom, it’s all corporates who have 
a very long-time view of the company. I 
have a relationship with the CEO, he trusts 
me, respects me, we talk to each other, 
but from a directional standpoint for the 
company I have no influence or control 
over my exit.

Then the discussion is whether you sell 
partly or keep some for upsell -- our theo-
ry is either you are in or you are out, don’t 
get greedy. I am returning my entire fund 
with this exit, why should I worry about it.

Any company down the road we sell, I 
will make sure the buyer is acceptable 
to the founder because they have to live 
with him.

S

RED, a general 
purpose tool 
developed by this 
startup, lets anyone 
with a 3D model 
create virtual
reality

Varsha.Bansal@timesgroup.com

Hyderabad: Strapping a headset 
and being transported into a differ-
ent world for an immersive experi-
ence is what virtual reality is about. 
While this technology is slowly 
picking up in India, what may help 
it gain more momentum is a content-
enabler, says Hasan Ali Khan, co-
founder of Merxius, an augmented 
reality (AR) and virtual reality 
(VR) startup from Hyderabad.

“Internet adoption shot up in the 
‘90s after FrontPage was released, 
which made it easy for anyone to 
create web pages. You always need 
content-enablers for any technology 
to pick up,” said Khan, who heads 
the company’s technical team.

Merxius has created RealSim 
Editor, or RED, a general purpose 
tool for virtual reality. Simply put, 
anyone who has a 3D model can im-
port it into this platform and in one 
click, can get virtual reality (VR) 
out of it.

“It’s like Photoshop but for virtual 
reality. With RED, anybody can 
VR,” said Vaishali Neotia, CEO of 
Merxius. The startup was recently 
added to the list of top 10 deep tech 
companies by IBM SmartCamp. 
It has also been selected for a Tata 
Elxsi incubation programme.

The RED tool is currently being 
tested by the Indian Armed Forces 
to create a training module for en-
gine maintenance. It can be licensed 
by anyone from the field of manufac-
turing, engineering, design and ar-

chitecture, among others.
Founded by college buddies Neotia 

and Khan in 2011, Merxius started 
dabbling with augmented reality 
when the technology was not per-
vasive in India with just a handful 

of startups working in these areas. 
Their first product, Marmo, was 
an industrial augmented reality 
framework that helps in machine 
maintenance and operation.

“We built a mobile application 

through which when the camera is 
pointed at a component, it would give 
animations overlaid with step-by-
step augmented instructions on how 
to repair the machine,” said Khan.

By 2014, the duo decided to venture 
into the world of virtual reality 
with their product RealSim, a real-
time industry grade simulator for 
the real estate market to help them 
visualise and customise apartment 
floor plans to potential clients.

The buzz around virtual real-
ity has been growing because of 
big players such as Google and 
Facebook entering the space. The 
number of AR/VR companies in 
India has grown to nearly 170, ac-
cording to data provided by startup 
analytics firm Tracxn.

Merxius, which has collected mul-

tiple awards including the Aegis 
Graham Bell Award, is in talks with 
investors to raise $2 million to ac-
celerate the adoption of RED. They
are also in the process of filing two 
patents for RED, which, they claim,
would make Merxius the first com-
pany from India to file a patent in 
this space.

Padmaja Ruparel from Indian 
Angel Network (IAN), whose port-
folio consists of virtual reality solu-
tions startup SmartVizX, says they
are upbeat about virtual reality
technology and is in talks with an-
other startup in this space.

“I think there is investor appetite
for VR startups and it is bound to go 
up this year. But they would have to 
be unique and not another ‘me-too’ 
startup,” said Ruparel.

Hot Startup

Merxius

VR  Startup Merxius Gets You Closer to Reality

Cofounders Vaishali Neotia and Hasan Ali Khan

Venture Capital Report Card 2016
Venture capital 
investments fell by 21% to 
405 investments while 
total capital invested fell 
by 28% to $1.4 billion in 
2016 after record funding 
for startups in 2015. But 
2016 was still the second 
most active year for the 
market, still exceeding the 
$1.2 billion invested 
across 325 startups in 
2014

VCs fi rms also had a 
record year, as 22 funds 
were able to mobilize 
$2.2 billion in capital from 
limited partners (LPs), 
who invest in such 
vehicles. India affi liates of 
both major Silicon Valley 
venture capital fi rms 
Sequoia Capital and Accel 
raised their record size 
funds at $920 million and 
$450 million in 2016

BUT WHY IS THERE SO MUCH NOISE AROUND FUNDING WINTER?
Capital raised by unicorns private internet companies valued 
over $1 billion - fell from $2.9 billion to just $800 million. This is 
representative of lukewarm global investor sentiment to-
wards Indian market

 Most valued internet companies like e-tailers Flipkart 
($15 billion) and Snapdeal ($6.5 billion) besides cab hailing 
player Ola ($5 billion) did not fi nd any new investors in 
2016. Instead their valuations are facing a downward pres-
sure, either through mark downs or down rounds

In 2016, series A rounds fell by 45% from 229 
to 125 investments. Series A rounds are the 
fi rst major institutional funding round for a 
startup. At other stages there was not a such 
signifi cant shift

This has put VCs 
under pressure,
as their returns

are determined by 
few large 

outcomes.

*Firm invests in India through a global fund   ** SAIF Partners started raising India dedicated funds in 2012, before which it 
invested from Asia funds
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How Much Do Top Venture 
Capital Firms Manage

Sequoia Capital India

$3 billion
across 5 funds

Matrix Partners India

$710 million
across two funds

Kalaari Capital

$640 million
across three funds

Helion Venture Partners

$600 million
across three funds

IDG Ventures India

$500 million
across three funds

SAIF 
Partners

$1  billion**

Tiger Global 
Management

$2 billion*

Nexus Venture Partners

$1.2 billion
across three funds

 Accel India

$1 billion
across fi ve funds

The series-
A crunch in 

India is not 
similar to
Silicon Valley. 
It is more 
acute here 

—KARTHIK REDDY,
Cofounder, Blume Ventures

We are 
focused 

more on 
exits, where 
Indian 
venture 
capital has 

not been great
—AVNISH BAJAJ,
MD at Matrix Partners India, in April 2016

Exits are on top of the 
agenda for venture capital 
fi rms as fund life for vehi-
cles raised in 2006-2007 
comes to an end

None of the major India fo-
cused venture capital 
funds have been able to re-
turn principal/capital from 
their fi rst fund

LPs are increasingly get-
ting concerned about VC 
funds and portfolio compa-
nies, asking peers more 
specifi c questions about VC 
fi rms they have backed 
and how their key portfolio 
companies are performing

This is likely to trigger con-
solidation among portfolio 
companies. Many VCs are 
also exploring bulk second-
ary sales of their portfolios

Growth capital remains 
missing in the ecosystem 
as it is hard to raise series 
D and beyond. Late stage 
investors Tiger Global 
Management, DST Global 
and Softbank have not 
backed any new compa-
nies since 2015 

Lack of exits and missing 
mark ups in the portfolio 
has made VCs more con-
servative about deploying 
capital they have raised

The Opportunities, 
Challenges and What’s 
Next In The Venture World

This has resulted in Se-
ries A crunch becoming 
more acute as VCs in-
crease focus on their 
own portfolio companies 

For VCs, focus has start-
ed turning to backing 
more defensible ideas 
which a foriegn company 
cannot easily copy

Rush to back SaaS start-
ups among several VCs 
as they feel that IT indus-
try like cost arbitrage 
could be a differentiator. 
Business to business 
(B2B) and content con-
sumption startups are 
also high on radar

Entrepreneurs fresh out 
of IITs are out of favour, 
but experienced opera-
tors from established 
Unicorns like Flipkart and 
Ola are in demand

Capital effi cient and 
localised business models 
serving the next set of 
internet users are on top of 
the agenda

Data: Venture Intelligence 


