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Introduction

A term sheet is a pivotal document in the
4 investment process, delineating the essential

' I 'erm ° cO terms and conditions of a prospective
' ’I investment deal between investors and

startups. Grasping the fundamentals of a

term sheet is paramount for both investors
and founders to negotiate equitable and
advantageous terms. In this article, we will
delve into the core components of a term
sheet, including various rights and provisions

that shape the investment agreement.

Overview of a Term Sheet

Serving as a blueprint for the investment deal, a term sheet encapsulates crucial aspects such as
valuation, investment amount, investor rights, and exit strategies.

While non-binding, a term sheet articulates the intentions of both parties and sets the groundwork
for further negotiations.

Key Components of a Term Sheet

a. Valuation

Determines the startup's worth and the percentage of equity the investor will acquire in exchange
for the investment. Methods include pre-money valuation, post-money valuation, and valuation caps
for convertible notes or SAFE agreements.

b. Investment Amount

Specifies the capital infusion committed by the investor, possibly detailing tranches or installments
based on milestones or timelines.

c. Investor Rights

Encompass a range of privileges and protections, including pre-emptive rights, exit rights, drag-
along and tag-along rights, inspection rights, and information rights. These rights safeguard the
investor's interests and ensure their involvement in key decisions and access to pertinent
information.
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d. Liquidation Preferences

Dictate the order of proceeds distribution in a liquidity event, favoring preferred
shareholders over common shareholders. Preference mechanisms ensure that investors
recoup their investment amount before other shareholders.

e. Vesting Schedule

Outlines the timeline for founders and key employees to earn ownership rights to their
shares, promoting long-term commitment and alignment of interests.

f. Anti-Dilution Protection

Shields investors from equity dilution in subsequent financing rounds at lower valuations,
with mechanisms like full ratchet and weighted average.

Additional Provisions
a. No-Shop Clause

Prevents the startup from soliciting or negotiating with other potential investors for a
specified period, ensuring exclusivity for the current investor.

b. Walkaway Charges

Imposes penalties on the startup if the deal falls through due to reasons within their control,
incentivizing commitment and seriousness in negotiations.

c. Transaction Processing Fees

Covers the costs associated with legal, administrative, and regulatory processes involved in
finalizing the investment deal.

d. Due Diligence Expenses

Reimbursement for expenses incurred in conducting due diligence on the startup's financial,
legal, and operational aspects. %
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Conclusion

Comprehending the nuances of a term sheet empowers investors and founders to
navigate the investment landscape adeptly. By understanding the core components,
including various rights and provisions, stakeholders can negotiate favorable terms,
mitigate risks, and forge mutually beneficial partnerships. Ultimately, a well-crafted
term sheet serves as the cornerstone for a successful investment deal, fostering trust
and collaboration between investors and startups.
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