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Defining the market standard for Venture Capital term sheets

Foreword

We are pleased to present the second edition of our annual term sheet guide. Building on the success of last
year's inaugural report, this edition delves deeper into the evolving landscape of Venture Capital ('VC’) term
sheets.

Demystifying VC Equity Terms sheets

Although investors often claim that term sheets are 'market standard’, VC term sheets can vary depending
on factors such as the state of the market, specific industry, the stage of the start-up, and the preferences of
the individual investors involved.

These agreements — which define the basic terms and conditions of a proposed investment — are often full of
complex legal jargon that can be confusing, particularly for founders.

To demystify these documents and identify the current market, we have analysed anonymised,
aggregated data from 426 final and completed, signed term sheets: documents that would have
formed the basis of long-form deal agreements (rather than standard, pre-negotiation term sheets).

Our research was conducted in-house through surveying 21 UK and international law firms who specialise in
venture deals. Each law firm responded by submitting data from completed transactions across different
investment stages from Seed to Series C+ over the course of 2023. Through our analysis we identified and
tracked the key term sheet themes and trends year-over-year and quarter-over-quarter. Of the 426 term
sheets analysed, 95% were headquartered in the UK, with the remaining headquartered in Europe (5%). The
lead investor location mix was broader, with UK {58%), Europe (22%) US {15%) Other (5%, Middle East,
Africa and Asia) represented in our survey data.

Our goal is to empower founders

The report aims to provide a practical understanding of the key terms and clauses of a term sheet;

A An independent view of what is considered the current 'market standard' for term sheets at Seed, Series
A, Series B, Series C+ and by different VC (and Angel} investor types. As the VC landscape has changed
in 2023 the report dives into how these changes are reflected in term sheet provisions, providing the
latest data and analysis; and

A A commercial perspective of the key items in a term sheet and tips for term sheet negotiations.

It also gives VCs a way to compare their standard term sheets against the wider market and is a useful
resource tool for the VC community.
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Of course, equity VC term sheets only cover one type of financing. To offer a more complete perspective,
we have included a summary of the key structural and economic terms of venture debt agreements based
on our experience of the market. Venture debt is particularly relevant as founders continue to look for
investment partners that can help them minimise dilution while extending their cash runway.

The guide is split into two parts 1) an executive summary with the key take aways from the survey and
2) a comprehensive “how to guide” detailed section.

We hope this annual guide which is part of our wider founder success initiatives, including further content
and exclusive events — helps founders and early stage-businesses succeed and makes a difference by
increasing transparency across the ecosystem. Think of us as your trusted partner, an extension of your
team — now with the strength and stability of HSBC's global platform.

Please reach out to us with your thoughts and for more details about our upcoming initiatives.

Glen Waters
Head of Early Stage Banking

glen.waters@hsbc.com
Mob: +44 (0) 7950 324018

Contributing authors: Christopher Cipirski 9
Senior Vice President &%

christopher.cipirski@hsbc.com

London
Sara Pereira
Senior Associate

sara.pereira@hsbc.com
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HSBC Innovation Banking: we are at the centre of the innovation economy and are your trusted

strategic partner

We offer more than commercial banking services. We have the expertise, agility and connections that high-growth technology, private equity, and

venture Cap|tal businesses need to accelerate their growth. Our purpose is to support founders, firms and funds as they evolve by focusing on three key areas that

empower them with everything they need to reshape our world."
Simon Bumfrey, Head of Technology & Life Sciences UK & Nordics, HSBC Innovation Banking

Specialist people

A Dedicated Relationship Manager
A Deep sector and life-stage expertise

A Long-standing relationships

©)
s
Bespoke solutions

A Banking that scales with you

A Solutions designed specifically for innovation
A Gateway into the broader
A

Strength, stability and international reach of the
HSBC platform
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Connecting the
innovation economy
A Investing in inclusive innovation

A Making meaningful connections

A Delivering real thought leadership

A Hosting ecosystem events

We work with the most innovative, equity-funded businesses and their
investors across all life stages, within the technology, life sciences and
health care sectors - learn more here: www.hsbcinnovationbanking.com
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A big thank you to the law firms who participated in the HSBC Innovation Banking 2024 term

sheet survey!
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We are grateful to the team
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insights on insurance terms
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Comments from the innovation community

I love the transparency of this report by HSBC
Innovation Banking, mainly because | dislike it when
investors and lawyers who negotiate regularly, try to
convince founders to acquiesce by stating, "you need
to accept because these are the market standards”
and then have no data to prove that this is so. This is a
pretty elementary negotiation tactic but, with data,
both investor and founder can agree, line by line, what
is indeed "market." HSBC Innovation Banking's report
goes some way to help founders to engage in fairer
negotiations with their investors and their investors'

|

lawyers!.

Chris Adelsbach
Partner, Outrun Ventures

There are only a handful of real gotchas in any term
sheet but in essence the key is to understand that the
energy must be in balance. Many founders | work
with at first draft act like it's my way or the highway
until I remind them. Great VCs will protect not only
their interest, but the startup’s and the team’s into the
future, as that's just smart business."

Dan Bowyer,
Partner, SuperSeed

In order 1o increase the transparency in the early
stage startup ecosystem we need to demystify term
sheets, provide guidelines on the terms to look out
for and make the market standard terms available.
We need to remove all the friction so that founders
can make well informed decisions, move fast and
spend as little time away from building their
businesses as possible.”

Triin Linamagi
Founding Partner, Sie Ventures

Understanding term sheets and their associated

legal wording is one of the most underappreciated
skills. This is especially true from early stage founders
across Europe where, even for operators who have
had experience in venture-backed businesses, the
understanding of these terms are still limited. HSBC
Innovation Banking has done a great job of articulating
the different parts of the term sheet puzzle with this
report and it will hopefully serve as an additional
valuable resource for founders when discussing
financing events with investors.”

Antoine Moyroud
Partner, Lightspeed

PUBLIC

First-time founders face unique challenges in

today's economic climate, and this report by HSBC
Innovation Banking offers invaluable insights for
those looking to secure VC funding. The
Entrepreneur’s perspectives streamline key structural,
economic, and market standard terms and encourage
transparency across the startup ecosystem.”

Carolyn Dawson OBE
CEO, Founders Forum Group

Participating in more than 50 investments annually, we
witness the emergence of our own micro-economy
within the European startup landscape. Through
meticulous analysis of our data, we ensure equitable
terms for both founders and investors. This guide
offers an extensive and transparent dataset,
empowering us and our founders when raising their
early investment rounds. It serves as a valuable tool
for benchmarking within the ever-changing early-stage
market, facilitating informed decision-making and
fostering sustainable growth."

Vanessa Vasquez
Head of Legal, Seedcamp

b

Securing early-stage venture capital for high-growth,
pre-revenue ventures at the best of times is
challenging for ambitious founders. This essential
evidence-led guide offers to alleviate that by providing
macro-economic and deal insights, transparency, and
clarity vital for effective fundraising, driving alignment
between the various constituents that make up the
innovation economy."

Gerard Grech
Managing Director, Founders at the University of
Cambridge and founder, Tech Nation

Despite challenging market conditions, there has
never been a better time than now to start a company,
which means, as an ecosystem, we should be doing
everything we can to give founders the best chance of
success. By providing practical insights into the world
of VC term sheets, this report by HSBC Innovation
Banking will allow founders to make informed
decisions to help their businesses grow and will foster
greater transparency within the early-stage
ecosystem."

Tom Wehmeier
Partner, Atomico
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There has been a shift in valuation, not the structure of investment terms
Term sheet survey findings and recap of 2023

2023 in context

Characteristics of
term sheets in survey

Key term sheet
trends

2024 outlook

1 Pitchbook as of March 2024.

European VC investment activity in 2023 stabilised. After a relatively more muted H1 2023, investor activity picked-up in the second half of the year with H2
2023 investment value up 18% vs H1 2023.

Notably, 2023 investment volume (deal) activity was down less than investment value, declining 25% and 38% respectively vs 2022, as investor focus shifted to
smaller, earlier stage transactions.

Although the headline rate of new investment value declined in 2023 {unsurprisingly given macro uncertain and market volatility), 2023 was still the third largest
European VC investment year on record’.

Valuation aside, our term sheet survey data indicates that, surprisingly, terms did not become more investor friendly in 2023.

o Key clauses remained broadly in-line with 2022, for example, a 1x non-participating liguidation preference continues to be the standard preference share
type - this type of preference is the most founder friendly.

For founders and investors alike, control and oversight remains an incredibly important balance to get right — 79% (86% if including observer only seat) of term
sheets had an investor board appointment. With several public boardroom disagreements in 2023 (e.g. Klarna, ChatGPT) we anticipate board control vs board
representation will remain top-of-mind in 2024.

Our survey data confirms the increasing market norm of company only warranties (the clause was identified in ~80% term sheets surveyed), as reflected in the new
BVCA model form documents. Concurrently, founders' warranties declined by 25ppt to 44% of term sheets in 2023.

ClimateTech and Al investment saw the greatest % increase share of total term sheets, combined these industries increased to ~20% of term sheet surveyed
from ~9% in 2022. This trend was also reflected in the market, accordingly to Pitchbook, as ClimateTech and Al combined represented ~40% of total European VC
investment in 2023".

Our survey highlights a significant uptick in % and total number of term sheets for Seed (<£2m) investment between 2021-2023, demonstrating the resilience of early-
stage, but also had an interesting impact on our data - we saw board representation and anti-dilution decrease across the total survey, as these terms are
typically less prevalent at the Seed stage.

Seed investment was dominated by UK domestic investors, whereas later-stage UK venture backed businesses continue to seek funding from international investors
from the US and Europe - as larger funding sizes and scaling opportunities, particularly to the US remain in focus.

European VC Investment levels steadily recover through 2024 as investors return to new deal activity.

Continued momentum in early-stage, and late-stage market will bifurcate, with climbing valuations for high-performing companies off the back of public market
reference points while others struggle with recaps and down rounds.

Increased cross-border investment from US VC investors into UK and European companies, and increased UK and European company focus on scaling into the US
market.

PUBLIC HSBC Innovation Banking Venture Capital Term Sheet Guide 2024.
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Term sheet survey in numbers: 6 key take-aways

2023

2022 2021

Venture Capital equity term sheets surveyed
from leading law firms: £4.5bn aggregate investment value / £10.6m average deal size

29%

Notable % increase in Seed (<£2m deal size) investment activity from 14% of term
sheets surveyed in 2021 to 29% in 2023, highlighting investors’ growing appetite and focus
on earlier-stage investments versus later stage deals

Preference shares identified in ~80% of term sheet transactions - key provisions remain
broadly in-line in 2022 and 2021 survey results - as the market shift has happened in
valuation, not the structure of the investment

Cross-border investors into UK HQ companies represented ~50% of late-stage (Series
C+; £30m+ deal size) UK investments, while Seed investment was dominated by UK
domestic investors (70%)

Not
surveyed surveyed

Elevated investor industry concentration - HealthTech, ClimateTech and Al industry deals
identified as the key areas of investments in 2023. The three industries combined represented
over 30% of term sheet surveyed, up from 21% in 2022

18%

Risk sharing on deals - deal syndication increased to 42% from 35% in 2022, driven by
investors sharing resources and expertise particularly at Series B and Series C+

PUBLIC HSBC Innovation Banking Venture Capital Term Sheet Guide 2024. 9



European VC market stabilised in 2023. Investor activity picked up in the second half of the year
with H2 2023 investment value up 21% vs H1 2023

Investment volume (deal) activity down less than investment Pitchbook post-money valuations market data highlights resilient Seed and
value, declining 25% and 38% respectively vs 2022, as investor Series A valuations in 2023
focus shifted to smaller, earlier stage deals £310m
YoY % European VC Median post-money valuation £m £299m
Investment movement £59m
volume! 44 958 13,426 12,509 9,383 (25%) W 2021 2022 M 2023 Foom 2 essm £218m
inkeot YoY valuation % movement
deals) # oY valuation % moveme
Seed +10%
£90bn £24m poomE22m Series A
Series B (7%)

£3m £3m f4m

European VC investment Series C+ (27%)

value (funding) £bn

European VC Seed Series A Series B Series C+
WH1 ®H2 activity up 21% (<2m) (£2-10m) (£10-30m) (>£30m)
in H2 2023 vs

H1 2023

High-performing technology public equities have outperformed "traditional”

(38%) indices over the past 12 months, which is a leading valuation indicator for
VC-backed private companies
Equity indices 12-month price change % +43.1%

B NASDAQ M S&P500 M EURO STOXX 600

+30.1%
+10.4%
"A"".
W
2018-2020 2021 2022 2023 Mar-23 May-23 Jul-23 Sep-23 Nov-23 Jan-24 Mar-24
Average
Source: Pitchbook and CaplQ as of March 2024.

1 Number of investment (deals) where deal size disclosed. PUBLIC HSBC Innovation Banking Venture Capital Term Sheet Guide 2024. 10



Seed stage % share of total term sheets increased from 14% in 2021 to ~30% in 2023, across all
investor types, while Series A remained consistent at c.45%, Series B & C+ saw a decline

Seed investment increased to ~30% of total term sheets surveyed

Term sheets by investment stage %
M Series A (£2-10m)

M Seed (<f£2m) M Series B (£10-30m) M Series C+ (>£30m)

Almost 50% |
contraction

since 2021

2.0x increase |
since 2021

2021 2022 2023

Corporate VC's (CVC) by investor type saw the largest increase in
Seed investment

Select investor type % Seed investment and YoY change
W 2022 W 2023

Percentage points
change between
2022 and 2023

9% |

Corporate + 0
VCs
(CVC)
+5%
VC (LP
Fund)
+4%
VCT Fund

The Seed stage has become an increasingly attractive place for multi-stage funds to invest. The risk-reward ratio and price of investing at the Series A stage compared to the Seed stage encourage these multi-stage funds to

enter early. Particularly, US funds have been aggressively entering the Seed stage in Europe. | have personally witnessed the growing difficulty for local European funds to compete at the Seed stage. | refer to this phenomenon as the "crowded

middle".
Reece Chowdhry, Founding Partner, Concept Ventures

PUBLIC
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Cross-border investors into UK HQ companies remain prevalent at the later-stages (Series B & C+),
driven by international funds with larger reserves of capital, as well as companies at this stage

looking to scale to the US market

Term sheet — lead investor primary location
B UK B Europe H uUS B Other!

4032

2023

"Other" refers to investors in the Middle East, Africa and Asia.

—

UK headquartered companies only, represented 95% of VC term sheet survey responses (403 out of 426 term sheets).

PUBLIC

Seed stage (<£2m) lead Series A (£E2m-£10m) lead
investor location investor location

MUK M Europe MW US M Other!

Series B (E10m-£30m) Series C+ (>£30m) lead
stage lead investor location investor location

B UK B Europe B US H Other'

HSBC Innovation Banking Venture Capital Term Sheet Guide 2024. 12



ClimateTech and Al increased to ~20% of term sheets surveyed in 2023, while Fintech saw a 5%
decline

Top 10 industries by # term sheets and YoY % change Top 10 industries 2023 vs 2022
2022 ¢ 2023 9
Size of bubble represents % size of total Sorted by 2023 % number of term sheets 220 2
HealthTech & LS 12% 13%
60 i ClimateTech 6% 10% !
Fintech 15% 10%
_____________________________________________________________________ X
80 A ___________* 3% . 9% __.
Software — Enterprise 8% 9%
*§ 40 ' Retail & Consumer 6% 6%
1
'g Software : Data analytics 5% 4%
£ (Enterprise) 1 B 0 o
f 30 ! Al represented Digiel 15 e
(=] 9% of terms sheets o o
** Retail & Consumer surveyed up from Cyber 4% 4%
- % i .
Digital o lin 20272, Software — Non-Enterprise 1% 2%
20 We expect to see
Data Analytics a further increase Top 10 % Total
‘ in Al activity in
Cyber 2024 across all 10
10 : investment stages Other’ % Total
1 Software_ and investors
1 (Non-Enterprise) =
1
: m
: - 11
_ 0, _Q0, _RO, _/0, _10, O, 0, 0, 0, 0,
0% S 676 we 2l e e e 676 & With Al and Climate term sheets rising to the fore, particularly at the earlier
% change vs 2022 stages, it is clear to see that the European ecosystem is not only becoming a leader in Al innovation,
but it is also committed to solving humanity's toughest challenges, even amidst difficult market
conditions."

Tom Wehmeier, Partner, Atomico
) Survey industry classification defined as the primary end market or consumer

Note: ClimateTech includes Energy and HealthTech includes Life Sciences.
1 “Other” refers total level industry sectors that are individually less than 2.0% of total: AdTech {0.2%), AgTech {0.7%) Blockchain (0.9%), Crypto (0.5%), EdTech (1.9%), Esports/Gaming (2.1%), FoodTech (2.1%), Government (0.0%), Hardware
(1.9%), 1oT (1.9%), Marketplace {0.7%}, Media {(1.9%), NanoTech (2.1%), Real Estate {2.3%), Robotics (2.1%), Social Impact (2.1%), SpaceTech (2.1%), Telecoms {0.0%;)., Transportation {2.1%) and WearableTech (2.1%).

PUBLIC HSBC Innovation Banking Venture Capital Term Sheet Guide 2024. 13



What did a “typical” VC term sheet by stage look like in 2023?

% Yes, in term sheet

Preference shares

% Pref. shares non-participating
New option pool

Anti-dilution ratchet

Convertibles

Economic

Secondaries

Syndicate deals

Seed
(<£2m)

I

Series A
(£2-10m)

I 577
I 5o
I 74
I oo
I 55

Series B
(£10-30m)

Series C+
(>£30m)

Board representation’
Founder vesting

Founder leaver provision

Control

Drag-along provision

Investor consent rights

Founder Warranties
Company Warranties
Arrangement fees
Monitoring fees

Exclusivity period

Other Terms

Sustainability

L DEl clause

| R
| A

| EEEA

Note: As noted elsewhere in this report, several terms are found in long-form document rather than the term sheet.
1 Board representation excluding observer.

PUBLIC
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Main movement in economics has been valuation rather than the investment structure; 1x non-
participating liquidation preference has remained market standard and there has been a decline in
anti-dilution provisions representative of a greater proportion of Seed stage term sheets in 2023

Investment structure
Preference shares, % Yes

Where liquidation preference, % type

M Non-Participating M Participating M Participation Cap

2021 2022 2023

Valuation and preferred shares are frequently linked and it can be helpful
to think of them as a sliding scale — the higher the initial valuation vs comparable
businesses, the more likely there will be a preference share proposed and, if valuation is
materially above market comparables, it might be more than 1x. This serves to continue
to align investor and founder interests — investors may take more certainty of a lower
return at the expense of greater share of the upside. It is important to ensure both
founders and investors are aligned in long term objectives and the structure reflects this
— having too high a valuation or non-standard preference can cause problems later on
for both parties. Usually a lower valuation and cleaner structure is better in the long run
for all parties.”

Ashley Abrahams,
Head of Origination, Guinness Ventures

Other economic terms included in term sheet
Last 3 years survey results % Yes

W 2021 W 2022 H 2023 Q Percentage points (ppt) change between 2022 and 2023

Option Pool / Share Options Anti-dilution

2023 survey results % Yes

HMYes H No

Convertibles remain a useful tool for
founders, particularly in an environment where
raising capital at a valuation acceptable to founders
Convertibles and existing investors is taking longer. By
extending the cash runway without re-visiting the
valuation of the business, founders are afforded
more time to achieve their milestones and maintain
trading momentum. We are seeing convertibles
being used more frequently at Series A which has

Convertibles triggered as part clearly undergone a slowdown in activity in the last
of the round (i.e. existing 12-18 months.”
investors converting alongside Rodney Appiah, Managing Partner,

new equity investors) Cornerstone VC

Syndication

H Yes H No

Secondaries

83%

PUBLIC HSBC Innovation Banking Venture Capital Term Sheet Guide 2024. 15



Founders should consider the balance of control terms vs economics when negotiating the term
sheet; board representation is typically seen once institutional investors are involved and founders
need to carefully consider board dynamics, investor consents and founder vesting conditions

Control term included in term sheet

Last 3 years survey results % Yes

W 2021 W 2022 W 2023 O Percentage points (ppt) change between 2022 and 2023

Board Representation Founder Vesting Founder Leaver Provision

©

Drag Along Tag Along Investor Consents

PUBLIC HSBC Innovation Banking Venture Capital Term Sheet Guide 2024. 16



In other terms, founders' warranties decline by 25ppt to 44% of term sheets in 2023 as a result
of the new BVCA model documents stating company-only warranties. ESG / sustainability
clauses saw a 6ppt increase to 22% of term sheets in 2023

11

. The updated BVCA Subscription Agreement is having the
deswed change in reducing founder warranties. However, as this

Other terms included in term sheet

Last 3 years survey results % Yes
W 2021 W 2022 W 2023 O Percentage points (ppt) change between 2022 and 2023 gg|qlance IS el i o2 usedy by jiotia esilolls el wompe s ity pliealy
raising series A rounds), we're interested to see whether other seed
stage-focused investors adopt these terms where, historically, warranty

exposure has shown founders having ‘skin in the game’."

Sam Marchant, Associate, Hambro Perks

8% 9% 10% m 11%

Mointoring Fee

Founder Warranties Company Warranties Arrangement Fees

© @)

11% 29% 8%

1% 8% 16% 16%
s N : 6 I

Personal Guarantee

1% 3%

Diversity Rider ESG / Sustainability

Exclusivity Period

HSBC Innovation Banking Venture Capital Term Sheet Guide 2024. 17
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Investor by type - key take-aways from the 2023 survey

% Yes, in term sheet  EIS VCT vC Family Office cvC Angel

Preference shares _ 52% _ 79% _ 91% _ 60% _ 86% . 12%
New option pool [ I 57> B s I - B o R 71% 0%
Anti-dilution ratchet 0% I s I B 2o P 63% I 6%

convertibles [l 29% B 2 B s~ B 20 N 29% L RED
Secondaries 0% B o2 | REZ B 20 B 25% N 6%

Economic

Board representation’

Founder vesting
Founder leaver provision

Drag-along provision

Control

Founder Warranties

Company Warranties _ 9
Arrangement fees - 38%
Monitoring fees - 38%
Exclusivity period ||| ||l 622+
sustainability [ 19%

DEl clause 0%

Other Terms

22%
.

B o2 0%

Note: As noted elsewhere in this report, several terms are found in long-form document rather than the term sheet.
1 Board representation excluding observer.
PUBLIC HSBC Innovation Banking Venture Capital Term Sheet Guide 2024. 18



Investors remain supportive of funding Series A companies across a broad range of pre-money
valuations and industries — 36% of Series A pre-money valuations were >£50m

Pre-money valuation indicated in term sheet by stage

B Seed (<f£2m) B Series A (£2-10m) B Series B (£10-30m) W Series C+ (>£30m)

2%

10%

<£20m £20-50m £60-100m £100-500m

>£500m

Term sheet 1

Term sheet 2

Term sheet 3
Term sheet 4
Term sheet 5
Term sheet 6
Term sheet 7
Term sheet 8
Term sheet 9
Term sheet 10
Term sheet 11
Term sheet 12
Term sheet 13
Term sheet 14

Term sheet 15

Industry

Consumer
Fintech
Fintech

Blockchain

ClimateTech
Consumer
FoodTech

Al
Fintech
HealthTech & LS
Consumer
HealthTech & LS
Enterprise
Hardware

Consumer

o 16x Series A investments >£50m pre-valuation

Pre-money
valuation

£350-400m

£200-250m

£100-150m
£60-70m
£60-70m
£60-70m
£60-70m
£60-60m
£50-60m
£560-60m
£50-60m
£50-60m
£50-60m
£560-60m
£50-60m

Series A investments in >£50m pre-money valuation were relatively
evenly distributed across a broad range of industry, with simple
non-participating preference shares seen

Preference
Preference share Liquidation
Investor share participating multiple
VC Y N 1.5x
VC Y N 1x
VC Y N 1x
VCT Y N 1x
CcvC Y N 1x
VCT Y N 1x
VC Y N 1x
EIS Y N 1x
VC Y N 1x
VC Y N 1x
VC Y N 1x
VC Y N 1%
EIS Y N 1x
VC Y N N/A
VC Y N 1%

heavily optimizing for downside protection.

Participating structures of more than 1x liquidation multiples should only be considered as a last resort

option when the company hasn't been able to show strong enough results to catalyze enough “traditional” investor
interest. At early stage, it should be a big no-no as it reflects a misalignment of incentives with investors who are
That being said, any funding enabling founders to successfully take their

company towards their next milestones and granting them “another shot at goal” should be considered. Founders
should clearly understand the implications of these non-market terms as they will heavily affect the founder’s outcomes

in the event of an acquisition or exit.”

Antoine Moyroud,

Partner, Lightspeed

PUBLIC
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Under-represented founder diversity remains a very relevant and important topic, with term

sheet clauses continuing to increase in 2023

Inclusion of a diversity clause in a term sheet has surged since
2021... Series C+

% term sheets with a diversity clause % term sheets with a diversity clause by stage

MW 2022 MW 2023

Seed Series A
(<£2m) (£2-10m)

/ ‘ ‘

" Steady, incremental change can create
remarkable, monumental results. A modest increase
in the implementation of a diversity rider represents a
crucial step forward for inclusivity within a sector that
has a profound influence on our economy. Our hope
is that VCs continue this positive momentum and use
their position to build a more equitable ecosystem,
which in turn, promises enhanced returns."

Ladi Greenstreet, Diversity VC

PUBLIC

...2023 saw an increase across all investment stages apart from

19%

Series B Series C+
(£10-30m) (>£30m)

By including diversity rider clause in
term sheets we can make a tangible effort to have
more diverse cap tables and provide more investors
from underrepresented backgrounds equal
opportunities and access to deals.”

Triin Linamagi, Founding Partner of Sie Ventures

HSBC Innovation Banking Venture Capital Term Sheet Guide 2024. 20



Overview of Term Sheets
and Survey

Section 3




HSBC Innovation Banking — 426 VC term sheets sampled from 21

Record participation (+74%) in the HSBC
Innovation Banking 2023 term sheet survey

# term sheets analysed in survey year

2021

2022

426

2023

Term sheets by investment stage / size
B Seed (<f2m) B Series A (£2-10m)
B Series B (£10-30m) B Series C+ (>£30m)

189

Term sheets by lead investor location
B UK B Europe H US B Other

% Total 56% 24% 16% 4%

240

67

UK Europe us Other

PUBLIC

law firms

Term sheets by type of lead investor

W EIS

% Total

W VCT m \vC W FO B CVC B CVC

5% 13% 63% 1% 14% 4%

267

Refer to glossary |

for definition of lead
investor type

EIS VCT VC FO CVC  Angel
(LP
Fund)

Term sheets by company location

W uK

% Total

M EFurope W US W Other

95% 2% 1% 2%

403

Europe us Other

HSBC Innovation Banking Venture Capital Term Sheet Guide 2024.
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lllustrative VC investment process and the role of the term sheet

Reach out to investors Build
investor relationships in advance
of a fundraise / Get warm

. : - Pitching to investors &
introductions to investors

follow up meetings

Term sheet
issued, negotiated
and signed

» O » 03 » 05

Final IC meeting
(some investors

have ‘wrap-up’ IC
meeting post DD)

> 07/

Engaging a ‘good lawyer" isn't just a choice—it's a
vital investment for any business navigating the complexities of
the legal landscape. Beyond bolstering your company's credibility,
the impact of expert legal guidance extends to significant time and
cost savings in the long run. Opting for shortcuts over quality and
experienced counsel may detrimentally affect the company's
future prospects. In mature startup ecosystems where access to
experienced legal firms is abundant, prioritizing top-tier legal
representation is paramount. Ultimately, adept legal counsel not
only secures your present but also strategically prepares you for
the future, ensuring every aspect of your business rests on solid
legal foundations."

Vanessa Vasquez, Head of Legal, Seedcamp

'

| | |
> 02 > 04

Pitch deck shared VC investment committee
(‘IC") meeting

Entrepreneur's perspective

and sometimes the associated due diligence ('DD’) costs.

help you to negotiate effectively.

|
» 06

Due diligence and investment
agreements (or ‘long-form’ documents)
(articles of association, shareholders
agreement and subscription agreement)

‘ } 3-12 months

> 03

Funds raised and
money in bank

A Once the decision to invest is made at the investment committee stage ('IC’), the lead investor (the VC providing the largest quantum of funding) will usually issue a term sheet.

A A term sheet is a deal blueprint. While not legally binding, once signed, the term sheet serves as the basis for the long-form investment documentation of the fundraise. There are some clauses that are
legally binding on signing the term sheet, such as an exclusivity period (i.e., where you are not permitted for a period to speak to other investors while the investor is doing their due diligence), confidentiality —

A The timeframe and complexity of raising funds depend on the stage and sector of the business and the team running it. As a general rule of thumb, a typical raise takes 6 months from 1st meeting through due
diligence (‘DD’) to money in the bank. A very quick raise may take 3 months and a long raise may take 9-12 months.

/

|
N —
| Y

A That's why, in addition to having a good lawyer who understands the VC process to represent you, it is crucial that you have a working understanding of the key concepts and terminology used, as it will

PUBLIC

HSBC Innovation Banking Venture Capital Term Sheet Guide 2024.
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Term sheet overview: Term sheets usually consist of 1) economics of the deal (the economic
rights of shareholders 2) control (who is involved in key decisions and to what extent) and
3) other items for consideration, such as deal fees and period of exclusivity

Term sheet structure

Other (warranties,

fees, exclusivity, Valuation

& non-compete)}

foot rather than immediately after what could otherwise be long and painful negotiations!"
Ashley Abrahams, Head of Origination, Guinness Ventures

Other
terms

Term sheet
structure

Drag & Tag-along,
co-sale & pre-
emption rights

Share options The BVCA (British Private Equity and Venture Capital Association), has revised and
relaunched its standard model long-form documents (Subscription Agreement,
Shareholders’ Agreement and Articles of Association) for early-stage investments.

Control Economics

Founder vesting
& leaver
provisions

Other economics

Anti-dilution
& structure

Entrepreneur's perspective

A Term sheets typically range from 1 to 10+ pages which try to define the terms of the proposed deal as accurately as possible. While not legally binding, it will be difficult to renegotiate terms !

at a later date, so spend time focusing on terms that are most important to you (deal killers) and ensure your position is considered and reasonable. This helps to avoid misunderstandings and confusion later ~ a 7
in the deal process and sets out how the investor relationship will operate post-deal. _,

A A fair term sheet is good for everyone. By negotiating well i.e. being flexible and not taking every initial point but also not arguing every single point without good reason — you build credibility with the VC.
If you have lots of leverage (e.g. multiple term sheets and VCs interested) you will have more negotiating power. Utilise experts, partners/advisors and lawyers to help.

PUBLIC HSBC Innovation Banking Venture Capital Term Sheet Guide 2024.

Although specifically designed for Series A financings, the model long-form documents
are widely used throughout the UK venture ecosystem.

A new model term sheet and ancillary documents are expected to be provided in Q2
(growth shares, pref 2024.
dividends, tranched
investment)
Board composition

DE&I, other)
Other control ) - Spend the time getting the term sheet right & fleshing out all the big points early on — the
(investor consents, Structure (inc. economics & the emotive control points (leaver provisions, consent matters). [t makes the investment
information rights exit waterfall) process much smoother, easier, & cheaper for all involved and ensures everyone gets off on the right

24



Term sheets — survey results summary (by year)

426 term sheets surveyed. % that responded Yes, to the following terms

YoY YoY
2021 2022 2023 %A 2021 2022 2023 %A
Investment Structure Board Representation’ 94% 91% 86% (5%)
Preference share 84% 77% 83% +6% Founder Vesting 56% 53% 61% +8%
Where liquidation o
preference: Founder Leaver provision 47% 55% 50% (5%)
Non-participating 93% 86% 89% +3% Drag along 92% 92% 82% (10%)
Participating 7% 12% 10% (2%) Tag along 83% 75% 66% (9%)
Participation cap 0% 2% 1% (1%) Co-sale 67% 67% 63% (4%)
Share options 62% 68% 72% +4% Investor consents 80% 78% 78% 0%
Anti-dilution 65% 60% 57%  (3%) Restrictive Covenant 49% 39% 32%  (7%)
Tranched Investment 22% 19% 17% (2%)
Syndication 49% 35% 42% +7%
Preference dividend 12% 20% 9% (11%)
Growth shares 5% 9% 3% (6%)
Note: As noted elsewhere in this report, several terms are found in long-form document rather than the term sheet.
1 Board representation excluding observer.

PUBLIC

2021 2022 2023 oY
Founder Warranties 75% 69% 44% (25%)
Company Warranties 93% 90% 81% (9%)
Monitoring Fee 10% 20% 1% (9%)
Arrangement Fees 8% 14% 9% (5%)
Exclusivity Period 83% 75% 66% (9%)
Diversity Rider 1% 8% 1% +3%
ESG / Sustainability 16% 16% 22% +6%
D&O Insurance susg\t/ed susg\t/ed 30% -
Key Person Insurance sur’\\l/gyt/ed sur’\\l/gyt/ed 18% -
Personal Guarantee 8% 1% 3% +2%

HSBC Innovation Banking Venture Capital Term Sheet Guide 2024.
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Term sheets — survey results summary (by quarter)

426 term sheets surveyed. % that responded Yes, to the following terms

___ Economic Other Terms

2023 Q1 Q2 Q3 Q4 2023 Q1 Q2 Q3 Q4 2023 Q1 Q2 Q3 Q4

Investment Structure Board Representation’ 87% 86% 86% 86% Founder Warranties 50% 40% 49% 36%

Preference share 89% 81% 80% 81% Founder Vesting 63% 58% 63% 59% Company Warranties 86% 78% 79% 79%

\;\:zfe‘:reelrig::idation Founder Leaver provision 48% 45% 60% 49% Monitoring Fee 9% 9% 15% 10%
Non-participating 86% 92% 87% M% Drag along 82% 81% 79% 88% Arrangement Fees 10% 8% 12% 7%
Participating 13% 8% 12% 8% Tag along 68% 64% 67% 66% Exclusivity Period 65% 68% 69% 61%
Participation cap 1% 0% 1% 1% Co-sale 60% 65% 63% 63% Diversity Rider 8% 12% 13% 9%

Share options 72% 69% 69% 79% Investor consents 79% 74% 79% 82% ESG / Sustainability 1% 22% 24% 20%

Anti-dilution 65% 54% 55% 49% Restrictive Covenant 36% 28% 31% 35% D&O Insurance 33% 23% 30% 33%

Tranched Investment 16% 17% 14% 21% Key Person Insurance 14% 15% 20% 24%

Syndication 42% 46% 41% 40% Personal Guarantee 1% 1% 1% 5%

Preference dividend 13% 7% 6% 11%

Growth shares 2% 3% 6% 3%

Note: As noted elsewhere in this report, several terms are found in long-form document rather than the term sheet.

1 Board representation excluding observer.
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Term sheets — Top 10 industry split by total and by investment stage
Total (426) Seed (123) Series A (189) Series B (84) Series C (30)

HealthTech & LS 13.4% Y 14.6% [EES 12.2% 23 155% [ER 10.0% 3

ClimateTech 10.3% 44 5

~

|
X

13.2% 25 9.5% 13.0%
Fintech 10.1% 43 8.1% 10 9.0% 17 16.5% 13 10.0% 3

Al 8.9% 38 11.4% 14 6.3% 12 10.7% 9 10.0% 3

(00]
©
o
X

IN

oo I
~
S

Software - Enterprise 0% 34 12.2% 15 8.5% 16 . 3.6% 3 L
Retail & Consumer 5.6% 24 4.9% 6 6.9% 13 . 2.4% 2 10.0% 3
Data analytics NS 19 . 3.3% 4 5.3% 10 4 . 3.0% 1
Digital - 4.2% 18 . 3.3% 4 7 7.1% 6 . 3.0% 1

2.6% 5 6.0% 5 7.0% 2

N
~
X
W

Cyber . 3.5% 15

Software - Non-Enterprise l 2.3% 10 . 3.3% 4 I 1.6% 3 . 2.4% 2 . 3.0% 1
Other: 124 / 30% Other: 38/ 32% Other: 58 / 31% Other: 19/ 23% Other: 9/31%
Note: ClimateTech includes Energy and HealthTech includes Life Sciences.

Survey industry classification defined as the primary end market or consumer.
Series stage breakdown by investment size: Seed (<£2m), Series A {£2-10m), Series B (£10-30m), Series C+ (>£30m).

1 “Other” refers total level industry sectors that are individually less than 2.0% of total: AdTech {0.2%), AgTech {0.7%) Blockchain (0.9%), Crypto (0.5%), EdTech (1.9%), Esports/Gaming {2.1%), FoodTech (2.1%), Government (0.0%), Hardware
(1.9%), 1oT (1.9%), Marketplace (0.7%), Media (1.9%), NanoTech (2.1%), Real Estate (2.3%), Robotics {2.1%), Social Impact {2.1%), SpaceTech (2.1%), Telecoms (0.0%)., Transportation (2.1%) and WearableTech (2.1%).
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| I . valuations ranging from <£5m to >£1bn in the survey
A Valuation and associated dilution is probably the most important
and heavily negotiated commercial term in a term sheet. It
determines the % ownership of the company the investors are Pre-money valuation indicated Pre-money valuation indicated
buying with their investment. This will directly impact how much . -
money the founders, employees with equity and investors will get in term sheet in term sheet by Stage
on an exit. 20% B Seed M SeriesA M SeriesB M Series C+
(o]
A The term sheet will include an investment/valuation section, —r==
which states what an investor believes the company is worth. 13% % gojg ibe b B
The term sheet will include both a pre-money (how much the b B
company is worth before this funding round) and post-money 67954
(how much the company is worth including the latest proposed -
current funding investment) valuation. 30% I
70%867%
24%) 139 , o 25%)
E E € E E E € E E E € E E E £ E § £ E £E E E E E E E E E E E E E E E § ¢
82288889 8838R88884g s g 22§ 8889 92888888345 5
0 O W O W O W O Ww o O O O I i ! Gl LO o w0 o o (o] o} o [%o) o Q o (o] i i ! ol
“sa8dga83deanhags s “Towddggaedase8essge s
RS- -
[oH} [}
Pre-money valuation indicated
in term sheet by investor type ‘ ‘
B \VC(LPFund) MEIS MVCT MFO MCVC M Angel “’f Founders can fixate on alchievingltlhe highest valuation
when it comes to term sheet negotiation, and it's easy to understand why.
However, you should pay just as much attention to other terms. The valuation
7%} 19/ : 7 also needs to be sustainable. As you scale, our company's valuation will
gg/o 0% be increasingly based on a revenue multiple; you should look ahead to what
o your next round might reasonably look like and work backwards to arrive
at a reasonable valuation today”
Taos Edmondson, Principal, DMG Ventures
Extract from a typical Series A term sheet-
Investment/valuation: ' - |
Entrepreneur's perspective
“The per share issue price of the Preferred Shares will be £6 per A [ ) ) I
Preferred Share, based upon a pre-money valuation of £6 on a Fully Vel il e 5 commermal eI, et @ leg il eine. SOMmEes, & N 7/
) . ) e : ) lower valuation with a better structure (see overleaf) and terms r
Diluted basis. "Fully Diluted" includes the current employee share option 8% 5o, can lead to better outcomes for entrepreneurs = =
pool (including granted and allocated/promised options) [(and the £ E E £E € £E E E E E £ £ £ E £ £ < + ) } i
increase to the employee share option pool contemplated by this Term L o w9 LB o B o W3 3o 99 S g E 5 A A lower valuation from a respected investor who can really
Sheet)], any other outstanding options or warrants, and any outstanding 4 gj é ug g' g g (LP') g gr'? &3; g g' g iy g = & Relrr;sc?le Te busTedsisnr;waY[ arlso be a better deal than one
convertible loan notes, ASAs, SAFEs or similar instruments.” S T R O g § I & [ESSrespeteis estor.
ol
Note: Series stage breakdown by investment size: Seed (<£2m), Series A (£2-10m), Series B (£10-30m), Series C+ (>£30m).
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Convertibles, Secondaries and Syndicate deals

Convertibles

| 40%
Seed Series A Series B Series C+

A Convertible debt/note is a debt instrument that an investor issues 10 a
company with the intent it will convert later to equity (and not be paid back

as a standard bank loan would be). When founders issue a convertible note,

all parties typically assume the startup will be raising additional funding
rounds. Typical features of a convertible note include:

A Delayed valuation: Convertible debt provides a method to raise money
without putting a valuation on the company at the time the convertible note
is issued;

A Interest typically accrues over the term of the note, at a negotiated rate,
and gets added to note when it converts to the new class of shares
negotiated at the next investment round;

A Conversion typically happens on a ‘trigger event’, usually when the
company raises its next round, meaning a pre-money valuation for the
company is established or at a predefined date (maturity date) with an
agreed upon valuation at this date; and

A Discount rate: The convertible note tiiicalli carries a 15%-25% discount

Note:

Secondaries

Seed Series C+

A A “secondary” sale is when a shareholder (typically one of the
founders or an early employee or an early investor) of a private
company sells his or her shares to another buyer (instead of primary
capital/shares being raised/issued).

A A secondary usually (though not always) happens at later-stage
(Series B and C+) investments, when the startup has achieved
significant revenue or traction, on the way to an IPO or a
major sale. A secondary allows a founder, who has put ‘blood, sweat
and tears into the business’ to de-risk slightly and ‘take some money
off the table’.

- -30m), Series C+ (>£30m).
PUBLIC

Syndication

W 2027 W 2022 W 2023

Split by investment stage

W 2021 W 2022 W
63%

39%A40%

Seed Series A Series B Series C+

A While some VCs invest individually, many invest with other VCs as part of a
"syndicate". The syndicate includes any investor purchasing equity in the
company.

A Most syndicates have a lead investor, who will typically take the role
of negotiating the term sheet clause for the entire syndicate.

A A syndicate allows VCs to share risks, particularly in a volatile market, and
can also provide an opportunity for greater success by increased deal flow /
number of investments.
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