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Seed Financing

Means Different Things to Different People
Not a term of art

Size of the Rise
$250,000 to $1,000,000 +

Morgan Lewis

Stage of the Company
Post formation and Pre-Series A

Types of Investors
4 Fs of Early Stage Startup Financing, Plus Angels and
Seed Stage VCs







Considerations in Structured Seed Financings

Who are the How Much Capital What are the What is the Any Specific
Investors and is Being Invested? Costs? Timing? Considerations?
What are their

Preferences?
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Common Stock

« Most basic form of equity « From the investor’s perspective, investors have very limited
economic and control rights

What are the Terms? When is it Used?

« Generally, to elect directors, receive any dividends, share in any e Founder financings
proceeds upon liquidation » Maybe friends and family financings
« Generally, no special “investor-style” rights

What are the Advantages?

» Low transaction costs
e From the company’s perspective, investors have very limited
economic and control rights
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Series Seed Preferred Stock

« Higher transaction costs

« A special” form of equity e Longer time to closing

What are the Terms? When is it Used?

« Liquidation Preference, Dividends, Pre-emptive Rights, Board « Venture capital financings
Representation, Protective Provisions, Information Rights, Access « Sophisticated angel financings
Rights, and More

What are the Advantages?

« From the investor’s perspective, a hegotiated set of specific
economic and control rights

e From the company’s perspective, the ability to attract smart
money
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Convertible Debt

« From the investor’s perspective, their stockholder rights are not

e A debt security that may convert into an equity security yet set
« From the company’s perspective, the debt could mature and
become due and payable

What are the Terms? When is it Used?

 Principal Amount, Interest Rate, Maturity Date, Discount,

Valuation Cap « Very Often (especially in smaller raises and earlier raises)
« Conversion Features (Qualified Financing, Non-Qualified Financing,

Change of Control, Maturity

What are the Advantages?

e Punts the valuation conversation, if no Valuation Cap
» Low transaction costs
 Shorter time to closing
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SAFEs

« “Simple” Agreement for Future Equity « From the investor’s perspective, an irrevocable commitment of
capital with a hope of fair treatment in the future

What are the Terms? When is it Used?

 Similar to a note with no interest of maturity  Incubator financings, very early financings, very small financings,

West Coast deals
What are the Advantages?

» Theoretically low transaction costs
e Theoretically shorter time to closing
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