
There is no doubt that Startups have taken over the 
business sphere in the last few decades. While the 
term startup is not new, it only began to gain momen-
tum in the 1990’s when the number of technology 
and internet-related companies rapidly increased. 
We have recently witnessed the emergence of com-
panies like Piggy vest, Opay, Flutterwave and Law 
pavillion. On the global stage, we have seen compa-
nies like Bytedance, Stripe and SpaceX.

Nigeria has the highest number of start-ups in Africa 
and the highest number of funded startups. The 161 
start-ups based in Nigeria made up 28.5 per cent of 
the continent’s funded ventures in 2021, the highest 
number of companies backed in any country, a title 
Nigeria holds for the second year running1. 

While conceiving the idea for a start-up is not al-
ways an easy feat, the major challenge Startup 
founders face is funding for their business. A good 
number of promising Startups who have the poten-

tial to contribute significantly to the economy have 
had to stop operations due to lack of funds to exe-
cute their project and the rapidly shifting position of 
the government.
 
This article seeks to explore the various funding op-
tions available to start-ups under the Nigerian Law.
FINANCING OPTIONS FOR START-UP’s IN NIGE-
RIA
Basically, there are three major financing options for 
start-up companies in Nigeria, they include;
1. DEBT FINANCING
2. EQUITY FINANCING
3. MEZZANINE FINANCING

1.0   DEBT FINANCING

Debt financing is a type of finance that is acquired 
by a business with the knowledge that the principal 
amount will be paid along with interest at a future 
date. Generally, Debt financing is a time-bound ac-
tivity where the borrower needs to repay the loan 
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tionate value. Significantly, that investor owns 10% 
of the company and is generally expected to be 
involved in the decision making of the company. 

By injecting an agreed amount of capital in form of 
cash or other considerations, the investor buys a 
part of the company and, subject to a few post-sale 
formalities, assumes certain legal rights in relation 
to the company’s business, profits, and outgoings. 
This typically happens either through the purchase 
of shares held by existing shareholders or the sub-
scription to new shares created by the company. 
The investors essentially become shareholders in 
the company, owning a piece of the company in 
exchange for the negotiated fee paid into the com-
pany as consideration.5 

Equity financing comes in various forms:
1. Equity Crowd-funding: There are vari-
ous methods of crowd-funding that a startup may 
employ, most of them need the startup to make a 
pitch to the people who in turn, give money to the 
Project. Our focus will be on Equity Crowd-funding 
for the purpose of this article.
In equity crowd-funding, the start-up is required to 
provide investors with shares in their companies. 
In essence, equity crowdfunding involves selling 
a company’s stock to a group of potential inves-
tors in return for money. Each investor is entitled 
to a proportional share of the firm based on their 
investment. 

In Nigeria, Section 67(1) of the ISA6 2007 and 
Section 22(5) of CAMA7 2020 prohibits equi-
ty-based crowdfunding by private entities and al-
lows only public companies and statutory bodies 
or banks established by or pursuant to an Act of 
the National Assembly to accept deposits and sav-
ings from the public. 
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along with interest at the end of the agreed period 
regardless of the fortune of the business. The re-
payments could be structured on a monthly or bi-an-
nual basis, annual basis or towards the end of the 
loan tenure.

This loan is usually secured or collateralized with 
the assets of the company taking the loan or a relat-
ed third party. If the loan is unsecured, the interest 
rates are usually higher than secured loan as the 
lender will charge more premium for taking on more 
risk. This loan may be subject to different terms and 
conditions which is set by the lender. These terms 
usually dictate inter alia, the period of re-payments, 
rate of interest, payback terms and condition for any 
extension of time for re-payment.

Debt financing comes in various forms, but in what-
ever form it is, it always involves borrowing money, 
with or without collateral, and an agreement to pay 
back at a later day with interest.3

Unlike the situation with equity investment and un-
secured lending, the financier is often reluctant to 
hedge its bet solely on the success of the business 
or the respective project. This explains the empha-
sis on an extrinsic measure of comfort, by way of 
collateral and in the process excluding otherwise vi-
able business projects without collateral cover.
 
A. Bank Loans: This is the most common type 
of debt financing. This involves approaching banks 
within or outside Nigeria to obtain loans to fund 
the business or any project of the start-up. Before 
agreeing to offer the loan, the bank will usually con-
sider among others, the purpose of the loan and the 
ability of the company to pay back the principal sum 
with interest over the repayment period. Bank loans 
presents an attractive option in debt financing as it 

preserves the ownership of the business and pre-
vents dilution of its share value. Interests payable 
on loans are tax deductible and this lowers the actu-
al cost of the capital for the business or the project.4

In spite of the above benefits and the varieties of 
unsecured loan options available on paper (not ap-
plicable to every bank), a start-up with little or no 
asset or collateral may find it hard securing a bank 
loan as most commercial banks do not loan money 
to individuals or companies without security for the 
loan. This financing option may pose huge financial 
liability for the company, particularly in the event of 
failure of the business. In such instance, both the 
company and its directors run the risk of bankruptcy 
and adverse impacts on credit ratings.

B. Government Loans: The Federal Gov-
ernment of Nigeria provides funding for business-
es through a variety of government-backed sector 
specific organizations or agencies like the Bank of 
Industry (BOI), the Bank of Agriculture (BOA) and 
the Central Bank of Nigeria (CBN). These loans 
come with a variety of different interest rates and 
repayment plans based on the agency and the loan 
product on offer. Each agency has its own require-
ment or lending criteria and operates through De-
posit Money Banks (DMBs).

2.0   EQUITY FINANCING

Equity financing involves allotment of shares to 
investors, in proportion to the value of capital in-
jected into a company.  For example, the owner 
of Company ABC, a start-up needs to raise funds 
to kick-start operation. The owner decides to give 
up 10% of ownership in the company and sell it to 
an investor in return for capital injection of propor-



funder) is a high-net-worth individual who provides 
financial backing for small startups or entrepre-
neurs, typically in exchange for ownership equity 
in the company9. 

Angel investors often offer additional values, be-
yond financing, such as mentoring, business 
advice and access to networks. These angel in-
vestors may either be professional investors or or-
dinary personalities who possess a high-net-worth 
and are willing to commit their resources to financ-
ing a business proposal.10

The major advantage of this type of financing over 
others is that it presents less risk as the Angel In-
vestors are aware of the risk involved in financing 
a start-up company with no history of growth. On 
the other hand, it is less attractive for control fo-
cused founder, as the owner of the start-up may 
lose complete control over his company due to the 
Angel Investors greater degree of involvement in 
the running of his company.  

4. Grant: These are funds or capital provid-
ed by governments, institutions, foundations, and 
individuals in furtherance of a set goal or agenda. 
Such grants do not accrue interest neither would 
it be expected to be refunded. In this form of busi-
ness financing, the grantor has no stake whatso-
ever in the company, either in equity, shares, or 
credit obligation. It presents an opportunity to sup-
port and encourage startup ventures without the 
pressure of debt obligation that such businesses 
may be prone to as compared to when those funds 
were obtained from other conventional financiers. 
It must be stressed that before obtaining business 
grants, due diligence must have been conducted 
and a comprehensive assessment of the business 
has to be undertaken.
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3.0   MEZZANINE FINANCING:

Mezzanine financing is a hybrid of debt financing 
and equity financing. It is a loan arrangement un-
der which the lender retains an option to convert its 
loan into equity in the event of default. Mezzanine 
funding could also be structured as cash for a mix 
of equity and part debt. It is mostly employed by the 
more established companies rather than startups 
because they typically attract high yields in interest 
rates11 and provides for a long usage term. These 
types of loans are concluded within a shorter pro-
cessing time. The funding model is suitable for start-
up’s with and usually minimal or no collateral base, 
as the prospective lenders often hinge their comfort 
essentially on the right to ownership or equity stake 
in the company. Without doubt, Mezzanine Financ-
ing comes with a lot of peculiarities which an intend-
ing startup founder should pay special attention to 
certain material legal and financial consideration. 
For the Founders, a lot of attention should also be 
paid to due diligence as the viability of the call will 
eventually rest on same. 

FACTORS TO CONSIDER WHEN CHOSING A FI-
NANCING OPTION
1. Size of the Business: Generally, business-
es or projects with a higher capital outlay will re-
quire more capital input, thus careful consideration 
as to the size of the business must be made before 
choosing a financing model.

2. Location of the Business: A business lo-
cated in an urban region will ordinarily require more 
funds than a one situated in a rural place. Access 
to funding options that provide more capital will be 
best suited.

3. Business Timeframe: A business or project 

The Securities and Exchange Commission, how-
ever established a new set of rules on crowdfund-
ing which by its provisions allows for private com-
panies to engage in crowdfunding within the strict 
confines of prescribed structures and guidelines7. 

Thus, it is imperative for any startup founder seek-
ing to employ equity crowdfunding, to seek ade-
quate legal advice in order to fully understand the 
extent of the structure of the private entities as re-
quired by SEC Rules.

2. Venture Capital: Venture capital is a 
branch of private equity that focuses on invest-
ing in growing companies at their diverse stages 
of their operation. All around the world, Venture 
Capitalists have recently developed a preference 
for the technology sectors due to the recent thrive 
and success stories around innovations in fintech 
and biotechnology etc. Venture capital funding 
typically starts when a start-up submits a proposal 
or business plan to a venture capital firm and the 
firm, in turn, conducts thorough due diligence into 
the company’s business, operating history, found-
ers and management and the products they offer. 
On the other hand, the Start up founder also needs 
to exercise due care in reviewing the terms of the 
participation of the Venture Capitalist, especially 
with an eye on the control and dilution impact of 
the funding round.

It is therefore imperative for the fund seeking 
founder and the investing Venture Capitalist alike 
to seek proper guidance and advice on the legal 
peculiarities of the sector and equity participation 
of the VC.

3. Angel Investor: An angel investor (also 
known as a private investor, seed investor or angel 



may by nature of its business objective be estab-
lished to exist on a short-term, mid-term or long-term 
basis. Whichever it is, the life span of the business 
would play a critical role for the financing choice of 
the business. For instance, it would be a red flag to 
offer a 10-year funding to a company with a project-
ed lifespan of 5 years. 

4. Refinancing Needs: Business owners may 
also request capital investment or loans to refinance 
existing business projects which may be halted ow-
ing to capital deficit or other reasons. In this regard, 
the capital needs of the project may not be as inten-
sive as it would ordinarily be if such project were to 
just start anew.

4.0    PROSPECTS OF STARTUP
      FUNDING

The Nigerian startup Landscape offers a lot of prom-
ises. On February 16 2022, a $250 million series D 
round was led into Flutterwave by one of the world’s 
top investors B Capital Group and with participation 
from new investors such as Alta Park Capital, Whale 
Rock Capital, Lux Capital, among others and sever-
al existing investors who also participated in previ-
ous rounds, pushing the company’s valuation over 
$3 billion, and making it the most valued African 
Startup. In August 2021, a $400 million investment 
was pushed into OPay, a Lagos-based mobile mon-
ey company by a Japanese mega-investor. Kuda, a 
digital retail bank raised $25m in March 2021 and 
closed $55m in a Series B round four months lat-
er, these deals have been perceived as a massive 
win for the ecosystem and have also set in motion 
a greater momentum for start-up investment in Ni-
geria.

The Finance Act of 2019, introduced a new Compa-
ny Income Tax (CIT) rate regime. Under this revised 
regime, start-ups with annual turnover of less than 
N25 million have been completely exempted from 
paying CIT and charging Value Added Tax (VAT). 
This tax incentive is a commendable move to en-
courage prospective start up founders.

CONCLUSION

We have highlighted the several means of funding 
available to Startups. Depending on the preference 
and suitability of any of these funding models to the 
business owner, a business owner must also give 
careful considerations to the terms, advantages or 
otherwise of such financing model. Such startup 
business must determine how much financial input 
they require externally; and must exert extreme fis-
cal discipline to avoid collateral damage. 

Subject to and depending on how much a startup in-
tends to raise from any of the financing models, the 
most important consideration should be the ease of 
access to such funds and the corresponding risk the 
creditor is willing to accept. 

It is important to note that if the potentials of start-
ups can be accurately projected, then funding would 
rarely be an issue for the eventually successful 
ones. But since this cannot be accurately projected 
from start, financial decisions and choosing between 
available modes and options becomes important 
and choosing the best legal adviser becomes even 
more important.
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