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Founders 
Edition 

What does your fundraising 
process look like? 
 
James: We really relied on the network of investors that 
Y Combinator brought to us. YC also brought a very de-
fined fundraising point of time (Demo Day), which allows 
founders to sequence their time and product leading 
up to that day. Trying to build a product, get users, and 
fundraise all at the same time is nearly impossible so 
having a set time frame was beneficial.

How involved is your ideal 
investor?
James: I prefer our investors to be reactively involved, 
not too pro-active. For example, we appreciate an 
investor we can depend on for an intro or help in a given 
situation.

The investors that just blindly reach out with product or 
strategic advice are generally annoying because they 
are likely unaware of current resources and where the 
resources are being deployed. Execution is just a euphe-
mism for resource management - so to provide pointed 
strategic or product advice, you have to be intimately 
aware of where resources are already being deployed 
and why. These aren’t things where you can casually 
jump in and out of.

What advice would you give 
to founders looking to fund-
raise? 
James: The two biggest things needed for fundraising is 
a) a network and b) trust.

Continuously build those two things throughout the 
course of life much more so than just while building a 
company. Those two fundamental elements are what 
creates an equation of success. From refining an idea 
to hiring to fundraising, building trust and a network are 
paramount; and one isn’t very valuable without the other.

For More Info on Our Guest:
Please visit:

crowdtilt.com
@Crowdtilt

And check out their 
VCExperts profile here. 

Coming Next Edition:
Details of Anti-Dilution rights and options 
for founders.     

Information Requests:
If you have an interesting topic you would 
like us to cover do not hesitate to ask! We 
welcome all suggestions.
Have a story you’d like to share or advice 
for founders? 
Please email: press@vcexperts.com

Pages 2-3:
A look into key legal terms 
every founder needs to be 
aware of.
Liquidation Preference
Participating Preferred
Pay to Play

In this report Entrepreneurs can 
find meaningful insights from pro-
fessionals with fundraising expe-
rience. These articles are aimed 
at educating founders and future 
founders to better prepare them for 
the fundraising process. 

            James Beshara
            No stranger to the start-up scene, James 
                                          is now on his third company and second 
            in the crowdfunding space. Prior to 
            Crowdtilt, James founded Dvelo.org, a 
            site for group-funding non-profits in 
            poverty stricken areas of the world. 
   

Crowdtilt allows users the ability to pool funds to-
gether for causes like a group vacation, a tailgate 
party or a philanthropic effort. Whatever the rea-
son, Crowdtilt helps people do things together. 
James and his co-founder, Khaled Hussein, are 
alums of YCombinator’s Winter 2012 Class and 
currently work on Crowdtilt from the comfort of 
their San Francisco office.  

https://www.crowdtilt.com/
https://twitter.com/Crowdtilt
https://vcexperts.com/vat/bluearx-llc#/vat/companies/19693/general_information


Deal Terms
Deal terms are the legally binding conditions of an 
investor’s financial commitment. 

The term sheet reflects an agreed-upon valuation, 
and sets out the amount of the investment that is to 
be made, as well as the ownership claims the investor 
receives in exchange for the investment. In addition, the 
term sheet may identify some of the options, rights and 
responsibilities of each party. One important aspect of a 
term sheet is that it is the first real, dependable indica-
tion that the investor is actually interested in investing. 

What to Watch Out For 
Certain deal terms are much more favorable to the 
investor. Desperation or poor economic climate 
may make these terms more acceptable, but even 
VCs need to be cautious to respect the founders.

Terms like Participating Preferred, with a high or no cap, 
can be devastating to the returns of founders or angels. 
As explained to the right, participating preferred allows 
holders of such stock to take their fair share off the top 
and share in the proceeds. While this does not always 
happen if this term is included, founders may be left 
with a mere 20% or less of their pre-money valuation. 
Founders should also be educated on dilution rights. 
The next Founders Edition will cover anti-dilution pro-
tection thoroughly. 

Including these extremely favorable terms for the VC, 
may in fact harm them long term via company morale. 
Founders may recognize they have little hope of com-
ing out with any serious money and either plot their 
next career move or find ways to get even. VCExperts 
Co-Founder and Special Counsel at McCarter & Eng-
lish, LLP Joseph W. Bartlett generally advises investors 
against too favorable of terms. 

To learn more about deal terms and private equity financing visit vcexperts.com

    Preferred Stock
A class of capital stock that may 
pay dividends at a specified rate 
and that has priority over common 
stock in the payment of dividends 
and the liquidation of assets. Many 
VC investments use preferred stock 
as their investment vehicle. In the 
event of an IPO, this preferred 
stock converts to common.

 Liquidation Preference
The amount per share a holder of 
a given series of preferred stock 
will receive at the time of a liquida-
tion event. This is usually desig-
nated as a multiple of the issue 
price, for example 2X or 3X. 

 Participating Preferred 
The holders of participating pre-
ferred stock will be entitled to their 
liquidation preference multiple, 
mentioned above, and, after all 
other preferred holders are paid 
their liquidation multiple, will share 
pro rata in the remaining assets 
with common stock holders.
Participating Preferred Cap: A 
cap may be placed on PP stock 
to limit the amount that may be 
received. This is usually a multiple 
of the issue price. 

Sources
Savage Deal Terms; Joseph W. Bartlett, Special Coun-
sel, McCarter & English LLP
www.vcexperts.com

Editors: Holden Penney, Amanda Akin

 Pay to Play
A “Pay to Play” provision is a 
requirement for an existing inves-
tor to participate in a subsequent 
investment round, especially a 
Down Round. Where Pay to Play 
provisions exist, an investor’s fail-
ure to purchase its pro-rata por-
tion of a subsequent investment 
round will result in conversion of 
that investor’s Preferred Stock into 
Common Stock or another less 
valuable series of Preferred Stock.

https://vcexperts.com/
https://vcexperts.com/encyclopedia/glossary/preferred-stock
https://vcexperts.com/encyclopedia/glossary/liquidation-preference
https://vcexperts.com/encyclopedia/glossary/participating-preferred-stock
https://vcexperts.com/
https://vcexperts.com/encyclopedia/glossary/pay-to-play
https://vcexperts.com/buzz_articles/1252

