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TERM SHEET
SERIES SEED ROUND FINANCING
OF
[●] KFT
This Term Sheet sets forth the principal terms and conditions of a proposed Series Seed round financing of [●] Kft.
Subject to the immediately following paragraph, this Term Sheet is not a commitment to invest, it is for discussion purposes only and is not intended to be, and nor shall it be construed as, a legally binding agreement. 
The following provisions of Part 3 of this Term Sheet shall be legally binding on and shall be enforceable by and upon each of the parties hereto: (1) Exclusivity; (2) Confidentiality; (3) Jurisdiction and governing law; and (4) Exclusion of representations and warranties.
The completion of the acquisition of a quota[footnoteRef:0] (“New Quota”), to be created as a result of capital increase, in [●] KFT (the “Company”) by the Investor(s) (as defined below) (the ("Completion") will be subject to, among other things, satisfactory completion of financial and legal due diligence by the Investor(s), as well as the negotiation and execution of legally binding investment documents acceptable to each of the parties hereto ("Definitive Documents"). [0: Any reference to (i) a quota, share or shareholding shall be deemed as a reference to a business quota (in Hungarian: üzletrész), and ii) any reference to a quotaholder shall be deemed as a reference to a member (in Hungarian: tag) in each case as defined in Act V of 2013 on the Civil Code.] 

1. PRINCIPAL TRANSACTION TERMS
	Founder[s]
	· [name] (the "Founder 1"); 
· [name] (the "Founder 2"); 
· [Additional Founder].
(collectively the “Founders” and each a “Founder”)

	Investor[s]
	· [name] (the " Investor");
· [Additional Investor]; (collectively the “Investors”)

	Investment Amount
	The Investor proposes to invest EUR [●] at Completion / and it is agreed that the total permitted investment amount by all Investors[footnoteRef:1] will be EUR [●] ("Investment"), on and subject to the terms of the Definitive Documents (as defined below). [1:  in case of co-investment only] 

The Investment will be at a fully diluted pre-money valuation of EUR [●], including employee options equal to [●] % of the [fully diluted post-money equity of the Company/equity of the Company immediately following Completion/equity of the Company immediately prior to Completion].

	Capitalisation
	The current capitalisation of the Company and the effect of the Investment are set out in the capitalisation table contained in Schedule 1.

	Documentation
	The [Investor’s/Company’s] legal advisors shall prepare the first drafts of the agreements and other documents necessary to document the matters and transactions contemplated in this Term Sheet (the "Definitive Documents"). The Definitive Documents shall include: (1) an Investment and Quotaholders’ Agreement to be entered into between the Company, the Investor[s], the Founder[s] and each of the other existing quotaholders of the Company; (2) new Articles of Association of the Company; (3) new employment/service agreements; and (4) IP assignment agreements (if necessary).

	2. TERMS OF  INVESTMENT AND  INVESTOR’S RIGHTS

	Voting rights
	Subject to the voting rules applicable to the reserved matters set out in Schedule 2, the Investor[s] has voting rights pro rata to its shareholding in the Company.

	Liquidation preference
	The Investor[s] will have 1x non-participating liquidation preference.

	Anti-dilution protection
	The Investor[s] will have broad-based weighted-average anti-dilution protection in the case of a capital increase/equity investment (regardless the form thereof) carried out following Completion at a valuation lower than the valuation contemplated under this Term Sheet.
CP2 = CP1 * (A+B) ÷ (A+C)
CP2 = Conversion price after down round
CP1 = Conversion price before down round
A = Fully-diluted capitalization of the Company prior to the down round, including the assumed exercise of outstanding options, but not giving effect to any securities converting in the down round
B = Total consideration received by the Company in the down round divided by CP1
C = quota issued in the down round

	Dividend rights:
	[The Investor[s] shall have no prior right to dividends. However, any dividend may only be declared in respect of all (and not only some of the) quotaholders.]

	Reserved matters
	The approval of the Investor[s] representing more than [50%] of the total equity held by such holders of the New Quota[s] (the “Investor Majority”)] will be required for certain material decisions, examples of which are set out in Schedule 2 to this Term Sheet.

	Pre-emption
	All quotaholders will have a right, pro rata to their shareholdings, to participate in any (a) capital increase of the Company and (b) issuance of options (except options under option pool), convertible loans, convertible notes and other instruments giving their holders the right to acquire new quotas of the Company (through conversion, exercise or otherwise). 

	Right of first refusal 
	The Company, the Investor[s] and the Founder[s] in that order  will have a right to acquire any quotas of the Company which are proposed to be transferred.

	Co-sale
	The Investor[s] will have co-sale right such that if [any of the] Founder[s] wishes to sell a portion of its quota representing not less than [●]% of the total equity, the Investor[s] must be given the opportunity to sell a pro rata percentage of its shareholding on the same terms and at the same price.

	Drag-along
	Any transfer of quotas that would result in 50% or more of the outstanding voting rights of the Company being transferred to a bone fide third party person other than the Investor shall trigger an obligation on the proposed transferee to make an offer (a "General Offer") for all quotas of the Company. The Definitive Documents will provide for a General Offer to be made on like terms to each quotaholder save for certain standard provisions including, inter alia, that the proceeds of such General Offer (should one be made and accepted in accordance with the relevant provisions) shall be divided amongst all of the quotaholders of the Company in accordance with paragraph Liquidation preference of this Term Sheet and the Investor shall only be required to provide warranties as to title to the New Quota and its capacity to enter into the relevant documents.
If a General Offer is made and accepted by:
(i)	the holders of quotas representing [●] % or more of the total equity of the Company as at the date of the General Offer, and the
(ii)	 [Investor Majority as at the date of the General Offer]
(together, the "Accepting Quotaholders"), then the Accepting Quotaholders may exercise drag along rights in respect of the quotas held by the non-accepting quotaholders.

	Founder’s covenants and undertakings 
	The Founder[s] will enter into customary confidentiality, non-compete, non-solicitation and IP transfer agreements. The Founder[s] will agree to devote their entire business time and attention to the Company and not to undertake additional business activities without the consent of the Investor Majority.

	Founder’s quotas
	The quota of each Founder will be subject to reverse vesting over 4 years as follows: a portion representing 25% of the relevant Founder’s quota to vest [1 year] after the Completion and the remaining 75% to vest in equal monthly instalments over the following 3 years (such 4-year total period the “Vesting Period”).
In case the relevant Founder becomes a Good Leaver during the Vesting Period, the Company will have the right to acquire the unvested portion of such Founder’s quota for a nominal value and the vested portion for a fair market value [to be calculated in accordance with the formula set out in the Definitive Documents].
In case the relevant Founder becomes a Bad Leaver during the Vesting Period, the Company will have the right to acquire the entire quota of the Founder for a nominal value.
A Founder will be deemed “Bad Leaver” if
(a) his/her professional relationship with the Company terminates [due to the Founder’s material breach or his/her actions causing material damage to the Company[footnoteRef:2]]; [2:  To be detailed further in the Definitive Documents] 

(b) [he/she voluntary resigns from the professional relationship (which is not caused by (x) the Company’s material breach of the professional relationship or (y) the Founder’s death or permanent inability to perform duties due to health reasons)]
A Founder will be deemed a “Good Leaver” if his/her professional relationship with the Company terminates for any reason other than those set out in sub-paragraph (a) [and (b)] of this paragraph. 
During the Vesting Period, the Founder[s] shall not sell without the prior consent of the Investor Majority.

	Managing director
	The Company will have one managing director (in Hungarian: ügyvezető) appointed. As of Completion Founder[1] shall act as managing director for an indefinite period of time and will provide such services as the employee of the Company in accordance with his/her employment contract.
The managing director shall have competence in the matters that are not assigned to the competence of the Company’s quotaholder’s meeting.
It is agreed that the managing director shall have individual representation and signatory rights on behalf of the Company.

	[OPTIONAL: Quotaholder’s Committee] 
	[5] members to be directly appointed or elected to the Quotaholder’s Committee (in Hungarian: ‘tulajdonosi bizottság’) as follows:
· [1] member to be directly appointed by the Investor;
· [1] member to be directly appointed by the [Additional Investor];
· [1] member to be elected by quotaholders of the Company amongst candidates approved by both the Investor Majority and the Founder[s];
· [2] member(s) to be elected by quotaholders of the Company amongst candidates appointed by Founder[s].

	Information rights
	The Investor will receive periodical (monthly/quarterly/annual) reporting, including financial information and non-financial KPIs.

	Representations and Warranties
	Standard representations and warranties by the Company. Representations and warranties by Founder[s] regarding cap table, business plan, compliance with laws, accounts, technology, IP and ownership. 

	Transaction costs
	The Company and the Investor will bear their own legal and other costs incurred in relation to the transactions contemplated in this Term Sheet, save that the Company will reimburse (subject to Completion) to the Investor up to EUR [●] in respect of the legal expenses incurred by the Investor in connection with the Investment.

	3.	LEGALLY BINDING PROVISIONS

	Exclusivity 
	The Company and the Founder[s] agree not to discuss, negotiate, solicit, encourage or accept any proposals regarding the sale of quotas of the Company, financing of the Company by equity, debt or otherwise or disposal of material assets of the Company for [30/60/90] days from the date of this Term Sheet. 
[The Founder[s] and the Company agree and undertake to inform the Investor immediately of the identity of any third party who contacts the Founder[s] or the Company with a view to the acquisition of any interest in the Company or any part of the business of the Company.]

	Confidentiality
	This Term Sheet is entered into on the basis that its contents and existence are confidential and will not (except with the agreement in writing of the Investor, or in order to comply with any statutory or regulatory requirements) be revealed by the Company, the Founder[s] or the Investor to any third party or be the subject of any announcement. Disclosing any part of this Term Sheet by any party hereto to its/her/his respective legal counsel or financial advisor shall not constitute a breach of the confidentiality undertakings contained herein.

	Jurisdiction and governing law
	This Term Sheet will be governed and construed in accordance with the laws of Hungary. Any dispute arising out of or in connection with this Term Sheet, will be finally settled in the courts of Hungary. 

	Exclusion of representations and warranties:
	By countersigning this Term Sheet, the Company and the Founder[s] acknowledge and agree that they have not relied on any representation or warranty on the part of the Investor or entered into any other agreement with the Investor in connection with the provision of funding by the Investor.
The Parties hereby intentionally and expressly waive their right, under whatever law or legal system, to initiate, file or launch any claim, litigation, arbitration, dispute, procedure, administrative measure, payment order or any other formal, governmental, non-governmental or administrative measure, each with respect to or based on the provisions of this Term Sheet other than the provisions set out in this section 3 (Legally binding provisions).

	Expiration
	This Term Sheet expires on [●] if not accepted on or before the parties by that date. 


Schedule 1  
CAPITALISATION TABLE2

	Name
	Percentage of the registered capital represented by quota held prior to Completion
	Percentage of the registered capital represented by quota held post-Completion
	Percentage of fully diluted registered capital post-Completion

	Founder 1
	
	
	

	Founder 2
	
	
	

	[Additional Founder]
	
	
	

	Investor
	
	
	

	[Additional Investor]
	
	
	

	TOTAL
	
	
	





Schedule 2  
RESERVED MATTERS

Part 1 - Investor Consent Matters
The approval of the Investor Majority will be required to:
1. amend the Articles of Association of the Company;
2. increasing or decreasing the registered capital of the Company and issuing a financial instrument (e.g. convertible note, warrant) related to further capital investment;
3. amending the objective/main activity of the Company;  
4. acquire any new business, shares, other securities, or any other interest in any entity;
5. granting the consent for the transfer of any quota to a third person by a quotaholder and to exercise the right to acquire the quota before third parties (pre-emption right) regarding the subject of the transfer, and to appoint a third person to exercise that right;

6. transferring the intellectual property or the intellectual property rights of the Company to third party (excluding the ordinary course of business of the Company), concluding, amending or terminating a license agreement thereon, furthermore, encumbering the above;

7. election, removal of the Managing Director or the management body (if any);
8. sell or otherwise deal with assets other than in ordinary course of business; and
9. winding-up, transformation, merger, division and dissolution without succession of the Company.


[Part 2 – Quotaholder’s Committee Consent Matters] 
The following matters are to be approved by the Quotaholder’s Committee, including each members appointed by the Investor[s]:
1. any change to the business plan (after the same has been adopted);
2. declare any dividend;
3. approving the conditions of the employee stock option plan and the amendments of the program or vesting terms, approving allocation under the employee stock option plan;
4. approve annual budgets;
5. agree any borrowings, loans, advances, operative and financial leasing contract or credit outside the annual budget over EUR [●];
6. create charges or any other encumbrances;
7. create any subsidiaries/joint ventures;
8. incur development or capital expenditure outside the annual budget over EUR [●];
9. agree or vary the remuneration/service terms of directors of the Company, the Company’s key personal defined in the Investment and Quotaholders’ Agreement and any subsidiary companies;
10. approval of the contracts and their amendments concluded with the Founders, the Company’s key personal defined in the Investment and Quotaholders’ Agreement, the managing director or his/her affiliated companies or his/her close relatives; 
11. acquire real estate or engage in other real estate-related matters;
12. commence or settle litigation;
13. assign or license any of the intellectual property rights of the Company;
14. any guarantees/indemnities other than in ordinary course of business;
15. any material agreement other than in ordinary course of business;
16. any change of auditor/accounting reference date/accounting policies; and
17. any appointment of an employee or variation of terms where emoluments exceed EUR [●].
Materiality and other financial limits for the above to be discussed. The above lists are not comprehensive and are only intended to provide a guide to the type of reserved matters that are likely to be included in the Investment and Quotaholders’ Agreement.
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