SUBJECT TO CONTRACT


Term Sheet

Guidance notes (to be deleted on execution version): this template term sheet has been produced for use with simple equity investments in early stage companies. We have included some standard terms that will likely be relevant for most such investments. Terms in square brackets are optional and should be adjusted to suit individual circumstances. The term sheet assumes that the investors will receive ordinary shares. We suggest that we review the document before circulation to counterparties. 
Dated:   



This term sheet relates to the proposed new equity investment by:



 of 

 (the "Lead Investor"); and


 of 


(the "Investors").

This document is not intended to create any binding legal relations save as specified below.
	Company
	

, registered in England and Wales under number 

, with its registered office at 

.



	Existing issued share capital


	

 ordinary shares of £

 each.



	Existing shareholders of the Company and their shareholdings


	1. 

 of 

; number of ordinary shares: 

.

2. 

 of 

; number of ordinary shares: 

.
Guidance note: add/remove lines as appropriate to reflect pre-investment share structure


	Existing directors of the Company


	Guidance note: add/remove lines as appropriate to reflect pre-investment directorships


	Pre-investment valuation of the Company


	£




	Investment in ordinary shares
	Total amount of the investment: £



Number of shares: £





Price per ordinary share: £





	[Employee share options
	The parties intend to create an employee share option pool of [10]% of the duly diluted share capital of the Company.]


	Timing


	It is intended that the investment will be completed  by 

 ("Completion")


	Conditions precedent
	Completion will be subject to the satisfaction of the following conditions:

1. Completion of due diligence and anti-money laundering checks.
2. [The business plan of the Company ("Business Plan") being finalised to the reasonable satisfaction of the Lead Investor.]
3. [SEIS/EIS assurances being granted by HM Revenue & Customs in respect of the proposed investment.]

4. [All employees having entered into service agreements containing IP assignment provisions.]

Guidance note: add additional conditions precedent as appropriate


	Principal investment documents


	The principal investment documents will comprise:

1. Subscription and shareholder’s agreement

2. New articles of association

3. [Completed Business Plan]

4. [Appointment letter for [name of director]]
5. [Employment agreements for [name of employees]]


	[Use of investment proceeds


	


]

	[Investor director]
	[Each Investor holding at least 
% of the issued share capital from time to time will be entitled to appoint a non-executive director of the Company ("Investor Director"). 
Each Investor Director will be entitled to appoint an alternate of his or her choosing.] 


	[The board]

	[Following Completion, the board of directors of the Company will comprise [
].  Board meetings will be held at least [four/six] times a year [unless otherwise agreed with any Investor Director].]


	Important decisions
	Certain important actions of the Company shall require the consent of the [Lead Investor / holder of [75%] of the ordinary shares in the Company], to include amongst others, actions to: 

1. alter the rights of the ordinary shares or amend the constitutional documents of the Company

2. allot any new shares 

3. create any new class of share

4. redeem or the selling of any shares 
5. incur capital expenditure in excess of [£50,000]

6. buy or dispose of any assets worth in excess of [£50,000]

7. entering or settling any litigation

8. [pay or declare dividends or distributions to shareholders] 

9. [effect any material change to the nature of the Business Plan]


	[Information rights]

	[Each Investor will be entitled to receive [annual accounts within six months of the financial year end of the Company, monthly/quarterly management accounts and such other financial information as may reasonably be requested from time to time]].


	[Quorum rights]
	[A meeting of the Board will not be quorate unless [two / three] directors [(including any Investor Director)] are present.]


	[Restrictive covenants]

	[The founding shareholders and executive directors will be subject to appropriate restrictive covenants preventing them from competing with the Company and soliciting its customers and employees while they are shareholders in the Company and for a period of one year after ceasing to be a shareholder.]


	Pre-emption rights on new issues of shares and subscription rights


	Following Completion, the Company will be required to offer any newly issued shares (and rights to subscribe for shares or convert loans into shares) to the existing shareholders in proportion to their shareholdings before they can be issued to any third party. 



	Pre-emption rights on transfers of shares


	Following Completion, a shareholder will be required to offer his shares for sale to the other shareholders in proportion to their shareholdings before he can sell to any third party. The board of the Company will be able to nominate the Company or another person as the preferred purchaser ahead of any third party selected by the selling shareholder.



	Permitted transfers
	Following Completion, a shareholder will be entitled to transfer his shares to close relatives or, in the case of a corporate shareholder, to another group company free of the pre-emption rights on transfers. However, such shares can be required to be offered for sale to the other shareholders at fair value if that special relationship subsequently ends.



	Tag along right


	Following Completion, shareholders holding [50%] of the issued share capital who wish to sell their shares to a third party will be required to procure the third party to make an offer for the shares of the minority shareholders on the same terms.



	Drag along right


	Following Completion, shareholders holding [75%] of the issued share capital who wish to sell their shares to a bona fide third party will be able to require the minority shareholders to sell their shares on the same terms.


	Deed of adherence


	Following Completion, future shareholders will be required to sign a deed of adherence agreeing to be bound by the terms of the shareholders' agreement.



	[Exclusivity
	The following provisions are legally binding.

In consideration of the [Lead Investor] / [Investors] committing time and expense to put in place this financing, the Company and the existing shareholders agree not to discuss, negotiate or accept any proposals regarding the sale or other disposition of debt or equity securities, or a sale of material assets of the Company for [45] days from the date of the Company’s signature below.]


	Fees and expenses


	The following provisions are legally binding.

[The parties will bear their own costs and expenses in relation to the investment.] / [The Company shall at Completion pay [the Lead Investor’s / each Investor's] fees and expenses relating to the transaction up to a maximum of [£XX,000]. 



	Confidentiality 
	The following provisions are legally binding.

The Company agrees that the existence and contents of this term sheet are to be treated as confidential and should not be disclosed to any person outside of the Company except:

1. to the Company's professional advisors; or

2. with the prior written consent of the Lead Investor; or

3. to the extent required to do so by law or by any regulatory or government authority; or

4. to the extent required to do so by a court of competent jurisdiction.



	Governing Law
	The following provisions are legally binding.

This term sheet and any dispute or claim (including non-contractual disputes or claims) arising out of or in connection with it or its subject matter or formation shall be governed by and construed in accordance with the law of England and Wales. 


We hereby confirm our acceptance of the contents of these heads of terms

............................................................
Name:

on behalf of the Company

............................................................
Name: [name of Lead Investor]
Guidance Note: additional signature blocks to be added as appropriate
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