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Xiilasa

Bu moqalo morholali maliyyslosdirmo modellorinin startaplarin inkisafi vo bdylimosino neco dostok
verdiyini arasdirir. Burada ilkin toxum kapitalindan baglayaraq sonraki vencur raundlarina qodor ardicil
maliyyalosdirma prosesi vo har moarholonin startapin osas inkisaf gostaricilori vo risklori ilo uygunlugu tohlil
edilir. Tadqiqat keyfiyyat yoniimlii vo adobiyyat asasli yanasmadan istifads edir, sahibkarliq maliyyasi vo
boylimasi lizro mdveud elmi islori (o ciimlodon Kuckertz vo b., 2025) timumilogdirir. Osas anlayislar
morhalali vengur maliyyologmasi, natico asasinda ayrilan tranglar vo kapital colb etmo strategiyalari tohlil
olunur. Morhaloli maliyyslogsma investor riskini azaldir vo yliksok potensialli layihslori zoif olanlardan
ayirmaga komok edir, ¢linki maliyys yalniz gostaricilor alds edildikco marhalalorls ayrilir. Erkon marhalado
startaplar ¢ox vaxt soxsi vasaitlora vo molok investorlarina giivenir; biznes modeli tosdiqlondikco daha iri
VC raundlarma c¢ixis olde edilir. Hor maliyys morholosi inkisaf hodoflorine uygun golir mohsulun
hazirlanmasi, bazara ¢ixis, miqyasin genislondirilmosi vo startap liciin “maliyyo pillokoni” yaradir.
Morhoalali maliyyalosmoni anlamaq sahibkarlara kapital colb etmoni strateji sokildo planlasdirmaga,
ceviklik va nozarati qorumaga komok edir. Investorlar iiciin iso natico asasli coxmorhalali maliyyalosmo
moqsadlorin uygunlugunu artirir vo ugursuz layihslors moruz qalma riskini azaldir. Maqals sahibkarliq yol
xoritosini maliyys nozoriyyasi ilo birlosdirir vo kapital calb etma strategiyalarinin startapin hoyat dovrii
boyunca neco doyismosi lazim oldugunu gostorir. Miiolliflor tosisgilor vo todqigatgilar {iglin inkisaf
marhalalorini uygun maliyys modellari ilo alagslondiran inteqre edilmis baxis toqdim edir.

Acar sozlar: Startap maliyyalosmasi; Vengur kapitali;, Moarhalali investisiya;, Sahibkarliq boyiimasi;
Morhala asasl maliyya; Startap hayat dovrii.
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Abstract.

This article examines how staged financing models support the development and growth of startup
ventures. We explore the sequential funding process — from initial seed capital through successive venture
rounds — and how each stage of financing aligns with a startup’s milestones and risks.
Design/methodology: The study adopts a qualitative, literature-based approach, synthesizing current
research and insights (including Kuckertz et al. 2025) on entrepreneurial finance and growth. Key concepts
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such as venture capital staging, milestone-based tranches, and capital acquisition strategies are analyzed.
Findings: Staged financing is found to mitigate investor risk and help sort high-potential projects from
weaker ones by funding startups in incremental rounds contingent on performance. Early-stage startups
often rely on personal funds and angel investors; as ventures validate their business model and grow, they
attract larger VC rounds. Each financing stage corresponds to developmental milestones — e.g. product
development, market entry, scale expansion — creating a financing “ladder” aligned with the startup’s
progress. Practical implications: Understanding staged financing helps entrepreneurs plan fundraising
strategically, maintaining flexibility and control as their venture evolves. For investors, structured multi-
stage funding with performance milestones improves goal alignment and reduces exposure to failed
projects. Originality/value: This article connects the entrepreneurial journey framework with financing
theory, highlighting how capital acquisition strategies must evolve through a startup’s lifecycle. We offer
an integrated perspective for founders and scholars on linking startup growth stages with appropriate
financing models.

Keywords: Startup financing; Venture capital; Staged investment; Entrepreneurial growth; Milestone
funding; Startup lifecycle.
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Pesrome

B nanHOM cratbe paccmaTpuBaeTcsi, Kak MOJAEIM O3TamHOro (IO3TAamHOro) (UHAHCHPOBAHMS
NOJIEP)KUBAIOT PAa3BUTHE U POCT crapTanoB. Mccnenyercs mocnenoBaTenbHbIA MPOIECC MPUBICYEHUS
KamuTajga OT HauyaJbHOT'O MMOCEBHOTO (PMHAHCUPOBAHUS J10 MOCIEAYIOIINX BEHUYPHBIX PayHJI0B M TO, KaKk
KaXJasi CTaJus COOTHOCUTCS C KIIOYEBBIMM BEXaMHU M pUCKaMH cTapTama. Pabora ocHOBaHa Ha
KaueCTBEHHOM IIOAXOJ€ W aHalIM3€ JIMTEpaTypbl, CUHTE3UPYsSd COBPEMEHHBIE HCCIECIOBAHUS U
npakTHueckue BeIBoAbI (BKItovast Kuckertz u ap., 2025) B o0nactu npeqnpuHUMaTelbCKuX (UHAHCOB U
pocTa. AHaATU3UPYIOTCS KIIOYEBBbIE KOHLEMIMM: MMO3TAalHOE BEHYYpPHOE (PMHAHCHUpPOBAHME, TPAHILH,
IPUBSI3aHHBIE K JIOCTH)KEHUIO LIEJIeH, U CTPATerny MPUBJICUEHHS KanuTala. Y CTAaHOBJIEHO, YTO TIO3TATHOE
(¢uHAHCUPOBAaHME CHMKAaeT DPUCKM HHBECTOPOB M TIO3BOJISIET OTOMpaTh MEPCHEKTUBHBIE IPOEKTHI,
¢uHaHCHpPYS UX MOCTENEHHO W IMpH JOCTH)KEHHUHU IoKaszareneil spdexkruBHocTH. Ha paHHuX cTanmsax
CTapTanbl YacTO ONHUPAIOTCS Ha COOCTBEHHbIE CpPEJACTBA U AHIEIbCKMX HMHBECTOPOB; IO Mepe
MOJTBEPKJIeHUs] OM3HEC-MOJIEN OHM MPUBIIEKAIOT OoJiee KpyNHble BeHUypHble payHabl. Kaxknas cragus
(UHAHCUPOBAaHMUS COOTBETCTBYET JTalaM pa3BUTHA  pa3paboTKa NPOJIYKTa, BBIXOJ Ha PBIHOK,
MacimTabupoBaHue  (GopMHUpysl «(UHAHCOBYIO JIECTHHILY», COIVIACOBAHHYIO C IPOTPECCOM CTapramna.
[ToHnMaHWe NPUHLIMIIOB 3TAamHOrO (UHAHCHPOBAHHS IMOMOTAaeT MPEANPUHUMATEISIM CTPATErHYeCKH
IUTAHUPOBATh MIPUBJICUEHHUE KalUTaja, COXpaHssi THOKOCTh U KOHTPOJIb IO Mepe pa3BUTUS KoMnaHuu. J{is
MHBECTOPOB CTPYKTYPHUPOBAHHBIE MHOTO3TAIllHbIE MHBECTULIMU C NPUBSA3KOW K pe3yJibTaTaM MOBBIIIAIOT
COTJIACOBAHHOCTDH 1€ M YMEHBUIAIOT PUCK HEyJauHbIX BiokeHUH. CTaTbsi 0ObEeIUHSET KOHLEHIUIO
PEANPUHUMATENBCKOTO MMyTH C TeOpUel (UHAHCHpPOBAaHUS, MOKAa3bIBas, KaK CTPATETHH NPHUBJICYCHUS
KanuTaia JIOJDKHBI 3BOJIOLNMOHMPOBATh HAa Pa3HBIX CTAAUSAX >KM3HEHHOIO LMKJIA craprama. ABTOpBI
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IpeUIararoT LEIOCTHBIA B3IV A OCHOBATEIEeW U UCCIIEN0OBATeNIel Ha CBSA3b MEXKIY CTAIUSIMHU pOCTa
cTapTana ¥ ONTUMaJIbHBIMU MOJENIAMU (PMHAHCUPOBAHMSL.

Knwouesvie cnoea: hpvunaHcupoBaHUE CTApTANOB; BEHUYPHBIN KalMTal, MMO3TANHbIE MHBECTUIMH; POCT
Ou3Heca; GpUHAHCUPOBAHME IO BEXaM; )KM3HEHHBIN IIUKJI CTapTana.
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INTRODUCTION

Early-stage startups struggle to secure enough capital to develop products, enter markets, and scale under
conditions of high uncertainty. Unlike established firms with steady cash flows, they often operate at a loss
and rely on external financing. A defining feature of entrepreneurial finance is staged financing: raising
capital in sequential rounds—seed, Series A, Series B—rather than a single lump sum. Each round funds a
specific growth phase and is typically contingent on reaching milestones or validating key assumptions.
This staged approach has become standard in venture capital due to risk and information asymmetry.
For entrepreneurs, staged financing enforces discipline: founders must achieve measurable progress (e.g.,
prototyping, user acquisition, early revenue) before seeking the next infusion, limiting early dilution and
aligning funding with evolving needs. For investors, it provides control and optionality: capital is
committed incrementally, allowing monitoring and the ability to abandon weak projects while doubling
down on promising ones. Research shows this approach mitigates moral hazard and adverse selection by
tying funding to evidence of success.
This article analyzes how staged financing aligns with startup growth stages. Drawing on entrepreneurial
finance literature and practical insights (e.g., Kuckertz et al., 2025), it examines how funding rounds map
to the startup life cycle—from ideation and validation to scaling and maturity. The central question is: How
do staged financing models support startup development, and what are the implications for founders and
investors?
We review theoretical foundations and multi-stage investment research, describe our qualitative synthesis,
present an integrated stage-by-stage financing model, and discuss its benefits, challenges, and practical
implications for both entrepreneurs and investors.
Research in entrepreneurial finance highlights staged financing as a core venture capital (VC) mechanism.
VC contracts typically release funds in rounds, allowing investors to reassess progress before committing
more. This approach manages two key problems: uncertainty and information asymmetry. Early studies
(Sahlman, 1990; Gompers, 1995) framed staged investment as a real option to abandon or continue funding.
Later, Wang & Zhou (2004) showed it mitigates moral hazard by constraining risk-taking, while Dahiya &
Ray (2012) found it efficiently “sorts” startups—weak performers fail to raise follow-on rounds,
concentrating capital on stronger ventures.
Beyond risk control, staging supports goal alignment and monitoring. By linking tranches to milestones
(e.g., prototype completion, user growth), investors synchronize founders’ incentives with their own.
Achieving milestones triggers further funding, encouraging disciplined execution. Industry analyses
describe this tranche approach as fostering “high accountability and candor” in VC—founder relationships,
while Gompers et al. (2020) show most VCs rank team execution and milestone achievement as top follow-
on investment criteria.
The startup life cycle aligns with distinct financing modes:
e Pre-seed: founders bootstrap with personal funds, FFF, and small grants/incubators, aiming to
validate the idea and build an MVP.
e Seed: angels and seed funds provide early external capital (often via convertible notes/SAFEs),
enabling product refinement and product—market fit.
e Series A/B: institutional VCs invest larger priced rounds to scale proven models, with terms like
board seats, anti-dilution, and milestone-linked tranches.
o Late stage (C+): growth equity, corporates, and private funds supply major expansion/IPO-prep
capital, sometimes mixed with venture debt; risk drops but protective rights persist.
o Exit/self-sustainability: liquidity via [IPO/M&A, or transition to revenue funding.
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Entrepreneurs face a trade-off between access to capital and dilution/control loss (Cumming, 2008). Staging
also creates pressure to hit short-term metrics, sometimes encouraging vanity growth. Pitch dynamics affect
outcomes: Kanze et al. (2018) found gendered investor questioning influences funding success. Resilience
and planning—managing burn rate, mapping milestones, and preparing alternative funding paths—are key
for navigating gaps like the Series A crunch. Kuckertz et al. (2025) emphasize preparedness and
storytelling: founders who know their venture deeply and communicate progress credibly gain investor
confidence.

This study employs a qualitative, integrative research design to examine staged financing models in startup
development. Rather than gathering primary data, we reviewed scholarly and industry literature on venture
capital, startup funding rounds, and entrepreneurial growth, contextualizing findings within the
entrepreneurial journey framework by Kuckertz et al. (2025).

Our approach followed three steps:

e Literature Collection: We analyzed peer-reviewed journals in finance and entrepreneurship (e.g.,
Journal of Business Venturing, Journal of Corporate Finance), seminal entrepreneurial finance
works, and credible industry sources such as accelerator guides and VC blogs. Combining academic
and practitioner insights ensured theoretical rigor and practical relevance.

e Conceptual Analysis: Using thematic analysis, we identified recurring concepts—risk mitigation,
milestone-based tranches, investor control, and life-cycle alignment—and synthesized evidence
into a unified model showing how startups’ capital strategies evolve from seed to expansion. Claims
were cross-checked across multiple studies and examples.

e Integration with Entrepreneurial Journey Framework: We mapped financing events onto the startup
development path described by Kuckertz et al. (idea, validation, prototyping, growth), ensuring a
holistic view of financing within entrepreneurial evolution.

No human subjects or quantitative data were involved; ethical considerations focused on accurate
representation of sources. While this method lacks new statistical evidence, it supports conceptual theory-
building and provides a structured framework rather than hypothesis testing.

Results

Our findings outline a comprehensive stage-based model of startup financing, illustrating how funding
sources, investor dynamics, governance mechanisms, and risk exposure evolve as ventures mature. The
staged model demonstrates that the financing process is not a linear sequence of capital injections, but
rather a cyclical process of validation, learning, and adaptation. Each stage introduces new actors,
expectations, and valuation criteria that collectively define the startup’s financial trajectory. Based on the
synthesis of existing research and practical evidence, five major stages of financing emerge, each
characterized by distinct objectives, risk profiles, and capital structures:

1. Ideation & Bootstrapping (Pre-seed At the ideation and bootstrapping stage, the startup’s existence
depends almost entirely on the founder’s personal commitment and limited internal resources.
Entrepreneurs typically rely on bootstrapping strategies—personal savings, friends-and-family
funding (FFF), or reinvested early revenues—to build the initial concept or prototype. This phase
involves the highest uncertainty, as the market problem, solution feasibility, and business model are
yet to be validated. External investors are generally reluctant to participate at this stage due to
information  asymmetry and the lack of tangible  proof of  concept.
However, founders often benefit from non-dilutive funding sources such as university innovation
grants, hackathons, or incubator programs that provide mentoring and small seed capital without
equity loss. The primary goal of this stage is to produce a minimum viable product (MVP) or
validated prototype capable of demonstrating early customer interest. Psychological resilience and
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persistence are critical, as many founders self-finance through personal debt or part-time
employment. The success of this stage often determines whether a project can transition to formal
investment readiness.

2. Seed Funding & Angels: Once a Once a prototype is validated or early user traction is achieved,
startups typically enter the seed funding stage, marking their first exposure to formal investors.
Angel investors, micro-VCs, and seed funds dominate this phase, contributing both capital and
social capital in the form of mentorship, networks, and strategic advice. Investment vehicles such
as convertible notes and SAFE (Simple Agreement for Future Equity) instruments are common, as
they allow flexible valuation deferral while incentivizing growth.

Seed funding, which can range from $50,000 to $500,000 or more, is primarily used to refine the
product, test market fit, and establish an operational team. Angels often invest in small tranches tied
to key performance milestones—such as user growth, technical improvements, or early revenues—
to manage risk exposure.

At this stage, startups begin developing their brand identity and market narrative, both essential for
attracting venture capital (VC) in the next rounds. Importantly, the founder’s ability to communicate
progress transparently becomes a decisive factor. The outcome of the seed stage defines whether
the venture can transition from promise to a scalable business opportunity.

3. Venture Rounds (Series A/B — Early Growth): The Series A and B stages represent the
institutionalization of the startup’s financing process, characterized by formal governance structures
and larger capital commitments. Series A financing, typically ranging from $2 million to $10
million, is usually led by professional VC firms seeking scalable business models and measurable
growth potential. Investors demand governance rights such as board representation, liquidation
preferences, and veto clauses to safeguard their capital and influence strategic decisions.
At this stage, startups are expected to demonstrate strong unit economics—including metrics like
Monthly Recurring Revenue (MRR), Customer Acquisition Cost (CAC), and Lifetime Value
(LTV)—that justify higher valuations. Funding is often released in performance-based tranches,
aligning financial inflows with measurable milestones. Series B rounds, often between $10 million
and $30 million, focus on accelerating market penetration, expanding teams, and optimizing
operations for scalability.
Nevertheless, this stage introduces new challenges. Founders face increased dilution and must
balance control with investor oversight. Failure to meet projected milestones can lead to a so-called
“Series A crunch,” where ventures are unable to secure follow-on funding despite initial traction.
Thus, effective investor relations, transparent reporting, and strong leadership are essential to
navigate this critical phase of growth.

4. Late Stage (Series C+ — Expansion/Pre-exit): Late-stage financing, encompassing Series C, D, and
beyond, signifies a mature phase where startups transition from growth acceleration to market
dominance and exit preparation. Funding volumes at this stage are substantial, often reaching tens
or even hundreds of millions of dollars, sourced from growth equity firms, corporate investors,
sovereign wealth funds, or institutional investors. The strategic purpose of these rounds shifts from
survival and experimentation to scaling globally, acquiring competitors, and optimizing profitability
in preparation for an [PO (Initial Public Offering) or major M&A (Merger & Acquisition) event.
Venture debt and hybrid instruments may complement equity investments, reducing dilution while
preserving liquidity. Although risk declines relative to early stages, governance complexity
increases, as multiple investor syndicates impose protective provisions to secure returns. Staging
may continue informally through milestone-based disbursements or conditional drawdowns tied to
expansion targets.
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Startups at this phase must balance rapid scaling with operational efficiency, as mismanagement of
growth capital can lead to unsustainable burn rates. Strategic leadership, corporate governance, and
international market entry strategies become decisive for long-term success.Exit or Self-
Sustainability: Staged private financing ends at IPO or acquisition, though young public firms may
issue follow-on offerings. Some ventures bypass exit, funding growth via internal revenue.

Discussion

Benefits: Staged financing enforces discipline and focus. Founders pursue clear milestones—prototype,
traction, revenue—reducing early dilution and validating progress. Each round often adds advisors and
networks, strengthening strategic decisions (Kuckertz et al., 2025). For investors, staging limits downside
risk, allows price discovery, and aligns incentives; milestone-linked tranches create accountable
partnerships (BIP Ventures, 2024).

e Short-termism: Pressure to hit next-round metrics may drive unsustainable growth (e.g., vanity user
numbers). Transparent founder—investor dialogue can counter this.

e Dilution & Control: Successive rounds erode founder equity and influence; late-stage terms may
favor new investors. Some founders seek fewer, larger rounds or alternative funding, though options
can be limited.

e Funding Gaps: Many stall between stages (e.g., “Series A crunch”) due to missed targets or market
downturns. Entrepreneurs should manage burn rates, maintain investor options, and plan
contingencies.

Pace and structure differ by sector (tech vs biotech) and geography; weak ecosystems may rely on
government or corporate capital. Learning from setbacks is vital—failed rounds can refine strategy and
pitch (Kuckertz et al., 2025).

In summary, the discussion affirms that staged financing models are a powerful driver of startup
development, but they require careful navigation. Entrepreneurs must balance meeting immediate targets
with maintaining a vision for sustainable success, and investors must balance rigorous oversight with
support. When executed well, staged financing is a win-win: entrepreneurs get the right resources at the
right time, and investors maximize returns by funding genuine progress. When mismanaged, however, it
can lead to misaligned priorities or the premature demise of ventures that might have succeeded with a
different funding approach. The staged model, therefore, is not a one-size-fits-all guarantee of success,
but rather a framework within which strategic decision-making by all parties determines outcomes.

Conclusions and Recommendations

This article examined staged financing models and their role in the development path of startup projects,
offering a comprehensive view of how financing unfolds in tandem with entrepreneurial growth. By
analyzing each stage — from bootstrapping and seed funding through venture rounds to expansion — we
illustrated that staged financing is both a financing mechanism and a strategic roadmap for venture
development. Each round of capital is more than just money; it is a milestone event that validates the
startup’s progress, introduces new partners in the form of investors, and sets the objectives for the next
phase.

Several key conclusions emerge. First, staged financing aligns the provision of capital with the reduction
of uncertainty: as a startup matures and proves aspects of its business (technology feasibility, market
demand, revenue model), it unlocks larger pools of capital under better terms. This dynamic helps allocate
resources efficiently in the high-risk domain of entrepreneurship — promising projects are scaled up, while
faltering ones are either redirected or discontinued early, conserving capital for better opportunities.
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Second, effective use of staged financing requires entrepreneurs to be adept not only in business execution
but also in communication. The ability to demonstrate traction, manage investor relationships, and pitch
the venture’s story at each stage is critical. Founders who treat investors as key stakeholders — updating
them regularly, leveraging their expertise, and building trust — often find smoother paths through successive
rounds.

Third, while staged financing brings structure, it also imposes rigorous milestones that can strain a startup.
Not every venture will follow the idealized trajectory of seed to Series A to B and beyond. Some may take
longer at one stage or require a pivot that resets progress. Therefore, flexibility and resilience, hallmarks of
the entrepreneurial mindset emphasized by Kuckertz et al. (2025), are as vital in financing as in product
development. Startups should plan for contingencies, such as raising slightly more than needed when
possible, to weather unexpected delays or shocks (e.g., an economic downturn causing investors to pull
back).

From a theoretical standpoint, staged financing can be interpreted through multiple lenses. According to
real options theory, it provides investors with the flexibility to expand, continue, or terminate funding based
on observed progress, transforming uncertainty into structured experimentation. Agency theory views it as
a governance mechanism that mitigates moral hazard by aligning incentives between investors (principals)
and entrepreneurs (agents). Furthermore, under the resource-based view, staged financing enables ventures
to progressively convert financial capital into strategic resources—human talent, technological capabilities,
and social networks—that strengthen competitive advantage at each growth phase.

In regional and policy terms, the staged financing model is particularly relevant for emerging
entrepreneurial ecosystems such as those in Azerbaijan and the wider CIS region. Limited venture capital
depth, underdeveloped exit markets, and risk-averse investment cultures constrain traditional VC activity.
However, hybrid models—combining government innovation funds, corporate accelerators, and co-
investment platforms—offer a practical adaptation of the staged logic. Policymakers can facilitate this
process by enhancing institutional capacity, improving investor literacy, and supporting university—startup
linkages. Strengthening these foundations can help local ecosystems replicate the benefits of staged
financing observed in mature markets.

While this study is qualitative and literature-based, its conceptual framework suggests several directions
for future empirical research. Quantitative studies could examine how the timing, size, and structure of
staged rounds affect startup survival, innovation outcomes, and valuation growth. Cross-country
comparisons between developed and emerging economies could reveal whether institutional factors modify
the effectiveness of staged financing. Mixed-method designs that combine statistical data with founder and
investor interviews would also help capture the psychological and behavioral dynamics behind funding
decisions—particularly how trust, perception of risk, and negotiation power evolve across financing stages.
It is also important to acknowledge the limitations of this research. Since the analysis is conceptual and
based on secondary sources, it does not empirically validate hypotheses. Nevertheless, its contribution lies
in synthesizing diverse perspectives into an integrated model that connects financing logic with
entrepreneurial growth dynamics. The article bridges theory and practice, offering actionable insights for
both founders—on how to strategically plan fundraising and maintain control—and investors—on how to
structure tranche-based funding to balance oversight and support.

Ultimately, staged financing represents more than a capital allocation method; it functions as a learning and
governance system embedded within the entrepreneurial process. When implemented effectively, it
converts uncertainty into structured experimentation, aligns financial inflows with milestones, and fosters
mutual accountability between founders and investors. As global and regional startup ecosystems continue
to mature, staged financing will remain a cornerstone of entrepreneurial finance, guiding ventures from
fragile beginnings toward sustainable growth. By reinforcing both discipline and adaptability, it ensures
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that capital not only fuels innovation but also shapes the evolution of entrepreneurial ecosystems in a
sustainable and strategic manner.
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