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• What is Venture Debt?  Debt for pre-cash flow positive, VC-backed 
emerging companies, mainly in the technology, energy tech (i.e. 
cleantech) and life sciences industries. 
• From a Lender’s Perspective:  It’s a financing based on (a) the confidence that the 

lender has in a borrower’s management team, (b) the Borrower’s prospects (growth 
opportunities), and (c) further support of the Borrower’s equity backers. Collateral 
(particularly cash, accounts receivables and intellectual property) are only a part of 
the story (unlike for traditional debt).  
– Assumes that Borrower will be able to raise later equity rounds as a source of 

repayment, or that an exit event (IPO, acquisition or licensing deal) will provide 
funds for repayment. 

• From a Borrower’s/VC’s Perspective:  It’s a complement to venture capital where 
companies can borrow money and establish lines of credit even though they would 
not otherwise be creditworthy from a traditional debt perspective (based on cash 
flow). 

I.  Introduction:  The Basics 
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• What are the Advantages of Venture Debt? 
• Debt may be considerably cheaper than equity from a shareholder dilution 

perspective. 
• Venture debt providers are usually less involved than a typical VC in the 

management of the company and usually only provide strategic advice to a company. 
• Why Venture Debt May Be Attractive to VCs 
• Provides additional “runway” to cover a company’s cash needs to reach next 

milestone and higher valuation/less dilution in next equity round. 
• Administrative costs and lower returns associated with debt do not fit return profile of 

VC funds. 
• Having a third party provide debt layer rather than VCs avoids potential conflicts 

between investor/board role and lender role. 
• Eliminate potential legal risks to VCs who lend 
• Conflicting fiduciary duties as controlling shareholders or directors. 
• Threat of recharacterization of loan as equity or equitable subordination of loan in a 

later insolvency proceeding. 

I.  Introduction:  The Basics (continued) 
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• What are the Disadvantages of Venture Debt? 
• The debt comes with “strings attached” (e.g. financial covenants, negative covenants 

on M&A activity, incurring additional indebtedness, repaying outstanding debt, selling 
assets, etc.). 

• Covenants potentially give lender a “seat at the table” and protects lender from 
transaction structures that could undermine repayment of collateral position, or value 
of warrant. 

• Even though it may be cheaper than equity from a shareholder dilution perspective, 
it’s not cheap.  Taking both interest rates and warrant coverage into account, it may 
be as high as 15 - 20% per annum. 

• It’s debt!  The company has to pay it back!  Which means that the company either 
needs to have revenue and/or be able to repay the loan from the proceeds of its next 
equity round or from an exit event. 

• It’s fully secured!  And if the company doesn’t pay it back, it has to be prepared to 
lose everything.  The collateral for most venture debt transactions is either all of the 
company’s assets or certain material assets. 

I.  Introduction:  The Basics (continued) 
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 Relatively cheap source of capital 
 Extends runway off equity financing but not usually 

intended as replacement 
 Non-dilutive / minimally dilutive 
 Diligence is relatively limited 
 Can, if properly structured and timed, reduce need for 

further equity 
 Restrictive covenants on operations 
 Puts pressure on growth / additional capital raising 
 Limits use of cash 
 Puts assets at risk if default 
 Limits board / shareholder decision making 
 Can be costly, even if relatively cheap 
 Can include maintenance financial covenants 

Debt Pros & Cons vs. Equity 

PROS 

CONS 
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• Consequences of Default: 
• Lien over company assets provides lender leverage on default, but immediate 

foreclosure not often most rational course for lender 
• Restructure of loans is common, with payment moratoria, extended amortization, 

increases in interest rate and/or warrant coverage, new “success” fees, and 
conversion of portion of loan to preferred equity 

• Often results in greater or full recovery to lender (default rates in venture debt space 
are not high) 

• Lender concern for reputation among VCs and serial entrepreneurs, and impact on 
future business, limits harsh action in defaults (at least most of the time!) 

• Maximizing recovery on disposition of assets or technology.  “Friendly” foreclosure 
versus federal or state law involving proceedings. 

I.  Introduction:  The Basics (continued) 
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• Equipment Loan:  Advances for equipment purchases plus some 
percentage of related “soft costs” like embedded software, shipping, 
installation and taxes. 
• Features: 

– Draw period usually 6 to 12 months (often with some “look back” period) 
– May include some interest-only period 
– May include a lower stream rate with a “final” payment 
– Collateral may be limited to equipment financed 
– Pricing a function of debt terms and risk profile of company; lenders often require 

that company have minimum revenue ($10mm +) 
– Available to companies that have raised Series A or later from both bank and 

non-bank lenders 
 

II.  What Types of Venture Debt Financings Are 
Available? 
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• Equipment Lease:  Very similar to an equipment loan facility, except the 
transaction is structured as an operating lease where the lender/lessor 
retains ownership of the equipment 
• Features: 

– At the end of the term of the venture lease, the company has the option to either 
purchase the equipment, return the equipment or renew the lease.  Lessor may 
have put option (akin to “final payment” on equipment loan) 

– Precautionary lien in collateral is usually limited to the leased equipment 
– Often a better choice than an equipment loan if it is important for the company to 

have current equipment and there is no benefit to the company in depreciating 
the assets 

– Often more expensive than term loans if there is less collateral to pledge 

II.  What Types of Venture Debt Financings Are 
Available? (continued) 
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• “Growth Capital Line” – i.e. term loans:  Advances for any purpose (no 
purchase invoices required)  
• Features: 

– Draw periods (tranched commitment tied to milestones), repayment periods and 
interest-only periods, etc. similar to equipment loans 

– Typically collateral is a blanket lien on all assets (which may exclude IP, but less 
likely than an equipment loan) 

– Typically no financial covenants; pricing also a function of debt terms and risk 
profile of company (but typically higher than equipment loans) 

– Available to companies that have raised a seed round (rare) to Series A or B or 
later stage, from both bank and non-bank lenders 

– Specifics often depend on industry 

II.  What Types of Venture Debt Financings Are 
Available? (continued) 
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• Accounts Receivable and/or Inventory Line:  Advances based on eligible 
A/R and/or inventory.  
• Features: 

– Generally a formula-based revolving facility for a period of 12 - 24 months (which 
often may be renewed at the end of the term) 

– Typically collateral is a blanket lien on all assets (which typically excludes IP) 
– May or may not be governed by financial covenants with pricing and degree of 

control over collateral proceeds as the typical trade-offs 
– Pricing a function of debt terms and risk profile of company 
– Available to revenue-stage companies from select banks and non-bank “asset-

based” lenders 
– Typically no warrant coverage 
– Typically more expensive to document and maintain (e.g., collateral audits; more 

detailed reporting) 
 

II.  What Types of Venture Debt Financings Are 
Available? (continued) 
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BANK TERM LOAN WORKING CAPITAL VENTURE TERM LOAN 

Loan Term loan from bank Revolving, typically asset based (borrowing 
base     A/R by far most common   but recurring 

revenue  metrics becoming more popular); 
typically provided by banks but certain non-bank 

lenders offer as well 

Term loan from non-bank lender 

Size (often industry specific) $500,000 to 15mm $2mm to 15mm $1mm to 50mm 

Funding Upfront or in tranches based on milestone(s) Regular draws based on monthly asset base or 
contract-by-contract (for distressed credits) 

Upfront or in tranches based on milestone(s) 

Interest Rate 4 to 8% 3 to 7% 7 to 15% 
(may be fixed or floating) 

Total Term 24 to 52 months (interest only period + 
amortization) 

1 to 3 years 24 to 54 months 

Interest-only Period 3 to 24 months (sometimes with additional 
extensions based on achieving milestone(s)) 

Entire term is interest only 6 to 36 months 

Final Payment None to 5% (often dependent on interest rate 
and warrant coverage) 

None to 2% None to 8% (often depends on warrant 
coverage and interest rate) 

Warrant Coverage; Pricing; Term 
(% of loan funded / committed) 

0 to 6% (typically vests when funded); Strike 
price usually at last or current equity round; 

exercise period 7−10 years 

Typically none, but sometimes 2% or less 0 to 14% (often vests based on loan fundings; 
sometimes right to make equity investment) 

Collateral Unless a revolver is funded by a different entity, 
first-priority security interest in all assets other 

than IP, negative pledge on IP is most common 

First-priority security interest on all assets other 
than IP. Negative pledge on IP is most 

common.  If debt from other lender(s), first lien 
secured by the specific assets plus a certain 

amount of cash (or other debt is subordinated) 

Unless a revolver is in place, first-priority 
security interest in all assets other than IP, 

negative pledge on IP is most common. Certain 
lenders require a first-priority security interest on 

IP. 

Range of Deal Terms We See for Certain Facilities 
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BANK TERM LOAN WORKING CAPITAL VENTURE TERM LOAN 

Commitment / 
Facility Fee 

(% of amount committed) 

0.5  to 1.5% on close Up to 1.5% on close Up to 2.5% on close (but typically 1%) 

Prepayment Fee Can be zero or often tiered 3-2-1% of amount 
prepaid over the course of the 1st-2nd-3rd 

years after close 

Typically none Up to 5% in first year with lower % thereafter.  
Few lenders require prepayment of all interest 

as if loan held to maturity 

Revenue Covenant Often none; often performance-on-plan revenue 
covenant 

Often none; often performance-on-plan revenue 
covenant 

Rarely none, revenue covenant (performance-
on-plan or other) is common; EBITDA or other 

cash flow covenant rare 

Liquidity-like Covenant Equity raise requirements or minimum liquidity / 
quick asset covenants are common; minimum 

cash hold rare 

Typically none, but if term loan than often cross-
defaults to term loan covenant 

Equity raise requirements or minimum liquidity / 
quick asset covenants are common; minimum 

cash hold rare 

Non-financial covenants Depending on bank, key provisions to be 
negotiated include: MACs; additional debt, 

investment or CapEx caps; change of control; 
investor support; licensing flexibility; VC 
involvement; key employees covenant 

Depending on bank lender, key provisions to be 
negotiated include: MACs; additional debt, 

investment or CapEx caps; change of control; 
investor support; licensing flexibility; VC 
involvement; key employees covenant 

Depending on lender, key provisions to be 
negotiated include: MACs; additional debt, 

investment or CapEx caps; change of control; 
board observer requirement, licensing flexibility, 

creation of subsidiaries 

CASH IRR 4 to 9% 3 to 6% 8-16% 

All in IRR 5 to 11% 4 to 10% 9-17% 

Range of Deal Terms We See for Certain Facilities 
(continued) 
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• Who were the early players, and why? 
• How deals were originally structured. 
• Genesis of customary terms (e.g. final payments, prepayment restrictions, warrants, 

etc.). 
 

III.  Origins of Venture Debt 
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• Commercial Banks (such as Bridge Bank, City National Bank, Comerica 
Bank, Silicon Valley Bank, Square One Bank, etc.). 

• Venture Debt Lenders (such as ATEL Ventures, Fifth Street, General Electric, 
Hercules Technology, Lighthouse, Oxford Finance, Silver Lake Waterman, 
Solar Capital, TriplePoint, Western Technology Investment, etc.). 
• There are advantages and disadvantages to both types of lenders. 

– Banks – usually lower pricing, but require deposit and banking relationship.  
Regulations impose lending limits and may limit flexibility in distress situations 

– Venture lenders – usually higher pricing, but no deposit requirements  

IV.  What Types of Venture Debt Lenders Are 
There? 
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• Multi-lender syndicated loans 
• Often times company may maintain loan facilities from two lenders, e.g. bank 

revolver and venture debt fund growth capital facilities. 
• Used to not be very common, but seems to be coming back in vogue, in part due to 

larger size borrowing needs. 
• Can enable company to obtain aggregate loan commitment larger than any one 

lender’s own limit. 
• Requires negotiated intercreditor agreement. 

– Typically, each lender will have a first lien on a pool of “primary” collateral, with 
reciprocal junior liens over the other’s primary collateral 

– Control of enforcement rights post-default often heavily negotiated 

IV.  What Types of Venture Debt Lenders Are 
There? (continued) 
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• How do Venture Lenders source deals? 
• Inflow of business plans from VC relationships. 
• Repeat business from serial entrepreneurs. 
• Referrals from existing borrower companies. 
• Referrals from attorneys.  
• Cold calling. 
• Conferences. 
• Brokers. 

IV.  What Types of Venture Debt Lenders Are 
There? (continued) 
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• Lender’s Business and Legal Diligence 
• Onsite meeting with founders and management team 
• Reputation of lead VC/investors. 
• Current business plan (burn rate, revenue, cash position) and capital structure 

(number of equity rounds, composition of investor group). 
• Assessment of product/technology, and likelihood of being a disruptor in the 

proposed market.  Basically – is there a growth story? 
• UCC, tax and IP lien searches. 
• Review of company charter documents, latest round investor financing documents 

(including disclosure schedules), and material contracts with strategic partners, IP 
licensor(s) and suppliers. 

• Corporate structure – domestic and foreign subsidiaries. 
• Special considerations for LLC borrowers. 
 

IV.  What Types of Venture Debt Lenders Are 
There? (continued) 
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• Advice regarding Lender and Market 
• Active borrower’s counsel tends to see numerous venture debt deals a year from 

multiple venture debt lenders so often they are able to provide introductions to 
clients to potential lenders. 

• Borrower’s counsel must be able to provide input as to what is currently market 
with respect to pricing, warrant coverage, scope of collateral, etc. 

V.  Role of Borrower’s Counsel in Finding and 
Negotiating Venture Debt Facility 
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