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Afik & Co. commemorates October 23, 1947, the day the Nobel Prize in Physiology or Medicine was awarded to the couple Dr. Gerty
Theresa Cori (August 15, 1896 - October 26, 1957), an American biochemist of Czech origin, and her husband Dr. Carl Ferdinand
Cori, (December 5, 1896 - October 20, 1984), a Czech-American biochemist and pharmacist, along with Argentinian physiologist Dr.
Bernardo Alberto Houssay (April 10, 1887 - September 21, 1971)
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Article: How to avoid being left out of the startup that you established/ Hilla
Rosenberg, Adv.
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An article about the importance of drafting the constitutional documents of a start-up and the founders agreement with the
assistance of an attorney with major experience in the filed, to avoid a situation where the founder finds himself outside of the
company he created or subject to tax accidents, but at the same time prevent such documents from deterring investors . The
article was written by Hilla Rosenberg, Adv. of Afik & Co. The article in English may be found at the link: https://www.afiklaw.com/articles/a294
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Signing a document on behalf of a corporation while deviating from permission will usually bind the
corporation. Read more at: http://www.afiklaw.com/updates/9764
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Without an agreement otherwise later shareholders loan do not have priority over earlier ones. Read more at:
http://www.afiklaw.com/updates/9766
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Using distress of a party to an agreement in order to achieve an unfair advantage is grounds for
rescission of the contract. Read more at: http://www.afiklaw.com/updates/9768
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When the language of an agreement is unclear one may use the preceding term sheet for
interpretation. Read more at: http:/www.afiklaw.com/updates/9770
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A travel agency is required to provide full written information on a vacation package it sells. Read more
at: http://www.afiklaw.com/updates/9772
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A purchaser of land that turns the blind eye and does not make checks before the transaction
may lose its rights. Read more at: http:/www.afiklaw.com/updates/9774
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Afik News is the biweekly legal and business Israel news bulletin published by Afik & Co. (www.afiklaw.com). Afik News is sent
every second week to an audience of thousands of subscribers worldwide and includes concise professional data on legal and
business Israeli related issues of interest to the business community in areas in which the Afik & Co. firm advises. For removal (or
joining) the mailing list please send an email to newsletter@afiklaw.com with the title “Please remove from mailing list” or “Please
add me to the mailing list.” The Afik News bulletin is copyrighted but may be freely transferred provided it is sent as a whole and
without any changes. Nothing contained in the Afik News may be treated as a legal advice. Please contact an attorney for a specific
advice with any legal issue you may have.

For previous Afik News publication see http://www.afiklaw.com
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Article: Ongoing Power of Attorney - Payments from the Hereafter or from this World /
Yair Aloni, Adv.
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An article about the importance of drafting the constitutional documents of a start-up and the founders agreement
with the assistance of an attorney with major experience in the filed, to avoid a situation where the founder finds
himself outside of the company he created or subject to tax accidents, but at the same time prevent such documents
from deterring investors . The article was written by Hilla Rosenberg, Adv. of Afik & Co (www.afiklaw.com), whose

main focus is on Australian IPOs, commercial law, labor law and litigation. The article in English may be found at the link:
http://www.afiklaw.com/articles/a294
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Signing a document on behalf of a corporation while deviating from permission will
usually bind the corporation
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A lawyer demanded a fee for legal services provided to a non-profit society under a retainer fee agreement
signed by one of the society members, along with the society’s stamp.

The Court rejected the claim against the society. An action deviating from a corporation’s objectives or
performed without permission is invalid unless ratified by the general assembly or the organ authorized to
grant permission. However, where a third party was unaware of the absence of permission and need not
have been aware thereof, the signature will be binding on the corporation. Here, pursuant to the provisions of
the articles of association the signatures of two members were necessary to bind the society and the lawyer
should have known that. Thus, the agreement is not be binding on the society, although it is possible to
personally sue the society member who signed the agreement without authority.
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Without an agreement otherwise later shareholders loan do not have priority over
earlier ones
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An investor invested funds in a company that built a commercial center through interest bearing shareholders
loans against the allocation of 12% of the company's shares, with the investment agreement stipulating that
the loans in the company would be repaid proportionally. Despite this, the investor did not receive information
about the company's operations and the later shareholders loans made by the other shareholders were repaid
but not the loans provided by the investor.




The Court held that the investment agreement was breached and that the investor is entitled to compensation
and full information about the company. The investment agreement set that loan repayments would be
proportionally and did not separate between the loan under the investment agreement and future loans. Thus,
it is not possible to prioritize repayment of loans, even if had the loans been extended a banking institution it
would have require priority in repayment. In addition, the investor is entitled to full information about the
company and not only to financial statements, both because the company was managed with minority
opression that justifies the provision of full information and because a controlling shareholder has a special
duty of trust towards the minority, especially because the control holder acted without informing the investor
about the company's profitability and financial conduct.
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Using distress of a party to an agreement in order to achieve an unfair advantage is
grounds for rescission of the contract
[17 n'21xa nvoIWN 25 ,yaw X1 TN VOWNN N1 ,19.09.2019 171 qorr 1 VoI 78am1 61343-07-17 (w"1) on]
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A person purchased an apartment and later sold it at a price lower by a third than the market value after being
unable to meet the mortgage payments and suffering from a poor emotional state, including due to drug use,
and was even admitted to a mental health institution shortly after signing the agreement.

The Court held that the sale agreement should be rescinded. Israeli law allows for the rescission of an
agreement on grounds of unconscionability where a party took advantage of a distress, mental or physical
incapacity or inexperience in order to achieve an agreement with terms unreasonably worse than customable.
Here, the seller suffered from a poor emotional state, was unable to fully understand the full terms and
meaning of the transaction and was under distress due to his financial situation. The purchaser knew of the
seller’'s poor economic state and even held an assessment showing that the apartment is being sold at less
than its real value. Thus, the agreement should be rescinded due to unconscionability.
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When the language of an agreement is unclear one may use the preceding term sheet
for interpretation
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Three entrepreneurs founded a startup company and in a term sheet agreed that their shares will be subject
to a reverse-vesting mechanism so that the company may buy back shares not yet vested at termination of
employment and that two may decide to dismiss the third. They later signed an agreement that replaced the
term sheet but was unclear on the issue of the vesting. One of the three was dismissed three months later.

The Court held that the company is entitled to buy back the entrepreneur’s shares. A contract is construed
pursuant to the intent of the parties, as may be understood from the contract and the external circumstances.
When the language of the contract is unclear, the parties’ intent can be construed from the provisions of the
contract as a whole (relating to the essence of the contract and its internal logic) and external circumstances
(such as the parties’ conduct during negotiations, conduct after signing the contract and their “contractual
history”). In this case, the agreement is unclear on whether the shares vest in full in case of dismissal in the
first six months that is not “for cause”, but the term sheet reflects the parties’ intent whereby if one of the




entrepreneurs, for any reason, ceases to work at the company, his shares will be lost.
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A travel agency is required to provide full written information on a vacation package
it sells
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A family booked an overseas vacation from a travel agency and the travel agent noted that one of the
passports was marked as invalid, but nevertheless, the vacation package was issued and upon landing in
Turkey one of the family members was not allowed in because the passport was valid for less than 6 months.

The Court held that the travel agency should compensate the family. Israeli law requires a travel agency to
pre-disclose in writing to purchasers of a vacation package full information on the services included in the
package, including any information required in order to leave Israel and enter countries included in the
vacation package, including the requirement for valid passports and the need for a visa. Here, the travel
agency's general statement that the "passport is not valid" is not sufficient and neither is the general
information published on the agency's website and therefore the travel agency was ordered to compensate
the family.
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A purchaser of land that turns the blind eye and does not make checks before the transaction
may lose its rights
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An apartment owner discovered that his rights in the apartment were recorded in the Land Registry under the
name of another, without his knowledge.

The Court accepted the claim and held that the transfer of rights in the Land Registry is to be canceled and the
rights restored to the original owners. Israeli law states that the rights of one who acquires a right to real estate
for consideration and relying on the registration in good faith, will trump over rights of a third party even if it turned
out that the registration was incorrect. The purchaser's good faith must continue until the registration of its rights
and where any doubt arises, it is the purchaser’s duty to conduct a proper review of the status of the rights before
advancing the transaction. Here, the ex-wife of the original owner sold to a third party rights granted to her in an
ex-parte judgment (the judgment was later reversed) based on a forged prenuptial agreement and the judgment
was never dully served on the original owner. The apartment was sold in a haste, immediately after recording
the rights under the seller's name, under circumstances that should constitute a "warning light" in real estate
transactions. The purchaser, despite being a real estate lawyer by profession, turned a blind eye and not only
did he refrain from conducting a proper check prior to the purchase date, despite knowing about the original
owner, but even afterwards did not take any actions that would have allowed him to cancel the transaction and
receive his money before registering its rights. Therefore, it was held that the late purchaser did not meet the
good faith requirements and the rights of the original owner trump.
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How to avoid being left out of the startup that you established/ Hilla Rosenberg, Adv. *

Steve Jobs, the brilliant mind behind Apple, who founded the company from his
parents’ garage, was removed from his position in the company in 1985. In a 2005
speech at the Stanford University, he was quoted saying: “How can you get fired from
a company you started?”” But Steve Jobs is not alone in the “club” of entrepreneurs who
were ousted from a company they started and, sometimes, proper legal drafting can
prevent this in advance.

The proper way to set the relationship between company founders and prevent future
disputes among them or jeopradizing their rights is by a “founders agreement” that
predefines the company’s operation and the parties’ rights therein, or at least articles of
association that are duly drafted to that effect. Such a document must be prepared by an
attorney with extensive business experience in order to prevent a situation where the
agreement will block future investments in the company or where the investor demands,
as a prerequisite to its investment, the cancellation of such agreement. It must also
anticipate the possibility of a shift in the balance of control in the company and a
possible dispute between the entrepreneurs. A possible scenario for a shift in control,
detrimental to the founder, may include fraud by one of the other founders, a situation
where one of the founders simply chooses to cease investing time and money in the
company or where there is a dispute between the founders, leading to one of them being
ousted from the company. Thus, for example, in a case heard at the Tel Aviv Court in
September 2019, three entrepreneurs founded a startup company and signed an
agreement by which their shares are subject to a vesting period, whereby the company
may buy back shares from any of them whose employment was terminated and any two
of them may terminate the employment of the third. Three months later, one of them
found himself out of the company and the Court validated the mechanism so that the
entrepreneur found himself out of the company he founded. Conversely, in a holding
given one month earlier, a Court cancelled a document signed by an entrepreneur in
which he waived his shares. However, the outcome could have just as easily been
different in that case too.

A founders agreement must enable proper company management and should contain
the matters that parties see as important. For example, capital distribution among the
founders may be based on monetary investment, time investment or other demand that
each founder must comply with. Drafting of the document must take into account tax
considerations, it need be drafted in a manner that does not deter future investors and,
above all, it must not, by itself, lead to disputes between the parties due to unclear
language. Therefore, it is important that the document be prepared by a lawyer
experienced in mergers and acquisitions, becasue saving money at this stage, might cost
a great deal in the future.

“Hilla Rosenberg, Adv. is an attorney in the office of Afik & Co. (www.afiklaw.com) Hila’s practice focuses primarily on Australian
IPOs, commercial law, labor law and litigation. For additional details: +972-3-6093609 or at the e-mail: afiklaw@afiklaw.com
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