
LAW & TAXES 
FOR INVESTMENTS

IN STARTUPS



WHY IS IT IMPORTANT 
FOR BUSINESS ANGELS 

TO KNOW ABOUT LEGAL 
AND TAX NUANCES? 



Fair market practiceTransparency Investment 
protection and risk 

management



STARTUP LEGAL 
ENTITIES



LEGAL FORMS
SUITABLE FOR INVESTMENT

Limited Liability 
Company (UAB)

1.

Limited Liability 
Company with 
reduced minimum 
equity capital (MB)

2.

3. Joint Stock 
Company (AB)

Limited 
Partnership (KŪB)

4.



INVESTMENT
STRUCTURING



HOW INVESTMENTS 
SHOULD BE STRUCTURED?

SaleDebt Capital increase
the investor buys a part of 

existing shares/capital
it can be a convertible loan 

or a simple loan
the investor buys new 

shares, it can be ordinary 
shares or preferred shares



What’s the difference?

DEBT INVESTMENT 
INSTRUMENTS

LOAN
a simple loan to finance the 

cash necessity

CONVERTIBLE LOAN

a short-term debt that 
converts into equity

SAFE
a legally binding agreement 

between investors and a startup 
that gives the investors the right to 

receive equity in the future

Valuation 
cap

Discount Interest 
rate

Maturity 
date

Pro-rata 
r ights

Liquidation 
preference

Sometimes

Unusual

INVESTMENT AGREEMENT
terms from the 

investment/funding moment to 
the moment, when the creditor 
becomes an equity shareholder

Sometimes



SUBSCRIPTION 
AGREEMENT

SHARE PURCHASE
AGREEMENT

a formal agreement between a company 
and an investor to buy newly issued 

shares of a company at an agreed price

document for the sale of the actual shares, as 
well as specify key terms of the deal and 

allocate key risks between buyer and seller

EQUITY INSTRUMENTS

• Representations and Warranties
• Legal and financial status
• The seller’s right to enter into the 

transaction
• Consideration, limitation of liability, 

confidentiality and non-competition

• Nominal value 
• Sale price per share
• Payment terms
• Other procedural matters



INVESTMENT 
DOCUMENTS



NDA
NDAs, or non-disclosure agreements, are legally 
enforceable contracts that create a confidential 

relationship between a person who has 
sensitive information and a person who will 

gain access to that information. A confidential 
relationship means one or both parties have a 

duty not to share that information.



TERM SHEET
A Term Sheet is a non-binding agreement that 
sets out the basic terms and conditions under 

which an investment will be made.  
Entrepreneurs consider this document to be 

essential to attract investors, such as venture 
capitalists, who have the capital to finance 

companies.

It is also vital that VCs have their term sheet 
templates, as do angel investors if they co-invest 

with founders, etc.



PRE-MONEY 
VALUATION
This refers to the valuation of the 
start-up/company before the 
investment takes place.

TERM SHEET 1/2
NDAPEOPLE NDA

The amount of money an 
investor would pay for
an asset.

INVESTMENT 
AMOUNT

POST-MONEY 
VALUATION
A company's estimated value after 
receiving outside investment or 
financing.

DISCOUNT
The discount defines the reduction in the price used to 
calculate your percentage equity in the company. For 
example, if the discount is 20%, then when it converts, 
your portion of the $1M company is calculated using 
$800K (80% of $1M).

VALUATION CAP
The valuation cap defines the maximum price for the calculation of the 
investor’s portion. If the valuation cap is $750K, then even when this 
round closes at $1M, your portion will be calculated using the lesser of 
valuation cap and the valuation in the round…so $750K. Your investment 
gets you 1.33% ($10K divided by $750K).

NDA
Any of the following events: Liquidation of the Company, Merger of the 
Company involving a change of control, Sale, exclusive license or other 
disposal of substantially all of the assets of the Company, or Disposal of 
shares representing more than 50% of the share capital of the Company.

LIQUIDITY EVENT LIQUIDATION PREFERENCE

PARTIES
Founders - people who 
started the business, 
investors. 

Indicates the amount of money to be repaid to the investor 
as priority. Only after this distribution the rest is distributed 
pro rata to all shareholders.



TERM SHEET 2/2
NDA

An ESOP is an employee benefit plan 
that enables employees to own part or 
all of the company they work for.

EMPLOYEE STOCK
OPTIONS (OPTION POLL)

NDA

Non-leaving period applicable for 
founders and key employees.

COMMITMENT PERIOD NDA

The lock-in period apply to founders 
during which they have no right to sell 
their shares.

LOCK-IN PERIOD

NDA
Using for founders to be committed to a company for several years. 
Under a typical vesting schedule, the shares vest in monthly or quarterly 
increments over four years; if the Founder leaves the company before 
the shares are fully vested, the company has the right to buy back the 
unvested shares at the lower of cost or the then fair market value.

FOUNDERS VESTING PARTICIPATION RIGHTS
The right of existing investors to 
participate in future rounds of financing. 

BOARD AND 
INFORMATION RIGHTS
Will you be on the board? Observer or 
voter? What weight? Veto power? 
What kind of information will you be 
able to access?

NDA
List of decisions where investors majority votes are needed.

RESERVED MATTERS DOWN ROUND PROTECTION
Also known as anti-dilution protection, it is a clause in investment agreements that protects early 
investors from the negative effects of a subsequent funding round that values the company at a 
lower price per share.



CAPITALIZATION TABLE
Early-stage equity financings will often, but not 
always, include a detailed chart or table laying 

out all of the ownership positions of the 
different stockholders of the company including 
common stockholders, preferred stockholders, 

and option holders. 

The capitalization table may either document 
the various positions before the close of the new 
round, after the close, or preferably both in one 

document.



SHAREHOLDER 
AGREEMENT

A document that sets out the rules and 
processes which apply to the shareholders of 

a company.

It typically includes provisions on capital 
structure, ownership and voting rights, rules 

relating to shares, profit distribution, 
corporate governance, etc.



MINORITY SHAREHOLDER 
PROTECTIONS 

The right of shareholders to veto 

decisions. It's also required for a 

decision to be taken, which is why one 

hundred per cent of the votes are 

needed for certain decisions.

APPOINTMENT, REMOVAL 
RIGHTS

These concern the rights of 
the shareholders to appoint 
or remove specific 
management members.

TRANSFER 
RESTRICTIONS

These provisions concern if 
and how a shareholder 
can transfer the shares Ṿ 
only by the way of sale ( no 
donation, capital increase, 
etc.)

PERMITTED TRANSFER

Transfer which does not 
result in a change of control 
of an entity.

TAG ALONG RIGHTS
Contractual obligations used to 
protect a minority shareholder. 
If a majority shareholder sells his 
stake, it gives the minority 
shareholder the right to join the 
transaction and sell their 
minority stake in the company.

NDA

These provisions are 
assurances that a 
shareholder will vote 
with shares in accordance 
with certain restrictions.

VOTING PROVISIONS

SHAREHOLDER AGREEMENT

DRAG ALONG RIGHTS
Allow the majority shareholder to 
'drag' the remaining minority 
shareholders with them and 
require them to sell their shares to 
the potential buyer at the same 
price, in order to allow the buyer 
to purchase the entire company.

CREATION OF ESOP

An employee benefit plan 
that enables employees to 
own part or all of the 
company they work for. It is 
a several possibilities for 
constructing ESOPs.



• Rules for the management

• Shareholder meetings and decision making processes

• Information rights

• Transfer of shares rules and procedures

Official company document which must be registered in the Legal 
Entities Register, and which is publicly available. AoA  must be 
prepared according to the agreed conditions in the SHA, but at the 
same time shall not include all conditions.

ARTICLES OF ASSOCIATION



REMEMBER



Develop patience for 
investment 
challenges

Make informed 
investment decisions

Build relationships 
and collaborate



THANK 
YOU!
Feel free to contact me and 
I will help you out!

E!u¸! ñM¸!æMEuZ¸Z

daina@foconsulting.com

www.foconsulting.com
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