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GRADUATE SCHOOL OF BUSINESS

| Do Dots

Running out of cash in an otherwise really good company is like running out of gas in an otherwise really good helicopter - Unknown

It was May 5, 2000, Tony Medrano, President and co-founder of DoDots, an eleven-month old Internet stast-up (www.dodots.com), had just huag up the phone with Heidi Roizen, a partner at Softbank Venture Capﬂ’l.l (SBVC). Roizen, the lead investor in DoDots’ frst rouad of
Soancing and  Diecor of the Company, fad repested a previous offer 0 fad the Company's st i ecesay. The Company, <t ofte Softbak portoli, was getin close o reaing ot of cas, On Ageil 17, ix weeks after thehigh-fying company d igaed 2 second tound
term sheet with Chase H&Q; for a large equity inrvestment at a pre-money valuation some 60 times higher than the first rovnd valuation, the deal collapsed, leaviag the company scrambling for financing. Chase had pulled away from the deal in the wake of recent stock market volatility that
had sent many Internet stocks well below their initial offering prices. The market was littered with horror stories with some high profile companies such as Chemdex losing over 0% of their value in two months. (See Exhibits 1 & 2 for a chart of the NASDAQ Composite index and Internet
Sector Indices.)

Nothing was wrong with the company, Chase said, but with the market for new Internet company IPOs q\lemm.ublc or at least depressed for the foreseeable future, Chase could o longer justify the investment at such a high price. Chase s2id it would consider making a smaller
investment at a much lower valuation. The founding team, CEQ George Kembel, CTO John Kembel and Medrano, besides being upset over the seeming vaporization of the majority of the value of their company, worried that if the markets continued to vacillate, and the deal fell through
again, the Company would be in serious trouble. To minimize that risk, the team chose to pursue other sources of funding, nhle ‘continuing t0 talk to Chase. The team wasn' bitter, they had seen the market and understood the implications, however, they still had a company to fund that was
getting closer and closer to ruaning ot of cash

Roizen's offer, to lead the round with 2 $20 million investment at an $30 million pre-money valuation, albeit at a much ower valuation than the Chase's original offer, was, by any standards, sill an enormous step up from the first round. Roizen repeated that she and her partners at
Softbank: felt that the Company had a strong future and was willing to support it. As 2 rule, Softbank did not pre-emptively lead rounds in which they were already invested, preferring to have new investors involved both for purposes of objectivity as well as for the added benefits that
additiona ivestos brought 10 the Company. I this case, Sotban: had decided 1o make an exception for various reasons ecluding maret conditons and the gartersip’s expectations fo th company: Medraso appreciated har ofe but icet want 1o takie it uless nzcessary. He sav it
mainly 25 2 safety nst. N founders felt that having the first cound lead investor also lead would ot look good and was aot necessarily in the best interests of the Company. The Company wanted to get additional valus-added investors on board o expand the
campauy‘s network and spread the control amongst multiple investors. Besides, Softbank and Roizen, as first round shareholders were conflicted. On one side as a board member she had a fiduciary duty to the company, on the other side, a5 a venture capitalist, she wanted to invest in the
company for the lowest price possible. Medrano and the Kembels sill felt the company was worth more.

The founders welcomed the safety net provided by Roizen's offer as they neg ith shaken were cauti to vk i the wake of ecent market eveats. The company still had enovigh cash to last uatlthe end of May (see Exhibit 3 for DoDots
financial statements), so there was still some but not much time to pursue addi plicated, the Company faced significant dilution from the exercise of warrants by a creditor if the 1 dition had been written
into the contract with the creditor that stated ifthe second rouad was ot closed by that date, the conversion price for the warmants wovld switch from the Series B to the Series A price. As a resul, the mummber of shares of stock issved to the creditor would inerease dramatically. This meaat that
the company would in effect be giving a much larger slice of equity to the creditor. While this wasa't lfe threatening to the company, it provided 2 strong inceative to get a deal done sooner sather tha later.

The company' ot option it didi secure oancin i short order, was 0 take  bidge o at Softbank stancard bridge o tems, while it contnuedto ook forivestors. Although Sofbark'strms to the borrower than those of some other investors, bridge
Ioans in general were often viewed 23 a last resort by d terms. (See Exhibit 4 for the terms of the Softbank bridge loan)
BACKGROUND:

George Kembel, Joha Kembel and Toay Medrano began working in the spring of 1999 on an idea for a new type of ntemet company. (See Exhibit 5 for founders' biographies.) George and Joha Kembel, identical twins, graduated from Stanford University with B.S. degrees in
Mechanical Engineering in 1094. George pursued a sales and marketing career path while John focused on a more technical career in computer science. Both refumed to Stanford for M.S. degrees in Product Design. George focused on technical marketing and Jobn concentrated on soffware.
While in grady Medrano through personal contacts. Tony, a former naval officer, high school physics teacher and JDMBA student at Stanford, joined George and Jobn in developing a business around techiology which Joha had created and patented.

The idea was to bring consumer packaging and distribution to web content. The Company, DoDots, would provide caline and offline companies with technology to enable web content o be "packaged, branded, and distributed" to customers outside of a web browser. Dots, as the team
called them, were small windows able to deliver specific information and features such as weather, games, a dictionary, financial information or e-commerce (see Exhibit 6 for some examples of Dots). Dots could be open along with other applications on a desktop, and because of their small
size, Dots displayed in about one tenth the time of a normal web page. Companies, the team felt, would want to use Dots to distribute content because of the benefits of having a single purpose, small window sporting that company’s branding and style that could stay visible as users used other
applications. Similarly, users would like the simplicity, ability to multitask. and fast downloads.

Through June and July 1999, Medrano and th i pitalists to discuss their idea and show  working prototype of their application. The team used personal and academic contacts to put together mestings with several technology-focused venture capitalists.
In early July, the team was referred to Softbank partner Heidi Roizen by Tom Kosnik, a former professor of George and Joha whom Heidi had know for several years, as well as by Pete Hartigan, an associate at Softbank who worked closely with Heidi. Hartigan knew Medrano

through his fiance who had been a classmate of Medrano at the business school.

SOFTBANK VENTURE CAPTTALUY

In early 1996, SBVC was formed when Gary Rieschel joined Softbanic Holdings to head up their venture capital activities. The Softbank family of companies was headed by the vibrant Masayoshi Son. an entrepreneur who founded Softbank in 1981 s a software distribution company
and by 1999 had developed it into a multinational diversified high technology organization with a market capitalization of nearty $80 billion. Son developed an ambitious 300-vear plan for Softbank that inchuded the creation of a worldwide Internet "zaibatsu,” in which synergies among
many companies in which Softbank held stakes would be leveraged for maximum advantage. In keeping with this strategy, some of Softbank’s central holdings were infrastructure companies like Yahoo!, E-Trade and ZDnet, which had distribution or other resources to offer other Softbank-
backed

Rieshel and his partners took Son's zaibatsu vision to heart when they began directing Softbank's US investments, choosing deal and sectors that supported the global Softbank goal of "building a compelling, long lasting Intemet infrastructure "] By early 2000, SBVC had $49
Billion under management Rieshel told an interviewer that "because of the information that travels between [Softbank] companies and our portfolio and how we really encourage them to work and communicate with each other . we get better information as investors.” °] The synergies
between companies were good for SBVC as well as for th because they overall network by fortifying each with its componeats.

Softbank had considerable Intemet investing u{pen:m:e spon which SBVC could draw: Son envisioned Softbank as the hub of a huge digital marketplace [ B and began investing heavily in Internet companies as early as 1995. Softbank's early stake in Yahoo! yielded not only
enormous financial gains but also global gave other ‘access to one of the most powerful distribution engines in the Internet econommy of the late 1990's

Heidi Roizen

Roizen, an outgoing, personable, former entrepreneur, joined Softbank: as an investing partner in the spring of 1999L"] . Roizen had spent the first decade of her career s CEO of T/Maker, the software company she co-founded while at the Stanford Business School. Through her ]
2 CEO of INike,Presient of the Sofuae Puiicers Association, and ate vice resdent of worévide developer elatios ot Apple Computer Roen d deteloped  newrk i inchidd many of the mos povertl bsinesseaders i thetechmology seco.Roizen was widely ks
for using the network that she had created to the benefit of many. and effectively combining social, community, and business relationships. She followed a set of guidelines that she for how to leverage her eate win-win ot
those iavolved. Roizen wove her family and home life into her career as well, and the family house was the site of everything from commuaity planning sessions and dinner parties with the likes of Bill Gates of Microsoft and Scott McNeally of Sun. M‘Jﬂonslems to company retreats

The teants first eeting with Roizen ok place at her bomme one smoruig at $:00 AM before her daly jog. She was leaving fovn for a week. but cn a strong recormmencaton fom Hartigan asted 0 meet wih the tes soorer rather then ater. During the mestng, the feam shiowed
their product technology and red her questions. The team and Iy hit it off. George recalled, "Heidi told us that she liked what we had shown her and she liked our work eth; = gnized that we were young and running a company. She
put us in contact with another of her parters, ‘Seott Busel, 13 s bt o pitch.”

Towo days later the team met with Scott Russell. Russell also liked the idea, the technology and the team. Based on that mesting and Russell's input from Roizen, Russell made the team a tentative offer on the spot. Russell discussed how Softbank could help the company. DoDots, he
told them, would fit in well with the Softbank portfolio, and be an excellent platform for the content produced by many of Softbank: portfolio of over 100 Intemet companies (see Exhibit 7 for a partial list of Softbani’s portfolio). Scott explained that Softbank associates (izmown as Netbatso
Development Officers) had specific for facilitating by devel deals between the portfolio companies (in fact, approximately 50% of the NDOs' time was slated for the purpose). With 30 many Intemet companies in the portfolio, the potential vatue to a “platform"
company Like DoDots was substantial Followisg the meeting, Russell offered to draw up a ter sheet and asked f seeinit

George and John had given Tony full responsibility for investor negotiations especially those aspects dealing with legal matters. Tony himself had drafted several term sheets between his years in law school while working at Cooley Godward, a law firm specializing in venture law.
Tony went over the ferms that were important to the company. Medrano was conscious of the fact that once terms were included in the first round term sheet it was very difficult to change them later. His goals were to ensure that the terms protected the founders and to avoid any terms that

limited the npside poteatial of the company arhad the potental t cause protiems in fuhue Exchibit 8 for 2 & typical terms of preferred stock ) Tony also wanted John and George to receive a portion of their equity with immediate vesting for the work they
had already done prototype 4 the DoDots team wanted to ensure that they did not lose control of the company. With DaDots’ input, Russell had the term sheet drawn up 2nd had it in their hands by
that evening. The team considered the resulting terms (sse Bmﬂm 9t x» extremely eutzeprene\u friendly.

To date, the team had bﬂmﬁa&d“xﬁ\ Softbankon severa level: Softbak had been very respousive, awangi i in short order. io, or "ecosystemn” as H ing for deal flow. To that
ead, the partnership espoused a philosophy of fen T a3dition, thetess Sl thet Roine aad Rtsell seemed 1o ‘get it that is they shared the st of e fomdos for he company. As Roizen would be the partner

to sit on the company's Board, aloag with George and Joha, the I Deben bt mee ery st o the way in which she wovld nteract wih the compny. Because Heidi had just receatly sarted working 2t Sobaak she did not have a large momiber of investaments she was overseeing. To
DoDots, this meant that they would get more of her time at the eritical formation stages of the company. St was very interested in using her skills to help companies grow and had been explicit in communicating and committing to what she would be willing to do

the same time period, the team B Mealo Medsano had originally approar_had }\&gn]n‘u ed fationship he had developed £the Menlo partners, Doug Carlisle, while in business school. Mealo, a
well-tnovwn and respected firm that had been in business for 23 years had mumerous investments in Interet, ¢-commerce Mealo was very interested in doing the deal. The DoDots team also felt comfortable with Doug Carlisle, having met
with him several times to discuss the company and the value that Menlo could bring. Attractive to the team was the fact that the firm was amm}y mwlwd mm.g vast majority of is potfolio companies, takiag board seats on over $0% of them. However, the portfolio, while broad, had fewer
content companies that would be candidates to partner with DoDots.

CLOSING THE FIRST ROUND
By the beginning of August, the team had received fwo term sheets - one from Mealo Ventures and one fom SOFTBANK.

The company was looking to raise $3 million from two investors. Softbank proposed 2 $4.5 million pre-money valuation with Softben: investing $1.5 million, and another yet to be d et ting $1.5 million. Menlo Venty s5
Vabuatio. The Mealo offe, alhongh higher, casried wih t some testritiv torms that wosld peovide Menlo with warrants o 203 of the compan i series B it no more han a $23 millon pre moaey valuation. While a the fime $35 millon seemed generousty high when compared 1 the
current valuation. Medrano and the Kembels did not like the idea of signing a document now that capped the upside of value of the company in the future.

The team considered taking funding from both Softbank and Menlo, but the desire by each VC to lead the rouad left the company with a choice. Medrano and the Kembels fel that the good chemistry between themselves and Heidi Roizen, Softbant's entrepreneur friendly reputation,
which had been backed up by their own experience to date, and the value of the Softbank portfolio led the DoDots tezm to accept the Softbank offer on August 21, 1999

DEBT FINANCING

After DoDots received the term sheet from Softbank, the team continmed to look for 2 complementary investor for the Company. At the same time, itching to begin building the Company, George, Johs, and Tony did not want to wait uatil veature money was "in the baok" to begin
hiring people, getting office space, and buying necessary cquipment. In carly August, Medrano approached  perscnal contact who r2a a commercial bask 20d obtained a $250K line of credit for the company based on the pending equity financing. Medrano described the use of the funds 2nd
the implications on the value of the company.

“With this money, we signed a lease for our first office space and John hired Reactivity, a technology consulting company, to convert the prototype client to the production client. In the meantime we're talking to customers and.getting initial customer verification of the product.
Next we began hiring people internally. The result was that everyday the company was getting more valuable and we still hada't closed our first round of equity financing. We decided to pursue more forms of debt ﬁnmmg with the goal of stretching the company's cash s far
as possible. Give us a long 'mnway’ as they call it. Our goal was to finance as much of the growth of the company as possible with debt. We decided to forgo selling aay more equity in the company than necessary. Letting another investor into the first rouad at a $4.5 miltion
pre-money valuation seemed foolish at this point. We were already worth much more."

Rather tranrising 33 milcninthe fet sovnd a oigiaally ntendes, the company ased S2M from Sofvans i th previousy agreed o $4.5 pre-maney valvtion. By the time that the iavesmeatclosed on Sep 15, the compeny was employing s pecpl.Inealy Ostobes 1999,
Toseph Vetter, a former Microsoft Officer and & 7 sked

“Vetter really liked the company and wanted to put a significant amount of money to work in it. He wanted to invest at the fist round price, which we told him was impossible. We had specifically removed the provision from the Series A closing documents that would allow
additional investors to come into the souad after the closing Y] We als0 told him that we planned to saise the second found early in the next yeas, but intended to take financing from venture capital ivestors and coulds't guarantee that there would be space in the sound for
individual investors at that time. However, if he chose, Vetter could purchase convertible debt. His investment would eam 109% interest and be senior to equity in the case of a liquidation, so there was less risk than an equity investment, however, at the time of the closing of the
second round, his loan would convert into an equity investment at the B share price. It was good for the company and would also allow him 1o invest in the second round. He agreed and in early November puschased $123 million in convertible debt.”

the company grew and George and John concentrated on stesring the company and developing the technology, Medrano continued to pursue additional forms of debt financing to fuel its growth. Following the convertible loan from Vetter, in December the company negotiated an
equipment line of credit from Westem Technology nvestments for the purchase of computer equipment and software in the amouat of $1.5 million. The equipment loan was secured by the assets purchased with the loan proceeds. The loan carried a 10% anaual interest ate with the payments
spread over 36 months. and 6% warrant coverage at the Series B share price. However an additional caveat was written into the contract which would price the warrants at the Series A price if a B round was not closed by May 151

In February, the company further increased ifs leverage by obiaining 52 milfion in commercial debt from Lighthouse Capital Partners. The terms of this loan included 2n APR. of 10%, a balloon payment at the ead of 36 months and 3.75% warrant coverage. These warrants were fo be
priced at the B round price.

Through this phase Roizen was continuously surprised by the DoDots team's ability to raise such advantageous debt financing.
"They stretched a $2 million equity investment fusther than any company [ had ever seen. Often investors frown on debt because it makes their interest fusther subordinated in the case that the company’s assets are liquidated. Or, it makes the company less aftractive to new
investors because rather than their funds going to build the company they are going to repay loans which the company previously took out. In this case however, we felt the company was strong and Tony, John and George had raised very attractive debt financing with very
‘£00d terms that wouldn't require repayment for quite some time. We were in full support of it because it was g00d for the company.”

Hartigan commented on the effect of the Company's fundraising efforts

"Two of most important things to the growth of 2a Iaternet start-up, or any start-up for that matter are time 2ad cash. DoDots used debt o get both.”

Besides being supportive of the DoDots financing strategy, Softbank, specifically Roizen and Hartigan, helped extensively in recruiting and business development Roizen's network and her strong belief in the idea and the team made her ideal for helping to find and "closing” key
employees.
"Tony, John, George 2nd T have an execellent working relationship. Much of this stems from the way The team dosse time discussing they malee. Rather they just keep me informed For example, the team will often BCC me on
important emails. If I fee! I need to interject myself, 1 do. If they need me to take some action, they tell me exactly what it is. When they needed me to close nthe VD of marketing, George sent me an email with the person's resume, his thoughts on why he wanted to hire this
‘person, and when this person was expecting my phone call. I love that. that's efficiency."

George Kembel seconded Roizen's thoughts,
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"Heidi has always done what is g00d for the company, and when we do well, like we have been the whole way, she's let us run with it. She's been there ready and waiting for what we ask her to do. We try to only ask her to do things that are fast and right up her alley and don't
‘waste her time on things she shouldn' be doing "

GROWING THE COMPANY
Through the fall and winter the company continued to beat expectations relative to its milestones in terms of technology development, product development, patnerships, and growth. The founders and the Softbank team had planned for rapid growth and had put in place the
infrastructuse to enable it. From the hiring of the first employee, the issues of scale were addressed. The company's first hires were aimed at helping the company to grow rapidly while allowing the founders to focus on critical business and technical issues. The company's frst hire was the
Director of Human Resources, Dani Apgar. Medrano explained,
“We felt that if we intended to build a real company and grow quickly, we needed to be able to hire  large number of people and not have us spending all our time on that. We also needed someane to figure out how to pay everyone and set up benefits and other policies. The
same goes for L T. We quickly hired the director of LT. to set up the office, the network, our servers, and make sure all that ran smoothty. The last thing you want in a technology company s to have your CTO configuring laptops. By putting the infrastructure in place early we
ally facilitated our growth *

Thstogiof opacin the S =t coxmpey e b cie o s ity g b o e ot . G, oo o Toy i o s T o oy bt g gt ot iy s o sk oo o o ot

right time to find had been that if and came that the job exceeded the founders capabilities then start a search for However, as long as the founders continued to excel as they had, Softbank was in favor
of leaving the founding team mphu Roizen explained, "The only way to really get good entreprenenrs is to let them grow. We want to build leaders that we can fund in their next businesses too, knowing that those businesses will even bigger and better because of the skills the entrepreners
have developed."

PARTNERSHIPS

The DoDot e el hes tchaology would be valusbe 0 just sbout ny company that delveed contnt o the atrnet. twould be specaly aluabie 0 thoe companies that benefited o frqent o onstat oniact withthei uiss o that proided ity nfomaion
might be vseful while users applications. ‘news, and applications such as a dictionary dot that could be open alongside a word processor to allow users to quickly look up a word as they worked.

Softbank had been critical in helping DoDots to arrange its many of first partnerships with Intemet content companies. In November 1999, SOFTBANK held its Anmual Forum to give member companies a formal opportunity to meet and develop cross relationships within the
portfolio. While most companies presented in a trade show format DoDots, which was still in stealth mode, did not present on the floor. Roizen and Hartigan arranged for a separate room for DoDots to use and brought potential partner companies to meet with them privately. At the end of the
forum, several companies had expressed strong interests in partnering with DoDots.

Swﬁi’mkhnﬂalsmemﬂv opened an incubator, termed the "Hotbank™. Although DoDots was not located ‘hev v of many of its benefits. Hotbank, located on the lower level of Softbank's new Mountain View offices, offered many of Softbank's seed-stage
i i ol cn at cost and pert s had extensive informal aceess 0t VCs becavs this offces were all housed in the same buiding. Busiaess evelopment and iteraction befveen the
companies was P b, the shared ty amongst the io. DoDots would make regu!z( visits to Hotbank to formally and ¢ interact with seve spanies that were a good fit with the DoDots platform.

By the end of December, 5 the beta version of the Doteg client neared completion, the company began finalizing its first strategic partnerships. Three of its first partners: AnyDay, ZDnet, and PhotoPoint, all Softbank portfolio companies, had been introduced to DoDots through the
efforts of Roizen and Hartigan. By April 2000, the number of partners inside and outside of SOFTBANK was 15 and growing.

RAISING THE SECOND ROUND

In February, by just about my ‘measure, the company was "hot', even relative to other Internet companies that were riding a giant wave of investor s that was pushing valuations and public offerings to new levels. Several private investors had expressed interest in the Company.
DoDots' partners and users were  the product. For the comp: via dots, duration were significantly higher in comparison to browser based page views. Dusation, a measute of how long a customer
‘TS W st s s i Yo e | AV e o i e i, S e s e s it o e 8 A o 8 i A DO provided both a distribution platform and a packaging
technoogy as well s lnks and a sbserption servic,th company benefied fom mutpl feenue eams ot partaers. Revene hod lso excesded expectations 1 thenumber of users and thifus ofthe Dot gre shead of especttions. Underyingal the performance based value

were the company had significant value in the
Tn mid February, the executive team made a presentation to the SBVC partners, 23 a "warm-up" for be making to potential f ce ! fist time that some of the in person. Tn th
presentation, the company showed its progress to date and discussed the plans for the future. When the question of val p, Medra d that under 2 . they felt the company was worth $150 million pre-money, however if things really went the way

the company expected on revenues, growth, and expected partnerships, the company could be worth $300 million pre-money. If so, the Company could raise enough capital at that valuation to allow it to grow even faster, pursue the acquisition of strategic targets and take it to an TPO. Not
knowing wht reacton 12 expect by progosing such 2 high umm he was mmm surprised when the partners, although noting that $300 million pre seemed on the high side, encouraged the team o get a great investor at what the market would offer. Following the presentation, the
atwhatever valuation the lead investor and the company determined.

Medrano described the effect that the meeting had on the company,

"The Softbank partues, wese amazingly supportive. Afer ous presentation in Februasy,they stated introducing us 0 all their portfolio companies, ven more 30 than they had before. They began advocating us to the press. They helped establish ofber business development
celationships. Really all of Softbak kind of came by and said, Wow, this is 2 great company. We're 2il really going to get behind you 2nd do whatever we can to help leverage you guys in our companies. That was 2 great experience.

Within 2 week of startig to pursve additional funding the team had met with several investors including Kleiner Perkins Caufield and Byers, Technology Crossover Ventures, Bowman Capital, and Chase H&Q;

CHASE B&Q;

Following two meetings with Chase in San Francisco, a group of Chase partners went to the DoDats office on March 10, 2000 for further discussions. Charlie Walker, a partner that had recently joined Chase as a part of the merger with Hambrecht and Quist fed the group. Walker didn't
mince words. The company was very atiractive to Chase, however the business model was There we onto base a valuation and if Chase was going to invest, DoDots was going to have to agree to mumerous terms which protected.
2 mumber of scenarios. Medrano described the discussion.

"Charlie has a very strong style, very much what I would call 'Chicago banker. Tt was a far cry from our initial discussions with Softbank, but these stakces were also a lot higher. Before the meeting, T had pretty 2ood idea of what to expect in the discussion so I made sure that
as a management team, George, John, some of our ofher senior people and I discussed the varions scenarios that we would accept so that T could comfortably speak for the team in the negotiations. For example, Walker wanted downside protection for his investment, including

a full satchet, which meant the risk to founders losing control and equity in the case of financial higher. We would only agree to that with some limits 2nd 2 high valuation ™
Tho fiomi e wifs Madian wod Wk g e i o o o of men By the e ot b i, i pri M a gt o et f s (o i 1) 2 reccmey valuation of $275 million. Chase along with its affiliate, Access Technology
Pmms would invest $25 million of a total round of near $60 million. Walker put the terms m&ehblemdlnld&emmgmt ean, "Thi is a one time deal, ither you agree {0 the terms now and sign the term shet, or we pull it offth tabl.  can barely jostify this type of valuation
Medrano briefly explaining rge and Joba's consensus, Medrano agreed to the terms. The term sheet, while non-binding ‘be the basis for
Chzses Lawyers would put together over the coming weeks.
‘That same day, March 10, 2000 marked a peak of the NASDAQ index. The following weeks saw precipitous drops in the market indices with Intemet stocks leading the fall. Tony bey . directly and Iy that many of the Chase par
with the deal as negotiated.
this period, Roizen was fully behind the company. Med led, "Heidi was very ve and was trying to help us close the sound. She would be on the phone with Chase saying, jlyou guys need to do this deal, this is great, here are some things they've done, here's

Through
‘more people to falk to and more references; "

In early April as the market continued its slide, Walker called saying that Chase had decided to not invest $25 million but would put in $20 million if Softbank would also contribute the same. Roizen approached her partners with the offer, Softbank’s pro rata was 33% and Roizen had
discussed with the company several times that Softbank didn't wat to take much more than that because it wasn't good for the company to have one iavestor with too big of a share. Howeves, still realizing that the deal was great for the company, Roizen and her partners agreed to put in $20
million if that would convince Chase to close the deal Softbank even agreed to terms that vm\nlA give Series B shares better hq\ndahen ppreference than Series A shares. Meanwhile, the team continued to talk to potential third investors. Several potential investors were interested in the
company, but aot at the price. Others were watching the things settled down. "We're j ‘putting money to work right now”, was a common response.

. the market 4 to slide and the deal still progress. Keeping 2 close ¢y 1's cash, Medrano ith the delays. They had started the fundraising process with 3 months of cash in the bank. But as of mid-April witha
mvmhmdahah‘nlmostgme 80 people on the payroll and still 20 closed deal, ke stasted to

“Fortunately, we had been conservative in how much time it would take to close the round, so we weres't in immediate trouble, but we weren't exactly comfortable. Several other company's with less cash reserve, suffering from the same market jitters in the investment
community were having to take bridge loans at very unfavorable terms, 50% warrant coverage and the like, other were planning for fire sales. That was not a position that I wanted this company to be in. Theoretically we might have been able to convince some of the potential
imvestoss that we spole with to come in at  lower price, but with a term sheet sitting on the table at 275, we dida't want to shoot ourselves in the foot by faking fess ualess it became necessary. Besides, we were, admittedly fixated on the valuation that Chase had given us, 2ad
we desperately wanted to close that deall”

On April 17th, Medrano received a call from Roizen breaking the news that Chase had decided-to pass on the deal. *They thought it would be a good idea if I talked to you first”, she said, “Talk to them and listen to what they have to say. Then let's see what else we can put together. I
have no doubs that this company is a going concern, We're not going fo let it ua out of money.”

‘hase offered to renegotiate and possibly lead the round. The company, still wanting a well known iavestor, but cautious of putting all the company’s eges in one basket began pursuing other options, including re-approaching some of the investors that had expressed interest but dida't
tike the price. With the previous deal off, the price was back on the table. Medrano found that several investors were interested, but after sceing the lead pull out, and with the market continving to fall, many had adopted a wait and see atitude.

Ons potetia nsastoe b bt ntrete it compeny o severn uct.Jon Staebrg, o St GSE oo and ex.Mictosotexeutin o can Staenser Vet Capital, & smll VC fnd oot of Seatl, ad wastad o vest i the mpany the previous autuma whea he
found out about DoDots through Roizen had felt Staenberg’s d location made ally a strategically attractive investor for DoDots. Staenberg's fund broad portfolio spanies, in whi anadvisory role.
‘The fund typically made smaller investments as nfwlkm-m\ evestor witl e oF 5 et il over §5 mlfioe. Pollseia severa sowk of isusions, O Ml 2., Stiesbiogs e o ko §7 maloe o el the s . $125 i, pxe-mm.lzy valuation. Medano knew that
having a small investor who was a0t very well known in the valley lead a deal with a relatively smal investment was a risky strategy, but the company needed cash, and i it happened quickly the company would also avoid the additional dilution cased by repricing of Western Tecknologies'
warrasts.

The lead investor generally sefs the terms, sets the valuation for the company. puts in the largest investment, and often takes  seat on the Company’s Board of Directors. In this case, Staenberg would set the terms and valuation, but would not take a Board seat nor, if all went well, be
making the largest investment.

Medcano took 2 moment o think about the cusrent situation as well as the fituce of the Company. Medrano strongly belm\ o me Company had a great future. He kmew that the decisions that they made now would have long reaching implications. Two months before, when the
Company started to raise this round of financing. everything had seemed to proceed to plan and the Company's options looked great fuge portion of the valuation had disappeared, the Company was scrambling to get money, and the Company had pretty limited short-term options.
Should the company try to close the tound with Staenberg as the lead investor? Medrano wondered if other investors would follow it uiores impact would be on future rounds. The company was rushing to close the deal to avoid the repricing of the Western Technology warrants on May
15th_In the grand scheme ommg; Medrano wondered if that was worth it. Regardless, the company still needed cash o at least would in a couple of weeks. If not Staenberg, should the Company take the bridge loan and hope to attract other investors or did having Softbank lead with an
equity investment make
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EXHIBIT 4 - SAMPLE TERMS OF SOFTBANK BRIDGE LOAN

Bosrower:
Tarvestor(s):

Principal Amount of Loan:

Interest/ Payment

Coaversion

‘Warrat Coverage

Legal Fees & Expenses

Acknowledged and agr
sormaTK TECHNOLOGY VENTURES V,LE.

e
b

ExHIBIT 5 - FOUNDERS' BIos

George Kembel, Chief Executive Officer and Founder
George Kembel, a DoDots¢d co-founder, has ex;

SOFTBANK TECHNOLOGY VENTURES V, L.
Summary of Terms for Proposed Bridge Loan (SAMPLE)
xxxx
April 30, 2000
Sample
SOFTBANK Technology Ventures V. L P; Outside Lender

of $X million (the "Principal ). investment amounts for each Investor is as foiows:

Softbank $ XXXXXXX

Outside Lender $ XXXX XXX

It oo i g kil Ko s 5 s et Gty T ding Principal Amouat aad any accrued and unpaid Interest shall become due and payable o demand at any

time on or after July 30th, 2000, unless this loan is converted pursuant to the terms of the

U letion of the Company's le of Series C Preferred Stock: (the “Senesc Financiag”) of gr f at least SXX,000,000, 2 Py i1 Amouat and d and unpaid Interest shall

amummlmﬂycm\enxmu shares of such Series C Preferred Slaz:kslthepnbepmbvv.bem‘emsmtheSux&Canm: (the "Series C Price"). The Series C shares to be ed of this loan shall be the
ed d  into with investors with respect o the Series cmmcmg

Ear.hln\eﬁm shall be entitled to convert its fll share of the outstanding Principal Amount vapaid the Series C Financing

“The Ivestors shall eceive warrants to purchase shares of Series C Preferred Stock at the Series C Price in.a mymber equivalent o twety five perceat (25%) ofthe Priocipal Amoust ivided b the Sris C Price £6 uly 30 he
Series C Financing. of gross proceeds of at least $X.000,000, is not closed then the warrant coverage for the Investors will increase in a number equivalent to five percent (5%) of the Principal Amount divided by the price of the
Series C financing every 30 days. In the event the Series C Financing does ot occur by September 30th, 2000, at the Investors' election, the above warrants shall be issued at the price of the Series B financing in a sumber equivalent
to twenty five percent (25%) of the Principal Amouat divided by the price of the Series B financing

‘The Company shall bear its own fees and expenses and shall pay the reasonable fees and expenses of Ivestor Counsel

 ariogand asagiog ccesaflcompnie, ot recenty s onmder mdpﬂs\denl Of ENGAIE Corporton T im straced umeros Frtine 500 s presigions cias; cling GO, LespFrog, d nerval Reserc
Previously, as a marketing engineer at the Intel Architecture Lab, George

orked on new software technology briefings. He has received two national awards for excellence in engineering design. George holds a B.S. degree in

N i i gt it s i T i s S e e il i sm!ltg\ ¥ i b St

John Kembel, Chief Technology Officer and Founder

Jobn Kembel, a DoDots co-founder, was also a founder of ENGAJE Corporation where he served as chief technology officer focused on new technology architecture and development. The company afiracted numerous Fortune 500 and prestigious cliexts; including GVO, LeapFrog, and.

Tnervel Research.Brevienaly Jhn worked as  nftware enines at el snd s gl rtentsaaignd o sl Cosporntion e softars develcpment o has also served a5 a Design Engineer at IDEO, where he worked on
i St s

consumer 2nd technology product development, 2nd as the

wm.\ £

D-mapping expedition in the Peruvian Andes.
. also from Stanford.

John holds a B.S. degree in Mechanical Engineering from Stanford and 2 MS E. degres in

Tony Medrano, President and Founder

‘Tony Medrano, 2 DeDots co-founder, gained his first experience in the venture finance areaa at Ccnlr) Gwr!vnnﬂ.LP where he worked i
for outstanding He

where he was awarded the Navy

1y, e was an E . Opesations Officer in the U.S. Navy
Tony holds a B.A. from Harvard, an MA. from Columbia University and attended the 1. and M B A. programs at Stanford University:

Y.

EXHIBIT 6 - SOME DOTS

DO DOTS PARINERS
AnyDay.com™ - online DayPlanner

BlueLight.com - totally free Interent service
and Daylight, Inc. - interactive Q&A: content
irDrew.com - relationship advice and chat

mm how to do just about anything
Epinior

has also

ght phy

The Dot Calm Before the Storm

ns.com - unbiased advice to help your buying decisions

GreatRestaurants.com - restaurant reviews and reservations.

JumboMall.com - online shopping mall
Kibu - an online world for teen girls
LiveM;
Merriam-Webster - online dictionary and thesaurus
‘mySimon™ - online shopping assistant
Noomedia.com - integrated digital media solutions.
PCWorld.com - online resource for PC users
PhotoPoint - make photos accessible o the world
Snapfish - film development and online sharing
StartSampling - free sample products

Work.com - online business portal

ZDNet - technology news and information

d - applications for anywhere, anytime e-commerce

Zupit.com (formerly i262) - computer game community

EXHIBIT 7 - PARTIAL LIST OF SBVC PALUE PORTFOLIO COMPANIES

Abuzz Tchnologiss, Inc.
Apmicrin

ey Grow, T
Artcom, Inc {acquired by Getty Images, Inc )

Page 3 of 5

Inserliant, Tnc

saional ThinkLink
InterTrust Technologies Carpors
INVESTool: (acqured by Telescam)
Iavisble Worlds, Inc

Corporation (TC)
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BizBlast Lits Cycls Systems, Inc
B fomerty B B ) MessapsMadia, Inc.
BluLightcom’
Broad Divigar 2.
BUY.COM, uc.
Carees Ceniral C
ChannallWave Sofiware Inc
BaitableWay.com,
Comergeu: Tscknologiss, Ic.
Communias com Bersonalogic, Inc. (scquired by A0L)
Connected Corporation ‘PhotoPoint
Critcal Pah, Tac planett, Inc
Decisive Technologies LLC (acquired by MessageMadia, Inc) Breve Sytems T
. (formerty SeveSumare In
Digimarc Corporation
DiDrewcom P B,
eCoversge ‘ReachCast Corpe
Elsciron Economy Secproaal Tnc domery Righs Exchange and SOFTBANK Ne Souons)
Elomiie
als com
ey A ———— Service Metrics Inc.
Stare Techncloge, lac. Gcquired by el Inrnaicns) Service\Magic com (formerly Wisen.com)
Everest Broadband N ShareWave, Inc.
Evoke C SommatF
Exacti.com Spmsay.com
FastParss, Inc. StanSampling
Fiaali Corporation Supportcom
Fnety ewors v (scquied by Microot Corpaaion) TelEvoke, Tnc
Gamesv ‘TeliSof Technolosis, e,
oo acCacqued vy Yooy Teraboam Network
Hortoice Communications Imemastionsl, Tnc. The Body Shop Digiul
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iChristan co ThisdAge Media Inc
Igaiton Corperation Tosrus.com
Tmpulse! Buy Network (acquired by Inksomi Corporation) i s
Intend Changs Group, Inc
Firen
VeriSgn

Sopotsne Eosermieset (sl by ibo!)
T e Copay

EXHIBIT 8 - EXPLANATION OF COMMON PRIVATE PLACEMENT TTERMS

The typical comvertible & of! features:

Liguidation preference. [ two types

Non-participating Preferred Stock means the holders of the Preferred Stock can get their money back upon 2 sale o liquidation of the company, with the balance of the proceet: tock. If ‘ommon Stock would get more per share than Preferred Stock
holders under this approach, the Preferred Stock holders can comvert their stock into Common Stock and share pro sata in the merger or liquidation proceeds. Management and "seed” investors generally favor non-participating Preferred Stock: since it puts them and later stage investors in the
same boat (they get the same price per share) with respect to merging the company.

Paticipting Prefored Stock pemis invesors o eceve tei mony back s i  mesger o distboion, with e bance being divided wmong hobers of Comimon and Prefned Siock oa 8 starefor-shae bess. The sgomet o partiipating Prefered Stock s that i company i cld

shortly after the investment, the founders may make a lot of money but the investors may not have received much of a retum on their money. The courtter-argument is that if a company is sold for a high price, every 5o the Preferred houlda't "double dip" and

e higher price thn Common Stock hlder. In may paticpatin Prefered Stock deals. a cap (usnally two o three times the share e pice of he Saancing) will be ncded.If e company s sold os liquidated above that price, all proceeds are distributed to Commun and Preferred Stock
hare basis (L. 10  since it is equivalent to what would the company had = 1 Preferred Stock had b into Common Stock on the offering.

it i 4 o types: non-priced based and price-based. Price-based anti-dilution provisions come in at least three types: broad-based weighted average, narrow-based weighted average, and ratchet. Ohuously management willfvor o priced
dilition proisions i. whers te ony adjostnen 0. rio ound of fnancing i v . tock spit o diidend). Ventar ovestrsfor pice based anti-dilution proection sl broad-based. of the
Preferod Stock ints Common Sock i an earie onad of fzoacing g if the company later sells stock at a lower price (other than exempted h a: employee sales). formulas less drastically reduce the ownership o fn\mdns md employees since they il
account how much stock: is sold at the lower price. A weighted average provision is "broad” or "narrow” depending on whether all shares of just the Preferred Stock are included in the fomuu (the latter is more favorable to the investor and produces bigger price for earlier financing
rouads). "Ratchet' anti-dilution means that if a company sells shares ata mer price (regardless of the amouat raised), earlier rounds of financings are repriced to that price. It is the most drastic of all price-based anti-dilution provisions and is rarely used in technology company financings,
exxcept in bridge financings or where the company has litfle negotiating pow

‘oting rights. The preferred stock usually as a mumber of votes equal to the number of shares of common stock into which it , and may toelecta percentage of the board of directors, frequently a majority

Registration rights. Investors generally require "demand” or "pigeyback” registration rights to have their common stock registered after the preferred stock: has been converted into common stock: nomally when the company will be mature enough to merit public registration. The filing and

preparation costs for one or two registrations are usually paid for by the company, although the investor svally pays the direct underwriting costs related to the investor's own shares. "Piggy-back” means that sell their the company's public offering (usually subject
to underwriter approval)

‘These rights are desirable because even after an PO, the investor may not be able to dispose quickly of large blocks of stock

Riehis of fstrefsal. Prefered stockholders gensrally receve the right (0 partiipate pro rita i auy subse
through the 1 securities

offerings of stock by the company. This contractual equ:\llml of statutory preemptive sights permits the investor's maintenance of a grozi ownership interest without dilution
ess common is a full right of first refusal, 2 k 2. "Full Gobble" in which the preferred firstrig to purchase all of financing.

“Come-along" and "take-along”. One of the major exit strategies s a sale of stock_ Preferred stockholders obtain the right to sell their stock ("come along”) at the same price as the entrepreneur if the entrepreneur sells shares. They may also require that the entrepreneur sell the entrepreneur’s
stock (ie. be "taken along") if the investors want to sell, enabling the inrvestors to sell the entire company to a potential buyer

‘Negatite covenants aka_protective provisions The company agrees not to take certain actions that can adversely affect preferred stock without preferred stockholders’ consent. These actions include: (1) sell additional capital stock (other than under employee stock plans): (2) pay common-
stock dividends or repurchase stock; (3) borrow money, or make loans or guarantees (except to or for subsidiaries); (4) merge or sell substantially all of its assets (unless the company is the survivor) and (5) liquidate.

Convertible debt. Convertible debt is deb that , usally into tock of the company, ata ‘This rate may be subject to anti.dilution provisions similar to those described in the stock section. The investoris
h as: company is successful enough to justify converting debt into stock [8]
DoDot:
Summary of Terms for Proposed Private Placement
of Series A Convertible Preferred Stock
e
Lo ‘DoDots (Company’).
Iaveson SOFTBANK L2, SOFTBANK Fund LP, and Co-investor (Tavestors).
Cumrent Outstanding Securites ] Stock ("Common' — Investors”,
Amount of Tavestmant 54,500,000 pre-
$1500,000 - SOFTBANK
$1300/000 covastor
< A Convertble Prferred Stock ("Saries A Prfereed’
Namberof Shares [)shares
Price per [] Original Purchase Price’)
Righrs, Breterences 1) Dividend Provisions: The Seris: A Prefemed will be emtiled - 12 sadi Prefermed will tock Dividencs
= s by
Prefernd b i 0 s mpany
() Liguidstion Profsence Drfarred el bs et t0 holders of "Ligui ) squal o the Ori: Price After ke
pavmet of s Liquésion = = 2 = i
3 olde of Series A ot Bolder, at ny tme, Prefered may
determined by dividi the converson price. The inital Barchase P
(4 Amtormacc Copversion: The Sriss A Prefered willbe somaticlly 2 of shares »
e Orignal Burchase . oFnot s than S10,000,000  proceads o the Company
5 Autidio Prefermd wil s, sock s
(© Yoring Rishts. = < e Series A Prefered =
detcrad mder Protecive Provisons” belo:
1% Prefesed will b d for () any sate by ot s e another entit (i) any Tiquidation o winding wp ofthe
Company, () : of oy ividend o Common o refemed
Righis So long 2 suy ofthe Saries A Brsfved iz ontstandive. dalivarto sach
Ragismarion Right: 1) Demand Rishts: I, at any time. < nitil publc offering three vers Rt . w
pon comersion o te Seris: A Prefered APrefered s
4'55,000,000),
s o8 Formn 5.3 aader .
ik Series A . ed
3 3 il exceed $1,000.000.
(@) Pisey-Back Resisusi be axled o ace subject o tae 1 , b
o rovide hat e%Cep 1 ComReCon it he PO, rch FaAucion el st b e has oot of e v Aoes o ares i the OAeing
= E il be bz by the Company
&) Datsterof Reorson Rt s may aleast 10% of: o parmer member
sharcholding.
= spec g cros i » = to delay te Sling of 8 demand regisraton fo & perod of ot more than
80 dars = > Tor aperiad of 120 & : " = b
= = e
Use of Proceeds will b s capi
Board Representaion axd Mestings 5 A Prefurad, - John Kembel representing - 4
ractor. The Company et the Board of D =
Rightof it Offrfor Puxchase of Nevw Secaritas S0 long  amy ofth Series A Brcfored s uistanding. if he Company company, offerng), the Company will
o e & Prefared v o o sl e o ot b e e pecnage s he Cormpsy
Stock Resricion Agreements nd . g, 25%
mcntly basis over thrse veass
Each nitia Eumployee il = - by sach ras: 25 5 = sy b 5
Right of First Refusel ‘The Bylaws of the Company v 0 y
CoSale Agreement yses el ach exacute 3 Co-Sals s provid v i s sell any hewll 5
smount of securiies held by he aiial Employes and those bel by the Tnvestors
Reserved Shares pany []shares i, calculzed 9 Series &) forissuanceto ditetors, off loyees and consuliats (B )
™ offcers,amplor .  manag <d by disBosxd, . .
ofthe Board. 2 S s of event requinig
i Toveitors
MNondisclosure sd Developments Agreement Eschofficer, et Investos.
Purchase Agrsamant bl £ other thing: .
ay o . 253 spproprits conditons of closing, meku < sitanon af Skl ad =
v > e 2 obse: = pany v of Terms =
o negotiate wth the other.
Assigument Eachofthe hall A one by torany icers, or prtn ed -
D,
Incorporation: The Company sl b cororid i e St of et
Empases Ths Company and the avestors 1 respectio s e wamsaction, he Company Wil pay e eg , LLP, counsel o the
Tavestors).
Iavestrs Counsel:
Agrecd s Acceptet:
Dace
George Kembe!
DoDes Corporation
445.8 Cambridge Ave
Palo Alto, CA 24208
2 o
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EXHIRIT 10 - ORIGINAL CHASE H&(Q SERIES B TERM SHEET

DoDots, Inc.
‘Summary of Key Terms for Proposed Private Placement
of Series B Convertible Preferred Stock

‘March 10, 2000
Issoer: DoDots, Inc. (the *Company")
Type of Socuriy: Series B Conversible Praferred Stock ("Series B Preferred”)
B
Amcunt of vestment: ssuonee. vend 30
5 million from m’xﬂ( & affiliates

$12.5 million trom Chase Capital Parters ("CCP")
125 millin from Access Techology Periners (‘ATE")
315 million fom other pew investoes

Dividends: 8%, aon cumolative
275 G~
Pre-money Valusor: 206230 millon uly dilsed by unissued options
At ion: P, v oy g }g;;mw
Liguidation Preference: 2:5-3x or Participation, at helder’s opticn. g,j,w'n,b W;.v,)ﬂl-l Y
: 123104
Bowd Seat: C«anY(:),SOmANXU),ATP/CCPQZ%, & Industry (1)
- 70 e oce e 0 STV
Votng Righe: On an a5 converted bsi, except o Protecive Provisions
oo Brovieens: - tigudaton, dvide
Regiswration Rights: As per induswry standard
Right of Fce O Pro Rata ca up 0§03 of esch rousd for Prstered
don Pool: i b
Information Rights: ‘Monthly, Quarterly and Annual (sudited) financials
Feosand Expenses: Company o pey forcose o s technslogyrevien

Nota Fi o

st -
famo0c

Conditions 1o Closing Completon of due ilgeace eview,
Approvl of ATP axd CCP Investmeat Commites;
No Mtaril Asverss Changes o Compaay’s Businefs!
Satisfutory Dosumentasion {

GRADUATE SCHOOL OF BUSINESS
STANFORD UNIVERSIT

Do Dots (B)
STUDY QUESTIONS

1 From an entrepreneur’s standpoint, what factors do you consider important in selecting a VC firm. What aspects irable i ionship with a ve ital and vise versa. Based P inthi cass: vadéc

might ionship between Roizen and the tei
2 Compare the Company's first round term sheet from Softbank with its original second round term sheet (from Chase). What rational could. these diffesences?
Softbank.

oo
in sheet have had on the Company going forward? When might these terms hurt the company or
kA What are the pros and cons of debt financing for the Company? Existing investors? New investors?

4 Discuss the conflict of interest between company and first round investor during in valuation. Evaluate Softbank’s actions in this respect. What arise if the compan ftbanks offer to also lead the

‘Put yourself in the role of an advisor to the company at the time of the case. If asked. what would you tell Medrano to do about the second round? Do you consider the Western Technology warmant issue to be significant enough to be a deciding factor?

Lecrurer in Managemen:, Starford U of Business,
B been chnged Thece
This caze as made possible &y a gift from H Michael Stever:

efferive or neffcrive sinuasion

Copyngt 121

[1] Special thanks to HBS High Tech Fellow Mary Rotelli for her research on Softbank which s included here

[2] Alex Gove, "Softbank Astes Up,” Red Herring 6/1/96

[3] Interview with Bruce Francis, CNNfa Anchor, Digital Jam 2/4/99

[4] Brian Bremner and Linda Himelstein, "Softbank Cyber Keirstsu,” Business Weck, 4/5/99

[5] For an excell the career of Heidi Roizen, see HBS Case study N9-800-228 80 January 18, 2000
[6] Often, the deal documents allow for 10 come in after the closing for Tength of time.
[7] Western Technology Tnvest 5

(50.55).
5] The ABC's of Convertible Preferred Stock. Craig W. Johnson. Chairman, Venture Law Group

the $1.5 million foan). Th of shares would be calculated based on the share price in the B round, or in the event the B ound was not closed by May 15, the conversion would be based on the share price in the A round
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