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Abstract

The financing methods of enterprises need to be constantly adjusted and up-
dated in line with the progress of the times, industry development and busi-
ness innovation. In recent years, Internet companies have deepened their di-
versified financing strategies and adopted diversified financing modes such as
offshore financing and cooperative development, with a view to enhancing
their financing capabilities and thus achieving the purpose of financial strat-
egy transformation. Xiaomi, as a leading Internet company, is not only unique
in its business model and management strategy but also breaks through the
tradition of its financial strategy and takes the lead in proposing and practic-
ing a series of new financing concepts and methods. This paper analyses the
current situation of existing financing models, analyzes the practical signific-
ance of diversified innovative financing for enterprises based on Xiaomi’s
breakthroughs in financing models, and makes suggestions for enterprises to
carry out enhanced financing.
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1. Introduction

Since entering the 21% century, China’s Internet industry has grown strongly,
with the overall revenue scale of the top 100 companies hitting a record high in
2020 and Internet business revenue reaching RMB 3.5 trillion, an overall in-
crease of 28.2% compared to 2019. The market’s rapid growth in readiness re-
quires strong financial support, while the Internet industry, as a high-tech in-
dustry, has a highly competitive market and high investment risks. Internet en-

terprises, mainly private enterprises, have difficulty competing with state-owned
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enterprises or other low-risk industries in terms of financing advantages. On the
one hand, Internet companies are asset-light enterprises, so it is difficult to ob-
tain financing through bond financing models; on the other hand, the develop-
ment of Internet companies requires stable financial support, and the high-risk
characteristics limit the footsteps of many conservative investors. Therefore, it is
of great practical significance to study the innovative financing mode of Internet
enterprises. Taking Xiaomi as an example, this paper studies the financing mod-
el of Internet enterprises and puts forward suggestions for the financing of Chi-

nese Internet enterprises.

2. Research Status of Research on Multiple Financing
Models for Enterprises

There has been a great deal of research by scholars on the diversified financing
models of enterprises. In their studies, Li (2007a), Li (2007b) and Gao (2010)
have analysed the current situation of financing for high-tech Internet enter-
prises and proposed emerging financing methods such as intellectual property
guarantee financing and venture capital. Yan (2011) argued that high-tech en-
terprises should innovate in financing models. Wang (2012) discusses the fi-
nancing models that should be used in each life cycle according to the life cycle
theory, and believes that the current traditional financing models can hardly
meet the development needs of such enterprises, and we need more innovation
in the financing methods. From the perspective of diversification, Fu (2020)
analyzes the financing mode and approach of enterprises, and thinks that enter-
prises should establish diversified financing channel platforms and guarantee
mechanisms. Zhang (2015) pointed out that the financing mode of debt financ-
ing should be used more often in the start-up and growth stages of high-tech
enterprises. Fan (2019) takes Xiaomi’s signing of a betting agreement for fi-
nancing as a case study, analyzes a series of processes for its betting success, and
finally draws relevant practical insights. Yan (2019) and Zhang (2020) both
conducted studies on the financing and listing of Xiaomi enterprises.

Some domestic scholars have proposed that enterprises should innovate in
their financing methods, especially for high-tech enterprises such as the Internet.
This paper takes this as an entry point to explore the diversified innovation of
Internet enterprises in financing mode through the study of Xiaomi’s financing

mode.

3. The Current Status of Our Financing Model

3.1. Types of Corporate Financing Models

American economists Dou (2017) pointed out that the forms, ways, means and
channels of transferring funds from savings to investment are collectively called
financing methods, which are actually a kind of resource allocation process in
the form of supply and demand of funds, and can be divided into the following
types according to different criteria (Figure 1): internal financing and external
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Figure 1. The relationship between the six types of corporate.

financing according to different sources; debt financing and equity financing
according to different property rights of funds; indirect financing and direct fi-
nancing according to whether financial intermediaries are used in the financing
process. According to the different sources, it can be divided into internal fi-
nancing and external financing; according to the different property rights of
funds, it can be divided into debt financing and equity financing; according to
whether to use financial intermediaries in the financing process, it can be di-

vided into indirect financing and direct financing.

3.2. Financing Model for Chinese Internet Companies

For Internet companies, there are few Internet listed companies listed in China’s
Shenzhen and Shanghai markets. The characteristics of the industry make the
equity and other financing methods of companies in the industry with certain
similarities, but at the same time different from other industry companies. China
has relatively few financing channels, strict policy requirements and limited fi-
nancing scale. To summarize the current situation of financing for Chinese In-
ternet companies, the following is the status quo.

e Internet companies prefer exogenous financing. Internet technology compa-
nies need a lot of financing to provide themselves with financial support if
they want to continuously output good technology products and technology
services in a highly competitive market environment. Analyzed from the as-
pect of financing structure, Internet companies have a low proportion of in-
ternal financing and mainly prefer external financing. Internet companies are
generally “burning” and “losing” money during the start-up and growth pe-
riods, making the possibility of financing through retained earnings very
slim.

e Equity financing is the main financing method for Internet companies. Most
of Internet technology companies are “light asset” companies with mainly
intangible assets. Compared with “heavy asset” companies, the intangible as-
sets owned by “light asset” companies are difficult to quantify. In addition,

they are generally established in a short period of time and have not yet
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formed a good credit accumulation, so it is difficult to obtain a large number
of funds required for their own development through debt financing. There-
fore, for Internet companies, equity financing is the main financing method,
accounting for more than 50% of the total.

e Vulnerable to private equity financing models are hot. Internet is high-risk,
fast-growing and competitive, but once an Internet company dominates in a
niche area, there will be explosive growth in the later stage, and the revenue
and development space will expand rapidly, such as the dominant position in
the search engine field of Baidu. According to the statistics of Qingke Research
Data Center, more than 75% of the Internet companies listed in China have
raised funds through private equity financing before going public.

e Internet companies prefer the financing method of venture capital. As the
product technology continues to mature and has a certain number of users,
the enterprise has the possibility of industrialization and commercialization
with high risk and high development potential, which will attract a lot of
venture capital. For example, Jingdong’s five rounds of financing from 2007
to 2013 were mainly to cover the funding gap caused by Jingdong’s price war,

and there was a betting agreement in its financing agreement.

4. Analysis of the Financing Model Based on Xiaomi
4.1. Xiaomi Company Introduction

Founded on March 3, 2010 by Lei Jun, Xiaomi is a global mobile Internet com-
pany focused on the development of smart hardware and electronic products, as
well as an innovative technology company focused on high-end smartphones,
Internet TVs and smart home ecological chain construction. Xiaomi’s products
can be broadly divided into three parts: smartphones, loT and lifestyle consumer
products, and Internet service products. Xiaomi has built the world’s largest
consumer IoT IoT platform through its own production and cooperation with
ecological enterprises, occupying about 1.7% of the global market share.
Through cell phone terminals and the self-developed MIUI with 242 million
monthly active users, it provides a wide range of Internet service products to a
wide range of users. On July 9, 2018, Xiaomi was listed on the main board of the
Hong Kong Stock Exchange, becoming the first company in China to be listed

under the “One Share, One Vote” equity structure.

4.2. Xiaomi’s Financing History

Xiaomi’s equity financing since its inception is as follows: Xiaomi’s equity fi-
nancing can be divided into two phases, the first phase being the private equity
financing prior to the IPO and the second phase being the preparation and for-
mal IPO on the HKSE.

In the first phase, in April 2010, Lei Jun and his team founded Xiaomi, and in
September 2010, Xiaomi started its first round of preferred stock financing (Table
1), the main purpose of this round of financing was product development.
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Table 1. Xiaomi’s financing history.

Rounds Time

Round A 2010/9/28
Round B 2010/12/21
Round B+ 2011/4/11

Round B++ 2011/8/24

Round C 2011/9/30

Round C+ 2011/11/10
Round D 2012/6/22
Round E  2013/8/5

Round F  2014/12/23

Financing amount Enterprise Valuation
(million dollars) (billion dollars)

1025

2750

275

60

8800

210

216

1000

11340

Major Investors

- Founding Team, Chenxing Capital, Qiming Venture Capital
2.5 Chenxing Capital, Qiming Venture Capital, IDG Capital

- Wealth plus investment limited, Bin Lin

- Guangping Zhou, Bin Lin

Chenxing Capital, Shunwei Capital, IDG Capital,
Qiming Venture Capital, etc.

10 Gaotong, Apoletto, prevailing limited

40 Apoletto, Temaek, etc.

100 GIC, DST, All-stars, Houpu Capital, Yunfeng Capital, etc.
450 DST, GIC, Houpu Capital, etc.

(Data source: Xiaomi Group public offering CDR prospectus).

At the end of June 2012, Xiaomi completed its Series D financing, a round of fi-
nancing that still stands on the basis of the company’s core business and the
deepening of its main products. At the end of 2014, Xiaomi announced the
completion of its fifth round of financing, a round of financing plan that, on the
one hand, guarantees In late 2014, Xiaomi announced the completion of its fifth
round of financing, which, on the one hand, secured Xiaomi’s investment and
acquisition efforts for its system ecosystem companies in China, and, on the
other hand, the introduction of international investment institutions also pro-
vided the necessary support for Xiaomi’s strategic expansion plans overseas,
which led to Xiaomi’s successful entry into the Indian market and its globaliza-
tion strategy since then. With the expansion of Xiaomi’s scale and increasing
business segments, the scale of demand for capital has also increased signifi-
cantly, with Xiaomi securing over $1.1 billion in Series E financing. In late 2017,
Xiaomi began preparations for its initial public offering on the Hong Kong Stock
Exchange, and Xiaomi’s equity financing entered its second phase.

In the second phase, Xiaomi faced and core issues in the HKSE listing for its
own industry affiliation and business model definition. On July 9, 2018, Xiaomi
Group was officially listed in Hong Kong with an issue price of HK $17 and a
valuation of US$54.3 billion. As the first Hong Kong-listed company with dif-
ferent shareholdings, Xiaomi realizes the separation of ownership and control
through A/B shares. With the increase of Xiaomi’s financing channels, the scale
of Xiaomi’s financing has also increased very significantly. Xiaomi used private
equity financing at the beginning of the company’s development, also Xiaomi
issued preferred shares. And the scale of financing is also showing a rising trend,
indicating that the development of Xiaomi also shows a good development

trend, which only leads to the continuous increase of investors’ investment in
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Xiaomi and the continuous expansion of investment scale.

4.3. Features of Xiaomi’s Financing Model

Xiaomi has raised a total of $1.5 billion in nine rounds of financing from 2010 to
2014 (Figure 2). The successful listing of Xiaomi in Hong Kong undoubtedly
opened a wide financing channel for Xiaomi. The listing allows Xiaomi to absorb
a large amount of capital from the capital market, and this capital is reflected in
the form of equity, a capital that does not need to be repaid.

From the development of Xiaomi since the financing history can be summa-
rized its financing model characteristics are as follows.

1) Entrepreneurs’ own funds to meet start-up financing needs.

Xiaomi Technology was founded in 2010 with a registered capital of 50 mil-
lion yuan, and the actual controller Lei Jun holds 77.80% of Xiaomi Technolo-
gy’s shares, making him the first and absolute controlling shareholder. Lei Jun’s
initial capital accumulation also stems from his various achievements between the
creation of Xiaomi, where he served as chairman of three giant Internet compa-
nies—Kingsoft, YY and Cheetah—and was an angel investor, among others.

In the start-up phase of a business, the source of capital is mainly the entre-
preneur’s own funds. Entrepreneur’s own capital refers to the entrepreneur’s in-
vestment in the business project, most commonly in the form of cash, inventory
and fixed assets, etc. It is one of the effective internal financing channels. The
reasons for relying on the entrepreneur’s own funds in the start-up phase are:
First, in the start-up phase, the market prospect of the new products and tech-
nologies developed by the entrepreneur is not clear and needs to be evaluated
before deciding on the subsequent investment, therefore, the capital demand of
the enterprise in this period is not large and can be fully satisfied by its own
funds. Secondly, the operation of startups is highly uncertain and risky, and ex-
ternal lenders are not inclined to provide them with financial support due to
risky considerations and concerns about the unsound property rights guarantee
system, so enterprises have less chance to obtain external financing. Thirdly, out
of concern for the control of start-ups and confidence in the performance of
start-ups, entrepreneurs tend to invest their own capital to support the growth
and development of their companies.

2) Equity-based investment to address growth period financing needs.

Like most Internet technology companies, Xiaomi needed to bring in a large

amount of capital to develop the company from its inception to IPO, and the

2010.9.28 2011.4.11 2011.9.30 2012.6.22 2014.12.23
$10.25M $2.75M $88M $216M $1.12B
2010.12.21 2011.8.24 2011.11.10 2013.8.5
$27.50M $0.60M $2.10M $100M

Figure 2. Xiaomi financing time node chart.
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financing method adopted was mainly equity financing, but after several rounds
of equity financing, it did not affect Lei Jun and his founding team’s authority
over Xiaomi’s business decisions, as the company adopted not a common stock
financing method but a convertible and redeemable preferred stock financing
Instead of using common stock financing, the company used a convertible and
redeemable preferred stock financing to meet its capital needs. This financing
method has the characteristics of both debt financing and equity financing. Pre-
ferred stockholders can receive fixed interest payments from the company, but
they do not have the right to vote on the company’s operations, ie., they do not
have the right to ask questions about the company’s management activities, so
they are generally less attractive to investors.

Xiaomi’s equity financing can be divided into two stages: the first stage is the
private equity financing before the IPO, and the second stage is the preparation
and formal IPO on the Hong Kong Stock Exchange. If investors choose to exer-
cise their options, they can convert their preferred shares into a certain number
of common shares at the agreed conversion price; if they do not, the company
will redeem the preferred shares in the hands of investors at the agreed interest
rate and pay interest, which not only improves Xiaomi’s attractiveness to inves-
tors, but also protects founder Lei Jun’s control and voice over Xiaomi so that
the company can develop in accordance with the long-term development strate-
gy set by the founder and his management team. The uniqueness of Xiaomi’s fi-
nancing strategy lies not only in the fact that its choice of financing method fits
well with its actual situation, but more importantly, its financing strategy well
compensates for the higher financing cost and the easy loss of control brought
by equity financing.

3) Combination of endogenous financing and exogenous financing.

Financing has always been one of the problems of private enterprises. Xiao-
mi’s capital model brings a variety of channels of financing for the enterprise,
mainly divided into endogenous financing and exogenous financing. Xiaomi’s
endogenous financing includes not only the profits obtained by the company
through its own profit mechanism, but also the financing method by making
employees partners. Xiaomi’s exogenous financing includes not only equity fi-
nancing, but also debt financing.

Xiaomi’s debt financing is mainly through the issuance of US dollar bonds,
Panda bonds and convertible bonds. The issuance of U.S. dollar-denominated
bonds is a highly recognized and publicly tradable bond, and the company’s is-
suance of U.S. dollar-denominated bonds is conducive to the development of
multi-level and diversified financing channels, enhancing the efficiency of the
company’s financial operations and the flexibility of its financial management.

4) Gradually expand commercial credit financing.

Commercial credit financing refers to the borrowing and lending business
between enterprises through commodities when carrying out product trading

activities, and this kind of debt relationship is very common in the process of
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market economic development. Its specific manifestations include: accounts
payable, etc. It has the advantages of low financing cost and less restrictive con-
ditions, but the funds raised are generally small and the term is short, so if it ex-
ceeds the discount period it will bear greater costs and credibility loss.

Xiaomi adopts the model of supplying and OEM products from ecological
chain enterprises, which has strong control over sales channels and brand influ-
ence from the sales environment, and this control is especially strong for the
participating enterprises in the Xiaomi ecological chain system. According to
Xiaomi’s financial report, the company’s average billing period for suppliers is
38 days. As Xiaomi’s market position in the new retail sector solidifies and the
scale effect of the product supply companies joining its eco-chain system gradu-
ally emerges, the larger the scale of funds it can occupy in inventory and ac-
counts receivable will be. Xiaomi’s enhanced commercial credit and increased
voice guarantees the feasibility of using this method to supplement financing of
a certain scale, and also reduces the overall financing cost through commercial
credit financing.

Xiaomi has taken full advantage of this advantage by adopting the “upstream
finance-like model” for financing, ie taking up suppliers’ funds through de-
ferred payment and obtaining short-term interest-free loans. In the three con-
secutive years since 2015, commercial credit financing accounted for more than
65% of Xiaomi’s total debt financing (Figure 3), which shows that commercial
credit financing is one of the most important sources of financing for Xiaomi.
This feature of Xiaomi’s financial strategy also confirms the essence that Xiaomi
is more of a technology consumer goods company than a pure Internet company

in terms of industry segmentation.

4.4. Insights from Xiaomi's Diversified Innovative Financing

Xiaomi is currently the fastest growing Internet-based company in China, and

500 76.00%
450
74.00%
400
350 72.00%
300 70.00%
250
200 68.00%
150 66.00%
100
64.00%
50 °
0 62.00%
2015 2016 2017 2018.6

mmmm Commercial credit accounts (billion yuan)

e Commercial credit as a percentage of liabilities

Figure 3. Xiaomi’s commercial credit possessions.
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has rapidly grown and transformed into a technology-based consumer goods
company with the windfall of the mobile Internet industry, creating many in-
dustry firsts. Based on its unique business model and operating philosophy,
Xiaomi’s overall and financial strategies are unique in China and have much to
learn from similar companies, especially the large number of Internet and tech-
nology-based companies that have grown rapidly in recent years.

Xiaomi’s financing strategy not only serves the needs of its overall strategy,
but also relies on the development of its business to continuously create new
channels. Xiaomi’s financing strategy is mainly developed in line with the com-
pany’s overall strategy and business development requirements, and is generally
characterized by the explosive power of equity and commercial credit financing
as the driving force, with various ways and plans to control financing costs and
risks. The rapid development of Xiaomi’s business is directly reflected in the
scale, direction and period of investment, which in turn also places higher de-
mands on the scale and stability of the company’s financing strategy. In line with
each step of Xiaomi’s strategic adjustment, Xiaomi’s financing strategy has also
been continuously adjusted, from early equity financing to IPO financing, which
solved the shortage of funds for large-scale investment; and then used the cha-
racteristics of its aggravated voice in the constructed industrial chain to carry out
large-scale commercial credit financing to ensure the quality and efficiency of
operation management.

The way companies finance themselves needs to be adjusted and pushed for-
ward with the progress of the times, industry development and business innova-
tion. The innovation of financial strategy is reflected in every way of financing,
etc. and profit distribution, and each way needs to be tapped in the development
of business. Diversified and innovative financing concepts and methods can
continuously inject new vitality into the development of enterprises, maintaining
their growth while reducing their business risks.

Xiaomi is unique not only in its business model and management strategy, but
also in its financial strategy, which breaks through the tradition and takes the
lead in proposing and practicing a series of new financing concepts and me-
thods. Xiaomi’s financing strategy takes key business development as the ful-
crum to reduce financing costs by leveraging corporate valuation to reach reali-
zations under the premise of ensuring capital needs. The investment strategy is
closely coordinated with the overall business strategy, highlighting the characte-
ristics of customer traffic as the core carrier and the investment direction built

around the pooling and utilization of customer traffic.
5. Suggestions for Countermeasures to Enhance Financing
for Internet Companies

5.1. Choose Financing Mode According to the Stage of Development

Internet enterprises should first pay attention to their own development stage in

choosing a financing model that suits them. In the start-up period, Internet en-
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terprises are more suitable to adopt crowdfunding financing mode, which is
mainly for the seed financing of start-ups. In the growth period, Internet enter-
prises are taking shape and have greater growth potential, so it is more suitable
to adopt private equity financing mode for financing. When the development of
Internet enterprises to the mature stage, Internet enterprises can be listed to

carry out large-scale financing, after all, listed financing is more efficient.

5.2. Choose Financing Model According to the Scale of Financing

The scale of crowdfunding financing is usually small, usually ranging from hun-
dreds of thousands to millions, which is easy to operate and can be financed
quickly, but the investors involved in equity crowdfunding are more grassroots
people, who are unwilling and afraid to invest a large amount of money in a
risky project, so the financing of crowdfunding financing mode is usually short.
Based on the above characteristics, it is difficult for the crowdfunding financing
model to support the demand for large-scale and stable financing funds during
the growth period of the Internet. If China’s Internet enterprises urgently need
short-term small-scale financing, the Internet can choose crowdfunding financ-
ing mode; preferred stock financing mode has a short development time in the
territory, and there are more restrictions on issuance, so the preferred stock fi-
nancing mode is not yet able to carry out large-scale financing; private equity
fund financing mode generally has a larger financing scale and longer term,
which can support the long-term large-scale Internet enterprise The private eq-
uity fund financing model is generally larger in size and longer in term, which
can support the long-term large-scale capital needs of Internet enterprises. In-
ternet enterprises usually need larger financing scale and frequent financing in
the growth stage, so China’s Internet enterprises should choose the appropriate

financing mode according to their own financing needs.

5.3. Good at Using a Combination of Different Financing Models

When choosing a financing model, China’s Internet companies cannot be limited
to using only the same financing model at the same development stage, but should
use a variety of financing models in conjunction with each other in order to make
the financing of Internet companies more effective. China’s Internet enterprises
should be good at using different combinations of financing models, and can use
preferred stock financing model at the same time when using other financing
models, and Internet enterprises can use the way of issuing preferred stock when
introducing private equity funds, so as to prevent the control of Internet enter-
prises from being diluted. In practice, China’s Internet enterprises financing is
more various financing models cross-use each other, so China’s Internet enter-

prises should be good at using a combination of different financing models.

6. Concluding Remark

For the survival experience management of Internet enterprises, many enter-
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prises are due to the problem of capital and difficult to maintain long-term vital-
ity in the fierce market environment. Through the perspective of diversification
of the financing channels of enterprises to expand appropriately can greatly en-
hance the ability of enterprises to obtain financing, diversified financing model
is conducive to improving the enterprise value of Internet enterprises. According
to the situation of enterprises, the use and combination of different financing

models can further promote the development of enterprises.
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