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SETsquared
Spin-out Agreements and Process	Comment by James Wagstaff: Intro? Describe what mean by necessary steps from when to where..?

Definitions

	Defined Term

	Meaning

	Company 

	The spin-out company  

	Director
	Any director of the Company


	Founders 

	Individuals and any parties other than the University taking founding equity in the Company. Founders comprise Participating Founders who will take an active role for the Company (e.g. employee, consultant, advisor, director) and any Non-Participating Founders who will not be involved with the Company.	Comment by Rosalind Darby: At Bristol we make this distinction as it: encourages teams to decide who will/won’t be involved with the company; agree a fair equity split; seek appropriate internal permissions. It can be removed if not useful for others

	Researchers 

	University staff or students who have made a material contribution to the creation and development of the IP (as inventors, authors or other contribution) to be licensed to the Company 	Comment by Khuphe, Mike: Might there be a case where some researchers with inventive contributions are not affiliated with the University - introduces whole other considerations & due dil requirements? 	Comment by Rosalind Darby: Yes, that's covered in the 3rd party elements	Comment by Rosalind Darby: but might need a bit more development


	TTO
	Technology transfer officers, or similar as the case may be

	University
	The founding University of the Company





Timing

Important note: Timing of the steps in the transaction is very important to minimise the risk of tax issues and to ensure that the appropriate agreements are in place at each step of the transaction. 


Step 1 – Pre-incorporation steps for prospective Spin-Out Companies

	
	Pre-incorporation steps

	No	Comment by David Woolley: Can we get this row to repeat automatically at top of every page?
	Step
	Notes
	Responsibility/Signatories
	Template
	Completed?	Comment by Williams, Jim: Need to appreciate that if  elements of this document become a  Checklist for the TTO , it may become part of their auidit trail. At Exeter we have been conscious to only include things in our checklist that we have more or less direct control over vs things that will be founder / company reposibility. It maybe that this provides the overall view and then indicudual Universities use it to create their own internal , auditable check lists to cover their TTO's reposibilities? 

	
	IP due diligence

	This is to assess the sources and terms of funding for the research and the individual Researchers that led to the creation and development of the IP and to determine whether there are any possible third party claims to the IP.
	TTO
Refer to Impact IP IP due diligence process and checklist
	Impact IP IP due diligence checklist 
	

	
	IP contributions
	This is to list the inventors (as appropriate) and other significant contributors to the creation of IP to be licensed and for those Researchers to agree their percentage contributions.
The percentage contributions will:
(i) determine the distribution of the Researchers’ share of licence fees and royalties in accordance with the University’s IP or related policy(ies); and
(ii) inform discussion of (but not determine) the equity split between Founders.
	Researchers 
	Invention Information Form (tbc - new Impact IP disclosure form?)
	

	
	IP assignment	Comment by Rosalind Darby [2]: Or we could decide that this is covered by the new Impact IP dd process referenced in 1.1

	Researchers must sign an assignment in favour of the University. 
	University 
All Researchers (this can be individual assignments or a joint assignment.)
	Staff Confirmatory Assignment [Impact IP template in progress]
Student Assignment
	

	
	Funder or other 3rd party negotiation (if required)
	TTO to discuss and reach agreements, as needed, with any funders or other third parties that have a claim on the IP or rights to a revenue share and where consents and/or commercialisation terms must be agreed.
	TTO
Any revenue share agreements must be signed by the University’s authorised signatory
	
	

	
	Business plan including financial plan
	This is to ensure there is a viable plan for a sustainable business that can develop and commercialise the technology. The business plan must include a financial plan detailing the funding needs of the Company and financial projections for the first 2-3 years.
	Researchers to submit plan to TTO	Comment by Rosalind Darby: We will, of course, be helping to get the plan together. But ultimately, however it is achieved, the checklist item is that we have received a plan to show there is a viable business
	No prescribed template, but guidance and examples can be provided
[Proposed Impact IP business case checklist]
	

	
	University space and equipment
	This is to identify any University space or equipment that the Company may want to use and to open discussion with the relevant University managers on access and charging for such use.	Comment by Rosalind Darby: The details are likely to be different for each uni
	Researchers to discuss with relevant University Managers
	
	

	
	Confirm list of Founders, their proposed relationship with the Company and anticipated time commitment on Company business
	All Researchers are expected to receive founding equity in the Company. [Note: in exceptional cases, the University may take additional founding equity (typically max. 5% in total) to ‘hold shares’ on behalf of Researchers who will not participate in the Company in any capacity and who elect not to receive founding equity]	Comment by Rosalind Darby: This is an approach we are taking at Bristol (similar at Imperial). This could be something to discuss, i.e. do we adopt the same or different approaches across SSQ?	Comment by Khuphe, Mike: This is sensible:
We do likewise - where one or more originators/inventors elect not to receive a personal shareholding in a spin-out company but to benefit under the University’s revenue sharing policy instead, the University of Exeter reserves the right to revise the percentage equity it expects to take in order to ensure all originators are fairly compensated in line with their respective contribution to creation of the IP. 
In addition to the Researchers, the Founders may include other University staff or students or external individuals who will have an executive or non-executive role in the company.	Comment by Rosalind Darby: Exeter checklist includes dd on external founders
Identification of the relationship that Founders will have with the Company and the proposed time commitment on Company business will inform any necessary University permissions and contractual requirements with the Company.
	Researchers to provide TTO with:
· List of Participating Founders, comprising:
· participating Researchers
· other University staff or students
· externals
· Role of each Participating Founder (director, consultant, F/T employee, P/T employee) and proposed time commitment
· List of Non-participating Founders, comprising:
· Non-participating Researchers
· List of Researchers not participating in the Company with shares to be held by the University
	Tbc – uni specific?
	

	
	University permissions for staff involvement in a spin out company
	All Researchers and any other University staff who will be a shareholder, director, consultant, or part-time employee of the Company must obtain permissions in accordance with the University’s Conflicts of Interest and/or other relevant policies 
	All University Founders 
	Uni specific
	

	
	Researcher shareholder waivers
	Researchers taking founding equity in the Company waive any right to benefit from any returns the University receives in respect of equity held by the University.	Comment by Rosalind Darby: This is the position we are taking at Bristol. Is everyone else doing the same?	Comment by Khuphe, Mike: Our IP Policy is clear on this, that an inventor that has already received share(s) themself in such spin-out company in lieu of a revenue share will not benefit from the University revenue sharing scheme…….	Comment by Rosalind Darby: Ok, so each uni will need to adapt this section to reflect their own practice	Comment by David Woolley: Have added alternative - at Southampton we want equity reward to apply for all individuals concerned, even if not going forward with business; they also waive rights to royalty fee returns
Either 
[Note: Researchers will still benefit from any licence fees and royalties received by the University in accordance with the Revenue Sharing Policy]
OR
[Note: At certain institutions, Researchers also waive rights to a share from any licence fees and royalties received by the University ]	Comment by Rosalind Darby: This is the position we are taking at Bristol. Is everyone else doing the same?	Comment by Khuphe, Mike: Our IP Policy is clear on this, that an inventor that has already received share(s) themself in such spin-out company in lieu of a revenue share will not benefit from the University revenue sharing scheme…….	Comment by Rosalind Darby: Ok, so each uni will need to adapt this section to reflect their own practice
	All Researchers taking founding equity to sign the relevant waiver agreement for their institution.
	Uni specific

	

	
	Founding share capital table
	All Researchers and any other Founders to agree how the non-University pre-money equity will be split between them and including any allocation for a share option pool. The split should account for rewarding past contributions and incentivising those who will participate in the company going forwards, with the large majority of the shareholding to incentivise future participation.	Comment by Rosalind Darby: This is now Bristol policy; i.e. founding equity for any external mgt and for any option pool dilutes the founder equity and not the Uni equity. Are others taking the same approach?	Comment by Rosalind Darby [2]: Others may need to adapt wording to reflect their own spin out policy if different
Any equity due to 3rd parties, such as funders or joint IP owners (as agreed in Step 1.3), to be accounted for in the cap table.	Comment by Rosalind Darby: For Bristol, equity for other 3rd parties (funders, joint IP owners) will typically dilute founders and uni. But may be case by case solutions
	All Researchers and all other Founders to agree equity split


If external 3rd party allocation to be accounted for in cap table, then, doesn’t the TTO have to inform Researcher/ Founder group of the (3rd party) revenue sharing impact to complete the cap table?	Comment by David Woolley: If implied that cap table information is outcome of this step (not just Founders- (other) Researchers split) - then I think it's not just Researchers and Founders who sign off the Cap Table as described in previous column
	No template - only simple table or list required
	

	
	Draft IP Licence Heads of Terms
	TTO to initiate discussion of IP licence terms with Founders and draft the Licence Heads of Terms.
	TTO and Founders to discuss terms
TTO to draft Licence HoT
	Licence HoT [Impact IP in progress]
	

	
	Draft Company Term Sheet
	TTO to initiate discussion of terms for pre-investment Shareholders Agreement and Articles with Founders and draft the  Company Term Sheet.	Comment by David Woolley: This implies that spinout initial completion is pre any external investment - which isn't representative of other documentation, eg. Playbook HOTs - Spinout with Investment (I think this checklist could potentially be misleading looking at other documentation
	TTO and Founders to discuss terms
TTO to draft Term Sheet
	Company Term Sheet [Impact IP in progress]
	

	
	Completion of University Spin-Out Company approval 

	DETAILS OF  APPROVAL PROCESS SPECIFIC TO EACH UNI
	
	
	

	
	Advise Founders to take legal advice

	The following steps and stages require the founders and, post-incorporation, the Company, to agree to legally binding terms. Founders are strongly advised to take legal advice.
The University shall not be responsible for the cost of legal advice. 
[Note: In practice it may be that lawyers are comfortable to give initial advice (pre-incorporation) and then set up the Company so that the Company (not the Founders) are their client.]
	TTO to provide Founders with contact details of law firms who are familiar with spin out transactions and the University’s templates and can advise the Founders

	
	

	
	Execution of IP Licence Heads of Terms
	Fully signed Licence Heads of Terms can attract investors and is a requirement for applications to the IUK ICure Follow-on grant.
	TTO and Founders to agree terms
All Founders and Head of Commercialisation to sign
	Licence Heads of Terms [Impact IP in progress]
	

	
	Agree Company Term Sheet

	This document sets out the key terms of the Company and the Company documents which will be put in place at Stages 2 and 3.
	TTO and Founders to agree terms
All Founders and Head of TT team to sign	Comment by Rosalind Darby: Does that work for everyone? This is non-legally binding HoT.
	Company Term Sheet [Impact IP in progress]
	

	
	Directors’ duties training	Comment by Rosalind Darby: We want all prospective directors to have some training on role and responsibilities. Do we adopt this as an approach across SSQ and do we want a shared set of training materials?
	Online directors’ duties training materials sent to relevant Researchers.
	RCM
Researchers intending to act as a director must complete
All other Founders are recommended to complete
	
	





Step 2 – Incorporation of spin-out company

	
	Incorporation of spin-out company

	No
	Document / Step
	Notes
	Responsibility/Signatories
	Template
	Completed?

	
	Purchase web domain(s)
	Secure relevant web domain(s) for the Company prior to any Companies House filing
	Founders
	
	

	
	Incorporate company, issue initial share capital and appoint first director/s

	Legal advice should be taken on incorporation to minimise any potential tax or other issues and further work later in the process (such as further issues of shares, sub-division of shares etc).  
We recommend a nominal value of shares of no more than £0.001, shares issued to Founders, template Articles adopted (these are based on standard Model Articles but with amended conflict of interest provisions to allow Directors to vote on matters in which they have a conflict – for example by virtue of their role with the University).  Note that an initial Director(s) will need to be appointed but there is no legal requirement for a Company secretary.  
Shares will need to be paid for at no less than the nominal value (hence the suggestion for a low nominal value above).
Note that the University does not receive shares at this point.
See guidance notes for further details on:
· SEIS/EIS
· Employment related securities – note that each shareholder (other than the University) should enter into a s.431 election.
· Researchers' relief
Note that once the Spin-Out Company is incorporated the directors will need to ensure that CS01 forms (annual return forms) are filed at Companies House annually and any other filings are made.
Each person who is being appointed as a director will need to confirm that they have completed the directors' duties training.
	TTO to provide list of recommended legal firms
Founders to appoint legal firm of their choice to act for the Company
	Template [TBC] - Incorporation detail form, Articles and with S.431 ITEPA election attached
[Note: This will include an acknowledgement from each person who is being appointed as a director that they have completed the directors' duties training]	Comment by Rosalind Darby: See earlier comment above
	

	
	Register for Companies House Webfiling 

	This simplifies Companies House filings.
	Any Director
	-
	

	
	S.431 ITEPA elections

	Each person acquiring shares in connection with their employment or office (present, past or future) (whether with the University or the Company or otherwise) to enter into a s.431 election within 14 days of the share issue. 	Comment by David Woolley: do we actually want to make this as a directive as language suggests - Is it not better to include "recommendation is .... .. " 
	Initial subscribers
Company (acting by any Director)
Recommendation that Finance/ Head of Payroll also signs for (Employer) University and retains copy with pay records for each individual.
	-
	

	
	Payment of subscription monies for incorporation shares

	Subscription monies for the shares issued on incorporation to be paid into Company bank account once open, prior to which monies may be held by the relevant subscriber on trust for the Company (given the low nominal value of the shares, this should be a relatively small sum).
	Initial subscribers for shares

	-
	

	
	Update statutory registers

	Update register of members and register of allotments for shares issued on incorporation.  
Update register of directors and officers to show the initial directors / any Company secretary.
Consider whether any entries are required to be added to the register of persons of significant control (generally holders of over 25% shares) and update accordingly.
[Note: this is an essential step, required in order to record definitive legal title to shares].  	Comment by Andrew Wilson: i think it's a legal requirement so could mention and underline this point too
	Any Director
	
	

	
	Share certificates

	Share certificates for shares issued on incorporation.
	Any Director (in the presence of a witness)
	
	

	
	Open bank account

	Commence this process as early as possible (to allow sufficient time for bank due diligence).  Note bank anti-money laundering  requirements will take time (and are likely to require ID details of all current directors and material shareholders).
	Directors 
	-
	

	
	Initial Board Minutes
	To note initial directors and any other relevant matters.
	
	
	



Important Note:  To the extent that the Company needs to issue further shares after this initial incorporation stage, note that there could be negative tax implications if such shares are issued after any value is received by the Company – i.e. IUK grants / ICure, loans, intellectual property etc.  As such, if the shareholdings need to be changed after this initial incorporation stage, you should seek legal advice.  See guidance notes for further information.

Step 3 –  Post incorporation / pre-Licence Transactions

	
	Post incorporation / pre-Licence Transactions

	No
	Document / Step
	Notes
	Responsibility/Signatories
	Template
	Completed?

	
	Additional founder shares or a share split before completion 
	This may be effected if the correct numbers/nominal values of shares are not put in place on incorporation.  If required, the Company should take legal advice (to avoid potential negative tax implications – see note above).
	
	
	

	
	[Founder convertible loan / subscription agreements etc for initial funding (if required)]	Comment by Rosalind Darby: Exeter checklist includes Minimum Spin-out set up funding secured (needed for insurance and independent professional legal and financial advice)	Comment by Khuphe, Mike: Founders can apply to the University IP Commercialisation fund for a start-up grant (up to £10k) to cover eligible incorporation and start-up costs - they would normally clarify their intentions to do so or not as part of the spinout heads of terms…... 
	If required, the Company should take legal advice.
	
	
	

	
	Grants 
	Pre-spin-out grant funding may be available. Note also may be applicable at steps 4 or 5. 
See also note regarding tax at the end of step 2. 
	
	
	

	
	University funding 
	
	
	
	




Step 4 – Spin-Out Transaction Documents [with additional documents/steps where an external investment is being received]

Important Note: Completion will only take place once all documents referred to below have been signed.  Ideally all documents will be "in agreed form" and circulated for signature at the same time.   

	
	Spin-Out Transaction Documents

	No
	Document / Step
	Notes
	Responsibility/Signatories
	Template
	Completed?

	
	IP Licence

	Technology licence from the University to the Company.
	University 	Comment by David Woolley: are we going to cover scheme of delegated authority- for Founders and some TTO staff, knowing who is signing what can be somewhat less than clear
Company (acting by a Director)	Comment by David Woolley: Can this be someone who also wears (conflicted) hat as University employee? - or must it be a director who isn;t conflicted? A lot of the document prior to this point covers pre-investment spin-out where IP Licence is major component.
	Spin out IP Licence [Impact IP template in progress]
	

	
	University Share application letter
	Share application letter setting out the University's subscription for shares. Subscription monies for the shares to be paid into Company bank account	Comment by Rosalind Darby: 4.2 is optional. At Bristol, we will subscribe for our shares at the nominal value rather than include the shares as part of the consideration for the IP licence. There is no preference from our UoB Finance folk, but this approach keeps licence income (which we will distribute to inventors etc) separate from share sale income (which we won’t distribute)	Comment by James Hamilton: Bath currently reviewing this process and may differ as may other Institute's 
	University
	Template [TBC] – Share Application Letter
	

	
	Business Plan / Budget

	This may be an updated version of the business and financial plan at Step 1.5 above.
	Company to prepare
	-
	

	
	Shareholders' Agreement

	Regulates the relationship of shareholders (including the University and Founders [and investor/s]) with each other and certain aspects of the Company's affairs and dealings.

	All shareholders
Company (acting by a Director)
[Investor/s]
	Template [TBC] – Shareholders' Agreement
	

	
	[Subscription Agreement] 
	[Records the terms of the investor/s investments into the Company.]
	[Company (acting by a Director)]
[Investor/s]
	[Template [TBC] – Subscription Agreement]
	

	
	Articles of Association

	The Company's constitution – setting out the rights attaching to the shares, including, in particular, Good/Bad Leaver provisions. 
	Signing is N/A – but a major part of completion Board meeting is Articles being adopted (passing of the Written Shareholders Resolutions at 3.8 below)
	Template [TBC] – Articles
	

	
	Minute of Board meeting

	Approval of transaction documents (Licence, Shareholders' Agreement, [Subscription Agreement,] Articles of Association). 
Allotment and issue of shares to University.
Appointment of new Directors (including the University director or observer as appropriate).
	Company to prepare 
Chair of the Board (NB quorate board meeting must be held)

	-
	

	[bookmark: _Ref148106887]
	Written Shareholders Resolutions

	The written shareholders resolutions cover:
· Authority of directors to allot shares (if required)
· Pre-emption waivers (if required)
· Adoption of the new Articles
	Company to prepare 
Holders of at least 75% of the shares in the Company 
	-
	

	
	Share certificate
	Share certificate to University [and investor/s].
	Company to prepare 
Any Director (in the presence of a witness)
	-
	

	
	Director consent to act
	Any new directors must sign a consent to act (this includes the information which will be needed to file their appointments at Companies House).
	Company to prepare 
New Directors (including any University director [and investor director/s])
	-
	

	
	NED appointment letters
	If required.
	Company to prepare 
Company
Non-executive directors
	-
	

	
	Employment / Service Agreements
	Important Note: You should take legal advice if you are taking on employees.  If the Company is taking on employees (which will require it to have funding to pay such employees) such employees should enter into employment / service agreements.  Note that consent will be required for University staff as per the Outside Work Policy.
	Company to prepare 
Company
Any employees of the Company 
	-
	

	
	Consultancy agreement
	Important Note: You should take legal advice if you are taking on consultants.  Any Researchers or others providing consultancy services to the Company to enter into consultancy agreements. Note that consent will be required for University staff as per relevant University policies
	Company to prepare 
Company
Any consultants of the Company
	-
	

	
	Confirmatory IP Assignments
	These will be required for those who have created intellectual property (including know-how) for the Company which does not flow through the Licence.
	Company to prepare 
Company
Those who have created intellectual property which does not flow through the Licence
	-
	

	
	Insurance
	Company to take out appropriate insurance including D&O insurance. 
	Company
	-
	

	
	Use of University facilities, space, equipment (if applicable)
	[See separate guidelines.] Uni specific
	
	-
	

	
	Update statutory registers
	Update the register of members and register of allotments to show the share issue to the University [and investor/s]. 
Consider whether any changes are required to the register of persons of significant control and update accordingly.
Update the register of directors and directors residential addresses if new directors are appointed.
	Company
	-
	

	
	Companies House filings (either via Webfiling, Inform Direct or hard copy)
	Filing copy of the Written Special Resolution (within 14 days of passing).
New Articles (within 14 days of passing of Written Shareholders Resolution).
Form SH01 - recording new share capital issues.
Form AP01/AP02 – details of new directors.
[PSC forms depending on whether there are any changes to the PSCs.]
	Company
	-
	





Step 5 – Post Spin-Out Activities

Post completion the Company should take legal advice on implementing standard agreements, including without limitation the following documents:

· Share incentive scheme(s)
· Employment / consultancy agreements
· Commercial agreements
· Non-disclosure agreements
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