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Venture Loan Gives Software Firm 
Needed Funding with Fewer Strings 
By SIMONA COVEL 
July 30, 2007 

Matt Glickman didn't want his software company to take on debt. 

As he watched one debt-laden company in Silicon Valley after another sink 
around him back in 2001, Mr. Glickman was convinced that paying back a loan 
"can force a company into bankruptcy that could otherwise do well." 

And the co-founder and chief executive of Merced Systems Inc. didn't want to sell 
any more equity. In return for $2.5 million in venture capital, the company had 
turned over to investors about a third of the company, which is now six years old. 
That money was used to develop a product that was being installed at corporate 
call centers. 

But the Redwood Shores, Calif., company needed more money to improve the 
product and grow the business. 

So at the urging of an old business-
school friend who had gone into 
technology investing, Mr. Glickman 
became a somewhat wary participant 
in the market for venture debt. 

More Risk, Higher Rate 

Venture-capital firms are known for giving money to young 
companies, particularly in high-tech industries, in exchange for a 
piece of the business. Venture debt, however, generally functions 
like a bank loan—but the lenders are willing to take on much more 
risk than traditional bankers in exchange for a higher interest rate 
and the right to buy shares. 

If a young company can convince a venture-debt firm that 
management is strong and cash-flow prospects are healthy, it may be able to hang onto a bigger chunk of its 
business. "The longer they can put off [selling] equity," the more money founders are likely to end up with in 
their pockets, says John Richards, associate director of the Center for Entrepreneurship at the Marriott School 
of Management at Brigham Young University in Provo, Utah. 

With some hesitation, Mr. Glickman says he met with Maurice 
Werdegar, a partner at venture-debt firm Western Technology 
Investment and former Stanford Graduate Business School 
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classmate. 

Mr. Glickman also looked into bank loans, but quickly found that 
"banks are set up to loan to companies with assets," not to risky young software companies, he says. "I needed 
someone who understood the dynamics of the business." 

After crunching numbers and some cajoling from Mr. Werdegar, Mr. Glickman says he and the board "came 
to the conclusion that debt used appropriately... is a perfectly good vehicle" because unlike the bankers he 
talked to, Western Technology wouldn't demand that the company cross certain earnings hurdles at certain 
times. 

Fewer Hurdles 

In December 2001, Western Technology lent $1.25 million to 
Merced Systems, leaving the company with $2 in equity for every 
$1 in debt—a ratio Mr. Glickman was comfortable with. 

The annual interest rate on the loan was around 10%, higher than a 
low-risk loan but lower than rates on some unsecured loans given 
to young and unproven companies. In addition to the interest, 
Western Technology received warrants, or the right to buy Merced 
stock at a certain price. While that means possibly giving up some 
shares, it's a far smaller chunk than an equity investor would 
take—and Western Technology doesn't have a say in how the 
business is run. 

Unlike a bank, which might demand that a company meet earnings 
or cash-flow requirements, Western Technology would allow Merced to use the money as long as the 
company was still in business. Venture-debt firms are willing to waive those kinds of requirements because 
the lenders believe they know the patterns of growth a young technology company goes through. 

Merced paid back the debt over 2 1/2 years, making monthly payments from its growing operating cash flow. 
The company, which now has 100 employees, posted more than $20 million in revenues last year and hasn't 
needed to take on more venture debt or more venture capital. 

In the end, Mr. Glickman says, taking on debt "was a great way" to hold onto more of the business. 

Not every business grows so quickly, however. Mr. Werdegar 
notes that many companies turn to a venture-debt firm looking for 
a line of credit to hold them until they're able to secure another 
round of venture-capital funding. "People look at it as six months 
of extra time," he says. As a debt investor, "the bet we're making is 
that a company can raise additional capital." 
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Company: Merced Systems Inc. 
Founded: 2001 
2006 Annual revenues: More than $20 million 
Employees: 100 
Executive: Matt Glickman  
Title: Co-founder and chief executive officer 
Age: 41   
Years in position: six 
Biggest hurdle overcome: Leapfrogging 
competitors to become market leader. 
Biggest success: Becoming the enterprise 
standard for operations-performance management 
for many Fortune 500 companies. 

13 
Next Month on Small Business Link: 
Web traffic -- Driving customers to your 
site and translating clicks into sales. 

Don't miss it: Subscribe to the Small Business Link 
free news feed14. 

 
URL for this article: 
http://online.wsj.com/article/SB118556430215980563.html 
 
Hyperlinks in this Article: 
(1) http://online.wsj.com/article/SB118556430215980563.html  
(2) http://online.wsj.com/article/SB118495533709973251.html  
(3) http://forums.wsj.com/viewtopic.php?t=657  
(4) http://online.wsj.com/article/SB118530808497176497.html  
(5) http://online.wsj.com/article/SB118521438790275217.html  
(6) OpenWin('/public/page/8_0004.html?
bcpid=86195573&bclid=132209461&bctid=1126133269','videoplayer',993,540,'off',true,0,0,true);void



 

Related Content may require a subscription | Subscribe Now -- Get 2 Weeks FREE 

Related Articles from the Online Journal  
•  Business Time: Backers Thrive On B2B Firms 
•  Japan's Companies Remain Upbeat 
•  Companies Fall Behind In Cash Management 
•  Don Putin 

Blog Posts About This Topic  
•  Pershing Begins Proxy War With Ceridian  dealbook.blogs.nytimes.com 
•  Podtech takes on more debt â€” but must decide whether fish or fowl  blogforward.com 

More related content Powered by Sphere  

 
 

 

('');return false;  
(7) http://podcast.mktw.net/wsj/audio/20070727/pod-wsjcovel/pod-wsjcovel.mp3  
(8) OpenWin('http://online.wsj.com/public/resources/documents/info-SBLchrtbk07-
0801.html','SBLchrtbk07','800','640','off','true',30,30);return false;  
(9) http://online.wsj.com/public/page/small_business_link.html  
(10) http://forums.wsj.com/viewtopic.php?t=657  
(11) http://forums.wsj.com/viewtopic.php?t=657  
(12) http://forums.wsj.com/viewtopic.php?t=657  
(13) http://feeds.wsjonline.com/wsj/xml/rss/3_7301.xml  
(14) http://feeds.wsjonline.com/wsj/xml/rss/3_7301.xml  
(15) mailto:simona.covel@wsj.com 

Copyright 2007 Dow Jones & Company, Inc. All Rights Reserved 

This copy is for your personal, non-commercial use only. Distribution and use of this material are governed by our 
Subscriber Agreement and by copyright law. For non-personal use or to order multiple copies, please contact Dow Jones 

Reprints at 1-800-843-0008 or visit www.djreprints.com. 

RELATED ARTICLES AND BLOGS


