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Abstract:
This article examines the issues of legal hygiene of startups at the early stages of their
development. The main legal mistakes made by entrepreneurs when drafting corporate
documentation, distributing shares, protecting intellectual property, and concluding
agreements with investors and employees are analyzed. Special attention is paid to the risks
arising from the absence of legally formalized relationships between co-founders, the
incorrect choice of organizational and legal form, and insufficient protection of commercial
information. The study shows that most startup problems are related not to the lack of an
innovative idea, but to the legal unpreparedness of the business for scaling and investment.
The paper proposes practical recommendations for building a system of legal hygiene for
startups aimed at minimizing legal risks and ensuring the sustainable development of the
company.
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Introduction

The modern digital economy is characterized by the rapid growth of innovative
entrepreneurship and the development of startup ecosystems.

Startups are becoming a key element of technological progress, creating new digital
products, services, and business models. However, statistics show that a significant number
of startups cease to exist at early stages of development. In many cases, the reason for business
closure is not financial or technological problems, but legal errors made at the stage of
company formation.

Many novice entrepreneurs focus primarily on product development, marketing, and
attracting investment, underestimating the importance of legal security. The absence of
clearly formalized documents between co-founders, incorrect share distribution, neglect of
intellectual property protection, the use of template contracts, and the lack of a legal strategy
create serious risks for a startup. In practice, even a promising project may lose its investment
attractiveness or completely cease operations due to legal conflicts.

The issue becomes especially relevant in the context of globalization of the digital business
and the active development of venture financing. Investors pay great attention to the legal
integrity of a startup, since the presence of legal problems significantly increases investment
risks. During the due diligence process, deficiencies in the corporate structure, issues with
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rights to software code, absence of licensing agreements, and other violations may be
identified, leading to refusal to invest.

An important aspect is also the protection of intellectual property. In most modern startups,
the main assets are intangible: software, algorithms, databases, design, brand, and
technological solutions. If rights to these assets are not properly formalized, the company may
lose control over key resources. Such problems often arise when developers create products
without formal employment or copyright agreements.

Another common issue is the absence of legally formalized relationships between co-
founders. At early stages, partners often rely on verbal agreements based on trust. However,
as the business grows, conflicts arise related to profit distribution, company management, and
decision-making authority. The absence of a corporate agreement may lead to litigation and
operational paralysis of the startup.

The purpose of this study is to analyze the key elements of startup legal hygiene, identify
the most common legal mistakes at the initial stage of business development, and develop
practical recommendations for minimizing legal risks.

Main Part

Startup legal hygiene is a system of legal measures aimed at ensuring business security,
preventing corporate conflicts, and protecting key company assets.

Legal hygiene includes the following elements:

« correct choice of organizational and legal form;

o formalization of relationships between co-founders;

o registration of intellectual property;

o contractual protection of the business;

o compliance with legal requirements;

o protection of personal data and trade secrets;

e tax and corporate compliance systems.

In practice, the absence of even one of these elements may lead to significant financial and
reputational losses.

One of the most common mistakes of startups is the absence of written agreements between
partners. At the initial stage, participants are focused on product development and rarely
consider possible future conflicts. However, as the business grows, issues of share distribution
and authority become critically important.

Corporate conflicts may arise in the following situations:

o one of the founders leaves the project;

o co-founders have different views on business development;

« disputes arise regarding intellectual property;

o investors require redistribution of shares.

To prevent such problems, a founders’ agreement is used, regulating:

o ownership shares;

o decision-making procedures;
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exit mechanisms;
profit distribution;
transfer of shares to third parties;

liability of the parties.

The absence of such agreements significantly increases the likelihood of litigation and loss
of control over the company.

For a technology startup, intellectual property is a key asset. However, many companies
do not pay sufficient attention to the legal formalization of intellectual property rights.

The most common mistakes include:

o failure to register a trademark;

o use of unlicensed software;

« absence of copyright assignment agreements;

o registering code under individuals instead of the company;

e misuse of open-source solutions in violation of licenses.

A particularly dangerous situation arises when developers create software without
employment contracts or agreements on the transfer of exclusive rights. In such cases,
copyright may belong to the developer rather than the startup, which is a serious concern for
investors.

To ensure legal protection, it is recommended to:

o conclude IP Assignment Agreements;

o sign NDAs with employees and contractors;

o register trademarks;

e document the product development process;

o conduct software license audits.

Attracting investment requires a high level of legal preparedness. In practice, many startups
use template documents that do not reflect the specifics of a particular deal.

The main mistakes include:

o absence of a term sheet;

o lack of transparency in capital structure;

o unclear investor exit conditions;

o incorrect company valuation;

o lack of protection mechanisms for minority shareholders.

Investors pay special attention to the due diligence process, which examines:

o ownership structure;

e corporate documentation;

o litigation risks;

o tax obligations;

o intellectual property rights.

Even minor legal violations may lead to a decrease in company valuation or refusal to
proceed with the deal.
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At early stages, startups actively interact with developers, marketers, investors, and
consultants, which creates a risk of confidential information leakage.

To minimize risks, the following are used:

o NDAs (Non-Disclosure Agreements);

o trade secret provisions;

o internal information security policies.

However, many entrepreneurs either ignore NDAs or use generic templates, making it
difficult to prove confidentiality breaches.

The development of digital technologies creates new legal challenges. Startups working
with artificial intelligence, big data, and digital platforms face issues such as:

o personal data protection;

« regulation of Al systems;

e cybersecurity;

e cross-border data transfer;

o algorithmic liability.

Failure to comply with digital law regulations may result in fines, service blocking, and
reputational damage.

The analysis shows that most legal problems arise at early stages. The most vulnerable
areas are corporate structure, intellectual property, and investment documentation.

Startups that prioritize legal hygiene from the beginning demonstrate higher investment
attractiveness and resilience. A transparent corporate structure and properly formalized rights
significantly reduce the likelihood of conflicts.

Investors consider legal security one of the key evaluation criteria. Legal unpreparedness
may prevent funding even if the startup has a strong product and business model.

Conclusion

Legal hygiene is a crucial element of sustainable startup development. At early stages, legal
security determines the ability to attract investment, protect intellectual property, and prevent
corporate conflicts.

The study shows that most legal risks are associated with the lack of a systematic approach
to documentation. Ignoring contractual mechanisms, absence of corporate agreements, and
insufficient protection of intangible assets may lead to loss of control over the business.

To minimize risks, startups should:

o formalize relationships between co-founders;

« ensure intellectual property protection;

o use professional investment documentation;

o implement NDAs and compliance procedures;

o regularly conduct legal audits.

In the digital economy, legal literacy is as important as technological innovation.
Establishing a culture of legal hygiene allows startups not only to reduce risks but also to
build a foundation for long-term growth and scalability.
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