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H == ABooming Market
= — Fueled by Innovation
and Growth

In today's dynamic capital markets, venture debt has
emerged as an essential financing tool for high-growth
companies, offering flexible, minimally dilutive capital
that can fuel rapid expansion.

According to PitchBook-NVCA Venture
Monitor, venture debt deal activity surged to
an all-time high of

$58.z)illion

in 2024, representing a 119.3% increase from
2023, underscoring a growing appetite for
innovative financing solutions for startups.®

(1) PitchBook-NVCA Venture Monitor (2025), Q1 2025.
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Venture Debt

As firms look to scale quickly while minimizing potentia
equity dilution, they are increasingly turning to venture
debt to complement traditional equity funding.

While venture debt was historically concentrated in
post-revenue startups, it has since expanded across
the company lifecycle—from early-stage growth to
mature, late-stage businesses. Large credit funds and
technology-focused growth private equity firms are
actively incorporating venture debt into their diversified
platforms, enhancing deal origination, diversifying
yield sources, and deepening relationships with limited
partners. This strategic diversification reflects the
evolution of venture debt into a sophisticated financing
strategy that balances risk and return.

2024 MARKS RECORD YEAR
FOR VENTURE DEBT
Venture debt deal activity
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Venture-Growth Loans Outpace
All Other Stages
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Record-breaking growth in venture debt activity highlights market
dynamism.

Venture debt allows companies to scale with minimal dilution
compared to equity financing, though structuring considerations

such as warrant coverage can impact overall ownership economics.

Institutional investors are increasingly adopting venture debt to
diversify yield and capture opportunities in underserved segments.

Venture debt is characterized by forward-looking valuation metrics,
specialized underwriting, multicomponent structures, adaptable
covenants, and flexible structure.

Chart source: Pitchbook-NVCA Venture Monitor, as of March 31, 2025.
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This paper explores
valuation nuances that
distinguish venture
debt from traditional
private credit. We will
decode the unique key
performance indicators
(KPls), risk profiles, and
investment structures
that define this asset
class, highlighting key
valuation considerations
and challenges for
investors and finance
professionals seeking to
understand and navigate
this evolving market.
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KPIs, Investment Structures,
and Risk Profiles

Valuing venture debt is different from valuing traditional
private credit. Although both asset classes utilize
financial metrics that evolve over time, the nature

and sensitivity of these KPIs differ significantly.

For venture debt, the focus is on dynamic, forward-
looking KPIs such as revenue growth, annual recurring
revenue, burn rate, runway, customer acquisition, and
retention metrics. Venture debt may not be suited for
all businesses, particularly those without predictable
recurring revenue, sponsor support, or a clear path to
future funding or profitability. Despite their forward-
looking nature, these KPIs must still be supported by
trailing performance data, contractual visibility, and
sponsor insights to ensure valuation rigor.

Alternative measures, such as loan-to-value analysis
or coverage metrics based on revenue, gross margin,
or cash burn, are often more relevant for venture debt
than traditional EBITDA coverage. While these metrics
are rooted in historical performance, they are typically
used to assess future runway, scalability, and capital
needs. In contrast, traditional private credit typically
emphasizes well-established metrics such as EBITDA
coverage, collateral ratios, and debt service coverage,
which are geared toward evaluating stable cash flows
and historical financial health.
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Why Venture Debt, Why Now?

Several forces are converging to drive record levels
of venture debt activity.

With liquidity constraints and rising interest rates,
limited partners are favoring credit strategies
that generate current income and reduce J-curve
exposure. Venture debt offers a compelling
complement to long-duration equity bets.

With IPO timelines and extended market uncertainty
persisting, venture debt can help extend a
company's runway and defer equity dilution, offering
strategic flexibility between equity rounds. That said,
fair value reporting must continue to reflect updated
market conditions and company performance.

Depending on the deal complexity and capital
structure, venture debt transactions can often be
executed faster than priced equity rounds, providing
companies with timely capital while avoiding
governance dilution and lengthy negotiations.

Lenders are deploying advanced features—synthetic
PIKs (e.g., deferred interest that compounds
principal), milestone-triggered tranches, and
covenant-light packages—to tailor risk-adjusted
returns without overburdening borrowers.

Taken together, these dynamics are redefining
growth capital. Venture debt is no longer a niche
product—it's becoming a strategic tool at the
intersection of capital efficiency, investor
alignment, and valuation complexity.
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Use of Venture Debt
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Source: Venture Debt: A Guide to Venture Debt Financing (2025) from DealRoom.
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The debt portion is analyzed using alternative credit
metrics, such as annual recurring revenue (ARR)
leverage ratios, tailored to high-growth, cash-flow

negative companies.

02

The equity component is often valued using venture
capital methodologies. While milestones do not directly
determine equity value, they can significantly influence
the company's valuation trajectory, which in turn can
affect the value of the equity kicker.

This layered approach adds valuation complexity but
also creates opportunities to capture meaningful upside
especially when structured thoughtfully across debt
and equity components. For investors, this valuation
complexity requires a deeper understanding of how
credit terms, equity linked instruments, and company
performance interact to drive return profiles. For
borrowers, it presents a way to secure growth capital
while limiting dilution. The right structuring can create
alignment without overburdening the company'’s

cap table.



Venture Debt Demystified: Beyond Traditional Private Credit

May 2025

The table below summarizes some of the differences
between venture debt and traditional private credit:

FACTOR / KPI VENTURE DEBT TRADITIONAL PRIVATE CREDIT KEY DIFFERENTIATORS
Primary Emphasis on growth potential and Emphasis on stable cash flows and  Greater emphasis on growth-
Focus scalability, while monitoring cash asset quality. oriented, forward-looking
burn and runway. analysis in venture debt versus
cash flow stability and downside
protection in traditional
private credit.
Valuation Dynamic KPlIs: revenue growth, Key metrics: EBITDA coverage, Venture debt metrics are
Metrics ARR, burn rate, runway, and, where  collateral ratios, debt service adapted to companies that are
applicable, loan-to-value analysis; coverage (monitored dynamically cash flow negative, focusing on
alternative coverage metrics over time). Depending on growth and alternative coverage
based on revenue or cash burn. structure, loan-to-value may be measures.
Loan-to-value in venture debt is assessed relative to enterprise
often forward-looking, factoring value or other collateral
in expected growth rather than frameworks.
purely historical asset value.
Investment Ranges from simple senior secured  Generally standardized loan Venture debt offers
Structure loans to complex structured structures with fixed terms, flexibility and customization,
financing, often including equity typically without equity-based accommodating
kickers and performance triggers. incentives or large exit fees. multicomponent structures that
Venture debt also frequently traditional credit typically lacks.
includes significant exit fees and
prepayment penalties.
Risk Higher risk managed via Lower risk due to loan collateral Venture debt covenants are
Profile & performance-linked covenants and loan covenants. tied to evolving milestones,
Covenants and milestone triggers. necessitating specialized
underwriting.
Market Driven by innovation, rapid scaling,  Driven by creditworthiness and Sensitivity to market sentiment
Drivers market disruption, institutional asset and/or cash flow stability. and rapid growth trends versus

adoption, and strategic
diversification.

steady, established
market fundamentals.

This nuanced valuation approach, which integrates agile KPIs, multicomponent structures, and specialized
underwriting, highlights the distinct challenges and opportunities inherent in venture debt.
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From Straightforward Loans
to Complex Structured Deals

Venture debt is not a one-size-fits-all product; rather,
it spans a continuum to cater to the diverse needs of
high-growth companies.

At one end, you have straightforward senior secured
loans, which provide clear terms and lower complexity
for companies with more predictable financial metrics.
These instruments are designed for startups that,
despite being in their early stages, exhibit some level of
operational stability.

On the other end, structured financing goes beyond a
simple loan by incorporating additional features, such
as equity kickers (e.g., common stock warrants) and
performance-based terms, such as interest step-ups,
milestone-triggered tranches, or covenant flexibility
tied to company performance. These features align the
interests of lenders and borrowers by providing upside
participation as the company grows in value. Structured
financing is especially valuable for cash-flow negative
companies or those in rapidly evolving markets, as it can
be tailored to support varying growth trajectories and
capital needs.

Furthermore, structured deals have
demonstrated yield diversification benefits,
with returns often ranging from

10 %EZL %.

In levered scenarios, gross returns
can approach 20%.%
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While simple agreements for future equity (SAFEs) are
often considered part of the broader venture financing
landscape, they were excluded from the scope of

this paper given their distinct legal and economic
characteristics. Unlike venture debt instruments,

SAFEs do not have maturity dates, interest payments,
or repayment obligations, and are generally treated

as contingent equity instruments. As such, they raise
separate valuation considerations beyond the spectrum
of venture debt instruments discussed herein.

One of the key distinctions between venture debt and
equity financing is the balance between capital access
and ownership retention. Unlike equity financing,
which often involves significant dilution and valuation
reset, venture debt allows companies to extend their
runway without materially affecting ownership stakes.
This makes it particularly appealing to companies that
anticipate strong growth and prefer to limit dilution.
Moreover, the process of raising capital via venture
debt is generally faster than traditional equity financing,
as it involves fewer negotiations around valuation and
ownership, making it an attractive option for companies
needing timely access to capital.

For investors, venture debt provides a fixed return
profile and seniority in the capital stack, and it often
includes equity participation through warrants, which
offers a degree of upside with greater downside
protection. This makes it particularly attractive in risk-
managed or credit-oriented strategies.

(1) Forbes Tech Council (2023, September 18) Adding Venture Debt As a New Strategy by
Large Credit Firms and Technology-Focused Growth PE Firms, Forbes.
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Navigating the Risks:

What to Watch for in Venture Debt

While venture debt offers compelling benefits, several
emerging risks merit close attention:

01

Overreliance on

Forward-Looking KPIs

02

Covenant-Light
Structures

03

Opaque Company
Disclosures
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Valuations anchored in
ARR, burn rate, or growth
projections can falter

if market conditions

shift or performance
expectations miss

the mark.

Highly flexible terms may
limit lender protections
and impair recovery
options in downside
scenarios, particularly in
highly competitive

deal environments.

Private companies may
not report consistently or
transparently, increasing
the risk of stale

inputs, miscalibrated
assumptions, or limited
validation of key metrics.

04

Valuation Risk on
Equity Kickers

05

Liquidity
Considerations

Warrants or synthetic
PIKs embedded in loan
structures introduce
additional layers of
estimation and volatility,
especially when equity
rounds are delayed

or soft-marked.

Venture debt, though of
shorter duration, remains
relatively illiquid. Funds
relying on interim liquidity
(e.g., through NAV
lending or secondaries)
must consider pricing
and exit friction.

As the market matures, balancing flexibility with
governance and growth orientation with valuation rigor
will be essential for investors and advisors alike.
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Partnering With Houlihan Lokey to
Navigate a Dynamic Landscape

This paper illustrates that venture debt, with its forward-
looking valuation metrics, adaptable covenants, and
versatile investment structures, stands apart from
traditional private credit. Venture debts’' focus on
dynamic KPIs, which range from revenue growth and
burn rate to alternative coverage measures, captures
aspects of the potential value creation of high-growth
companies. Its structured financing options offer
flexibility through tailored terms, milestone-based
covenants, and interest-only periods, while equity
kickers provide return enhancements and align lender
incentives with the company's growth.

Understanding these nuanced differences is not just

an academic exercise; it is essential for investors and
finance professionals who want to optimize their
returns and manage risk in today's fast-evolving market.
Navigating the complexities of venture debt requires a
partner with deep industry expertise, robust analytical
frameworks, and a proven track record in structured
finance.

At Houlihan Lokey, we pride ourselves on being that
partner. Our comprehensive approach to venture
debt valuation and structuring is designed to help you
capitalize on market opportunities while mitigating
inherent risks. Unlike traditional credit assets, venture
debt valuations demand fluency across both capital
structure and company trajectory. Houlihan Lokey
brings the unique combination of structured credit
expertise, venture valuation insight, and real-time
market calibration to help clients decode this evolving
asset class.

Contact us today to discover how partnering with
Houlihan Lokey can give you the strategic edge in the
dynamic world of venture debt.
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Portfolio Valuation

About Portfolio Valuation and Fund Advisory
and Fund Advisory Services Services

Houlihan Lokey's Portfolio Valuation and Fund Advisory Fair Valuation for Financial Reporting
Services practice is a leading advisor to many of the
world's largest asset managers, who rely on our strong
reputation with regulators, auditors, and investors; private
company, structured product, and derivative valuation Fund Manager Valuation

experience; and independent voice. We value illiquid Valuation Governance and Best Practices
assets on behalf of hundreds of hedge funds, private
equity firms, financial institutions, corporations, and
investors. We rapidly mobilize the right team for the job, Derivatives Valuation and Risk Management
drawing on our expertise in a wide variety of asset classes Fund Recapitalization and Transaction Opinions
and industries, along with our real-world transaction
experience and market knowledge, from our dedicated
global Financial and Valuation Advisory business.

Securitization and Regulatory Compliance

Pre-Acquisition and Divestiture Services

Structured Products Valuation Advisory

GIObaI Recognition WI n n e r Best Valuations Firm
for Hard to Value Assets
The HFM Services Awards
named Houlihan Lokey *Best WIRNer | &,
Valuations Firm for Hard to
Value Assets” inthe U.S. in
2018-2024 and in Europe in
2020-2025, and it was named
"Best Valuations Firm” in Asia
in 2020-2024. Houlihan Lokey
has now won these awards in
all three geographic regions
for five consecutive years.

Wl n n e r Best Valuations Firm

The HFM Services Awards recognize hedge fund service providers that have demonstrated exceptional client service,
AWARDS| innovative product development, and strong and sustainable business growth over the prior 12 months.
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Houlihan Lokey gathers its data from sources it considers reliable; however, it does not guarantee the accuracy or completeness of the information provided within this presentation. The material presented reflects
information known to the authors at the time this presentation was written, and this information is subject to change. Any forward-looking information and statements contained herein are subject to various risks and
uncertainties, many of which are difficult to predict, that could cause actual results and developments to differ materially from those expressed in, or implied or projected by, the forward-looking information and state-
ments. In addition, past performance should not be taken as an indication or guarantee of future performance, and information contained herein may be subject to variation as a result of currency fluctuations. Houlihan
Lokey makes no representations or warranties, expressed or implied, regarding the accuracy of this material. The views expressed in this material accurately reflect the personal views of the authors regarding the subject
securities and issuers and do not necessarily coincide with those of Houlihan Lokey. Officers, directors, and partners in the Houlihan Lokey group of companies may have positions in the securities of the companies
discussed. This presentation does not constitute advice or a recommendation, offer, or solicitation with respect to the securities of any company discussed herein, is not intended to provide information upon which to
base an investment decision, and should not be construed as such. Houlihan Lokey or its affiliates may from time to time provide financial or related services to these companies. Like all Houlihan Lokey employees, the
authors of this presentation receive compensation that is affected by overall firm profitability. Houlihan Lokey does not provide accounting, tax, or legal advice. The information and material presented herein is provided
for informational purposes only and is not intended to constitute accounting, tax, or legal advice or to substitute for obtaining accounting, tax, or legal advice from an attorney or licensed CPA.
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