
 
 

Convertible Note Term Sheet Explainer 

Background 

Venture capital terminology can be complex. The following guide is provided as a 
supplement to the Maine Venture Fund Convertible Note term sheet to help explain 
what different terms mean and why they are important for both investors and companies. 
MVF terms are based on standard, model documents provided by the National Venture 
Capital Association (NVCA). For even more detailed explanations, consider reading 
Venture Deals by Brad Feld and Jason Mendelson.  
 
Common Vocabulary 
 
There are a handful of common concepts related to venture capital investment that are 
helpful to know even before reading a term sheet. These are defined below: 

●​ Equity: Ownership in a company, usually allocated in shares, like slices of a pie. 
●​ Lead Investor: The investor who negotiates the term sheet with the Company. 

Other investors in the funding round (often there are many investors in a single 
round) will be expected to invest on the same terms; a lead investor reduces or 
eliminates the Company’s need to negotiate separately with each. 

●​ Definitive Documents: Legally binding agreements that are signed to finalize a 
deal. The term sheet is a non-binding precursor to the Definitive Documents. 

●​ Governance: The practices and structure of the Board of Directors of a Company. 
Boards are critical to the success of venture-backed companies. 

 
Introduction to Convertible Notes 

Convertible notes are a type of investment that act as a loan initially and then convert to 
equity at a later stage. Thus, some traditional equity terms are negotiated later, once 
that conversion happens, usually at the company’s next fundraise (venture-backed 
companies usually raise many rounds of funding). Specifically, the important negotiation 
point of valuation, which sets a price for the company and allocates ownership across 
investors and company employees (i.e. a “priced round”), is avoided altogether with 
Convertible Notes. Companies may choose to raise Convertible Notes when they are 
close to a big milestone which will impact their valuation for the better (in which case the 
notes can bridge the company to that point in time) and/or the Company is so early 
stage that there is no good basis for valuation. Convertible Notes rounds are generally 
faster to raise and require lower legal fees relative to priced rounds, but are usually 
smaller in magnitude.  
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https://docs.google.com/document/d/1RLXhXJ2YqhrectRHr4FFX3exLIDgp-UO/edit?usp=sharing&ouid=108621690741236337384&rtpof=true&sd=true
https://nvca.org/model-legal-documents/
https://bookshop.org/books/venture-deals-be-smarter-than-your-lawyer-and-venture-capitalist/9781119594826
https://www.maineventurefund.com/


 
 

Review of Important Terms 
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