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Disclaimer
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The information provided is based upon facts that were available at the time of  
publication and are subject to change. We make no warranties, express or  

implied, or representations as to the accuracy, completeness or timeliness of 
the  information provided. We cannot be held liable for any claims or damages  

that result from reliance on this information.

Neither SCORE or SCORE Mentors provide legal or accounting advice. This 
presentation provides a general overview of the subject matter. You should 
seek advice from your lawyers, accountants and other advisor regarding the 

specifics of your business.



Agenda
● Part 1 Review

○ recording: https://santabarbara.score.org/event/startup-series-fundraising-your-startup-101-recorded-webinar

● The Financing Life Cycle

● Pre-Valuation Financing – Convertible Debt Terms

● Post-Valuation Financing – Preferred Stock Terms

● Traps and pitfalls (and how to beat the house)

● Resources
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https://santabarbara.score.org/event/startup-series-fundraising-your-startup-101-recorded-webinar


• Debt
• Convertible Debt 
• Equity

Investment Types
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Identifying the Right Investors

Friends and Family:
• Primary investment 

criteria – personal 
relationship

• Target ROI – varies, 
important to set 
expectations, 
including risk

Strategic Investors:
• Primary Investment 

criteria – company 
advances business 
interests of investor 
(e.g., vendors, 
customers)

• Target ROI – usually 
similar to VC’s

Commercial Lenders:
• Primary Investment 

criteria – ability to 
repay loan (operating 
history, profitability, 
cash flow, use of 
proceeds)

• Target ROI – Market 
interest rate based on 
company risk profile

Angels, VC’s:
• Primary Investment 

criteria – Large target 
market, competitive 
advantage, rapid 
revenue growth, 
strong team, high 
probability of 
liquidity event in <10 
years

• Target ROI – Risky 
investments based on 
25-30% net IRR
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Typical Financing Life Cycle
Pre-valuation fundraising

• Friends and family
• Angel investors
• Convertible debt, SAFE
• Commercial Debt

8

Post-valuation fundraising
• Angel investors
• Venture capitalists
• Strategic investors
• Private equity
• Preferred Stock

Exit
• Acquisition
• IPO
• Failure



Pre-Valuation Financing
Convertible debt key terms:

• Conversion trigger
• Conversion discount
• Conversion price cap
• Term
• Interest rate
• Security interest
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SAFE key terms:

• Conversion trigger
• Conversion discount
• Conversion price cap



Convertible Debt Term Sheet
Maturity: Second anniversary of the Initial Closing Date (the “Maturity 

Date”).
Purchase Price: 100% of the principal amount of each Note.
Interest Rate: __% per annum.
Conversion: (1) Automatic Conversion:  In the event of a preferred 

stock equity financing transaction or series of 
transactions occurring on or prior to the Maturity Date or 
a Change of Control (as defined below) with aggregate 
proceeds to the Company of at least $_,000,000 
(including conversion of the Notes) (a “Financing”), the 
Notes will automatically be converted at eighty percent 
(80%) of the price per share at which the series of 
preferred stock is sold in the Financing (the “Conversion 
Price”) into shares of the series of Preferred Stock of 
the Company sold in the Financing; provided however 
that such Conversion Price shall not exceed a 
$_,000,000 valuation cap (obtained by dividing 
$_,000,000 by the Company’s fully-diluted capitalization 
immediately prior to the conversion).

 (2) Maturity Conversion:  If a Financing or Change of 
Control does not occur prior to the Maturity Date, the 
Notes will convert into shares of Common Stock of the 
Company at the price per share based on a $_,000,000 
valuation cap  (obtained by dividing $_,000,000 by the 
Company’s fully-diluted capitalization immediately prior 
to the conversion).
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Post-Valuation Financing – Preferred Stock
Key terms:

• Price – Pre-money valuation
• Liquidation preference
• Anti-dilution provisions
• Class voting rights
• Board representation
• Option pool
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Series A Term Sheet – Valuation and Option Pool
Pre- Financing Valuation: $______________ (See Capitalization Analyses Exhibit A)
 
Per Share Purchase Price: $________ “Original Purchase Price” (See Exhibit A)
 
Stock Option Plan: Prior to the Closing, the Company will reserve shares of its Common Stock so that __% of its fully 

diluted capital stock following issuance of its Series A Preferred is available for future 
issuances to directors, officers, employees and consultants.  All stock and stock equivalents 
issued after the Closing to employees, directors, consultants and other service providers will 
be subject to four-year vesting with a first year cliff vesting of 25% and the remainder 
vesting ratably over 3 years, unless otherwise approved by the Board of Directors. The 
repurchase option shall provide that upon termination of the employment of the shareholder, 
with or without cause, the Company or its assignee (to the extent permissible under 
applicable securities law qualification) retains the option to repurchase at the lower of cost or 
the current fair market value any unvested shares held by such shareholder.

 
One-hundred percent of the outstanding Common Stock currently held by __________, and 
_________ (the "Founders & Key Executives") will be subject to similar vesting terms 
provided that each of the Founders & Key Executives shall be credited with an amount of 
vesting equal to __% of the shares vested as of the First Closing, with his remaining 
unvested shares to vest monthly over three years.  
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Series A Term Sheet – Liquidation Preferences 
(Participating Preferred with Cap)

Liquidation Preference:  In the event of any liquidation or winding up of the Company, holders of the 
Series A Preferred will be entitled to receive in preference to the holders of 
Common Stock or any other stock ranking junior to the Series A Preferred an 
amount (“Senior Liquidation Amount”) equal to __ times the Original 
Purchase Price plus any declared but unpaid dividends.

 
Additional proceeds after payment of the Senior Liquidation Amount will be allocated to all 

shareholders based on an “as if converted” calculation for the Series A 
Preferred shares until the Series A Preferred has received an amount equal 
to ___ times the Original Purchase Price (Senior Liquidation Preference plus 
participation equals ___ times the Original Purchase Price plus any declared 
but unpaid dividends). 

 
After the Series A Preferred has received an aggregate amount equal to __ times the Original 

Purchase Price plus any declared but unpaid dividends, additional proceeds 
will be allocated to the common shareholders on a pro rata basis.
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Series A Term Sheet: Anti-Dilution 
(Weighted Average)

Anti-dilution Protection:  If the Board issues securities subsequently at a price less than the 
conversion price, then a broad-based weighted average formula adjustment 
shall apply to the conversion price of the Series A Preferred.  The 
conversion price of the Series A Preferred will also be subject to appropriate 
adjustment in the event that the Company effects a stock split, stock 
combination, stock dividend or recapitalization.  Notwithstanding the 
provisions set forth above, no anti-dilution protection shall exist for issuance 
of Excluded Securities. “Excluded Securities” means securities issued to 
employees pursuant to the Company’s Stock Option Plan after closing of 
Series A financing, pursuant to any equity grant to employees or 
consultants approved by the Board of Directors; pursuant to commercial 
credit transactions or equipment or real property leases; or with respect to 
which the holders of 60% of the outstanding Series A Preferred waive their 
anti-dilution rights, or in connection with strategic partnerships with or 
acquisitions of other entities, or upon conversion or exercise of convertible 
securities and options outstanding on the date of the closing of the 
financing.
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Traps and Pitfalls of Preferred Stock

● 20% ownership does not equal 20% of proceeds
● Failure to perform (or macroeconomic changes) can be 

costly:
○ Anti-dilution
○ Changes in management

● Fiduciary duty is a slippery concept
● Dilution
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Liquidation Preference – Fully Participating
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Liquidation Preference: Non-Participating, 2X Cap
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Dilution – Series B Priced at 2X Series A

Pre-Financing
Investors Common 

Stock
Options % Fully 

Diluted 
Shares

    
Founders  5,000,000  -   83.33%
Employees Options  -    300,000 5.00%
Series A Shareholders  -    -   0.00%
Series B Shareholders  -    -   0.00%
  0.00%
Option Pool:   700,000 11.67%
    
Total:  5,000,000  1,000,000 100.00%

Series A Financing
Common 

Stock
Options Series A % Fully 

Diluted 
Shares

    
 5,000,000  -    -   36.50%

 -    540,000  -   3.94%
 -    -    6,000,000 43.80%
 -    -    -   0.00%

 0.00%
  2,160,000 15.77%
    
 5,000,000  2,700,000  6,000,000 100.00%

Series B Financing
Common 

Stock
Options Series A Series B % Fully 

Diluted 
Shares

     
 5,000,000  -    -    -   19.46%

 -    1,880,000  -    -   7.32%
 -    -    6,000,000  -   23.35%
 -    -    -    10,000,000 38.91%

 0.00%
  2,820,000 10.97%
   0.00%
 5,000,000  4,700,000  6,000,000  10,000,000 100.00%

Series A
Pre-money valuation 3,000,000
Amount raised 3,000,000
Price per share $0.50
Series A shares 6,000,000
Increase in option pool 1,700,000
Total fully diluted 13,700,000

Series B
Pre-money valuation 13,700,000
Amount raised 10,000,000
Price per share $1.00
Series B shares 10,000,000
Increase in option pool 2,000,000
Total fully diluted 25,700,000
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Dilution – Series B Priced Flat from Series A

Pre-Financing Series A Financing Series B Financing
Investors Common 

Stock
Options % Fully 

Diluted 
Shares

Common 
Stock

Options Series A % Fully 
Diluted 
Shares

Common 
Stock

Options Series A Series B % Fully 
Diluted 
Shares

             
Founders  5,000,000  -   83.33%  5,000,000  -    -   36.50%  5,000,000  -    -    -   13.26%
Employees Options  -    300,000 5.00%  -    540,000  -   3.94%  -    1,340,000  -    -   3.55%
Series A Shareholders  -    -   0.00%  -    -    6,000,000 43.80%  -    -    6,000,000  -   15.92%
Series B Shareholders  -    -   0.00%  -    -    -   0.00%  -    -    -    20,000,000 53.05%
  0.00%  0.00%  0.00%
Option Pool:   700,000 11.67%   2,160,000 15.77%   5,360,000 14.22%
           0.00%
Total:  5,000,000  1,000,000 100.00%  5,000,000  2,700,000  6,000,000 100.00%  5,000,000  6,700,000  6,000,000  20,000,000 100.00%

Series B
Pre-money valuation 6,850,000
Amount raised 10,000,000
Price per share $0.50
Series B shares 20,000,000
Increase in option pool 4,000,000
Total fully diluted 37,700,000

Series A
Pre-money valuation 3,000,000
Amount raised 3,000,000
Price per share $0.50
Series A shares 6,000,000
Increase in option pool 1,700,000
Total fully diluted 13,700,000

Even with the most favorable, non-participating liquidation preference, the exit value post-B needs to be at least 6.3x the exit value 
pre-financing for the founders to make the same money 
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How to Beat the House
● Financing is a necessary evil for most companies

● Your investors are providing something you need

● Investors are in business to make money/maximize ROI

● They are not your friends or confidants

● Keys to winning:
○ Supply and demand applies to investments
○ Relentless execution

You only win if your investors win
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Resources
The following link is to a site maintained by a law firm with a significant practice 
representing both companies and investors. 

https://www.cooleygo.com/documents/

SCORE and its mentors do not provide legal advice and do not endorse any 
legal providers. SCORE assumes no responsibility for the contents of the 
documents provided on CooleyGO.com or any consequence of your use of 
any such documents. You should consult with an attorney licensed to practice 
in your jurisdiction as well as tax advisors before using or relying on any 
documents provided. Review carefully and use at your own risk. No document 
or information provided constitutes or should be relied upon as legal advice.
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Q & A



Upcoming Webinars 

https://santabarbara.score.org/content/take-sb-workshop

❏ Nov 11: EMOTIONAL INTELLIGENCE: The Core Competency to Success

❏ Nov 16: Interactive Session: Know Your Competition!

❏ Nov 18: Using QuickBooks to Track and Pay Sales and Use Tax

❏ Dec 14: Interactive Session: Key Metrics for your Online Business

❏ Dec 16: Advanced QuickBooks Online Features
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THANK YOU!
santabarbara.score.org

Business Resources / Workshops and Webinars / Free Mentoring

http://santabarbara.score.org/
https://santabarbara.score.org

