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Purpose of This Guide

Equity allocation is one of the most important early decisions founders make. A
well-structured equity split:

e aligns incentives among founders
e attracts investors and talent
e prevents future conflicts

e ensures long-term company growth

This guide helps founders structure equity fairly and strategically.

1. Understand the Founding Equity Pool

At the start of a company, founders typically own 100% of the company before outside
investors join.

However, founders should anticipate dilution over time.

Typical Ownership Evolution
Stage Founder Ownership
Idea Stage 100%
After Seed Round ~70-85%
After Series A ~50-70%

After Series B ~35-55%

The goal is not to keep the highest percentage early, but to build a company that grows in
value.
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2. Founder Equity Split Worksheet

Use this worksheet to evaluate how equity should be distributed among founding team
members.

Founder Contribution Evaluation
Criteria Founder A Founder B Founder C
Idea creation
Industry expertise
Technical ability
Capital contribution
Time commitment
Risk taken

Leadership responsibility

Score each category 1-5.

Total scores can guide equity splits.

3. Common Founder Equity Split Models

Equal Split
Example:
Founder Equity

Founder 1 50%

Founder 2 50%

Best for

e founders starting together from day one

e similar contributions
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Risks

e unequal effort later

Weighted Split

Example:
Founder Role Equity
CEO / Business Strategy & growth 40%
Founder
Technical Founder Product 40%
development
Early operator Operations 20%
Best for

e differing skill contributions

e varying commitment levels

Dynamic Equity Model
Equity adjusts based on ongoing contributions.
Often used when:

e roles are uncertain

e contributions change over time

This approach requires careful tracking.
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4. Vesting Structure (Essential)

Investors strongly prefer founder equity to vest over time.

Typical Vesting Terms

Term Typical Structure
Vesting period 4 years
Cliff 1 year

Monthly vesting after cliff  Yes

Example:
A founder with 40% equity vests:

e 10% after year one

e remaining 30% monthly over next three years

Why Vesting Matters
Prevents situations where:

e afounder leaves early
e Kkeeps large ownership

e no longer contributes

5. Founder Roles & Equity Expectations

Different roles often justify different equity levels.
Typical Early Roles
Role Typical Equity Range

CEO founder 25-40%
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Technical co-founder 25-40%

Product / operations 10-25%
co-founder

This varies depending on team size and timing.

6. Equity for Early Employees

Founders must reserve equity to attract talent.

Typical Employee Option Pool

Stage Option Pool
Pre-seed 10-15%
Seed 10-20%

Example cap table after seed:

Stakeholder Ownership
Founders 70-80%
Investors 10-20%

Employee pool 10-15%

7. Advisor Equity Allocation

Advisors can add value early, but should receive small equity grants.

Typical Advisor Equity

Advisor Equity
Involvement
Light advisor 0.1-0.25%
Active advisor 0.25-0.5%
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Strategic advisor 0.5-1%

Advisors should also have vesting schedules (2-3 years).

8. Founder Equity Red Flags

Investors often view these structures negatively:

Warning Signs

One founder owns 90%+

No vesting structure

Part-time founders with large equity
Advisors owning large stakes

Equity split based purely on the original idea

Ideas alone rarely justify significant ownership.

Execution matters more.

9. Founder Alignment Questions

Before finalizing equity, founders should answer:

Who will work full-time on the startup?
Who is taking the greatest risk?
Who is responsible for fundraising and leadership?

Who owns critical technology or intellectual property?

These factors influence fair equity allocation.
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10. Example Early Cap Table

Example with three founders.

Stakeholder Ownership
Founder CEO 35%
Technical Founder 35%
Product Founder 20%

Employee Option Pool 10%

Total: 100%

After seed round raising 20%:

Stakeholder Ownership

Founders 64%
combined

Investors 20%
Employee pool 16%

11. Founder Agreement Checklist

Founders should document equity decisions in a founder agreement.

Important elements:

Element Included
Equity split
Vesting schedule
Roles and responsibilities
Decision-making structure

Founder departure terms

Legal documentation prevents future disputes.
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12. Equity Allocation Self-Assessment

Rate each statement 1-5.

Question Score
Equity split reflects contributions
Vesting protects the company
Option pool allows hiring talent
Advisor equity is reasonable

Structure is investor-friendly

Total score helps assess whether the equity structure is healthy.

Final Founder Equity Principles

1. Optimize for fairness

Equity should reflect risk, commitment, and contribution.

2. Expect dilution

Ownership percentages decrease as the company raises funding.
3. Incentivize future talent

Leave room for employees.

4. Protect the company

Use vesting to prevent ownership conflicts.

5. Think long term

A smaller share of a successful company is better than a large share of a failed one.
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