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A quick introduction to venture debt financing  

Venture Debt
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▪ Contrary to bank financing, venture loans are rather light on 

covenants allowing for a flexible use of the funds 

▪ Collateral package, generally including IP and receivables 

▪ In addition, venture debt lender will be granted an equity 

kicker in the form of a warrant

▪ Debt financing, typically in the form of a senior secured loan 

(non-convertible) to finance working capital requirement or 

specific investments 

▪ Loan terms are usually 18 to 36 month

▪ Interest in the amount of 10 – 20% p.a, often with interest 

only periods of 6 to 12 month 

1. What is Venture Debt and how does it work? 
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Shareholders

▪ Growth without further

equity financing and dilution

▪ Internal-rate-of-return (IRR) 

enhancement

▪ Maintain control 

Founders

▪ Extends cash runway at 

a low cost of capital 

▪ Non-dilutive funding (except for 

warrant)

▪ Maintain control

Company

▪ Valuation neutral funding

▪ Flexible source of finance to growth 

(e.g. engineering, sales or marketing) 

or other needs  

▪ Financing costs are tax deductible

2. What are the benefits of Venture Debt?



5

Shareholders

▪ Debt has to be repaid 

prior to any payments to equity holders 

▪ Less flexibility in a restructuring 

scenario

▪ Dilution from warrant

Founders

▪ Repayment of debt 

may hinder future growth 

▪ Complexity for next financing round

▪ Dilution from warrant 

Company

▪ Requires a robust 

business model

▪ In contrast to equity, debt entails a 

default risk

▪ Relatively high interest rates

3. What are the potential risks of Venture Debt?
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▪ Growth stage companies looking to extend their 

cash runway to fund further growth (either in 

addition to or in preparation for an equity round)

▪ Venture Debt lenders will generally evaluate the 

following KPI’s:

− Revenue generation 

− Product-market fit

− Stable margins

− Revenue growth

“You need to have raised venture capital to raise venture debt” 

4. When is the right time to take on Venture Debt?

Set-up

Business Angels

Friends & Family 

Own funds

Series A

Series B/C

Exit / Further Series

VC-Investment

Private Equity 

IPO

Public Equity 

Bank debt

M&A

Venture Debt
Financing the growth 

phase of innovative 

companies

Seed



5. Key takeaways

Venture Debt is an alternative to 
equity financing (especially when 

equity is scarce)

Venture Debt is intended for early-/ 
later stage companies that are 

typically revenue generating, have a 
product-market fit, stable margins and 

revenue growth

Control remains with the funders due 
to the non-dilutive nature of Venture 

Debt

Lenders will structure Venture Debt 
differently. It's important to understand 

the ramifications of the individual 
elements 
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