FOUNDATIONSORSTARTURSJCCESS
October 29, 2018

Geetha Rao Sant

© 2018Geetha Rao Sant
All materials in this presentation are copyrighted and cannot be used without permission of the authoasxzamitted under the SQ1
Speaker Permission and Release



FOUNDATIONFORSTARTURSJCCESS




FOUNDATIONFORSTARTURSJCCESS
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Formation

PersonaLiability

Administrative
requirements

Management

Term

Taxation

Ownership
restrictions

Tax Forms

FORPROFITENTITIES

None
Unlimited

Few

Full control

Terminates at cessation o
business or death of
proprietor

Proprietortaxed

No

1040

File with state with fee

Shareholders not typically
liable

Election of board, officers,
annualmeeting, annual
reports

Shareholders elect directors,

directorsappoint officers &

oversee business activities

Perpetual

Corporationpays taxes on
income

Shareholders pay taxes on
dividends

No

1120

File with state with fee

Shareholders not
typically liable

Election of board,
officers, annuaineeting,
annual reports

Shareholders elect
directors, directors
appoint officers &
oversee business
activities

Perpetual

Corporateincome passed
through to

shareholders no
corporate tax,
shareholder tax only

Subjectto IRS guidelines

1120S
K-1 to shareholders

File with state with fee

Members not typically
liable

Few

Flexiblemembers
determine structure

Perpetual

Entityincome passed
through to members no
entity tax, member tax
only

Subject to Operating
Agreement

Singlemember LLE
1040-Schedule C
Multimember LLE065,
K-1 to members



ENTITYSELECTIONONSIDERATIONS

LLC over S Corp LLC over C Corp

Fewer limitations on types of
owners

Payment of salary not required for
working owners

A
A
A Fewer administrative requirements
A Multiple classes of ownership
Caveat: Selemployment tax

A Single taxation

A Flexibility

A Simpler management

A Fewer administrative requirements

| Why form an entity
Conversion at all?
A Statutory Conversion Ability to act as group
Predetermine equity and
A Statutory Merger | it quity
A Nonstatutory Conversion A

Protection from individual
liability

To o



THELLC

State law entity

I Protection from personalliability

I Ability for group of peopleto act as

one
I Separate from individuals

Types

Single Member
Multi-member, single class
Multi-member, multiclass
Series

*Consider equity structure*

Formation Documents
I Articles of Organization
I Operating Agreement

I Federal tax identification number
(EIN)

Formalltles

Separate bank account
Accurate books and records
Treatment of capital

Prevent commingling between entity
and individual(s)
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JTAXATION

Flow Through Taxation/Single Taxation

Single member LkQreated as a sole
proprietorship

Multimember LLC treated as a partnership
Electionto be taxed as a &rporation

CaveatlLLOnembers pay self employment tax;
S corpshareholders do not




CAPITALIZATION

A Adequate initial capitalization

A Additionalcapital contributions

AaSYOSNERQ |oAf AGER
to and from LLC

A Additional Members

A Current and Future Valuation

A Dilution



DISTRIBUTIONS

A Timing

A Source of Funds

A Amount

A Class A vs. Class B

A Withdrawal of Members

I Voluntary vs involuntary
I Valuation



FUNDING
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FUNDING

Traditional Sources of
Funding

Modern Sources of
Funding

A Informald F NA Sy R a As/enfurle Tapifalg\éC)

financing
A Sale of equity
I Common stock

I Preferred stock
I Convertible preferred

A Sale of debt

A Banks, savings & loans
associations

A Investment bankers

funds

A Small Business
Investment Companies
(SBICs)

A Small Business
Innovation Research
Grants (SBIRS)

A Microlending
A Asset Licensing
A Crowdfunding



THEJOBS AT

Regulatory reform aimed at growing and incentivizing

small business capital formation.

Tilera2NB 2LISY d0Said 0KS
between emerging growth companies (EGCs) and
gualified institutional buyers (QIBs

Title It Loosening of Securities Registration
Requirements

Title lIlt Crowdfunding

INDIEGOGO. | eX 2\ peerbackers 7
] ROCKETHURB
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HNANCE-NITIALDOCUMENTS

A Operating Agreement

A Equity Structure
A Capitalization
A Distribution

A Form 2553 Tax Election (if desired)
A Form 8832 for larger entities



HNANCE—SUBSCRIPTIONOCUMENTS

A Confidentiality
Agreement

A TermSheet

A Securities Lawisclosures

Risk Factors

I
I Investor Questionnaire
.

|
|

Business Plan

' Projections
" Sources antl/ses

A Subscrlptlon Package

Instructions for
Completion

Whereto Send Funds

Who to Contact for More
Information

I Subscription Agreement

Rights and Obligations
Exhibits



HNANCE—LENDERDOCUMENTS

A Loan Agreement
I Basic Terms

A Promissory Note
I Promise taPay

A Security
I Personal Guaranty
I Uniform Commercial Code Lien (UCC Lien)
I RealEstateCollateral
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INTERNAPERSONNEL

Membersg/Shareholders
A Who is involved?

A What are they doing?

Directors A Are the right people doing
Committees the right things?
Officers A Who oversees whom?
A Do we need contractual
arrangements?

Managers/Administration
Employees/Staff
Independent Contractors



LLC MNAGEMENT

Member Managed Manager Managed

A All Members oversee activity A Elected/appointed Member
Aale 068 RSaA3Iyl [ S RvergeesdayIR-cpyagtlily (j 3 ¢
2N Al a2FFAOSNE Member oversight of Manager

General Considerations

A MemberPercentages vs. Voting Interest
A Officers?
A Votingr Majority or Supermajority?
A Additions of new Members, Assignees or Transferees
Al YSYRYSyi(a G2 GKS [/ 2YLI yegaQa ! N

Agreement
A{l ST tSIrasSz Y2NI3IlI3aST 2NJ LI SR

A Reorganization or dissolution of the Company -




EXTERNAPERSONNEL

A Customers/Clients

A Vendors/Providers

A Advisors

A Independent Contractc
A Employee Do you need contracts to cover:

NDA
Early, Often, Always

21



INDEPENDENIONTRACTOBRBEVIPLOYEE
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Factor

Employee if:

Independent Contractoif:

Control

Businesgontrols means , manner and location of wor

k Workercontrols details of work

Typeof Business

Workeris engaged in occupation not distinct from
business

WorkelQa 2 00dzLd A2y A& RA&GAY

Supervision

Business supervises work

Workerworks without supervision

SkillLevel

Skill level commensurate with business needs

Skillis specialized, unique or requires special training

Tools & Materials

Businesprovides tools, facility

Worker provides tools and works off site

Continuing relationship

Worker workgor extended, continuous time period

Worker works orspecified project for a limited amount of
time

Method of Payment

Paidregularly as determined by business standard

Paid by the project

Integration WorkA & LI NI 2F SYLX 2 @& SNDa| Wodkeis hinfgSefetporary, outside regular business

Intent Workerand business intend to be employeenployer | Worker andbusiness do not intend to be employeenployer

Risk Worker does not incur loss or profit independently of| Worker can incur loss or profitom the work performed
business

Dependence Workeris economically dependent on business Worker has other sources of income

Investment Workerhas no investment in tools or facilities separateWorker has own toolsr works off site

from employer

Other employment

Worker provides servicamly to business

Worker provideservices to others in the marketplace




FQUITYIN LEUOFCASHCOONSIDERATIONS

A Type
I Outright ownership interest
I Convertible security
I Stock option
I Restricted Stock

A Amount and Value
A Voting Rights

A Vesting
I Immediate
I Passage of time
I Occurrence of event or achievement of target



To

Do o Io Do »

PERSONNEEDOCUMENTS

Operating Agreement A Confidentiality Agreement
I Member/Manager Managed

i Equity in lieu of cash rights T Definitionof Confidential

Information
Independent Contractor i Use of Confidential Information
Agreement i Purposes

A Investor (Use = investment
Employment Agreement Consideration)

A Employee (Use = Performing
job)

A Independent Contractor
(Use = Performing task)

A General Contracting (Use =

Equity in lieu of cash agreement

Ownership of IP

Noncompete Providing services)
Nonsolicitation A Exit (Use = Evaluating
i Customers potential transaction)

I Employees

Master Services Agreement
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OPERATIONS

What do we need to succe&t

How do we
manage risk? How do we
transact
How do we business?

protect our
assets



RSKMANAGEMENT
A Assess Risk

A Activities

A Tort liability
| Physical risks

A Business Risks
| Contract compliance
I Business interruption

Low Risk of High Risk of
OccurrenceHigh  OccurrenceHigh
Cost if Occurs Cost if Occurs

A Analyze and Evaluaiisk

A Identify RisKTriggers 52%‘53'
N /!

A Mitigate Risk Triggers
) I PEST

A Train Employees
A Monitor External personnel _ ANALYSIS

¥ s
A CreatePlan Technological Social
analysis analysis

A Monitor and Review Regularly




INSURANCE

A Commercial General Liability
A Contractual Liability Rider

A Property Insurance

A D & O Insurance
A22NJISNBQ /2YLISyaldaAazy
A Vehicles, equipment, materials

A Industry Specific

CAVEATNoninsurable bad acts



INTELLECTUAIRROPERTY

Tangible property that arises out of mental labor and human intelle

encompassing inventions, designs, artistic works, processes, met

AlLaws define abilityo use or owrintellectual
property

ACategories of Protections
I Trademark
I Copyright
I Patent

I Trade secret
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TRADEMARK

A word, phrase, symbol and/or design which identifies or distinguishes the source of goods or ser

A Fanciful and arbitrary marks

I Adidas Strong
I Starbucks
@E™MR@™E® |A Suggestive Marks

I Glancea-Day

I Chicken of the Sea
A Descriptive Marks

T  Oat Nut Bran Cereal

i Designer Shoe Warehouse v
A Generic Marks Weak
I Aspirin

T Cola
30



COPYRIGHT

General rule: Originalcreative works of authorship fixed in a tangible mediafexpression i

owned by authorcreator
A Can be licensed to others
A Can be assigned to others
A Works Made For Hire

I awork prepared by an employee within the scope of his
or heremployment

I awork specially ordered or commissioned for @seone
of 9 categories

A Common law right
A Use of ©

A Registration

I Apply to CopyrighOffice/Library of Congress
I Term= life+70years, 120 years
i Cost=$45
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PATENT

AnyLISNE2Y 6K2 aAy@Syida 2Nl RAaO2OSNA I ye

composition of matter, or any new and useful improveméank S NiBag btain gpatent

A Grants right to inventor
A Provides notice to others

A Inhibits others rights to create,
market, or sell product

A Published and public to incent
Innovation

A Grant of monopoly to inventor
A Utility, Design or Plant

32



TRADESECRET

A Includes i.e. formula, plan, process,
programs, methods, tools

A Generally not patented to avoided
termination of 20/15 year
monopoly

A Liability for theft only if owner
proves valuable commercial
Interest and acquisition by
Improper means

33



OPERATIONAEDOCUMENTS

A Risk Management Plan A AssetPurchase
Agreement

A Insurance i Separate Company
purchases the Assetsly

I No Successor Liability

A IP Registration/Protection i Contracts Assigned

A IP Licensing A Stockinterest Purchase
Agreement
A Property Lease/Purchase i Person or Entity Purchases
equity

I Successor Liability
I No Assignment Necessary



PERTINENDOCUMENTSUMMARY

Formation

wArticles of

Organization
wOperating Agreement
wFederal tax

identification number
(=)

Financial

wOperating Agreement
wForm 2553 or 8832

wSubscription
Documents

wLoan Agreements

Personnel

wOperating Agreement
wlC Agreement

wEmMployment
Agreement

wEquity in lieu of cash
agreement
wOwnership of IP
wNoncompete
wNonsolicitation

wMaster Services
Agreement

wConfidentiality

Operational

wRisk Management Pla
Insurance

wIP Ownership
wIP Licensing

wProperty
Lease/Purchase




HNAL THOUGHTS.

A Use the entrepreneurial ecosystem as a resource
A Benimble, flexible and willing tpivot

A Startwith an LLC; you can alwaysnvert

A Useindependent contractors instead of employees at first
A Use NDAsarly, often and regularly

A If you want to pay with equity in lieu of cash, use cBssuity

A Put © on everything you draw and write; may not be copyrightable buhaon

A Track of involvement and input inttevelopment productideas pusiness from the

beginning

A,2dz R2yQid KI @S (2 digirguishablpl s

A Mind your PsPeople Propertyand Paper Key Takeaways
e
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FUTURE

NOW

Questions?
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