
	
CORPORATE FLIP CHECKLIST

HUNGARIAN COMPANY (“HuCo”) TO U.S. COMPANY (“USCo”)



	KEY CONSIDERATIONS

	DESCRIPTION
	ISSUE
	STATUS

(Resolved/Unresolved)

	COMMENTS

	Flip Structure
	Stock Contribution/Exchange 
vs. 
Stock Sale
	· Determine whether to structure the flip as a stock contribution/exchange or a direct stock sale.
· Stock contribution/exchange is the most widely used flip mechanism.
· A direct stock sale should be undertaken only if HuCo is an extremely early-stage company without any activity.
· In a stock contribution/exchange, each stockholder of the HuCo receives  USCo shares   that are equal in value to the HuCo shares exchanged/contributed by such stockholder in the flip transaction.

	
	

	Conversion/Assignment of Convertible Instruments
	Treatment of outstanding convertible instruments issued by HuCo prior to the flip
	· Check if HuCo has issued any convertible instruments such as SAFE or convertible note which are outstanding pre-flip.
· Any outstanding convertible note should be either converted  pre-flip into shares of HuCo or assigned to USCo as part of the flip transaction.

	
	

	Pro Forma Cap Table
	Overview of the company's ownership structure before and after the flip

	· Total capitalization of shares in the USCo is to be represented in millions.
· Pre-flip percentage ownership of the stockholders in HuCo should match their post flip percentage ownership in USCo subject to any dilution caused by establishment or increase in ESOP reserve.
· Price per share of USCo share should be proportionate to the price per share of the HuCo share such that each stockholder of the HuCo receives equal value when the stockholder exchanges its HuCo shares for USCo shares in the flip transaction.
· If the price per share of HuCo is in EURO then convert it into USD using the then current exchange rate.
· Round down any fractional share numbers on the USCo side to the nearest whole number.
· If HuCo has virtual ESOP, any founder owned shares of HuCo that are committed to the virtual ESOP need to be reflected on the USCo side as a separate line item as shares reserved for USCo ESOP and the shareholding of the concerned founder is to be reduced accordingly to account for the same.

	
	

	Share Issuances
	Type of standard shares issuances amongst stockholders
	· Under the USCo structure founders, employees, consultants and advisors are to be issued common stock.
· As a standard, preferred stock are to be issued in the USCo to investors only.
	
	

	Employee Stock Ownership Plan
(ESOP)
	Reservation of shares under  ESOP and exercise price of grants
	· Typically, 10 % of the fully diluted capitalization of the USCo is to be reserved under ESOP.
· Check if HuCo employees have been promised grants from the USCo at a predetermined exercise price.
· For Rule 409A compliance, make sure that USCo grants, if any, have an exercise price that is set at or above the fair market value of the underlying stock on the date of grant irrespective of any earlier predetermined exercise price promised by HuCo.

	
	

	Vesting Schedules
	Standard vesting schedules imposed on founders and employees 
	· Founder and employees should be typically subject to the standard vesting schedule of 4-year vesting with a 1-year cliff.
· Founders are subject to forward vesting schedule with double trigger acceleration.
· Check if any Good Leaver/Bad Leaver conditions are being imposed on founders, typically these are not imposed under U.S. structure.
· Employee grants are not subject to acceleration other than as specifically provided in ESOP.
	
	

	Intellectual Property Rights
	Assignment of IP between the companies
	· Founder and key person’s IP should be assigned to the USCo.
· No need to move other IP from HUCo to the USCo other than through a standard intracompany agreement for transfer pricing requirements.
	
	

	Liquidation Preference
	Distribution priority among stockholders of the company’s liquidation/exit proceeds
	· In USCo, preferred stockholders i.e. investors are granted priority over common stockholders in receiving proceeds upon the liquidation or sale of a company
· Amount of liquidation/exit payout to be received by investors in priority is typically equal to one times the amount of such investor’s original investment plus any unpaid dividends.
	
	

	Anti-Dilution Protection
	Right to adjustment of conversion price to prevent dilution of ownership interest
	· Under the USCo structure the investors i.e. preferred stockholders are granted anti-dilution protection which adjusts the conversion price of the preferred stock if shares are subsequently issued by the USCo at a lower price per share.
· Broad-based weighted average method which includes a wider range of stock (i.e. all fully diluted and outstanding common stock) when calculating the conversion price should be used as the standard anti-dilution protection method.
	
	

	Protective Provisions
	Investor veto over certain matters
	· HuCo typically grants excessive veto rights to investors.
· In USCo investors to be typically granted veto right only over approval of certain material actions such as liquidation/dissolution of company, alteration of preferred holders rights, etc.
· Approval requirement for such matters to be generally a consent of simple majority of preferred votes.
	
	

	Drag Along Right
	Right to enforce a sale/exit of the company
	· HuCo requirements and triggers of a drag along right can vary widely.
· In USCo, the drag along typically should be triggered by a vote of  a majority of the preferred stockholders and a majority of common stockholders.
	
	

	Right of First Refusal (ROFR)
	Right to purchase company’s stock that is proposed to being transferred by a stockholder
	· In USCo, the right of first refusal is generally only applicable to transfers of common stock.
· First right of refusal to purchase any common stock that is proposed to be transferred by a common holder should be granted to the company.
· Investors i.e. preferred stockholders should be granted secondary refusal right to purchase  common stock that the company refused to purchase pursuant to its ROFR.
	
	

	Right of Co-Sale/Tag Along Right
	Right to of a stockholder to participate in transfer of stock being made by another stockholder by selling their own stock alongside such other stockholder
	· In USCo, if the ROFR is not exercised by company/investors over transfer of common stock, then  the investors have a co-sale right to participate in such transfer and require that a pro-rata portion of the investor’s stock shall also be purchased as part of the transfer.
· Under USCo structure this co-sale/tag along right is only applicable over transfers of common stock.
	
	

	Right of First Offer/Pro-Rata Right
	Right to purchase new securities being offered by the company
	· In USCo, investors are also commonly granted a right to purchase any new securities that the company proposes to offer for sale.
· This right is typically to be granted to only major investors who hold substantial amount of preferred stock of the company.
	
	

	Information Right
	Right to receive periodic financial operational information of the company
	· Investors under USCo are to be granted standard information rights over monthly, quarterly and annual financial information and operational updates of the company.
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