
Splitting Equity 

Among Co-Founders 



Why Equity 
Splits can be  

complicated  

Many problems arise as a result of 
starting with high expectations, 
quickly agreeing on a fixed equity 
share, and moving along. The real 
pain begins in the future.   
 
Hard questions that you have not 
answered at the beginning 
become much harder to solve, 
growing more complicated and 
challenging as time passes.  
 
The ultimate question here is “Will 
you be happy with your co-
founder’s share in 6 months or a 
year from now?” 



Dynamic Equity Split (DES) – employee ability to trade off parts of their salary or invest 
additional work hours in exchange for an increased company share on a monthly or 
regular basis. 

Key Terms / Metrics 

Preferred Shares –  securities that represent ownership in a company that have a priority 
claim over common shares on the company’s assets and earning. Shares are senior to 
common stock but are junior relative to bonds in terms of claim on assets.  

Reverse Vesting -  a specific situation where an independent contractor or an employee 
gets stock that's subject for the company to repurchase at-cost. The right to repurchase 
lapses the vesting period. 

Employee Stock Ownership Plan (ESOP) – employee benefit plan that gives workers the 
option of ownership in the company. This allows the sponsoring company, selling 
shareholder, and participants to receive various tax benefits and align the interests of the 
employees with those of their shareholders. 

Vesting Period – amount of time before shares in an ESOP or benefits in a retirement 
plan are unconditionally owned by an employee.  



Standard Equity Agreements  
What is an Equity Agreement? 

• An equity agreement outlines what will 
happen if the business’ ownership 
situation changes  

• A schedule for equity holder’s shares and 
how they will be vested if an owner dies 

 

• Some companies split the shares down the 
middle while others are more careful  

• Investors see red flags when a 50/50 split 
is done, indicative of poor negotiation skills 
and potential issues with cofounders down 
the line 
 

  

Basic 50/50 Split 

EXAMPLE 

You and a partner both invest $1M into the business, 
so you would do a 50/50 split with your partner. Each 
holder an equal amount of equity and liability as well 
as decision making capability 



Writing an Equity Agreement 
What’s Included in the Agreement 

 

 

Valuation and Equity Split  -       Dollar 
valuation when the agreement is signed 
stock shares and investments are decided 
on for each party 

Capital Infusions –                  
A sudden call for investment from a VC to 
either get the firm started or save it from 
failing due to lack of cash 

Vesting Schedule – Outlines when each of 
the founder’s shares vest or acquire full 
ownership of start-up assets. Includes 
what will happen if sold to a third party 

Noncompete- 
Obligation for equity share holders to not 
work with competitors.  
 
 

Death or Incapacitation –                  
What will happen to the stake of an equity 
holder if they die 
 
 

Equalizer – Legalized agreement value of 
all contributions of the founding team. 
Monetizes expertise beyond finances 

Splitting Equity Considerations 

Domain Expertise 
Who has better experience or has worked in the industry 
longer? Leadership of the company? Bringing in 
connections to the business?  
Funding Contributions  
If a cofounder has invested heavily in the business, they 
are deserving of a larger share 
Claim to Equity 
Equity can act as compensation as long as you are skilled 
enough   

Sweat Equity Agreement  
One partner contributes money and the other hard work. Sweat equity 
value is the next to be determines and will decide how liable and have 
access to shares business profits 
Type of Equity 
Allotment of the type and quantity of shares align with the vesting 
decision period. Terms will vary based on partners value added to the 
business and expertise  
Performance Criteria – Senior talent takes on a lot of responsibility 
Separation Criteria – Exit from a start-up, should be accounted for if a 
partner decides to leave 



Sweat Equity Example 
 

Say you invested $2M into a start-up. The initial equity ownership would look like: 

Stake Holders Investment Equity Stake Total Value  

Founder  $2M 100% $2M 

Now, another investor offers $300,000 for 10% equity. You can divide the investor’s 
contribution by the percentage of equity it represents: $300K / 10% = $3M 

Stake Holders Investment Equity Stake Total Value  

Founder  $2M 100% 

$3M 

Investor 1 $300K 10% 

Since the investment you did was $2M, the founder would make $1M worth of  
Sweat Equity to use towards recruiting new talent 



Problems with Standard Equity Agreements  
Common Questions 

• What do you do if one of the founders 

decides to leave?  

• What do you do if equity allocation starts 

to look unfair? 

• What do you do if people breach their own 

commitment?  

• What do you do with a founder’s share if 
he/she leaves? 

 

 

• “I came up with the idea for the company”  
• “I started working n months before my co-

founder”  
• “My co-founder took a salary for n months 

and I didn’t”  
• “I am older/more experienced than my co-

founder”  
• “I brought on my co-founder after raising n 

thousands of dollars”  
• “I brought on my co-founder after 

launching my MVP”  

Reasons for Unequal Equity Splits 

 
You need someone to tie-break in the case of founder 

arguments  

 

You need someone to tie-break in the case 
of founder arguments  



Solutions for 
Smoother 
Equity Splits 

Embracing Conflict: 

Successful co-founders embrace conflict 
and are constantly in the process of 
resolving it. If you can’t argue and arrive at 
the best solution, you’re not doing the work 
to have a real healthy working relationship.  

You must lean into the conflict and come 
out with a solution that makes sense, 
repeatedly. If you find yourself avoiding it, 
then you must consciously expend effort to 
fight that default behavior. 

There’s nothing more important than for you 
and your co-founders to do the work and 
come out of it stronger. 

Fighting Fair: 

Fighting fair is collaborative and data-
based. When working through conflict 
remember to always remind yourselves: 
You’re on the same team. 

Everyone in the room wants to win, and all 
of you want to make this company 
successful. With that, you’re ready to talk 
about the problem as a process, where 
different viewpoints are aired and evaluated 
directly. You fail at this only when you try to 
skip to the end, either by giving up before 
you begin (self-abandonment) or asserting 
you’re right before anyone even gets to get 
a word in edgewise. 

Establishing Boundaries:  

Fighting all the time is no good either. It’s 
a recipe for a frayed relationship sooner 
or later. When founders are in a situation 
where they are fighting about everything 
all the time, it usually means that their 
individual roles are not well-defined 
enough.  

The best way to handle it: Make a list of 
all the areas needed for your business. 
Then figure out who is best at each part 
and assign one person to it. If someone’s 
better at sales, they should own that. 
Likewise for DevOps or any other specific 
task that is core to your business. That 
person is officially the owner of that thing. 
Everyone agrees to hear each other out 
when a decision comes up, but once the 
owner decides, all debate is over.  

Everyone moves on. You can’t debate 
things forever, and co-founders need to 
be able to trust each other. 

Avoiding Conflict:  
 
Don’t be so focused on the venture that you 
skip the hard work it takes to build and 
maintain a good relationship with your co-
founders. 
 
If you haven’t spent time together outside of 
work, ask yourself why? 
Do you try to keep your interactions at a 
minimum? 
 
If so, that’s a clear sign you’re avoiding 
conflict by just avoiding them, period. That’s 
just not going to work. 

 
 
 



Dynamic Equity Split (DES) 
Why DES? 

• In a fixed equity split, it does not guarantee equal treatment between each member of 
the organization. 

• Very flexible for business development; every individual can work more to earn higher or 
allocate to business needs. 

• With DES, it allows to calculate the right number of shares based on an employee’s 
contribution (input). 

• Reduces the “cheating in the system” — creates fairness in the organization. 

 
Misconceptions of DES 

• Investors may believe the concept may be too complex: 
• To boil it down, each founder/partner is entailed to equity in proportion to their 

contribution in the organization. 
 • Non-Compliance:  

• Mainly a management issue, however Dynamic Equity Splits allows to measure fair 
values for one’s contribution. 



DES Example: 
Scenario 1: Simple 

Source: Dynamic Equity Split or How Everyone is a Co-Founder 

• Given the number of hours worked and the hourly 
rate, we can calculate the earned points and 
calculate how much % equity each partner has in the 
business. 

• Two individuals come together to form a start-up 
and each invest $10,000 to grow their business. 

• Each will not pay themselves salaries from this 
money invested. 

• First need to agree to a theoretic base salary (their 
market rate). This rate reflects the differences 
between each person’s skillset and experience. 

• It is a variable value. 

• Secondly, need to agree to an hourly rate, and 
indicate the number of hours worked to forecast 
future contingencies: 

• Not all individuals will always be 100% 
dedicated to startup — things may arise that 
can hinder the work required. 

• Provides flexibility for business partners. 

Key Formulas: 
 
Earned Points = (Worked Hours * Hourly Rate – Salary 
Paid)* Multiplier 
Total Points = Sum or Earned Points In a previous 
period + Earned points in current period 



DES Example: 
Scenario 2: Addition of New Partner and Hours  

Source: Dynamic Equity Split or How Everyone is a Co-Founder 

• Addition of new partner = can add more 
leveraging. 

• Can add multipliers  to boost earning 
points 

• Shows an increase of motivation from partners. 

• With multiples, certain requirements may need 
to be met to be qualified for more equity points 
(in this case we are looking at the number of 
hours worked on a monthly basis).  

Note: These are just a basic set of rules, you can create any 
changes respective to your organization. 



Questions?  


