
 

 

 
CONVERTIBLE NOTE FINANCING IN  

[PORTFOLIO COMPANY INC.] 
 

SUMMARY OF TERMS 
 

 
Amount of Financing: [$ ], with a minimum of [$ ] to be invested at the initial closing (“Initial 

Closing”) and the remainder invested in accordance with a milestone 
schedule to be negotiated by the parties, provided no default has 
occurred under the Note. 

 
 We’ll make an initial investment up front and we’ll work together with 

you to come up with a short list of milestones that will trigger 
additional funding. We’re obsessed with execution and want well-
performing teams to have a clear path towards more funding.  

 
Type of Security: Convertible Note (the “Note”). 
 The basic idea around convertible notes is that it enables investors to 

eventually own equity in a company without having to decide on a 
valuation up front. We consider ourselves an equity investor – we’re 
comfortable with risk and want to be invested in the company’s 
upside, just like you - but with very early stage companies it can be 
difficult, time consuming, and expensive to agree on a valuation that’s 
acceptable to both sides. So we don’t worry about it – valuation is 
something you can wait to do with your next round of investors when 
your company is more mature and has a longer track record. 

 
Interest Rate: Annual interest rate of eight percent (8%), which shall accrue and be 

payable on the Maturity Date.  
 
 It’s very rare for the interest accrued from convertible debt to actually 

get paid back as cash - in most deals it just converts into equity along 
with principal investment.  We usually see rates between 6-12% in the 
market, with the biggest variable being the likelihood and proximity of 
an equity close. And if we disburse our investment in multiple parts, 
each part will only accrue interest once it is in your pocket. 

 
Term; Prepayment: Twenty-four (24) months following the date of the Initial Closing (the 

“Maturity Date”). The Note may not be prepaid without the consent of 
Factor(E).  

  
 Two years is a pretty long term for a Convertible Note (sometimes it’s 

just a couple months), but we understand that our engagement with 
companies often involves a longer timeframe than normal and we’re 
ready to roll up our sleeves and work with you for the long haul.  
Remember that our goal is to convert the debt to equity before we 
ever get to two years.  There’s more on this ‘conversion’ process 
below.  
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Convertibility: In the event the Company consummates an equity financing with 
aggregate proceeds to the Company of not less than [$] (excluding any 
indebtedness converted) (a “Qualified Financing”), then all principal and 
accrued interest under the Note shall automatically convert into the 
equity securities issued in the Qualified Financing.  The principal and 
accrued interest under the Note shall convert at the price per share of 
the equity securities issued in the Qualified Financing less a discount of 
twenty percent (20%) and on the same other terms as the other 
investors purchasing the equity securities issued in the Qualified 
Financing. 

 
 We’ll call this the “automatic conversion” scenario. As soon as you 

raise another [$ ] in equity, the money we’ve invested as debt will 
automatically convert into equity (why it’s called “convertible debt”). 
We’ll accept whatever valuation you agree to with your next investors, 
but since we’re investing at an earlier, riskier stage of the company’s 
development we’ll get a 20% discount on the share price you agree to.  
We’re happy to take whatever type of stock you issue to the next 
investors and we don’t set a valuation cap. 

 
 In the event that no Qualified Financing occurs prior to the Maturity 

Date, Factor(E) shall have the option of converting outstanding principal 
and interest into Series A Preferred Stock of the Company at a price per 
share on customary terms and based on a pre-money valuation of  
either [$ ], or the aggregate investment received by the Company to 
such date from all sources, excluding the Note proceeds, whichever is 
greater.  

 
 We’ll call this the “optional conversion” scenario, and it only matters if 

we don’t raise enough equity in two years to trigger the automatic 
conversion we just talked about.  In this case, Factor(E) has the option 
to convert on our own at a pre-determined valuation we’ll both agree 
to.  This is the back-up plan – it’s important to think through and be 
comfortable with this scenario, but it’s our goal to never get to this 
point. 

 
 
Definitive Agreement: The Notes will be issued pursuant to a definitive Note Purchase 

Agreement containing customary covenants and representations and 
warranties of the Company including representations that all 
intellectual property necessary to run the business has been transferred 
and/or is owned by, licensed to or optioned to the Company and that 
Company Founders and Management have signed Proprietary 
Information and Invention Agreements (PIIAs) with the Company.  

 
This is a reminder that the term sheet isn’t the official agreement. It’s 
a summary of the terms that are important to talk about up front, but 
everything will be written formally in our standard Note Purchase 
Agreement that our lawyers will put together. When we put together 
the official documentation it will also include a few standard 
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“representations” basically saying that the business we’re investing in 
is what you say it is – for example, that you haven’t taken bribes from 
foreign officials and that you’ve taken steps to ensure clean ownership 
of any IP developed by employees. 

 
Amendments and 
Waivers: The Notes may be amended only with the consent of the Company and 

Factor(E). 
  
 Things change, especially with a startup. If we need to make changes 

to the terms of this deal, both you and Factor(E) need to mutually 
agree on those edits. 

 
Board Position: The Company will appoint a person nominated by Factor(E) to its Board 

of Directors for a term to be determined by mutual agreement. 
 
 Board involvement is part of our hands-on approach to company 

development, and we believe that it imparts accountability and 
discipline that positively affects the long-term outlook of a company. 
We generally take a board seat as a representative of the convertible 
note investors, but may cede the seat as the company matures and 
brings on follow-on investors. 

 
Final Approval: By signing this Term Sheet, the Company acknowledges that Bridge 

Financing by Factor(E) in the Company is subject to approval of the 
investment by the Factor(E) Board of Directors; and availability of funds.  

 
Non-Binding Agreement: This Summary of Terms reflects the parties’ current understanding and 

intentions, but is completely non-binding.  The obligations of the parties 
reflected in this Summary of Terms will only become binding on the 
parties when definitive agreements have been executed by authorized 
representatives of both parties. 

 
 We’re signing this term sheet as a handshake agreement on the most 

important variables & terms, but it isn’t legally binding.  Next, both of 
our lawyers will review and do their jobs, but soon we’ll have an 
official document to sign so we can put the deal docs behind us and 
get on to the fun stuff! 

 
 
Initial Closing: January __, 2015 
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Accepted and Agreed: 
 
 

 

 
CEO 
Factor(E) 
 
Date:  ________________ 

  

 
CEO 
[Portfolio Company Inc.] 
 
Date:  _________________ 

 

                                
 


