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2022 Mid-Year Recap

MARKET UPDATE

Venture Capital (“VC”) Activity

Global VC funding recorded the largest quarterly drop in a decade during the second quarter of 2022—
a 23% decrease on a quarter-over-quarter basis, with a total of $108.5 billion invested compared to
$141.6 billion in the first quarter of 2022.' VCs invested approximately $250 billion in the first half of
2022, a 12.5% drop compared to the $285.7 billion invested by VCs in the first half of 2021.> The number
of VC-funded deals dropped by approximately 15%, with a total of 7,651 deals completed in the second
quarter of 2022 compared to 8,990 deals completed in the first quarter of 2022.°> However, the number
of VC-funded deals completed in the first half of 2022 outpaced the first half of 2021, with 16,641

and 16,049 VC-funded deals completed in the first half of 2022 and 2021, respectively—a 4% increase.*
The tightening VC market was the result of a variety of factors, including concerns over declining stock
market performance, lingering economic fallout from the COVID pandemic, heightened risk following
Russia’s invasion of Ukraine and persistent inflation combined with rising interest rates. However,
accounting for the fact that 2021 was an exceptional year for VC activity, 2022 funding amounts and

deal volume levels remained strong compared to pre-2021.° In fact,VC activity—in both invested amount
and number of investments—for the full year 2022 is projected to exceed annual pre-2021 levels.®

The impact of the market slowdown was felt most strongly in retail tech where new funding dropped by
43% in the second quarter of 2022 on a quarter-over-quarter basis to $13.2 billion (a seven-quarter low
for the sector). Other sectors that experienced significant funding declines included fintech and digital
health, with decreases of 33% and 32%, respectively, in funding on a quarter-over-quarter basis (an eight-
quarter low for the digital health sector).”

Companies in the later stages of the VC funding cycle have been most impacted by the market slowdown
and have experienced significant declines in average deal size and valuation compared to 2021 levels,
though average deal size and valuation remained higher than pre-2021 levels (the late stage median deal
size of $14 million to date in 2022 is 40% higher than the late stage median deal size of $10 million of
2020).* Seed stage and other early stage companies, on the other hand, approached record deal activity
and funding levels in the second quarter of 2022.” Median deal size for deals involving angel investors
actually increased in the first half of 2022 by $1 million compared to 2021 as a whole—the only investor
group to see positive change since last year." The strength of activity for early stage companies can be
attributed, at least in part, to their relative distance from the public markets and the number of smaller
funds raised over the last few years looking to deploy capital."

Exit Trends

The U.S. IPO market has largely been closed during the first half of 2022: U.S. IPOs of VC-backed
companies reached a 13-year quarterly low, with only 22 completed U.S. IPOs of VC-backed companies
in the first half of 2022 (compared to 183 and 108 in in the first halves of 2021 and 2020, respectively)."
Global IPOs were down 73% compared to the same period last year.”” SPAC business combination
transactions also have significantly declined compared to 2020 and 2021 activity levels."* There were
thirty terminated business combinations in the first half of 2022, representing $32 billion of transaction
value.” Increasing scrutiny of SPACs by the Securities and Exchange Commission (“SEC”), including
proposed rules that would make going public via combination with a SPAC more challenging, and
extremely high redemption rates of SPAC shares by SPAC investors (in the first half of 2022, on average
more than 80% of SPAC investors opted to redeem their SPAC shares for cash prior to the conclusion of
the SPAC’s combination with a target'), have depressed both sponsor appetite to bring new SPACs to
the market and the appeal for companies to go public via a SPAC transaction.

While the public markets are down overall this year, VC-backed companies that recently went public as
part of the IPO and SPAC boom of 2020 and 2021 are performing worse than the public markets as a
whole, with formerly VC-backed public companies declining in value by approximately 58% so far in
2022, compared to an approximate 25% decline for the S&P 500 and Russell 2000 as of mid-June 2022.""
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Global M&A activity has provided steady exit opportunities for VC-backed companies and comprised the
majority of exits in the first half of 2022, although M&A deals involving VC-backed companies recorded its
lowest level since the last quarter of 2020." In the U.S., despite the IPO slowdown, the number of exits in
2022 were trending to remain on par with the annual number of exits seen between 2014 and 2020 (with
2021 as an outlier).”

SPECIAL INSIGHTS

Market Response to Market Conditions
In the face of soft market conditions, emerging companies across all growth stages are considering alternative
sources of capital and resources, including debt financing, royalty arrangements and milestone payments.”

Companies that are unable to access alternative sources and do not have sufficient liquidity to wait until
market conditions improve will have to raise funds in an increasingly investor-friendly environment. In the
first instance, companies may turn to existing investors for extension rounds before accepting flat or down
rounds (and correspondingly lower valuations) from new investors.”? Companies may be able to preserve
strong valuations by providing investors with additional value or structured incentives to invest, such as
enhanced liquidation preferences (discussed further below under “Changing Deal Terms”).”

Notably, companies across the tech sector, both public and private, have announced cost-cutting programs
(including significant layoffs), restructurings, and reductions to their product pipelines to proactively extend
their cash runways and prepare to sustain businesses until markets improve.* While some of these initiatives
may be proactive measures, in certain situations, VCs and other investors have applied pressure to company
management to show a path to profitability or reduced cash burn.

Changing Deal Terms

As the fundraising environment becomes increasingly investor-friendly, deal terms are beginning to shift.”
Investors are able to negotiate provisions like enhanced liquidation preferences (guaranteeing investors a set
payout, often 100% or a multiple of their original investment, in an exit or liquidation), ratchets (protecting
investors from future rounds at lower prices by adjusting the number of common shares an investor’s
preferred shares will convert into) and strong redemption rights (allowing investors to liquidate their holdings
upon the occurrence of certain events).” While strong investor protections may be surprising to founders and
companies accustomed to the exceptionally founder-friendly markets of 2020 and 2021, the return of strong
investor protections represents a market shift to the investor-friendly markets observed a few years ago.

Industry Spotlight—Crypto

Investors, including VCs, have increasingly been interested in cryptoasset-related startups as cryptoassets and
other applications of blockchain technology (e.g., web3) develop into more mainstream products and services.
For example, Andreessen Horowitz recently announced that it is raising a new $4.5 billion crypto fund—

its fourth crypto fund.” The announcement stated: “Since the advent of computing in the 1940s, there has
been a major computing cycle every 10-15 years, including PCs in the ‘80s, the internet in the ‘90s, and
mobile computing in the ‘00s. We believe blockchains will power the next major computing cycle, which

we call crypto or web3.”* In the first quarter of 2022, there were $9.7 billion global VC investments in
cryptoasset-related startups, and two-thirds of the way through the second quarter of 2022, there were already
$5.3 billion such investments.” Cryptoassets have a number of use cases for financial innovation, including

as a store of value, for payments, as an investment asset, and to facilitate innovations in financial services
infrastructure. Unlike traditional financial assets, however, there are significant regulatory gaps and limited
regulatory clarity for cryptoassets and companies, and those active in the cryptoasset space face substantial
legal risks and uncertainty.”

Other Considerations

As companies position themselves to weather uncertain economic conditions, maintaining relationships with
existing investors 1s critical. VCs are prioritizing existing investments and allocating reserves to support
companies with strong performance records and with which they already have relationships.” Companies
with strong relationships with their investors will continue to be at an advantage when seeking qualitative
advice, operational support and liquidity, particularly if a flat or down round becomes necessary.
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As companies seek to position themselves in a favorable light for investors, they should consider incorporating
environmental, social and governance (“ESG”) plans at an early stage. ESG is a growing area of importance
among investors, particularly given the SEC’s recent proposals to require SEC-regulated companies, as well

as certain funds and investment advisors, to provide enhanced disclosures on ESG factors, including climate
change.VCs increasingly utilize ESG factors when evaluating investment opportunities and many corporate
investors and strategic partners, particularly public companies, require counterparties to meet, evaluate or
even satisfy certain ESG criteria,” putting startups that have not evaluated or implemented ESG frameworks
at a disadvantage.

L23%456710.19 CB Insights, State of Venture Q2 2022 Report (July 12, 2022); available here.

8.9,11,12,14, 20,22, 23, 31 PitchBook NVCA Venture Monitor Report Q2 2022 (July 13, 2022); available here.

3 Troy Hooper, Sam Kerr, Cristiano Dalla Bona & Perris Lee, ECM Highlights 1H22: The worst of times, Mergermarket (July 5, 2022),
https://community.ionanalytics.com/ecm-highlights-1h22-the-worst-of-times.

516 Troy Hooper, Spotlight on SPACs: Deal cancellations accelerate, Mergermarket (July 6, 2022).

*” James Thorne, Scores of newly public companies worth less than they raised from VCs, PitchBook (June 16, 2022),
https://pitchbook.com/news/articles/market-cap-vc-raised-tech-sell-off.

8 Jacob Sonenshine, Small-Cap stocks have gotten crushed. Watch for them to rebound soon, Barrons (June 19, 2022),
https://www.barrons.com/articles/small-cap-stocks-rebound-51655512167.

2t L eah Rosenbaum, The biotech market is melting down. Here are 3 unconventional ways startups can raise money without relying on venture capital,
Business Insider (June 20, 2022), https://www.businessinsider.com/how-biotech-startups-can-raise-money-down-market-debt-royalties-2022-6.

24 Rob Price, Samantha Stokes and Diamond Naga Siu, ‘We’re on the precipice’: The tech industry heads for a historic slump amid VC pullback,
looming layoffs, and plummeting share prices, Business Insider (May 12, 2022),
https://www.businessinsider.com/tech-industry-cost-cutting-job-losses-whos-most-at-risk-2022-5.

226 Chris Metinko, As Venture Dollars Slow, Deal Terms Begin Trending Back Toward Investors, Crunchbase (June 14, 2022),

https://news.crunchbase.com/venture/vc-deal-terms-startups-investors/.

27.28 Chris Dixon, Crypto Fund 4, Andreessen Horowitz (May 25, 2022), https://al6zcrypto.com/crypto-fund-four/.

2% Hannah Miller, VCs Are Still Rushing to Back Crypto Startups, Bloomberg (June 1, 2022),
https://www.bloomberg.com/news/newsletters/2022-06-01/in-crypto-downturn-startups-are-still-getting-venture-capital-dollars.

% For more detail on cryptoasset regulatory developments, particularly of relevance to banks, please see our
Cravath Financial Institutions Insights, Mid-Year 2022 Review of Bank Regulation Developments (July 11, 2022),
https://www.cravath.com/news/cravath-financial-institutions-insights-midyear-2022-review-of-bank-regulation-developments.html.

% Freya Pratty, What does the ESG reckoning mean for VC, Sifted (June 23, 2022),
https://sifted.eu/articles/esg-reckoning-vc/.

This publication, which we believe may be of interest to our clients and friends of the Firm, is for general
information only. It should not be relied upon as legal advice as facts and circumstances may vary.

The sharing of this information will not establish a client relationship with the recipient unless Cravath is
or has been formally engaged to provide legal services.


https://www.cbinsights.com/research/report/venture-trends-q2-2022/
https://pitchbook.com/news/reports/q2-2022-pitchbook-nvca-venture-monitor
https://www.mergermarket.com/login?onSuccess=https%3A%2F%2Fwww.mergermarket.com%2Fintelligence%2Fview%2Fintelcms-4jpxn4&d=1


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice




