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Key takeaways

We are facing a sustained inflationary
trend in the EU.

Decreasing valuations due to rising interest 
rates.

Falling prices of listed technology
stocks.

Growing uncertainty due to current
geopolitical climate.

Propagation of the downturn to private equity 
through crossover funds.

The dry powder of VC and VD funds 
has reached an all-time high.

VCs prefer to reserve cash to support their 
existing portfolios.

VD becomes even more relevant for increasing 
runway during a downturn.

https://www.klymb.co
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Macroeconomic reasons 
behind the current downturn  
in the VC market

FOCUS

During Covid, governments launched massive fiscal and 
budgetary stimulus packages that flooded the economy 
with capital.

Covid created bottlenecks in production and delivery 
chains.

The development of protectionist measures adds to the 
disorganization of historical production chains.

The war in Ukraine has increased energy prices and added 
uncertainty to the markets.

Inflation has been increasing 
steeply since early 2022 in the 
US, and subsequently in the 
UK and in the EU.

Macrotrends

https://www.klymb.co
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Macrotrends

$ 1.9TR

Total size of the post-Covid
stimulus plan initiated by the
US, which many observers 
consider to be oversized.

In 2022, 1,443 harmful measures  
in international trade regulation 
were taken in the world vs only  
385 measures of liberalization. 

In 2021, Russia supplied 40% 
of Europe’s gas. Stopping 
deliveries will continue to feed 
Europe’s inflation.

40%

385
1,443

(1)  Brookings, (2021), The macroeconomic implications of Biden’s $1.9 trillion fiscal package.

(2)  Globaltradealert.org, 2022.

(3)  The Economist, (2022), How Europe plans to cope as Russia cuts off the gas.

VS

https://www.klymb.co
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Macrotrends

A drop in VC-backed public 
company capitalization 

The BVP Emerging Cloud Index is a stock index 
built by the VC fund Bessemer Venture Partners. 
It aims to track the performance of emerging 
publicly traded companies that provide cloud 
software services to their customers (e.g., 
Salesforce, Adobe, Snowflake, Shopify, DocuSign, 
Dropbox, etc.). It can be described as a « Nasdaq 
sub-index», which isolates the capitalizations 
of SaaS-like companies. While Nasdaq, after a 
steep drop partially recovered, this index did not. 
It is a good proxy to identify market downturns 
and their future impact on the private equity 
market since it is composed almost exclusively 
of previously VC-backed companies and a lot of 
crossover funds are investing on it.

https://www.klymb.co
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Macrotrends

Available dry powder 
level remains high

25
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(1)  Pitchbook, (2022), European Venture Trends in 5 charts.

https://www.klymb.co
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Impact on public markets and 
transition to private equity.

FOCUS

Listed technology stocks have seen their prices fall drastically.

Crossover hedge funds (i.e., funds investing in both public 
equities and private companies) have multiplied. The reversal  
in public technology stock prices has created imbalances in  
their portfolios, even affecting investment in their private 
companies’ stakes.

The dry powder of VC funds has reached an all time high but 
rising interest rates are making GPs more cautious and leading 
them to deploy capital more slowly.

VCs are anticipating that 
it will be more difficult to 
raise their next fund and 
prefer to reserve cash for 
their existing portfolio.

Macrotrends

https://www.klymb.co
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Macrotrends

-22.4%

$22BN

The Nasdaq composite lost 
22.4% in Q2 2022, its worst 
performance since 2008.

In May 2022, the $20bn Tiger 
Global crossover fund announced 
a two-thirds valuation loss due to 
the fall in listed technology stocks.

Dry powder of VC European funds 
is in line with the trend from 2021 
at H1 2022 with €12.3bn raised i.e., 
50% of the total amount raised in 
2021 (€24.8bn).

$24.8
BN

$12.3
BN

(1)  TechCrunch, (2022), Tiger Global to slow startup investments two quarters, eyes new fund later this year.

(2)  Pitchbook, (2022), European Venture Trends in 5 charts.

(3)  CNBC, (2022), S&P 500 posts worst first half since 1970, Nasdaq falls more than 1% to end the quarter.

2021

In Q2 2022

In May 2022

2022VS

https://www.klymb.co
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What does it mean for  
private tech companies?

FOCUS

Rising rates lower the present value of technology companies 
and increase cost of capital due to uncertainty about their 
long-term performance prospects.

Tech sector concentration propagates the effects of the 
downturn. This mechanism goes through the sales channel. 
Profitable tech companies (for instance, those operating in 
payment services or cloud) sell to their unprofitable peers and 
experience a downturn in sales.

Capital tends to be redirected to the most efficient companies 
(i.e., those that manage to grow while containing their cash 
burn). They raise largest amounts at undiminished valuations.

Raising equity is becoming 
more difficult and time 
consuming while profitability 
is becoming more important 
than growth when it comes to 
attracting capital

Macrotrends

Sequoia, (2022), Adapting to endure.

https://www.klymb.co
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Are we heading to  
a new tech busting bubble?

The VC industry appears more institutionalized 
and the tech scene is much more mature than 
it was in 2000. In particular, the European and 
Asian VC markets are more developed and 
professionalized than 20 years ago.

Scale ups that have raised large amounts of 
money during the cheap capital period have a 
sufficiently long runway . They also reflect a more 
mature VC industry, which had reached late stage 
size before the downturn.

There is still room for disruptive innovations, 
and therefore attractive projects for both VCs 
and their LPs. This is particularly true for deep 
tech, which is not dependent on the economic 
climate. For less technology intensive sectors, the 
remaining high penetration rate of digital devices 
shows that "software is still eating the world!".

Macrotrends

The Economist, (2022), Venture capital reckoning.

https://www.klymb.co


15

0
1. T

h
e d

a
w

n
 o

f ven
ture d

eb
t

A rising asset  
class in Europe

The dry powder of venture debt funds has also 
reached an all-time high in Europe.

As the average ticket in equity fundraising has 
fallen, the proportion of debt top-ups in equity 
rounds has increased to complement funding and 
reach sufficient investment size.

Venture debt allows companies to protect 
themselves against down rounds in the current 
environment of declining valuations.

Venture debt relieves venture capital funds from 
focusing on supporting their existing portfolio.

There is now a deep market of several thousands 
post series A scale ups in the EU that are 
potentially eligible for these loans.

The dawn of venture debt

Sifted, (2022), Read Balderton’s email to portfolio CEOs about tech slowdown.

+

https://www.klymb.co
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Key takeaways

Two historical players in venture debt:
specialized banks and VD funds.

Banks are regulated entities that are
more risk averse than funds.

In the EU, stricter banking regulation 
leaves no room for banks to do VD.

The European VD fund ecosystem is
getting deeper.

Two main target companies for VL:
companies with recurring revenues,
deep tech generating revenues from IP.

Companies of all maturities (prerevenue,
late-stage) are eligible for venture debt.

Venture debt funds are maximizing their 
returns by leveraging several levers.

Venture debt funds generally have
opportunistic and generalist asset
investment themes.

https://www.klymb.co
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What does it mean for  
private tech companies?

A brief history of venture debt

Gornall, W., Strebulaev, I., A., (2015), “The Economic Impact of Venture Capital: Evidence from Public Companies”, Working Paper No. 3362.

OCTOBER

The development of the venture debt market is 
closely linked to the venture capital industry which 
has a longer history in the US compared to Europe, 
starting in the 1960s on the West Coast.

Until 1979, the "Prudent Man Rule" governed the 
ERISA Act Employee Retirement Income Security 
Act ) enacted in 1974. The ERISA Act set the rules 
for pension funds to invest in unlisted companies 
(private equity) and institutional investors were 
very limited in their ability to allocate funds to 
unlisted companies.

A revision of the ERISA Act was promoted in 1979 
and allowed them to invest up to 10% of their 
funds in privately owned companies, this was the 
legislative catalyst that contributed considerably 
to the growth of the American venture capital 
industry.

Following the 1979 reform, venture capital grew 
exponentially. On a sample of 1,339
firms founded since 1974 and subsequently listed 
on the stock market, 42% had received prior 
venture capital financing. These companies 
accounted for 63% of the sample’s market 
capitalization and 85% of its R&D expenditures.

https://www.klymb.co
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A brief history of venture debt

OCTOBER

In the wake of the venture capital industry taking 
off, venture debt developed, first in the 1970s in 
the form of venture leasing for equipment related 
to the semiconductor industry in California, then 
for life science companies.

In the 1980s, Silicon Valley Bank began to develop 
the first ventures loans in order to avoid start ups 
going into new equity rounds too early by diluting 
themselves as soon as they needed funds.

Banking regulations limited the development 
of banks in this market and specialized and less 
regulated funds quickly took over.

In Europe and Israel, the first venture debt fund 
to be established was Kreos Capital in 1998 
(originally known as European Venture Partners 
or EVP). As European banking regulation is much 
stricter than in the US, the European venture debt 
market is characterized by the absence of  
a banking player.

What does it mean for  
private tech companies?

https://www.klymb.co


20

0
2

. T
h

e ven
ture d

eb
t eco

system

1979
1974

1974

Timeline

The birth of 
venture capital ERISA Act

Reform of  
the ERISA act

The birth of 
venture debt

Venture debt 
arrives in Europe

1980s

1998

Beginning of VC in
California, first in  
the form of venture
leasing to finance
equipment.

The ERISA Act regulates the 
rules for allocating
pension funds to
private equity, initially  
in a conservative manner
(i.e., “prudent man
rule”).

Institutional investors
were authorized to
invest up to 10% of
their total assets in
private equity
resulting in a VC
boom (especially  
in California).

Silicon Valley Bank 
launched the first 
venture debt fund 
in its modern form

Kreos Capital’s arrival in 
London marks the beginning 
of venture debt in Europe.

https://www.klymb.co
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Two main categories  
of investors

The venture debt industry can be divided 
into two categories:

• Banks which established a venture 
debt arm

• Specialized investment funds

 There are several types of specialized 
investment funds:

• Pure player venture debt funds,
• Generalist asset management funds with 

occasional investments in venture debt,
• Venture lessors,
• Private debt funds that invest in  

high-growth companies with negative 
EBITDA on an opportunistic basis,

• Alternative investment funds.

Investors

https://www.klymb.co


Bank & Investment funds

Investment 
funds

Venture
lessors

Generalist AM
with occasional VD
investments

Alternative
asset managers

Private  
debt funds

Venture
debt funds

>  Traditional banks with 
a venture debt arm

> Specialized banks

Banks
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*the examples above are taken from the US ecosystem

https://www.klymb.co
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Two natural targets 
    for venture debt

According to the maturity of the company (i.e., generally defined by the 
financing round). Venture debt is directed to both pre-revenue and late-
stage companies.

According to the business model with two main targets for venture debt:
• Deep tech companies with an IP licensing companies (deep tech), mostly in 

Life science (with revenues from patent licensing)
• Recurring revenues companies, mainly SaaS

IP licensing and recurring 
revenue companies

https://www.klymb.co
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Natural targets
 for venture debt

Funds are generalists in the 
choice of verticals in which they 
invest, provided they invest in 
targets with recurring revenues 
or IP licensing technology-
intensive companies.

Business model

M
a

tu
ri

ty

Recurring revenue

Pre-revenue

IP licensing

Late-stage

Mostly SaaS companies

Seed to Series A 
(included)

Mostly Life Science

Series A to IPO

https://www.klymb.co
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Banks vs Funds
Specialized investment funds generally have broader investment theses than banks and have 
a higher risk appetite since they are less strictly regulated. They usually invest larger amounts 
with more aggressive warrants to increase the return for their LPs and raise their next vehicle.

Specialized banks Investment funds

• Recurring revenues (easier to project)
• Sticky product (low churn)
• Deep market (preferably global and not fragmented)
• Sustainable balance sheet structure
• High probability to reach next equity round

• Recurring revenues + IP
• Sticky product (low churn) + Revenues from licensing + 

Ready for market launch
• Deep market (preferably global and not fragmented)
• Stronger acceptance of previous debt
• More comfortable with a more uncertain new equity round

Moderate
(due to regulation requirements)

High
(due to competition between funds)

Capital reserved requirement
(A distressed loan obliges the bank to downgrade 
its rating and increase capital)

• Report to their LPs
• AIFMD Directive (or Directive 2011/61/EU) and UCITS 

Directive (or Directive 2009/65/EC)

• Smaller loan size
• More financial covenants
• Shorter interest-only period
• Less aggressive warrants on average

• Larger loan size
• Less or no financial covenants
• Long interest-only period (6-18 months)
• Aggressive warrants to increase loan return

Preferred 
investment 
theses

Risk appetite

Associated 
regulation

Deal 
structuration

https://www.klymb.co
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Key takeaways

3 types of loans: Asset-backed,  
Revenue-backed, Equity-backed.

When Asset-backed, VD takes tangibles or 
intangibles as collateral.

The financing of intangibles is called  
Royalty-based finance.

When revenue-backed (also called RBF or 
ARR financing), VD uses predictable future 
revenues as collateral.

VD is not suitable for bootstrapped firms as  
they are not equity-backed.

The ability to reach the next equity round is key 
to raising VD.

VD is suitable for the entire funding continuum 
(Early-stage + Late-stage).

IP licensing companies are good targets for VD.

https://www.klymb.co
https://www.klymb.co
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A typology according  
to the collateral

Financial theory often classifies loans according to the type of collateral and define three broad 
categories:

• Asset-backed loans which uses tangible or intengible assets as collateral. They usually use IP 
as a collateral and are also called Royalty-based loans.

• Revenue-backed loans (also called RBF or ARR financing) use predictable future revenues as 
collateral. They are primarly used to finance SaaS companies.

• Equity-backed loans, the historical form of venture debt, rely on the degree of support from 
the equity sponsor (a VC fund) as well as the ability to raise the next equity round.

A typology 
    of loans FOCUS

Those three types of backed 
loans can be considered 
venture debt.

https://www.klymb.co
https://www.klymb.co
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Loan mapping 
 by collateral type

CollateralType of loan Type of investor Financial product

V
e

n
tu

re
 d

e
b

t

Tangible assets  
(Inventory, equipment, etc.)

Traditional banks Corporate loans, leasing, 
credit revolving

Intangible asset (IP rights) Venture debt funds Royalty-based loans

Recurring revenues • Venture debt funds
• ARR financers

ARR loans

• Current equity investors
• Capacity to reach next 

equity round

• Venture debt funds
• Specialized banks

Venture debt

Asset-backed

Revenue-backed

Equity-backed

https://www.klymb.co
https://www.klymb.co
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A material 
 comparison of loans

Revenue-based 
financing

Working capital 
 financing

Equipment 
financing

Royalty-based 
financing (IP)

Late-stage

Late-stage

Pre-revenue

Pre-revenue

R
e

cu
rr

in
g

 r
e

v
e

n
u

e
IP

 li
ce

n
si

n
g

https://www.klymb.co
https://www.klymb.co
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Focus on 
 bootstrapped companies

Not suitable 
for venture debt

Bootstrapped companies are not good targets for venture debt.

These are high-growth companies that have managed to develop through 
their own means, without relying on VC funding.

However, venture debt funds make their allocation conditional on the tacit 
insurance of the support of an equity sponsor, capable, for example, of 
recapitalizing the company in the event of distress during the amortization 
of the loan.

https://www.klymb.co
https://www.klymb.co
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Investors criteria

What do investors 
look at first?

Venture investors focus on different criteria when 
choosing their targets depending on whether they 
are recurring revenue companies or IP licensing 
ones:

• In the case of recurring revenue companies 
(mainly SaaS), the main criteria investors look 
at will be the amount of recurring revenues 
(measured by the ARR), the stickiness of the 
product (measured by churn), the mission 
critical nature of the product, i.e., its degree 
of usefulness (no easy substitutability, risk 
of turning obsolete), a sustainable balance 
sheet (i.e., limited indebtedness, ideally 
unsecured)

• For IP licensing companies (deep tech), what 
matters is their ability to generate revenues 
from their patents. The fact that the project 
is close to commercial launch (e.g., a drug 
in phase IV of the FDA), or expressions of 
interest from industry leaders for a buyout 
can also facilitate a VD transaction.

For all targets, it remains necessary to have raised 
equity from VCs, which excludes bootstrapped 
companies.

https://www.klymb.co
https://www.klymb.co


Predominantly 
recurring revenue in 
the revenue-mix

Generating revenues 
from IP rights

A sticky and “mission 
critical” product

Being ready for 
commercial launch

A sustainable balance 
sheet (having little debt, 
mostly unsecured)

Buy-out interest from 
industry leaders

Recurring revenue  
companies

IP licensing 
companies

Being VC-backed 
(regardless of the 
series of funding)
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Traditional loans 
    vs Venture debt

Fundamental differences

To differentiate between traditional loans and 
venture debt, one can take several criteria:

• In terms of target, traditional loans target 
profitable companies, while venture debt  
is «trading profit for growth».

• Unlike traditional loans, where all covenants 
and ratios are based on the EBITDA, venture 
debt focus on two elements: (i) organic 
growth, gross margin (very high with  
non-rival intangibles) and churn, which shows 
the stickiness of the product, (ii) existing debt 
(limited amount of debt + existing debt should 
preferably be unsecured so that the venture 
lender can be senior over other classes of 

creditors)Traditional loans take tangible 
assets as collateral, whose value is more 
easily recoverable and assessable (original 
value + depreciation coefficient) while 
venture debt are taking intangible assets as a 
collateral (VC support, predictable revenues 
and IP).

• Finally, the traditional loan is part of a long-
term relationship with the borrower (RCF) 
whereas the venture debt, although it can 
lead to refinancing, is a shorter-term product 
limiting the duration of the relationship.

https://www.klymb.co
https://www.klymb.co
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Traditional loans vs Venture debt

Traditional loanType of loan Venture debt

Profitable companies 
(EBITDA >0)

EBITDA-centric ratios

Working capital

Tangible assets

Long term

• Pre-revenue/Late-stage ventures
• Recurring revenue companies/Life science

• ARR
• Gross margin
• Churn rate + Upsell/Downsell
• Total indebtedness

Growth (scaling-up, acquisition, international 
expansion, hiring, equipment, etc.)

VC-backed, predictable revenues

Shorter term

Target 
company

Ratios

Funding 
purpose

Collateral

Relations 
with investors

Fundamental differences

https://www.klymb.co
https://www.klymb.co
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Key takeaways

Venture debt provides strategic and 
operational advantages to founders.

The strategic advantages are non-dilution, 
flexibility of terms, increased valuation at 
the next equity round.

Operational benefits include runway extension, 
flexibility of terms, quick allocation of funds.

 To get funded, a venture debt candidate must 
be VC-backed.

Venture debt are designed to allow maximum 
deferral of payments.

Deferring payments allows the borrower 
to focus on growth at the beginning of the 
amortization period.

Royalty-based financing focuses on the revenue 
generating capacity of the IP rights.

Revenue-based financing focuses on the 
predictability of the revenues and its potential 
growth.

https://www.klymb.co


Benefits of 
venture debt 
for founders

Increase valuation at 
the next equity round 
(venture debt is capital 
expansion)

Highly flexible terms 
(e.g., split the loan in facilities)

Fast access to funds 
(<12 weeks)

Avoids down rounds

Extends runway

Easier to obtain 
compared to a bank loan

Raise a significant 
amount (up to 2x the ARR)

No board seats or 
loss of control

Almost no dilution

Benefits for company 39
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Average deal timeline

Collection of 
information

Fundamental 
analysis

Teasing of 
the funds

Shortlisting 
the interested funds

Pitching & 
negociation

Fund selection

Due-diligence 
and closing

Week 1    Week 2    Week 3    Week 4    Week 5    Week 6    Week 7    Week 8    Week 9    Week 10    Week 11    Week 12

Start End

https://www.klymb.co
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How venture 
    debt works

Classic loan calibration

Venture debt is arranged to defer repayment in 
order to preserve the company’s short-term cash 
flow to help it focus on its growth.

This is done by providing for an interest-only 
period.

The full amount of the loan is committed at the 
beginning of the investment period, but it is often 
split into facilities to reduce the debt burden for 
the company and to cover for the lender the 
uncertainty on the companies future results. This 
is achieved by conditioning the facilities to the 

achievement of milestones (target ARR, equity 
fundraising…).
During the interest-only period, the borrower uses 
the cash extension of the loan to focus on growth, 
which theoretically increases the company’s 
valuation.

When the principal amortization period begins, 
there will likely be additional cash flow generated 
from the growth phase (J-curve), which is also 
expected to allow the long-term sustainability of 
the loan.

+

https://www.klymb.co
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In
vestm

ent phase
Additional cash flow from the investment phase

Impact on valuation

A virtuous process that creates value 
(…if everything goes well)

Cashflow
variation

Interest-only 
period

Amortization
period

F
a

ci
li

ty
 d

ra
w

d
o

w
n

J-Curve

TimeY0 Y1 Y2 Y3 Y4

https://www.klymb.co
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Impact on valuation
A virtuous process that creates value 
(…if everything goes well)

When venture debt is raised to bridge to the next equity round, it extends the runway which helps postpone that 
next liquidity event. The business keeps growing and ultimately the company’s valuation at the next round increases, 
preserving current stakeholders’ ownership. 

This obviously assumes that the loan has been well allocated to fuel organic growth (equipment purchases, 
acquisitions, international expansion, investment in sales teams, etc.).
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Venture debt 
raised

Valuation
upside

Runway
extension

Equity +  
Venture debt

Equity  
Funding only

TimeSeries B’Series BSeries ASeed

1
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Key takeaways

The main clauses focus on Pricing, 
Amortization, Control & Covenants.

Price clauses (interest rates, warrants, fees) 
primarily impact the cost of the loan.

Amortization clauses (drawdown, I/O period) 
primarily impact the cash runway.

Control clauses (positive/negative covenants) 
place ex-ante limits on the borrower’s actions.

Venture debt include an I/O period to allow the 
company to focus on growth.

Venture debt are divided into facilities, which 
can be drawn on a deferred basis.

Warrants allow the lender to increase the return 
of the loan by being able to acquire future 
shares of the borrower.

The MAC clause is crucial and gives the lender 
the power to shun an investment.

https://www.klymb.co
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01. 02. 03.

Three main categories of terms

Amortization termsPrice terms
Control terms 
& Covenants

Interest rate

Warrants

Arrangement fees

Prepayment penalties

Final fees

Drawdown period

Interest-only period

Positive covenants

Negative covenants
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Price terms
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Interest rate

Key parameters

Most venture debt rates are floating.

A floating interest rate is usually a fixed rate augmented by a benchmark interest rate. It 
puts the risk of rate fluctuations on the borrower, while a fixed rate puts this risk on the 
lender.

The spread is the difference that is set above a benchmark interest rate (expressed in 
percentage).

The reference rate in the US for venture debt is usually the Prime rate (i.e., the rate at 
which banks lend to well-rated, low-risk companies) while in Europe lenders tend to index 
their loans on the Libor or the Euribor.

The floating rate can either be fixed on drawdown of each facilities or adjustable over the 
course of each facility monthly repayment.

To limit uncertainty for the company, a variation cap can be negotiated to introduce a limit 
to how high the floating rate can evolve. It is also recommended to avoid adjustable rates.

Key concepts

Floating rate

Spread

Libor/Euribor

Variation cap

1

2

3

4
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Interest rate

How it works

L
o

a
n

 r
a

te

Time

Cap

Spread

Maximum 
interest rate 
point

Euribor
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Interest rate

Interests at stake

Borrower’s perspective Lender’s perspective

Lower the rate by being prepared to defend the strengths 
of the business with credible responses to its weaknesses in 
order to reduce the borrower’s perceived idiosyncratic risk. 

Negotiate the introduction of a variable cap on the reference 
rate + spread and keep it as low as possible, especially in an 
uncertain environment.

Introduce a high interest rate to increase its return. Choose 
a floating rate in order to shift the risk of rate changes to 
the borrower. 

The choice of the reference rate is key for the lender (Prime 
rate or Libor/Euribor).

It is in the lender’s interest to refuse the introduction of a cap 
on the reference rate + spread or to set it at a high level.

VS

Interest rate

Decrease

Decrease

Increase

Increase

Introduce a variable cap

Yes No

Variable cap

https://www.klymb.co
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Warrants

Key parameters

A warrant is a financial instrument similar to an option that allows its holder to acquire the 
borrower’s shares in the future at a predetermined conditional exercise price (the strike 
price). It is one of the most critical clauses in a venture debt agreement.

The warrant is expressed either as a percentage of the amount of the loan (i.e., “warrant 
coverage”), or directly in value, or as a percentage (usually in basis point where 100 basis 
points = 1%) of the fully diluted ownership.

The more early-stage the borrower, the higher the percentage associated with the 
requested warrant, due to the greater uncertainty carried by the borrowers.

The warrant is often balanced against the financial covenants. A later-stage company 
may agree to increase the requirements on the financial covenants in order to reduce or 
even get rid of the warrant.

Venture debt funds prefer to hold warrants to increase their return rather than focus on 
covenant while banks prefer to tighten the conditions on covenants since they are more risk 
averse.

Key concepts

Strike price

Basis point

Warrant coverage

Fully-diluted 
ownership

1

2

3

4
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Warrants

How it works

A fund lends €20m in 2 facilities of €10m with a 
warrant coverage of 10%.This means that the value 
of the warrant is €2m.

The exercise price is set at the price of the stock 
observed at the last round of financing, i.e., €1 
per share.

At the time of the exercise of the warrants, the 
borrower’s valuation has doubled (the borrower’s 
stock is therefore trading at €2 at the time of the 
exercise). The value captured by the fund from the 
warrants is therefore €4m at the time of exercise.

If the exercise price is set on the previous round 
valuation, the number of shares granted to the VD 
fund would be twice what it would get if the next 
round valuation was used instead.

Business case

V
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EV EV

TimeNew equity
round

Venture debt
invested

Amortization period
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Warrants

Interests at stake

Borrower’s perspective Lender’s perspective

The more early-stage and risky the company is, the more the 
warrant’s value will increase. Therefore, the borrower needs 
to reduce its perceived risk by the funds.

The borrower’s interest is to attach the warrant to common 
stock to limit its future dilution in the event of a future 
negative valuation event.

The borrower has an interest in setting the strike price at the 
next round, as the valuation should be higher.
It is in the borrower’s interest to reduce the maturity of the 
warrants, if no valuation floor has been set. Otherwise, it is 
in his interest to increase that maturity to avoid an exercise 
of the warrant at the valuation floor.

The lender might reduce the warrants if the borrower 
is perceived as less risky and more late-stage. They will 
however ask for a tightening of the financial covenants 
in compensation as they allow for better a control of the 
borrower.

Investment funds want to attach warrants to preferred 
shares in order to benefit from their anti-dilution provisions 
(i.e., devaluation of the securities in case of a future down 
round).

It is in the lender’s interest to set the strike price at the 
previous valuation event (e.g., equity round, convertible 
note…) since they anticipate the next equity round to be at a 
higher valuation.

The lender’s tries to extend the maturity of the warrant if 
the next liquidity event is delayed except if a valuation floor 
has been negotiated.

VS

Value of the warrant

Lower the value

Yes

Yes

Increase the value

No

No

Attach warrants to 
preferred share

No Yes

Set the strike price at the 
next round valuation

Reduce the maturity of the 
warrant when no valuation floor
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One-time fees

Key parameters

Lenders usually charge one-time fees.

These fees cover a portion of the funds’ management costs and detach the payment 
of these fees from the return on the loan. When it is set to be paid upfront it is called an 
arrangement fee and when it is set at the end of the amortization period it is called an 
end-of-term fee.

These fees are also present in traditional loan contracts for more mature companies.

They are expressed as a percentage of the total loan amount. And are usually set 
between 0.25% and 1% depending on the development stage of the company and its 
idiosyncratic risk. 

These fees increase the Internal Rate of Return of the loan for the fund and directly 
affect the borrower’s cash flow.

Key concepts

Arrangement / 
End-of-term fees

Management costs

Internal Rate 
of Return

Idiosyncratic risk

1

2

3

4
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One-time fees

How it works

Loan cash 
balance

Y0 Y1 Y2 Y3 Y4

Interest-only 
period

Arrangement fees

End-of-term fees

Amortization
period
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Time

J-Curve

In
vestm

ent phase
Additional cash flow from the investment phase
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One-time fees

Interests at stake

Borrower’s perspective Lender’s perspective

The borrower should try to limit one-time fees since it 
destroys cash, especially at the beginning of the investment 
period, when it would be better used for growth and the 
long-term sustainability of the company, thus increasing 
its valuation.

It is in the borrower’s interest to attach the payment of these 
fees to each facilities drawn down if the loan is structured 
in multiple facilities.

If the borrower wishes to lower the rate, he can put forward 
that the Internal Rate of Return offered by 
the lender is higher than the market practice.

Arrangement (as well as end-of-term fees) are a way for 
lenders to increase the IRR of the loan and to directly earn 
more. It remains a market practice, but the amount can be 
negotiated. 

It is in the lender’s interest to ge the one-time fees to be 
calculated on the total amount commited instead of being 
attached to each facility on drawdown.

VS

Arrangement fees

Decrease

Decrease

Yes

Increase

Increase

No

End-of-term fees

Attach the fees to each facilities
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Prepayment penalties

Key parameters

Lenders do not necessarily have an interest in a loan being paid off early without the 
interest because they have expended energy during the due-diligence, may have made 
an effort on certain terms to win the mandate during the competitive auction, and are 
seeing a reduction in the potential return one the loan which will negatively impact the 
performance of the fund since some of them are legally compeled by their LPs to return 
the money once it has been paid back. They will also lose negociation leverage to be the 
one to refinance the company later on.

Prepayments are rare but are more common when equity is cheap because borrowers 
have a better chance of raising funds in shorter intervals and thus mobilizing this 
incoming cash to liquidate all or part of their previous loans.

The most common structure to calibrate this type of clause is called “3-2-1”, i.e., if the 
loan is repaid in the first year, a 3% penalty is applied to the loan balance (2% if repaid in 
the second year and 1% in the third year). Remember that a venture debt contract has an 
average duration of 36 to 48 months.

This clause acts as a retention lever for the lender but also as a negotiating lever in the 
event of a loan restructuring.

Key concepts

3-2-1 structure

Retention lever

Loan refinancing

1

2

3
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Prepayment penalties

How it works

Loan cash 
balance

Y0 Y1 Y2 Y3 Y4

Interest-only 
period

3% penalty

2% penalty

1% penalty

Normal 

amortization
Normal 

amortization
Normal 

amortization

Prepayment

Prepayment

Prepayment

Amortization
period
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Prepayment penalties

Interests at stake

Borrower’s perspective Lender’s perspective

In times of cheap equity, it is in the borrower’s interest 
to reduce the rates charged for prepayment penalties 
since the loan’s capital injection induced growth will help 
the borrower raise its next round earlier and use that fresh 
capital to liquidate prior liabilities.

The more late-stage a company is, the more difficult it is 
to negotiate the “3-2-1 structure” as its prospect of reaching 
the next round of equity financing and therefore mobilizing 
part of this new raise to liquidate the loan is statistically 
higher.

Funds, usually must give back the cash to their own 
investors (LP) once the loan is repaid by the borrower. 
In case of prepayment without penalties it will impact 
negatively the fund’s performance, hence it remains hard 
to drop that clause.

This is also a negotiating lever for lenders in the event of 
loan refinancing to be the chosen fund then by dropping 
that penalty.

Empirically, lenders refuse to drop this clause.

VS

Prepayment penalties

Decrease Increase
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Amortization terms
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Interest-only period

Key parameters

The interest-only period is the period during which the borrower pays only the interest 
(the principal is paid afterwards). It usually last between 6 and 18 months (and the 
amortization period of a venture debt, between 36 to 48 months).

An interest-only period can sometimes be preceded by a grace period where not even 
the interest has to be paid.

This clause is critical and has a direct impact on the borrower’s cash and runway.

By preserving its cash, it helps the company achieve higher growth which will help it reach 
its next equity round, allowing the venture fund to trigger its warrants.

Early-stage companies tend to get shorter interest-only terms due to the higher 
uncertainty of their business.

It is harder to obtain long interest-only periods with banks, which are regulated and tend 
to not take warrants, than it is with specialized funds.

Key concepts

Interest and 
Principal

Runway

Straight-line 
amortization period

1

2

3

Warrant4
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Interest-only period

How it works
L

o
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n
 a
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Time

Venture  
debt raised

Interest-only period

"Straight-line" amortization period
(Principal + Interests)

Principal

End the 
venture debt

Grace period

2

3

4

5

6

1

3.reasons
why the loan would not go to term:

Early 
repayment

Refinancing Default
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Interest-only period

Interests at stake

Borrower’s perspective Lender’s perspective

The borrower’s interest is to extend the interest-only 
payment period to increase its runway and focus on its 
growth.

Investment funds, which are less regulated than banks, are 
more inclined to extend the interest-only period than banks. 

The more early-stage the company, the more difficult it 
is to negotiate a long extension because of the greater 
uncertainty weighing on these companies.

The lender may agree to allocate longer interest-only 
periods when the business has low idiosyncratic risk and is 
in a later stage of development.

The more advantageous the warrants are, the easier it is 
to extend the interest-only period to allow the borrower to 
focus on growth (a fraction of which the fund will recoup by 
exercising its warrants).

VS

Duration of 
the interest-only period

Increase Decrease for 
risky companies
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Drawdown period

Key parameters

Venture debt are allocated under flexible conditions and are often split into several 
facilities that are committed by the lender at the time of closing.

The organization of a loan in facilities is also to the borrowers advantage, as the total 
amount of the loan is committed at closing while allowing the borrower not to carry the 
debt burden of it all until draw dawn.

The usual drawdown period is between 6 and 18 months. If the entire committed amount 
of the loan has not been used, some lenders attach to the allocation of a drawdown 
period, fees to be paid by the borrower calculated based on unused committed fraction. 
Other lenders will require that the entire committed amount of the loan must be used by 
the end of this period.

Key concepts

Drawdown

Loan facility

Grace period

1

2

3
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Drawdown period

How it works

L
o
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Time
1st facility 2nd facility 

trigger
Milestone reached 
(e.g., target ARR reached)

Liquidity event
(e.g., new equity round)

Interest-only period Interest-only period

"Straight-line" 
amortization period
(Principal + Interests)

"Straight-line" 
amortization period
(Principal + Interests)

Principal Principal End the 
venture debt
contract

3 6

2 5

7

1 4

1

2

Amortization of the first facility Amortization of the second facility
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Drawdown period

Interests at stake

Borrower’s perspective Lender’s perspective

It is in the borrower’s interest to extend the drawdown 
period as much as possible in order to preserve a secured 
and committed line of cash.

Early-stage companies have less bargaining power 
to extend the drawdown period because of the higher 
uncertainty tied to their business.

For a loan split into several facilities, it is in the borrower’s 
interest to ensure that subsequent facilities are tied to the 
most flexible terms, i.e., ideally free from the obligation 
to raise new equity or to meet stringent covenants (ARR 
target, debt-to-ARR ratio).

The lender has an interest in not granting a period of drawn 
down too long, because it commits an amount potentially 
unused and does not receive anything in return.

If the lender has negotiated advantageous warrants, it will 
be more likely to agree to extend the drawdown period 
because its interest is to allow the borrower to focus on 
growth.

It is in the lender’s interest to condition subsequent facilities 
drawdown on operational milestones or a liquidity event (to 
be able to exercise its warrants) to limit its risk exposure.

VS

Drawdown conditions to 
subsequent facility

Light

Increase

Strict

Decrease 
when necessary

Duration of drawdown 
availability
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Control terms & Covenants
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Positive covenants 
vs Negative covenants

FOCUS

Covenants are often weighed against warrants:
• The more early-stage the company is, the 

more uncertain its future trajectory and 
the less relevant it is to negotiate strict 
covenants.

• On the other hand, for late-stage companies, 
it makes sense to introduce covenants 
because financial performance is easier 
to forecast. Some late-stage companies 
therefore tend to ask to withdraw the 
warrant in exchange for a tightening of 
the financial covenants. More early-stage 
companies, on the other hand will never be 
able to get out of a warrant.

The control terms are of two categories:
• “Positive” (or “affirmative”) covenants are 

the commitments that the borrower makes at 
the beginning of the loan.

• “Negative” covenants define the actions that 
the borrower cannot take.

Violation of the covenants 
can be used by the lender 
to impose a refinancing or 
to request a restructuring 
that can lead to liquidation, 
in the most extreme case.

Two types of covenants

+/-
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Covenants details

Compliance

Burden of debt

Financial covenants

Change in control

Reporting

Subordination of debts

Enforcing asset integrity

Investments

Covenants

Positive covenants

Negative covenants

Comply with laws and sectoral regulations if any. 
Be up to date with the tax authorities.

A total level of indebtedness can be set

Transparency of information and transmission of 
key operational elements to creditors

Priority order of creditor classes

Target ARR, debt-to-ARR ratio

Prohibition to sell the company, to change 
the location of the registered office

Inform on IP infringement, impairments

Limit in the investments that the company can make

2

1

Commitment to uphold

Limits to not cross
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The MAC (Material Adverse Change) clause lists 
all the situations that can lead to a breach of 
contract, especially if certain detrimental events 
happen to the borrower. It is often inserted in 
venture debt contracts.

The drafting of a MAC clause is discretionary and 
must be closely negotiated between the parties in 
order to clarify its scope.

The MAC clause is supposed to be exercised only in 
extreme cases.

The riskier and more early-stage the business, the 
deeper the scope of the MAC clause.

Next to cash, technology (and thus its collateral, 
the IP) is the most valuable asset for a start-up. 
Founders will therefore be reluctant to put up IP 
as collateral for the venture debt. Some funds 
will nevertheless require collateral on the IP as a 
condition for loan allocation. This is particularly 
the case for IP licensing companies. 

Two options are available to founders:
• Accept a “perfected link” on the IP
• Offer a “negative pledge” on the IP. In this 

case, the borrower does not give the lender 
his IP as collateral but instead guarantees not 
to grant this right to another party during 
the amortization of the loan.

Dealing with 
    the MAC clause

+
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Venture 
debt fund Company

Technology Associated 
patent

Negotiating your IP rights

Asset Collateral

Lends

Term-Sheet

License

License

License

O
w

n
s

Preferred lien on IP

Negative pledge

OR

1

2

Patent licensee

Patent licensee

Patent licensee
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Cross-default

Key parameters

A default on a loan implies that a borrower failed to honor one or several 
payments.

A cross-default is a clause protecting the lender from a defaulting borrower 
on another loan. It is a clause used to trigger the default clauses in a timely 
manner to help the lender recover what it can from the borrower first.

A cross-default clause, by increasing the burden on the borrower, might 
trigger a domino effect.

To mitigate a cross-default risk, several strategies can be implemented, i) 
limit the possibilities for a cross-default clause to be triggered by adding a 
delaying period, exclude small or short maturity loans, ii) introduce a cross-
acceleration clause to fasten the repayment of the loan before triggering 
the cross-default clause.

Key concepts

Default

Cross-acceleration

Default mitigation

1

2

3
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Cross-default

How it works

M0 M1 M2 M3 M4

R
e

p
a

y
m

e
n

ts

Time

Delaying period
Cross-default

Ignored loan Main loan

Defaulting loan

€2m loan

€500k loan

Cross-default MITIGATION:
>  €1m loan minimum
>  3-months grace period

FOCUS

https://www.klymb.co
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Key takeaways

Four options to exit a VD contract: Full 
payment, Refinancing, Restructuring, Default.

Refinancing involves issuing a new contract.

Restructuring is a process that involves several 
classes of creditors.

In a restructuring, there are classes of creditors 
with divergent interests.

Two categories of bankruptcy rights: creditor-
friendly vs. debtor-friendly.

Studies show that a creditor-friendly insolvency 
law is more effective.

There is an order of priority between creditors 
to recover the EV.

A 2019 EU directive favors creditors by 
introducing a cross-class cram-down scheme.

https://www.klymb.co
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There are four possible scenarios for exiting a venture debt contract:

1. The ideal case is that the loan is paid in full. This can be done at the maturity of the 
loan or in the case of a prepayment.

2. Refinancing a loan is often mistakenly confused with restructuring. Refinancing 
involves the issuance of a new loan agreement, either by the current lender or 
by bringing in a new lender.

3. Restructuring involves a series of options ranging from changing the terms of the 
current loan agreement (often by either increasing the amortization period, or 
readjusting the interest rate), requesting existing shareholders to reinvest in equity, 
selling the company or even to default.

4. Default is the most extreme case. It corresponds to the case where the liquidation 
value of a company is higher than the enterprise value, and it usually leads to a 
judicial liquidation procedure.

Four possible 
    exit scenarios
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Prepayment

Raising more equity

Selling the company

Full amortization at the maturity date

Changing the terms of the existing contract

Default

Issuing a new loan contract

Entry into judicial insolvency proceedings

Full repayment of the loan

Refinancing

Restructuring

Default

2

3

4

1

4.scenarios

Possible scenarios 
 to end a venture debt contract
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The road to liquidation

Amortization termsEnterprise value
Control terms 
& Covenants

Junior debts

Senior debts

Equity

Junior debts

Senior debts

Inventory

Receivables

Noncurrent assets

If the enterprise value > the debt value

Normal situation
If the value of the debts > the enterprise value

Restructuring
If the liquidation value > the value of the debts

Judicial insolvency proceedings

https://www.klymb.co
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Creditor-friendly 
vs Debtor-friendly

There are different national traditions in 
bankruptcy law. Legal economists classify these 
traditions into two categories: i) creditor-friendly 
and ii) debtor-friendly regimes.

The more creditor-friendly a regime is, the higher 
the rate of debt recovery and the faster it is 
recovered.

Countries with creditor-friendly bankruptcy laws 
are also those in which business is most likely to 
be preserved.

This results in a less developed credit market and 
higher interest rates on average in countries with 
debtor-friendly bankruptcy law.

To address the fragmentation of EU bankruptcy 
laws, the EU Directive on Restructuring and 
Insolvency of 20 June 2019 has been put in place 
and is being currently transposed in the Member 
States.

One of its objectives is to promote a more 
creditor-friendly bankruptcy law.

Two traditions 
    in bankruptcy law

https://www.klymb.co


81

0
6

. E
xitin

g
 a

 ven
ture d

eb
t co

n
tra

ct

Harmonizes insolvency law regimes in Europe 
in order to defragment the common market

Currently 
being 
transposed 
in the Member 
States

Requires the establishment of preventive procedures 
in the bankruptcy laws of the Member States

Imposes the treatment to treat secured/unsecured 
creditors in different interest classes

Introduces a cross-class cram-down mechanism

2

3

4

1

EU Directive on Restructuring
     and Insolvency

EU Directive
on Restructuring 
and Insolvency 

of 20 June 2019
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France

Belgium

Germany

Italy

Luxembourg

Netherlands

Poland

Spain

The “PACTE law” of the 
22 May 2019 has transposed 
the EU directive on Insolvency.

The Law of 21 March 2021 opens 
a reform of judicial procedures, 
but the EU directive is yet to be 
transposed.

The German Act “Gesetz über den Stabilisierungs- 
und Restrukturierungsrahmen für Unternehmen“ 
came into force on January 1 2021.

Decree no. 14 of 12 January 2019 
(amended in 2020) reforms local 
bankruptcy law.

The Conseil d’Etat pushed in 
2019 for an adoption of the EU 
directive, yet to be transposed.

The Dutch“Wet Homologatie 
Onderhands Akkoord”, or WHOA) 
came into effect on 1 January 2021.

Not transposed the EU directive and 
ask for an extension yet but current 
local law is already in line with some 
of its measures.

Not transposed yet but current 
bankruptcy law (Ley Concursal de 
2003) was amended several times 
to introduce more flexibility in 
insolvency proceedings.

Source: Baker McKenzie, European Restructuring Schemes, Snapshot on the status of implementation of the EU Directive in selected Member States and the new English scheme, May 2022.

The pace of the Directive adoption
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Priority and classes of creditors

In a judicial liquidation procedure, there is an order of priority in the recovery of the remaining value 
of the assets:

1. Public treasuries, holder of social debts, have “super priority status”. The holders of secured 
debt (senior debt) have priority over the holders of unsecured ( junior) debt. Finally, there are the 
shareholders, with holders of preference shares ahead of holders of ordinary shares.

2. This order creates distortions of interest between these different classes of creditors:
3. Senior creditors, when they are “in the money” i.e., when they can hope to recover all or part 

of the estimated value of the asset at the time of liquidation, have an interest in requesting 
the liquidation, while the more junior creditors can block the liquidation by requesting the 
maintenance of the activity and the launch of restructuring options in hopes of recovering part 
of the value of the asset.

4. The cross-class cram-down mechanism allows the classes of creditors to be divided according 
to their supposedly divergent interests, and to be voted on, thus making decisions more 
executive and avoiding dilatory strategies by creditors who are not in the money.

Mechanism of 
    a liquidation procedure
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Focus on the cross-class 
cram-down scheme

Faced with financial difficulties, the shareholders 
commissioned an independent valuer who 
estimated the company at €30m.

The total value of the debts amounts to €35m and 
is therefore higher than the enterprise value. It is 
therefore recommended to restructure.

A prevention plan is opened and sees the 
divergent interests of the different classes of 
creditors clash, depending on whether they are in 
the money or not:

• The Public Treasury is in favor of continuing 
the business because, although in the money, 
it wishes to preserve jobs.

• The banking syndicate is in the money and 
wishes to enter insolvency proceedings 
because it is sure to recover its investment.

• The venture debt fund, also in the money, is 
in favor of continuing the activity, provided 
that it can refinance the venture loan and 
thus propose an extension of the amortization 
period in order to preserve future cash flow.

• The shareholders, who also provided the 
convertible loan note, wish to continue the 
activity because in case of bankruptcy, they 
will not get anything back. Some shareholders 
even propose reinjecting equity.

Business case FOCUS
A majority vote is organized under the 
cross-class cram-down regime which 
results in the continuation of the activity. 
A restructuring plan is then adopted in 
which the venture debt fund will refinance 
the venture debt and the shareholders will 
recapitalize the company.

https://www.klymb.co


85

0
6

. E
xitin

g
 a

 ven
ture d

eb
t co

n
tra

ct

Liabilities settlement order 
 in case of a liquiditation procedure

Priority statusLiabilities Details

Social debts “Super priority” status

Senior secured

Unsecured

Preferred equity 
Common equity

The Treasury holds a total debt of €5m of 
vat, employer charges and corporate taxes

Current shareholders issued a convertible 
note of €5m

Owners’ capital: €50m brought in by 4 VC 
funds through 3 rounds of funding (Seed: 
€2m / Series A: €13m / Series B: 35m€)

A venture debt fund provided a venture 
debt of €10m (in 2 facilities of €5m each)

A bank syndicate provided a revolving 
credit facility of €15m 

O
rd

e
r 

o
f 

p
ri

o
ri

ty
 o

f 
cr

e
d

it
o

rs

Senior debts

Junior debts

Equity

Creditors 
that are 
“in the 
money”
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Glossary

3-2-1 structure Structuring of penalties associated with loan prepayment.

Amortization period The period of time during which a loan is periodically repaid until its maturity.

ARR The value of recurring term subscription revenues, normalized over a one-year period. This is a key metric most often used 
by SaaS companies that have fixed-term subscription contracts.

Arrangement fee Fee paid at the closing to cover a portion of the lender's administrative costs.

Banking syndicate Banks participating in the same financing.

Basis point Represents a percentage (100 bp = 1%).

Board seats The political rights conferred to the shareholders allowing them to sit on the board of a company and to participate in its 
operational management and strategy.

Boostrapped company A company whose growth has been achieved independently of any dilutive external investment by relying only on the cash 
it generates by itself.

Capital requirement Additional capital provision requirement due to a non-performing and downgraded loan.

Cash runway The length of time a company can survive without raising capital with its current cash flow and with constant expenses.

Cash upfront Payment at the beginning of a transaction.

Churn Represents the loss rate of the subscriber's base.

Classes of creditors Categories of creditors classified according to their order of priority for recovery of the value of the business in the event 
of liquidation.

Common stock Share giving the holder a fraction of the company's share capital as well as political rights (board seats). Preference shares 
have priority over them.

Cost of capital Rate a company must pay to finance all its assets.

https://www.klymb.co
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Glossary

Covenant A clause built into a loan agreement that restricts the borrower's actions and can lead to early repayment of the loan if the 
objectives are not met.

Credit revolving facility Revolving credit facilities are short-term credit lines that are constantly renewed. They are used to finance working capital 
requirements.

Cross-class cram-down The majority mechanism that makes the different classes of creditors with divergent interests vote on a restructuring 
and allows the rapid execution of the plan. Creditors who are not in the money must defer to the majority decision. In its 
Insolvency Directive of 2019, the EU imposes it in the bankruptcy law of the member states.

Crossover funds Funds with cross-sectional investment themes leading them to invest in both private equities and listed markets.

Debt-to-ARR ratio This is a common negative covenant in venture loan contracts as the companies that are targets of these loans are rarely 
profitable, ARR is used instead of Ebitda.

Default Loan default occurs when a borrower fails to pay back a debt according to the initial arrangement. Ususally it takes several 
missed successive payments to trigger a default.

Dilution Diminution of current shareholder's ownership due to the issuance of new shares in a new financing round.

Down round A decrease in the valuation of a company occuring at the time of a new financing round.

Drawdown period The period during which the borrower is allowed to draw the committed amount of a loan. They can be divided into several 
facilities.

Dry powder Amount of capital committed to a fund that is yet to be allocated.

Due diligence The period preceding the closing of an investment transaction corresponding to the close verification of the value of the 
asset.

Euribor Similar to LIBOR, but for the Eurozone.

https://www.klymb.co
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Facility Separate credit line. Venture loans are often divided into several facilities that can be drawn on a delayed basis and under 
different conditions.

Final fee Fee paid at the end of the amortization period of a loan.

Floating rate Rate varying above a reference rate.

Fully-diluted ownership Total number of common shares of a company that will be tradable after the conversion of all other securities.

Idiosyncratic risk Also known as specific risk, concerns each individual company. It is independent of profitability differences resulting from 
an economic sector or the economy as a whole.

Impairment test Validates the consistency between the net book value of an asset and its recoverable value.

Interest-only period Period of the venture loan during which only the interest on the loan is repaid, the repayment of the principal being 
deferred.

Internal Rate of Return (IRR) A metric used in financial analysis to estimate the profitability of potential investments. It is a discounted rate that makes 
the net present value of all cash flows equal to zero in a discounted cash flow analysis.

Leasing Under a financial lease, a financial company (the lessor) makes a piece of equipment available to a company for a specific 
period of time, in return for payment of a periodic fee and an initial rent that is often increased. At the end of the contract, 
the beneficiary company generally has the choice between several options: either to return the asset, or to acquire it for an 
amount defined at the conclusion of the contract, or, more rarely, to renew it under conditions that are usually less costly.

Libor One of the money market reference rates for various currencies. It is calculated as the clipped average of the responses of 
the major banks to the question: "What rate do you think other banks would charge you to lend you money?", with several 
proposed time horizons. It is supposed to be a reflection of reality.

Licensing Income from the license attached to an intangible asset, such as patents. Concept associated with that of royalty-based 
financing.

Glossary
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Loan duration Total time to amortize a loan.

MAC Clause A clause that specifies the conditions under which a transaction can be terminated following the occurrence of an event 
likely to have a significant impact on the target company's situation.

Management costs Costs associated with running a business.

Maturity Date on which a borrower's final loan payment is due.

Mission critical A product which is essential, with a low price elasticity and with a churn that tends to be low.

Negative covenants A set of rules not to exceed by the borrower and which can lead to sanctions or even a breach of contract.

Positive covenants Also known as affirmative covenants. These are commitments made by the lender to ensure the proper execution of the 
loan.

Preferred stock Shares with special rights (e.g. anti-dilution provisions). These shares have priority over ordinary shares.

Prepayment penalty Penalties paid in case of repayment before the maturity of the loan.

Principal The principal is the original amount borrowed.

Recurring revenue A revenue originating from a subscription model with payments expected at a certain frequency.

Refinancing The issuance of a new loan with new terms. It may be issued by the old lender or a new one.

Restructuring The negotiation of several classes of creditors with divergent interests. It may result in several exits, including the rewriting 
of certain terms of the loan contract (extension of the amortization period, readjustment of the rate). It corresponds to the 
situation where the value of the borrower's debts is greater than its enterprise value.

Runway extension Extension of the period during which a company can survive with its available cash and without raising external capital at a 
constant level of expenses.

Secured debt The loan is backed by a collateral. It has a higher priority than unsecured debt in case of liquidation.

Glossary
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Spread Rate above the reference rate used to set the floating interest rate applied to the borrower.

Stickiness Represents the retention capacity exerted by a product on a customer. This notion is often associated with the churn.

Straight-line amortization 
period

For a loan, it corresponds to periodic repayments that are of the same amount including both principal and interest. Early 
on it mostly includes interest and as the outstanding amount of the loan decreases, the principal's share in the repayments 
increases.

Strike price A set price at which the owner of an options contract can buy or sell the underlying security.

Unsecured debt The loan is not backed by a collateral. It has a lower priority than secured debt in case of liquidation.

Valuation markdown Sudden drop in enterprise value.

Valuation upside Increase in the value of a company over its expected trend due to the introduction of a new factor.

Variation cap Maximum interest rate payable by the borrower.

Warrant A financial instrument that represents an option for the lender to purchase securities at an agreed-upon price at the time of 
the loan closing. It allows the lender to increase the return on the loan. 

Warrant coverage Expression of the warrant as a percentage of the committed loan amount.

Glossary
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