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Up and Down Rounds

The proportion of deals that were up
rounds rose to new levels in Q2 2014 —
over 80% of WSGR transactions were at
valuations higher than their preceding
rounds (see graph on page 1). The
percentage of flat rounds shrank
correspondingly, to an all-time low of 4%
of all new deals. The percentage of down
rounds in Q2 2014 was also low
compared with recent quarters, at a mere
15% of all rounds.

Valuations

The median company pre-money
valuation in Series A deals backed by
venture and corporate strategic investors
was $12.0 million in Q2 2014, up from
$7.8 million in Q1 and an all-time high.

The median Q2 Series B pre-money

valuation was $26.9 million, substantially
higher than the median since 2011. The
Q2 median valuation for Series C and
later rounds was $80.0 million, lower
than a number of recent quarters but
still healthy.

Amounts Raised

Series A and C closings in Q2 2014
raised smaller amounts than in Q1. Series
A closings brought in a median of $1.8
million and Series C closings brought in a
median of $15.0 million, both less than
the previous two quarters. As mentioned
previously, Series B transactions stood
out; the median closing was for $8.9
million, an all-time high, and higher even
than the median for Series C transactions
in 2011.
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Deal Terms

Liquidation preferences. The first half of
2014 saw a reversal of the trend,
previously reported in Q1, of more deals
with senior liquidation preferences than in
previous years. Only 37% of 1H 2014
deals had senior preferences, a decrease
from 41% in 2013. In up rounds, which
constituted more than 75% of all deals in
1H 2014, the use of senior liquidation
dropped from 38% of all deals in 2013 to
30% in 1H 2014.

The use of senior liquidation preferences
in down rounds increased from 47% of all
deals in 2013 to 67% in 1H 2014. Last
quarter we attributed a portion of this
increase to a move away from complex
preference structures in down rounds,
which fell from 11% of all transactions in
2013 to 0% in Q1 2014.
As complex preference
structures were not used
in down rounds in Q2 as
well, this conclusion
appears to remain valid.
800 Participation rights.
Overall use of
participating preferred
stock increased slightly,
from 30% of all deals in
2013 t0 31% in 1H 2014.
There was a greater
%3 increase in up rounds,
where the use of
participating preferred
increased from 30% to
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35%. We believe that this
increase is due to the fact
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that late-stage deals,




THE ENTREPRENEURS REPORT: Private Company Financing Trends

where participating

preferred is more

common, constituted 2
a slightly higher 18 —
percentage of all deals in 6 —
1H 2014 than in 2013.

As to down rounds, 14—
where one would expect 12 —
participating preferred to @

be more common, the é 10—
percentage of deals @ g
having participation

rights actually dropped &7
from 53% of all down 4 —
rounds in 2013 to 40%

in 1H 2014. We believe 27
that this is a statistical 0 —

fluke due to the small
number of down rounds
in 1H 2014.

Dividends. Non-cumulative dividends
were used in 74% of all deals in 1H 2014,
exactly the same as for full-year 2013.
Use of cumulative dividends saw a big
jump in down rounds, from 13% of such
deals in 2013 to 27% in 1H 2014.

Anti-dilution provisions. The use of broad-
based weighted-average anti-dilution

provisions also remained nearly constant

For purposes of the
statistics and charts in
this report, our database
includes venture financing
transactions in which
Wilson Sonsini Goodrich &
Rosati represented either the
company or one or more
of the investors.

1H 2014

Median Amount Raised - Equity Financings

18.9
17.6
15.0
100 105 105
. 8.9
84 8.8
: 6.9
5.4 5.7
5.0
40 45
3.1
25 25
19 20 - 28 s
Full Year Full Year Q113 Q213 Q313 Q413 Q114 Q214
2011 2012
I Series A (Excludes Angel) Il Series B Series C and Later

between 2013 and 1H 2014, rising
slightly from 95% of all deals to 96%.

Other provisions. There were no
statistically significant changes in the
frequency of pay-to-play provisions or
redemption features between 2013 and
1H 2014. The largest numeric change
was in the percentage of investor option
redemptions in down rounds, which
climbed from 33% of such deals in
2013 to 40% in 1H 2014. However,

as mentioned in connection with
participation rights above, the number
of down rounds was so small in 1H
2014 that it is difficult to have any
confidence that this change represents

an actual trend.

To see how the terms tracked in the table
on page 5 can be used in the context of

a financing, we encourage you to draft a
term sheet using our automated Term
Sheet Generator. You'll find a link in the
Entrepreneurial Services section of the

firm’s website (www.wsgr.com), along

with information about the wide variety of

services that Wilson Sonsini Goodrich &
Rosati offers to entrepreneurs and early-

stage companies.
Bridge Loans

The median amount raised in pre-Series
A bridge financings continued to rise,
from $0.3 million in 2013 to $0.8 million
in Q1 2014 to $1.0 million in Q2 2014.
Post-Series A loans continued to move in
the other direction, from $1.5 million in
2013 to $1.4 million in Q1 2014 to $1.0
million in Q2 2014.

(Continued on page 4)
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Median Amount Raised - Bridge Loans
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Interest rates. Most pre-Series A loans
carried an interest rate of less than 8%
per annum in 2013 and 1H 2014. The
percentage with interest rates above 8%
rose from 1% of such loans in 2013 to
6% in 1H 2014. Post-Series A bridge
loans with rates below 8% fell from 46%
of loans in 2013 to 35% in 1H 2014,
while the percentage of such loans
carrying an even 8% interest per annum
increased from 34% in 2013 to 50% in
1H 2014.

Maturities. Maturities for pre-Series A
bridge loans shortened somewhat, with
the percentage of such deals having
maturities of 12 months or longer
declining from 97% of all deals in 2013
to 87% in 1H 2014.

For post-Series A loans, maturities of
12 months or longer also declined, from
71% of all such loans in 2013 to 66% in
1H 2014.

Subordinated debt. The use of
subordinated debt continued to increase
for pre-Series A bridge loans, rising from
25% in 2013 to 38% in 1H 2014. For
post-Series A loans, subordination
declined from 56% of deals in 2013 to
48% in 1H 2014.

Warrants. Few pre-Series A loans have
warrants, so we did not examine trends
in warrant coverage for those deals. For
post-Series A loans, the use of warrants
declined from 34% of deals in 2013 to
29% in 1H 2014.

1H 2014

Conversion. The
percentage of pre-Series
A bridge loans subject to
an explicit price cap on
conversion jumped from
68% of deals in 2013 to
88% in 1H 2014. In
addition, 94% of all
loans in 1TH 2014 were
convertible at a
discounted price, up
slightly from 91% in
2018. The percentage
of post-Series A bridge
loans subject to a price
cap also increased,
although they remained
Q214 a much smaller
percentage of all deals,
rising from 14% in 2013
to 23% in 1H 2014.
The percentage of
post-Series A loans convertible at a
discounted price increased from 59% of
deals in 2013 to 75% in 1H 2014.

Multiples. Provision for repayment at a
multiple of the loan value in the event of
an acquisition fell for pre-Series A loans,
from 25% of deals in 2013 to 19% in 1H
2014. The percentage of post-Series A
loans with such a feature increased
somewhat, from 17% in 2013 to 26% in
1H 2014.

The numbers for each quarter of the
current year are updated quarterly.
Consequently, numbers and percentages
in prior quarters may vary as the year
progresses.
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Private Company Financing Trends (WSGR Deals)'

2011 2012 2013 1H 2014 201 2012 2013 1H 2014 201 2012 2013 1H 2014
All All All Al Up Up Up Up Down Down Down Down
Rounds? | Rounds’ | Rounds’ | Rounds’ | Rounds’ | Rounds®’ | Rounds® | Rounds® | Rounds’ | Rounds® | Rounds’ | Rounds®

Liquidation Preferences - Series B and Late

|

Sy 7% | 3% | #1% | 37% | 34% | 30% | 38% | 30% | 79% | 56% | 47% | 67%
g‘;:’e ’r’ iﬁggevrvrgz 51% | 58% | 55% | 62% | 64% | 67% | 60% | 68% | 18% | 39% | 37% | 33%
Gamten 1% 2% 3% 1% 1% 2% 2% 1% 3% 0% 1% | 0%
Not Applicable 1% 3% 1% 0% 1% 1% 0% 0% 0% 5% 5% 0%

Participating vs. Non-participating

Participating - Cap 16% 14% 18% 16% 17% 13% 20% 19% 22% 17% 23% 20%
Participating - No Cap 26% 19% 12% 15% 24% 20% 10% 16% 46% 41% 30% 20%
Non-participating 58% 67% 70% 69% 59% 67% 69% 66% 32% 41% 48% 60%
Yes, Cumulative 11% 9% 12% 13% 1% 10% 12% 9% 19% 12% 13% 27%
Yes, Non-cumulative 78% 78% 74% 74% 79% 81% 79% 80% 73% 78% 79% 67%
None 1% 13% 14% 13% 10% 9% 9% 1% 8% 10% 8% 7%

Anti-dilution Provisions

Weighted Average - Broad 91% 92% 95% 96% 91% 92% 96% 93% 80% 85% 97% 100%
Weighted Average - Narrow 4% 3% 3% 2% 7% 3% 3% 3% 6% 5% 0% 0%
Ratchet 3% 3% 1% 2% 2% 2% 0% 3% 6% 8% 3% 0%
Other (Including Blend) 3% 3% 1% 1% 1% 3% 1% 1% 9% 3% 0% 0%

Pay to Play - Series B and Later

Applicable to This Financing 6% 5% 5% 5% 1% 1% 1% 1% 20% 23% 15% 13%
Applicable to Future Financings 6% 3% 1% 0% 4% 3% 1% 0% 1% 3% 0% 0%
None 88% 92% 95% 95% 94% 96% 98% 99% 69% 74% 85% 87%
Investor Option 22% 22% 19% 19% 25% 23% 20% 23% 32% 35% 33% 40%
Mandatory 2% 1% 1% 2% 2% 1% 2% 1% 3% 3% 0% 7%
None 77% 77% 80% 79% 73% 76% 78% 76% 65% 63% 67% 53%

'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.

?Includes 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.

(Continued on page 6)
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Trends in Bridge Loans

1H 2014 1H 2014

Pre- Pre- Pre- Post- Post- Post-
Bridge Loans' Series A Series A Series A Series A Series A Series A
Interest rate less than 8% 64% 70% 69% 44% 46% 35%
Interest rate at 8% 30% 29% 25% 41% 34% 50%
Interest rate greater than 8% 5% 1% 6% 15% 20% 15%
Maturity less than 12 months 8% 3% 13% 34% 29% 34%
Maturity at 12 months 30% 19% 6% 36% 38% 37%
Maturity more than 12 months 62% 78% 81% 30% 33% 29%
Debt is subordinated to other debt 13% 25% 38% 39% 56% 48%
Loan includes warrants’ 8% 4% 0% 32% 34% 29%
Warrant coverage less than 25% 20% 0% N/A 42% 50% 70%
Warrant coverage at 25% 40% 0% N/A 33% 12% 0%
Warrant coverage greater than 25% 20% 100% N/A 14% 38% 30%
Warrant coverage described as variable or "other" 20% 0% N/A 12% 0% 0%
Principal is convertible into equity® 99% 100% 100% 97% 94% 98%
Conversion rate subject to price cap 65% 68% 88% 24% 14% 23%
Conversion to equity at discounted price* 79% 91% 94% 52% 59% 75%
Discount on conversion less than 20% 17% 17% 7% 15% 16% 27%
Discount on conversion at 20% 54% 60% 73% 46% 46% 37%
Discount on conversion greater than 20% 29% 22% 20% 39% 38% 37%
Conversion to equity at same price as other investors 12% 9% 6% 38% 35% 23%
Repayment at multiple of loan on acquisition 16% 25% 19% 22% 17% 26%

'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.

?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
1H 2014 post-Series A bridges with warrants, 33% also had a discount on conversion into equity.

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

“Of 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 TH 2014 post-Series A bridges that had a discount on conversion into equity, 13% also had warrants.
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Price and Preference iomined rom page 1

not exclusive, basis for allocating the
economics between founders and
investors of a highly successful outcome
for the venture—for example, an IPO. But
exclusive focus on valuation ignores the
key role that other provisions of the term
sheet can have on the allocation of
economics in the very broad range of
other outcomes. The most important of
these is the liquidation preference, both
its amount and its details. Failure to
consider this term carefully, especially at
the time the Series A term sheet is
negotiated, can have drastic effects on
the allocation of the economics of
downside and even some successful
outcomes, obviously for founders and
employees holding common stock, but
also, perhaps surprisingly, for early investors
holding Series A or B preferred stock.

Our firm maintains a database of
valuations and terms of thousands of
venture financings in which we have been
involved over the past decade. Given the
size and comprehensiveness of this
database, as well as our significant
leading market share in the venture
market, we believe that we are uniquely
positioned to draw conclusions and spot
trends in the market before any other
participant.? Recently, we have seen a
significant shift in the component of the
liquidation preference provision that
governs what happens after the preferred

stock’s up-front liquidation preference has
been satisfied. We believe that there are
very good reasons for this trend, and that
both founders and early-stage investors
should take careful note of it.

In almost every case, investors in venture
start-ups get their money back first. In
legal language, the preferred stock issued
in venture financings is given a preference
upon the liquidation of the company such
that the preferred stockholders will be
paid out of the assets available for
distribution to equity holders an amount
per share equal to their original purchase
price before any of the assets are
distributed to the common stockholders.
This preference assures investors that, if
the company must liquidate at a low
valuation, they will stand towards the
head of the line, right behind trade
creditors and debt.®

It's called a “liquidation” preference, but
its real effect is in the acquisition context,
where the same rules apply. In fact, in a
real liquidation of a venture start-up
outside of the acquisition context, any
remaining assets are likely to be too
minimal for anyone to fight over. Except
in special circumstances, such as later-
stage down rounds, it is rare to see any
deviation from this up-front return of an
investor’s original investment. In 2013, for
example, except for instances in which

1H 2014

accrued dividends were payable upon
liquidation, less than 12% of deals
(including down rounds and
restructurings) involved preferred stock
with a liquidation preference greater than
the amount of the original investment.

Regardless of the up-front liquidation
preference amount of the preferred stock,
once it has been satisfied in full, the
remaining acquisition proceeds must be
distributed. They can be (i) divided
among both common and preferred
stockholders according to their
percentage ownership in the company,

(ii) allocated entirely to the common
stockholders, or (i) allocated among
common and preferred through a
combination of the two methods. The first
situation is called “full participation,” and
the preferred stock is called “participating
preferred,” reflecting that the preferred
stockholders directly participate in the
distribution of any value the company has
created beyond the amount of their
invested capital. In this situation, the
preferred stockholders always will receive
more on a per share basis than the
common stockholders, no matter what
the size of the acquisition.

The second situation—in which the post-
preference allocation is made exclusively
to the common stockholders—is called
“no participation.” Here, the preferred

2 For the purposes of this article, we reviewed the terms of nearly 3,000 transactions, ranging from early seed rounds through late-stage and mezzanine financings, since 2005. In
this review, we have focused on professionally led investments, and thus have excluded from this analysis all angel-led investments. Although many angel investors are
sophisticated about these matters, many such investors are friends and family who allow the company to set whatever terms it likes.

9 The same preference arrangement is often replicated within the structure of a company’s preferred stock, with preferred stock issued in later-stage rounds holding a priority
over earlier rounds in the payment of the stockholders’ respective liquidation preferences, in a last-in/first-out structure among investors. For simplicity’s sake, we are ignoring

these intra-preferred priority differences.

(Continued on page 8)
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stockholders may still end up

participating in the distribution of the
value created beyond invested capital,
but only in some cases, and then only at
the cost of giving up their liquidation
preference. In a no-participation outcome
where the post-preference proceeds are
small, those proceeds will indeed go
solely to the common stockholders, while
the preferred stockholders
will stand on their liquidation
preference. But in no-
participation situations

where the post-preference 100%

proceeds are such that the
common stockholders will 80%
receive more on a per share

basis than the amount of 60%
the preferred stockholders’
liquidation preference, the 40%
latter will take advantage of

their voluntary conversion 20%
rights and convert their

preferred stock to common 0%

2005

so that they can receive the
larger common amount per
share.

Then there is the third, hybrid situation
called “capped participation.” In this
situation, the preferred stockholders
share in the proceeds remaining after
payment of their liquidation preference as
under full participation, but only up to a
specified amount, typically where their

I No Participation

total return (including their up-front
liquidation preference) equals two or three
times their original investment. Thereafter,
all remaining proceeds are distributed to
the common stockholders as under no
participation. Again, at some point in the
range of outcomes, the preferred
stockholders will be able to obtain a

greater return as holders of common

Change in Participation Type Over Time
(All Rounds - 2,859 Transactions)

2006 2007 2008 2009 2010 2011 2012

Il Capped Participation

stock than they would by continuing to
hold their capped participating liquidation
preference, and so they will convert to
common. As discussed in the next few
paragraphs, capped participation has
been at times more prevalent than either
full participation or no participation. But
economically capped participation is

1H 2014

really a subset of no participation—it's
just that the point at which the preferred
stockholders will choose to convert to
common stock will be higher in terms of
acquisition proceeds (sometimes,
surprisingly so).

For many years, especially those leading
up to and during the Internet bubble,
there was fairly little
negotiation of participation
rights, with an apparent
consensus that capped
participation was a reasonable
compromise and one that
didn’t require much discussion
or analysis.* After the bursting
of the bubble, most preferred
stock terms shifted to favor
investors more (significantly so
in later rounds), liquidation
preferences included. Thus, full
participation became most
2013 prevalent. But by the mid-part
of the last decade, things had

Full Participation

settled down into a rough 1/3-
1/3-1/3 balance.

In recent years, however, this balance has
shifted dramatically. As shown in the
chart above, in 2013, no participation
made up more than two-thirds of all cases.

The shift is even more dramatic for Series
A and seed financings. As shown in the

* The lack of questioning of this compromise may have been the result of either a lack of willingness to negotiate hard during a time of booming start-ups or a lack of
comprehension of the points that will be discussed in Part 2 of this article, but it also could have been strongly affected by the accounting rules at the time for common types of
acquisitions. These rules enabled an acquiror to obtain highly favorable pooling-of-interest accounting treatment for an acquisition if all the target company’s stockholders were
treated the same way. So favorable was this treatment, acquirors may have increased the amounts they were willing to pay in the acquisition, such that the target’s preferred
stockholders would be induced to convert voluntarily to common stock immediately prior to the closing of the transaction and forgo whatever extra they might have obtained as
preferred stockholders in a lower-priced transaction where they did not have to convert. Possibly even more likely is that the alternative purchase accounting treatment was so
much worse for acquirors in comparison that few of them may have been willing to proceed with any deal under that treatment. In such cases, the preferred stockholders’
decision to convert to common was likely less a question of liquidation preference economics and more a question of whether they wanted the company in which they had

invested to be acquired at all.
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top chart to the right, nearly

80% of such financings no

longer have any participation
rights, even capped 100%
participation, while only

7% have full participation. 80%

Viewing it another way,
by 2013, the preferred
stock issued in nearly
80% of all Series A and
seed financings had no

60%
40%
20%

participation, while almost
22% of the preferred 0%

Change in Participation Type Over Time

Series A & Seed (989 Transactions)

20056

issued in Series D
financings carried full

participation rights.

Looking only at 2013
(bottom right chart), the

prevalence of the various
100%

types of participation
varied substantially by

round of financing, with no 80%

seed deals having fully
participating preferred stock 0%
and less than 15% having

even capped preferred. )
Preferred stock issued in o
Series D rounds, on the
other hand, was more 20%

evenly distributed among the

While there could be

dynamics causing investors

to ask for full participation

more in later rounds, we believe that the
primary explanation for this pattern in the
20183 graph is simply another reflection of
the shift to no participation in recent
years. Companies issuing Series D

Il No Participation

Seed

Il No Participation

2006 2007 2008 2009 2010 2011

I Capped Participation

(241 Transactions)

2012 2013

Full Participation

Participation Types by Series in 2013

85 15 95
21.7
159
164
: I I
three types of participation. 0%

Series A Series B Series C

Il Capped Participation

preferred stock in 2013 obviously raised
money in their prior rounds in earlier
years, when the choice in participation
types was less skewed in favor of no

participation. Thus, their earlier series

Series D

Full Participation

1H 2014

were more likely to be either
fully or capped participating
preferred. That choice then
carried over into later rounds,
as a result of the strong bias
among both companies and
investors not to change the
DNA of a company’s preferred
stock once it has been set in
the Series A round. Hence, we
believe that the distribution
among full, capped, and no
participation in Series D rounds
in 2013 is likely not a
significant indication of special
factors in such rounds,
especially since changing to
participating preferred at some
time would be a substantial
change in that DNA.

Why might the Series A
investors be giving up
participation rights so
overwhelmingly in recent years,
as they have clearly done?
One possibility is that there
has been a significant increase
in the bargaining power of
founders of early-stage
companies. As described

in previous issues of The
Entrepreneurs Report, pre-
money valuations of
companies engaging in their
first equity financing have risen

sharply in recent years. As participation

rights clearly come at the expense of

founders and employees who hold

common stock and options for common

stock, the decline in participation rights

(Continued on page 10)
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also may reflect increased founder

bargaining power. Another possibility,
suggested by anecdotal evidence, is that
Series A investors are dependent on the
efforts of the founders for a longer period
than other investors, and therefore have a
great interest in maintaining founders’
motivation by allocating more of the
economics of a future outcome to

common stock.

Nonetheless, another more powerful

reason may be behind the shift to

non-participating preferred stock—a
reason that can be found not on the side
of the founders, but on the side of the
Series A investors. We believe that in
many cases, it is actually in the best
interest of early investors, as well as
founders, to choose non-participating
preferred. We will discuss this in more
detail in Part 2 of this article, but the
foundation for this argument is the point
above: that the Series A investment terms
set the DNA for all later rounds of
financing by the company. While Series A

1H 2014

investors may, in theory, realize greater
returns with participating preferred vis-a-
vis common stockholders, these gains
are more than offset by the lower returns
they will receive in later series having the
same participation rights. Thus, by
choosing their deal terms carefully, early-
stage investors significantly can shift the
allocation of later outcomes for the

company in their favor.

Trends in High Pre-money Valuation Financings

By Jordan Coleman, Associate, Palo Alto

The advent of cloud computing, open
source software, and other technological
advances has enabled start-ups to
become increasingly capital efficient.
When coupled with growing global
market opportunities and customer
bases, this new capital efficiency has
allowed more successful companies to
scale their businesses early in their
development without the need for a large
influx of growth capital. As a result,
successful VC-backed companies are
able to remain private for longer periods
and delay going public, with the average
number of years from first financing to
IPO increasing from 3.1 years in 2000 to
7.4 years in 2013, according to the
National Venture Capital Association
(NVCA) 2014 Yearbook. For example,
Twitter and Facebook recently went
public with market capitalizations of more
than $18 billion and $104 billion,

respectively, whereas Amazon, which
went public in 1997, had a market
capitalization of less than $500 million.
This trend, among others, has led to
more traditional public investors such as
hedge funds and private equity funds, as
well as corporate venture capital entrants
such as Google, making stronger inroads

into the world of private financings.

Competition from these new market
entrants, along with the greater maturity
of successful companies, has led to an
increase in both the valuations and
frequency of later-stage financings.
Specifically, while the total number of
venture financings has decreased from
Q2 20183 as compared with Q2 2014,
the total dollar amount invested has
increased. In addition, the total amount
of capital invested in U.S. start-ups
increased by approximately 75% in the
second quarter of 2014 compared with

the same period in 2013 despite a
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reduction of aimost 20% in the total
number of deals closed during the same
period, according to PitchBook’s 3Q
2014 U.S. Venture Industry Report.
Furthermore, PitchBook reports that total
late-stage investment topped $11 billion
in the second quarter of 2014, with
median pre-money valuations for Series D
or later financing rounds increasing from
approximately $48 million in 2009 to
more than $190 million in the first half

of 2014.

We have reviewed the terms of venture
financings since 2012 with pre-money
valuations of $500 million+ and $750
million+ in which Wilson Sonsini Goodrich
& Rosati represented either the company
or investors. Our analysis of such deals
has illustrated certain trends with respect
to liquidation preferences, participation
rights, redemption rights, and other key
deal terms when compared with all Series

C and later financing rounds with pre-



money valuations of less than $500 million

during the same period. The following are

some observations based on our survey:

e Seniority of Liquidation Preference.
Investors in financings with pre-money
valuations of $500 million or more
received liquidation preferences pari
passu with existing preferred classes in
73% of such financings as compared
with 56% for Series C and later
financings with smaller valuations.
However, it is important to note that,
for financings with pre-money valuations
of at least $750 million, pari passu
liquidation preferences were less

prevalent, at 61%.

Participating Preferred. Participating
preferred stock was even more rare in
high-valuation financings, with 85% and
89% of $500 million+ and $750 million+
valuation investors, respectively,
receiving no participation rights as
compared with 57% of investors in

smaller Series C and later financings.

Dividends. Cumulative dividends were
used in 8% of all Series C and later
financings with pre-money valuations of
less than $500 million, while only 3%
and 6% of $500 million+ and $750
million+ pre-money valuation financings,
respectively, provided for cumulative
dividends. Additionally, while 6% of all
Series B and later financings with under
$500 million valuations did not provide
investors with a dividend right of any
kind, the percentage increased to 9%
for financings with a $500 million+ pre-

money valuation.

THE ENTREPRENEURS REPORT: Private Company Financing Trends

Comparison of Deal Terms'

1H 2014

Liquidation Preferences

2012-2014 Series C
and later:
under $500M
Pre-money Valuation

High Value Deals
2012-2014: $500M+
Pre-money Valuation?

High Value Deals
2012-2014: $750M+
Pre-money Valuation?

Participating vs. Non-participating

Senior 41% 27% 39%
Pari Passu with Other Preferred 56% 73% 61%
Complex 2% 0% 0%
Not Applicable 1% 0% 0%

Participating - Cap 22% 9% 11%
Participating - No Cap 21% 6% 0%
Non-participating 57% 85% 89%

Anti-dilution Provisions

Dividends

Yes, Cumulative 8% 3% 6%
Yes, Non-cumulative 86% 88% 89%
None 6% 9% 6%

Weighted Average - Broad 94% 100% 100%
Weighted Average - Narrow 2% 0% 0%
Ratchet 2% 0% 0%
Other (Including Blend) 1% 0% 0%

Applicable to This Financing 8% 3% 0%
Applicable to Future Financings 2% 0% 0%
None 90% 97% 100%
Investor Option 25% 13% 24%
Mandatory 1% 0% 0%
None 74% 88% 76%

' 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.
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2 Nearly all of the financings with high pre-money valuations were Series C and later rounds.

(Continued on page 12)



e Pay-to-Play. While 10% of Series C with 88% and 76% of $500 million+
and later rounds with under $500 and $750 million+ pre-money
million pre-money valuations included valuation investors, respectively,
a pay-to-play provision, the inclusion receiving no redemption rights,
of such provisions dropped to 3% compared with 74% of investors in
and 0% in $500 million+ and $750 smaller Series C and later financings.
million+ pre-money valuation
financings, respectively. As reported by PitchBook in its 3Q 2014
U.S. Venture Industry Report, later-stage
¢ Redemption Rights. Redemption financing activity increased 16% in Q2 as
rights were also more atypical in the compared with Q1, with total late-stage
context of high-valuation financings, investments of over $11 billion in Q2,

Q1 2014

highlighted by a $1.2 billion financing for
Uber, a $520 million financing for Airbnb,
a $250 million financing for Lyft, and a
$200 million financing for Pinterest.
Given the increasing prevalence of high
pre-money valuations in late-stage
financings, it is important for both
investors and companies alike to keep
these trends in mind in negotiations over
downside protections.

venture financings in the first half of 2014.

equipment, and semiconductors.

ranked first for late-stage deals with 57, compared with 30 by its nearest competitor.

Dow Jones VentureSource and PitchBook Rank
WSGR No. 1 for 1H 2014 Venture Financings

Both Dow Jones VentureSource and PitchBook recently ranked Wilson Sonsini Goodrich & Rosati as the leading law firm for U.S.

Dow Jones VentureSource’s legal rankings for 1H 2014 issuer-side venture financing deals ranked 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 111 rounds of financing, while its nearest competitor advised on 76 rounds of equity financing. According to
VentureSource, WSGR ranked first for 1H 2014 issuer-side U.S. deals in the following industries: information technology,
healthcare, clean technology, communications and networking, consumer goods, energy and utilities, medical devices and

Additionally, in PitchBook’s 3Q 2014 Venture Industry Report, the firm ranked first for combined issuer- and investor-side venture
deals completed in Q2 2014. WSGR was credited with 95 deals, while its nearest competitor advised on 76 deals. The firm also
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