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NVCA/SVB Seed Managers Workshop So you want to be a VC? June 13, 2017



Brief Bio • Jeff Clavier (@jeff)



• SoftTech VC (@softtechvc)



– French born – C/C++ & Distributed Computing – CTO at Financial Services startup in 1989 – Acquired by Reuters in 1993 – “Traditional” VC in the Valley since 2000 – One of the original ”Super Angels”, investing since 2004 – Launched one of the first microVC funds in 2007 – Board Member of the NVCA – On the Midas List 6/16/2017



– – – – – –



13 years old 194 investments 50+ exits, 1 IPO $3B+ in follow-ons $10B+ in exits HQ: San Francisco
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How we built our footprint SoftTech VC Plus Fund



($50M – 10/15 companies) Selectively invest in Series C/D of our best performing companies



10 Years Ago 2004



2007



2010



2013



2016



STVC I



STVC II



STVC III



STVC IV



STVC V



(


($15M, 65 deals) Goal: Establish “institutional” angel model By: Focusing on access as we defined investment strategy, syndicating, building brand and top dealflow $ = $100-250K 0.5X f/o reserves



($55M, 55 deals) Goal: Execute on a refined, repeatable seed strategy By: Building ownership in a select group of companies, and expanding the footprint of the firm $ = 300-500K 1.5X reserves



($85M, 42 deals) Goal: Iterate on Fund III’s model, expanding post-seed when appropriate By: Building and maintaining meaningful ownership through initial financings $ = $500K-1.2M 2X reserves



($100M, 45 deals) Goal: Replicate Fund IV’s model, with a clear focus on Seed By: Building and maintaining meaningful ownership through initial financings $ = $500K-1.5M 2X reserves



“Super-Angel”



“Super-Angel” Fund



Micro-VC Funds



Context of this session • “Most of the things I wish I had been told 10 years ago before I started raising Fund II” • There was no such thing as micro VCs, or an organized Early Stage ecosystem • By the end of today, you’ll have received a brain dump on setting up a VC fund and a number of (hopefully) useful pointers 6/16/2017
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VC Fundamentals



The VC Cycle • You raise some capital (fund size) • Invest it over some time (investment period) • According to a strategy (portfolio construction) – Number, Stage, Sector, Geography, Size/Ownership,...



• Wait for big exits for a bunch of years (10-12) • Rinse and repeat – Unless you have large early exits, no carry for 6/8 years 6/16/2017
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Basics of Fund Economics • LPs pays fund formation and marketing costs • LPs pay 2.5% in management fee yearly • LPs cover operating costs: legal, audits, taxes,... – Over 10 years, costs and fees = ~22% of the fund



• Follow-on strategy will define reserves (0%-50+%) • GPs invest 1%-5% of the Fund, and use management fees to pay for staff and expenses 6/16/2017
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Performance Expectations “The way I like to think about this is one deal returns the fund, another 3-4 deals returns it a gain, and the rest return it a third time to get to the 3x gross that a fund must hit to deliver good returns to the LPs” - Fred Wilson 6/16/2017



< That’s for a mid-size fund (unfortunately) Most LPs will expect small funds to perform better: 4X gross return is your target How do you get there?
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6/16/2017
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10X Deals?



6/16/2017
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And it’s not pretty out there Meager exit environment



6/16/2017



Tough Reality
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Fund Raising Considerations



Pre-Seed < $1M



Seed $1.5 to $3 M



• Bootstrapping/Friends and family • Pre-Seed Funds and pre-order/crowdfunded campaigns • Incubators and Accelerators (YC, Techstars, AngelPad, 500 Startups, SeedCamp)



The Funding Ecosystem



• 375+ Micro-VC Firms having raised $4B+ • Syndicates of micro-VC firms, angels and (potentially) traditional VCs • AngelList and Crowdfunding services as alternative or “fill up” opportunity



•Companies that can not raise a Series A will raise a bridge from existing investors Seed Prime •Some funds like have positioned themselves as goto leads for Seed Prime rounds $2M to $3M



Series A $5M tp $15M



Series B $10M to $30M+



Growth $20M to $100M+



• One traditional VC, with micro VCs investing pro-rata and adding strategic angels • Syndicates of micro-VCs leading smaller series A rounds • Family Offices, Strategics, Micro-VCs + Crowdfunding pools as alternative



• Another traditional VC (or two), with insiders coming in for pro-rata. Corporate VCs start showing up. • Same mix as Series A for alternatives plus the YC Continuity Fund and Strategics • Family offices and growth investors coming into Series B rounds of top performing companies • Mix of traditional/growth VCs, PE firms, hedge funds. In parallel, secondary transactions. • Alternative: direct co-investments from LPs, hedge/mutual funds, cash rich corporates • SPVs (Special Purpose Vehicles) coming in all over the place



6/16/2017
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And The Fund Raising Environment Record year for VC fund raising



6/16/2017



Seed no longer the lion share



NVCA/SVB Seed Managers Workshop



LP Investment Strategy • Follow a certain portfolio construction: specific stages, sectors, size and mix • Some will invest in first time managers, others will wait for a Fund V (seriously) • Typically invest for the long term - making multiple funds commitments (2 min) • May have min and/or max targets (e.g. $5M/10%) 6/16/2017
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Different Types of LPs • Funds of Funds: raise capital to invest in VC funds of a certain type - will do $1M to $10/20M depending on their size • Pension Funds: rarely invest in small funds because of their size ($10/25M min) • Endowments: tend to have small portfolios, some will consider first time managers – esp. alumni ($5/10M) 6/16/2017
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Different Types of LPs (2) • Foundations: depending on size/strategy, some will back first time managers ($1/10M) • Corporates: if your strategy is aligned with them, that may be possible. Decisions can be slow and don’t count on a multi-fund commitment ($1/5M) • Family Offices: best bet for first time managers and smaller funds, depending on size they will write a $500K/$20M check 6/16/2017
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Different Types of LPs (3) • VC Funds: they have been investing on/off over the last 20 years, can be an anchor depending on alignment ($1/10M) • Individuals: High Net Worth individuals will write early check to friends or kindred spirits ($100/1M) • AngeLists Syndicates: allow you to raise funds and/or SPVs from LPs on the platform 6/16/2017
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Which LPs Are Right For You? • Captain Obvious: “Whoever is aligned with your stage and strategy, and agrees to write an early check” • LPs who don’t mind being in the first close, and/or the first fund • Figuring this out is really not easy – pretty much noone wants to be the first LP to commit 6/16/2017
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How do you get in front of LPs? • Same way one gets in front of VCs: GP referrals • Your goal is to filter out incompatible LPs asap to focus on potential ones • BUT you still want to pitch LPs that may pass on Fund I but invest in Fund II • Get in front of fund advisors, placement agents, FoFs focusing on your space/stage for feedback 6/16/2017
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Which materials for your raise? • • • •



Pretty extensive deck (through DocSend ) Track record spreadsheet if you are an angel Fund financials if you are raising Fund II Extensive references (portfolio, peer and downstream investors, executives,…) • Consider using a data room (with a one-click NDA) 6/16/2017
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Solo GP or Not? • That’s how most of the initial micro-VCs got of the ground, “upgrading” super angels to VCs • Some of the most successful GPs are still solo • It feels as though LPs don’t have as much of a pushback as they used to • Size of the fund and strategy help answer the question - $10/20M per Partner is a good proxy 6/16/2017
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Do you need a Track Record? • What really matters is how you can uniquely differentiate your investment strategy and the deals you’ll attract • Track record as an angel or a VC is a proxy to future success • Some LPs will need to see some, others may not if your credentials are what they are looking for 6/16/2017
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How to differentiate? • Have a clear portfolio construction strategy: – How many deals, of which size over which period? – Do you plan to follow on in Series A? Series B?



• Have a clear “shtick” for entrepreneurs/peers: – Experience, expertise, network, track record, geo,… – Area(s) where you can add value



• Will you lead/co-lead? Take a board seat? 6/16/2017
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Which ownership are you “worth”? • The size of your fund and your portfolio construction will dictate your ownership needs – A $1B exit should return at least half of your fund



• Capital being a commodity, round construction would ideally be built based on “value add” • If you claim the lead position, and aren’t prepared or fit to take the board seat = problem 6/16/2017
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Inside Baseball



6/16/2017



NVCA/SVB Seed Managers Workshop



Reserve Planning • Why invest in follow-on rounds? – Avoid costly dilution of a position at low valuation – “Double down on winners” and increase dollars invested to maximize returns



• Planning to follow-on in one round? Reserve 40%. Two? Reserve 70% - but take into account your expected loss rate 6/16/2017
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Recycling does matter… a lot • Say you have a $50M fund, and you need to deliver a 4X gross return. About 22% will go to management fees and costs. • To produce a $200M total return, you’d need a 5.2X performance if you don’t put “fees in the ground” – 200 / (50 * (1 – 22%)) = 5.2 6/16/2017
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Recycling does matter… a lot (2) • Recycling means that you don’t distribute all proceeds back to LPs – Standard 120% recycling clause means 50% of proceeds are re-invested



• Cashflow/distribution optimization is tricky since early exits are impossible to plan for



6/16/2017
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How about that next fund? • You will raise a new Fund every 2/3 years • Your companies will be marked up after 18/24 months (or they will die - bad news fist ;-) • So you will raise Fund II on the basis of early mark-ups, being consistent with your portfolio construction and hoping LPs give you two funds • You will probably be DPI=0 at that time 6/16/2017
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So… Should you do it?



So… Should you do it? • It’s an unbelievable opportunity, but… – You need to be really good at it to succeed • And you won’t know for 10 years if you are



– It’s a weird gig that you may just not enjoy • Being a great entrepreneur is not a useful proxy • Neither is being a great angel



• And there is just a crap ton of VCs out there ;-) • So whatever you decide, please be contrarian! 6/16/2017
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Good luck!



NVCA + SVB SEED MANAGER WORKSHOP



AGENDA 2:05 | Introduction 2:25 | Fundraising Primer



 2:50 | Lessons Learned | Charles Hudson, Precursor Ventures 3:00 | Overview of Fund Formation 3:45 | Back Office 4:00 | LP Perspective 4:30 | Intro. to NVCA 4:50 | Next Wave Venture 5:00 | Q&A 5:30 | Cocktails & Networking



Precursor Fund I: Lessons Learned Charles Hudson Managing Partner, Precursor Ventures



Planning Your Fundraise Decide On a Team and Structure •



Solo GP, Multiple GPs, GPs + Associates



Be Honest About Your Personal Budget and Financial Runway •



What is your personal runway? How long can you fundraise?



Choosing Fund Formation Counsel and Back Office Support •



This is not an area where innovation is rewarded - choose wisely



Figuring Out If You’re Ready Test Your Fund Thesis and Assumptions on Friendly VCs and LPs •



Get their feedback, know the landscape before you start



•



What makes you and your team unique and special?



Understand the Potential Drawbacks of Your Model and Strategy •



Be prepared to talk through the expected issues you’ll encounter



Determine a Minimum Amount to Execute Your Strategy •



Every model and team has a minimum threshold, be honest with yourself and the team on what you need to close to execute.



Building Your LP Base How Much You Raise Has a Big Impact on Your LP Strategy •



Many institutional LPs have hard constraints on check size



•



Different fund sizes appeal to different types of LPs



Learn to Qualify LP Interest •



This is a hard skill to learn as a first-time manager, but you must learn it



Not Every LP is Right for Every Close •



Not every LP who will back you wants to be in your 1st Close



Navigating LP Interactions Some Elements of Fund Strategy are Religious •



Solo GP vs. Team Model



•



Concentrated Ownership vs. Large Portfolio



•



Generalist vs. Sector-Specific Orientation



Communicating with LPs During the Fundraising Process •



There is a difference between “no” and “not now” - this will feel weird



Please Do Not Cold Email High-Quality LPs •



The only people who like cold emails less than VCs are quality LPs



Thoughts on Closing How Do You Get LPs to Close? •



Focus on building real demand as opposed to pressure gimmicks



•



Like VCs, LPs have their own community and they also compare notes



One Close vs. Multiple Closes •



Having a first close puts you in business, but it should be a meaningful close in the context of your fund



Warehousing and Investing Before Your Close •



This can really help in some cases where you need proof points



Negotiating Your Exit (Spinning Out) Understand the Key Economic Terms •



Non-competes, key-man provisions, GP commitments, carried interest vesting, and other things that you need to resolve before leaving



Get Clarity on Your Track Record and Performance Data •



Get agreement on your track record and attribution before you leave and make sure there is agreement on the record keeping and data



Have a Plan to Deal with Legacy Portfolio Company Commitments •



Make sure there is agreement on how Board seats will be handled
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NVCA/SVB Seed Manager Workshop June 13, 2017 Overview of Fund Formation Process Steve Franklin ([email protected]) Javad Mostofizadeh ([email protected]) 2834649



Overview of Fund Structure General Partner II, L.L.C.



General Partner I, L.L.C.



Limited Limited Partners Limited Partners Limited Partners Partners



Limited Limited Partners Limited Partners Limited Partners Partners 1% Capital 20.8% Profits



1% Capital 20.8% Profits



Venture Fund I, L.P.



Portfolio Company A



Portfolio Company B



99% Capital 79.2% Profits Management Fee



Portfolio Company C



99% Capital 79.2% Profits



Management Company



Office Lease and other Assets



Employees



Management Fee



Venture Fund II, L.P.



Portfolio Company D



Portfolio Company E



Portfolio Company F



Four Phases  Pre-marketing  Marketing  Fund Formation/Closing  Post-Closing/Investing 48



Pre-Marketing 







What You Need to Do  Identify team  Ensure team has reached basic agreement on control/economics  Agree on Fund focus; identify Firm “secret sauce” or differentiation factors  Retain counsel  Secure access to track record or identify “work-arounds”  Identify data room provider  Identify firm name: Consider trademark, domain names, DE and CA name reservation What You Need to Educate Yourself On Before Speaking with Investors (more on this later…)  Market range of major Fund terms  Market range of GP/Management Co Terms  Restrictions on Marketing (General Solicitation, European Investors, Japan/Canada; “Pay to Play”)  Restrictions on Number of Investors  Regulatory/Tax Concerns Affecting You and Investors (Dodd Frank, VCOC, Tax Exempt Investors, foreign investors)  Audit Firms; Tax Firms; Outsourced Finance Function  Pay to Play Rules



49



Marketing 



What You Need to Prepare  Initially, slide deck only  Next, detailed term sheet,  Finally, possibly a PPM (although not typical for a small first-time non-institutional Fund







What You Need to Do/Remember  Multiple “practice” runs with low probability LPs  Meet as many LPs as you can: You are not just marketing Fund I; you are pre-marketing Funds II and III  Remember that terms DO matter; you are setting the foundation for the future—your Fund I terms will highly influence your Fund II and III terms.  Be thoughtful about “warehousing” investments (if any)  Ultimate goal is to confirm you have “soft circled” commitments from a sufficient number of investors to start the formation/closing process 50



Fund Formation/Closing  











Ultimate Goal: Negotiate with all “first close” investors simultaneously  This means that you must resist distributing the LPA until you have your first close investors “soft circled” Investor-Facing Document Distribution  Fund Limited Partnership Agreement  Fund Subscription Agreement  Side Letters?  Cover Letter Outlining Time-line and deadlines Time-Line: Typically 6-8 Weeks from Distribution to Close  2+ weeks for investors to comment on initial Fund LPA  1 week for GP/counsel to respond to comments and call each investor  1 week to strategize with GP, turn another draft of Fund LPA and necessary side letters  Repeat process… Internal Documents:  GP and Management Company Agreements  Obtain tax ID numbers; open bank accounts  Compliance Policies (Pay to Play; Insider Trading; Anti Money Laundering; Information Security)



51



Post-Closing/Investing  Subsequent Closings?  If Fund has not maxed out, typically you will have an additional 12 months to bring in more capital  Drawdown Mechanics  If you have, or anticipate having, significant ERISA (retirement plan) investors, then special requirements will apply to your initial capital drawdown and your initial investment.  Make sure to consult with counsel to properly structure the first investment and first capital call  Refresh Understanding of Regulatory Restrictions Impacting Investments  Now that you know your investor demographics and have an actual limited partnership agreement, refresh with counsel your understanding of regulatory and tax investment limitations including:  Dodd Frank Investment Restrictions; Filing Form ADV  Tax Exempt Investor Concerns  Foreign Investor Concerns 52



Drill Down on Selected Topics Major Fund terms GP/Management Co Terms Restrictions on Marketing / Number of Investors Regulatory/Tax Concerns Affecting You and Investors 53



Major Fund Terms 







  



Management Fee  Initial Fee (2% to 2.5%; tends to be 2.5%)  Tail-down timing and formula Carried Interest  Carry Percentage (20% base is standard)  Premium Milestone-Based Carry  What is milestone trigger (e.g., 2-3x cash on cash return; IRR based)  Is increased carry retroactive? GP Capital Commitment  Historically 1%, but 2+% is becoming more common as LPs are pushing for more “skin in the game” Distribution Waterfall  Return of Capital (European) or Deal-by-Deal (American) Keyman/Cause Considerations  Triggers  Identified Key Persons fail to devote sufficient time/attention to Fund  Identified Key Persons have engaged in certain identified “bad boy” acts  Range of Remedies: Termination/Suspension/GP Removal



54



Major Fund Terms (cont’d)  Clawback  GP Clawback (several liability or joint and several)  All-Partner Clawbacks (indemnification; M&A exit-based)  Fund Term and Extensions  Tends to be 10 year term with ability to extend for 2-3 one-year periods with Advisory Committee consent  Fund Size: Maximum and/or Minimum  Subsequent Closings  Duration  Interest Charge?  Advisory Committee: Size and Function 55



GP/Management Co Terms  GP Terms  Participants: Managing Members; Non-Managing Members; Assignees  Control: Investment Decisions; Admissions/Expulsions  Economics: Carried Interests; Capital Interests  Dilution and Accretion  Vesting: Schedule; What it means to “vest”  Management Co Terms  Participants: Members; Employees  Control: Admissions/Expulsions; Hiring/Firing  Economics: Entitlement to “residual” management fees  Dilution and Accretion  Vesting: Members tend not to vest 56



Restrictions on Marketing/Number of Investors 











Avoid General Solicitation  Avoid blog posts, tweets, Facebook posts, etc. about fund  “No comment” – decline all requests from journalists  All marketing messages/materials marked “Confidential”; control distribution  Do not respond to inquiries about Form D filing until fund has held final closing Jurisdictional Issues  Europe  AIFMD laws generally prohibit all marketing without registration  “Reverse solicitation” may be available  Each country is different, so discuss with counsel BEFORE engaging in marketing activities in Europe  Japan  Canada Number of Investors  Unless ALL of the fund’s investors are “qualified purchasers” (i.e., individuals with more than $5M in investments; others with at least $25M in investments), then the fund may not be beneficially owned by more than 100 investors  Look-through rules apply to certain investors (e.g., fund-of-funds that own at least 10%; investors formed to invest in the fund)



57



Post-Closing Regulatory/Tax Concerns 















Investment Advisers Act – “Venture Capital” Exemption  ALL funds managed by Management Company must qualify as a “Venture Capital Fund”  Common pitfalls:  20% non-qualifying investment bucket (Non-qualifying investments include secondaries, debt securities and investments in companies that are not operating businesses (including digital currency))  Limitation on leverage (15%, 120 days) Venture Capital Operating Company (“VCOC”) Compliance for ERISA Investors  Must obtain “management rights” in first investment and in general in 50% or more (valued at cost) of the fund’s investments; Can’t draw-down ERISA capital until first investment is made.  Management rights are typically embodied in a management rights letter obtained by the fund from its portfolio companies Tax Exempt Investors: UBTI Considerations  Avoid investing in businesses that are formed as pass-through entities (e.g., LLCs, partnerships)  Avoid leveraged investments (short-term leverage to bridge capital calls is generally viewed as not giving rise to UBTI) Non-US Investors: ECI Considerations  Avoid investing in businesses operating in the United States that are formed as pass-through entities (e.g., LLCs, partnerships)  Avoid investing in any business that have a significant portion of the value of their assets in the form of US real estate  Avoid engaging in originating debt (i.e., business of lending)



58



Thank You 59
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Back-Office Function June 13, 2017



Fair Warning • Back Office is this thing you will hate at times, but you need to figure out very early. • Properly done, it’s only painful a few times a year. • If you half ass it, your life will be miserable – and fixing mistakes may end up being (very) costly • You’ll be tempted to use “Uncle Joe”, your usual CPA to save a few thousand dollars. • Seriously, don’t. Trust me. 6/16/2017
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Back-Office: Fund • Manages LP interactions day-to-day: – Issue and manage capital calls, manage fund’s bank account, manage distributions of financial/tax statements and proceeds (cash/stocks) – Answer questions from LPs own finance teams



• Manages the fund’s books: – Wire investments, does portfolio accounting, liaises with GPs on valuations ups (and downs), prepares quarterly financial statements, and models for your annual meeting and fund raising campaigns NVCA/SVB Seed Managers Workshop 6/16/2017



Back-Office: Fund • Works with auditors, tax advisors, brokers and fund law firm – The MORE you prepare and front-end the audit paperwork, the less of a mad rush it is – You want auditors to work at your b/o firm’s offices, not yours



• You will outsource your back-office… until you can afford your own finance/accounting team – SoftTech still outsourcing it after 10 years, with an inside Ops Director 6/16/2017
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Back-Office: Fund • You will typically have access to an acting CFO for the strategic stuff: reserves planning, IPOs, large distributions, fund raising strategy, etc. • Your portfolio manager will be your day to day contact for portfolio and finance issues • Having the right information sharing infrastructure and workflow with your B/O firm is paramount



6/16/2017
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Back-Office: Management Co • You also need to manage the budget, payroll, insurance, prepare financials and taxes for the management company • Use the same firm as your fund(s) – even if it appears to be a bit more expensive. It’s easier when they have a global view of your resources • Carefully budget your fixed costs, and plan for legal, tax, accounting advice • Management fees step downs are tricky to manage 6/16/2017
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Annual Audit • It happens in Q1 every year, with planning in Q4 • Tedious data collection efforts: financials, cap table, investment documents (better to do it through the year) + ownership confirmations • Auditors will ask for deep dives on certain companies, for which valuations will need to be justified • Audited accounts and reports will be distributed to LPs by the end of Q1 6/16/2017
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Tax Filing • Tax work happens in Q1, using portfolio data • Type of firm to be hired: Tier 1 – expensive, National - a bit cheaper, Regional – cheaper – LPs will drive the decision, most request a Tier 1 firm



• Very important to get advice on matters like QSBS/1202, tax distribution, etc. • Work hand in hand with your back office people • LLCs need a tax return too! So does your management co 6/16/2017
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Third Party Recommendations • Back-office:



• Fund Formation:



– VMS Group – Aduro – Standish Management



– Gunderson Dettmer – Cooley



• Audit



• SoftTech Tools:



– Tier 1: PWC, KPMG, Deloitte, … – Tier 2: RSM,…



• Taxes: – Tier 1: PWC, KPMG, Deloitte, … – National: … 6/16/2017



– Deal CRM: Sevanta – Portfolio Communication & Sharing: Slack – Salesforce IQ: Contact Mgt – NewsLetter: MailChimp – Event Management: Eventbrite



NVCA/SVB Seed Managers Workshop



Good luck!



6/16/2017
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cendana capital NVCA and SVB Seed Manager Workshop June 2017



PROPRIETARY & CONFIDENTIAL



Cendana Funds Fund of Funds



Direct Investments



»



»



Cendana Capital, LP (2012 vintage) »



»



Cendana Capital II, LP (2013 vintage) »



»



»



$80MM, fund of funds



Cendana Co-Investment Fund, LP (2012 vintage) »



»



»



$50MM fund of funds



Cendana Capital III, LP (2016 vintage) »



»



$28.5MM fund of funds



Cendana Investments, LP (2013 vintage) Cendana Investments II, LP (2017 vintage) »



»



$19.1MM direct investment fund $35MM; direct investment fund



Cendana Kendall, LP (2016 vintage) »



$10MM late stage direct investments for a US family office



$160MM managed account for UTIMCO



Cendana Blackbird, LP (2017 vintage) »



$75MM managed account for a US corporate pension fund



PROPRIETARY & CONFIDENTIAL Please refer to important disclosures at the end of the presentation



CENDANA CAPITAL MANAGEMENT, LLC 73



Our investment thesis Our thesis: Smaller funds generally outperform across asset classes » We focus on the seed VC space, where we believe there is an asymmetrical risk/reward profile with higher alpha and lower beta » » » »



Downside case: full or partial return of capital at low exit values Base case: a meaningful return of the seed VC fund at modest exit values Upside case: call options on companies that may exit at substantial exit values Worst case: full capital loss, but relatively low levels of capital are at risk initially



» Two major forces have disrupted venture capital » »



Substantially less capital required to start a company and get traction Top tier VC funds became very large



» We believe the opportunity for seed VC materialized because of this disruption » »



Seed VC investing is really now early stage VC investing Harder for the larger top-tier VC funds to invest at the initial stages



PROPRIETARY & CONFIDENTIAL Please refer to important disclosures at the end of the presentation
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The Evolution of Seed VC… »



Our core investment thesis is that smaller funds outperform; but the top seed VC funds have increased in size » »



»



Is pre-seed the ‘real’ seed? » » »



»



Today, these funds invest $1MM+ to companies that have demonstrated product market fit and traction Selection bias – we look for GPs who lead their investments and seed rounds are now larger ($2MM+)



Pre-seed funds are institutionalizing the friends and family round that takes place prior to the seed round $300K to $700K in size, often with no product, no traction We believe very early stage investing requires a special skill set by the GPs » Not just accessing a strong network, nor writing a fast check » Rather, we believe GPs should have strong technical and product experience that enable them to better assess opportunities and help teams execute



Pre-seed exposure in our portfolio » »



2 of our Core portfolio managers, K9 Ventures and PivotNorth Capital, are pre-seed funds » For $500K to $1MM checks, these funds secure 15-20% ownership; both GPs are technical Mucker Capital (Core), Bolt.VC (Pilot) and Root Ventures (Pilot) also make pre-seed investments, largely through their accelerator-like activities » 7% to 8%+ ownership for $200K to $400K, intense help upfront to shape the company, followed by a larger investment at the seed stage to increase ownership to 10%+
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…and its impact on our Portfolio Construction »



Today, we have a concentrated, high conviction approach toward our portfolio construction » » »



»



Similar to what we seek in our portfolio funds, ‘ownership’ matters and ‘leading’ investments matters Core: high conviction investments where Cendana is among the top 3 largest LPs in each fund » Today, we make $10MM to $15MM+ commitments to our Core funds Pilot: smaller investments to groups that we like and want to keep an eye on, but have some questions about an element of their strategy or sector focus or geography » Pilots are limited to 10% of our fund » Up to $1MM commitment sizes



A refinement to this portfolio construction »



» »



In 2017, we created a specific pre-seed category in our portfolio, where we would very selectively consider $5MM+ commitments to new pre-seed funds » We have $5MM-$7MM commitments to K9 Ventures, Mucker Capital and PivotNorth Capital » In Q1 2017, we made a $7.5MM commitment to Notation Capital, a pre-seed VC fund in NYC Not simply a convenience of categorization; rather, a specific approach to generating alpha with funds that have a different risk/reward profile Our portfolio construction may look like the following allocation of capital: » 65% Core » 25% Pre-Seed » 10% Pilots
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Our primary filters » Filter 1: Ecosystem » » » »



Entrepreneurs: high quality, relevant experience, serendipity Co-Investors: high value-add, similar investment approach Follow-on capital: large number of local funding sources Result: San Francisco/Silicon Valley and NYC…and now Boston, Los Angeles and Beijing



» Filter 2: Portfolio Construction » » » » »



GPs who write the largest initial check and have a keen focus on ownership % Requires credibility with entrepreneur to be the lead investor Scalability of GP bandwidth forces a concentrated portfolio Substantial reserves for follow-on rounds, coupled with a disciplined framework for follow-ons Seek to recycle early proceeds so that the fund will be at least 100% invested



» Filter 3: Intangibles » » »



Discernible edges around deal flow, value-add and exits Long term vision and discipline Seek to create a long term platform for early stage VC investing
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How we diligence fund managers » Where are they located and do they lead their investments » »



Not likely to consider 2nd tier ecosystems, though some are improving If they don’t lead their investments, it may be a potential Pilot investment



» What is their discernible edge » »



How will they be positioned in the market Do they have some special network or domain expertise



» Are they focused on pre-seed / seed, or will they do initial checks at Series A » » »



We are a bit unique in focusing on purely pre-seed / seed stage funds Series A is very competitive—how will you beat Sequoia Style drift is bad



» What do the founders say; what does our network say » »



As part of our diligence, we talk to many of the founders in the portfolio We seek G2 from our existing fund managers, advisory board members, co-investors (both GPs and LPs)
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The playbook for new seed VC firms » If you can’t raise $30MM+ out of the gate, consider a demo fund » » »



A number of our GPs had single digit million funds to show they can build a portfolio Meet with institutional LPs but recognize it’s not likely they can invest in a sub $15MM fund But keep them updated at a reasonable cadence so they are more up to speed for your Fund 2



» Warm intro from an LP or GP » »



Do the research to figure out someone in the LP’s network and ask them make the intro to you Have a sense of the interest level, the motivations and check size from each LP » Are they active in VC, in seed VC » Are they using LP commitments to feed their direct investment program » Do they only write $50MM+ checks



» A slide deck and term sheet are all you initially need » » » »



The slide deck should focus on who you are, what you have accomplished, why you can execute on this The overall impression should be a unique market position and the ability to build a portfolio of great companies Portfolio construction slides are critical---LPs want to know what they are buying A summary of terms is sufficient for now; no need to draft a PPM » Don’t let an LP pass on you because of non-market terms
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The playbook for new seed VC firms (continued) » Line up your service providers » » » » »



Fund counsel: Cooley, Gunderson or Goodwin Procter; they defer fees through the final close Bank: capital call lines of credit, checking account, etc. SVB is the best. Fund administration expense is a fund expense; work with Standish, Aduro or VMS—or eShares Tax and audit: can be a regional firm like Frank Rimerman, no need for a Big Three Remember that fund expenses, like management fees, have to be ultimately repaid



» Formalize and prep your network » »



»



Having more rather than less data points is very helpful—advisory boards, founders, co-investors, etc. We call a lot of people, particularly the founders of your portfolio companies, so prep them on what LPs will ask: » how did they start working with you » how was the syndication and diligence process » how do you engage with them post investment and what value do they bring to you and your company One of the best things we can hear is that you are one of the first calls the founder makes for advice



» Be honest about the prospects of raising a first time fund » » »



It can take a long time; you may end up spending your savings You may want to raise working capital, but don’t sell a stake in your management company You may be better off working at a start up or a larger more established VC fund
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Data Overview: Smaller Funds & Firsttime Funds 464 VC Firms Manage 


$ Raised by First-time Funds on Pace for 12-year High



Distribution of 898 Active U.S.-based VC Firms by AUM at End of 2016



U.S. Venture Capital Fundraising by First-time Funds (2006-Q1 2017)
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Note: AUM unknown for 85 firms 83 Sources: NVCA 2017 Yearbook, Data Provided by PitchBook; Q1 PitchBook-NVCA Venture Monitor
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U.S. Share of Global VC Activity Declining U.S. Venture Capital Investment Dollars as a Share of Global Total (2004-2016) Share of Global VC Investment Dollars



90%



85%



81%



81%



80%



78%



76%



75% 69%



70%



70%



69%



69% 64% 56%



60%



54%



50% 40%



46%



2015



2016



36%



30% 20% 10%



44%



Though overall global VC investment has increased, the U.S. share has declined, from 85% in 2004 to 54% in 2016
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Next Wave Venture Jim Marshall Head of Emerging Manager Practice June 14, 2017



Next Wave Venture: The Unique DNA of Emerging Managers The most trusted partner amongst their portfolio companies, aligned on culture, attitude and hustle. Known for investing in and advising some of the most disruptive companies of our time. No more than 3 funds │Sub-$150M fund size │Likely no in-house CFO │Sector, stage, check size agnostic
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Emerging Managers by the Numbers The Number of Funds Raised Have Boomed the Last 5 Years…



…and Have Been Founded by Platform Entrepreneurs, Founders, or Former Legacy VC’s 16



15



300 14 250



130% Growth 200



12



10



150



8



100



6



7 5 4



4



4



Ebay



Formation8



Oracle



4



50



2 0 0 Cumulative



Last 5 Years



Battery Ventures



Microsoft



Source(s): SVB Emerging Manager Practice Proprietary Database PROPRIETARY & CONFIDENTIAL



© 2017 SVB Financial Group. All rights reserved. 90



Google



Emerging Managers by the Numbers …and are Heavily Concentrated in the Bay Area on a Dollars and Count Basis



Most Emerging Manager Funds are Sub-$25M… 200 187
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$21B worth of funds are 600+ being managed emerging by… managers across the globe, primarily focused on early stage investing



The Ecosystem



$5.4 B is being raised right now by… 120 Emerging Managers 80% are in Bay Area & NYC



Building a supportive community for Emerging Managers their key partners and portfolio companies is a primary focus.



50% of all Family Offices were formed in the last 5 Years



Family Offices



LPs



GPs Corp VCs



130% Growth



They need access and insights to EM’s and the Innovation Economy



Founders



In number of Emerging Manager Funds raised in last 5 Years © 2017 SVB Financial Group. All rights reserved.



SVB’s Emerging Manager Practice



Access to exclusive networking events Advice and guidance From fundraising to fund operations & liquidity Tailored financial services Short-term lines of credit to bridge capital calls, private lending to help offset your GP investment and other scalable banking solutions to support you and your fund. Insights and perspective.



Support for your portfolio companies Venture debt to help extend the runway between rounds A robust banking platform that grows as their needs change



Visit us at SVB.Com https://www.svb.com/private-equityventure-capital/emerging-managerpractice/



Contact Us



Thank you for attending the NVCA & SVB Seed Manager Workshop



Jim Marshall Head of Emerging Manager Practice [email protected] 650.678.8301 Tuan Pham Managing Director (SF, LA) [email protected] 617.610.5146 Daniel Dehrey Managing Director (NY) [email protected] 818.585.7494



SVB, SVB FINANCIAL GROUP, SILICON VALLEY BANK, MAKE NEXT HAPPEN NOW and the chevron device are trademarks of SVB Financial Group, used under license. Silicon Valley Bank is a member of the FDIC and the Federal Reserve System. Silicon Valley Bank is the California bank subsidiary of SVB Financial Group (Nasdaq: SIVB).
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