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PART ONE 

The Importance of KISS and SAFE Notes in Start-up Financing: Addressing Shortcomings 

and Proposing Legal Solutions 

Introduction:  

In the realm of start-up financing, innovative instruments such as KISS (Keep It Simple Security) 

and SAFE (Simple Agreement for Future Equity) notes have emerged as valuable tools. These 

convertible instruments provide flexibility, simplicity, and speed in fundraising processes. 

However, it is crucial to understand both their importance and the potential shortcomings 

associated with them. This article delves into the legal perspective of KISS and SAFE notes, 

highlighting their significance while proposing solutions to address their limitations. 

I. The Importance of KISS and SAFE Notes: 

1. Simplifying Investment Procedures: KISS and SAFE notes streamline investment 

procedures by eliminating complex provisions typically found in traditional convertible 

notes. They offer a concise framework that is easier to negotiate and comprehend for both 

investors and start-ups. This simplicity expedites fundraising processes, allowing parties 

to focus on crucial aspects of the investment transaction. 

2. Flexibility and Founder-Friendly Terms: These notes are designed with a founder-friendly 

approach, providing start-ups with greater control and autonomy over their operations. 

Founders can raise funds without the immediate need to determine a valuation or set a price 

per share, which can be challenging during early stages. KISS and SAFE notes provide 

flexibility in valuation and conversion, allowing founders to secure necessary investments 

while preserving their equity ownership. 

 II. Addressing Shortcomings and Proposing Legal Solutions: 

1.    Balancing Investor Protections: While KISS and SAFE notes are designed to simplify the 

investment process, concerns may arise regarding the level of investor protections provided. 

Several cases have highlighted the need for careful consideration of investor rights. For instance, 

in some instances, start-ups have raised subsequent funding rounds without addressing the impact 

on the earlier investors' rights, leading to dilution concerns. To address such issues, it is crucial to 

strike a balance that protects the interests of both start-ups and investors. By engaging in thorough 

negotiations, additional provisions can be included to safeguard investor rights, such as 

information rights, voting rights on critical matters, or protective provisions during significant 

corporate events. 
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2.    Enhancing Conversion Clarity and Timing: One of the challenges associated with KISS and 

SAFE notes is the uncertainty surrounding the conversion trigger and timeline. Ambiguity in 

conversion events can lead to disputes and delays in the conversion process. For example, in 

certain cases, start-ups have faced disagreements with investors over the interpretation of 

triggering events, causing disruptions in the conversion of notes into equity. To address this, it is 

essential to incorporate clear definitions and provisions that precisely outline the events or 

timelines triggering the conversion into equity. By establishing concrete conversion mechanisms, 

start-ups can provide investors with a higher level of clarity and certainty. 

3.    Mitigating Dilution Risks: Investors face the risk of substantial dilution if subsequent equity 

financing rounds significantly increase the company's capitalization. Several instances have 

highlighted the need to mitigate dilution risks to protect investor interests. For example, in some 

cases, start-ups have conducted subsequent funding rounds at a significantly lower valuation, 

diluting the earlier investors' ownership. To address this concern, negotiating anti-dilution 

provisions or pre-emptive rights can be instrumental in mitigating dilution risks, ensuring that 

investors maintain their ownership percentages in future funding rounds. 

4.    Compliance with Securities Regulations: To ensure a legally compliant process, it is 

imperative for start-ups issuing KISS and SAFE notes to adhere to applicable securities laws and 

regulations. Failure to comply with these regulations can result in legal challenges and regulatory 

issues. Several notable cases have highlighted the consequences of non-compliance, such as fines 

and penalties imposed on start-ups for violating securities laws. Seeking guidance from 

experienced legal professionals is crucial in navigating these complex requirements. Legal counsel 

can provide the necessary expertise to ensure compliance, reducing the risk of legal challenges and 

regulatory issues. 

SAFE, KISS, Convertible Loan – What’s the difference 

A Simple Agreement for Future Equity (SAFE), which is also known as an Advance Subscription 

Agreement (ASA) in the UK, represents an advance subscription for shares. In this arrangement, 

a company receives cash from an investor, but the investor does not immediately obtain any shares; 

instead, they will receive shares at a later date. 

When a start-up seeks to raise capital, it can adopt various methods, one of which involves the use 

of convertible instruments like convertible notes, SAFEs, and KISSs. With these convertible 

instruments, the start-up secures the investment without issuing shares at the initial stage. The term 

"convertible" is aptly chosen because the agreement can transform into shares in the future, 

contingent upon the occurrence of a specific event, such as an equity funding round or an IPO. 
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 There are many benefits to using convertibles. 

 • It allows the start-up to access capital quickly without having to issue shares. 

• The start-up valuation can be either a pre-money or a post-money valuation. 

• It is usually quicker and less expensive than traditional equity funding rounds. 

• It is a more straightforward process with fewer terms and conditions. 

 Whilst the benefits of convertibles are obvious, the more difficult question is which type of 

convertible to use. Overall, the choice between these instruments depends on the specific needs 

and goals of the start-up and the investor. 

Contents 

 Common types of convertibles 

 What are the differences between the convertibles?  

 Which one should you choose? 

 Common types of convertibles 

 SAFE 

A SAFE (which stands for Simple Agreement for Future Equity) is the most popular type of 

convertible for early-stage startups. It was originally created by Y Combinator in 2013. It is an 

investment instrument that provides funding to start-ups or companies in exchange for future 

equity. A typical SAFE sets out the investment amount, a valuation cap, and/or a discount, but the 

exact content depends on the type of SAFE. It does not have a maturity date, and it does not charge 

interest. 

No maturity date means that if an equity funding round never happens, the investment does not 

have to be repaid. 

SAFEs are simpler and faster to issue and do not have many of the complex terms found in 

traditional start-up or venture capital investments. Typically, investors won’t have additional 

investor rights unless agreed to in a side letter.  Although convertible notes were favoured at some 

stage, SAFEs have become the most common and popular convertible for start-up funding today. 

 K.I.S.S 

KISS in funding stands for “Keep It Simple Security”. It is a type of convertible created by 500 

Global. Some consider KISS as a hybrid between SAFEs and convertible notes. Similar to SAFEs, 

KISS is used by start-ups to raise capital from investors. It has many of the same elements as a 

SAFE. 



Page 4 of 6 
 

 
 Compiled and written by Daniel Chong (Pupil-In-Chamber and Legal researcher) LL.B (LONDON,IIUM); LL.M (LONDON); MASTERS OF 

EDUCATION (AeU) Paul Cheah Associates, A-9-8, 9TH FLOOR, MEGAN AVENUE 1, 189, JALAN TUN RAZAK, 50400 KUALA 
LUMPUR 
 

KISS is a simplified version of a convertible note designed to make raising capital easier and more 

streamlined for both companies and investors. It is a cost-effective solution for early-stage start-

ups to access capital. 

 Usually, KISS carries MFN (“most favoured nation”) rights, which gives the investor the right to 

upgrade their rights under the convertible to any more favourable rights granted to future investors. 

KISS can include maturity dates (by default, 18 months) and carry a stated interest. KISS converts 

automatically to preferred stock when a priced equity round occurs, but only if the equity round is 

above a specified amount, for example, $1M. If the company is sold before conversion, the investor 

can typically opt to receive twice its investment (this multiple can vary) or convert at the valuation 

cap. 

Convertible notes 

Convertible notes are structured more like quasi-debt, with interest accruing until conversion or 

maturity. Typically, the investor loans the money to the start-up; instead of repaying the loan with 

interest, the investor will receive equity in the company. 

 The interest is usually added to the investment when the loan is converted to shares. Typically, 

convertible notes have maturity dates – a date by which the loan must be converted or repaid. 

Alternatively, repayment can be replaced by mandatory conversion, which can be tricky – e.g. how 

do you set the terms, if it’s the first equity round, what documents do you use etc.). 

Although it provides a flexible alternative to traditional equity funding, interest and fixed maturity 

dates are not ideal for early-stage start-ups. 

What are the differences between the convertibles? 

 SAFEs, convertible notes, and KISS are all investment instruments start-ups and early-stage 

companies use to raise capital. All are intended to be converted to equity. 

 The main differences between these instruments are as follows: 

 Complexity 

  SAFEs are typically the simplest convertible to use. 

  Convertible notes are more complex due to being loans with interest and maturity dates. 

  KISS has many of the same elements as SAFEs but could include maturity dates, interest, 

and other investor rights. 

  Interest and maturity 

SAFEs are not loans. There is no interest and no maturity date. Convertible notes accrue interest 

until conversion. The maturity date for convertible notes is usually 18-24 months; ideally, the next 
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funding round will happen before the maturity date. Paying back the loan is generally not ideal for 

a start-up nor is a forced conversion without an equity round. In this respect, SAFEs are preferable 

to convertible notes for the founder.  KISS can accrue interest at a defined rate and may have a 

maturity date, depending on the type of KISS. 

 Which one should you choose? 

 Convertible notes give us quick access to capital, but we risk having to pay back the loan if it 

reaches the maturity date before the next funding round. Convertible notes provide more investor 

protection but are generally quite complicated. That is why stakeholders prefer SAFEs or KISS 

these days. 

SAFEs, in comparison to convertible notes, are not debt. There is no maturity date and no interest. 

If the equity funding round never happens, the investment does not have to be refunded. SAFEs 

are simple and don’t need complicated negotiations, making them very founder friendly. Typically, 

you would, but you don’t have to include a valuation cap and a discount price on conversion. 

However, SAFEs lead to preferred shares. KISS generally have many of the same elements as 

SAFEs but with some additional investor protection. 

 At the beginning of any start-up, you need to find that balance between the founder needing capital 

to grow the business and investors who typically want a share of the equity for their investment. 

This can be difficult when the company has no valuation yet. That is why convertibles were 

invented. 

 Each convertible instrument has positives and negatives for founders and investors. The trick is 

to find the one that suits both the founder and the investor in the circumstances.  Our platform 

helps you raise funds quickly with our SAFE. You can choose from a number of different options 

to tailor a SAFE that suits your needs. Sign up today to create yours in a few simple steps. 

Commentary:  

We acknowledge the growing prominence of Keep It Simple Security (KISS) and Simple 

Agreement for Future Equity (SAFE) notes in the dynamic landscape of start-up financing. These 

instruments have gained traction for their inherent simplicity and flexibility, catering to the needs 

of both founders and investors. However, it is imperative to recognize the potential shortcomings 

that may arise in the utilization of these instruments. 

The simplicity offered by KISS and SAFE notes, while advantageous, necessitates a 

comprehensive understanding of the associated risks and challenges. To optimize the benefits of 

these instruments and ensure a secure investment environment, it is crucial for start-ups to engage 

in thorough negotiations during the financing process. 



Page 6 of 6 
 

 
 Compiled and written by Daniel Chong (Pupil-In-Chamber and Legal researcher) LL.B (LONDON,IIUM); LL.M (LONDON); MASTERS OF 

EDUCATION (AeU) Paul Cheah Associates, A-9-8, 9TH FLOOR, MEGAN AVENUE 1, 189, JALAN TUN RAZAK, 50400 KUALA 
LUMPUR 
 

One key aspect to address is the enhancement of investor protections. By incorporating additional 

safeguards into the terms of KISS and SAFE notes, start-ups can instill confidence in investors, 

thereby fostering a more robust and resilient investment ecosystem. Proactive measures to protect 

investors' interests can contribute to the long-term success of both start-ups and their financiers. 

Conversion clarity is another critical consideration. Clear and unambiguous terms for conversion 

are paramount to avoiding misunderstandings and disputes. Start-ups are encouraged to provide 

transparency in their documentation, specifying the conditions under which conversion takes 

place, and ensuring that both founders and investors have a clear understanding of the implications. 

Mitigating dilution risks is a fundamental concern for both parties involved. Start-ups should 

carefully evaluate the impact of subsequent financing rounds on existing stakeholders and 

implement strategies to minimize dilution effects. This proactive approach not only safeguards the 

interests of early investors but also fosters trust and confidence in the start-up's commitment to its 

financial stakeholders. 

Furthermore, adherence to securities regulations is of utmost importance. Start-ups must ensure 

compliance with relevant regulatory frameworks to avoid legal complications that may arise from 

the use of KISS and SAFE instruments. By conducting due diligence and seeking legal counsel, 

start-ups can navigate regulatory requirements effectively and establish a foundation for 

sustainable growth. 

In conclusion, while KISS and SAFE notes offer valuable simplicity and flexibility in start-up 

financing, addressing potential shortcomings is essential for a balanced and mutually beneficial 

investment ecosystem. Through meticulous negotiations, the incorporation of additional investor 

protections, enhancement of conversion clarity, mitigation of dilution risks, and strict adherence 

to securities regulations, start-ups can maximize the advantages of these instruments and foster a 

resilient and thriving investment environment. 

 

 


