TERM SHEET
____________ Limited
ISSUE OF B INVESTMENT SHARES
Seed Round

DRAFT ___ July 2019

This term sheet summarises the principal terms with respect to a potential private sale of shares in _________ Limited (the “Company”).  This term sheet is intended solely as a basis for further discussion and is not intended to be a legally binding obligation except as provided under “Confidentiality” below.
CONTEXT
A. [sets out the context and overall objectives of the enterprise]

B. The Company’s purpose (Purpose) is to………..   The co-founders aim to build a Company that succeeds in its Purpose for the benefit of the community and environment as a whole, while achieving fair returns for investors.

C. The Company has been structured to enable directors to balance the interests of its stakeholders, including investors. The Company’s articles of association include a social mission lock, held by one Guardian share that has veto powers over key matters.  

	Amount to be raised
	£500,000

	Issuer
	___________ Limited, a company limited by shares registered in England and Wales with number _______.

	Type of instrument
	B Investment Shares in the Company, ordinary shares with limited voting rights.

	SEIS and EIS
	The Company has received Advance Assurance from HMRC for SEIS and EIS. 

	Application of proceeds
	The proposed investment will be used for the Company’s working capital requirements including:
(i)  	web app and self-serve item rental kiosk 2.0 development and testing;
(ii)  	expansion of the team to expand the service to 6 new London sites;
(iii)  	software development; and
(iv)  	investment brokering fees.

	Valuation of existing business
	£__ million (pre-investment)  [(the “Initial Subscription Price”)]

	Share structure
	(i) A Director shares (voting, no right to dividend, one per Director)
(ii) B Investment shares with limited voting rights specified in the articles, entitled to dividends)
(iii) Guardian share, only limited voting rights specified in the articles, no right to dividends)

	Existing capitalisation of the Company (B Investment Shareholders)
	_________ (co-founder) 
_______ (co-founder)
________ (co-founder)
	__%
___%
___%

	Post-investment capitalisation of the Company (B Investment  Shareholders)
	__% of the Shares will be retained by the Company to issue to new key employees, such as the Chief Technology Officer.

	
	________  (co-founder)
_______ (co-founder)
_______ (co-founder)
Seed shareholders
Reserved for issue to key employees
	%
%
%
%
%

	Rights attached to B Investment Shares
	Right to dividends:  A pro rata right to a share of any profit distribution, if and when declared by the Board for Shareholders [no lock on distributable profits].
Liquidation: rights to surplus assets on winding up:  A pro rata right to a share of the Company’s assets on a sale, merger or winding up.
Pre-emption rights on new issue of shares:  A right of first refusal for existing Shareholders over issues of new Shares, allowing them to preserve their percentage of Shares in the Company (provided that they have sufficient funds available to subscribe for new Shares) prior to offering to third parties.
Tag/ drag along rights: 
(i) Tag along rights where a third party will acquire at least 70% of all Shares; 
(ii) Drag-along rights where a third party will acquire at least 70% of all Shares (with the selling Shareholders able to require the other Shareholders to sell their Shares on the same terms).  
Restriction on transfer: Director shareholders have the right to block the transfer of B investment shares if it would result in an investor who is not, in the directors’ reasonable opinion, supportive of the Purpose of the Company.
Information rights: Shareholders are entitled to receive a copy of the annual audited statements and quarterly management reports. They shall be entitled to attend the annual general meeting of the company. The Directors will keep Shareholders informed as to the progress of the Company through regular reports on finances and impact.
Participation rights:  The Company has an advisory board that may include some B Investment Shareholders.
Voting rights:   See section entitled “Consent matters“ below.

	Rights attached to Guardian Share (social mission lock)
	Guardian Shareholder, _______, is a non-profit company limited by guarantee. Its sole purpose is to hold the Company accountable to its stated mission. Its members represent the wider community and cannot hold B investment shares. 

________ has certain limited powers and voting rights necessary to fulfil this accountability role, set out in the articles and summarised below.

	Consent matters 
	Directors are legally responsible for balancing the Purpose of the company with profit motivation. The Company has been structured to enable this to happen.

The following decisions cannot be implemented without the consent of the holders of 85% of the B Investment shares:
(i) Issues of new shares, changes to the share capital structure, and changes to rights attaching to B Investment shares. 
(ii) significant decisions that might risk the long-term financial health of the Company, including encumbering Company property or commencing material litigation; and
(iii) material changes to directors’ compensation.

The following decisions cannot be implemented without the consent of the holders of 85% of the B Investment shares and the Guardian shareholder):
(i) Exit – including a sale, merger, or disposal of a material part of the Company or major asset belonging to the Company
(ii) Liquidation – winding up the Company

The following decisions cannot be implemented without the consent of the Guardian shareholder:
(i)   Changes to the articles 

	Exit
	The Directors intend to seek an exit in years 6 to 8.  The intention is to enable either 
(i) a transfer of control of the Company to the community affected by the Company’s activities, for a price that provides a fair and reasonable return for all B Investment Shareholders (including the co-founders) while being affordable for the community, or; 

(ii) a trade sale aligned with the Purpose of the Company.
To balance the interests of all stakeholders, the following approvals have to be obtained for an Exit to occur:
(i) Board of Directors
(ii) Holders of 85% B Investment shares – their consent required for any Exit that does not provide a fair return on their investment.
(iii) The Guardian Shareholder – may block an Exit that does not advance the Purpose of the Company. 

	The Board
	The Board shall comprise the 3 A Director Shareholders. The Company has an advisory board that may include some B Investment Shareholders.

	Distributions
	Distributions out of profits may be made to Shareholders, although these are unlikely to be made in the first 4 years. The Board of Directors shall determine the amount of distributions to be made, subject to the approval of the B Investment Shareholders.  

	Conditions
	The investment will be conditional on the following:
(i) The potential investors conducting, and being satisfied with the results of, financial, legal, taxation and commercial investigations into the Company and its assets and liabilities;
(ii) the parties signing detailed and legally binding Subscription and Shareholders’ Agreements;
(iii) any resolutions required for the creation and issue of the B Investment Shares being duly passed by the members; and
(iv) confirmation of advance S/EIS clearance from HM Revenue & Customs where requested by investors.

	Warranties
	The Company shall provide the potential investor with customary representations and warranties, subject to appropriate limitations, in the Shareholders’ Agreement in terms to be agreed. These will include:
The Company is duly constituted and in good standing.
The Company has the appropriate power to enter into and perform the obligations under the Agreement.
There are no encumbrances.
There has been no material adverse change in the financial condition of the Company since it was formed in _______ 20__.

	Confidentiality
(This section is legally binding.)
	The matters contemplated by this term sheet are to be treated as confidential and should not be disclosed to any person (except with the prior written consent of the other party, or in order to comply with law or the rules and regulations of any regulatory body). 
The potential investor and the Company agree that they will enter into a confidentiality agreement before the Investor commences its due diligence investigation.
In the event that the investment does not take place, the potential investor undertakes that it will not disclose or make use of for its own benefit [or for the benefit of any subsidiary or parent Company], any of the information of a confidential nature relating to the Company which has been disclosed to it during the course of its due diligence investigation and otherwise in connection with the proposed investment.  The provisions of this paragraph do not apply to any information which is publicly available at the time of disclosure unless disclosed through breach of the undertakings in this paragraph, nor does it apply to any information disclosed by the parties to the extent that disclosure is required by any law or regulation.
If the potential investor is in breach of the terms of the undertakings contained in this section, it agrees to pay the [reasonable] legal, accountancy and other third party professional costs, fees, disbursements and expenses incurred by the Company in connection with the negotiation, preparation and implementation of this term sheet and the investment.

	Fees and expenses
(This section is legally binding.)
	Each of the parties shall bear their own costs in relation to the investment.

	Governing law
(This section is legally binding.)
	This term sheet and any disputes or claims arising out of or in connection with its subject matter (including non-contractual disputes or claims) are governed by and construed in accordance with the law of England.
The parties irrevocably agree that the courts of England have exclusive jurisdiction to settle any dispute or claim that arises out of or in connection with this term sheet (including non-contractual disputes or claims).
This term sheet is for the benefit of the parties to it and are not intended to benefit, or be enforceable by, anyone else.



Please sign and return a copy of this term sheet as soon as possible to confirm your agreement to the above.

Yours faithfully,

______________, Director, ____________ Limited


 We hereby acknowledge receipt and confirm our acceptance of the contents of this term sheet.

 ................................................................
Authorised signatory on behalf of [full name of investor]

 Date ........................................................ 2019
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