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Private Company Financing Trends

Q&A with
Jason Calacanis

Wilson Sonsini Goodrich & Rosati partners
Todd Carpenter and Rachel Proffitt
recently sat down with serial entrepreneur

and angel investor Jason Calacanis to
discuss the current state of the venture
market, his criteria for investment, advice
for entrepreneurs, and the San Francisco
start-up landscape, among other topics.

Tell us about your accelerator
program. What are the key
characteristics you look for in
determining whether to invest
in a start-up or to invite them to
participate in your program?

We’ve done two programs so far. The first
time, we had 150 people apply and we
accepted seven. The second time, we had
350 people apply and we accepted eight.
So, we have a low acceptance rate and
very high expectations. The program is 12
weeks and 18 sessions, and each session
is three to four hours long. | personally

do 14 of the 18 sessions. It's as intense

(Continued on page 4)

Unicorns and Other High-
Valuation Deals

By Ben Hance, Associate, and Calise Cheng, Partner, Palo Alto

Over the last several years, the number of private companies with valuations in excess of
$1 billion has skyrocketed, with daily reports of births of new “unicorns.” As the number
of unicorns and even “decacorns” (private companies with valuations over $10 billion) has
grown, voices of concern over an inflating bubble have grown louder. In fact, a shift may
already be occurring. There have been recent reports of private companies accepting
valuations in the public markets below their last private company valuations, and of late-
stage investors marking down the values of their investments.

In light of the possible beginning of a correction in the market for late-stage private
companies, we have taken a closer look at the terms of 48 private company financings
that closed between January 1, 2014, and September 30, 2015, in which the issuer’s
pre-money valuation exceeded $700 million.! As further described in this article, the relative
lack of special protections for late-stage investors reflects the strong market power during
this period of late-stage companies perceived to be highly desirable. This market power

Of the 48 financings, 38 had valuations in excess of $1 billion, and 38 were Series D or later. WSGR participated
in approximately 60% of these transactions as company or investor counsel; the terms of the remainder of such
transactions (all at valuations of $1 billion or more) were obtained from examination of public records.

(Continued on page 2)

From the WSGR Database:
Financing Trends for Q3 2015

As broadly reported, the number of venture deals dropped dramatically between Q2 and
Q3 2015. However, valuations of companies at all stages of growth remained strong. The
terms of most financings remained founder-favorable, even at very high valuations, as
discussed in the article titled “Unicorns and Other High-Valuation Deals” above.

(Continued on page 7)
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provided an ability to dictate not only
high valuations, but also very favorable
terms that in many cases did not vary
meaningfully from standard early-stage
venture capital terms. If the market does
indeed correct, it is likely that financing
terms for later-stage deals will change in
the upcoming months.

In our review, we looked at the liquidation
preferences associated with the securities
issued in these financings to determine
whether these securities entitled their
holders to some guaranteed return (for
example, in the form of a greater than 1x
liquidation preference) before any proceeds
flow to the common or prior preferred
investors. With respect to liquidation
preferences, we compared these high-
valuation financings to a generalized
sample set of over 800 private company
financings that closed during the same
period at any valuation level or stage of
investment. We also looked at whether
these securities carried special conversion
rights protecting them against automatic
conversion into common shares in a low-
valuation IPO.

Our findings suggest that only a distinct
minority of investors in high-valuation
financings during this period received rights
and preferences that are more protective
than those found in venture-backed, Silicon
Valley financings generally. Consequently —
at least with respect to the terms that we
reviewed —late-stage investors generally
share the risk of a low-valuation company
sale or IPO with early-stage investors,
despite the correspondingly increased risk
of a downside exit relative to the higher
price of their securities.

M&A Protections

The first term that we reviewed was
preferential liquidation rights, or “liquidation
preferences,” which give preferred
shareholders the right to receive proceeds
equal to their invested capital (or, in some
cases, a multiple thereof) before the
common shareholders (or, in some cases,
other preferred investors) receive proceeds
from a company sale.

We found that a large majority of the
reviewed securities carried
a standard 1x, non-
participating liquidation
preference. Specifically,

Preferred Financings from January 1, 2014, to September 30, 2015

These results suggest that if late-stage
investors during this period were concerned
about a sale of the company that would
result in a return less than their target
threshold, their protection of choice did not
generally take the form of a greater than

1x or participating liquidation preference.
Similarly, late-stage investors did not
appear to be obtaining a senior liquidation
preference to protect against the company
being sold at a price that fails to clear the
company’s aggregate liquidation preference.

All Series B and Later
Financings in WSGR

Financings with Post-

Money Valuations of

approximately 80% of $700 Million and Up Data Set
these securities carried a 1x Liquidation Preference vs. Prior Rounds
liquidation preference, and
) . None 2% 0%
88% did not carry the right
to participate in common Junior 0% 1%
stock proceeds. These Pari Passu 58% 59%
terms are comparable to
those of preferred securities Complex 15% 2%
generally, where 93% Senior 25% 399%
carried a 1x liquidation
Liquidation Multiple
preference and 76% were . ;
non-participating. 0 2% 0%
1x 80% 93%
A majority of these
securities also carried 1.25x 6% 0%
a liquidation preference
. . 1.5x or more 8% 5%
pari passu with one or
more pre-existing series Other 0% 2%
of preferred, with only
25% carrying a liquidation Participation Rights
preference senior to None 88% 76%
earlier series. This is less
Yes, but there is a cap 4% 11%
prevalent than the 39%
of preferred securities Full 8% 13%

generally that carry a senior
liquidation preference in the
comparison sample set.
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IPO Protections

We also sought to determine whether
investors were obtaining special
protections against being involuntarily
converted into common stock in
connection with a low-valuation IPO. We
looked at two potential forms of protection:
(1) a definition of “Qualified IPO” (which
triggers an automatic conversion of
preferred shares into common shares) that
provides for some minimum valuation of
the company at the IPO, and (2) a special
conversion rate adjustment that potentially
results in more common shares being
issued to the preferred shareholders upon
conversion to common upon an IPO, so
that the aggregate value of the common
shares they receive upon conversion
achieves some target return.

We found that approximately 35% of
the high-valuation financings carried
one or both of these special IPO-related
protections.

Some Form of Price Protection
for Most Recent Investment

No
M Yes

65%

The first form of investor protection—a
Quialified IPO automatic conversion
trigger that includes a valuation threshold,
expressed either as a minimum issue
price per share or as a minimum company

market cap—was found in only a minority
of the high-valuation financings that we
reviewed. Only 27% of preferred shares
had a Qualified IPO definition that included
a price-per-share threshold that was clearly
at or higher than the original issue price

of the preferred shares, and only 10%
required that the IPO carry a minimum
market capitalization for the company. If a
company’s IPO does not meet the Qualified
IPO definition, consent of the holders of
the preferred stock would be required for
automatic conversion to common stock

at IPO. This could potentially result in
investors bargaining for additional shares or
other rights at the time of the IPO.

Qualified IPO Requires Specific
Price per Share

80~

73%

70~

60 [~

50 -

40—

30~

23%
o0l 3%

4% 2%
I | I I N

No At Original Issue Price  Above Original Issue Price Unclear

Similarly, only 8% of the high-valuation
securities included a special conversion
rate adjustment that provides the preferred
shareholders with additional shares

of common stock so that the value of

the common shares they receive upon
conversion of their preferred shares in

an IPO achieves some target return.

We note that comparable data for the
general sample set was unavailable. These
types of adjustments allow investors to

be less valuation-sensitive at the time

of the investment, because they will be
protected if the valuation at IPO falls below
expectations, or even below the valuation

Q3 2015

Qualified IPO Requires Specific
Market Capitalization

10%

No

Il Yes

90%

at the time of the investment.
Other Protective Provisions

Nearly all of the securities that we
examined carried terms that required the
vote of all preferred shares voting as a
single class to approve certain corporate
actions. In most instances, a majority

vote was required, while others required

a supermajority vote; however, only with
respect to 14% of the securities was

the approval requirement in excess of
60%. Typical actions requiring approval
include an amendment to the certificate of
incorporation, an increase in the number
of authorized common or preferred shares,
the creation of a new class of securities,
and the consummation of a merger or
acquisition. In only two cases did such

Special Change in the
Conversion Rate to Protect
Most Recent Investment

10%

No
Il Yes

90%
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provisions specifically require a vote by the
preferred stockholders to conduct an initial
public offering.

Special protective provisions for each
series of preferred were also prevalent.
However, these provisions normally

only provided a special series vote

on amendments to the certificate of
incorporation that would impair the

rights, privileges, and preferences of such
securities. In only 12% of the cases did

such provisions require a separate series
vote on mergers and acquisitions, and
there were no instances in which a vote by
the holders of the high-valuation securities
was required to approve an IPO.

Conclusion

Some observers have commented that the
terms of recent high-valuation financings

provide protections to late-round investors
that could seriously impair returns to early-

stage investors and founders. Although

we found a few such deals, the majority

of high-valuation financings that closed in
2014 and the first three quarters of 2015
appear to carry terms and conditions that
are common to most private company
investments, regardless of valuation. As
noted above, if very recent trends continue,
it is likely that these terms will become less
company-favorable in the future.

Q&A W|th JaSOﬂ Ca|aCaﬂIS (continued from page 1)

as anything gets in the industry, and it’s a
much smaller group of people, so there’s
nowhere to hide.

When determining who to invite to the
program or whether to invest in a start-up,
my focus is on whether or not the founders
can execute at a high level. We look at their
work product coming in, not a business
plan, and we ask, “Is this executed really
well? Is the design exceptional? Are the
idea and the behavioral hook really well
executed?” If people don’t execute at a
high level, the chances of them magically
finding a team member who can do so are
very low.

What I've realized is this is where | can be
most helpful in my role as an angel investor.
There’s nothing like spending this amount
of time with people. You can’t compare it
to any other angel investing.

Many early-stage companies say that
seed and angel investors have raised
the bar and are now asking for metrics
and traction much earlier in the life
cycle of the company. Entrepreneurs
are being asked to do more with less.

What advice do you have for them?

Great question. When | started in the
industry, angels gave you money to work
on your business plan and then you got
your Series A to build out your product and
launch it. Then it was the seed investors
who got the product to market and the
Series A investors who scaled it. Now we
have the seed investors asking for traction.
Eventually the seed investors are going to
be asking you to scale, which would be
ridiculous.

All of this is a function of more
entrepreneurial activity. As the number

of entrepreneurs goes up, so does the
number you have to accept into an
incubator and the number of choices you
have as an angel investor. You could easily
ding people and say, “I'm not investing

in business plans anymore” and “I'm not
investing in prototypes anymore; | want a
product that’s launched.” | don’t subscribe
to that. | will accept people who don’t have
a finished product, if | know them and their
track record. But, let’s face it, | don’t have
to. Given the choice, I'm taking the person
who has the more finished product.

What that means is that | see a lot of
entrepreneurs working on weekends and
nights while they’re at Google or Facebook,
getting a waiver from their employers, and
in some cases having their IP cleaned up
and using their own computers. No Hooli
lawsuits about using the work computer.
You often have to be able to build your
product while working somewhere else,
while saving up a little bit of money. It’s
unrealistic to expect a business plan,

a mock-up, or even a prototype to get
funded today. | think you have to have a
finished product, even if it’s a very

basic MVP.

What'’s your view of the overall state
of the broader venture market beyond
just seed-stage capital?

There’s never been this many companies
executing at such a high level, which

is leading to a lot of good, deserving
companies not getting funded. There are
companies not getting funded today that
five years ago would have had no problem
closing an A round or even a B round.
The goal posts have moved. We’re no
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longer playing a hundred-yard game—it’s a

thousand-yard game.

The stakes have gone up, but the number
of investors and VCs is not growing as fast
as the number of companies. At the same
time, you have this new class of super
angels, like me, who are helping. Then
you're seeing a lot of this seed, seed-plus,
seed-plus-plus. And I'm advising a lot

of people, saying, “Hey, imagine a world
where you can’t get an A, but you do have
$1 million in revenue. What does that look
like? How do you get alternate sources

of funding?”

From my 20 years of experience as an
entrepreneur, | always like to have multiple
strategies for getting out alive. | look at

it like Indiana Jones or James Bond.
You’'re in the middle of the evil lair and you
should have more than one exit possibility,
because when the shit hits the fan—
which it inevitably does—you want to
have options.

A lot of entrepreneurs don’t think that way.
They just think, “I'll go back to my existing
investors, where Sequoia’s going to give
me my A round and Andreessen’s going
to give me my A round.” That’s just not
realistic anymore. You have to have that
A-plus round or that C-plus round. You
have to be able to go to those existing
investors and ask, “Hey, what do | need
to prove to get you to match what you
previously put in?”

That’s why I’'m only investing in people
who agree to do a monthly update. Not
because I'm a control freak, but because
if you’re updating investors monthly, the
chances of them investing in you again
when you do hit inevitable roadblocks

go up exponentially. You have a 10 times
better chance if you've kept people
informed. If you haven’t, and the next time

they hear from you is when you’re out of
money, that’s not going to go well for you.

| have frank discussions where | say, “Are
you okay with sending me an update every
month where the first line is how much
cash you have, how much you’re burning,
and how many months are left? Are you
okay with sending me a revenue chart, or
monthly active use charts, even if it's bad?”
Just be candid and honest.

I’'m training the entrepreneurs | work with
on how to deal with the Series A crunch.
There are just too many options for
investors, so a lot of investors are going
later and later stage. It's great for me,
because | don’t have a lot of competition.
As a high-profile angel, | basically get

my pick of the litter. There are so many
incubators that | can go into any of them
and pick the top three companies, and
there’ll be room for me in the round. It
didn’t used to be like that. There used to
be more competition in the early stage. But
the competition’s in the later stage now,
where everybody’s trying to put big swaths
of money to work—$100 million, $200
million for an Instacart or Uber or Airbnb.
Valuations are going up there because
cash-on-cash people can make a lot of
money.

You mentioned a monthly update.
Entrepreneurs often ask us what
should be included in one and
what format to use. Do you have
any resources or examples they
should see?

On Calacanis.com, | list six or seven items
that should be in your monthly update.
For me, most people do it in reverse.
Angels want to know when you’re going
to run out of money and how much
money you're going to make. Usually |
can tell how well things are going by the
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frequency of updates. | literally keep a
Google spreadsheet and mark in green
when we receive updates. If we don’t
have an update for a particular month, it’s
red. We have an internal joke that if we
don’t get an update in three months, the
company’s going to be out of business

in the next three months. This lets us do
an intervention, where we say, “Hey, we
haven’t heard from you in three months,
the last update we have is on this date.” A
lot of other investors don’t do this, but it’s
my early warning system. People shouldn’t
hide the key metrics.

How has your transition from LA to
San Francisco been? Any surprises or
challenges?

I love it here; it's been great. It reminds

me of New York in the '90s, when people
thought anything was possible. It really is,
if you’re an entrepreneur. The opportunity,
the amount of money, and the amount

of positivity . . . the crazier the idea, the
more time people seem to give it here. This
market is the most unique in the world.

The relentlessness of people, the
collisions—it really is even greater than |
expected. People stop me on the street
and say, “Hey, | love the podcast,” “Hey, |
went to this event,” or “Hey, you gave me
a free ticket to something, | appreciate
that.” And then they say, “Oh, also, my
friend’s got this cool company.” So, | put
it out there on Twitter and on my podcast,
if you know somebody great who'’s doing
something interesting, don’t ask me if you
can introduce me to them—just introduce
me to them.

Yes, real estate’s a problem—the rent’s
too damn high. | took out a map and
started asking, “Why aren’t there offices in
this swath of land or that swath of land—
Sunset, Richmond, Dogpatch, this place,
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that place?” | was told you can’t have
offices in certain places. | said, “Really?”
Because | see all these office spaces—this
person has a dentist’s office you could

rip out and put 20 desks in at $25 per
square foot. Why wouldn’t you do that
instead of paying $100 per square foot? It
doesn’t make any sense to me. People’s
imaginations just suck.

Other than that, we’re living in the city

of the future. If you want something on
demand, there are four different services
that can bring it to your house. This place
is turning into Manhattan. As someone who
spent 10 years of his life in Manhattan and
20 years in Brooklyn, I love it. | understand
it’s tragic for people who are native San
Franciscans to lose the Summer of Love,
hippie culture, and things that make this
town unique, but progress waits for no city.
And most cities are dying to get what this
city already has.

Are we in a bubble?

| think there are bubbly aspects to the
late-stage stuff. But if you dig deeper, take
the last rounds of financing, and compare
them to previous IPOs, it looks normal.

So no, | don’t think it’s a bubble in the late
stage. It’s just private IPOs occurring. We
used to have IPOs where companies had
$25 or $50 million in revenue. Now we
have IPOs where they have $500 million
or $1 billion in revenue. We're adding a
zero. If you're going 10x, yes, it may look
like a bubble, but it used to be a big deal
when a company IPO’d and it was worth
$500 million or $1 billion. That would be
disappointing, wouldn’t it? | mean, is there
even a place for somebody to IPO worth a
billion? Does it really exist?

If you look at the early stage, is there a
problem with the number of companies?

Yes. Is there a bubble in the number of
people employed by, and the overhead and
the money invested in, those companies?
No. So there are two distinct bubbles
there. One is the size of the investments
going on in the late stage and the other
is the number of companies in the early
stage. If both of those bubbles were to
theoretically pop, what would happen?
We would lose 1,000 start-ups that have
under five employees each, so 5,000
people would lose their jobs and go work
for the big companies. We just solved the
talent problem.

| feel very bullish about everything, actually.
| think the U.S. has never been stronger.
The number of people who want to be
entrepreneurs is growing, and their abilities
are growing. The quality of work today

is great. If you took my weakest angel
investment today, it would be my best
angel investment just seven or eight years
ago in terms of execution at that early
stage.

If you were to quit your day job and
be an entrepreneur full time, is there
a particular area of market that you
would focus on?

| consider myself an entrepreneur in the
angel investing space. One of the great
things about being an angel investor is that
| can participate in a lot of areas. There’s
the on-demand dichotomy. Obviously I've
done pretty well with Uber, and I'm also an
investor in Bento, which graduated from
our first incubator class. Watching this
on-demand economy grow, it’s getting
flooded. We have on-demand almost
everything here in San Francisco, but ask
anybody in another neighborhood city, and
they’re asking, “When do | get something
on demand?” That revolution is still in the
first inning.

| think there’s going to be something
around equity crowdfunding. I'm
concerned about a lot of the early efforts
outside of AngelList. I've watched some
people start doing equity crowdfunding
where they’ve taken the marketing
approach of Kickstarter or Indiegogo and
applied it to equity, which means doing
PR and marketing and trying to convince
people to buy the product, except the
product is a share in a company. That
seems like a recipe for disaster.

| didn’t exactly believe in the drone

space and now I’'m starting to see the
applications of it. | think | may have missed
that whole wave.

| think augmented reality is going to be
pretty interesting, too. It's different than
virtual reality, where you put the headset
on. With augmented reality and wearables,
we had a couple of false starts with Google
Glass and the Apple Watch, but | think
wearables are actually one more rev of
Moore’s law, once everything is just a little
more dialed in. Maybe 18 or 36 months
from now, they’re going to look radically
different. Boy, it's going to be interesting
when you put some glasses on and above
people’s heads at a bar, it'll tell you how
many Twitter followers they have and when
you last talked to them, and show you
email and if they’re following you on Twitter.
It would be scary and insane, but it would
be very interesting.

Jason is an angel investor in more than 60
start-ups, including Uber.com (first round).
He has a $10 million angel fund and hosts
the largest start-up conference in the
world. Jason maintains a blog at http://
calacanis.com and you can follow him on
Twitter @Jason.
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Up and Down Rounds by Quarter - Equity Financings
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Up and Down Rounds

Up rounds continued to comprise the
substantial majority of new deals in Q3
2015, amounting to 88% of all Series B
and later financings. Meanwhile, down
rounds rose from 4% of all deals in Q2
2015 to 10% of all deals in Q3. This
increase came at the expense of flat
rounds, which declined from 8% of all
deals in Q2 2015 to 2% of all deals in Q3.

Valuations

The Q3 2015 median pre-money valuation
for Seed and Series A deals backed by
venture and corporate strategic investors
rose to $12.0 million, higher than any
quarter in the past four years. The Q3 2015
median pre-money valuation for Series

Q32013 Q42013 Q12014 Q22014 Q32014 Q42014 Q12015 Q22015 Q32015

—— gt

Up Down

B deals dropped to $37.4 million—down median pre-money valuation for Series C

sharply from Q2, but higher than any and later rounds was $165.0 million, much

quarter from 2011 through 2014. The higher than any prior period in our records.

Median Pre-Money Valuations
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Median Amount Raised - Equity Financings
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Amounts Raised

The Q3 2015 Series A and Series B
median amounts raised were $3.3 million
and $6.0 million, respectively. Although the
figure for Series B transactions is lower
than it was for several quarters in 2014 and
2015, it remains higher than the median
for each full year from 2011 through 2013.
For Series C and later rounds, the median
amount raised in Q3 2015 jumped to a
record $25.0 million. The average—as
opposed to median—amount raised for
Series C and later rounds was $41.0

million.

Deal Terms - Preferred

The founder-friendly market of recent
quarters continued into Q3 2015. The use
of senior liquidation preferences fell from
40% of all deals in 2014 to 29% of all

M Series A (excludes Angel)

Full-Year Ful-Year Q1 14 Q2 14 Q314 Q414
2013 2014

M Series B

deals in Q1-Q3 2015. The use of non-
participating preferred and non-cumulative
dividends continued to rise, reaching 81%
and 84%, respectively, of all preferred
financings in Q1-Q3 2015. Finally, the use
of investor-option redemption provisions
dropped to 11% of all deals.

For the first time this year, the data set

for down rounds was large enough

to report meaningful data. The use of
senior liquidation preferences decreased,
dropping from 68% of down rounds in
2014 to 45% of down rounds in Q1-Q3
2015. The use of capped participating
preferred jumped from 13% of down
rounds in 2014 to 18% in Q1-Q3 2015,
with all of the increase offset by a decline in
non-capped or “full” participation. The use
of broad-based weighted average anti-
dilution dropped from 92% of down rounds
in 2014 to 82% in Q1-Q8 2015. The use

25.0

Q115 Q215 Q315

Series C and Later

of pay-to-play for future financings jumped
sharply from 0% of down rounds in 2014
to 18% in Q1-Q3 2015, while the use of
redemptions at the option of investors fell
from 24% to 9%.

Data on deal terms such as liquidation
preferences, dividends, and others are set
forth in the table on the following page. To
see how the terms tracked in the table can
be used in the context of a financing, we
encourage you to draft a term sheet using
our automated Term Sheet Generator,
which is available in the Entrepreneurial
Services section of the firm’s website at

WWW.Wsgr.com.
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Private Company Financing Deal Terms (WSGR Deals)'
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Liquidation Preferences - Series B and Later

2013
All
Rounds?

2014
All
Rounds?

01-03 2015
All
Rounds?

2013
Up
Rounds?®

2014
Up
Rounds?®

01-03 2015
Up
Rounds?

2013
Down
Rounds?®

2014
Down
Rounds?®

01-03 2015
Down
Rounds?

Participating vs. Non-participating

Senior 4% 40% 29% 38% 32% 21% 47% 68% 45%
Pari Passu with Other Preferred 55% 56% 63% 60% 64% 68% 37% 21% 45%
Junior 0% 0% 1% 0% 0% 1% 0% 0% 0%
Complex 3% 2% 3% 2% 2% 2% 1% 5% 9%
Not Applicable 1% 3% 4% 0% 2% 2% 5% 5% 0%

Participating - Cap 18% 12% 9% 20% 14% 1% 23% 13% 18%
Participating - No Cap 12% 14% 9% 10% 1% 12% 30% 32% 27%
Non-participating 70% 74% 81% 69% 76% 76% 48% 55% 55%

Anti-dilution Provisions

Yes, Cumulative 12% 13% 3% 12% 1% 3% 13% 24% 27%
Yes, Non-cumulative 74% 72% 84% 79% 74% 88% 79% 1% 73%
None 14% 15% 13% 9% 15% 10% 8% 5% 0%

Pay to Play - Series B and Later

Weighted Average - Broad 90% 85% 79% 94% 90% 85% 95% 92% 82%
Weighted Average - Narrow 3% 9% 15% 3% 6% 13% 0% 5% 18%
Ratchet 1% 1% 1% 0% 1% 1% 3% 0% 0%
Other (Including Blend) 1% 1% 1% 1% 1% 1% 0% 0% 0%
None 5% 4% 5% 2% 2% 0% 3% 3% 0%

Applicable to This Financing 5% 4% 4% 1% 1% 3% 15% 16% 18%
Applicable to Future Financings 1% 0% 1% 1% 0% 0% 0% 0% 18%
None 95% 96% 94% 98% 99% 97% 85% 84% 64%
Investor Option 19% 17% 1% 20% 22% 16% 33% 24% 9%
Mandatory 1% 3% 2% 2% 3% 4% 0% 3% 0%
None 80% 80% 87% 78% 75% 80% 67% 74% 91%

" We based this analysis on deals having an initial closing in the period to ensure that the data clearly reflects current trends. Please note that the numbers do not always add up to 100% due to rounding.
ZIncludes flat rounds and, unless otherwise indicated, Series A rounds.
% Note that the All Rounds metrics include flat rounds and, in certain cases, Series A financings as well. Consequently, metrics in the All Rounds column may be outside the ranges bounded by the Up Rounds

and Down Rounds columns, which will not include such transactions.
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Bridge Loans to $1.90 million, the highest amount in the
past five years. For purposes of the

The Q8 2015 median amount raised in Setisies 2nd chens i
pre-Series A bridge financings was $0.50 Deal Terms for Bridge Loans this report, our database
million, more than in Q1 and Q2 2015 and includes venture financing
slightly above that for full-year 2014 as Terms for bridge loans this year have transactions in which
well. The Q38 2015 median amount raised been relatively company-favorable. il ze e Cleeelie &

) ) . . ) Rosati represented either the
for post-Series A bridge financings rose Annual interest rates of less than 8%

company or one or more
. o Qar
were used in 74% of pre-Series A deals of the investors.

and 56% of post-Series A deals for
Q1-Q8 2015. In addition, maturities
continued to lengthen; 77% of pre-

Series A deals and 64% of post-Series Only 4% of pre-Series A deals and 24%
Bridge Loans — Deal Terms A deals had maturities in excess of one of post-Series A deals carried warrants
ety mere then 1 monte year. As we observed in the last issue during Q1-Q3 2015. Conversion from

of The Entrepreneurs Report, this trend debt to preferred stock was subject to a

may indicate a belief by investors that price cap for 65% of pre-Series A loans,

financing opportunities for later-stage and a strong majority of both pre-Series A

companies will remain strong for an loans (78%) and post-Series A loans (72%)

2013 2014 Q1-Q3 2015 extended period. convert at a price discount.

Post-Series A Post-Series A Post-Series A

Median Amount Raised - Bridge Loans
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15 150
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Bridge Loans — Deal Terms (WSGR Deals)’

2014 01-03 2015 2013 2014 01-03 2015
Pre- Pre- Post- Post- Post-
Bridge Loans Series A Series A Series A Series A Series A
Interest rate less than 8% 70% 2% 74% 46% 43% 56%
Interest rate at 8% 29% 22% 22% 34% 42% 35%
Interest rate greater than 8% 1% 6% 4% 20% 15% 9%
Maturity less than 12 months 3% 12% 13% 29% 24% 25%
Maturity at 12 months 19% 16% 9% 38% 39% 1%
Maturity more than 12 months 78% 71% 77% 33% 37% 64%
Debt is subordinated to other debt 25% 22% 15% 56% 48% 38%
Loan includes warrants? 4% 5% 4% 34% 19% 24%
Warrant coverage less than 25% 0% 20% 100% 50% 69% 64%
Warrant coverage at 25% 0% 0% 0% 12% 0% 9%
Warrant coverage greater than 25% 100% 80% 0% 38% 31% 27%
Warrant coverage described as variable or "other" 0% 0% 0% 0% 0% 0%
Principal is convertible into equity® 100% 98% 95% 94% 94% 89%
Conversion rate subject to price cap 68% 67% 65% 14% 23% 22%
Conversion to equity at discounted price* 91% 81% 78% 59% 73% 72%
Discount on conversion less than 20% 17% 10% 13% 16% 25% 26%
Discount on conversion at 20% 60% 72% 75% 46% 44% 45%
Discount on conversion greater than 20% 22% 17% 13% 38% 32% 29%
Conversion to equity at same price as other investors 9% 16% 22% 35% 24% 28%

"We based this analysis on deals having an initial closing in the period to ensure that the data clearly reflects current trends. Please note that the numbers do not always add up to 100% due to rounding.

2 0f the 2013 pre-Series A bridges that had warrants, 33% also had a discount on conversion into equity. Of the 2013 post-Series A bridges with warrants, 24% also had a discount on conversion into equity.
Of the 2014 post-Series A bridges with warrants, 38% also had a discount on conversion into equity. Due to the small number of deals with warrants in Q1-Q3 2015, we did not do the comparison.

® This includes notes that provide for voluntary as well as automatic conversion.

* 0f the 2013 pre-Series A bridges that had a discount on conversion into equity, 2% also had warrants. Of the 2013 post-Series A bridges that had a discount on conversion into equity, 15% also had
warrants. Of the 2014 post-Series A bridges that had a discount on conversion into equity, 10% also had warrants. Of the Q1-Q3 2015 post-Series A bridges that had a discount on conversion into equity,
18% also had warrants.
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WSGR Methodology

e The Up/Down/Flat analysis is based on WSGR deals having an initial closing in the period reported to ensure that the data clearly reflects current

trends.

e The median pre-money valuation is calculated based on the pre-money valuation given at the time of the initial closing of the round. If the issuer has
a closing in a subsequent quarter, the original pre-money valuation is used in the calculation of the median for that quarter as well.

¢ A substantial percentage of deals have multiple closings that span fiscal quarters. The median amount raised is calculated based on the aggregate

amount raised in the reported quarter.

WSGR Achieves Top Rankings from Dow Jones VentureSource
for Q1-Q3 2015 Venture Financings

Dow Jones VentureSource recently ranked Wilson Sonsini Goodrich & Rosati as the leading law firm for U.S. venture financings for

the first three quarters of 2015.

Specifically, Dow Jones VentureSource’s legal rankings for Q1-Q3 2015 issuer-side venture financing deals placed Wilson Sonsini
Goodrich & Rosati ahead of all other firms by the total number of rounds of equity financing raised on behalf of clients. WSGR is
credited as legal advisor in 172 rounds of financing, while its nearest competitor advised on 150 rounds of financing.

According to VentureSource, WSGR ranked first for Q1-Q8 2015 issuer-side U.S. deals in the following industries: clean technology,
consumer services (tie), communications and networking, energy and utilities, healthcare, industrial goods and materials, information

technology, medical devices and equipment, and semiconductors (tie).

WRGR

Wilson Sonsini Goodrich & Rosati

PROFESSIONAL CORPORATION

650 Page Mill Road, Palo Alto, California 94304-1050 | Phone 650-493-9300 | Fax 650-493-6811 | www.wsgr.com

Austin  Beijing Brussels Hong Kong Los Angeles New York PaloAlto SanDiego San Francisco Seattle Shanghai  Washington, DC ~ Wilmington, DE

For more information on the current venture capital climate, please contact any member of Wilson Sonsini Goodrich & Rosati's entrepreneurial services team.
To learn more about WSGR's full suite of services for entrepreneurs and early-stage companies, please visit the Entrepreneurial Services section of wsgr.com.

For more information about this report or if you wish to be included on the email subscription list, please contact Eric Little (elittle@wsgr.com).
There is no subscription fee.

This communication is provided as a service to our clients and friends and is for informational purposes only. It is not intended to create
an attorney-client relationship or constitute an advertisement, a solicitation, or professional advice as to any particular situation.
© 2015 Wilson Sonsini Goodrich & Rosati, Professional Corporation. All rights reserved.



