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Introduction

The term venture leasing describes the leasing of equipment to pre-profit, early stage companies funded by venture capital investors. These companies, like most growing businesses, need computers, networking equipment, furniture, telephone equipment, and equipment for production and R&D. Venture capital backed startups rely on the continued funding from outside investors to support them until their business models are proven or profitability is achieved. According to Price-Waterhouse Coopers, investment by institutional venture capitalists in startup companies grew from less than $3.0 billion at the beginning of the 1990’s to a record annualized rate estimated at over $50.0 billion for 1999. More than 3,000 high growth startup companies in the U.S. will receive venture capital funding this year alone. 

What is fueling this rapid growth? It’s a combination of many factors, including: continued economic expansion, a long running bull market for stocks, abundant entrepreneurial talent, new exciting technologies, and government policies favoring venture capital formation and free enterprise. In this environment, a sizeable pool of venture capital has been formed to launch and support the development of many new technologies and business concepts. Additionally, an elaborate array of support services has developed to promote the growth of startups. CPA firms, banks, attorneys, investment banks, consultants, lessors, and even search firms have committed significant resources to this emerging market segment.

Leasing provides maximum flexibility for the lessee as equipment leases are generally without loan covenants. The lessor and lessee can match the term of the lease to the equipment asset life and usage needs, thus reducing equipment obsolescence factors. Venture leasing companies provide the capital to lease equipment and software in exchange for equity or stock options and warrants for future equity. 

In this report, we explain how the process works, what are the advantages of venture leasing for startup and early stage companies, list of contacts for lessors and interviews with some lessors and lessees.

Risk Factors

Generally speaking, leasing can help maximize financing flexibility for any company, as equipment leases reduce up-front cash needs and are generally without loan covenants. Venture leasing companies provide the capital to lease equipment and software in exchange for equity or stock options and warrants for future equity.  For the lessee, this cost in equity is much less than venture capital money, as lease payments are also part of the compensation structure.  Thus, the upside of equity ownership for the venture lessor is complemented (and risk averted) by the interest included in lease payments and by lessor ownership rights of the leased equipment.    

Venture leasing companies can be placed in the risk chain somewhere between Venture Capitalists or Angels and pure debt financing (see Figure 1). Although equipment and software leases involve lease payments, many venture lessors are in this business to make their BIG money from obtained equity, depending on the scope of their involvement (see section on “Lessors”).
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Figure 1. Venture Leasing in the Financing Risk Chain
If a startup does poorly, the venture lessor will probably be able to cover costs through lease payments and/or equipment seizure, but has only the slight possibility of making a profit.  Depending on how much additional resources a venture lessor commits to this start-up (networking, introductions, financial or business advice), the venture lessor can lose money.  The upside of investing in a startup or early-stage company is much like that of a venture capitalist.  To remain in business and show expected returns to its backers; a Venture Leasing company must invest in financially successful companies. The downside is much more limited though, as most invested money will be recovered from mildly successful or even “failing” companies. This is the reason why most Venture Leasing companies prefer business with companies that have VC backing. Another risk advantage which venture leasing companies have over other equity investors is that they are starting a lower risk, warrants + interest very early in the life of a company.  This relationship may extend past the mezzanine round of funding; thus venture lessors establish a long-term, interest bearing relationship with stable companies. 

Lessors

Venture lessors come in all forms. Some consider themselves mostly venture capitalists and focus on warrant-based deals. To them, the venture leasing business is predicted on the potential upside value of the warrants they receive. Others are primarily interested in equipment residual values and consider themselves mostly true lessors. They bank on controlling valuable equipment assets at the end of the lease term, which can be re-leased or sold, whereas many venture lessors are simply term lenders seeking premium rates when dealing with venture-stage/venture-backed companies. Their high-yield loans happen to be secured with capital equipment and often times are structured with financial covenants.

Lessees

Venture lessees are usually start-up or early stage companies that are capital intensive and funded through venture capitalists.  A venture lessee is likely in a pre-profit position with insufficient cash or credit for fulfilling their capital needs through purchasing or standard leasing.  Venture leasing does not make sense for all start-ups, but any business that is capital intensive, whether hardware or software, is a good candidate.  Businesses that are more labor intensive and that lack the need for expensive hardware/software may not be a good match for this form of financing.  The “requirement” that they be funded by venture capital is a mechanism of reducing risk.  A venture lessor takes on less risk backing a company who has passed the scrutiny of a reliable venture capital firm, so this is usually a must.  Besides having current funding, the potential lessee needs to prove they are sustainable and have valid plans for next stage funding as well.  

The Process

Venture leasing companies work the same as regular leasing companies, except they are willing to take greater risks and usually don't require a person to personally sign for a lease. Venture leasing companies are interested in reviewing the same business plan and financial statements as banks, venture capitalists and investment bankers.

A typical venture leasing scenario might be one in which a development stage company must raise $10 million over the next 2-3 years to meet its business milestones, and an additional $5 million in the third or fourth year prior to going public or being acquired. The company and its strategic advisors determined that these milestones are necessary achievements if this company is to become a viable and successful enterprise. Of the first $10 million, $3 million will be used for capital expenditures. The venture capital community values the company at $25 million.

The choice is to raise the funds by selling 40% of the company to venture capitalists, or sell only 28% of the company to venture capitalists and finance the capital expenditures under a venture lease - giving up 2% of the company in warrants. By the time the company meets its milestones and is ready to raise the next $5 million, of which $1 million may be financed under a venture lease; the company’s valuation has increased to $75 million. Therefore only an additional 5% of the company’s equity is sold to raise the final round of venture capital and an additional 0.5% in warrants for the venture lease. If the company had raised all of the funds in the first round and not taken advantage of venture leasing, 60% would have been owned by venture capitalists compared to 47.5% under this example.

A startup company will normally qualify for a venture lease under the following conditions: 

1) The company is receiving funding from a respected VC Company or Angel Investor. In most circumstances the LLOC (Lease Line of Credit) is granted in conjunction with a VC investment. 

2) The assets to be leased are not custom items such as molds or one of equipment. LLOC’s generally run between $100,000 and $10,000,000 depending on the lessor.

Advantages

Venture leasing offers many benefits to the emerging company. It preserves equity by stretching out working capital. Payments can be made with lower cost future dollars, either through cash from sales or less diluted equity rounds. Collateral is typically limited to the equipment itself. Also, the lease can be structured, as off-balance-sheet financing which may be important in managing financial covenants pertaining to other financing arrangements.

Venture leasing provides another source of capital to keep the business moving forward. The venture lessor may also see other opportunities for the lessee and may be able to make introductions that can lead to new business. Other advantages to venture leasing are:

1) Lease financing reduces the amount of equity required and hence the dilution. For instance, take a company with a pre-money valuation of $3,000,000 requiring a $1,000,000 investment. Assume that there is a need to acquire $200,000 of leasable assets. The company raises $800,000 from the VC community and receives a  LLOC for $200,000. Depending on the risk, the venture lessor might receive a security deposit of up to 10% of the LLOC, and up to $30,000 in warrants. The overall dilution being 27.6% versus 33% if the money were raised in straight equity. 

2) The company defers a portion of the overall cash outflow into a future period where revenues or further investment rounds at higher valuation may cover it.

3) Personal guarantees are not sought.

Disadvantages

It is very expensive money. Lessees pay a high interest rate because of the increased risk, and give up valuable equity that management could use to bring in another investor down the road. 

Venture-leasing deals typically require payments of 100% of principal, plus 8% to 12% in interest charges over a 24-month to 60-month lease horizon.

Venture Leasing Companies

Company
Contact
Investment Range

Comdisco Leasing
J.P. Marchette

781-398-8070
$100,000 - $10 million

LTI Leasing
George Parker

203-563-1100-x214
$100,000 - $3 million

Silicon Valley Bank
Dave Dolezal

303-938-9093
$100,000 to $10 million

First Corp Leasing
Jim Johnson

503-598-4115
$100,000 to $10 million

Dominion Ventures Leasing
James Bratton, Managing Director

618-367-8575
$500,000 - $3 million

Third Coast Capital
Mike Lamb

313-337-2567
N/A

Interviews with Lessors

COMDISCO

Comdisco venture leasing division has a reputation for creativity in meeting the capital needs of venture-backed startup companies. It is a strategic financing partner to complement venture capital and commercial banking relationships. It was established in 1987 and designed to be a feeder of venture capital firms.  Comdisco currently has over $ 1.5 B of capital committed to over 625 companies. It invests in all stages of venture backed companies from seed to pre-IPO.

Some of the financing products that Comdisco provides include,

· Subordinated debt

· Leasing

· Landlord guarantees

· Secured debt

· Bridge loans

· Expansion loans

· Acquisition financing

· Convertible debt and equity

The parent Comdisco company is a fortune 500 technology service company with a market capitalization of $3.5 B. It has over 100 locations worldwide. The parent company offers equipment leasing, equipment procurement/upgrades, desktop asset management, integration services, disaster recovery/business continuity and network backbone services. 

According to JP Marchette at Comdisco, “Venture Leasing provides more value of equity”.

Example of certain terms.

The average IRR for investments is between 15-18%.

Bonus is calculated by 5% of total commitment amount / # of shares. 10 year valuation or value at 5 years, after IPO.

INTERVIEW WITH J.P. MARCHETTE OF COMDISCO

1) What type of equipment do you lease?

Equipment that holds value that you can certify and sell it easily.

2) What % of deals result in repossessions?
Less than 3%.

3) Number of deals per year?

Approx. 180/year.

4) Range of deals.

100K-any amount.

5) How do you find your customers?

Through:
VC referrals.




VC tells the companies to come to Comdisco.




Comdisco selectively looks.

6) How much business do you do?
$750 Million –1999 & $1.2 B – 2000.

7) What does a typical lease structure?

Lease Structure:

1) 36-48 months.

2) 8.75 – 10% interest rate.

3) 5 – 10 % warrant coverage

4) End of Lease: 

· Return the equipment

· Renew the lease at discount (example: 5%)

· Buy the equipment at FMV.

· Cap the FMV at 15%. 

· PC’s - 10%

· Software – 20%

· Cubicles – fixed 15%

5) At the end of the lease almost 90% buy the equipment or renew the lease. Less than 10% return the equipment.

8) How do you get your customers?

Most of the customers Comdisco obtains are through,

· VC referrals

· VC’s advise customer to obtain VL.

· Only a hand full of customers Comdisco selectively goes after.

9) What are some of the red flags?

Some of the red flags that Comdisco pays close attention to:

· Burn rate.

· Comfortable that the entrepreneur will be able to raise the money.

· Moving of the money.

· Make sure the valuation is going up.

· Management team is well suited for the correct stage of the company.

10) What does Comdisco offer other than money?
· Comdisco has the ability to offer Fortune 500 pricing. For example it offers 40% discount on Cisco’s equipment.

· Additionally, Comdisco has lot of contacts in the industry. They obtain monthly financials of the company and at the time of the need can “cross pollinate” the businesses to obtain a win-win outcome.

· Can help obtain future rounds of financing.

· Actively participate to help out the business needs. Like obtaining customers, suppliers, bankers, etc.

11) How do you handle the default on payments?

Default on payments are based on the following criteria:

· 60 days delay is acceptable once or twice. At that point the company is asked to submit frequent financial statements for constant monitoring. Comdisco at that point in time tries to help the company obtain a positive cash flow.

· Maximum the company allows is 4 months delay in payments. At that point in time it may decide to either give company more time or pull the equipment out and auction it.

FIRSTCORP

Founded and run by entrepreneurs, FIRSTCORP has nearly a 20 year track record of supporting emerging growth companies. They provide equipment leasing, but it is the intangibles an experienced partner, like FIRSTCORP provides, that makes all the difference in the world. Venture Leasing by FIRSTCORP provides entrepreneurs and their Venture Capitalists a powerful tool to assist start-ups and early stage companies.

The following is a Q&A session with Jim Johnson of FIRSTCORP.

INTERVIEW WITH JIM JOHNSON OF FIRSTCORP

1) How does the process of venture leasing begin? Who makes the initial contact?

Emerging Growth Companies (“EGC”) and Lessors find each other in several ways including:

1. Other service providers (such as banks, accountants and attorneys) make the introduction.

2. EGC investors (including venture capitalists and angels) make the introduction,

3. Lessor’s sales force develops leads through their network,

4. Employees (such as CFOs, CEOs, Controllers) of EGCs more often than not only grow a company to a certain point before they get involved with a new and less mature EGC. If these migrating employees have previously had a good working relationship with a lessor, they tend to get the same lessor involved with a new company,

5. Employees of EGCs who have a good experience with a lessor, will introduce that same lessor to other companies that they are aware of.

2) How is a lessee qualified for a financing?

Key components of the credit decision include evaluation of:

1. EGC’s vision and market opportunity.

2. Management team (Track record and management strengths)

3. Investors (quality of current investors and determining if they will continue to support the EGC)

4. Current financial position,

5. Historical financial results,

6. Financial forecast,

7. Review of any term sheets EGC might have for subsequent equity rounds and the quality of these investors,

8. Types of equipment needs and the estimated salvage value of the equipment (the worse the salvage value, the greater the potential risk)

9. Completion of due diligence, which will include meetings with the EGC and may include contacting the EGC’s investors, strategic partners and customers, if applicable.

3) What are the follow-up procedures?

From the point in time the Lessor and EGC, it is the Lessor’s job to understand the EGC’s vision and if the Lessor believes it to be a worthwhile investment opportunity, the Lessor will issue a proposal that should be in sync with the EGCs desires and needs. The EGC may negotiate some of the points with the Lessor. 

After both the Lessor and EGC are in agreement, the lessor needs to complete their due diligence and submit the credit package to its credit committee. Once the credit has been approved, documents are sent to the EGC. The EGC generally has their legal counsel review the documents and then any requested documentation changes must be negotiated and approved by the lessor – this documentation review and negotiation process may take any where from a few days to a few weeks to a few months.

Once all the master documentation has been executed and is in place, then either:

1. Lessor will place purchase orders for the EGC and then when the lessor has accumulated sufficient invoices, the Lessor will draft a Lease Schedule for the EGC to execute. Once the document is executed, the Lessor pays the vendors.

2. EGC orders the equipment and pays for it and then submits the paid invoices to the Lessor, and the Lessor then prepares a Lease Schedule for the EGC to execute. Once the document is executed, then the Lessor reimburses the EGC.

4) What kind of guarantees and/or covenants is necessary?

In most cases, guarantees are not required. In a case, where the EGC may only have the cash on hand to continue in operations for a few months, and they have not received term sheets for subsequent rounds and there are no current investors that can “bridge” them to the next round. If this is still deemed to be a good credit, a guarantee may be required to provide an approval.

5) Companies you have worked with?

Due to the confidentiality of our clients, I can only provide names of companies that are now public: (NASDAQ Ticker: Company Name)

CRAY(Cray Tera Computer), ELNK(Earthlink), HOMG(Homegrocer), IZAP (Zapme), INAP(Internap Networks), UBET(YouBet), PRVW(Preview Systems), DMRC(Digimarc), TPTH(Tripath), UROG(Urogen), LFPT(LifePoint), TMLN(TimeLine), GEOC/YHOO (Geocities now acquired by Yahoo!), MDLI(Medicalogic), WebTV(acquired by Microsoft).

6) Examples of forms/term sheets.

The actual forms and term sheets are CONFIDENTIAL in nature and cannot be shared. In summary, the forms will consist of:

1. Master Lease Agreement,

2. Corporate Resolution,

3. Real property insurance documentation,

4. Specific Lease Schedules that are attached to their boiler plate of the Master Lease Agreement,

5. UCC filing statements for the equipment on the specific schedules, 

And they may also consist of,

6. Warrant Agreement,

7. Subordination Agreements,

8. Blanket UCC filing statements,

9. Personal Guarantees,

10. Security Deposit Receipt and Addendum

11. Landlord Waivers

Term Sheets provide details concerning:

1. Amount of the offer,

2. Term (months) of repayment,

3. Rate factor ( a percentage when multiplied by the dollar amount of the Schedule provides the monthly payment),

4. The number of months over which the lessee may draw Schedules against the facility,

5. The number of advance payments,

6. Types of equipment that may be acquired and financed,

7. Terms regarding Personal Guarantees,

8. Terms regarding cash security deposits,

9. Any additional collateral is required, and if so, what,

10. Miscellaneous requirements such as subordination of debt,

11. Terms of warrants that will probably be required – such as strike price, term of warrants, amount of warrants

12. Fees, which may include documentation fees, application fees, commitment fees, and/or other miscellaneous fees,

13. Conditions Precedent to granting an approval.

Appendix A contains a “real” Master Lease Agreement filed by HomeGrocer.com in their S1.

LEASING TECHNOLOGIES INTERNATIONAL

Since 1983 Leasing Technologies International (LTI) has provided venture leasing (VL) to venture backed companies.  LTI is headquartered in Wilton, CT and has over 40 employees and 5 regional locations.  LTI has financed over $300M of equipment to more than 250 companies in 24 states.

INTERVIEW WITH GEORGE PARKER OF LTI, WILTON, CT

George Parker is Founder, Director and Executive Vice President of LTI. He is responsible for overseeing the company’s marketing and financing efforts. As one of the co-founders of LTI, Mr. Parker has been involved in equipment leasing for over 18 years. Founded in 1983, LTI is a leasing firm specializing nationally in venture leasing for early stage companies and vendor lease programs for emerging growth companies.

The following are excerpts from a phone interview with George Parker.  

He was not willing to give me any term sheets because they are propriety information but he did list out their competition.  We weren’t too surprised to find these were the same people Jim Johnson of FirstCorp had suggested.

· Comdisco

· Silicon Valley Bank

· Transamerica

· Meyer, Mitchell & co

· Phoenix Leasing

· Finnova

· Link

· Western Technologies

There are many brokers in this field and a lot of competition for leases.  The industries that LTI focuses on are:

· Communication

· Information Services

· Telecommunications

· Internet

· Medical Systems

According to George Parker, "Venture leasing (VL) permits you to stretch venture capital and gives you more bang for your buck."  Interest rates for VL's are typically between 18-26%, although lately there is a greater return on warrant transactions.  Lease rates in the industry vary based on Fortune 500 companies, economic outlook for the industry, credit standing and other economic factors. Some of LTI's bigger clients are Storage Networks and Mail.com.  

According to Mr. Parker, it is very difficult to screen out pre-profit companies.  Mr. Parker said that many startups that don't get approved sound exactly like the ones that do get approved.  Venture Leasing typically secures the lease with the equipment that is leased.  Leases are typically 24 - 48 month terms and usually result in buyback by the lessee at the end.  LTI tries to avoid repossession of equipment when funds dry up.  As a result, they have a 99% success rate on leases.

Every start-up that gets a lease has at least the first round of VC funding.  This provides LTI with a sense of security that if they were able to secure the first round of funding then they should be able to get to the next round in the case of a pre-profit start-up.  LTI evaluates the reputation of the VC as part of their due diligence.  They know that if the start-up has a strong VC then they are getting good support and advice.

The next thing LTI evaluates is the management team.  They want a leader with a strong industry background.  Credibility is important for this evaluation.  We asked how students get funding and become successful when they have zero experience.  He responded that the best students usually have strong VC support and they are getting their coaching from them.  He drew an analogy to the NBA draft picks and how only the best of the best make it to the top but they do so with the best coaches.  LTI will provide VL's to younger, inexperienced teams as long as they have a good VC backing them.

The timing to turn the transaction is typically one month.  During this month they perform due diligence on the company and the VC.  They evaluate the strength of the VC, run credit checks on the company, review their business plan and assess the direction of the company against the market and technology outlook.  They also prepare all of the documentation and legalities (i.e. term sheets) and visit the offices of the company to see the team at work.  Once all of this is deemed acceptable they go to LTI's credit committee who evaluates the due diligence and makes the final decision.  Once this is complete they can cut a check or issue a line of credit based on the size of the request and the timing needs for the equipment.

As part of the due diligence, they look at the valuation history of the company based on their funding patterns.  They do comparable to others in the industry.  VL's rarely apply personal guarantees for collateral. They only collateralize the equipment leased.  This is a big advantage for the company.  They also focus mostly on leasing computer equipment and peripherals and avoid soft items.  The concern is that if the deal falls through they will never obtain a fair market value for the items repossessed.

INTERVIEW WITH WILLIAM MACDONALD AND GEOFFREY SMITH, LTI, BOSTON, MA

William MacDonald is Senior Vice President and Geoffrey Smith is Regional Marketing Director.  Both work out of LTI’s Boston office located in Post Office Square. 

LTI works mostly out of a list of referrals, although they do admit to a small amount of broker work.  Their network of referrals consists of various bankers from such banks as Silicon Valley Bank and FleetBoston, consulting firms such as PWC and Ernst & Young and law firms such as Testa-Hurwitz and Bingham-Dana.  They estimate that 95% of their work comes from referrals. 

The typical process for obtaining a lease line of credit is as follows:

· Request for Lease line

· Master Lease Agreement

· Due Diligence

· Credit/Equipment approval

· Draw down under line

LTI provides VL lines of credit ranging from a low of $100K to a maximum limit of $3M.  They will not go above $3M as a policy.  Mr. MacDonald claimed that there is so much VC activity today that their cash reserves are just about tapped.  This allows LTI to be selective about who will get a line of credit thus reducing risk to LTI.  In their view, companies seeking more than $3M in VL can go to Comdisco who has a greater cash reserve.

Selectivity in the VL field is based on the type of backing held by the company requesting funds.  LTI prefers to work only with tier 1 VC firms.  According to LTI, Angel-backed or friends & family backed companies do not have the same level of commitment that the top VC’s require.  LTI “piggy-backs” off of the due diligence performed by these firms and is only now requesting warrants from start-ups.

LTI’s 18-24% interest rate is derived from 3 main factors:

· Interest rate 

· Residual 

· Warrants in exchange for better terms

These factors make up for the monthly rent a company will pay for leased equipment.  A company can “draw down” from a line of credit to avoid re-applying each time new equipment is sought.  Companies can also obtain funds for equipment already purchased.

A typical lease line will contain the following terms:

· A $100K - $3M line of credit covering existing and new equipment

· A duration from 24-48 months

· A rate factor (interest and principal)

· Fees and security deposit

· $25K - $50k draw down requirements

· Warrants if applicable

· End of lease options

End of lease options may contain the following:

· Continue with monthly rent

· Fair market value buyout

· Reduced rent for 12 additional months

· $1.00 buyout

· Return of equipment

SILICON VALLEY BANK

Silicon Valley Bank was founded in 1983 to capture a growing market in Northern California which until that time had been greatly under served by commercial banks. Many emerging growth technology companies had yet to realize a profit; and some were not considered “creditworthy” by local community and regional banks. SVB has established a national reputation for excellence in the banking/finance industry, based on a high level of expertise in a number of technology and life sciences niches. Based on it’s successes in Northern California, SVB has expanded to additional major technology and life science centers around the country, as well as to other under served markets.

INTERVIEW WITH DAVE DOLEZAL OF SILICON VALLEY BANK

1) How does the process of venture leasing begin? Who makes the initial contact?

As with all the other lessors, SVB also largely depends on referrals from VCs to find out about a new venture lease potential. Additional ways to generate sales leads are:

1. Banks, Financial Institutions.

2. Community Events.

3. Venture Conference

4. Referrals from people who have had past experience with SVB.

2) How is a lessee qualified for a financing?

SVB qualifies a lessee for venture lease using a unique 5 step process following a referral,

1. Initial meeting with CFO/CEO of the company to understand the value of the business and the business ideals of the founders.

2. Study the business plan.

3. Evaluate the company’s financials.

4. Talk to the investors who have invested in the company and analyze their evaluation about the growth prospects of the business.

5. Finally, they talk to the legal counsel of company.

3) Why would a lessee choose SVB ? What unique opportunities does SVB offer?

· $100,000 to $10 million venture lease programs.

· Their Rule of Thumb for equity share is 1:5 ratio to the amount of venture lease financed through them.

· Debt Financing - $250,000 (minimum) to $5 - $10 million (maximum). Typically the low end is around $0.5 million.

4) Companies you have worked with?

Technology: Centerpoint Broadband Technologies, Context Integration, Context Media Inc, GreetingGifts Inc., Haht Software, Industry to Industry Inc., NextPoint Networks Inc., Riverbed Technologies, SupplierMarket.com, Synergistics, The Telluride Group Inc., Tensilica Inc., TeraLogic

Life Sciences: Cell Genesys and several other companies in medical sciences, pharmaceuticals and bio-technology.

Special Industries: Hunter Properties, Niebaum-Coppola Winery, Qupe Vineyard, Hedges Cellars, Viansa Winery, Rombauer Vineyards, Ken Wright Cellars.

5) Examples of forms/term sheets.

The actual forms and term sheets are CONFIDENTIAL in nature and cannot be shared. In summary, the important sections in a term sheet consist of:

1. Maximum Lease Amount

2. Rate schedule and how the rate is calculated
3. Warrant Coverage
4. Amortization schedule
5. Back end lease coverage
6. Interim Rents
7. Brief Description of the equipment.

Interviews with LessEEs

StarBridge Technologies

StarBridge is still in development stages that preclude giving out too much information, but the venture is involved in new techniques of creating bridge devices (integrated circuits).  These devices are used in expanding the capacity of servers, personal computers, and other more specialized equipment by enabling more bus connections and less loading on one or more of the following possible bus types: PCI, PCIX, etc.

INTERVIEW WITH STARBRIDGE CFO

1.) Why did StarBridge choose venture leasing?

Starbridge is capital intensive, rather than expenditure intensive, so a lease made perfect sense for using less of the very expensive VC money that was raised to fund the company.  Both software and hardware is being leased through a deal with venture lessors at Silicon Valley Bank.
2.)

How did Starbridge select the potential "venture leasing" company?

Their VC was very involved in the selection of a venture leasing company.  The VC provided a list of acceptable lessors and through a series of meetings, a lessor was chosen.  Very little of the specific terms and conditions were discussed in this process, as venture lessors don’t like you to shop around.  More was based on reputation, other benefits the lessor offered, and being comfortable with personalities.
3.) 
What types of guarantees were necessary, if any?

Are there any personal guarantees involved?

No personal guarantees were required.  The only guarantees were leans placed on the equipment to be leased.

4.)
What are the steps involved in a complete transaction?

After the lender is selected, a negotiation with the lender takes place and the high level aspects of the agreement are put into a term sheet.  This is reviewed by management and then sent to the lawyers, who “add value” by stretching it into about 50 pages of legal terminology (and charging a lot of money).  Then the legal supporting documents are ratified and signed, the money gotten, and the equipment purchased.
5.)
On what terms/prices etc. did the venture lessors negotiate?  

The main terms negotiated were the interest rate, the equity amount of the warrants, and the pay out price (term at end of lease where Starbridge pays a buy-back fee).
6.)
What are the follow-up procedures (i.e., due diligence, credit checks, etc.)?


Standard due diligence by Silicon Valley, backed by VC relationship.
7.)
What are your options at the end of term?

In this instance, there were no options at the end of the term – the mandate was pay out fee that released the lessor from having legal rights to ownership.  Starbridge’s venture lessor did not purchase or own equipment for this leasing process.  Silicon Valley provided money for the lease, Starbridge purchased the equipment, and Silicon Valley retains ownership rights until the end of the lease, when they will receive pay out fee. 
8.) 
How long did it take to get your equipment financing?  Did this meet your needs/expectations?

The process took longer than Starbridge wanted (of course).  It was about one month from the selection of a venture lessor until they had their money for leasing.  Starbridge is satisfied with the effort that Silicon Valley made and believes that the majority of this month was due to legal documentation.  
9.)
Post-Deal, do you have regrets or feel that another form of financing would have been better for you?
They do not regret the decision.  The venture lease deal was the best way to avoid using expensive VC money to fill their capital needs and enabled more ownership retention than VC or Angle money.  
10.) After having done a venture lease, what are your expectations of “good” terms?

It depends on the size of your business, the amount of backing you have, your cash burn rate, and many other criteria.  But, a general venture leasing deal, for say $5M, will be a 24-36 month lease, interest in the range of 12%, and warrant coverage in the range of 5% to 30%, depending on the valuation of your company.  The only really important term for Starbridge was the warrant amount.  Keeping as much equity as possible was the key, despite any increase in the interest rate.

11.) Do you have any advise for MBA students or Startups about Venture?


 Leasing?

Shop around as much as possible before choosing a venture lessor.

Establish and maintain as many connections as possible in the financing world.

Listen to the advice of your VC firm; work with them on selecting the lessor.  In addition, be sure to build as much value with the money that you borrow (whether for leasing or otherwise) as possible.  Getting funding is all about building value in your company.

AVICON

Avicon is a venture capital backed consulting service startup, focussed on combining the supply chain of businesses with new information technology.  They seek to “Master the convergence of supply chains and the Internet”.  Avicon has experienced incredible growth over the past year and, as they continue to ramp, management is reviewing their options for providing the needed capital for this growth.  Due to their rapid expansion and their uncharted marketplace, this new technology company has not yet established a sustained profit, but is growing its market share.  Having received a second round of VC funding late in 1999, Avicon is in a prime position to consider venture leasing.

Further discussion about Avicon’s position, and the recent turns in the market, led to some interesting discussion about venture leasing.  Avicon’s management is mostly encouraged by the recent correction in the stock market.  They feel that their business concept is solid (two rounds of VC money already), and that this dotcom shakeup will ease some of the pressure to expand exponentially and IPO without much regard for profitability.  They would rather focus on achieving a positive cash flow than increasing their value through market share alone. Concerning venture leasing, they hope to be able to either give less equity away in a lease deal, or avoid venture-leasing altogether.  This protective nature over preserving their equity is something that was also echoed by Starbridge.  Avicon will only do a venture lease deal after fully evaluating its savings or loss in company ownership against the absolute need for expanded capital..

INTERVIEW WITH RICH BLOCK, DIRECTOR OF FINANCIAL SERVICES, AVICON

1).  Why is Avicon considering venture leasing?  What pros and cons are being evaluated?

Avicon is growing very quickly, going from 25 employees to 60 in ten months.  Because of this, they are in need of more computers, office equipment, phone systems, and software.  Their current equipment is being stretched thin, and some of their systems (phone, accounting) will need updating to handle the increasing numbers of employees.  Leasing is attractive from several perspectives.  It will enable the use of better quality equipment and software for less up-front money and will save expensive VC funds for acquiring better office space, hiring more people, and increasing the training of current employees.  However, Avicon is wary of giving away equity for lease dollars and is still debating venture leasing.  Still, as they are not yet profitable, a non-equity lease may not be an option for Avicon.  Venture leasing will still cost less equity than financing capital growth with VC money.
2.) How does the venture leasing process begin?  How do you contact venture lessors?

Avicon has made contact with lessors through two channels.  First, they have been contacted (cold called) by several leasing companies due to publications of the VC money they have raised.   Some of these were venture lessors.  In addition, their VC referred them to the Venture Leasing department at Silicon Valley Bank.  Avicon has only recently started reviewing the pros and cons of venture leasing and has made initial contact with Silicon Valley.   

3.) What are the follow up procedures (i.e. credit checks, documentation, due diligence)?
This is not yet known, as Avicon has only just started the process.  Mr. Block does say that several documents are always requested by lenders: the current balance sheet, past P&L, future P&L, and an evaluation of their cash burn rate.  The lessors with whom Mr. Block has spoken were interested not only in Avicon’s current funding, but also plans for the next round of funding.  Some requested a letter of commitment from VC/Angels for the next round.

4.) What types of guarantees were necessary, if any?

Are there any personal guarantees involved?

So far there has been no mention of personal guarantees.  The equipment is to be the only collateral.  Very early in Avicon’s history the CEO signed a personal guarantee for equipment (pre-VC money), but management is now against signing any such personal guarantees.
5.) Did your VC get involved in the selection process of a venture lessor?

Yes, their VC has a standing relationship with Silicon Valley Bank and referred Avicon.  This is usually the best way to contact a venture lessor and coordinate their efforts with the VC firm.

FUTURE OUTLOOK

Venture leasing has really come into it’s own during the 1990s. With several billion dollars of venture capital being pumped into startups annually, this market segment has evolved into a significant one for the equipment leasing industry. In the two largest market regions for venture capital-backed startups-- Silicon Valley and Boston-- competition to finance these companies on every level is fierce, including the equipment leasing segment. In other parts of the country, the story is quite different. Smaller upcoming regions like Research Triangle, NC, Phoenix, Atlanta, Austin, TX, Boulder, CO, Northern VA, San Diego, and Silicon Alley, NY are more fragmented and undeserved. There are good opportunities in these regions for lease originators that have ready geographic access, good skills, and who are willing to become active in venture leasing. The most attractive industries where venture-leasing opportunities seem to abound include software, telecommunications, information services, medical services and devices, biotechnology, and Internet. 

IMPACT OF STOCK MARKET ON VENTURE LEASING

The recent turmoil in the credit markets and IPO markets may not have an impact on venture leasing, if such market activity (as experienced in March-April 2000) is short lived. Although the security market has tightened and a few large banks have reacted with caution to the recent turmoil in the credit markets, venture leasing has not been noticeably impacted. 

However, a prolonged downturn in the stock market and/or shunning of venture capital backed companies looking to undertake IPOs will have an impact on Venture Leasing. Since the IPO avenue is the exit strategy of choice and this route provides the best returns for most VCs, this industry driver plays an important role in the ongoing growth of venture capital-backed companies and hence Venture Leasing.

Without an active and receptive IPO market, VC returns would shrink making investments by pension funds, large money managers and other investors in VCs less attractive. Fewer startups would get venture capital, and hence, there might be fewer Venture Leasing opportunities.

Fortunately, the intermediate and long term IPO outlook for venture capital-backed companies continues to look promising. Despite the recent turmoil in the credit markets, demand for venture leasing remains strong. If anything, the activity has increased and shows signs of continuing that trend into the foreseeable future.
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Appendix A: MASTER LEASE AGREEMENT

MASTER LEASE AGREEMENT

     MASTER LEASE AGREEMENT (the "Master Lease) dated November 9, 1998 by and

between COMDISCO. INC. ("Lessor") and HOMEGROCER,COM, INC. ("Lessee).  IN

CONSIDERATION of the mutual agreements described below, the parties agree as

follows (all capitalized terms are defined in Section 14.18):

1.   Property Leased.

     Lessor leases to Lessee all of the Equipment described on each Summary

Equipment Schedule.   In the event of a conflict, the terms of the applicable

Schedule prevail over this Master Lease.

2.   Term.

     On the Commencement Date, Lessee will be deemed to accept the Equipment,

will be bound to its rental obligations for each item of Equipment and the term

of a Summary Equipment Schedule will begin and continue through the Initial Term

and thereafter until terminated by either party upon prior written notice

received during the Notice Period.  No termination may be effective prior to the

expiration of the Initial Term.

3.   Rent and Payment.

     Rent is due and payable in advance on the first day of each Rent Interval

at the address specified in Lessor's invoice.  Interim Rent is due and payable

when invoiced. If any payment is not made when due, Lessee will pay a Late

Charge on the overdue amount. Upon Lessee's execution of each Schedule.  Lessee

will pay Lessor the Advance specified on the Schedule.  The Advance will be

credited towards the final Rent payment if Lessee is not then in default.  No

interest will be paid on the Advance.

4.   Selection; Warranty and Disclaimer of Warranties.

     4.1  Selection.  Lessee acknowledges that it has selected the Equipment and

disclaims any reliance upon statements made by the Lessor, other than as set

forth in the Schedule.

     4.2  Warranty and Disclaimer of Warranties.  Lessor warrants to Lessee

that, so long as Lessee is not in default, Lessor will not disturb Lessee's

quiet and peaceful possession, and unrestricted use of the Equipment.  To the

extent permitted by the manufacturer, Lessor assigns to Lessee during the term

of the Summary Equipment Schedule any manufacturer's warranties for the

Equipment.  LESSOR MAKES NO OTHER WARRANTY, EXPRESS OR IMPLIED AS TO ANY MATTER

WHATSOEVER, INCLUDING, WITHOUT LIMITATION, THE MERCHANTABILITY OF THE EQUIPMENT

OR ITS FITNESS FOR A PARTICULAR PURPOSE.  Lessor is not responsible for any

liability, claim, loss, damage or expense of any kind (including strict

liability in tort) caused by the Equipment except for any loss or damage caused

by the willful misconduct or negligent acts of Lessor.  In no event is Lessor

responsible for special. incidental or consequential damages.

5.   Title; Relocation or Sublease; and Assignment.

     5.1  Title.  Lessee holds the Equipment subject and subordinate to the

rights of the Owner, Lessor, any Assignee and any Secured Party.  Lessee

authorizes Lessor, as Lessee's agent, and at Lessor's expense, to prepare,

execute and file in Lessee's name precautionary Uniform Commercial Code

financing statements showing the interest of the Owner, Lessor, and any Assignee

or Secured Party in the Equipment and to insert serial numbers in Summary

Equipment Schedules as appropriate.  Lessee will, at its expense, keep the

Equipment free and clear from any liens or encumbrances of any kind (except any

caused by Lessor) and will indemnify and hold the Owner, Lessor, any Assignee

and Secured Party harmless from and against any loss caused by Lessee's failure

to do so, except where such is caused by Lessor.

     5.2  Relocation or Sublease.  Upon prior written notice, Lessee may

relocate Equipment to any location within the continental United States provided

(i) the Equipment will not be used by an entity exempt from federal income tax,

and (ii) all additional costs (including any administrative fees, additional

taxes and insurance coverage) are reconciled and promptly paid by Lessee.

     Lessee may sublease the Equipment upon the reasonable consent of the Lessor

and the Secured Party.  Such consent to sublease will be granted if:  (i) Lessee

meets the relocation requirements set out above, (ii) the sublease is expressly

subject and subordinate to the terms of the Schedule, (iii) Lessee assigns its

rights in the sublease to Lessor and the Secured Party as additional collateral

and security, (iv) Lessee's obligation to maintain and insure the Equipment is

not altered, (v) all financing statements required to continue the Secured

Party's prior perfected security interest are filed, and (vi) Lessee executes

sublease documents acceptable to Lessor.

     No relocation or sublease will relieve Lessee from any of its obligations

under this Master Lease and the relevant Schedule.

     5.3  Assignment by Lessor.  The terms and conditions of each Schedule have

been fixed by Lessor in order to permit Lessor to sell and/or assign or transfer

its interest or grant a security interest in each Schedule and/or the Equipment

to a Secured Party or Assignee.  In that event, the term Lessor will mean the

Assignee and any Secured Party.  However, any assignment, sale, or other

transfer by Lessor will not relieve Lessor of its obligations to Lessee and will

not materially change Lessee's duties or materially increase the burdens or

risks imposed on Lessee.  The Lessee consents to and will acknowledge such

assignments in a written notice given to Lessee.  Lessee also agrees that:

          (a)  The Secured Party will be entitled to exercise all of Lessor's

rights, but will not be obligated to perform any of the obligations of Lessor

The Secured Party will not disturb Lessee's quiet and peaceful possession and

unrestricted use of the Equipment so long as Lessee is not in default and the

Secured Party continues to receive all Rent payable under the Schedule; and
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          (b)  Lessee will pay all Rent and all other amounts payable to the

Secured Party, despite any defense or claim which it has against Lessor.  Lessee

reserves its right to have recourse directly against Lessor for any defense or

claim;

          (c)  Subject to and without impairment of Lessee's leasehold rights in

the Equipment, Lessee holds the Equipment for the Secured Party to the extent of

the Secured Party's rights in that Equipment.

6.   Net Lease; Taxes and Fees.

     6.1  Net Lease.  Each Summary Equipment Schedule constitutes a net lease.

Lessee's obligation to pay Rent and all other amounts due hereunder is absolute

and unconditional and is not subject to any abatement, reduction, set-off,

defense. counterclaim, interruption, deferment or recoupment for any reason

whatsoever.

     6.2  Taxes and Fees.  Lessee will pay when due or reimburse Lessor for all

taxes, fees or any other charges (together with any related interest or

penalties not arising from the negligence of Lessor) accrued for or arising

during the term of each Summary Equipment Schedule against Lessor, Lessee or the

Equipment by any governmental authority (except only federal, state, local and

franchise taxes on the capital or the net income of Lessor).  Lessor will file

all personal property tax returns for the Equipment and pay alt such property

taxes due. Lessee will reimburse Lessor for property taxes within thirty (30)

days of receipt of an invoice.

7.   Care, Use and Maintenance; Inspection by Lessor.

     7.1  Care, Use and Maintenance.  Lessee will maintain the Equipment in good

operating order and appearance, protect the Equipment from deterioration, other

than normal wear and tear, and will not use the Equipment for any purpose other

than that for which it was designed.  If commercially available and considered

common business practice for each item of Equipment, Lessee will maintain in

force a standard maintenance contract with the manufacturer of the Equipment, or

another party acceptable to Lessor, and will provide Lessor with a complete copy

of that contract.  If Lessee has the Equipment maintained by a party other than

the manufacturer or self maintains, Lessee agrees to pay any costs necessary for

the manufacturer to bring the Equipment to then current release, revision and

engineering change levels, and to re-certify the Equipment as eligible for

manufacturer's maintenance at the expiration of the lease term, provided re-

certification is available and is required by Lessor.  The lease term will

continue upon the same terms and conditions until recertification has been

obtained.

     7.2  Inspection by Lessor.  Upon reasonable advance notice, Lessee, during

reasonable business hours and subject to Lessee's security requirements, will

make the Equipment and its related log and maintenance records available to

Lessor for inspection.

8.   Representations and Warranties of Lessee.  Lessee hereby represents,

warrants and covenants that with respect to the Master Lease and each Schedule

executed hereunder:
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     (a)  The Lessee is a corporation duly organized and validly existing in

good standing under the laws of the jurisdiction of its incorporation, is duly

qualified to do business in each jurisdiction (including the jurisdiction where

the Equipment is, or is to be, located) where its ownership or lease of property

or the conduct of its business requires such qualification, except for where

such lack of qualification would not have a material adverse effect on the

Company's business: and has full corporate power and authority to hold property

under the Master Lease and each Schedule and to enter into and perform its

obligations under the Master Lease and each Schedule.

     (b)  The execution and delivery by the Lessee of the Master Lease and each

Schedule and its performance thereunder have been duly authorized by all

necessary corporate action on the part of the Lessee, and the Master Lease and

each Schedule are not inconsistent with the Lessee's Articles of Incorporation

or Bylaws, do not contravene any law or governmental rule, regulation or order

applicable to it, do not and will not contravene any provision of, or constitute

a default under, any indenture, mortgage, contract or other instrument to which

it is a party or by which it is bound, and Master Lease and each Schedule

constitute legal, valid and binding agreements of the Lessee, enforceable in

accordance with their terms, subject to the effect of applicable bankruptcy and

other similar laws affecting the rights of creditors generally and rules of law

concerning equitable remedies.

     (c)  There are no actions, suits, proceedings or patent claims pending or,

to the knowledge of the Lessee, threatened against or affecting the Lessee in

any court or before any governmental commission, board or authority which, if

adversely determined, will have a material adverse effect on the ability of the

Lessee to perform its obligations under the Master Lease and each Schedule.

     (d)  The Equipment is personal property and when subjected to use by the

Lessee will not be or become fixtures under applicable law.

     (e)  The Lessee has no material liabilities or obligations, absolute or

contingent (individually or in the aggregate), except the liabilities and

obligations of the Lessee as set forth in the Financial Statements and

liabilities and obligations which have occurred in the ordinary course of

business, and which have not been, in any case or in the aggregate, materially

adverse to Lessee's ongoing business.

     (f)  To the best of the Lessee's knowledge, the Lessee owns, possesses, has

access to, or can become licensed on reasonable terms under all patents, patent

applications, trademarks, trade names, inventions, franchises, licenses,

permits. computer software and Copyrights necessary for the operations of its

business as now conducted, with no known infringement of, or conflict with, the

rights of others,

     (g)  All material contracts, agreements and instruments to which the Lessee

is a party are in lull force and effect in all material respects, and are valid,

binding and enforceable by the Lessee in accordance with their respective terms,

subject to the effect of applicable bankruptcy and Other similar laws affecting

the rights of creditors generally. and rules of law concerning equitable

remedies.
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9.   Delivery and Return of Equipment.

     Lessee hereby assumes the full expense of transportation and in-transit

insurance to Lessee's premises and installation thereat of the Equipment.  Upon

termination (by expiration or otherwise) of each Summary Equipment Schedule.

Lessee shall, pursuant to Lessor's instructions and at Lessee's full expense

(including. without limitation, expenses of transportation and in-transit

insurance), return the Equipment to Lessor in the same operating order, repair,

condition and appearance as when received, less normal depreciation and wear and

tear.  Lessee shall return the Equipment to Lessor at 6111 North River Road,

Rosemont, Illinois 60018 or at such other address within the continental United

States as directed by Lessor, provided. however, that Lessee's expense shall be

limited to the cost of returning the Equipment to Lessor's address as set forth

herein.  During the period subsequent to receipt of a notice under Section 2.

Lessor may demonstrate the Equipment's operation in place and Lessee will supply

any of its personnel as may reasonably be required to assist in the

demonstrations.

10.  Labeling.

     Upon request, Lessee will mark the Equipment indicating Lessor's interest

with labels provided by Lessor. Lessee will keep all Equipment free from any

other marking or labeling which might be interpreted as a claim of ownership.

11.  Indemnity.

     With regard to bodily injury and property damage liability only, Lessee

will indemnify and hold Lessor, any Assignee and any Secured Party harmless from

and against any and all claims, costs, expenses, damages and liabilities,

including reasonable attorneys' fees, arising out of the ownership (for strict

liability in tort only), selection, possession, leasing, operation, control,

use, maintenance, delivery, return or other disposition of the Equipment during

the term of this Master Lease or until Lessee's obligations under the Master

Lease terminate.  However, Lessee is not responsible to a party indemnified

hereunder for any claims, costs, expenses, damages and liabilities occasioned by

the negligent acts of such indemnified party.  Lessee agrees to carry bodily

injury and property damage liability insurance during the term of the Master

Lease in amounts and against risks customarily insured against by the Lessee on

equipment owned by it.  Any amounts received by Lessor under that insurance will

be credited against Lessee's obligations under this Section.

12.  Risk of Loss.

     Effective upon delivery and until the Equipment is returned.  Lessee

relieves Lessor of responsibility for all risks of physical damage to or loss or

destruction of the Equipment.  Lessee will carry casualty insurance for each

item of Equipment in an amount not less than the Casualty Value.  All policies

for such insurance will name the Lessor and any Secured Party as additional

insured and as loss payee, and will provide for at least thirty (30) days prior

written notice to the 
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Lessor of cancellation or expiration, and will insure Lessor's interests

regardless of any breach or violation by Lessee of any representation, warranty

or condition contained in such policies and will be primary without right of

contribution from any insurance effected by Lessor. Upon the execution of any

Schedule, the Lessee will furnish appropriate evidence of such insurance

acceptable to Lessor, Lessee will promptly repair any damaged item or Equipment

unless such Equipment has suffered a Casualty Loss. Within fifteen (15) days of

a Casualty Loss, Lessee will provide written notice of that loss to Lessor and

Lessee will, at Lessee's option, either (a) replace the item of Equipment with

Like Equipment and marketable title to the Like Equipment will automatically

vest in Lessor or (b) pay the Casualty Value and after that payment and the

payment of all other amounts due and owing with respect to that item of

Equipment, Lessee's obligation to pay further Rent for the item of Equipment

will cease.

13.  Default, Remedies and Mitigation.

     13.1  Default.  The occurrence of any one or more of the following Events

of Default constitutes a default under a Summary Equipment Schedule:

     (a)   Lessee's failure to pay Rent or other amounts payable by Lessee when

due if that failure continues for five (5) business days after written notice;

or

     (b)   Lessee's failure to perform any other term or condition of the

Schedule or the material inaccuracy of any representation or warranty made by

the Lessee in the Schedule or in any document or certificate furnished to the

Lessor hereunder if that failure or inaccuracy Continues for ten (10) business

days after written notice; or

     (c)   An assignment by Lessee for the benefit of its creditors, the failure

by Lessee to pay its debts when due, the insolvency of Lessee, the filing by

Lessee or the filing against Lessee of any petition under any bankruptcy or

insolvency law or for the appointment of a trustee or other officer with similar

powers, the adjudication of Lessee as insolvent, the liquidation of Lessee, or

the taking of any action for the purpose of the foregoing; or

     (d)   The occurrence of an Event of Default under any Schedule, Summary

Equipment Schedule or other agreement between Lessee and Lessor or its Assignee

or Secured Party.

     13.2  Remedies.  Upon the occurrence of any of the above Events of Default,

Lessor, at its option, may:

     (a)   enforce Lessee's performance of the provisions of the applicable

Schedule by appropriate court action in law or in equity;

     (b)   recover from Lessee any damages and or expenses, including Default

Costs;

     (c)   with notice and demand, recover all sums due and accelerate and

recover the present value of the remaining payment stream of all Rent due under

the defaulted Schedule (discounted at the same rate of interest at which such

defaulted Schedule was discounted with a 
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Secured Party plus any prepayment fees charged to Lessor by the Secured Party

or, if there is no Secured Party, then discounted at 6%) together with all Rent

and other amounts currently due as liquidated damages and not as a penalty;

     (d)   with notice and process of law and in compliance with Lessee's

security requirements, Lessor may enter on Lessee's premises to remove and

repossess the Equipment without being liable to Lessee for damages due to the

repossession, except those resulting from Lessor's, its assignees', agents' or

representatives' negligence; and

     (e)   pursue any other remedy permitted by law or equity.

     The above remedies, in Lessor's discretion and to the extent permitted by

law. are cumulative and may be exercised successively or concurrently.

     13.3  Mitigation.  Upon return of the Equipment pursuant to the terms of

Section 13.2, Lessor will use its best efforts in accordance with its normal

business procedures (and without obligation to give any priority to such

Equipment) to mitigate Lessor's damages as described below.  EXCEPT AS SET FORTH

IN THIS SECTION, LESSEE HEREBY WAIVES ANY RIGHTS NOW OR HEREAFTER CONFERRED BY

STATUTE OR OTHERWISE WHICH MAY REQUIRE LESSOR TO MITIGATE ITS DAMAGES OR MODIFY

ANY OF LESSOR'S RIGHTS OR REMEDIES STATED HEREIN.  Lessor may sell, lease or

otherwise dispose of all or any part of the Equipment at a public or private

sale for cash or credit with the privilege of purchasing the Equipment.  The

proceeds from any sale, lease or other disposition of the Equipment are defined

as either:

     (a)   if sold or otherwise disposed of, the cash proceeds less the Fair

Market Value of the Equipment at the expiration of the Initial Term less the

Default Costs: or

     (b)   if leased, the present value (discounted at three percent (3%) over

the U.S. Treasury Notes of comparable maturity to the term of the re-lease) of

the rentals for a _________ not to exceed the Initial Term, less the Default

Costs.

     Any proceeds will be applied against liquidated damages and any other sums

due to Lessor from Lessee.  However, Lessee is liable to Lessor for, and Lessor

may recover, the amount by which the proceeds are less than the liquidated

damages and other sums due to Lessor from Lessee.

14.  Additional Provisions.

     14.1  Board Attendance.  Upon invitation of Lessee, one representative of

Lessor will have the right to attend Lessee's corporate Board of Directors

meetings and Lessee will give Lessor reasonable notice in advance of any special

Board of Directors meeting, which notice will provide an agenda of the subject

matter to be discussed at such board meeting. Lessee will provide Lessor with a

certified copy of the minutes of each Board of Directors meeting within thirty

(30) days following the date of such meeting held during the term of this Master

Lease.

                                      -7-

     14.2  Financial Statements.  As soon as practicable at the end of each

month (and in any event within thirty (30) days), Lessee will provide to Lessor

the same information which Lessee provides to its Board of Directors, but which

will include not less than a monthly income statement, balance sheet and

statement of cash flows prepared in accordance with generally accepted

accounting principles, consistently applied (the "Financial Statements").  As

soon as practicable at the end of each fiscal year, Lessee will provide to

Lessor audited Financial Statements setting forth in comparative form the

corresponding figures for the fiscal year (and in any event within ninety (90)

days), and accompanied by an audit report and opinion of the independent

certified public accountants selected by Lessee.  Lessee will promptly furnish

to Lessor any additional information (including, but not limited to. tax

returns, income statements. balance sheets and names of principal creditors) as

Lessor reasonably believes necessary to evaluate Lessee's continuing ability to

meet financial obligations.  After the effective date of the initial

registration statement covering a public offering of Lessee's securities, the

term "Financial Statements" will be deemed to refer to only those statements

required by the Securities and Exchange Commission.

     14.3  Obligation to Lease Additional Equipment.  Upon notice to Lessee,

Lessor will not be obligated to lease any Equipment which would have a

Commencement Date after said notice if:  (i) Lessee is in default under this

Master Lease or any Schedule; (ii) Lessee is in default under any loan

agreement, the result of which would allow the _________ or any secured party to

demand immediate payment of any material indebtedness; (iii) there is a material

adverse change in Lessee's credit standing: or (iv) Lessor determines (in

reasonable good faith) that Lessee will be unable to perform its obligations

under this Master Lease or any Schedule.

     14.4  Merger and Sale Provisions.  Lessee will notify Lessor of any

proposed Merger at least sixty (60) days prior to the closing date.  Lessor may,

in its discretion, either (i) consent to the assignment of the Master Lease and

all relevant Schedules to the successor entity, or (ii) terminate the Master

Lease and all relevant Schedules.  If Lessor elects to consent to the

assignment, Lessee and its successor will sign the assignment documentation

provided by Lessor.  If Lessor elects to terminate the Master Lease and all

relevant Schedules, then Lessee will pay Lessor all amounts then due and owing

and a termination fee equal to the present value (discounted at 6%) of the

remaining Rent for the balance of the Initial Term(s) of all Schedules, and will

return the Equipment in accordance with Section 9.  Lessor hereby consents to

any Merger in which the acquiring entity has a Moody's Bond Rating of BA3 or

better or a commercially acceptable equivalent measure of creditworthiness as

reasonably determined by Lessor.

     14.5  Entire Agreement.  This Master Lease and associated Schedules and

Summary Equipment Schedules supersede alt other oral or written agreements or

understandings between the parties concerning the Equipment including, for

example, purchase orders.  ANY AMENDMENT OF THIS MASTER LEASE OR A SCHEDULE, MAY

ONLY BE ACCOMPLISHED BY A WRIT1NG SIGNED BY THE PARTY AGAINST WHOM THE AMENDMENT

IS SOUGHT TO BE ENFORCED.
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     14.6  No Waiver.  No action taken by Lessor or Lessee will be deemed to

constitute a waiver of compliance with any representation, warranty or covenant

contained in this Master Lease or a Schedule.  The waiver by Lessor or Lessee of

a breach of any provision of this Master Lease or a Schedule will not operate or

be construed as a waiver of any subsequent breach.

     14.7  Binding Nature.  Each Schedule is binding upon, and inures to the

benefit of Lessor and its assigns.  LESSEE MAY NOT ASSIGN ITS RIGHTS OR

OBLIGATIONS.

     14.8  Survival of Obligations.  All agreements, obligations including, but

not limited to those arising under Section 6.2, representations and warranties

contained in this Master Lease, any Schedule, Summary Equipment Schedule or in

any document delivered in connection with those agreements are for the benefit

of Lessor and any Assignee or Secured Party and survive the execution, delivery,

expiration or termination of this Master Lease.

     14.9  Notices.  Any notice, request or other communication to either party

by the other will be given in writing and deemed received upon the earlier of

(1) actual receipt or (3) three days after mailing if mailed postage prepaid by

regular or airmail to Lessor (to the attention of "the Comdisco Venture Group")

or Lessee, at the address set out in the Schedule, (3) one day after it is sent

by courier or (4) on the same day as sent via facsimile transmission, provided

that the original is sent by personal delivery or mail by the sending party.

     14.10 Applicable Law.  THIS MASTER LEASE HAS BEEN, AND EACH SCHEDULE WILL

HAVE BEEN MADE, EXECUTED AND DELIVERED IN THE STATE OF ILLINOIS AND WILL BE

GOVERNED AND CONSTRUED FOR ALL PURPOSES IN ACCORDANCE WITH THE LAWS OF THE STATE

OF ILLINOIS WITHOUT GIVING EFFECT TO CONFLICT OF LAW PROVISIONS.  NO RIGHTS OR

REMEDIES REFERRED TO IN ARTICLE 2.A OF THE UNIFORM COMMERCIAL CODE WILL BE

CONFERRED ON LESSEE UNLESS EXPRESSLY GRANTED IN THIS MASTER LEASE OR A SCHEDULE.

     14.11 Severability.  If any one or more of the provisions of this Master

Lease or any Schedule is for any reason held invalid, illegal or unenforceable.

the remaining provisions of this Master Lease and any such Schedule will be

unimpaired, and the invalid, illegal or unenforceable provision replaced by a

mutually acceptable valid, legal and enforceable provision that is closest to

the original intention of the parties.

     14.12 Counterparts.  This Master Lease arid any Schedule may be executed

in any number of counterparts, each of which will be deemed an original, but all

such counterparts together constitute one and the same instrument.  If Lessor

grants a security interest in all or any part of a Schedule.  The Equipment or

sums payable thereunder, only that counterpart Schedule marked "Secured Party's

Original" can transfer Lessor's rights and all other counterparts will be marked

"Duplicate."

     14.13 Licensed Products.  Lessee will obtain no title to Licensed Products

which will at all times remain the property of the owner of the Licensed

Products.  A license from the owner may be required and it is Lessee's

responsibility to obtain any required license before the use of 
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the Licensed Products. Lessee agrees to treat the Licensed Products as

confidential information of the owner, to observe all copyright restrictions,

and not to reproduce or sell the Licensed Products.

     14.14  Secretary's Certificate.  Lessee will, upon execution of this Master

Lease, provide Lessor with a secretary's certificate of incumbency and

authority.  Upon the execution of each Schedule with a purchase price in excess

of 51,000,000, Lessee will provide Lessor with an opinion from Lessee's counsel

in a form acceptable to Lessor regarding the representations and warranties in

Section 8.

     14.15  Electronic Communications.  Each of the parties may communicate with

the other by electronic means under mutually agreeable terms.

     14.16  Landlord/Mortgagee Waiver.  Lessee agrees to provide Lessor with a

Landlord/Mortgagee Waiver with respect to the Equipment.  Such waiver shall be

in a form satisfactory to Lessor.

     14.17  Equipment Procurement Charges/Progress Payments.  Lessee hereby

agrees that Lessor shall not, by virtue of its entering into this Master Lease,

be required to remit any payments to any manufacturer or other third party until

Lessee accepts the Equipment subject to this Master Lease.

     14.18  Definitions.

     Advance - means the amount due to Lessor by Lessee upon Lessee's execution

of each Schedule.

     Assignee - means an entity to whom Lessor has sold or assigned its rights

as owner and Lessor of Equipment.

     Casualty Loss - means the irreparable loss or destruction of Equipment.

     Casualty Value - means the greater of the aggregate Rent remaining to be

paid for the balance of the lease term or the Fair Market Value of the Equipment

immediately prior to the Casualty Loss.  However, if a Casualty Value Table is

attached to the relevant Schedule its terms will control.

     Commencement Date - is defined in each Schedule.

     Default Costs - means reasonable attorney's fees and remarketing costs

resulting from a Lessee default or Lessor's enforcement of its remedies.

     Delivery Date - means date of delivery of Inventory Equipment to Lessee's

address.

     Equipment - means the property described on a Summary Equipment Schedule

and any replacement for that property required or permitted by this Master Lease

or a Schedule.
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     Event of Default - means the events described in Subsection 13.1.

     Fair Market Value - means the aggregate amount which would be obtainable in

an arms -length transaction between an informed and willing seller under no

compulsion to sell.

     Initial Term - means the period of time beginning on the first day of the

first full Rent Interval following the Commencement Date for all items of

Equipment and continuing for the number of Rent Intervals indicated on a

Schedule.

     Interim Rent - means the pro-rats portion of Rent due for the period from

the Commencement Date through but not including the first day of the first full

Rent Interval included in the Initial Term.

     Late Charge - means the lesser of five percent (5%) of the payment due or

the maximum amount permitted by the law of the state where the Equipment is

located.

     Licensed Products - means any software or other licensed products attached

to the Equipment.

     Like Equipment - means replacement Equipment which is lien free and of the

same model, type, configuration and manufacture as Equipment -  means any

consolidation or merger of the Lessee with or into any other corporation or

entity, any sale or conveyance of all or substantially all of the assets or

stock of the Lessee by or to any other person or entity in which Lessee is not

the Surviving entity.

     Notice Period - means not less than ninety (90) days nor more than twelve

(12) months prior to the expiration of the lease term.

     Owner - means the owner of Equipment.

     Rent - means the rent Lessee wilt pay for each item of Equipment expressed

in a Summary Equipment Schedule either as a specific amount or an amount equal

to the amount which Lessor pays for an item of Equipment multiplied by a lease

rate factor plus all other amounts due to Lessor under this Master Lease or a

Schedule.

     Schedule - means either an Equipment Schedule or a Licensed Products

Schedule which incorporates all of the terms and conditions of this Master

Lease.

     Secured Party - means an entity to whom Lessor has granted a security

interest for the purpose of securing a loan.

     Summary Equipment Schedule - means a certificate provided by Lessor

summarizing all of the Equipment for which Lessor has received Lessee approved

vendor invoices, purchase documents and/or evidence of delivery during a

calendar quarter which will incorporate all of the terms and conditions of the

related Schedule and this Master Lease and will constitute a separate lease for

the equipment leased thereunder.
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     IN WITNESS WHEREOF. the parties hereto have executed this Master Lease on

or as of the day and year first above written.

HOMEGROCER.COM. INC.                          COMDISCO, INC.,

as Lessee                                     as Lessor

By: /s/ Terry Drayton                         By:    /s/ Geir Hansen

    --------------------------                   -------------------------------

Title: President & CEO                        Title: Sr. VP

       -----------------------                      ----------------------------

2
39

