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LEGAL NOTICE

THIS PRESENTATION IS INTENDED TO PROVIDE
GENERAL INFORMATION ON THE SUBJECT
MATTER HEREIN AND SHOULD NOT BE
CONSTRUED AS LEGAL ADVICE. A VE
CAPITAL INVESTMENT IS A COMPL
UNDERTAKING. BEFORE ENTE
TRANSACTION, YOU SHOUL
EXPERIENCED LAWYER
OTHER BUSINESS A
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=

Mitchell C. Shelowitz
Partner

Business lawyer with more than 19 years of experience
representing U.S. and international businesses in the full range of
corporate and commercial legal matters — from corporate deals to
dispute resolution. More than 12 years of venture capital
investment transaction experience on investor and portfolio
company sides.

Named as a New York Super Lawyer in 2010 for
being recognized as one of the best busines
City, and placing him in the top 5% of th

Top Law Firm Experience

"+ Greenberg Traurig; Nixo
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Objectives of Program

" To provide essential insight for entrepreneurs, busines
executives, and business advisors involved in vent
capital financing in today's markets.

"= Topics covered will include the following:
"= Overview of the venture capital inve
“ Descriptions of common ve

Essentials of venture
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Roadmap of Program

(1) Introduction
(2)  Overview of Venture Capital
(3)  Top 5 Critical Deal T

Questions an
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Recent Venture Capital Highlights

PWC and National Venture Association announce
YESTERDAY that VC activity increased 19 p
in Q2 2011 compared to Q1 2011

$7.5 billion in 966 deals in Q2 201
Internet Investments at 10

Venture Funds fro
in New York Cit
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Overview of The Successful Venture Deal

Presentation of Business Plan to Investors
Initial Meetings and Initial Due Diligence
Delivery of Term Sheet by Investo

Deeper Due Diligence
Negotiation of Inv

(1)
(2)
(3)
(4) Negotiation and Signature of
(5)
(6)
(7)
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Standard Issues to Consider

(1) Limited liability company vs. Corporation
(2) Primary office location
(3) Interim bridge financing (pr

Who signs term she
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Importance of Term Sheet

"2 The Venture Investment Begins with a Term Sheet

1o

Sets forth key business terms

1o

Term Sheet negotiations provide wind

g

Provides Venture Fund with op
judgment, and sophisticatio

'

Test for compatibilit

The National
which is

'
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The Venture Deal: Customary Transaction
Documents

—h
N—"

Purchase Agreement (Stock or Unit)

Amended and Restated Certificate of Inco
Operating Agreement

Investors’ Rights Agreement
Right of First Refusal and C

Key Employee Employ
competes)

Intellectual Pr

—~~
N
~

GRCHE

CASRC
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The Venture Deal: Sample Timeline

Term Sheet
Presented
2-4 weeks Term Sheet
Signed
—

Transaction
Documents
Presented

*These timelines are examples only and may deviate from deal to deal
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Venture Capital Term Sheets 101

Your Top 5 Critical Deal Terms
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Venture Capital Term Sheets 101:
Your Top 5 Critical Deal Terms

 Venture Capital Term Sheets are Complex

« contain numerous complex business and le
« provisions may vary by investor prefere
« each provision deserves a separate

 (Goal of this Summary

 to familiarize you wi
to facilitate a s
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Venture Capital Term Sheets 101:
Your Top 5 Critical Deal Terms

1. Reverse Vesting of Founder Stock
(Mandatory Minimum Employment Peri

» Stock owned by Founder may b
> Investors typically expe
» Reverse vestin

of founder’s
years pri
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Venture Capital Term Sheets 101:
Your Top 5 Critical Deal Terms

2. Funding Model — One Payment or Multiple Paymen

Various Approaches Limited by Investors’ Creativi

v'Initial Financing by Convertible Promi
(convertible on qualified equity ro

v Full Funding at Initial Closi

v' Tranche-Based |
funding amo
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Venture Capital Term Sheets 101:
Your Top 5 Critical Deal Terms

3. Liquidation Preferences and Redemption

The Liquidation Preference is the Heart of th
Incentive to Invest —

(a) Types of Preferences

(b)  Multiples

"= PEARL COHEN ZEDEK LATZER vLip



Venture Capital Term Sheets 101:
Your Top 5 Critical Deal Terms

3. Liquidation Preferences and Redemption

Redemption — Allows Investor to force r
Company of stock after certain p
liquidation event or Qualified

(a) Redemption Ri
(b)
(c)
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Venture Capital Term Sheets 101:
Your Top 5 Critical Deal Terms

4. Board Composition and Protective Provi

*What is agreed size of Boar

How many seats ar
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Venture Capital Term Sheets 101:
Your Top 5 Critical Deal Terms

4. Board Composition and Protective Provisio
(cont’d)

Investors have veto right over Comp
including (but not limited to):

(i) liquidations, dissoluti
Events;
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Venture Capital Term Sheets 101:
Your Top 5 Critical Deal Terms

5. Conversion and Anti-Dilution Protection

Critical Sections — Complex

Conversion of Preferred Stock
(i) under mandatory

(i) as of rig
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Venture Capital Term Sheets 101:
Your Top 5 Critical Deal Terms

5. Conversion and Anti-Dilution Protection (cont’d)

Anti-Dilution Protection: comes into play in th
in a subsequent financing round the price
lower than in the current investment

Avoids reduction in Investor’

Two primary alternative

(@) “Full Ratc
price per s
shares i
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Venture Capital Term Sheets 101:
Your Top 5 Critical Deal Terms

BONUS #1: The Lawyer’s Role in Ve

« To “translate” complex terms a
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Venture Capital Term Sheets 101:
Your Top 5 Critical Deal Terms

BONUS #2:  Type of Stock/Units to be P
Investors

1. Common vs. Preferred

2. Series of Stock Upon
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Top 5 Critical Deal Terms

1. Reverse Vesting of Founder Stock (Mandatory Mini
Employment Period)

2. Funding Model — One Payment or Multi
3. Liquidation Preferences and
4. Board Composition a

. Conversion a
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Venture Capital Term Sheets 101:
Your Top 5 Critical Deal Terms

""QUESTIONS?

"= PEARL COHEN ZEDEK LATZER vLip



Summary of Program
"= (1) Introduction

"= (2) Overview of Venture Capital Deal
"= (3) Top 5 Critical Deal Terms

"= (4) Questions and Answers

"= (5) Conclusion
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Thank You

For more information, please co

Mitchell C. Shelowitz,
Pearl Cohen Zedek
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