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Interest rate, 112–113
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how VC firms raise money, 

131–132
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Limited partnership (LP) entity, 
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Liquidation event, 47–48,  
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Liquidation preference, 45–53, 
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Operating partners, 8
Optics, business, 84
Option pool, 41, 61, 104
Options, 40, 42, 60–61
Original issue discount (OID), 
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Partners, 7, 8
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Patents, 168–169, 188
Pay-to-play provision, 12, 53–56
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minimum threshold of 
outstanding, 72

nonparticipating, 47
pay-to-play provision, 55
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Pre-money valuation, 40, 41
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preparing for, 148–150
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Relationships, developing, 9, 29
Representatives, shareholder, 

194–196
Reps and warranties, 179,  

186–187, 188
Reputation, 152–153, 166, 185, 

198, 201, 205
Reserves, 138–140
Restricted stock units (RSUs),  

183, 184
Restriction on sales provision, 

92–93
Retaliation, 152–153
Retention of management,  

58–59, 164
Revenue forecast, 26
Reverse dilution, 58
Revesting, 184
Right of first refusal, 91–92, 143
Right of rescission, 208
ROFR on common, 92–93
RSUs (restricted stock units),  

183, 184
Rule 506(b), 126, 127
Rule 506(c)/Title II, 126

Safe, the (Simple Agreement for 
Future Equity), 121–122

Safe harbor, 209
Schmuck insurance, 201
S Corp, 207
SEC (Securities and Exchange 

Commission), 2, 12, 125, 208

Presales/preorders, 124
Presentation, investor, 22, 23–24
Price, 39–45, 176–179. See also 

Valuation
Principals, 7
Prisoner’s dilemma, 151–152
Private placement 

memorandum (PPM), 22, 
25–26

Product crowdfunding, 123–124
Proprietary information and 

inventions agreement, 
93–94

Pro rata right, 91, 118–119
Protective provisions, 1, 70–74, 

172–173
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Purchase accounting, 59
Purchase price, 177

Qualified financing, 54

Ratchet-based antidilution, 
63–64
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Rescission, right of, 208
Redemption rights, 83–85
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Startup Boards (Feld), 70
Stock. See also Common stock; 
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deals, 179–181
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unvested, 57–58

Stock options, 40, 42, 70,  
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Stock-vesting clause, 56–57
Strategic investors, 144–145
Strike price, 184–185
Structure, 46, 174, 179–181
Success, attitude of, 19–20
Successor in interest, 180
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Super pro rata right, 91
Syndicates, 13–14, 125, 159

Taxes, 58, 61, 181, 188, 210
Technocrat negotiating style, 
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Term sheets, 1–3

competing, 158–159
control terms, 67–79
economic terms of, 39–66
in later-stage financing, 174
miscellaneous terms of, 

81–101
negotiation, 2, 6
overview of, 37–38
purpose of, 197–201
sample, 213–222

Secondary Market, 93
Secondary markets, 93, 138
Section 409A valuation, 183, 

188, 209–210
Securities, 125, 208
Securities and Exchange 

Commission (SEC), 2, 12,  
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Seed-stage financing, 9–10, 11, 
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and convertible debt, 107, 
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Self-interest, 198–199
Seller-side costs, 193
Series A financing, 9, 38, 66
Series B financing, 9, 38, 66, 73
Series C financing, 9, 38
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Shareholder representatives, 

194–196
Shareholders, 190
SharesPost, 93
Simple Agreement for Future 
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motivation of, 129, 146
and vesting, 59–60
what they really care  

about, 38
Venture capital:

corporate, 142–143
deal participants, 5–17
early days of the industry,  

1–2
fundraising (see Fundraising)
how funds work, 129–146
impact of time on fund 

activity, 136–138
life span of, 84
resources, 231–233
stages, 9–10

Venture capital firms:
cross-fund investing, 141
fundraising (see Fundraising)
types of, 10–11
zombie, 137, 138

Venture capital funds:
age of, 138
management company, 

129–130
overview of typical structure, 

129–131
Venture capitalists. See VCs 

(Venture capitalists)
Venturedeals.com, 28
Venture partners, 8
Vesting, 1, 56–60
Vesting cliff, 57
Veto rights, 70, 73
Voting rights, 92, 173

Threats, 156–158
Time impact, 136–138
Time to exit, 60
Time to liquidity, 93
Title III financing, 126–127
Transaction costs, 193, 199–200
Transparency, 28, 88, 156, 158

Unicorns, 174
Unregistered stock, 194
Unvested stock, 57–58

Valuation, 39. See also Price
caps, 111–112
and employee pool, 62–63
how VCs determine, 43–45
in later-stage financing, 174
post-money, 2, 40, 41, 104
by a professional valuation  

firm, 209
VCs (venture capitalists), 2, 6–8

competition among, 34–35, 
42–43, 43–44, 158–159

and control provisions, 67
and dividends, 81
fiduciary duty, 73, 145
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31–33
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Wimp negotiating style, 155
“Work for hire,” 205
Working capital, 177–178, 179

Y Combinator, 121

Zombie firms, 137, 138
Zone of insolvency, 83

Walk-away threats, 156–158
Walking dead portfolio 

company, 200–201
“Walking dead” VCs, 137
Warranties. See Reps and  

warranties
Warrants, 41–42, 116–118, 145
Weighted average antidilution, 
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White, Alex, 150
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