Venture Capital
Investing

The Complete Handbook
for Investing
in New Businesses

David Gladstone
Laura Gladstone

| M N Prentice Hall

FINANCIAL TIMES

An Imprint of PEARSON EDUCATION
Upper Saddle River, NJ « New York ¢ London ¢ San Francisco * Toronto ¢ Sydney
Tokyo « Singapore « Hong Kong ¢ Cape Town ¢ Madrid
Paris « Milan « Munich « Amsterdam

www.ft-ph.com



CONTENTS

INTRODUCTION XXVII

CHAPTER I kEYS TD SUCCESSFUL INVESTING 1

WHAT ARE THE BASIC ITEMS TD LOOK
FDR IN A BUSINESS PRDPDSITIDN? 2

1. THE NUMBERS SHOULD BE
PROPERLY PRESENTED 2

THE DEAL MUST MAKE LOTS OF MDNEY 3
THE ACID TEST OF A DEAL ts MANAGEMENT 4

THE SITUATION SHOULD BE UNIQUE 7

o or woN

THE PROPOSED VENTURE SHOULD BE ORIENTED
TOWARD THE MARKET B

6. THE DEAL MUST HAVE AN EXIT 9
IT'S NOT AN INVESTMENT, IT'S A PARTNERSHIP 9
PREPARE A WRITTEN SUMMARY BEFORE YOU
BEGIN TD INVEST 1 a
WHAT ARE YOU INVESTING IN? 1 1
WHO is YOUR CONTACT AT THE BUSINESS? 1 |
SUMMARIZE THE BUSINESS SITUATION 1 1
WHO is THE MANAGEMENT TEAM? 1 2
WHAT ARE THEY SELLING? 1 2

Haw MUCH MONEY ARE THEY RAISING AND HOW
MUCH ARE YOU CONSIDERING INVESTING? 1 2
Is THERE ANY SECURITY FOR YOUR INVESTMENT? 1 3

Ix



How WILL THE MONEY BE USED? 1 3
WHAT IS THE PAST FINANCIAL PERFORMANCE? 1 3
WHAT ARE THE PROJECTIONS? | 4
HOW WILL YOU CASH IN? 1 4
How MUCH CAN YOU MAKE? 1 4
WHAT DO YDU LIKE ABOUT THIS SITUATION? 1 5
WHAT DO YOU DISLIKE ABOUT THIS SITUATION? 1 S
WHAT DDES A SUMMARY LOOK LIKE? 1 S5
COMPANY | 5
TYPE DF BUSINESS 1 6
COMPANY SUMMARY 1 6
A SECOND SUMMARY 1 B
COMPANY 1 B
TYPE OF BUSINESS 1B
COMPANY SUMMARY IB
WHAT MAKES IT EXCITING? 20
SOME WDRDS ABOUT FRANCHISING 22
SOUND CONCEPT 22
WELL-FINANCED FRANCHISOR 22
HOW DOES THE FRANCHISOR MAKE MONEY? 22
GOOD RELATIONS 23

SUMMARY—QUICK STANDARDS
OF VENTURE CAPITAL INVESTING 23

CHAPTER 2 ANALYSIS DF MANAGEMENT 27

THE STUDY DF ENTREPRENEURS 28
CHARACTERISTICS DF ENTREPRENEURS 3D
NEED FOR ACHIEVEMENT 3D
HIGH NEED FOR AUTONOMY AND POWER 31

HIGH DEGREE OF SELF-CONFDENCE AND NEED
FOR CONTROL 32

HIGH TOLERANCE FOR AMBIGUITY 32

NEED TO ASSUME ONLY MODERATE RISK 32



HIGH DEGREE OF DETERMINATION 33
HIGH DEGREE OF RESOURCEFULNESS 33
SENSE OF URGENCY 34
KNOWING WHAT is REAL 34
HIGH LEVEL OF ENERGY 35
MENTAL STAMINA 36
STRONG COMMUNICATIONS SKILLS 36
HIGH DEGREE OF INTEGRITY 37
SEEKING PARTNERSHIP STATUS 39
SEEKING FAIR PLAY 39
How WE SEE ENTREPRENEURS 4D
How WE MAKE JUDGMENTS 41
ANALYTICAL APPROACH TO EVALUATIONS 42
INTERVIEWING ENTREPRENEURS 43
BE PREPARED 44
CLEAR MIND 44
GONDUCIVE ENVIRONMENT 44
BE AN EFFECTIVE LISTENER 45
KEEP ON YOUR TOES DURING THE INTERVIEW 45
TYPES OF INTERVIEWS 46
DOCUMENT YOUR WORK 46
ASSESSMENT OF ENTREPRENEURS 47
INTELLECTUAL EFFECTIVENESS 49
WORK APPROACH AND STYLE 50
PERSONAL RELATIONSHIPS 50

WHAT VENTURE CAPITALISTS LOOK
FOR IN ENTREPRENEURS 52

THE ENTREPRENEUR'S INDIVIDUAL
CHARACTERISTICS 52

EXPERIENCE OF THE ENTREPRENEUR 54
CHARACTERISTICS OF SMALL BUSINESS

MANAGERS VERSUS ENTREPRENEURS 55
CONCLUSIONS DN ENTREPRENEURS 57
DEVELOPING BACKGROUND INFORMATION 57

PERSONAL REFERENCES 58



BUSINESS REFERENCES 58
CREDIT"REPORTS 6D
PRIVATE INVESTIGATIONS 6D
PSYCHOLOGICAL ASSESSMENT TESTS 6 1
WRITTEN INFORMATION 6 1
INFORMATION FROM THE ENTREPRENEUR 63
LOCAL PEOPLE 64
PUBLIC INFORMATION 64
CUSTOMERS 64
INVESTORS 65
EMPLOYEES 65"
MANAGEMENT TEAM 65
ORGANIZATION STRUCTURE

AND- DECISION.MAKING; 66- - -,
DOCUMENTATION 66 - . -
STRENGTHS AND WEAKNESSES 66

FINAL JUDGMENT 67

GHPER 3 REVIEWING PERSONNEL
AND COMPENSATION 69

How Is THE COMPANY ORGANIZED? 69
CORPORATE ORGANIZATIONAL CHART 7D
OFFCERS AND DIRECTORS 7 V
STOCKHOLDERS 72 - ' . .
CHARACTERISTICS OF MANAGEMENT 72

How ARE PEOPLE COMPENSATED? 73
EMPLOYEE COMPENSATION 73
COMPENSATION SYSTEM 74
PENSION PLAN 76
PRDFT-SHARING PLAN 77
BONUS PLAN 77
STOCK OPTION PLAN 78

OTHER BENEFTS 79



WHAT EMPLOYMENT CONTRACTS EXIST? BD

EMPLOYMENT CONTRACTS AND SPECIAL
COMPENSATION ARRANGEMENTS SD

NDNCDMPETE AGREEMENTS 8 1
NONDISCLOSURE.CONTRACTS 81

WHAT |S THE WORK FORCE STRUCTURE? B2
UNIONS 82
WORK STOPPAGE B3
TRAINING PROGRAM 83
MORALE OF THE WORK FORCE B3

WHAT PERSONNEL,RECORDS ARE MAINTAINED? B4
MAINTAINING INTERNAL RECORDS 84
PAYROLL RECORDS 84
EMPLOYEE BOOKS AND MANUALS 85
REPORTS FROM THE PERSONNEL DEPARTMENT S5

HIRING PROCEDURES, 85
MOTIVATING EMPLOYEES B6

-

. PERSONNEL #ILEs OF MANAGEMENT B6
EMPLOYEE LITIGATIDN B6
REGULATORY AGENCIES 86
PERSONNEL CONSULTANTS 87
OTHER EMPLOYEE BENEFTS 87
HEALTH INSURANCE SB
SUMMARY SB
MAJOR STRENGTHS AND WEAKNESSES 39
RATIO ANALYSIS B9
CHECKLIST 9D

HAPTERY  ANALYSIS OF MARKETING AND SALES 91

WHO ARE THE PEOPLE WHO MARKET
AND SELL? 91
PERSONNEL 92
SALESPERSON ANALYSIS 92
OUTSIDE REPRESENTATIVES 93



MOTIVATION 9 3
TERMINATIONS OF EMPLOYEES 94
WHAT ARE THEY SELLING? 94
PRODUCTS 94
PRDDUCT DESCRIPTIONS 95
SEASDNALITY OF PRODUCTS 95
PRODUCT LITERATURE 96
PRODUCT DEVELOPMENT 96
WHO BUYS THE PRODUCT'DR SERVICE? 96
CUSTOMERS 97
CONTRACTS WITH SPECIAL CUSTOMERS 97
Loss DF CUSTOMERS 98
CUSTOMER COMPLAINTS 99
ORDER BACKLOG 1 DD
CUSTOMER CREDIT APPROVAL 101
CUSTOMER'S CREDIT TERMS 101
DISPUTED INVOICES 1D1
WHAT IS SAID TO THE CUSTOMER? 1 D2
PUBLIC RELATIONS 1 D2
ADVERTISING 1 D2
FORMAL ADVERTISING PROGRAM 1 O3
ADVERTISING BUDGET 1 O3
QUESTIONS FOR THE ADVERTISING PEOPLE 1 D3
WHAT IS THE MARKETPLACE
FDR THE PRODUCT OR SERVICE? 1 O4-
MARKET SIZE 1 D5
COMPETITORS 1 O5
MARKET GROWTH 1 D6
MARKET INFORMATION 1 D6
SUBSTITUTES IN THIS MARKETPLACE 1 D7
MARKETING OBJECTIVES 1 D7
MARKETING STRATEGIES 1 O7
How Is PRICE DETERMINED? 1 OS
PRICING POLICIES 1 DB

PRICING PROCESS 1 D9



PRICE CHANGES 1 I D
PRODUCT WARRANTY 1 1 D
WHAT INTERNAL REPORTS ARE MADE? 1 1 1
MARKETING REPORTS | 1 1
SALES PROJECTIONS I | 2
PROCEDURES MANUALS 1 1 2
WHAT EXTERNAL INFORMATION IS AVAILABLE?
INDUSTRY ASSOCIATIONS 1 13
TRADE SHDWS 1 1 3
TRADE PUBLICATIONS 1 1 4
BASIC INFORMATION 1 1 4
RATIO ANALYSIS 1 1 4
WHAT ARE THE STRENGTHS
AND WEAKNESSES? 1 1 5

CONCLUSIONS ON MARKETING 1 1 6

CHECKLIST | | 6

GHAPTERS  INVESTIGATING PRODUCTION | I 7

THE FACILITY 1 1 S
PLANT MOVES 1 19
EQUIPMENT | 1 9
THE NEED FOR NEW EQUIPMENT 1 2D
SURPLUS EQUIPMENT 122
CAPITAL EXPENDITURES 1 22
PRODUCTION CAPACITY 1 23
PRODUCTION EMPLOYEES 1 23
MOTIVATING EMPLOYEES 124
UNIONS 12 5
RETIREMENT PLANS 1 25
STAFF MEETINGS OF PRODUCTION PEOPLE | 26
REGULATORY AGENCIES 1 26
SUBCONTRACTING WORK 1 27

INVENTORY 1 2B



QUALITY CONTROL | 29
PRODUCTION COSTS | 29
PRODUCTION LEVELS 1 3D
BACK TD CAPACITY | 3D

STRENGTH AND WEAKNESSES OF THE PRODUCTION
PROCESS | 3D '

PURCHASING PROCESS 131
SUPPLIERS 1 32

RECEIVING 1 32

SHIPPING 1 33

CUSTOMER SERVICE 1 34

RESEARCH.AND DEVELOPMENT 1 35

RESEARCH AND DEVELOPMENT STRENGTHS
AND WEAKNESSES 1 37

BASIC INFORMATION 1 37
PRODUCTION REPORTS 1 37
RATIO ANALYSIS | 37
CONCLUSIONS ABOUT PRODUCTION 1 39

CHECKLIST 1 4D

ANALYSIS OF THE FINANCIAL STATEMENTS
AND PROJECTIONS 1,41

PERSONNEL 1 41
ANALYSIS OF THE NUMBERS | 42
FINANCIAL ANALYSIS 1 42
CASH FLOW ANALYSIS 1 45
ANALYSIS OF THE BALANCE SHEET 1 46
, BUDGETING AND CONTROL 1 48
PAST FINANCINGS 1 48'
PAST BANK FINANCINGS 149

ENTREPRENEUR'S INVESTMENT 1 5D



ENTREPRENEUR'S OWNERSHIP 151
PARTICIPATION WITH OTHER INVESTORS | 51
USE OF PROCEEDS. V52
PROJECTIONS 1 53
BASIC INFORMATION 1 55
RATIO ANALYSIS OF THE FINANCIAL STATEMENT 1 55
PROFITABILITY RATIOS 1 55
LIQUIDITY RATIOS | 56
LEVERAGE RATIOS 1 56
CASH RATIOS.157
FINANCIAL REPORTS 158
CONCLUSIONS ON THE FINANCIAL AREA 1 5B
CHECKLIST 1 58

GHAPTERY REFERENCE INFORMATION ,lI 6i

CORPORATE IDENTIFCATION 161.
CORPORATE STRUCTURE 1 62
MANAGEMENT QUESTIONS 1 63
STOCK QUESTIONS 1 64 -
PROFESSIONAL REFERENCES | 67
QUESTIONS FOR BANKERS 1 67
OTHER INSTITUTIONAL LENDERS 1 68
ACCOUNTING FIRM 1 69
QUESTIONS FOR LAWYERS 171
SUIT SETTLEMENT 1 72
QUESTIONS' FOR INSURANCE AGENTS 1 72
QUESTIONS FOR LANDLORDS 1 73>
*QUESTIONS FOR MANUFACTURERS'
REPRESENTATIVES 1 74
QUESTIONS FOR THE ADVERTISING PEOPLE 1 75
QUESTIONS FOR SUPPLIERS 1 76
QUESTIONS FOR CUSTOMERS 176.



QUESTIONS FOR COMPETITORS 1 78

QUESTIONS FOR SUBCONTRACTORS 17B

CREDIT INFORMATION 1 79

CONCLUSIONS ON REFERENCE

INFORMATION | 79

CHAPTER8  NEGOTIATING THE DEAL
AND COMMITMENT LETTER 1 BI

PRICING THE DEAL 1 B 1

RISK/REWARD 1 B |

REMOVING RISK BY STRUCTURE | B2

RETURN ON INVESTMENT 1 S3

TYPES OF DEALS 1 sS4

USING PROBABILITY 1B5

PROBABILITIES AND DEVIATION 1 86

RETURN 1 87

RETURN TD INVESTOR 1 SB

PRESENT VALUE 1 88

INTERNAL RATE OF RETURN 1 89

NET PRESENT VALUE 1 89

INVESTOR'S STANDARD 1 9D

COMMITMENT LETTERS 1 9D

1 . TERMS OF THE INVESTMENT 1 91

2. COLLATERAL AND SECURITY 195

3. CONDITIONS OF THE LOAN 1 98

4. REPRESENTATIONS 2D4

5. CONDITIONS OF THE COMMITMENT LETTER

AN INVESTMENT MEMORANDUM 209

e

1 . TERMS OF THE INVESTMENT 2 1 D

"2. COLLATERAL AND SECURITY 21 1

3. CONDITIONS OF THE INVESTMENT 2 1 1

4.-REPRESENTATIONS 21 1

208



5. CONDITIONS OF THE COMMITMENT 2 1 1
OTHER ITEMS 21 1
CONCLUSIONS ABOUT THE COMMITMENT

LETTER 2 12

CHAPTER 9 THE LEGAL cLOSING 21 5

FIRST TYPE OF CLOSING: LOAN WITH DPTIDNS 2 1 6
DOCUMENT ONE: THE LOAN AGREEMENT 2 1 7
DOCUMENT TWO: THE NOTE 223

DOCUMENT THREE: THE STOCK PURCHASE
OPTION 223

OTHER DOCUMENTS: EXHIBITS 224
SIMPLE IS GOOD 225
SECOND TYPE OF CLOSING: LEGAL DOCUMENTS
FOR THE PURCHASE OF STOCK 226
STOCK PURCHASE AGREEMENT 226
LAWYERS AS INVESTORS OR BUSINESS
OWNERS 229
EXPERIENCED LAWYERS ARE BEST 23D
PROCEDURES FOR REVIEWING DOCUMENTS 23D
LEGAL FEES KEEP GDING UP 23 1
How LAWYERS RUN UP YOUR LEGAL BILL 232
DISAGREE DN LEGAL PDINTS 232
REWRITE SECTIONS 233
RESEARCH POINTS OF LAW 233
LEGAL STYLE 233
ARGUMENTS 233
SYNDICATIONS AND LAWYERS 234
THE CLOSING: A MOMENT DF TRUTH 235
LAST-MINUTE CHANGES 236
CLOSING FEES 236
WHAT TD REMEMBER ABOUT LAWYERS 237

DOCUMENTATION 23B



CHAPTER 10 I1ONITORING THE INVESTMENT 239

INVOLVEMENT 239
MAJOR POLICY DECISIONS 240
MONTHLY REPORTS 24D
MONTHLY WRITTEN REPORT 242
BOARD MEETINGS/INVESTOR MEETINGS 243
OTHER DISCUSSION ITEMS 244
MAINTAINING GOOD RECORDS 245
LEGAL RECORDS 245
CORRESPONDENCE FILE 246
FINANCIAL RECORDING .FILE 246
BOARD MEETING FILES 247
TRACKING FILE 247
WARNING SIGNS 24B
LATE PAYMENTS 24B
Loss OFPROFTS 249
LATE FINANCIAL REPORTS 249
POORLY PREPARED FINANCIAL REPORTS 249
LARGE CHANGES IN BALANCE SHEET ITEMS 25D
UNAVAILABLE ENTREPRENEUR 250
LARGE THEFTS 25D
MAJOR ADJUSTMENTS IN FIGURES 251
SLGNIFDANT CHANGES IN MANAGEMENT 25 1
MAJOR CHANGES IN SALES
AND ORDER BACKLOGS 251
INVENTORY CHANGES 252
LACK OF PLANNING 252
CHANGES IN ACCOUNTING METHODS 253
Loss" DF A MAJOR CUSTOMER, SUPPLIER,
OR LENDER 253
LABOR PROBLEMS 253
CHANGES IN PRICES AND MARKET SHARE 254
EXTERNAL WARNING SIGNS 254

TECHNICAL CHANGE 254



GENERAL INDUSTRY DECLINE 254
GOVERNMENT CHANGES 255
RATIO ANALYSIS AS A WARNING INDICATOR 255

DUR PERSONAL FAVORITES OF EARLY WARNING
SIGNALS 255

WHY ENTREPRENEURS HAVE FINANCIAL
PROBLEMS 258

THE FINANCIAL CONTROL PROBLEM 258
THE UNDERCAPITALIZATION PROBLEM 259

WHY ENTREPRENEURS HAVE PEOPLE
PROBLEMS 259

POOR JOB DEFNITION Z60O
POOR SELECTION PROCESS 26D
POOR INCENTIVES TO MANAGEMENT 260
POOR REVIEW PROGRAM 26 1
POOR DEVELOPMENT PROGRAM 26 1
WHAT TO DO WITH PROBLEMS 26 1
WHAT Is YOUR NEXT STEP? 263
SECRET OF A SUCCESSFUL RELATIONSHIP 266

DEGREE OF INVOLVEMENT BY THE VENTURE
CAPITALIST 26B

AMOUNT INVESTED 26B
NEED FOR ASSISTANCE 26B

MANAGEMENT'S WILLINGNESS
TO ACCEPT ADVICE 26B

EXPERIENCE IN CERTAIN AREAS 26S

LEAD INVESTOR 269

DISTRESS DF COMPANY 269

RELATIONSHIP WITH THE ENTREPRENEUR 269
TIME AVAILABILITY 269

TIPS ON MONITORING 27D

PITFALLS OF MONITORING 272

VENTURE' CAPITALIST OBJECTIVES 273



CHAPTER 1l THE EXIT 275

EXIT DNE: GOING PUBLIC 276
WHEN TO GO PUBLIC 276
UNDERWRITER'S FEES IN THE PUBLIC OFFERING 277

SELECTION OF A BROKERAGE HOUSE FOR A PUBLIC
OFFERING 278

EXIT Two: SALE TO A STRATEGIC

OR FINANCIAL BUYER 279

SELLING THE STOCK IN THE COMPANY FOR CASH 2sSD
SELLING STOCKS FOR NOTES 2BO

SELLING STOCK FOR STOCK 28 1

SELLING ASSETS FOR CASH 28 1

SELLING ASSETS FOR NOTES 282

SELLING ASSETS FOR STOCK 282

OTHER FORMS OF PAYMENT 283

EXIT THREE: SALE BACK

TO THE COMPANY 2B4

PURCHASE BY EMPLOYEE STOCK OWNERSHIP
TRUST 285

EXIT BY PUTS AND CALLS 286
EXIT FOUR: SALE TO ANOTHER INVESTOR 29D
CORPORATE PARTNER 29D
NEW VENTURE CAPITAL PARTNER 29 1
EXIT FIVE: REORGANIZING THE COMPANY 29 1
EXIT Six: LIQUIDATION 292

WHEN YOU ARE IN A WORKOUT 294

QUICK STUDY 295

THE BUSINESS PLAN 295
TURNAROUND EXPERTS 296
LIQUIDATION ANALYSIS 296

SAVE YOUR INVESTMENT 296



GAPIER 12 FINDING GOOD INVESTMENTS 299

DEVELOPING AN INVESTMENT OBJECTIVE 299
PURPOSE OF INVESTING"™DD
THE TYPE OF MONEY YOU HAVE TD INVEST 3DO
STAGE OF DEVELOPMENT 3D1
SPECIALTY INVESTING 3D2
TIMING OF YOUR INVESTMENT EXIT 302
SIZE OF YOUR INVESTMENT 303
GEOGRAPHIC PREFERENCE 3D3
LIQUIDITY PREFERENCE 3D4
RISK PROFLE 3D4
ACTIVITY LEVEL 3DA4.
TIMING OF RETURN 3D5

ORIGINATING INVESTMENT OPPORTUNITIES 305
BANKS 306
ACCOUNTANTS 3D7
ATTORNEYS 3D7
INVESTMENT BANKERS/STOCKBROKERS 3D7
BUSINESS BROKERS/FINANCIAL BROKERS 3DS
CONSULTANTS 3DB
CONVENTIONS 3D9
ECONOMIC DEVELOPMENT ORGANIZATIONS 3D9

INDUSTRIAL AND PROFESSIONAL TRADE
ORGANIZATIONS 309

LOCAL CHAMBERS OF COMMERCE 31 O
FRIENDS AND ASSOCIATES 31 D
VENTURE CAPITAL COMPANIES AND LBO FUNDS 31 D
COLD CALLS 31D
ADVERTISING AND DIRECT MAIL 31 1
SUPPLIERS 3 11
OTHER GROUPS 31 1
PROACTIVITY 3 1 2
HANDLING INVESTMENT OPPORTUNITIES 3 1 2

USING BROKERS 3 14-



QUALITIES TD LOOK FOR. IN-A BROKER 3 14. i
AGREEMENT WITH BROKER 3 15
SOME TIPS.ON DEALING WITH BROKERS 317

FINAL WORD 317

CHPTER 13 QUESTIONS USED IN VENTURE CAPITAL
INVESTIGATIONS 319

I. MANAGEMENT AREA 32D
BASIC INFORMATION YOU NEED TO COLLECT 327

Il. PERSONNEL AREA 329
BASIC INFORMATION 335

1. MARKETING AREA 337

' ' MARKETING PEOPLE 338

PRODUCTS 34D
CUSTOMER DESCRIPTION 343 "
CUSTOMER SERVICE 345
COMPETITIVE ANALYSIS" 346
INDUSTRY ANALYSIS 347
MARKETING STRATEGY 353
DISTRIBUTION OF THE PRODUCT 355
BASIC INFORMATION 356

V. PRODUCTIONMAREA 358,
PRODUCTION PROCESS 36 1
PURCHASING, SUPPLIERS, SHIPPING,

AND RECEIVING 37D

BASIC INFORMATION 373

V. RESEARCH.AND DEVELOPMENT 376
BASIC INFORMATION 379

VI. FINANCIAL AREA 3sSO
BASIC INFORMATION-;3BQ

i, ANALYSISOF FINANCIAL , O PERATIONS 386

FINANCIAL STATEMENT ANALYSIS 390

OTHER ASSETS AND LIABILITIES 395



TAXES 397

OTHER SECTIONS 4DD
ANALYSIS OF PROJECTIONS 4D2
BASIC INFORMATION 4DS.

Vii. REFERENCE AREA 4DS

HPTER 14 ACTUAL DOCUMENTS 41

WHAT DO ACTUAL COMMITMENT LETTERS
AND LEGAL DOCUMENTS LOOK LIKE? 417
COMMITMENT LETTER 41 B
LEGAL DOCUMENT 1 424
LDAN AGREEMENT 425
I. PARTIES 425
It. LOAN 425
111. USE OF PROCEEDS 425
IV. COLLATERAL 426
V. REPRESENTATIONS AND WARRANTIES 427
VIi. AFFRMATIVE COVENANTS 43D
Vli. NEGATIVE COVENANTS 433
VIlIl. INVESTMENT COVENANT 434
IX. FEES, EXPENSES, AND INDEMNIFCATION 435

X. UNLOCKING 435

Xl. "PUT" RIGHTS 436
XI1I. DEFAULT 436
XIll. NOTICE 44D

XIV. ENTIRE AGREEMENT 44D
XV. CONTROLLING LAW 44 1
XVI. HEADINGS 441

PROMISSORY NOTE 4-41
$3,000,000 441
INTEREST 44Z
PAYMENTS 442
MATURITY 44 2

PREPAYMENT 442



DEFAULT AND ACCELERATION 442

DEFNITIONS 445

SEAL 445
LEGAL DOCUMENT 3 446

STOCK PURCHASE WARRANTS 446
LEGAL DOCUMENT 4 453

STOCK PURCHASE AGREEMENT 454
LEGAL DOCUMENT 5 462

SCHEDULE A: EXHIBITS TD STOCK PURCHASE

AGREEMENT 462

APPENDIX A LIST OF TRAITS FOR ANALYSIS
OF PEDPLE 4-65

APPENDIX B EVALUATION OF AN ENTREPRENEUR
BY AN INDUSTRIAL PSYCHOLOGIST 4-69

INDEX 477



