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Venture

Capital Firm

(General Partner)
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Limited Partners (Investors)
(public pension funds, corporate pension funds, insurance companies,
high net-worth individuals, family offices, endowments, foundations,
fund-of-funds, sovereign wealth funds, etc.)

Fund / Investment
Management

Ownership of the Fund

Venture Capital Fund
(Limited Partnership)

The Fund’s ownership of

the portfolio investments

Investment



We are greedy vampires

Assume an avg 6 years time period to see a return

Prob. Multiples (X) IRR
1% 50 91.94%
19% 20 64.75%
80% 0.0001 -78.46%
Expected cash payout 4.30008

Expected IRR 27.52%




HOW STARTUP FUNDING WORKS
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What is Term Sheet?

A document guides the final terms of the real official agreement

Non-bonding

Everything is negotiable
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* Price - Pre Money Valuation

(/]vENOption pool shuffle)

{RA & fvaluation HEERFMvaluation
Existing shareholders 8M 80% 6M 60%
New investors 2M 20% 2M 20%
Option pool 2M 20%
Total valuation 10M 100% 10M 100%

. % of your company



Valuation

Don’t go after big valuation : Unicorn is for Gov, VCs, Incubators.

Best and simplest method:
How much you need x how much you're willing to give out

https://angel.co/valuations

VC Method
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https://angel.co/valuations

You

Asumption

VC Method

ROI = Exit Value / Post-money Valuaiton
Post-money Valuation = Exit Value / ROI
Ask for

Revenue at exit yr

After tax earning #
(15% of rev)

P/E ratio
ROI

Exit Value
Post money valuation

Pre money valuation

% for VC

0.5
20

< <

<

15 X
20 X

45
2.25
1.75

22.22

%



 Preferred Stocks

A. Liquidation Preference
B. Antidilution

C. Protective Provisions: Veto Right

Sell the Company

* |ssue more stocks

* Change the terms

* Change the size of board of directors

D. Dividends
E. Redemption Rights

F. Right of First Refusal (pro rata right)

G. Voting Right

H. No-Shop Agreement



* Liguidation Preference

(X times Preference+ X times participation)

Percentage

Investor 5 m 20%
Pre-money 20 m 80%
Post-money 25 m
Offer 100 m case 2: 30m

As-converted
1X preference, no participating
Investor 5 m 20
Founders 95 m 80
1X preference, fully participating
Investor 24.0 m
Founders /6.0 m
1X preference, 3X participating (Capped participation)
Investor 15 m
Founders 85 m

(Stacked preferences v.s Pari passu)



Exit Proceeds (m)

1X Preterence , nonparticipating
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1X Preference , 2X participating
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e Antidilution
(Down roundFFEX S8R IRES » WIFEF A IE)

1. Ratchet-based antidiluition
Full ratchet ~ Half ratchet....etc 3‘

2. Weighted average antidiluition

CS + (New $/0Id CP)
CS + New # Shares

New CP = Old CP *

Where, New CP New Conversion Price

Old CP = Old Conversion Price
CS = Number of shares of common
stock outstanding
New $ = The aggregate dollar value of the

stock sold in the dilutive issuance,
and

The aggregate number of shares
Issued in the dilutive issuance

New # Shares



Weighted average antidiluition (Conti)

Company IROCKS
Common Stock 1,000,000 shares

Series A Preferred Stock

out in $500,000 ($1/per share) 500,000  shares

Series B Preferred Stock

out in $1,600,000 ($2/per share) 800,000  shares

Option pool 100,000  shares

Total 2,400,000 shares

New Investor put in $1,00,000
(Down Round)

Series B Preferred Stock

h
($0.5 / per share) 2,000,000 @ shares

CS + (New $/0Id CP)

New CP =0Id CP *
CS + New # Shares

(1) Broad-based

2,400,000 + (1,000,000/1) ~0.77
2 400,000 + 2,000,000 '

Series ANCP =1 x

Series A # of shares = 500,000 x ($1/$0.77) = 647,059

2,400,000 + (1,000,000/2) _1 39
2 400,000 + 2,000,000

Series B NCP = 2 x

Series B # of shares = 800,000 x ($2/$1.32) = 1,213,793

®) Narrow-based

Series ANCP = 1 x 2220t UIBIBD -0 60
500,000 + 2,000,000

Series A # of shares = 500,000 x ($1/$0.6) = 833,333

800,000 + (1,000,000/2) ~0.93
800,000 + 2,000,000 '

Series B NCP = 2 x

Series B # of shares = 800,000 x ($2/$0.93) = 1,723,077
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 Valuation

FBTEZEZFEN ~ T2

track record ~ traction ~ relationship (referral)
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BATANA: Best Alternatives to a Negotiated Agreement
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