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SECURITY VALUATION
C.F Agar Using the Option Pricing Method for Complex Capital Structures 7 October 2026’

Introduction

In the article ‘Business Valuation: DCF Methods’, equity value was calculated by deducting from the DCF
enterprise value the claims of debt and debt equivalents (e.g. leases, pension deficits) and of equity
equivalents (e.g. employee options).The resulting value per share assumes every share has the same
rights and hence intrinsic value. However, in a multi-class capitalisation table each class may have a
different value per share, depending on its rights and how tranches of exit value are shared (the exit
value being the result of a ‘liquidity event’, such as a trade sale or Initial Public Offering). This paper
discusses one method of allocating equity value between classes, the Option Pricing Method (‘OPM’),
and shows how it can be calibrated to the price of a recent issue. Other allocation methods will not be
discussed.

Preference Share Rights

A preference shareholder may be granted the right to receive, in priority to any ordinary shareholder, a
portion of the exit proceeds up to the amount of, or a multiple of, the capital they have invested
(‘'Liquidation Preference’ / 'LP’). They may have equal ranking (‘Pari Passu’) and receive their LP pro-rata,
or be given seniority rights that require their LP to be paid in full before a junior preference shareholder.
Accrued unpaid dividends may also be given preference, and may be senior to or rank alongside the
shareholder’s LP

The preference shareholder may also have the right to convert their preference shares into ordinary
shares at a stated ‘Conversion Ratio (ordinary shares received on conversion for each preference share),
giving them an unrestricted payout as exitvalue increases, as well as downside protection (via their LP).
The effective price paid for each ordinary share (‘Conversion Price’) will be the price paid for each
preference share (‘Issue Price’) divided by the Conversion Ratio.

The terms of a ‘Non-Participating” convertible preference share require the holder to choose the right
to receive the LP or convert, whereas a ‘Participating’ convertible allows the holder to keep both rights:
they can receive their LP and share in the proceeds of what remains of the exit value alongside and
equally with the ordinary shareholders (‘Double Dipping’).

For a non-participating share, it will be beneficial for the holder to convert when their share of the exit
proceeds is more than their LP The holder will be indifferent between converting and receiving the LP
when the two amounts are the same. For example, a Series A preference shareholder (Pa), converting
at a lower exit value than the Series B and C preference shareholders, would be indifferent where:

This is a new version of a paper dated 19 May 2026.
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Proceeds received as ordinary = Proceeds received for

shareholder after conversion Liquidation Preference
As-If-Converted x  Equity - TotalLPless = * P for Pa

Pa shareholding % Value LP for Pa

EquityValue = LP for Pa + Total LP less LP for Pa

As-If-Converted Pa shareholding %
* LP = Preference Shares x Issue Price x LP multiplier

Preference shares with such rights are usually present in early-stage venture capital financing,
depending on the start-up’s stage of development, growth and risk (Seed Series, Series A, B, C etc).
Ordinary shareholders (e.g. the founders) may want protection against investors receiving excessive
payouts, and convertible preference shareholders may be forced to convert at some exit value or event
(‘Mandatory Conversion’), which may result in conversion occurring below the indifference point.
Participating preference shares may have their total payout (LP plus share of residual equity proceeds)
restricted to a maximum amount (‘Participation Cap’), based on a multiple of their invested capital.

If a preference shareholder does not participate in any subsequent funding round, their shareholding
percentage will be diluted by the issue of additional ordinary or convertible preference shares
(‘Percentage Dilution’) and their shareholding value may be reduced if the new shares are issued at a
price below that paid by the existing shareholder (‘Economic Dilution’). For example, if a start-up has a
"Pre-Money’ value of £9m (with 9m ordinary shares outstanding) just before a £1m Series A convertible
preference share investment, its ‘Post-Money’ value will be £10m. If the Series A is priced at £1.00,
Series A investors will receive 1m convertible preference shares. Assuming a conversion ratio of x 1.00,
on conversion they would have a 10% holding valued at £1m (= Tm new shares / (9m existing shares +
Tm new shares) = 10% x £10m). If a subsequent Series B £2m funding round is priced at £1.00 or higher,
Percentage Dilution will occur for Series A (from 1/10 to 1/12 if priced at £1.00, and to a lesser extent
if priced higher) but Economic Dilution will not (Series A £1mvalue = 1m shares valued at £1.00 or 1/12
x £12m). If Series B were priced at less than Series A (‘Down Round’), Economic Dilution would occur as
well. It would also happen if capital was reorganised via a stock split but the conversion ratio remained
the same.

Anti-dilution protection can be achieved by reducing the Conversion Price (via an increase in the
Conversion Ratio), so more ordinary shares are received to offset the economic dilution that would arise
from the lower down round pricing without such protection. The Conversion Price can be adjusted
downwards to match the price paid in the down round ("Full Ratchet’ formula) or downwards to a price
between the original issue price and down-round price ("Weighted Average’ formula). (See Bartlett
(2003) or Woronoff & Rosen (2005)).
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OPM Methodology

An investor who has the right to exchange securities for ordinary shares at a stated conversion price
(convertibles) or subscribe for ordinary shares at a stated exercise price (options and warrants) should
use those rights to maximise their payoff for any given exit proceeds, subject to any restriction imposed
by seniority, mandatory conversion or participation caps.

A ‘Breakpoint’ ('BP’) represents the amount of proceeds at which an investor is indifferent between not
exercising their rights (e.g. not converting) and exercising their rights (e.g. converting). Immediately
above this point, the marginal allocation of proceeds changes (for example, existing ordinary
shareholders having to share proceeds with investors who have just converted). A subsequent BP occurs
at the next higher level of proceeds when the marginal allocation changes again.

The OPM involves segmenting a hypothetical exitvalue into tranches between BPs. Each tranche can be
valued using the Black-Scholes Model (‘BSM'’) for pricing Call options (see Black & Scholes (1973),
Chriss (1997)). The approach uses the principles of the Merton Model, where equity is valued as a Call
option on the value of the company’s assets, with the face value of debt as the strike price (see Merton
(1974)). In the OPM, the strike price is the lower BP in the tranche.

Breakpoint Examples
Allocating securities and options to BPs will be illustrated using a simple CapitalisationTable ('Cap

Table'), before additional features are introduced in subsequent case scenarios (in the examples that
follow, blue font and shaded cells represent inputs to the Excel model):

CASE 1: LP MULTIPLIER = x1.0 + CONVERTIBLES (NO MANDATORY)

TBter ||
Ordinary Issue Invested Conversion  Conversion
Ordinary  Preferred Diluted Price Capital  Multiplier Seniority LP LP/share Price Ratio Shares
No. No. No. £ £ £ £ No.

Founders  Ordinary 5,000,000 5,000,000
Seed Preferred  Convertible 1000000 1,000000 100 1000000 x 1.00 1 1,000000 1.00 10000 x 1.00 1,000,000
A Preferred  Convertible 2000000 2000000 200 4000000 x 1.00 1 4000000 200 20000 x 1.00 2,000,000
B Preferred  Convertible 3000000 3000000 300 9000000 x 1.00 1 9,000,000 3.00 30000 x 1.00 3,000,000
C Preferred  Convertible 4000000 4000000 400 16,000000 x 1.00 1 16,000000 4.00 40000 x 1.00 4,000,000

5,000,000 10,000,000 15,000,000 30,000,000 30,000,000 10,000,000

« BP1- Founders:

The first BP will be the level of exit proceeds that pay senior ranking preference shareholders their LP
with the second BP being junior ranking LPs. If preference shareholders are ranked equally, the first BP
will be when total LP is paid off from exit proceeds (£30m in this example- this equals the invested
capital as the LP multiplier is 1 for each investor), above which ordinary shareholders receive their share
of the proceeds. If the exit value was less than this, investors would receive their pro-rata share (for
example, Series Bwould receive 9/30 x the exitvalue).
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. BP2-5:
o Determining each investor’'s BP amount independently:
As exit proceeds increase above the level of the LP each investor should consider when conversion

would be optimal.Taking the Seed investors, their optimal conversion point or Breakpoint Value (‘BPV),
can be derived from the following (ignoring all other conversions):

Conversion Payoff = Liquidation Payoff
Shares on conversion (1m) x (BPVs - [Total LP - *LPs]) = LPs
Shares at BP (5m) + shares on conversion (1m) f30m - £Im fim

BPVs fiIm x (6m/1m) + (£30m-£f1m)

£35m

* As the Seed investors have elected to convert their non-participating convertible preference shares,
they relinquish any right to receive their LP

The equity value at this BP is £6m (£35m BPVs- £29m remaining LP) giving a share price of £1.00 (= £6m
/ 6m ordinary shares).

The BreakpointValues for the remaining investors are calculated, assuming no other conversions:

BPVa = f4m x (5m+2m)/2m + (£30m-£f4m) = £40m
= (£40m - £26m remaining LP) / 7m
= £2.00 share price

BPVs = fIm x (5Bm+3m)/3m + (£30m-£f9m) = £45m
= (£45m - £21m remaining LP) / 8m
= £3.00 share price

BPVc = f16m x(5m+4m)/4m + ( £30m-£16m) = £50m
= (£50m - £14m remaining LP) / 9m
= £4.00 share price

In all cases, the share price equals the LP per preference share, as this is the indifference point for each
investor. The conversion points are summarised inTable 2:
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Non-

Participating

LP

£
Founders -
Seed 30,000,000
A 30,000,000
B 30,000,000
G 30,000,000

Uncapped
Remove Remaining
Converting Total LP
£ £
30,000,000

(1,000,000) 29,000,000
(4,000,000) 26,000,000
{9,000,000) 21,000,000
{16,000,000) 14,000,000

o Determining the sequence of conversion:

This
Breakpoint
£
30,000,000
35,000,000
40,000,000
45,000,000
50,000,000

Equity
Value

£

6,000,000
14,000,000
24,000,000
36,000,000

Current
Price
f

1.0000
2.0000
3.0000
4.0000

Investors will convert in ascending BPV, so the BPVs need to be revised to take into account investors
who have already converted (this affects the shareholding percentages and hence the above
calculations). Seed investors will convert first (BP 2), followed by A, Band C (BPs 3, 4 and 5 respectively):

BPVa = f4m x (6m*+2m)/2m +
= (£41m - £25m remaining LP) / 8m
= £2.00 share price

BPVs = fI9m x (8m*+3m)/3m +
= (£49m - £16m remaining LP)/ 11m
= £3.00 share price

BPVc = f16m x (11m*+4m)/4m +
= (£60m - £0m remaining LP) / 15m
= £4.00 share price

(£29m* - £4m)

(£25m* -£9m )

(£16m* - £16m)

£f41m

£49m

£60m

*The base number of shares include, and the remaining LP exclude, investors who have converted before

the relevant BP

Table 3 shows the final BPs:

TABLE3
Non-

Participating Remove Remove

LP Converted Self Converted Other

£ £ £
Founders
Seed 30,000,000 {1,000,000)
A 30,000,000 {4,000,000) {1,000,000)
B 30,000,000 (9,000,000) {5,000,000)
C 30,000,000 (16,000,000) (14,000,000

Uncapped
Remaining
Total LP
£

30,000,000

25,000,000
16,000,000

Converted Converted

Now Before
No. No.
1,000,000

2,000,000 1,000,000
3,000,000 3,000,000
4,000,000 6,000,000

Diluted Founders

Shares Holding
No. %
5,000,000 100.0 %
6,000,000 83.3 %
8,000,000 62.5 %
11,000,000 455 %
15,000,000 333 %

Investor
Holding
%

16.7 %
250%
213%
267 %

Other
Investors
Holdings

%

125%
271.3%
40.0 %

This
Breakpoint
£
30,000,000
35,000,000
41,000,000
49,000,000
60,000,000

Equity
Value
£

6,000,000
16,000,000
33,000,000
60,000,000

Current
Price
£

1.0000
2.0000
3.0000
4.0000

The BP share prices reflect the optimal conversion point for each investor. Taking the Seed investors, the
effective price paid to receive each ordinary share on conversion (Conversion Price) is £1.00, equal to
the amount invested (£1m = 1m preference shares issued at £1) divided by the number of ordinary shares
received (Tm = 1m preference shares x 1 Conversion Ratio). The Conversion Price therefore equals the
issue price divided by the Conversion Ratio.

The optimal conversion point per share is where the conversion payoff (‘Conversion Value') per share
equals the liquidation payoff per share (using the Seed Series example to illustrate):
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Share Price x  Conversion Ratio ('CR’) Liquidation Preference

Preference Shares held

Share Price = Liquidation Preference fim = £1.00
Ordinary Shares received on conversion m
or  Share Price = LP per preference share f1 = f£1.00
CR x1
= Pref. issue price x LP Multiplier Mo~ £100
Pref.issue price / Conversion Price (‘CP') P
= Conversion Price x LP Multiplier £ x1= £1.00

CASE 2: CASE 1+ LP MULTIPLIER MORETHAN X1.0

Case 1 is extended in Case 2 to show the effect of having LP Multipliers, so that the LP will be greater
than the amount invested. Table 4 reproducesTable 1 but now with LP Multipliers greater than 1.00 for
Series A, Band C:

TABLE 4
Ordinary Issue  Invested Conversion  Conversion
Ordinary  Preferred Diluted Price Capital  Multiplier Seniority LP LP/share Price Ratio Shares
No. No. No. f f £ £ No.
Founders 5,000,000 5,000,000
Seed 1,000,000 1,000,000 1.00 1,000000 x 1.00 1 1,000,000 1.00 1.0000 x 1.00 1,000,000
A 2000000 2000000 200 4000000 x 1.50 1 6,000,000 300 20000 x 1.00 2,000,000
B 3000000 3000000 300 9000000 x 200 1 18,000,000 6.00 30000 x 1.00 3,000,000
C 4000000 4000000 400 16000000 x 250 1 40,000000  10.00 40000 x 1.00 4,000,000
5,000,000 10,000,000 15,000,000 30,000,000 65,000,000 10,000,000

The calculations will be as before, but with higher LPs.The LP Multiplier means the optimal conversion

point per share will equal the Conversion Price multiplied by the LP Multiplier or the LP per preference
share divided by the Conversion Ratio as shown inTable 5:

Non- Uncapped
Participating ~ Remove Remaining This Equity Diluted  Current
LP Converting Total LP  Breakpoint Value Shares Price
£ £ £ £ £ No. £
Founders . - 65,000,000 65,000,000 - 5000000 -
Seed 65000000  (1,000,000) 64,000,000 70,000000 6,000,000 6,000,000 1.0000
A 65000000  (6,000,000) 59,000,000 80,000,000 21,000,000 7,000,000 3.0000
B 65,000,000 (18,000,000) 47,000,000 95000000 48,000,000 8,000,000 6.0000
C 65,000,000  (40,000,000) 25000,000 115,000,000 90,000,000 9,000,000 10.0000
The final BPs are as follows:
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TABLE 6 LIQUIDATION PREFERENCE

Non- Uncapped Other
Participating  Remove Remove Remaining Converted Converted  Diluted  Founders Investor Investors This Equity Current
LP Converted Self Converted Other  Total LP Now Before Shares Holding  Holding Holdings Breakpoint Value Price
£ £ f f No. No. No. % % % £ £ £
Founders - 65,000,000 5000000 100.0 % - - 65,000,000 - -
Seed 65,000,000 (1,000,000 - 64,000,000 1,000,000 - 6,000,000 833% 167% - 70,000,000 6,000,000 1.0000
A 65,000,000  (6,000,000) (1,000,000 58,000,000 2,000,000 1,000,000 8000000 625% 250% 125% 82,000,000 24,000,000 3.0000
B 65,000,000 (18,000,000 (7,000,000) 40,000,000 3000000 3000000 11,000000 455% 273% 27.3% 106000000 66,000,000 6.0000
c 65,000,000 (40,000,000) (25,000,000} - 4,000,000 6,000,000 15,000,000 333% 267% 400% 150,000,000 150,000,000 10.0000

Taking Series B as an example, the BPV is calculated in two ways:

BPVs = £18m x (8m+3m)/3m + (£58m-£18m) = £106m
= (£106m - £40mremaining LP)/ 11m
= £6.00 share price

BPVs = Conversion Price £3.00 x LP Multiplier 2.00

£6.00 share price x 11m shares + £40m remaining LP
£106m

CASE 3: CASE 2 + OPTIONS

Case 2 now includes options. Five tranches of 200,000 options are issued, giving option holders the
right without any obligation to subscribe for 1 share for each option held at various exercise (or ‘strike’)
prices (it is assumed exercise proceeds are paid to the start-up).The CapTable is shown inTable 7:

Ordinary  Issue Conversion Conversion Exercise
Ordinary  Preferred Diluted Price  Multiplier LP Price Ratio Shares ~ Number Price Ratio  Shares Amount
No. No. No. £ £ No. No. £ No. f
Founders 5,000,000 5,000,000
Seed 1,000000 1,000000 100 x 1.00 1,000,000 10000 x 1.00 1,000,000
A 2000000 2000000 200 x 150 6,000,000 20000 x 1.00 2000000
B 3000000 3000000 300 x 200 18,000,000 30000 x 1.00 3,000,000
(i 4,000,000 4000000 400 x 250 40,000,000 40000 x 1.00 4,000,000
0 (£5.00) 200,000 200,000 500000 x 1.00 200000 1,000,000
0 (£7.00) 200,000 200000 7.00000 x 1.00 200,000 1,400,000
0 (£9.00) 200,000 200000 9.00000 x 1.00 200000 1,800,000
0 {£15.00) 200,000 200,000 1500000 x 1.00 200,000 3,000,000
0 (£20.00) 200,000 200,000 20.00000 x 1.00 200000 4,000,000
5,000,000 10,000,000 16,000,000 :ss.ooo,omr 10,000,000 1,000,000 _ 11,200,000

Each option holder should exercise where its share of the exit proceeds is at least equal to the exercise
cost (any option premium paid when the options were granted is ignored for this illustration, which
applies for employee options):

Option Shares (Os) X (EquityValue + Exercise Proceeds) = Exercise Cost
Existing Shares (Es) + Option Shares (Os)

.. EquityValue =  ExerciseCost x (Es+0s)/0s - Exercise Proceeds (= Cost)
= ( Exercise Price x Os) x (Es+0Os)/0s - Exercise Proceeds
= Exercise Price X (Es+0s) - Exercise Proceeds
= Exercise Price x Es
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Table 8 shows the equity value for options equal to the BPV less remaining LP plus proceeds from the
exercise of the options:

SHAREHOLDINGS

Remaining  Investor Investor Converted Converted Diluted  Breakpoint Breakpoint Options Equity Current
Total LP LP Holding  Now Before Shares No. Value Proceeds Value Price
C1 C2 C3 c4 C5 Cé c7 c8 C9 C10
=C1+C2/C3 =C7-C1+C8 =C9/C6
E f % No. No. No. £ £ £ £
Founders 65,000,000 5000000 1 65,000,000 : - -
Seed 64,000,000 1,000000 16.7% 1,000,000 - 6,000,000 70,000,000 - 6,000,000 1.0000
A 59,000,000 6,000,000 286% 2,000,000 - 7,000,000 80,000,000 - 21,000,000 3.0000
B 47,000,000 18,000,000 37.5% 3,000,000 - 8,000,000 95,000,000 - 48,000,000 6.0000
C 25,000,000 40,000000 44.4% 4,000,000 - 9,000,000 115,000,000 - 90,000,000 10.0000
L oms |
Shares Exercise  In-the-Money  Exercise Exercise  Remaining Exercised/ Exercised / Diluted This Exercise Equity Current
Post-Exercise  Price Equity Value Cost Now Cost Before  Total LP Now Before Shares  Sequence Breakpoint  Proceeds Value Price
01 02 03 04 05 06 07 08 09 010 on 012 013
=01x02 =03+04+05+06 =010+011-06 D4/E3
No. F £ £ £ £ No. No. No. £ b £ £
0(£5.00) 5,200,000 50000 26,000,000 (1,000,000 - 65,000,000 200,000 - 5,200,000 90,000,000 1,000,000 26,000,000 5.0000
0(£7.00)  5200,000 7.0000 36,400,000 (1,400,000 - 65000000 200,000 - 5,200,000 100,000,000 1,400,000 36,400,000 7.0000
0(£9.00) 5,200,000 9.0000 46,800,000 (1,800,000 - 65000000 200,000 - 5,200,000 110,000,000 1,800,000 46,800,000 9.0000
0(£15.00) 5,200,000 15,0000 78,000,000 (3,000,000 - 65,000,000 200,000 - 5,200,000 140,000,000 3,000,000 78,000,000 15.0000
0(£20.00) 5,200,000 20.0000 104,000,000 (4,000,000) - 65,000,000 200,000 - 5,200,000 165,000,000 4,000,000 104,000,000  20.0000

Table 9 shows the actual conversion and exercising BPs:

[ 1P| L omons |
Remaining ~ Convertible  Investor Option Conversion Shares Exercise  In-the-Money  Exercise Exercise Options
Breakpoint Total LP Breakeven  Holding Proceeds Breakpoint Post-Exercise Price Equity Value  Cost Now  Cost Before |2l @0
£ £ % £ £ No. £ £ £ £ £
1 2 3 4 5 6 7 8 9 10 "
=1+2/3+4 =1+8+9+10
1 Founders 65,000,000 - - - - - - - - - -
2 Seed 64,000,000 1,000,000 16.667 % = 70,000,000

3 A 58,000,000 6,000,000 25.000 % g 82,000,000 - - - - - -
4 0(£5.00) 58,000,000 - - - 8,200,000 500 41,000,000 (1,000,000) - 98,000,000
5 B 40,000,000 18,000,000 26.786 % (1,000,000) 106,200,000 - - - - (1,000,000 -
6 0(£7.00) 40,000,000 - - - - 11,400,000 7.00 79,800,000 (1,400,000) (1,000,000) 117,400,000
7 0(£9.00) 40,000,000 - - - - 11,600,000 9.00 104,400,000 (1,800,000) (2,400,000) 140,200,000
8 C - 40,000,000 25641 % (4,200,000) 151,800,000 - - - - (4,200,000) -
9 0 (£15.00) = - - - 15,800,000 1500 237,000,000 (3,000,000) (4,200,000) 229,800,000
10  0(£20.00) - - - - - 16,000,000 20.00 320,000,000 (4,000,000) (7,200,000) 308,800,000

{INVESTOR |

Remainng Options Equity Base Conv/Ex  Conv/Ex Final Current

Breakpoint LP Proceeds Value Shares Now Before Shares Price
£ £ £ £ No. No. No. No. £
1 2 3 4 5 6 7 8 9
=1-2+43 =5+.47 =4/8

1 Founders 65,000,000 65,000,000 - - 5,000,000 - - 5,000,000 0.00

2 Seed 70,000,000 64,000,000 - 6,000,000 5000000 1,000,000 - 6,000,000 1.00

3 A 82,000,000 58,000,000 - 24000000 5000000 2000000 1000000 8000000 3.00

4 0 (£5.00) 98,000,000 58000000 1000000 41,000000 5000000 200,000 3,000,000 8,200,000 5.00

5 B 106,200,000 40,000,000  1,000000 67200000 5000000 3,000000 3200000 11,200,000 6.00

6 0 (£7.00) 117,400,000 40,000,000 2,400,000 79,800,000 5000000 200000 6,200,000 11,400,000 7.00

7 0 (£9.00) 140,200,000 40,000000 4,200,000 104,400,000 5000000 200000 6,400,000 11,600,000 9.00

8 C 151,800,000 - 4200000 156,000000 5000000 4000000 6,600,000 15600000 10.00

9 0{£15.00) 229,800,000 - 7,200,000 237,000000 5000000 200,000 10,600,000 15,800,000 1500

10 0 (£20.00) 308,800,000 - 11,200,000 320,000000 5000000 200,000 10,800,000 16,000,000  20.00

« BP1,2 3- Founders, Seed converts, Series A converts: See Case 2 (Table 6)

. BP4,6,7,9, 10 - options exercised:
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BP  Investor LPat LP Remaining  Exercise ~ Shares at Option Breakpoint Option Equity Share
No. Breakpoint  removed LP Price Exercise  Proceeds before Value Proceedsnow  Value Shares  Price

01 02 03 04 05 06 07 08 09 010 on

=01+02 =03+04x05+06 =07-03-06-08

4 0(£5.00) 58,000,000 58000000 5.0 8,000,000 98,000,000 (1,000,000 41,000,000 8200000 5.00
6 0(£7.00) 40,000,000 40,000,000 7.00 11,200,000 (1,000,000) 117,400,000  (1,400,000) 79,800,000 11,400,000 7.00

7 0(£9.00) 40,000,000 40,000,000 9.00 11,400,000 (2,400,000) 140,200,000  (1,800,000) 104,400,000 11,600,000 9.00
9 0(£15.00) - 1500 15,600,000 (4,200,000) 229,800,000  (3,000,000) 237,000,000 15,800,000 15.00
10 0(£20.00) 2000 15,800,000 (7,200,000) 308,800,000  (4,000,000) 320,000,000 16,000,000 20.00

« BP5,8-Series BandC convert:

Breakpoint LPat LP Remaining  Investor Total Option Breakpoint Option Equity Share
No. Breakpoint  removed LP Shares Shares  Proceeds before Value Proceedsnow  Value Shares Price

C1 C2 C3 c4 C5 C6 c7 8 9 c10 ctn

=C1+C2 =C3+C2/(C4/C5) +C6 =(7-C3-C6-C8
5 B 58,000,000 (18,000,000) 40,000,000 3,000,000 11,200,000 (1,000,000} 106,200,000 67,200,000 11,200,000 6.00
8 C 40,000,000 (40,000,000} 4,000,000 15,600,000 (4,200,000} 151,800,000 156,000,000 15,600,000 10.00

The cap table can be re-arranged into a format ("Waterfall’) that will eventually be used for the valuation.
Table 10 shows shareholdings for BP sections:

—n----n-—-n“

From 117,400,000 151,800,000
To__ 65,000,000 70(11)1]]) 82000000 98(11)111] 105200000 117400000 140,200,000 1518(1)(11) 229,800,000 eossmooo
Change 65000000 5000000 12000000 16000000 8200000 11200000 22800000 11600000 78000000 79000000
No. £ No. No. No. No. No. No. No. No. No. No.

Founders - Ordinary 5,000,000 5000000 5000000 5000000 5000000 5000000 5000000 5000000 5000000 5000000 5000000
Seed - Preferred Convertible 1,000,000 | 1,000,000 - 1000000 1000000 1000000 1000000 1000000 1000000 1000000 1000000 1,000,000
A - Preferred Convertible 2,000,000 | 6,000,000 - 2000000 2000000 2000000 2000000 2000000 2000000 2000000 2,000,000
0 (£5.00) - Options 200,000 - - 200,000 200,000 200,000 200,000 200,000 200,000 200,000
B - Preferred Convertible 3,000,000 | 18,000,000 - 3000000 3000000 3000000 3000000 3000000 3,000,000
0(£7.00) - Options 200,000 - 200,000 200,000 200,000 200,000 200,000
0(£9.00) - Options 200,000 - - 200,000 200,000 200,000 200,000
C - Preferred Convertible 4,000,000 | 40,000,000 - 4000000 4000000 4,000,000
0/(£15.00) - Options 200,000 - 200,000 200,000
0(£20.00) - Options 200,000 - - - - - 200,000
No 16,000,000 £65000000 5000000 6000000 8000000 8200000 11,200000 11,400,000 11,600,000 15,600,000 15,800,000 16,000,000
Cum. Option Proceeds £ 1000000 1000000 2400000 4200000 4200000 7200000 11,200,000

CASE 4 : CASE 3+ PARTICIPATION (WITHOUT ANY CAP)

Case 3 is extended in Case 4 so that Series B is participating (no cap). Series B receive 3m shares once
proceeds exceed £65m LP giving holders a share of the equity proceeds in excess of this plus their £18m
LP They would never convert without a cap (otherwise they would lose their LP) and hence their BP is
the same as the ordinary shareholders (no.1), as shown inTables 11 and 12:

== L oms |
Remaining  Convertible  Investor Option Conversion Shares  Exercise In-the-Money  Exercise Exercise ~ Remaining Options
Breakpoint Total P Breakeven Holding Proceeds G0 Post-Exercise  Price  EquityValue CostNow  Cost Before LP Breakpoint
£ £ % £ F No. £ £ £ % £ £
1 2 3 4 5 6 7 8 9 10 n
=1+2/3+4 =1+8+10
1 Founders 65,000,000 - - =
1 B 65,000,000 18,000,000 - -
2 Seed 64,000,000 1,000,000 1M.1% 73,000,000
3 A 58,000,000 6,000,000 182 % 91,000,000 - - - - -
4 0 (£5.00) 58,000,000 - - - 11200000 500 56000000 (1,000,000 = 113,000,000
5 0 (£7.00) 58,000,000 11,400000 7.00 79,800,000  (1,400,000) (1,000,000} 135,400,000
6 0(£9.00) 58,000,000 - - - - 11,600,000 9.00 104,400,000 (1,800,000 (2,400,000 158,200,000
7 C 18,000,000 40,000,000 256%  (4,200,000) 169,800,000 - - - - (4,200,000 -
8 0(£15.00) 18,000,000 - - - - 15800000 1500 237,000,000 (3,000,000 (4,200,000 247,800,000
9 0(£20.00) 18,000,000 16,000,000 20.00 320,000,000  (4,000,000) (7,200,000 326,800,000
chris.agar@pudgid.co.uk 9 @A Pudgid Consulting chrisagar.co.uk



Remainng Options Equity Base Converted Converted Diluted  Current
Breakpoint LP Proceeds Value Shares Now Before+B  Shares Price
£ £ £ £ No. No. No. No. £
1 2 3 4 5 6 7 8 9
=1-2+3 =5+.47 =4/8

1 Founders 65,000,000 65,000,000 - 5,000,000 5000000 0.0

1 B 65,000,000 65,000,000 - 5,000,000 - - 5000000 000

2 Seed 73,000,000 64,000,000 9,000,000 5000000 1,000,000 3000000 9,000,000 1.00

3 A 91,000,000 58,000,000 33000000 5000000 2000000 4,000,000 11,000000 300

4 0(£5.00) 113,000,000 58000000 1000000 56000000 5000000 200,000 6,000,000 11,200,000 5.00

5 O(£7.00) 135400000 58000000 2400000 79800000 5000000 200000 6200000 11400000 7.0

6 0(£9.00) 158200000 58000000 4,200,000 104400000 5000000 200000 6400000 11600000  9.00

7 C 169,800,000 18,000,000 4,200,000 156,000,000 5000000 4000000 6,600,000 15600000 10.00

8 0(£15.00) 247,800,000 18,000,000 7,200,000 237,000000 5000000 200,000 10,600,000 15800000 15.00

9 0(£20.00) 326,800,000 18,000,000 11,200,000 320,000000 5000000 200,000 10,800,000 16,000000 20.00
eerz B & L1 1 2 | 5 | & § 6 [ @& | 7 | L g |
From - 65000000 73000000 91000000 113,000,000 135400,000 158,200,000 169,800,000 247,800,000 326,800,000
To 65000000 73,000,000 91,000,000 113,000,000 135400,000 158200,000 169,800,000 247,800,000 326,800,000 -

Change 65000000 8000000 18000000 22000000 22400000 22800000 11600000 76000000 73,000,000
No. £ No. No. No. No. No. No. No. No. No.

Founders - Ordinary 5,000,000 5,000,000 5,000,000 5,000,000 5,000,000 5,000,000 5,000,000 5,000,000 5,000,000 5,000,000
B - Preferred Convertible 3,000,000 | 18,000,000 3,000,000 3,000,000 3,000,000 3,000,000 3,000,000 3,000,000 3,000,000 3,000,000 3,000,000
Seed - Preferred Convertible 1,000,000 | 1,000,000 - 1,000,000 1,000,000 1,000,000 1,000,000 1,000,000 1,000,000 1,000,000 1,000,000
A - Preferred Convertible 2,000,000 | 6,000,000 - 2,000,000 2,000,000 2,000,000 2,000,000 2,000,000 2,000,000 2,000,000
0 {£5.00) - Options 200,000 - - 200,000 200,000 200,000 200,000 200,000 200,000
0 (£7.00) - Options 200,000 - 200,000 200,000 200,000 200,000 200,000
0 {£9.00) - Options 200,000 - - 200,000 200,000 200,000 200,000
C - Preferred Convertible 4,000,000 | 40,000,000 - 4,000,000 4,000,000 4,000,000
0{£15.00) - Options 200,000 - 200,000 200,000
0 (£20.00) - Options 200,000 200,000
16,000,000 £ 65,000,000 8,000,000 9,000,000 11,000000 11,200,000 11,400,000 11,600,000 15600000 15800,000 16,000,000
Check 8,000,000 9,000,000 11,000000 11,200000 11400000 11600000 15600000 15800000 16,000,000
Cum. Option Proceeds 1,000,000 2,400,000 4,200,000 4,200,000 7,200,000 11,200,000

BREAKPOINTS & EQUITY VALUES

« BP1-Founders, Series B participates:

As the investors' LP are ranked pari-passu, BP 1 occurs once the £65m LP are paid off, after which the
founders and Series B participants share in the proceeds above this amount. Series Bwould not convert,
as no participation cap exists and it continues to receive its LP as well as equity proceeds.

o BP 2 - Seed convert:

Seed investors will convert at a BP value that gives them a share in the equity residual proceeds equal
to their LP amount (LPs). They will share proceeds with the founders (5m) and Series B participating

shares (3m):

Post Conversion % Holding x  (BP
Tm/(8m+1m)

V2
Equity Value

Shares
Price

?

Vs -

Remaining LP)
£65m - £1m

£73m - option proceeds at BP2 £nil

£73m - £64m + option proceeds at BP2 £nil

fIm
9m
£1.00

= LPs

£1

m
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o BP3,7-Series AandC convert:

Breakpoint LPat LP LP Shares Option Breakpoint Option Equity Share
No. Breakpoint  Removed  Remaining Held Shares  Proceeds before Value Proceedsnow  Value Shares Price
C1 C2 C3 c4 C5 C6 c7 c8 c9 c10 cn
=C1+C2 =C3+C2/(C4/C5) + CB =C7-C3-C6-C8
3 A 64,000,000 (6,000,000 58,000,000 2,000,000 11,000,000 - 91,000,000 - 33,000,000 11,000000 3.00
7 C 58,000,000 (40,000,000) 18,000,000 4,000,000 15,600,000 (4,200,000) 169,800,000 - 156,000,000 15,600,000 10.00

. BP4,5,6,8,9-options exercised:

BP  Investor LPat LP Remaining  Exercise ~ Sharesat Option Breakpoint Option Equity Share
No. Breakpoint _Removed LP Price.  Beercise Proceedsbefore  Value  Proceedsnow  Value  Shares  Price
01 02 03 04 05 06 07 08 09 010 on
=01+02 =07-03-06-08
4 0(£5.00) 58,000,000 - 58000000 5.00 11,000,000 - 113000000  (1,000,000) 56,000,000 11,200,000 500
5 0(£7.00) 58,000,000 - 58000000 7.0 11,200,000 {1,000,000) 135,400,000  (1,400,000) 79,800,000 11,400,000 7.00
6 0(f9.00) 58,000,000 - 58000000 9.00 11,400,000 (2,400,000) 158,200,000  (1,800,000) 104,400,000 11,600,000 9.00
8 0(£15.00) 18,000,000 - 18,000,000 15.00 15,600,000 (4,200,000) 247,800,000 (3,000,000) 237,000,000 15,800,000 15.00
9 0(£20.00) 18,000,000 - 18000000 20.00 15,800,000 (7,200,000) 326,800,000  {4,000,000) 320,000,000 16,000,000 20.00

CASE5: CASE 4+ PARTICIPATION (WITH CAP)

Participating convertible preference shares allow the holder to receive their LP and a share of residual
equity proceeds alongside other ordinary shareholders (after all LP have been paid). As mentioned,
there would be no need to convert, as the investor would lose entitlement to its LP  If a participation
cap is included, the payoff (LP plus share of equity residual proceeds) will be restricted to a fixed amount,
usually a multiple of the invested capital. After the cap is reached, the payoff reaches a plateau until
the investor decides to convert and relinquish the LP

Assume Series B are participating with a payoff cap at three times their investment (3 x £9m = £27m),
so that their share of equity proceeds is restricted to £9m (£27m cap- £18m LP). Their payoff will be
capped at a BPVscap, calculated as follows:

B's Shareholding % atBPi  x (BPVecep - RemaininglP) + LPs = Cap

Once capped, Series B will convert (losing entitlement to LPs) at a subsequent BP when the conversion
value of its ordinary shares exceeds the fixed cap:

B's Shareholding % at BPij x  (BPVecon - Remaining LP) >= (Cap
o3 | BREAKPONTS&EQUTYVAWe | S |
Cap Cap Remaining Options Equity Base Converted ~ Converted Participating  Diluted  Current |
Breakpoint Triggered? Converted LP Proceeds Value Shares Now Before Shares Shares  Price
£E &£ £ £ No. No. No. No. No. £
1 Founders ~ Ordinary - - 65,000,000 65,000,000 - - 5,000,000 - - 3000000 8000000 0.00
1 B Preferred - = 65,000,000 65,000,000 = - 5,000,000 - 3,000,000 8,000,000 0.00
2 Seed Preferred - - 73,000,000 64,000,000 - 9000000 5000000 1,000,000 - 3000000 9,000,000 1.00
3 A Preferred Yes - 91,000,000 67,000,000 - 24,000,000 5,000,000 2,000,000 1,000,000 - 8000000 300 ;
3 B Preferred - Capped Yes - 91,000,000 67,000,000 - 24000000 5000000 2000000 1,000,000 - 8000000 3.00
4 0(£5.00)  Options Yes o 107,000,000 67,000,000 1,000,000 41,000,000 5,000,000 200,000 3,000,000 - 8200000 500 !
5 0(£7.00)  Options Yes - 123,400,000 67,000,000 2,400,000 58,800,000 5,000,000 200,000 3,200,000 - 8400000 7.00
6 0(£9.00)  Options Yes - 140,200,000 67,000,000 4,200,000 77,400,000 5,000,000 200,000 3,400,000 - 8600,000 9.00
7 B Preferred - Converted ~ Yes Yes 140,200,000 40,000,000 4,200,000 104,400,000 5,000,000 3,000,000 3,600,000 - 11,600,000 9.00
8 c Preferred Yes Yes 151,800,000 - 4200000 156000000 5000000 4000000 6,600,000 - 15,600,000 10.00
9 0(£15.00) Options Yes Yes 229,800,000 = 7,200,000 237,000,000 5,000,000 200,000 10,600,000 - 15,800,000 15.00
10 0(£20.00) Options Yes Yes 308,800,000 - 11,200,000 320,000,000 5,000,000 200,000 10,800,000 - 16,000,000 20.00
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o BP2-Seed convert:

Assuming an uncapped scenario, Seed investors would convert at £73m:

Post Conversion % Holding x (BPVzw - Remaining LP ) = LPs
Tm/ (5m+3m+ 1m) ? £65m - £1m £1m
VZu = f£73m

The participating Series B will hold 3m shares, so their payoff would be:

Payoffss = Post Conversion % Holding x ( BPVa - RemainingLP) + LPs
= 3m/(5m+3m+ 1m) £73m - £64m £18m
= f21m

which is less than their £27m cap

If Series B was capped, the BP for the Seed investors would be £79m (Vz), based on the following:

Post Conversion % Holding* x (BPVz - Remaining LP* - Cap) = LPs
Tm/ (5m+ 1m) ? £46m - £27m fim
Vac = £79m

* The Seed investors’ holding and remaining LP exclude Series B's 3m shares and £18m LP as it is
assumed to be capped (the cap replaces their LP) and they no longer participate.

Series B's payoff at this value would be:

Payoffse. ~ = PostConversion % Holding x (BPVz - RemainingLP) + LPs
= 3m/(5m+3m+1m) £79m - £64m £18m
= £23m

which is still below their £27m cap.

Series B's cap is not triggered under either assumption, the capped scenario does not apply and the
Seed investors are the first to convert, at the uncapped £73m BP

« BP3-Series A converts, Series B capped:
Assuming Series B was uncapped or capped, Series Awould convert at £91m:

Post Conversion % Holding  x  (BPVsu - Remaining LP ) = LPa
2m/ (5m+3m+1m+2m) ? (£f46m - £6m + f£18m) £6m
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Post Conversion % Holding  x (BPVsc - Remaining LP - Cap) = LPa

2m/ (5m+ 1m + 2m) ? (£46m - £6m) - £27m £6m

Vau =V = £91m

The BPs are the same in this case as Series B's excess cap (£9m = £27m - £18m) equals the difference
in Series A's required equity residual proceeds (£6m x (11m —8m) / 2m).

At £31m, however, Series B's cap is triggered:

Payoffs = B’s Shareholding% x ( BPVs - RemainingLP) + LPs
= 3m/(5m+3m+ 1m) £91m - £64m £18m
= £27m

So at BP 3 Series A converts and Series B is capped.

. BP4,56-£5, £7, £9 options exercised:

Capped
BP Remaining  Exercise  Shares at Option Breakpoint Option Equity Share
No. LP Price Exercise Proceeds before ~ Value Proceeds now Value Shares Price
1 2 3 4 5 6 7 8 9
=1+2x3+4 =5-1-4-6 =7/8
4  0(£500) 67,000,000 5.00 8,000,000 - 107,000,000 (1,000,000) 41,000,000 8,200,000 5.00

5 0(£7.000 67,000,000 7.00 8,200,000 (1,000,000) 123,400,000 (1,400,000)

58,800,000 8,400,000 7.00
6 O0(£9.000 67,000,000 9.00 8,400,000 (2,400,000) 140,200,000 (1,800,000)

77,400,000 8,600,000 9.00

o BP7—Series B converts:

Series B's proceeds are capped at £27m when exit proceeds reach £91m. Once they exceed £140.2m,

Series Bwill receive more from converting than receiving the cap. At BP 7, Series B will therefore convert
and regain its 3m share entitlement:

B's Shareholding%  x (BPVecon - Remaining LP) >= (Cap
at BP 7 (as-if-converted)
3m* /(8.6m + 3m) x( 7 + £f42m - [£67m—-£27m*]) = f£27m

oo Vecon = £140.2m

* Shares include B's conversion entitlement, the cap is removed
Includes £4.2m option exercise cash; BP 7 coincides with BP 6

o BP 8- Series C converts:

Series C will convert at BP 8 when the proceeds reach £151.8m:
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Post Conversion % Holding x  (BPVc - Remaining LP) = LPc
Am /(11.6m + 4m) ? 0 = £40m

Ve

£156m less cumulative option proceeds £4.2m
£151.8m

The share price is £10.00 (= £156.0m / 15.6m), which equals Series C LP amount per preference share
divided by the conversion ratio.

« BP9, 10 -£15, £20 options exercised:

The £15.00 and £20.00 strike price options will be exercised at BPs 9 (£229.8m) and 10 (£308.8m):

The shareholdings and values at each BP are shown below inTable 13:

TABLE 13
Cap Cap Remaining Options Equity Base Converted  Converted Participating  Diluted  Current
Breakpoint Triggered? Converted LP Proceeds Value Shares Now Before Shares Shares  Price
£ £ £ £ No. No. No. No. No. £
1 Founders  Ordinary - - 65,000,000 65,000,000 - - 5,000,000 - - 3,000,000 8000000 0.00
1 B Preferred - - 65,000,000 65,000,000 - - 5,000,000 - - 3,000,000 8,000,000 0.00
2 Seed Preferred - - 73,000,000 64,000,000 - 9,000,000 5,000,000 1,000,000 - 3,000,000 9,000,000 1.0
3 A Preferred Yes - 91,000,000 67,000,000 - 24,000,000 5,000,000 2,000,000 1,000,000 - 8,000,000 3.0
3 B Preferred - Capped Yes - 91,000,000 67,000,000 - 24,000,000 5,000,000 2,000,000 1,000,000 - 8,000,000 3.00
4 0(£5.00) Options Yes - 107,000,000 67,000,000 1,000,000 41,000,000 5,000,000 200,000 3,000,000 - 8200000 5.0
5 0(£7.00) Options Yes - 123,400,000 67,000,000 2,400,000 58,800,000 5,000,000 200,000 3,200,000 - 8400000 7.00
6 0(£9.00)  Options Yes - 140,200,000 67,000,000 4,200,000 77,400,000 5,000,000 200,000 3,400,000 - 8,600,000 9.00
7 B Preferred - Converted ~ Yes Yes 140,200,000 40,000,000 4,200,000 104,400,000 5,000,000 3,000,000 3,600,000 - 11,600,000 9.00
8 ( Preferred Yes Yes 151,800,000 - 4,200,000 156,000,000 5,000,000 4,000,000 6,600,000 - 15,600,000 10.00
9 0(£15.00) Options Yes Yes 229,800,000 - 7,200,000 237,000,000 5,000,000 200,000 10,600,000 - 15,800,000 15.00
10 0(£20.00) Options Yes Yes 308,800,000 - 11,200,000 320,000,000 5,000,000 200,000 10,800,000 - 16,000,000 20.00
Ordinary Preferred Preferred  Preferred Preferred  Options ~ Options ~ Options  Options  Options
Breakpoint Founders Seed A B C 0(£5.000 O(£7.000 O0(£9.000 0(£15.00) O (£20.00)
- Convertible  Convertible Convertible Convertible - - - - -
1 5,000,000 - 3,000,000
2 5,000,000 1,000,000 - 3,000,000
3 5,000,000 1,000,000 2,000,000 - - -
4 5,000,000 1,000,000 2,000,000 - - 200,000 -
5 5,000,000 1,000,000 2,000,000 - - 200,000 200,000 -
6 5,000,000 1,000,000 2,000,000 - - 200,000 200,000 200,000
7 5,000,000 1,000,000 2,000,000 3,000,000 - 200,000 200,000 200,000
8 5,000,000 1,000,000 2,000,000 3,000,000 4,000,000 200,000 200,000 200,000 -
9 5,000,000 1,000,000 2,000,000 3,000,000 4,000,000 200,000 200,000 200,000 200,000
10 5,000,000 1,000,000 2,000,000 3,000,000 4,000,000 200,000 200,000 200,000 200,000 200,000

OptionValuation

In the OPM, the Black-Scholes Model ('BSM’) can be used to value each tranche as the incremental Call
option value, where the exercise price is the lower BP. Taking the example in Case 5, assuming an equity
value of £500m, a 5 year exit horizon, equity returns volatility of 30% and a continuously compounded
risk-free rate of return of 4.0%, the valuation for each security can be calculated as follows:
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Step 1: Allocate exitvalue / proceeds to tranches and determine shareholdings:

pee | o | 1+ | 2 | 3 | 4 | 5 | 6 | 7
From - 65000000 73,000,000 91,000,000 107,000,000 123,400,000 140,200,000 140,200,000 151,800,000 229,800,000 308,800,000
To_ 65,000,000 73,000,000 91,000,000 107,000,000 123,400,000 140,200,000 140,200,000 151,800,000 229,800,000 308,800,000 500,000,000
Change 65000000 8000000 18000000 16000000 16400000 16,800,000 - 11600000 78000000 73000000 191,200,000
m:_ No. £ No. No. No. No. No. No. No. No. No. No.
Founders - Ordinary 5,000,000 5000000 5000000 5000000 5000000 5000000 5000000 5000000 5000000 5000000 5000000
B - Preferred Convertible - with cap 3,000,000 18,000,000 3,000,000 3,000,000 - - - - 3000000 3000000 3,000,000 3,000,000
Seed - Preferred Convertible 1,000,000 | 1,000,000 - 1000000  1,000000  1,000000 1000000 1000000 1000000 1000000 1,000,000 1,000,000
A - Preferred Convertible 2,000,000 | 6,000,000 - " 2,000,000 2,000,000 2,000,000 2,000,000 2,000,000 2000000 2000000 2,000,000
B - Preferred - Capped - - - - - - - - - - - -
0 (£5.00) - Options 200,000 - - - - 200,000 200,000 200,000 200,000 200,000 200,000 200,000
0 (£7.00) - Options 200,000 - - - - - 200,000 200,000 200,000 200,000 200,000 200,000
0 (£9.00) - Options 200,000 - - - - - - 200,000 200,000 200,000 200,000 200,000
B - Preferred - Converted - - - - - - - - - - - -
C - Preferred Convertible 4,000,000 40,000,000 - - - - - - - 4000000 4000000 4,000,000
0 (£15.00) - Options 200,000 - - - - - - - - - 200,000 200,000
0 (£20.00) - Options 200,000 - - - - - - - - - - 200,000
No 16,000,000 £65,000,000 8000000 9000000 8000000 8200000 8400000 8600000 11,600,000 15,600,000 15800,000 16,000,000
Cum. Option Proceeds £ - - - 1000000 2400000 4200000 4200000 4200000 7,200,000 11,200,000
% % % % % % % % % % %
Founders - Ordinary - 62.5% 55.6 % 62.5% 61.0% 59.5 % 58.1 % 431 % 321% 316 % 31.3%
B - Preferred Convertible - with cap 217 % 375% 333% - - - - 259% 192 % 19.0 % 188 %
Seed - Preferred Convertible 15% - M1% 125% 122% 11.9% 116 % 86% 6.4 % 6.3 % 6.3 %
A - Preferred Convertible 92% - 250 % 244% 238% 233 % 172% 128 % 127 % 125%
B - Preferred - Capped - - - - - - - - - - -
0 (£5.00) - Options - ] ] - 24% 24% 23% 1.7 % 1.3%
0 (£7.00) - Options - - - - - 24% 23% 17% 13%
0 (£9.00) - Options - - - - - 23% 1.7 % 13%
B - Preferred - Converted - - - - - - - -
C - Preferred Convertible 61.5% - - - - - - - 256 %
0 (£15.00) - Options - - - - - - - - -
0 (£20.00) - Options - - - - - - -
100.0 % 100.0 % 100.0 % 100.0 % 100.0 % 100.0 % 100.0 % 100.0 % 100.0 %

Step 2: Calculate gption values and allocate according to shareholdings:

EEETEE e e 7
- 65000000 73,000,000 91,000,000 107,000,000 123,400,000 140,200,000 140,200,000 151,800,000 229,800,000 308,800,000
65,000,000 73,000,000 91,000,000 107,000,000 123,400,000 140,200,000 140,200,000 151,800,000 229,800,000 308,800,000 500,000,000
65000000 8000000 18000000 16000000 16400000 16,800,000 - 11600000 78000000 74000000 191,200,000
BLACK SCHOLES MODEL
Breakpoint threshold 0 1 2 3 4 5 6 7 8 9 10
Equity Value 500,000,000 500,000,000 500,000,000 500,000,000 500,000,000 500,000,000 500,000,000 500,000,000 500,000,000 500,000,000 500,000,000
Exercise Price (X) 0 65000000 73,000,000 91,000,000 107,000,000 123,400,000 140,200,000 140,200,000 151,800,000 229,800,000 308,800,000
Risk Free (continuous}(r) 4,00 % 400 % 4.00 % 400 % 4,00 % 4,00 % 4.00 % 4.00 % 4,00 % 4.00 % 4.00 %
Volatility (s) 300 % 300 % 300 % 30.0 % 300 % 300 % 30.0 % 300 % 300 % 30.0% 30.0%
Time to Expiry (years)(T) 5.00yrs 5.00yrs 5.00yrs 5.00yrs 5.00yrs 5.00yrs 5.00yrs 5.00yrs 5.00yrs 5.00yrs 5.00yrs
Dividends - yield (%)(q) 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
d1 61.3851 36749 35019 31734 2.9319 27193 2.5290 2.5290 24105 17924 1.3519
d2 60.7143 3.0041 2831 2.5025 2.261 2.0485 1.8582 1.8582 1.7397 11216 0.6811
N(d1)= NORMSDIST ( 3.6749 ) 1.0000 0.9999 0.9998 0.9992 0.9983 0.9967 0.9943 0.9943 0.9920 0.9635 09118
N(d2)= NORMSDIST ( 3.0041 ) 1.0000 0.9987 09977 0.9938 0.9881 0.9797 0.9684 0.9684 0.9590 0.8690 0.7521
Share price (500,000,000 ) x N(d1) 500,000,000 499,940,522 499,884,514 499,623,274 499,157,766 498,364,605 497,140,704 497,140,704 496,017,848 481,733,980 455,902,011
PV of ex price {65,000,000 x EXP(-4.00% x 5) } x N(d2) 0 53146625 59628713 74045145 86563705 98,984,943 111,162,459 111,162,459 119,193,491 163,494,751 190,150,141
Call Price 500,000,000 446,793,897 440,255,801 425,578,130 412,594,061 399,379,662 385978,245 385,978,245 376,824,356 318,239,229 265,751,870
Incremental Call Value 53206,103 6,538,097 14677671 12984069 13214398 13,401,417 - 9153889 58585127 52,487,359 265,751,870
First BP workings:
d1=(LN(500,000,000 / 65,000,000 ) +(4.00% - 0.00% + 0.5 x 30.00%"2) x 5.00) / (30.00% x SQRT(5.00))
d2=3.6749 - 30.00% x SQRT(5)
e ] o | 1 | 2 | 7
- 65000000 73,000,000 91,000,000 107,000,000 123400,000 140,200,000 140,200,000 151,800,000 229,800,000 308,800,000
65,000,000 73,000,000 91,000,000 107,000,000 123,400,000 140,200,000 140,200,000 151,800,000 229,800,000 308,800,000 500,000,000
65000000 8000000 18000000 16000000 16400000 16800000 - 11600000 78000000 73000000 191,200,000
£ £ £ £ £ £ £ £ £ £ £
No.
Founders - Ordinary 5,000,000 - 4086310 8154262 8115043 8057560 7,977,034 - 3945642 18777284 16609924 83,047,459
B - Preferred Convertible - with cap 3,000,000 14733998 2451786 4,892,557 - - - - 2367385 11,266,371 9965954 49,828,476
Seed - Preferred Convertible 1,000,000 818,555 - 1630852 1623009 1611512 1595407 - 789,128 3755457 3321985 16,609,492
A - Preferred Convertible 2,000000 4,911,333 - 3246017 3223024 3190814 - 1578257 7510914 6643970 33218984
0 (£5.00) - Options 200,000 . - - - 322,302 319,081 - 157,826 751,091 664,397 3,321,898
0 (£7.00) - Options 200,000 - - - - - 319,081 - 157,826 751,091 664,397 3,321,898
0 (£9.00) - Options 200,000 - - - - - - 167,826 751,091 664,397 3,321,898
C - Preferred Convertible 4,000,000 32,742,217 - - - - - - - 15021827 13,287,939 66,437,968
0 (£15.00) - Options 200,000 - - - - - - - - - 664,397 3,321,898
0 (£20.00) - Options 200,000 - - - - - - - - - - 3321898
16,000,000 53206103 6538097 14677671 12,984,069 13214398 13,401,417 - 9153889 58585127 52,487,359 265,751,870
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Step 3: Calculate fair values

No. £/ share
Founders - Ordinary 5,000,000 31.75
B - Preferred Convertible - with cap 3,000,000 31.84
Seed - Preferred Convertible 1,000,000 31.76
A - Preferred Convertible 2,000,000 31.76
0 (£5.00) - Options 200,000 27.68
0 (£7.00) - Options 200,000 26.07
0 (£9.00) - Options 200,000 24.48
C - Preferred Convertible 4,000,000 31.87
0 (£15.00) - Options 200,000 19.93
0 (£20.00) - Options 200,000 16.61
16,000,000

If one of these securities was recently issued at a fair price, then the fair price of others can be implied
(‘Backsolve’). For example, if Series C were recently transferred at an arm’s length price of £30.00 for
each preference share (secondary sale), at a conversion ratio of 1.0, we can determine the other fair
values. In practice, using goal seek in Excel, the £500m assumed equity value can be adjusted to result
in Series C's value being £30 per share.The result is an equity value of £469.8m.

No. £/ share
Founders - Ordinary 5,000,000 29.85
B - Preferred Convertible - with cap 3,000,000 29.95
Seed - Preferred Convertible 1,000,000 29.85
A - Preferred Convertible 2,000,000 29.86
0 (£5.00) - Options 200,000 25.79
0 (£7.00) - Options 200,000 2418
0 (£9.00) - Options 200,000 22.60
C - Preferred Convertible 4,000,000 30.00
0 (£15.00) - Options 200,000 18.12
0 (£20.00) - Options 200,000 14.90
16,000,000
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