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General Note:  This User Guide has been prepared for those investors or founders who are looking to use the START Docs to invest or raise funds in a joint stock company pursuant to the Commercial Act of Korea.  There are three versions of START Docs available – one version for investment in common shares; and two versions for investment in preferred shares with the only difference being the method liquidation preference (simple participation vs. full participation, the difference of which is described below).  Any clauses that are applicable to only one type of version of the START Docs have been separately treated at the bottom of the table below.  We have also noted in parentheses where the numbering is different between the common share version and preferred share versions.

	SUBJECT
	CLAUSE
	EXPLANATORY NOTES

	Parties and Effective Date

	Investor
	Parties and Effective Date
	· Insert the legal trade name (if the Investor is an entity) or legal name (if the Investor is an individual), address, phone number, fax number, and email address of the Investor or Investors.

	Company
	Parties and Effective Date
	· Insert the legal trade name, registered address, phone number, fax number, and email address of the Company receiving investment.

	Key Shareholders
	Parties and Effective Date
	· The term Key Shareholders, commonly referred to as Interested Party, refers to the founders or other individuals with a significant equity stake in the Company, who have rights against and obligations to the Investor(s) pursuant to this Agreement.  
· These individuals are included as parties to this Agreement because they often have a controlling stake of the Company that may affect the Company’s management and the Investor(s) is likely to be investing in the Company based on their abilities and potential.
· Insert the legal name, birthdate, address, phone number, fax number, and email address of the Key Shareholders.

	Effective Date
	Parties and Effective Date
	· This is the date on which this Agreement becomes effective and the parties are vested with the rights and encumbered with the obligations pursuant to this Agreement.
· Insert the date the parties have mutually agreed upon.

	Key Terms and Conditions

	Pre-Money Valuation
	Key Term (a)
	· Insert the mutually agreed upon pre-money valuation of the Company.

	Investment Amount
	Key Term (b)
	· Insert the Investment Amount in Korean Won (KRW).

	Number of Shares Issued
	Key Term (c)
	· This represents the number of shares already issued by the Company or any number of shares the Company is obligated to issue in the future, prior to the investment.  This is calculated on a fully-diluted basis. 
· To calculate on a fully-diluted basis means that the Number of Shares Issued equals the sum of all issued shares PLUS shares issuable upon exercise of stock options and other convertible securities LESS the shares issued to other investors in this current round of financing (if any).
· If this number was only limited to already issued shares, the Investor(s)’s equity could be diluted upon conversion of any outstanding convertible securities or stock options already issued or granted by the Company.  Thus, in order to avoid the risk of dilution, the fully-diluted basis method is used to calculate the total number of shares issued by the Company and the number of new shares to be issued to the Investor(s).

	Stock Options
	Key Term (d)
	· This represents the number of stock options that the Company may grant to their employees without the consent of the Investor(s).  Insert the number of stock options mutually agreed upon by the parties.  This is typically 10% of the total number of shares issued by the Company.
· It is important to note that the Company will have to obtain the Investor(s)’s consent in order to grant stock options exceeding this agreed upon amount.

	Number of New Shares to be Issued
	Key Term (e)
	· This represents the number of new shares of the Company the Investor(s) will acquire from the investment.  Insert the number of new shares mutually agreed upon by the parties.
· This number of shares to be issued and the price per share must be a whole number as it is not permitted to issue fractional shares.  Similarly, it is advisable to set the price per share as a whole number with 1 KRW as the smallest unit, since a share price cannot, in principle, include a fraction.  
· It so happens that the calculation of the number of shares to be issued and/or price per share may result in a fraction after taking the valuation, Investment Amount and the equity to be acquired by the Investor(s) are taken into consideration, in which case the Investment Amount should be adjusted so that both the number of shares to be issued and the price per share result in whole numbers.

	Price Per Share
	Key Term (f)
	· Insert the Price Per Share which is calculated by dividing the Pre-Money Valuation by the Number of Shares Issued.
· If the calculation of this number results in a fraction, the Price Per Share needs to be adjusted so that this number results in a whole number.

	Definitions

	Common Shares (or Preferred Shares)
	
	· This refers to the type of shares the Investor(s) intends to acquire through the investment.
· The particulars of a type of share may be determined by the parties as long as they fall within the permitted parameters as provided by the Commercial Act of Korea.  (1) The particulars of the Common Shares are determined pursuant to the Commercial Act of Korea and (2) the particulars of the Preferred Shares are specified on Exhibit 1 at the bottom of this table.

	Payment
	
	· This refers to the act of the Investor(s) remitting the Investment Amount to the Company’s bank account.

	Payment Date
	
	· This refers to the scheduled date of making the Payment.  Insert the date mutually agreed upon by the parties.
· The Payment Date may be amended by mutual agreement between the parties even after this Agreement has been duly executed.

	Closing Date
	
	· This refers to the date on which Payment occurs and will typically fall on the same date as the Payment Date if the Payment is made pursuant to this Agreement. 

	Issuance Date
	
	· This refers to the date when the new shares are issued, and under the Commercial Act of Korea, it is the date immediately following the Closing Date.

	Issuance of Shares, Etc.

	Closing Deliverables
	Article 1.1
	· This clause requires the Company to apply for the registration of the issuance of new shares on the Issuance Date.  The Company can retain an attorney or a judicial scrivener (beommusa) to handle this registration if they are unfamiliar with the process.
· Under the Commercial Act of Korea, the Company must register the investment within fourteen (14) days of receiving the Investment Amount.
· At the same time as the application for the registration, the Company must deliver to the Investor(s) either the stock certificates for the new shares or a “certificate of non-issuance” as well as update the shareholders’ registry to reflect the issuance of new shares.
· The Company must also deliver to the Investor(s) the corporate registry of the Company to provide them with the evidencing terms that allows the Company to grant stock options pursuant to this Agreement.
· In the event the Company has amended its articles of incorporation, the Company must deliver to the Investor(s) the amended articles of incorporation.

	Follow-on Funding
	Article 1.2
	· This clause specifically permits the Company to raise additional funds after the Closing Date from third parties at the same or higher valuation without obtaining consent from the Investor(s), subject to the specified timeline and maximum investment amount.

	Terms and Preconditions for Investment

	Conditions Precedent
	Article 2
	· This clause encumbers the Investor(s) with the obligation to make Payment of the Investment Amount if and only the Company satisfies certain conditions.  Such Condition Precedents are set forth to relieve the Investor(s) from their duty to make Payment of the Investment Amount even when certain material yet unforeseeable events, such as the Company being unable to obtain consent from existing shareholders or the government imposing an order of suspension on the Company’s business operations, occur that may prevent this investment from realization. 
· Unless the Condition Precedents set forth in this Agreement are satisfied, the Company and the Key Shareholders may not require the Investor(s) to remit the Investment Amount.
· If the Company and the Investor(s) have agreed on any conditions in addition to the ones in paragraphs A through D, such conditions should be added in paragraph E.  If there are no additional conditions, you may delete paragraph E. 

	Representations and Warranties
	Article 3 (or Article 4 for preferred share versions; hereinafter the same shall apply)
	· Under this clause, each of the party represents and warrants that the statements the party has made in this clause are true and accurate. 
· The Company or the Key Shareholders must promptly notify the Investor(s) if a statement made in this clause is or becomes untrue or inaccurate. 
· If it is later determined that a statement in this clause is untrue or inaccurate, the Company or the Key Shareholders may be liable to the Investor(s) for damages incurred pursuant to Article 13.1 (or Article 14.1).

	Restriction on Share Transfers

	Lock-up
	Article 4 (or Article 5)
	· This clause is intended to protect the Investor(s) who has contemplated the Key Shareholders’ participation in management in the event the Key Shareholders choose to exit the Company by arbitrarily transferring his/her shares in the Company to a third party at an inappropriate time.
· The Key Shareholders are not completely prohibited from transferring shares under this Agreement.  The Key Shareholders can still transfer his/her shares so long as the Key Shareholders ensures the Investor(s) with the Right of First Refusal and Tag-Along clauses described below.

	ROFR/Tag-Along
	Article 5 / 6 (or Article 6 / 7)
	· The Key Shareholders must first give the Investor(s) the opportunity to purchase their shares of the Company prior to any other third parties.  
· The Investor(s) may exercise their Tag-Along right by selling their shares of the Company to a third party with priority over the Key Shareholders instead of exercising their Right of First Refusal.
· If there is another shareholder other than the Investor(s) who duly exercises either the Right of First Refusal or the Tag-Along right against the Key Shareholders, the Investor(s) may exercise their Right of First Refusal or Tag-Along right in proportion to their equity in the Company. 

	Company Management

	Use of Investment Proceeds
	Article 7 (or Article 8)
	· The purpose of this clause is to prevent the Company and the Key Shareholders from misappropriating the Investment Proceeds. 
· Insert any purpose of restricted use if the parties have mutually agreed on any other than for funding operations for the Company.
· The Company may use the Investment Proceeds for other purposes or uses with the prior written consent from the Investor(s). 

	Consent Rights
	Article 8 (or Article 9)
	· This clause requires the Company to obtain the Investor(s)’s prior consent for certain management decisions.  The purpose of this clause is to protect the Investor(s) from any harm on their interest or from any matters that may materially affect the Company’s business operations.
· It is important to note that ICO or the issue and sale of cryptocurrencies are deemed matters that may materially affect the Company’s business operations and requires the Company to obtain the prior written consent from the Investor(s) pursuant to this clause. 
· Even if there are other matters not listed here, they may be required by either the applicable laws or the articles of incorporation to obtain approval from shareholders’ meeting or board of directors meeting, in which case the Investor(s) can exercise its voting rights as a shareholder of the Company.

	Reporting
	Article 9 (or Article 10)
	· This clause allows the Investor(s) to gain access to key information about the status of the Company’s operations.
· The Company must provide this relevant information by the term set forth in this clause regardless of whether the Investor(s) makes a separate request.

	General Terms

	Pre-emptive Right and Dividends
	Article 10 (or Article 11)
	· Under the Commercial Act of Korea, each shareholder has a pre-emptive right where they can participate in acquiring newly issued shares proportionate to their current equity of the Company in order to prevent dilution.  If, however, the Company decides to issue new shares to third parties and not the existing shareholders, a shareholder will be excluded from exercising its pre-emptive right. 
· This clause vests a special right to the Investor(s) to participate in the new issuance of shares even in the event it is only intended for a third party so the Investor(s) may maintain their equity in the Company.
· In the event the Company increases its number of issued shares by way of distributing stock dividends or share capital increase instead of paid-in capital increase, the Investor(s) maintains their equity by acquiring the shares without consideration in proportion to their current equity in the Company. 

	Stock Options
	Article 11 (or Article12)
	· Under the Commercial Act of Korea, joint stock companies can grant stock options up to 10% of the Company’s total number of issued shares.  If, however, the company is registered as a “venture company” as defined in the Act on Special Measure for the Promotion of Venture Businesses of Korea, the Company can grant stock options up to 50% of the Company’s total number of issued shares.
· The Company may grant a mutually agreed on number of stock options to their employees without any consent from the Investor(s) within the restrictions set forth in the above statutory regulations.
· It is important to note that there are other legal restrictions and requirements on granting of stock options, independent of obtaining the Investor(s)’s consent. For example, the articles of incorporation must expressly permit the granting of stock options and companies can only grant stock options to certain types of people who satisfy the requirements set forth in the statutory regulations.

	Resignation/Non-compete
	Article 12 (or Article 13)
	· The Investor(s) is likely to be investing in the Company with the expectation that the Key Shareholders will be managing the Company for the time being.  Thus, this clause is intended to protect the Investor(s) by prohibiting the Key Shareholders from resigning from the Company or engaging in a competing business that is harmful to the Company for a certain period of time.

	Breach of ROFR/Tag-Along
	Article 13.2 (or Article 14.2)
	· If the Key Shareholders sell his/her shares without giving the Investor(s) the opportunity to exercise their Right of First Refusal or Tag-Along rights, the Investor(s) is likely to be harmed with few remedies to cure the situation.  
· This clause is intended to discourage the Key Shareholders from committing such breaches by imposing a heavy penalty in case of any breach.

	Guarantee[footnoteRef:2] [2:  This section only applies to the START Doc versions for investment in preferred share as this Article is not in the common share version.] 

	Article 14.3
	· There are two types of liquidation events under Article 2 of Exhibit 1 – (1) a liquidation event where the Company distributes their remaining assets to shareholders and (2) a “deemed” liquidation event where the shareholders, instead of the Company, receive and distribute the assets amongst themselves.  
· In the event of a deemed liquidation event, the liquidation preference must be enforceable against the shareholders and not the Company for this clause to carry weight.  This clause specifically states that the Key Shareholders must comply with the liquidation preference so that the Investor(s) can enforce it against the Key Shareholders and not just the Company. 

	Survival
	Article 14 (or Article 15)
	· This clause forces the Investor(s) to hold a minimum of 10% of its acquired shares in order to have this Agreement remain in full force.  If not, the Company or the Key Shareholders will be put in a disproportionate disadvantage by being held obligated to carry out their contractual duties even if the Investor(s) dispose of their acquired shares whereby they equity in the Company falls far below any significant threshold.
· Nonetheless, the Tag-Along clause and the Confidentiality clause will remain in full force regardless of the Investor(s)’s remaining number of acquired shares. 
· In addition, any claims that have already arisen pursuant to any provision of this Agreement will remain in full force even if that provision terminates after the fact. 

	Confidentiality
	Article 15 (or Article 16)
	· It is important to note that all parties are bound by this confidentiality clause.

	Entire Agreement
	Article 16 (or Article 17)
	· It is important to note that due to this clause, even if the parties orally agreed on a matter in relation to the investment prior to duly executing this Agreement, if that matter has not been included in this Agreement, a party cannot assert its rights based on that matter to the other party. 

	Severability
	Article 17 (or Article 18)
	· This clause clarifies that even if a one or more provision of this Agreement is or becomes invalid, it will not affect any other provisions of this Agreement.

	Governing Law
	Article 18 (or Article 19)
	· Due to this clause, the laws of the Republic of Korea will govern any interpretation of this Agreement or any disputes arising out of this Agreement even if the Investor(s) or the Company is a foreigner or a foreign entity. 

	Terms of Preferred Shares [Exhibit 1][footnoteRef:3] [3:  This section only applies to the START Doc versions for investment in preferred shares as this Article is not in the common share version. ] 


	Voting Rights
	Section 1 of Exhibit 1
	· The Investor(s) will have the same voting rights equal to those held by common shareholders to be exercised at shareholders’ meetings in proportion to the number of the acquired preferred shares.

	Liquidation Preference
	Section 2 of Exhibit 1
	· The Investor(s) will be entitled to be paid out in preference to other common shareholders of a certain amount of the remaining assets after repaying the creditors should a liquidation event or a deemed liquidation event occur.
· The only difference between the “simple participation” version and “full participation” version of the START Docs is in this clause.  
1) In the full participation version, the Investor(s) first receives a return of its Investment Amount PLUS and declared but unpaid dividends.  Thereafter, any remaining assets are distributed amongst the shareholders (common shareholders and preferred shareholder) on a pro rata basis.  
2) In the simple participation version, the Investor(s) first receives a return of its investment PLUS declared but unpaid dividends, then the holders of common shares receive the same amount (paid out amount per share) of the remaining assets.  Thereafter, the remaining assets are distributed amongst the shareholders (common shareholders and preferred shareholders) on a pro rata basis. 
· The purpose of this section is to ensure that the Investor(s), at a minimum, recoups its investment upon a liquidation event or an exit event.  Nonetheless, it is important to note that the Investor(s) may receive less than its Investment Amount if there is a lack of distributable assets. 

	onversion
	Section 3 of Exhibit 1
	· If the Investor(s) exercises its right to convert within ten (10) years of the Issuance Date, the Preferred Shares will be converted to Common Shares in accordance to the applicable conversion ratio (the initial conversion ratio is 1:1, subject to adjustment under changing circumstances).
· If the Company issues new shares at a lower valuation after the Closing Date (excluding the issuance of new shares due to the exercise of stock options), the conversion ratio will be adjusted to the advantage of the Investor(s), and the Investor(s) will be able to avoid any risk following a down round.
· There are two common methods for adjusting the conversion ratio in the event of a down round.  One method is called “full ratchet” which means that the conversion price is fully reduced to match the price of the new shares.  The other method is called “weighted average” which means the conversion price is partially reduced to reflect the proportion of the new shares to the existing shares.  This Agreement has adopted the full ratchet method.
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