	Standard Provisions of Venture Capital Term Sheets for Convertible Preferred Investment

	
	

	Provision:
	Description and Purpose:

	Description of Financing Round 


	Closing Date, Investors, Amount Raised, Price Per Share, Pre-Money Valuation, Capitalization
	Describes the general parameters of the financing round. Pre-money valuation if the value implied by the price per share before including the proceeds of the round. Capitalization describes the VC structure, including preferred shares used in the funding round. 

	Charter Provisions (establishing rights and privileges of preferred investors)

	Dividends to Holders of Preferred Shares
	Describes how dividends will accrue to preferred shareholders and timing and conditions under which dividends are paid.

	Liquidation Preference
	Describes the order of payment of proceeds from liquidation, such as first return the proceeds invested by preferred shareholder, then pay preferred dividends, then pay common dividends, then share the balance pro rata. 

	Preferred Stock Voting Rights
	Such as voting on an as converted basis and the right to vote separately to elect a specified number of directors.

	Conversion Rights
	Such as the right to convert to common at any time, adjusted for accrued preferred dividends.

	Anti-Dilution Provisions
	Such as a right to retain ownership share or a full or partial ratchet provision, and conditions under which the provision would not apply, such as a conversion of the preferred shares.

	Mandatory Conversion
	Conditions under which a public offering of the venture would force conversion of the preferred shares.

	Pay-to-Play Provision
	Requirement for preferred investors to participate in down rounds or convert to common or lose some preferred rights.

	Redemption Rights
	Right of preferred investors as a group to demand redemption of investment from available funds. 

	Stock Purchase Agreement

	Representations and Warranties
	Describing such things as ownership of intellectual property by the venture.

	Conditions to Closing
	Due diligence requirements.

	Counsel and Expenses
	Describes who pays for Company Counsel and Investor Counsel.

	Investor Rights Agreement

	Registration Rights
	Describes rights and conditions for registration of shares issued to preferred investors, including demand registration, piggy-back, who bears cost of registration, and lock-up provisions on trading.

	Management and Information Rights
	Rights of preferred investors to be involved in management and to have access to certain information.

	Right to Maintain Ownership Share
	The right to participate in subsequent rounds to avoid dilution of ownership share.

	Other Rights
	Such as non-compete, employment contracts, board meeting requirements, stock option vesting terms, and key person insurance.

	Rights of First Refusal and Co-Sale

	First Refusal and Co-Sale
	First right to purchase shares offered by the company and right to sell when other owners sell.

	Voting Rights

	On Board of Directors
	Describes how preferred shareholders vote on board.

	Drag-Along
	Right to compel common to vote with preferred on liquidation event. 


