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Exploring Key Risk Factors in Mitigating Financial
Vulnerabilities and Optimizing Startup Sustainability
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ABSTRACT: The startup ecosystem is very important for technological prowess, financial growth, and job creation across
the world. However, especially within the first 5 years of launch, the high failure rate increases major concerns for startups
and their stakeholders. This study addresses many of the challenges found with startups, such as cash-flow mismanagement
due to a lack of a funding strategy, loss of sanity by being over-dependent on external funding, adoption of unsustainable
models and skewed pricing. In early stages, startups are highly exposed to the following types of risks: market risk, financial
risk and strategic and operational challenges. All these issues could strongly impact the growth and sustainability of
startups.This study focuses on the significance of strategies related to risk management for startups, while assessing,
identifying, and reducing risks for long-term success. It highlights major practices related to risk management, such as
building response strategies, constant monitoring of risks, and collaboration. The study further discusses strategies and best
practices for startups to overcome resource constraints, uncertainties and other challenges. Improved risk management
principles, decision-making, and better odds of achieving sustainable growth in an uncertain environment strengthen the start-
up. This research emphasizes proper monitoring, financial planning and also diversified sources of funds. It provides
actionable recommendations to improve resilience in startups and promote a sustainable landscape.
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1. INTRODUCTION

In this day and age of a fast-paced business environment, startups have become the essential drivers of economic development
and innovation. However, while disruptive solutions and fresh ideas are available for young ventures, there are also major
financial barriers that can affect their survival. Financial management is one of the biggest barriers for startups, mainly because
of their uncertain streams of revenue and limited capital. Unlike established organizations with stable sources of income,
startups usually depend on external funding from grants, angel investors, or venture capitalists (VCs) to sustain operations
(Singh and Subrahmanya, 2020). While this funding offers essential growth opportunities, it also has certain risks involved,
including pressure to deliver constant outcomes and dependence on the confidence of investors.

Organizational startup structures are flexible enough to adapt rapidly to dynamic changes in the market. However, this
adaptability can increase instability in the finances without proper management (Falih, 2020). Without proper risk mitigation
and financial planning, startups may find it hard to assign resources effectively, resulting in possible failure and operational
challenges. The ability of startups to secure funding in the long run relies on profitability and consistent growth, adding another
pressure on management staff and founders (Schachel et al., 2021). Within the first 5 years, it is a fact that 90% of startups fail
due to financial mismanagement (Venczel et al., 2024).

Challenges in securing funds, poor cash flow, and financial instability are major risk factors responsible for startup failures
(Venczel et al., 2024). Another significant risk for startups is liquidity (Gunanto, 2023) because cash run-out damages growth
and daily operations, hence business closure. Startups with random cash flow typically require strong financial management
strategies to meet unique requirements (Idris, 2024).

Besides liquidity issues, startups are also exposed to risks given credit defaults and changes in markets. Startups are an
especially vulnerable group because, compared to established firms with multiple sources of income generation (Yudaruddin et
al., 2024), they heavily depend on staying current with legal regulations and market fluctuations. A lot of startups operate with
tight margins, being highly vulnerable to changes in market situations and investor sentiment. Furthermore, as startups are
usually deficient in a healthy credit record for securing loans, they face challenges in financing. This situation is further made
complex when business partners or consumers default. The financial stability of startups is usually disrupted due to this ripple
effect (Zhou, 2024; Yudaruddin, 2024).
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Effective “financial risk management (FRM)” is needed to grow and survive. However, large organizations use conventional
strategies for financial management. If startups try to imitate those approaches, they fail miserably to address even the basics.
Financial plans that work for large organizations may not be viable for startups because there is a difference in risk exposure,
availability of resources, and operational scale (Van Opstal and Borms, 2023). Startups are required to approach and handle
financial stability differently through aspirations of debt management, for starters.

McConnell (2022) illustrates the importance of strategic financial position in subsectors with tremendous market and
regulatory susceptibility like fintech. Therefore, integrated risk mitigation and a proactive financial action plan need to be in
place for a smooth response of the business during a cash crunch. Likewise, they describe that startups are exposed to 14 types
of investment risks (Janior et al., 2023) from internal/external/capital/human aspects. Being aware of such risk factors is
imperative for creating strategies to manage those risks that are more apt for the startup's needs.

Bielialov (2022) concentrated on the importance of continuously estimating economic stability at each stage of innovation.
This will help promote decision-making and sustainability among teams. This is particularly pertinent in a market that is
rapidly changing, as responsiveness and agility are essential for success (Khaustov 2022). Yudaruddin et al. (2024) propose a
contingency approach to financial risk management employing tools from management accounting, so that startups have the
proper means of investigating complex environments.

Financial literacy is another important aspect of managing financial risks among young startups. Early exposure to the
principles of financial management strengthens stability and success in the long run (Muttaqin, 2018). Lack of needed financial
expertise is one of the major reasons behind the failure of many startups to make informed choices. By providing the right
financial knowledge to entrepreneurs, sustainable models can be developed to reduce financial risks and make strategic
decisions efficiently (Sipayung et al., 2022).

This study is mainly aimed at proposing innovative and flexible strategies to mitigate financial risks for startups that are both
practical and theoretically effective. This study adds to the existing knowledge base with actionable insights for investors,
startups, and policymakers to improve financial sustainability in the long run. This study contributes significantly to both
practical strategies and academic research for startups with an evidence-based approach.

2. LITERATURE REVIEW

Limited resources and financial sustainability are some of the major hurdles for the growth and survival of startups in their
early growth stages during the first 5 years, i.e., the “Valley of Death (VoD)”. Zapata-Molina et al. (2025) identified factors
affecting the financial sustainability of startups during those crucial years, which need a lot of support from the government
and funding. This study adopts a quantitative methodology with a global literature review to determine variables and
objectives. It is observed that indicators like enough financial resources to meet demands in the short- and long-term, positive
sales outcomes, access to banking and government funding, and accurate policies are major factors for startup sustainability in
the beginning. Overall, they offered relevant and interesting findings on the indicators affecting the financial sustainability of
startups to promote innovative environments.

Silaban et al. (2024) explored strategies for financial risk management in startups with a mixed-methods design through the
lens of accounting. They conducted in-depth interviews with founders, accountants, and financial managers and analyzed the
financial data of startups. This study also collected institutional data for quantitative findings. It was found that adopting
accrual-oriented reporting, proactive management of cash flow, and risk-based use of budgets can minimize financial risks.
With qualitative findings, it is observed that there is limited knowledge of financial risk in startups in VoD. They should
combine digital accounting with strict debt management while working with investment platforms. This combination can
increase the resilience of companies to financial challenges. It is recommended to develop a training model based on risk
accounting by seeking institutional support and access to financial resources.

The research conducted by Safitri and Syahrin (2024) examines how a company can be more accessible in digital trends, as
well as adapting to business changes so that it can grow sustainably. A literature search identified three high-level risk
management strategies for controlling financial risks. They started with realistic expense monitoring and budgeting, identifying
capital needs at all stages. Secondly, you must invest in the correct level of insurance and cybersecurity to prevent consumer
data protection issues from causing financial loss due to system failures or breaches. Lastly, startups might want to diversify
revenues to be more flexible and agile.

Arman (2025) investigated the benefits of risk management strategies to assess, identify, and mitigate risks for success in the
long run. The study also highlighted key strategies for risk management, such as constant monitoring, collaborating within the
organization, and building risk management capabilities. The study also identified challenges for startups like limited
resources, lack of experience, and uncertain market conditions. They provided practical knowledge to overcome these
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challenges. Startups can improve decision-making, resilience, and achieve sustainable growth with effective risk management
in an uncertain market.

However, Shetty and Soorya (2025) identified the major financial risks startups encounter, which include consumers not being
able to pay their debts on time or enormously inflating costs, leading to a high liquidity risk exposure for founders considering
external investment. They used qualitative and quantitative research designs to identify patterns of financial risk in relation to
longevity, respectively. It discussed other strategies such as diversification, investor relations or cash flow management for risk
mitigation. Findings of the study offer valuable insights to policymakers, investors, and entrepreneurs to provide practical
solutions to improve startup sustainability and dynamic environments.

2.1. RESEARCH GAP

With the above literature review, it is observed that there have been extensive studies conducted on startups and their financial
risk management. However, there is still a major gap between empirical outcomes and real-world implementation. McConnell
(2022) and Venczel et al. (2024) provided valuable insights on financial risks for startups. But they overlooked the nuances of
various startup environments due to their macro visions. Similarly, several investment risks were classified for startups by
Junior et al. (2023) and Bethlendi and Hegediis (2024). But they didn’t focus on the real-world applications of strategies to
mitigate financial risks with limited resources.

2.2. RESEARCH OBJECTIVES

As per the gaps identified in previous studies, this study has the following objectives:
e To identify key risk factors responsible for financial vulnerabilities in startups
e  To determine the implementation of financial risk management strategies by startups in high-risk market situations
e To find out best practices for optimizing sustainability and de-risking startups

3. RESEARCH METHODOLOGY

As financial risks are very complex and multi-faceted in startups, this study recognizes the urgent need to investigate adaptive,
tailored strategies to meet diverse needs in today’s market. Hence, this study adopts an exploratory, descriptive research design.
When previous studies focused on quantitative research and large organizations, this study focuses on startups for more
contextual, deeper insights on managing financial risks in different sectors.

With existing research, this study identifies common patterns, best practices, and efficient strategies to be applied in different
contexts of startups. In this study, a literature search was conducted to analyze and collect data from different sources like
research publications, articles published in peer-reviewed journals, books, and credible sources from the internet. This study is
solely aimed at understanding the concept as per existing knowledge and identifying limitations for further research.

4. RESULTS

4.1. KEY RISK FACTORS RESPONSIBLE FOR FINANCIAL VULNERABILITIES IN STARTUPS

There is rarely a single cause of failure for startups. There are certain patterns. Their stories usually end when they run out of
capital. Capital usually dries up due to poor timing, poor “product-market fit”, and unmanageable unit economics. A market
research firm, Insights, conducted a survey of 385 companies to spot failures of startups. It is observed that the majority of
startups cited various reasons behind their failure. Hence, Figure 1 lists some of the common reasons behind startup failures in
the chart, which exceeds 100%.
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FIGURE 1 Startup Giving Reasons for Their Failures
(Source: CB Insights, 2026)
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Two-thirds of startup failures were caused by “poor product-market fit (PMF)”. Poor market fit was the major cause for most
of the Series B+ companies. Later companies have also failed to expand into a real market, citing this reason. For example, a
Series C company also couldn’t find a viable market, which revolved from robot-made pizza to workable packaging. An
uneven share of failures was driven by macro conditions or poor timing in food & agriculture, climate & energy, and
blockchain. These sectors gained heavy investment in trends that never worked in 2021-22. For instance, two firms raised
funds on NFT waves and alt-protein, and both failed because the market was not ready for such innovations (CB Insights,
2026).

4.1.1. CONSEQUENCES

Startups are important for the global economy, with a contribution of around $3 trillion every year to GDP worldwide, and
accounting for over 40% of net creation of new jobs in OECD countries. They go beyond financial metrics in terms of
economic influence, as they act as key disruptors in sectors that demand innovation. For instance, startups have generated 72%
of landmark technologies used in the green energy sector in the post-COVID era. Irrespective of their immense potential,
startups have had uneven influence on the economy. Around 89% of total value is generated by the top 5% of ventures among
startups. It shows the high level of risk-reward ratio of entrepreneurship. With this concentrated value, there is significant
disparity between failing and thriving startups.

These challenges are further compounded by geographic disparities. A long-standing driver of innovation, Silicon Valley hosts
around 35% of unicorns across the world, strengthening its dominant position in the startup environment. However, there are
23% higher failure rates faced by emerging tech hubs like Sdo Paulo and Bangalore. There is a relationship between these
higher rates and disjointed networks of funding, lack of access to international capital markets, and bottlenecks in regulations.
Due to those imbalances, localized strategies are needed that can meet different needs of regions instead of providing common
solutions.

4.1.2. ANALYZING STARTUP FAILURES

A survey was conducted by CB Insights on 483 startups to identify the major causes behind their failures. They identified 20
repeated causes of failure. Shockingly, most of these failures are related to finances, highlighting the importance of cash flow
management, financial planning, and sustainable funding for the overall growth and survival of startups. Soni and Sharma
(2020) delved into the rise of the microfinance sector in India and how it improves financial inclusion. There has been
significant growth in microfinance by 2019. It suggests vast improvements across small-scale and low-income startups.

With the expansion of the Fintech revolution, the majority of startups are achieving financial inclusion easily. Startups are also
gaining leverage by adopting the latest technologies to increase their financial access. However, it focuses on rural banking and
self-help groups to serve micro-entrepreneurs, instead of just high-growth businesses. With the improvements in the
availability of formal credit, there are still some funding gaps identified by startup founders. Usually, microfinance models
focus on livelihood and stability. So, startups that are scaling rapidly often need bigger loans or venture capital.

While this study highlights the need for a robust financial ecosystem for mass businesses, startups can also benefit from higher
inclusion while still finding it hard to outgrow microfinance frameworks. Overall, it highlights how large-scale growth in the
financial sector can relieve the basic funding burden. However, technical startups should explore beyond microfinance to solve
their problems related to market expansion, development, and financing (Rana et al., 2025).
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FIGURE 2 A Graph Illustrating G;"(;wth of Microfinance in India
(Source: Rana et al., 2025)

4.1.3. FACTORS CONTRIBUTING TO FAILURES

Deena and Gupta (2021) proposed a problem-solving framework to identify internal and external factors responsible for the
failure of startups. They covered capabilities of the team, product fit, market strategy, etc. According to their research, failure is
not the only reason for startup failure. There are some core mistakes made in the business. Both internal and external factors
are responsible for startup failures. Incompetence in realizing the need for the product and lack of technological growth and
innovation are some of the major reasons. Poor innovation and market fit are the major culprits.
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Financial issues seem to be only part of the bigger game. For instance, they have noted that burning cash from heavy discounts
can make the situation worse, and investors set strict tests for financial metrics. But these are covered under wider headings.
Hence, Deena and Gupta (2021) portrayed the problem of funding as indicative of tight criteria for investors, or a shortage of
cash becomes a challenge when there is a lack of the right product or strategy for founders. For example, it is observed that
startups often misdirect funds on impractical discounts to attract consumers, resulting in significant cash burn. Overall, it is
observed that there are deeper problems that come with financial strain. Even ample funding cannot prevent collapse if a
venture misaligns its team or underestimates its market. Alignment between market and innovation, team skills, and fixes to
leadership are usually more important than finances on their own.

Financial Mismanagement

Leadership Gaps

Innovation Issues

Market Misfit

FIGURE 3 Causes behind Failure of Startups
(Source: Deena and Gupta, 2021)

Banudevi and Shiva (2019) investigated the challenges related to startup financing in the context of the Indian market. It is
highlighted that funding has been a key concern for small enterprises and startups. It becomes challenging to convince both
banks and investors to part with the cash needed for growth in the early days when the economy is tanked. Meanwhile, there is
still a lack of access to capital, especially when angel investors and banks have been more cautious after financial shocks. The
problems of the ecosystem are highlighted, which increase financial stress.

For instance, it is noted that India has an extreme lack of support networks and ecosystems for entrepreneurs. Startups usually
connect to funding by refining their businesses. Only a few startups are focused on big cities, and a lot of ventures fail at the
concept stage without guidance. Early-stage capital is a major gap. There is a lack of angel investors in India for new startups.
This vacuum of funding leads to challenges for even viable startups to gain seed investments. Hence, Banudevi and Shiva
(2019) painted a picture where financial issues interlink with structural and cultural challenges. Founders may not be well
equipped due to limited mentorship and conservative attitudes, while tight credit and a limited pool of investors transform
capital into a limited resource. It is evident that financial challenges appear mostly due to limits of the ecosystem, like shortage
of cash and tough funding rounds, connecting financial problems to preparedness of team and market positions. Figure 4
illustrates major challenges that startups face in India.

Financial Literacy

Weak Ecosystem

No Early.stage Credit

Lack of Angel Investors

0 10 20 30 40 50 60 70 80
Severity Score

FIGURE 4 Challenges Faced by Indian Startups
(Source: Banudevi and Shiva, 2019)

To summarize, it is observed that financial problems are an important part of startup failure, but they are also deeply rooted in
other factors. Soni and Sharma (2020) observed that wider microcredit growth and financial inclusion have increased access to
capital for entry-level businesses; still, rapidly growing startups need more. Deena and Gupta (2021) observed that funding
problems usually arise from management or product failures. De Jong (2018) cataloged funding as a complete set of factors
responsible for failure, while also focusing on their relationship with strategy and team issues. Banudevi and Shiva (2019)
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showed the compounding of cultural and academic issues responsible for weak funding lack of capital and investors, due to
which startups are trapped in a vicious cycle of market needs that have not been met and cash deficit.

Hence, finance is treated as part of a complex range of causes. Together, it is observed that these problems are not isolated,
while financial problems surface in several stories. Both of them come from and feed into product-market fit, team potential,
and support from the system. It is observed that lack of finances or mismanagement is usually the final straw through the lens
of startups.

4.2. IMPLEMENTATION OF FINANCIAL RISK MANAGEMENT STRATEGIES BY STARTUPS IN HIGH-RISK
MARKET SITUATIONS

Startups work in a dynamic financial environment which is highly uncertain and depends upon funding from external partners.
It is also defined by rapid innovation and limited capital. There are different financial risks created by these factors, which need
specialized approaches for financial risk management (FRM). This section focuses on critical approaches affecting financial
risks in startups, the interrelationship between corporate governance and capital structure, and the significance of adaptability
and flexibility in handling risks, while integrating FRM technology.

4.2.1. WHY IS ADAPTIVE RISK MANAGEMENT NEEDED?

There are various financial risks that startups face because of limited cash flow and capital, and failing to secure proper
funding may lead to bankruptcy (Suci et al., 2023). Unlike bigger firms with recognized streams of revenue, startups have to
depend on alternative strategies to sustain operations, such as bootstrapping (Horvath, 2018). When startups need rapid product
development, they further face financial risks, as significant investments are needed in the short term without any guarantee of
success in the market (Al Falih, 2020). Startups need a responsive strategy that prioritizes responsiveness in the market and
financial flexibility for survival (Prakoso & Apriliani, 2024).

Reliance on external funding sources from angel investors and VVCs further increases financial risk exposure. The availability
of funding is affected directly by market shifts and investor sentiments, which also makes new businesses more prone to
financial vulnerability (Mashayekhi et al., 2024). Given the investors' inability to place confidence in companies or even
sectors, and given their withdrawal from financing investments (Savin et al., 2022), operational risks magnify for capital-
intensive startups. Hence, adopting alternative approaches can reduce the harmful effects of financial dependency, such as
partnerships and crowdfunding (Elgammal et al., 2023).

Regulatory and market changes further make risk management complex. In highly regulated sectors, startups are especially
vulnerable to changing politics, which may affect market access and operating costs (Ratzinger et al., 2018). Unlike established
enterprises with financial and legal security to explore regulatory challenges, startups must use agile strategies to comply and
maintain financial stability (Narayan et al., 2019).

4.2.2. CAPITAL AND FINANCIAL RISK MANAGEMENT

Sustainability throughout the structure is significant for startup ventures, as they primarily rely on private investors, VCs and
equity funding (Limar, 2023). In addition to the money, VCs also provide connections and mentoring necessary for growing
firms (Singh and Subrahmanya, 2021). Hence, multiple sources of funding help startups reduce risks and keep cash flow stable
through increased stability (Schachel et al., 2021). Startups are much less vulnerable in economic downturns or turbulence in
markets because their structures have diversified properly (Lao, 2024).

Fiscal risks are handled at the corporate governance level. Effective governance, sustained monitoring and transparency in
decisions allow startups to anticipate risks (Petkovi¢ et al., 2023). Being owned by risk management committees and
experienced directors is important to align informed decisions with sustainable long-term growth (Savin et al., 2022). In that
context, strong frameworks can increase confidence (Ochoki et al., 2023) for investors, leading to funding that will help firms
endure. But startups often struggle with weak governance because they are early-stage companies. Most of them lack
formalized and permanent procedures for risk management, which makes them vulnerable to any financial problems (Ding,
2021)

There must be a clear and well-outlined model while also maintaining firm governance in order to gradually minimize
financial risks (Skala, 2022). We see that the startups invest in building governance for, e.g., risk management models and
clean financial policies tailored to their business needs (Satyanarayana et al., 2023).

4.2.3. FINANCIAL LITERACY AND COMPETENCY

Financial literacy is an important factor for enabling startups to handle risks well. With robust knowledge of principles,
managers can make informed choices about managing cash flow, allocating capital, and making investment strategies (Zaidi et
al., 2021). It is observed that organizations with financial knowledge are well prepared to build sustainable strategies,
minimizing failure rates (Karanovic¢ et al., 2019). However, financial literacy is not enough without proper management skills.
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Leading startups should have leadership, risk assessment potential, and smart decision-making to handle uncertainties properly
(Zaidi et al., 2021). It is observed in studies that managers with leadership skills and financial awareness have made startups
perform better than those with expertise in only one area (Schmidt & Heidenreich, 2018). Managerial skills enable startups to
predict risks and adopt proactive policies to mitigate those risks (Grimpe et al., 2019).

With managerial skills and financial education, training programs have been effective in preparing leaders with the tools
needed to handle financial risks (Galvao et al., 2020). FRM theories are applied widely with case studies and simulations for
managers to make financial decisions based on data. Constant upskilling and education are needed for managers to stay ahead
of evolving tools for risk management and Fintech solutions (Zaidi et al., 2021).

4.2.4. MANAGING RISKS WITH TECHNOLOGY

There are several opportunities presented for startups by adopting technology in managing financial risks. Artificial
Intelligence (AI), machine learning (ML), big data, and other cutting-edge technologies enable startups to assess risks in real-
time and perform predictive analysis (Zhao, 2022). Big data can be processed by Al models to detect possible risks for startups
to take proactive measures before it is too late. Irrespective of the benefits of technology, there are several challenges. A lot of
startups face financial hurdles that affect their access (Gunanto, 2023). Budgets for startups increase at the early stage because
Al tools and cloud computing solutions come at a high initial cost.

These tools also have a huge learning curve for employees, which affects their large-scale implementation (Liu and Hong,
2021). For startups, a phased approach can be helpful for adopting technologies to address challenges that come with them.
More serious tools and cost-effective programs for risk management enhance capabilities to remotely mitigate risks (Rauf et
al., 2024). Investment in technological literacy and employee training helps startups leverage advancements in technology for
financial risk management (Jung et al., 2022). When you mitigate risk, technology is also an enabler for startups. Startups can
leverage technology in the financial risk management domain and gain continual access through market dynamics while
improving their overall Financial Performance. As the financial landscape is redefined constantly with digital transformation,
startups can stand out by using technology to manage financial risks.

4.3. BEST PRACTICES FOR OPTIMIZING SUSTAINABILITY AND DE-RISKING STARTUPS

Startups operate in high-risk and uncertain environments, especially in early stages. Risk management is very important for
their long-term growth and survival. With proactive risk assessment and management, startups can avoid common mistakes
and reduce the chances of failure, which often cause businesses. Entrepreneurs need to understand that risk management also
involves grabbing growth opportunities along with avoiding possible risks (Choudhary et al., 2025). Startups can build
flexibility and resilience in a highly dynamic business environment for managing risks effectively. With the growth of startups,
the scope of risks and complexity evolves, which requires a dynamic risk management approach.

With systematic risk management, startups can explore uncertainties at the beginning, and they can be positioned for success in
the long term. With these steps, startups can address and reduce possible risks systematically at each level. This study has
focused on different risks that startups face and strategies for risk management for early-stage businesses. By addressing risks
strategically, startups can both be prepared for growth and prevent failure. This approach needs the right balance of ambition
and caution, while entrepreneurs can prepare for issues while being open and adaptable (Figure 5).
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FIGURE 5 Steps Involved in Risk Management

(Source: Arman, 2025)
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Figure 5 illustrates the process involved in risk management in four steps, such as “Risk identification, assessment, control,
monitoring and review.” Each stage in this process is very important to address possible risks systematically at different levels
of development. To reduce risks in early stages, startups have to adopt effective strategies for risk management. A proactive
approach is needed in these strategies to assess, identify, and reduce possible risks to ensure that startups are well prepared to
navigate challenges and uncertain situations (Joseph et al., 2023). Startups can avoid common mistakes with successful
strategies for risk management, such as misaligned markets, financial instability, and pressure from competition.

Identifying potential threats early on is one of the major aspects of risk management. Startups should determine external and
internal factors that can affect operations, which consist of market risks, financial risks, strategic risks, and operational risks.
After identifying these, there is a need to assess each risk for its risk of occurrence in the business. It is possible to use scoring
or risk metrics to classify risks on the basis of those factors, so that startups can prioritize the most common risks.

Then, risk mitigation strategies can be formed as per preferred risks, such as optimized operations, diversified sources of
funding, adopting loops of customer feedback, or building strategic relationships. For instance, diversification of funds can
reduce financial risks for startups by reducing dependence on streams of revenue or individual investors. In the same way,
strategic relationships can reduce market risks by enabling organizations to access new markets and added expertise and
resources. To adopt these strategies, startups have to review and track plans for risk management. This is where adaptation and
feedback play a vital role (Kaniz et al., 2025). Proper monitoring enables identifying new risks for startups and making
changes accordingly. It is also important to determine the efficiency of existing risk management methods by making changes
as needed to boost performance.

For effective risk management, best practices have to be adopted by startups, designed to meet unique needs. Along with
reducing the effect of possible risks, these practices can also help startups to set the foundation for growth. With a structured
approach to risk management, startups can identify risks in early stages and ensure success in the long term. Constant risk
monitoring is one of the best practices. For startups, the landscape of risk management evolves with the growth of the business.
Hence, it is recommended to constantly update and check the risk management plan, accounting for new risks that may occur
and ensuring the effectiveness of existing strategies. With data-driven technologies and tools, including dashboards and risk
management tools, possible risks can be identified to make informed decisions by startups.

Building a risk management strategy is another best practice needed for startups to determine risks and have specified
strategies for managing risks. These strategies may cover mitigating, transferring, accepting, or avoiding risks. For instance,
one can diversify sources of funding to mitigate financial risks, while it is possible to address market risks by conducting
proper market research and adjusting the model. With a well-designed plan, startups can act smoothly to mitigate risks and
reduce the risk of damage. Communication and collaboration are very important for risk management. Startups have to make
open communication a culture, where staff members can identify certain risks and explore possible solutions.

In risk management discourse, all stakeholders should be involved, such as employees, partners, and investors, to consider
diverse perspectives. In addition, strong relationships should be built with advisors and mentors to provide important guidance
and knowledge to manage complex challenges for founders lacking experience. Figure 6 suggests best risk management
practices adopted by startups.

Continuous risk monitoring Collaboration and communication

Developing a risk response strategy
FIGURE 6 Best Practices Adopted by Startups for Risk Management
(Source: Arman 2025)

Figure 6 outlines best risk management practices in startups while focusing on the value of a systematic and proactive
approach for managing possible risks. With constant risk management, startups can adapt to the landscape of risk management
by getting their strategies updated. A risk response strategy should be introduced for taking proactive actions against risks to
reduce their possible effect (Lizarelli et al., 2022). Finally, a risk-aware culture should be fostered with communication and
collaboration to encourage diverse points and discussions to reduce risks efficiently. By adopting risk management practices, a
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solid foundation can be created by startups to improve the odds of long-term success. Along with reducing possible failures,
these strategies enable startups to make the most of new opportunities.

5. CONCLUSION

Usually, startups face different types of risks like operational, market and financial ones. Changing revenues and limited capital
structure cause financial risks, while competitive pressure causes market risks. Scalability and changing staff can cause
operational risks, while decisions on growth directions and business models lead to strategic risks. Financial risks can be
handled with lean operations, diversified sources of funding, contingency plans, and clear financial goals. Startups need to
balance their ambition with financial discipline to survive in the long term. Some of the common founder mistakes are poor
financial planning, early scaling, and improper dynamics. Founders usually overlook the value of validating demand in the
market before producing products, face issues with team dynamics, undervalue burn rates, and neglect overall chances of
success.

Irrespective of the clear benefits of adopting strategies for risk management, a lot of startups face major issues when
incorporating the same in operations. Lack of experience is one of the major challenges. A lot of founders may not understand
the risks of management as they are in the early stages. This inexperience can affect their potential to identify risks and delay in
addressing potential threats due to mismanagement. Mentorship, training programs, and collaboration with experts can save
them from those troubles in the process.

Startups often face limited resources in the early stage. Comprehensive strategies may need more resources, money, time, and
workforce. When resources are limited and the team is small, it can be overwhelming for any startup to manage immediate
demands to run operations and manage risks at the same time. Here, startups have to focus on areas that are most critical at first
and prioritize risks to address major threats while making a more comprehensive and sustainable plan for risk management.

In addition, external factors like the global economy, regulatory issues, market changes and uncertainty can make it
challenging to manage risks and predict them. These factors are beyond business control, while startups can stay informed,
adaptable, and make contingency plans to reduce their impact and respond quickly. Effective risk management is needed for
the success of startups in the beginning. There are different risks faced by startups, i.e., from financial problems to operational
issues. With a proactive and structured approach, startups can minimize the risks of failure and ensure growth in the long term.

In this process, risks should be assessed and identified while implementing customized strategies for risk management.
Constant monitoring, risk response, and collaboration with experts are some of the best practices to build awareness and
resilience in startups in case of uncertainty. Lack of experience and resources are some of the challenges that affect risk
management. These challenges can be tackled with the help of external support, strategic planning and adaptability to
entrepreneurial risks.

Lastly, you can successfully manage startups in the long run by developing your risk management strategies in this constantly
changing and competition-oriented environment. Startups are also able to decrease exposure risks and maximize new
opportunities, allowing them a better chance at being growth-oriented, profitable, sustainable empires. In this day and age,
financial risk management needs integrated planning. This study recommends that startups build realistic goals and budgets
and track expenses and funding at each level. With well-planned budgets and realistic planning, startups can fulfill their
liquidity needs and seek more funding at the right time.

Protection is needed against dependency on technology and cyber threats. Startups also face challenges in making upfront
investments in cybersecurity to protect their customer data and business. They have to seek insurance to reduce possible threats
of system breakdown or breaches. It is also important for their reputation and to prevent major losses in the future.
Diversification of revenue is also important for managing financial risks in startups.
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