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[bookmark: _Hlk76642621][bookmark: _Hlk76642064]Appendix 1 to the Rules for the Submission and Selection of VC Funds for Deep Tech Program

Key Terms for the open Call for Tenders regarding the selection of VC Funds - Term Sheet (TS)

The terms used in this document shall have the same meaning as defined in the Rules for the Submission and Selection of VC Funds for Deep Tech Program

	1. Objective of the Deep Tech Program
	The objective of the Deep Tech Program is to support the development of an ecosystem of innovative enterprises operating in the Deep Tech sector. This will be achieved through investments in venture capital funds with strategies focused on sectors such as:
1. Cybersecurity - protecting IT systems, networks and data from hacking attacks, malware and other digital threats, by using encryption, firewalls, intrusion detection systems and threat analysis.
2. Artificial Intelligence (AI) and machine learning - developing algorithms and models that allow computers to analyze data, make decisions, and solve problems in a way similar to human thinking  
- used in automation, image recognition, chatbots, or predictive analytics. 
3. Quantum Technologies - the use of the principle of quantum mechanics to build quantum computers, modern cryptographic systems, sensors with extraordinary precision and ultrafast methods of information transfer. 
4. Automation and Robotics - design and implementation of systems that control production, industrial or logistics processes, minimizing the need for human intervention and increasing the efficiency of machinery and equipment; design, construction and programming of robots that can operate autonomously or in interaction with humans, finding application in industry, medicine, space exploration or automation of daily activities.
5. Space Technologies - development of systems and equipment used in the exploration and use of space, such as satellites, rockets, space telescopes, GPS navigation systems. 
6. Electronics and Photonics - design and manufacture of devices that use the flow of electricity, from microprocessors and integrated circuits, communication systems and sensors, laser technology, optical systems.
7. Biotechnology - including gene therapies, genetic engineering, synthesis of new drugs, food production using microorganisms or development of biomaterials.
8. Other Deep Tech sectors that include disruptive technologies in particular with dual-use potential.

	2. Fund
	Investments in VC Funds selected under the Deep Tech Program Call will be made by an alternative investment company designated by PFR Ventures and managed by PFR Ventures.

	3. No state aid
	The Call does not envisage state aid.

	4. Tenderer
	An existing VC Fund or Management Entity intending to establish a VC Fund, as well as individuals intending to establish a VC Fund or Management Entity, may be a Tenderer in the Call for Proposals. 

	5. Legal form of Venture Capital Fund
	VC Fund may operate its business in the form of:
a) [bookmark: _Hlk194584512]an alternative investment fund, or
b) a joint investment institution established abroad. 
 as defined by the Law. 

	6. VC Fund model
	VC Fund can only operate under a commitment-based fund model.

	7. Declared Capitalization, Fund Contribution and Investor Structure
	Tenderer is required to specify the Declared Capitalization in the Offer, but the target must be higher than €30 million, and must be at least €15 million at the first closing or the equivalent amount in the VC Fund's settlement currency.  
Investors in the VC Fund may only be entities that are Professional Investors. 
Investors may subscribe to VC Fund shares directly or indirectly, i.e. through an investment vehicle.
The contribution of the PFR Ventures Vehicle will be no more than EUR 30 million and no more than 50% of the Declared Capitalization. A minimum of 30% of the Declared Capitalization of each VC Fund will come from the resources of private investors (e.g. family offices, high net worth individuals, pension funds or commercial funds of funds). 
Preference will also be given to the involvement of other institutional investors, e.g. EIF, EBRD, IFC, and sovereign investors equivalent to PFR Ventures operating in NATO member countries.
The Management Entity or Key Personnel (or the Key Personnel vehicle) will provide no less than 1% of the Declared Capitalization. 
The declared share of each Investor in the Declared Capitalization shall be specified by the Tenderer in the Offer.

	8. Investment Strategy 
	Along with the Offer, the Tenderer is required to submit an Investment Strategy. 
The Tenderer's Investment Strategy should include the Management Entity's proposed methodology for the selection and evaluation of potential investment projects (Portfolio Companies) to achieve the Deep Tech Program Objective, as well as the method of achieving the VC Fund's objective, in particular with respect to (i) investment in Portfolio Companies, (ii) value growth of Portfolio Companies, and (iii) exits from investments in Portfolio Companies.
The Investment Strategy will be evaluated in terms of taking into account the interests of Investors and the credibility of achieving the Deep Tech Program Objective.
The average investment tickets to Portfolio Companies will be in the range of PLN 1 - 60 million. VC Funds may pursue their strategy at most stages of company development (from seed rounds to B rounds). The VC Funds' strategy must involve allocating at least the equivalent of the PFR Ventures Vehicle's contribution to Polish Eligible Investments. Investments in NATO member countries will also be allowed. 
The Investment Strategy will be an attachment to the Offer and to the Investment Agreement, or will be included directly in the Investment Agreement.
The Tenderer in the call documentation must indicate specific examples of investment experience in the Deep Tech sector, including identification of projects with dual-use potential.

	9. Managing Entity of VC Fund
	The Management Entity will be responsible for the management and implementation of the Investment Strategy by the VC Fund, including the management of the VC Fund's investment portfolio.
The Management Entity should demonstrate its independence from Investors other than the Management Entity and Key Personnel.
The Management Entity must provide human resources with adequate knowledge and competence necessary to make autonomous, rational and profit-motivated Investment Decisions in accordance with the Investment Strategy, and must maintain professional market standards according to the guidelines of Invest Europe, ILPA or other equivalent venture capital or private equity market organizations.
The Management Entity may function as:
(a) Individuals, forming the internal governing body of a VC Fund (e.g., the board of directors of an equity company that will be a VC Fund after its formation and selection under the Call), or.
(b) Legal entities, forming the external management body of the VC Fund (e.g., the general partner of a limited joint-stock partnership, which, after its formation and selection under the Call, will manage the VC Fund), or
(c) An independent third-party entrepreneur authorized under the laws of the country in which it operates to manage part or all of the VC Fund's investment activities (e.g., an entity to manage part or all of the investment portfolio of an investment fund, which, after its formation and selection under the Call, will be a VC Fund).
The Management Entity is obliged to inform Investors of any changes in its ownership structure.

	10. Change of the Managing Entity of VC Fund
	A change of the Managing Entity may occur as a result of its dismissal (at the initiative of some of the Investors), with cause or without cause. The decision to dismiss the Managing Entity must be taken by the Investors, e.g. by the Investors Meeting.
All matters relating to a potential change of the Managing Entity must be regulated and addressed in the Investment Agreement.

	11. Team
	The Tenderer is required to establish a Team, which will include members of the Key Personnel, other members of the Investment Committee, and additional persons with the background and experience necessary to carry out investment activities of the VC Fund and dedicated to carrying out operational activities of the VC Fund within the VC or the Management Entity. The Team should include individuals with the skills necessary to make investments in a sector consistent with the Investment Strategy and Objective of the Deep Tech Program.
The part of the Team responsible for investment activities of the VC Fund must work from the territory of Poland.
The qualitative evaluation of the offer will include the international network of advisors and their competence in the defense area and experience in the implementation of dual-use solutions. 
The tenderer is responsible for obliging the Team to maintain professional market standards according to the guidelines of Invest Europe, ILPA or other equivalent PE/VC market organizations. Dedicated human resources, declared time commitment of individual Team members and proposed distribution of Carried Interest should be adequate to the size and Investment Strategy.

	12. Key Personnel
	The Tenderer is required to identify Key Personnel with relevant experience, skills and knowledge in the management of investment activities and knowledge of the venture capital or private equity market, making the implementation of the Investment Strategy feasible.
The responsibilities of the Key Personnel will include, in particular, managing the VC Fund, and representing the Management Entity. 
At least two members of the Key Personnel will be dedicated for a minimum of 80% of professional time to the VC Fund during the VC Fund's investment period. 
The change of Key Personnel members requires the approval of a majority of the Investors. 
Detailed issues should be addressed in the Investment Agreement. The proposed solutions should not deviate from ILPA's solutions and standards.

	13. Polish Eligible Investments
	Polish Eligible Investment means investment in a company that meets at least one of the following conditions:
1. it has a registered office in the Republic of Poland and conducts business in Poland.
2. It is established in a NATO member country and additionally meets at least one of the following criteria:
a) At least half of its revenues or sales come from Poland.
b) At least half of its fixed or intangible assets are located in Poland.
c) At least one of its main founders is a Polish citizen and identifies the company as Polish.
d) At least half of its employees are employed in Poland.
e) It is a tax resident or has its main center of interest in Poland.
f) Its business activities may directly affect the defense capabilities (including security, resilience, intelligence) of Poland
g) Can otherwise be shown to have business activities in Poland that are critical to the company as a whole.

	14. VC Fund financials
	Declared Capitalization contributions includes:
a) Investment Budget - specifying the VC Fund's total investment expenses;
b) Operating Budget - which includes the VC Fund's establishment costs and other direct costs of the VC Fund, a catalog of which will be specified in the Investment Agreement;
c) Management Fee - payable to the Management Entity for activities related to the management of the VC Fund.
The amount of the Management Fee proposed by the Tenderer will be formed on market terms, with the assumption that during the Investment Period it will be equal to max. 2.5% of the Declared Capitalization of the VC Fund, during the exit period max. 2.5% of the net investment cost, and the value of the fee paid during the VC Fund will not exceed 20% of the total capitalization.

	15. Management Entity's Contribution
	Min. 1% of the Declared Capitalization.
The Management Entity's contribution shall be made with cash.

	16. Investment Horizon
	The period of operation of the VC Fund should cover a maximum period of no more than 10 years from the signing of the Investment Agreement, with the possibility of extension with the consent of the majority of Investors. Within the Investment Horizon, an investment period and a disinvestment period will be separated. Detailed rules on the formation of the Investment Horizon will be specified in the Investment Agreement.

	17. Ineligible investments in Portfolio Companies
	The VC Fund will not invest in Companies that are engaged in activities:
a) not permitted by the laws of the Republic of Poland or the laws of the Company's country of incorporation.
b) construction or decommissioning of nuclear power plants,
c) manufacturing, processing or marketing of tobacco, tobacco products and electronic cigarettes,
d) production or marketing of narcotic drugs, psychotropic substances or precursors,
e) gambling,
f) production or marketing of alcoholic beverages,
g) production or marketing of pornographic content,
h) GMOs,
i) human cloning,
j) IT activities supporting the activities specified above, i.e. in so far as applications and other IT solutions support or facilitate the activities specified above (in so far as such activity is the main activity of the Portfolio Company).

	18. Investment Agreement
	Each Investment Agreement, regardless of any other terms and conditions and the legal form of the VC Fund, will contain mandatory provisions on the following issues in particular:
1. Definition of rules for managing conflicts of interest and the obligation of the Key Personnel and the Management Entity to inform the PFR Ventures Vehicle and the Advisory Committee/Investors' Council, of any situation from which a conflict of interest may potentially arise, including capital or personal affiliation of shareholders or partners of the Companies, members of the management or supervisory body of the Companies or their spouses, relatives or affinities (up to the second degree) with partners, shareholders or with persons managing or supervising the VC Fund, the Management Entity (including members of the Team/Key Personnel), the Professional Investor or with other persons of these entities influencing investment decisions of the VC Fund,
2. Commitment to develop and implement internal control procedures, and a commitment by members of the Team to act with the utmost due diligence required of a professional investor,
3. Commitment to comply with relevant standards and regulations for the prevention of money laundering and the fight against terrorism and tax fraud, in particular, a commitment not to cooperate with entities registered in the territories of countries whose jurisdictions do not cooperate with the European Union in the application of internationally agreed tax standards,
4. Definition of the principles of monitoring and portfolio of investments of the VC Fund including the obligation of the Management Entity to periodically evaluate the investment portfolio and perform reporting and information obligations for the benefit of the PFR Ventures Vehicle,
5. Definition of rules for changing Key Personnel and Professional Investors during the investment period and rules related to the dismissal of the Management Entity,
6. Definition of the principles of distribution of funds from the exits of the Investment between the Investors of the VC Fund and the Management Entity, including the principles of payment of Carried Interest,
7. Definition of the rules for documenting the Company's business activities in the territory of the Republic of Poland at the time of the investment or a follow-on investment and the rules for documenting the allocation of funds obtained in connection with a given investment for the purposes specified in the investment agreement,
8. Definition of the Management Entity/Team's liability for actions contrary to the Investment Agreement or the law, including for failure to perform or improper performance of duties under the Investment Agreement.

	19. Form of investing by VC Fund
	The VC Fund may invest by taking up equity instruments issued by the Portfolio Companies, i.e. (i) securities, (ii) shares, (iii) participation titles, or quasi-equity instruments.

	20. Making Investment Decisions
	Investment Decisions will be made by the Investment Committee
The Tenderer will specify in the Offer the proposed full composition of the Investment Committee and how it will make Investment Decisions.
Investment Decisions will be made on an arm's length basis, following best practices in the venture capital/private equity market.
The Investment Committee shall be composed of members of Key Personnel, and also, optionally, of other Team members who have contributed to the VC Fund and of additional experts and advisors designated by the Managing Entity, but in any case, its decisions are binding for making investments.

	21. Board of Investors/Advisory Committee
	The Board of Investors/Advisory Committee shall be composed of the representatives of the Investors with the highest contributions to the Declared Capitalisation of the VC Fund.
The Board of Investors/Advisory Committee, as the advisory body of the Managing Entity/ VC Fund, shall, among other things, issue opinions regarding compliance of Investment Decisions with the rules for the procedure for management of conflicts of interest, and also whether they are consistent with the Investment Strategy, with the provisions of the Investment Agreement and with the provisions of the law. The detailed powers of the Board of Investors/Advisory Committee shall be defined in the Investment Agreement.
The detailed procedure for decision making by the Board of Investors/Advisory Committee shall be agreed in the Investment Agreement.

	22. Investors Meeting
	As part of the structure of the VC Fund, there shall be a functional Investors Meeting (the Shareholders’ Meeting and the General Meeting – for companies and partnerships limited by shares, respectively; the Investors Meeting – for investment funds; or another non-statutory body created within the organisational structure of the VC Fund), composed of PFR Ventures and the representatives of all Investors.
The Investors Meeting shall hold regular meetings, at intervals agreed in the Investment Agreement, in order to discuss the Managing Entity’s performance and other current business related to the VC Fund’s operations.

	23. Hurdle Rate
	Hurdle Rate, being the minimum return on investment for the Investors, shall be proposed by the Tenderer.
  Hurdle Rate, proposed by the Tenderer, will be formed on market terms, i.e. within the range of 6-8%

	24. Carried Interest
	The amount of Carried Interest shall be proposed by the Tenderer.
The amount of Carried Interest proposed by the Tenderer shall be set on an arm’s length basis depending on the Declared Capitalisation of the VC Fund.
Carried Interest shall be due to the Managing Entity after the return of all contributions made to the VC Fund, increased by the Hurdle Rate.

	25. Rules for distribution of proceeds from exits from Investments in Portfolio Companies
	A detailed model of distribution of proceeds from exits from Investments in Portfolio Companies shall be proposed by the Tenderer.
The model of distribution of proceeds from exits from Investments in Portfolio Companies proposed by the Tenderershall be in line with the market terms and include the pari passu principle for the distribution of proceeds among the Investors.
 An example model of distribution of proceeds from exits from Investments in Portfolio Companies:
a) First, funds shall be returned up to the amount of contributions made to the VC Fund by the Investors and the Managing Entity in proportion to their share in the Capitalisation of the VC Fund – until 100% of the contributions made by them/Declared Capitalisation of the VC Fund is returned.
b) Further proceeds from exits from Investments shall be used to pay the Hurdle Rate to the Investors and the Managing Entity.
c) Further proceeds from exits from Investments, remaining after the payment of the Hurdle Rate, shall be used to pay:
(i) Carried Interest for the Managing Entity, and
(ii) Profits for the Investors and the Managing Entity.
d) The financial flows under all the above sections shall occur at the same time, on the same terms, to all the entities, i.e. the Investors and the Managing Entity, in proportion to the Payments made by them to the VC Fund.
A model of distribution of proceeds from exits from Investments in Portfolio Companies taking into account   the catch-up formula is also acceptable.

	26. Reporting
	The VC Fund shall be required to periodically report to PFR Ventures in accordance with the data scope and the report model prepared by PFR Ventures, to be specified in the Investment Agreement. In addition, the VC Fund shall prepare, among other things, quarterly reports and annual audited financial statements.

	27. Compliance
	The Managing Entity shall ensure compliance with professional standards in the venture capital/private equity market and compliance with the laws and regulations relating directly or indirectly to VC Funds’ activities and the rules governing their Investments.
The Managing Entity shall put in place and ensure compliance with applicable legal standards and provisions providing protection from money laundering and tax fraud, as well as the combating of terrorism. The Managing Entity shall put in place and control compliance, both at the VC Fund level and at the level of the Portfolio Companies in which the VC Fund will make Investments, with internal procedures providing protection from money laundering, tax fraud and terrorism. The Managing Entity shall not maintain any business relations with any entities registered in countries that do not cooperate with the EU in the field of combating money laundering, terrorism and tax fraud.
In addition, the Managing Entity shall ensure:
a) the holding and retention of authorisations necessary to perform the tasks of the VC Fund, as required by the law according to the jurisdiction of the VC Fund's registered office/place of incorporation.
b) the economic viability and the financial feasibility of its activities,
c) an appropriate organisational structure (including a transparent structure of Investment Decisionmaking in compliance with the best market standards),
d) an appropriate financial/ accounting structure ensuring reliable, complete and credible information on the VC Fund’s finances an appropriate financial/ accounting structure ensuring reliable, complete and credible information on the VC Fund’s finances,
e) a robust and reliable method for the selection and evaluation of Portfolio Companies, based on a due diligence analysis of the investment objective,
f) a procedure for the disclosure and management of conflicts of interest of any type that may arise within the VC Fund, in particular those connected with the provision of an equity contribution by the Managing Entity or with the VC Fund’s co-investments in Investors’ Portfolio Companies.

	28. Excusal Right 
	The PFR Ventures Venture Vehicle will have the right of exclusion from participation in the investment if the investment in the Company is not in line with the Investment Strategy or if the Company is engaged in Restricted Activities. In justified situations, the PFR Ventures Vehicle may waive this right.
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