
The Founder’s Equity Trap Satyamaya & Partners LLP 

Confidential | For Informational Purposes Only Page 1 

 

 

S   T   R   A   T   E   G   I   C      A   D   V   I   S   O   R   Y      P   A   P   E   R  

The Founder’s Equity Trap 

How Promoters Give Away Control of Their Own Companies Without 
Realizing It 

 

Published in June, 2026 

Published by 

Satyamaya & Partners LLP 

Enterprise Advisors & Consultants 

satyamaya.com 

Connect with us at: office@satyamaya.com & +91 728 988 1956 

 

Authored by Mayank Vashishta | Founder & Principal Advisor 

 

DISCLAIMER: This publication has been prepared by Satyamaya & Partners LLP for informational and educational purposes only. It is 

intended to provide general insights into equity structuring, corporate governance, and transaction considerations affecting Indian 

businesses and should not be construed as legal, tax, regulatory, or professional advice. The contents of this paper are general in nature 

and may not reflect the specific circumstances, objectives, or obligations of any individual business or reader. Readers should obtain 

independent professional advice before making business, legal, financial, or regulatory decisions based on any information contained 

herein. While reasonable care has been taken in preparing this publication, Satyamaya & Partners LLP does not guarantee the 

completeness, accuracy, or ongoing applicability of the information presented. No reliance should be placed on this publication as a 

substitute for formal advisory engagement. The publication of this paper does not create any client, advisory, fiduciary, or professional 

relationship between Satyamaya & Partners LLP and the reader. All professional services are subject to separate written engagement 

terms. © 2026 Satyamaya & Partners LLP. All rights reserved. 

mailto:office@satyamaya.com


The Founder’s Equity Trap Satyamaya & Partners LLP 

Confidential | For Informational Purposes Only Page 2 

Executive Summary 

Indian founders are making equity decisions that will define the future of their businesses, and 

they are making them without understanding what they are giving away. The pattern is 

consistent, well-documented, and almost entirely avoidable. Promoters who build companies 

from nothing routinely discover, often at the worst possible moment, that the ownership and 

control they assumed was theirs has been diluted, restricted, or structurally compromised by 

decisions they made years earlier. 

This Strategic Advisory Paper examines how founders lose control of their own companies 

through poorly structured equity arrangements, examines the specific mechanisms through 

which control is transferred, quantifies the real cost of these decisions, and presents a framework 

for making equity choices that protect founder interests while enabling business growth. 

The core findings of this paper are as follows: 

•  The default approach to equity structuring among Indian founders is informal, reactive, and 

overwhelmingly influenced by whoever is across the table at the time of the transaction. 

Most founders have never modelled the long-term consequences of a single equity 

decision they have made. 

•  Dilution is not a single event. It is a compounding process. Each round of investment, each 

ESOP grant, each convertible instrument creates a new layer of dilution that interacts with 

every previous layer. Founders who do not model this trajectory from the beginning 

consistently end up with less ownership, less control, and less optionality than they 

expected. 

•  The terms embedded in shareholder agreements, investment agreements, and convertible 

instruments frequently transfer control rights that are worth more than the equity itself. 

Anti-dilution protections, liquidation preferences, drag-along rights, and board 

composition clauses can render a founder’s majority shareholding functionally 

meaningless. 

•  The cost of bad equity decisions is not limited to dilution. It includes lost control over 

strategic direction, forced exits, reduced economic returns even in successful outcomes, 

and the permanent erosion of the founder’s ability to shape the business they created. 

•  A structured approach to equity planning, implemented early and maintained through each 

transaction, consistently produces better outcomes for founders. The tools and 
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frameworks required are not complex, but they must be applied before the negotiation, 

not after. 

The recommendations in this paper are practical, applicable from the earliest stages of company 

formation, and designed to give Indian founders the clarity they need to make equity decisions 

that serve their long-term interests. They are offered in the spirit of advancing a more informed 

and more strategic approach to equity structuring among Indian founders, promoters, and 

business leaders. 
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Section 1: The Default Setting 

There is a remarkably consistent pattern in how Indian founders approach equity decisions. It 

begins with informality and ends, almost invariably, with regret. 

At incorporation, the equity split between co-founders is typically decided in a single 

conversation. It is based on who had the idea, who is putting in initial capital, and who is perceived 

to be more important to the venture at that moment. There is rarely a vesting schedule. There is 

almost never a shareholders’ agreement. There is no discussion of what happens if one founder 

leaves, if performance diverges, or if the business needs to raise external capital. The split is 

agreed, the company is registered, and the founders move on to building the product. 

This is the default setting. And it is the first of a series of decisions that will quietly and 

systematically erode the founder’s position over the life of the company. 

The next decision typically comes when the company needs capital. An angel investor, a family 

office, or an early-stage fund offers money in exchange for equity. The founder, who has never 

raised capital before, negotiates the valuation and the percentage. The term sheet arrives. It 

contains provisions the founder has never encountered: anti-dilution protections, liquidation 

preferences, board seat rights, information rights, veto rights over future fundraising, consent 

requirements for key business decisions. The founder reads these terms, does not fully 

understand their implications, and signs because the money is needed and the investor seems 

reasonable. 

The founder who signs a term sheet without modelling what their ownership will look like 
after two more rounds of funding is making a decision about the future while looking only 
at the present. 

The pattern repeats at each subsequent transaction. A Series A round introduces institutional 

investors with more sophisticated terms, deeper protections, and stronger governance 

requirements. An ESOP pool is carved out, further diluting the founders. A bridge round on 

convertible notes creates contingent dilution that will materialise at the next priced round. Each 

decision is made in response to an immediate need, without a comprehensive view of how it 

interacts with every previous decision and constrains every future one. 

By the time the founder reaches Series B, or sometimes even Series A, they discover that they own 

significantly less of their company than they assumed. More importantly, they discover that the 

control provisions embedded in the various agreements they have signed mean that their 

remaining shareholding does not translate into the decision-making authority they expected. 
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They are the largest individual shareholder, but they cannot hire or fire key executives without 

board approval. They cannot raise additional capital without investor consent. They cannot sell 

the company, merge with another business, or change the company’s strategic direction without 

the agreement of parties whose interests may not align with their own. 

The Advisory Gap 

A significant contributor to this pattern is the nature of the professional advisory that most Indian 

founders receive at the time of incorporation and early fundraising. The typical incorporation is 

handled by a chartered accountant or a company secretary whose engagement is transactional: 

register the company, obtain the PAN and TAN, file the initial documents, and move on. There is 

no conversation about equity structuring, no discussion of vesting, no guidance on the 

implications of the shareholding pattern being established. 

When fundraising begins, the advisory gap widens. Many founders negotiate their first term sheet 

without independent advisory support, relying instead on the investor’s documentation and the 

investor’s explanation of what the terms mean. This is not because founders are negligent. It is 

because the ecosystem has normalised the idea that early-stage transactions are too small to 

justify advisory fees, that standard terms are standard for a reason, and that the time and cost of 

engaging an advisor will delay the transaction. 

The irony is sharp. The transactions that will most fundamentally determine the founder’s long-

term ownership, control, and economic position are the ones where they are least likely to have 

professional support. By the time the stakes are large enough to justify engaging a full advisory 

team, the foundational terms have already been set, and the cost of renegotiating them is 

prohibitive. 

This is not an unusual outcome. It is the standard one. The majority of Indian founders who raise 

institutional capital find themselves in a position of diminished control within two to three years 

of their first funding round. The ones who avoid this outcome are the ones who planned for it 

before the first cheque was signed. 



The Founder’s Equity Trap Satyamaya & Partners LLP 

Confidential | For Informational Purposes Only Page 6 

Section 2: What Founders Actually Give Away 

The equity decisions that founders make fall into several categories, each with distinct 

mechanisms and consequences. Understanding these categories is the essential first step toward 

managing them effectively. 

The Co-Founder Split 

The initial equity allocation between co-founders is the most consequential and least considered 

decision most founders will make. A 50-50 split between two co-founders, the most common 

arrangement, creates an immediate governance problem: deadlock. When two equal 

shareholders disagree on a fundamental question, there is no tiebreaker. The company is 

paralysed until one partner concedes, or the relationship breaks down entirely. 

Equally problematic is the absence of vesting. When founders receive their full equity allocation 

at incorporation, a co-founder who leaves after six months retains the same ownership as one 

who stays for six years. The remaining founder has given away permanent equity to someone 

who is no longer contributing to the business. Without a vesting schedule, there is no mechanism 

to recover that equity, and the departed co-founder becomes a passive shareholder whose 

consent is required for major corporate actions. 

The problem compounds further when the departing co-founder’s consent is needed for future 

fundraising, for changes to the company’s articles, or for any resolution requiring special 

majority. The remaining founder is not just carrying dead equity on the cap table. They are 

carrying a governance liability that can block the company’s growth at every critical juncture. 

Dilution Through Investment Rounds 

Dilution is the most visible form of equity loss, but it is also the most misunderstood. Most 

founders understand that issuing new shares to investors reduces their percentage ownership. 

What they consistently fail to understand is the compounding nature of dilution across multiple 

rounds. 

Consider a founder who starts with 100% ownership. They give 20% to a co-founder, leaving 

themselves at 80%. An angel round at 15% dilutes them to 68%. A seed round at 20% takes them 

to 54.4%. An ESOP pool of 10% reduces them to 48.96%. A Series A at 25% brings them to 

36.72%. In five transactions, none of which individually seemed unreasonable, the founder has 

gone from 100% ownership to under 37%. If the company proceeds to a Series B at another 20%, 
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the founder’s stake falls to approximately 29.4%. A second ESOP expansion of 5% takes it to 

roughly 27.9%. 

In seven transactions spread across three to four years, the founder who started with complete 

ownership now holds barely more than a quarter of the company they created. Each individual 

decision appeared rational at the time. The cumulative outcome is one that no founder would 

have agreed to if they had seen it in advance. 

Dilution is not a single event. It is a compounding process that interacts across every 
round, every instrument, and every equity grant. The founder who does not model this 
trajectory before the first transaction is flying blind. 

The mathematics of dilution are unforgiving and non-reversible. Each percentage point given 

away at an early stage, when the company’s valuation is low, costs the founder disproportionately 

more than a percentage point given away later, when the valuation is higher. Founders who give 

away too much equity too early find that they have permanently constrained their economic 

upside, even if the business succeeds beyond all expectations. 

ESOP Pools and Employee Equity 

Employee stock option pools are a necessary tool for attracting and retaining talent, particularly 

for startups that cannot compete on cash compensation. But the structuring of ESOP pools has a 

direct and often underestimated impact on founder dilution. 

Investors typically require that the ESOP pool be created from the pre-money valuation, meaning 

the dilution from the ESOP pool falls entirely on the existing shareholders, primarily the founders. 

A 10% ESOP pool created on a pre-money basis dilutes the founders by 10% before the investor’s 

shares are even issued. The investor’s percentage is calculated after the ESOP pool has already 

been carved out. 

This is a standard market practice, but it is one that founders frequently do not understand until 

after the term sheet is signed. The effect is that the true dilution from a funding round is 

significantly higher than the headline percentage suggests. A round described as “25% dilution” 

that also includes a 10% pre-money ESOP pool creates effective founder dilution of closer to 33%. 

Additionally, the size of the ESOP pool is often set by the investor based on a hiring plan that the 

founder may or may not execute. If the pool is oversized relative to actual grants, the unallocated 

options sit in the pool, diluting the founder’s ownership without serving any recruitment purpose. 

The founder has given away equity to a pool that benefits no one, and that equity cannot be 

recovered without investor consent. 
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Sweat Equity and Its Misuse 

Sweat equity, the issuance of shares in recognition of intellectual property, know-how, or value 

addition other than cash, is a mechanism that Indian founders frequently use but rarely structure 

correctly. Under the Companies Act, 2013, and the applicable rules, sweat equity shares are 

subject to specific conditions including valuation requirements, lock-in periods, and limits on the 

percentage of paid-up share capital that can be issued as sweat equity. 

The common mistake is to use sweat equity as an informal substitute for a proper co-founder 

equity arrangement or as a mechanism to compensate early contributors without understanding 

the tax implications for the recipient or the governance implications for the company. Sweat 

equity issued without proper valuation documentation, without compliance with the applicable 

statutory limits, or without shareholder approval creates a compliance liability that will surface 

in due diligence and may trigger adverse tax consequences for the individuals involved. 

More fundamentally, sweat equity issued loosely and early creates the same dead-equity problem 

as an unvested co-founder split. The recipient holds equity that is locked in but that they may not 

have fully earned, and the company cannot claw it back without their consent. 

Convertible Instruments 

Convertible notes, SAFEs, and other deferred-equity instruments are increasingly common in 

Indian early-stage funding. They are presented as simple, founder-friendly alternatives to priced 

equity rounds. In many cases, they are. But their simplicity can obscure significant dilutive 

consequences. 

A convertible note with a 20% discount and a valuation cap creates a conversion price that may 

be substantially lower than the price paid by the next round’s investors. When the note converts, 

the resulting dilution can be significantly larger than the founder anticipated. Multiple convertible 

instruments from different investors, each with different caps and discount rates, create a web of 

contingent dilution that is extremely difficult to model without professional assistance. 

The Indian regulatory context adds further complexity. Convertible notes issued to foreign 

investors must comply with FEMA pricing guidelines and RBI regulations. The terms that are 

standard in Silicon Valley documentation may not be permissible or enforceable in India, and the 

consequences of non-compliance with cross-border investment regulations can include penalties, 

compounding requirements, and the potential unwinding of the instrument itself. 

The founder who has three outstanding convertible notes, an uncommitted ESOP pool, and a term 

sheet for a priced round on the table is making a decision in a fog of compounding variables. 
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Without a clean cap table model that accounts for every instrument, every conversion scenario, 

and every possible outcome, the founder is guessing, and the guess is almost always wrong in the 

investor’s favour. 
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Section 3: The Real Cost of Bad Equity Decisions 

The consequences of poorly structured equity arrangements are not theoretical. They manifest 

in specific, concrete, and often devastating ways at critical moments in the company’s life. 

The Down-Round Trap 

When a company raises a subsequent round at a valuation lower than the previous round, the 

anti-dilution protections granted to earlier investors activate. Under a full-ratchet anti-dilution 

clause, the earlier investor’s conversion price is adjusted downward to match the new round’s 

price, effectively giving them additional shares at the founder’s expense. The founder, who has no 

anti-dilution protection of their own, absorbs the full impact of the valuation decline. 

A founder who held 40% before a down-round can find themselves holding 25% or less after the 

anti-dilution adjustment. The company’s valuation went down, the founder’s ownership went 

down, and the investor’s ownership went up, all because of a single clause in an agreement signed 

two years earlier. The founder bore no less risk than the investor, contributed no less effort, and 

created no less value. But the contractual structure ensured that the consequences of a market 

correction fell disproportionately on the founder. 

The Valuation Trap 

There is a counterintuitive dynamic that many founders fail to recognise: a higher valuation in an 

early round can produce a worse outcome for the founder than a lower one. This happens because 

high early valuations attract aggressive terms. Investors who pay a premium for early-stage 

equity compensate by demanding stronger anti-dilution protection, higher liquidation 

preferences, more restrictive governance provisions, and broader reserved matter lists. 

A founder who raises at a Rs 50 crore valuation with full-ratchet anti-dilution and a 2x 

participating liquidation preference is in a structurally weaker position than one who raises at a 

Rs 30 crore valuation with weighted-average anti-dilution and a 1x non-participating preference. 

The headline valuation is higher, but the terms that accompany it ensure that the founder’s 

economic return and control position are worse in almost every exit scenario except an 

exceptionally large one. 

The valuation trap is especially dangerous because it plays to the founder’s ego and to the 

ecosystem’s obsession with headline numbers. A founder who announces a higher valuation 

receives congratulations. A founder who negotiates better terms receives nothing visible. The 

incentives are misaligned, and the consequences are borne entirely by the founder. 
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The Forced Exit 

Drag-along rights, when triggered, compel all shareholders to sell their shares on the same terms 

as the majority or the investors. A founder who does not want to sell, who believes the company 

has more value to create, who wants to continue building, can be forced into an exit they did not 

choose, at a price they did not set, on a timeline they did not control. 

This is not a rare occurrence. It happens regularly in the Indian startup ecosystem. An investor 

whose fund is approaching the end of its lifecycle needs to exit. The drag-along clause gives them 

the mechanism to force that exit regardless of the founder’s wishes. The founder built the 

company. The investor decides when and how it ends. 

The emotional cost of a forced exit is significant but difficult to quantify. The economic cost, 

however, is often calculable and substantial. A founder forced to sell at a 3x return when they 

believe the business is on a trajectory toward a 10x outcome has lost not just the difference in 

return but the opportunity to continue building what they started. That loss is permanent and 

irreversible. 

A founder with 35% ownership and no protective provisions has less effective control over 
their company’s future than an investor with 20% ownership and a well-drafted 
shareholder agreement. Ownership is not control. Terms are control. 

The Liquidation Preference Problem 

Liquidation preferences determine who gets paid first when the company is sold, wound up, or 

experiences any liquidity event. A 1x non-participating liquidation preference means the investor 

gets their money back before anyone else receives anything. A 2x participating preference means 

the investor gets double their investment back first, and then participates pro-rata in the 

remaining proceeds alongside all other shareholders. 

For a company that exits at a moderate valuation, liquidation preferences can consume the entire 

exit value, leaving the founder with nothing or next to nothing despite holding a significant equity 

stake. A founder who holds 30% of a company that sells for Rs 20 crores expects to receive Rs 6 

crores. If the investors hold a 2x participating preference on Rs 15 crores of invested capital, the 

investors receive Rs 30 crores first, which exceeds the total exit value. The founder receives zero. 

This is the arithmetic that most founders never perform until the exit is already on the table. By 

then, the terms are locked and the outcome is determined. The founder’s 30% equity stake, which 

looked meaningful on the cap table, is worth nothing in the waterfall analysis that determines 

who actually gets paid. 
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The Dead Equity Problem 

When co-founders leave without vesting schedules, when early investors hold shares but provide 

no ongoing value, when ex-employees retain unexercised options, the cap table accumulates dead 

equity: ownership held by parties who no longer contribute to the business but whose consent is 

still required for corporate actions and whose economic interest dilutes everyone who remains. 

A company with 20% of its equity held by inactive shareholders is a company where every active 

contributor, including the founding team, is working for 80 cents on every rupee of value they 

create. The remaining 20 cents goes to people who are no longer in the room. Over a five-year 

period, the cumulative impact of this leakage is enormous, and it compounds with every new 

round of investment that further dilutes the active contributors while leaving the dead equity 

untouched. 
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Section 4: The Terms Nobody Reads 

Equity is not only about percentages. In many cases, the terms attached to equity are more 

consequential than the equity itself. Indian founders consistently underestimate the importance 

of the non-economic provisions in their investment and shareholder agreements, and 

consistently fail to negotiate them with the same attention they give to valuation. 

Board Composition and Governance Rights 

The right to appoint directors to the board is a control mechanism that operates independently 

of shareholding percentages. An investor with 20% equity and two board seats out of five has 

effective veto power over any decision that requires board approval. If the board also includes an 

independent director nominated by the investor, the investor controls three of five seats with 

only 20% of the equity. 

Founders who agree to board composition clauses without understanding their implications 

discover that their company’s strategic direction, hiring decisions, capital allocation, and exit 

timing are all subject to the approval of parties whose primary obligation is to their own fund’s 

return, not to the company’s long-term vision. 

The board is not an advisory body. It is the company’s governing authority. The Companies Act, 

2013 vests specific powers in the board that cannot be exercised by the shareholders directly. A 

founder who loses control of the board has lost control of the company, regardless of how many 

shares they hold. 

Reserved Matters and Veto Rights 

Most investment agreements include a list of reserved matters: decisions that require investor 

approval regardless of the board composition or shareholding structure. These commonly 

include issuing new shares, taking on debt beyond a threshold, changing the company’s business, 

entering into related-party transactions, hiring or terminating senior executives, approving 

annual budgets, and making capital expenditures above a specified amount. 

A founder who holds 51% of the company’s equity but is subject to a comprehensive list of 

reserved matters does not have majority control in any meaningful sense. They have majority 

ownership with minority control. The distinction is fundamental, and it is one that many founders 

do not understand until they attempt to make a decision and discover that they cannot. 

The reserved matters list is often the most heavily negotiated section of an investment agreement 

in mature ecosystems. In India, it is frequently accepted with minimal discussion because 
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founders focus their negotiating energy on valuation. This misallocation of attention has 

consequences that last for the life of the investment. 

The most expensive clause in any shareholder agreement is the one the founder did not 
understand when they signed it. In most cases, that clause is not about equity. It is about 
control. 

Anti-Dilution Provisions 

Anti-dilution clauses protect investors from valuation declines in subsequent funding rounds. 

There are two primary forms. Weighted-average anti-dilution adjusts the investor’s conversion 

price based on a formula that accounts for the size of the new round relative to the existing capital 

structure. Full-ratchet anti-dilution adjusts the conversion price to match the lowest price at 

which new shares are issued, regardless of the relative size of the issuance. 

Full-ratchet anti-dilution is extremely punitive to founders. A single small issuance at a lower 

valuation, even a minor bridge round or a conversion of a discounted note, can trigger a full-

ratchet adjustment that transfers significant equity from the founders to the protected investors. 

Founders who agree to full-ratchet provisions without understanding the range of scenarios that 

can trigger them are accepting a risk that is disproportionate to any benefit they receive. 

The distinction between broad-based weighted average and narrow-based weighted average is 

equally important and equally overlooked. Narrow-based calculations exclude the ESOP pool and 

other non-investor shares from the denominator, producing a more aggressive adjustment in the 

investor’s favour. The difference in outcome between these two formulas can be several 

percentage points of founder dilution in a down-round scenario. 

Tag-Along and Drag-Along Rights 

Tag-along rights allow minority shareholders to participate in any sale of shares by a majority 

shareholder, on the same terms and at the same price. This protects minority investors from 

being left behind in a founder exit. Drag-along rights, conversely, allow a defined majority to 

compel all shareholders to participate in a sale. 

The trigger thresholds for drag-along rights are critical. A drag-along that requires 75% 

shareholder approval operates very differently from one that requires only a simple majority plus 

investor consent. Founders who do not negotiate these thresholds carefully may find that their 

investors can force a sale that the founder opposes, at a valuation the founder considers 

inadequate, at a time the founder would not have chosen. 

Information Rights and Reporting Obligations 
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Information rights clauses require the company to provide investors with regular financial 

reports, operational updates, annual budgets, and notice of material events. In themselves, these 

are reasonable requirements that promote transparency and good governance. But their scope 

and the obligations they impose on the founder’s time and resources are frequently 

underestimated. 

A founder who has three institutional investors, each with slightly different reporting 

requirements and reporting timelines, may find that compliance with information rights 

consumes a significant portion of their management bandwidth every month. The time spent 

preparing investor reports, attending investor calls, and responding to investor queries is time 

not spent building the business. This is not an argument against transparency. It is an argument 

for negotiating standardised, consolidated reporting obligations rather than accepting each 

investor’s preferred format without discussion. 

Exit Timeline Restrictions 

Many shareholder agreements include provisions that restrict the founder’s ability to sell their 

own shares. Lock-in periods, right of first refusal clauses, and co-sale obligations can prevent the 

founder from achieving any personal liquidity until the investors achieve theirs. A founder who 

has spent five years building a company and holds equity worth several crores on paper may find 

that they cannot sell a single share without investor consent, even if a willing buyer exists at a fair 

price. 

These restrictions serve a legitimate investor interest: ensuring that the founder remains 

committed and incentivised. But they also create a dynamic in which the founder bears the full 

illiquidity risk of their position while the investor retains the optionality to exit through a variety 

of mechanisms that are not available to the founder. The asymmetry is significant and rarely 

discussed at the time the agreements are signed. 
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Section 5: The Control Framework 

The reframing that this paper proposes is not about resisting dilution at all costs or refusing to 

share control with investors. It is about making deliberate, informed decisions about what is 

being given away, at what price, and under what conditions. This requires a framework that most 

founders do not currently operate with. 

Economic Rights vs. Control Rights 

The first principle of the control framework is the distinction between economic rights and 

control rights. Economic rights determine how much of the company’s value belongs to each 

shareholder. Control rights determine who makes decisions about how that value is created, 

managed, and realised. 

These two categories of rights can be separated, and in well-structured arrangements, they 

should be. A founder who gives up 25% of the economic value of the company to an investor does 

not necessarily need to give up 25% of the control. Conversely, an investor who provides capital 

is entitled to protections and governance participation, but those protections do not need to 

extend to operational control of the business. 

The default in Indian startup transactions is to bundle economic and control rights together, and 

to give investors control rights that are disproportionate to their economic interest. The founder 

who understands this dynamic and negotiates accordingly is in a fundamentally stronger position 

than the one who treats the term sheet as a take-it-or-leave-it document. 

Cap Table Modelling 

A cap table model is not a spreadsheet that records who owns how many shares. It is a dynamic 

tool that models the impact of every possible future transaction on every stakeholder’s 

ownership, economics, and control position. 

A properly maintained cap table model shows the founder what their ownership will look like 

after the current round, after the next round, after the ESOP pool is fully allocated, and after every 

outstanding convertible instrument has converted. It shows the impact of a down-round on the 

founder’s position. It shows the effect of liquidation preferences on the founder’s economic return 

at various exit valuations. It converts the abstract terms of shareholder and investment 

agreements into concrete numbers that the founder can evaluate. 

The absence of a cap table model is, in advisory experience, the single most common and most 

consequential gap in Indian founders’ equity management. Founders who maintain one make 
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better decisions. Founders who do not maintain one make decisions in the dark and live with the 

consequences. 

The founder who can see the full trajectory of their cap table, from incorporation to exit 
under multiple scenarios, makes fundamentally different decisions from the one who sees 
only the current round’s term sheet. The difference is not one of negotiating skill. It is one 
of information. 

The Protective Provisions Approach 

Rather than relying solely on equity percentages for control, well-advised founders negotiate 

protective provisions that safeguard specific founder interests regardless of how the cap table 

evolves. These can include founder veto rights over changes in business direction, restrictions on 

the circumstances under which drag-along rights can be triggered, minimum price thresholds for 

forced exits, guaranteed board representation regardless of dilution, and employment 

protections that prevent investors from removing the founder as CEO without cause. 

These provisions are standard in well-structured transactions globally. They are not unusual 

asks. They are the basic toolkit of founder protection, and the fact that many Indian founders do 

not know to ask for them is itself a significant part of the problem this paper addresses. 

The Negotiation Discipline 

The control framework is only as effective as the founder’s willingness and ability to negotiate for 

it. This requires a discipline that goes beyond understanding the terms. It requires the founder to 

enter every equity transaction with a clear set of priorities: what they are willing to concede, what 

they are not willing to concede, and what the walk-away point is. 

The most common mistake in negotiation is treating the term sheet as a package deal, where 

every term is either accepted or rejected as a whole. In practice, term sheets are negotiated 

provision by provision, and investors expect negotiation. A founder who accepts every term as 

presented is not being efficient. They are leaving value and control on the table. 

The second most common mistake is negotiating on valuation alone. Valuation is visible, 

comparable, and easy to discuss. Terms are technical, nuanced, and harder to benchmark. But the 

terms will determine the founder’s actual outcome in every scenario except the most optimistic 

one, and optimising for the most optimistic scenario is not a strategy. It is a hope. 
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Section 6: Recommendations for Indian 
Founders 

The following recommendations are offered as practical steps that founders at every stage can 

take to protect their equity position and maintain meaningful control over the businesses they 

build. They are sequenced from the earliest decisions to the more advanced strategic 

considerations. 

Recommendation 1: Structure the Co-Founder Relationship Before 
You Incorporate 

Every co-founder arrangement should be documented in a founders’ agreement before or at the 

time of incorporation. This agreement should address equity allocation, vesting schedules for all 

founders, roles and responsibilities, decision-making authority, intellectual property assignment, 

non-compete and non-solicit provisions, and the mechanism for handling a co-founder’s 

departure. A four-year vesting schedule with a one-year cliff is the standard baseline. Without it, 

the company is one difficult conversation away from a dead-equity problem. 

Recommendation 2: Build and Maintain a Cap Table Model from 
Day One 

The cap table model should be created at incorporation and updated with every equity event. It 

should model not just current ownership but the impact of future rounds, ESOP allocations, and 

convertible instrument conversions under multiple scenarios. The founder who enters a 

fundraising negotiation with a fully modelled cap table showing the impact of the proposed terms 

on their position at Series A, Series B, and exit is negotiating from a position of clarity that most 

founders never achieve. 

Recommendation 3: Understand Every Term Before You Sign 

Valuation is what founders negotiate. Terms are what they live with. Every provision in a term 

sheet, investment agreement, and shareholders’ agreement should be understood in terms of its 

practical impact on the founder’s position, not just its textual meaning. What does this anti-

dilution clause do to my ownership if we raise a down-round? What does this drag-along clause 

allow the investors to do over my objection? What decisions can I no longer make without 

investor approval? If the founder cannot answer these questions before signing, they are not 

ready to sign. 
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Recommendation 4: Negotiate Control Rights Separately from 
Economic Rights 

The equity percentage is a negotiation about economics. Board composition, reserved matters, 

protective provisions, and exit mechanics are negotiations about control. Treating them as a 

single package, as most founders do, means that control rights are given away as part of a 

conversation about valuation. Separating these negotiations allows the founder to concede on 

valuation where necessary while protecting the control mechanisms that will determine how the 

business operates going forward. 

Recommendation 5: Engage Advisory Before the Term Sheet 
Arrives 

The time to engage an advisor on equity structuring and transaction terms is before the first 

investor conversation, not after the term sheet arrives. A founder who enters investor discussions 

with a clear understanding of their cap table trajectory, their minimum acceptable terms, and 

their non-negotiable control provisions is in a fundamentally different position from one who is 

seeing a term sheet for the first time and trying to evaluate its implications under time pressure. 

The difference in cost between pre-transaction advisory and post-transaction remediation is not 

marginal. It is orders of magnitude. And in many cases, the damage done by poorly structured 

transactions cannot be remediated at all. The equity that has been given away, the control that 

has been ceded, and the terms that have been accepted are, in most cases, permanent. 

Recommendation 6: Review and Audit Existing Agreements 
Periodically 

Founders who have already signed investment agreements and shareholder agreements should 

not assume that these documents are immutable. A periodic review of existing agreements, 

ideally conducted annually and before any new transaction, can identify provisions that may be 

renegotiated, terms that have become obsolete, and obligations that are not being met by either 

party. In some cases, the relationship between founder and investor has evolved to a point where 

both parties would benefit from updating the terms to reflect the current reality of the business. 

This review should also assess whether the company’s cap table reflects the current intentions of 

all stakeholders. Inactive shareholders, unexercised options, and unconverted instruments 

should be identified and addressed. A clean cap table is not just a governance best practice. It is a 

prerequisite for any future transaction, and the cost of cleaning it up increases with every year it 

is deferred. 
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Conclusion 

The founder’s equity trap is this: that the decisions which determine who owns and controls a 

business are made at the moments when the founder is least equipped to make them well. At 

incorporation, when there is no revenue and no experience with cap tables. At the first funding 

round, when the need for capital is urgent and the terms are unfamiliar. At each subsequent 

transaction, when the pressure to close outweighs the discipline to evaluate. 

The evidence presented in this paper tells a consistent story. Founders who approach equity 

decisions reactively, informally, and without professional advisory support consistently end up 

with less ownership, less control, and less economic upside than those who approach them 

strategically. The gap between these two outcomes is not small. It is frequently the difference 

between a founder who controls the future of their business and one who discovers, too late, that 

someone else does. 

India’s startup ecosystem is maturing rapidly. Institutional investors are becoming more 

sophisticated. Transaction documentation is becoming more complex. The terms being offered to 

founders are becoming more standardised, but they are standardised around the investor’s 

interests, not the founder’s. The founder who does not invest in understanding and negotiating 

these terms is accepting whatever the market gives them, and the market, left to its own devices, 

does not optimise for founder outcomes. 

The founder who reads this paper and recognises their own situation in its findings is the one 

who will benefit most from its recommendations. The first step is a complete assessment of the 

current equity position: who owns what, under what terms, with what protections, and with what 

consequences. The second step is a cap table model that shows where the current trajectory leads. 

The third step is a conversation with an advisor who can help identify the gaps and build the 

framework to address them. 

These steps are not expensive. They are not complex. And they are infinitely less costly than 

discovering, at the moment of exit or transition, that the business you built is no longer yours to 

direct. 

The cost of structuring equity well is a fraction of the value it protects. The cost of 
structuring it poorly is measured in ownership lost, control surrendered, and outcomes 
the founder never chose. The choice between them is not a close one. 
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About Satyamaya & Partners LLP 

 

 

Satyamaya & Partners LLP is a new-generation enterprise advisory practice built for the 

complexity of modern Indian business. We bring together expertise across corporate governance, 

transactions, regulatory affairs, intellectual property, and commercial strategy, advising 

founders, promoters, and enterprises across sectors at every stage of their journey. 

Our practices span Corporate and Commercial Advisory, Mergers, Acquisitions and Transactions, 

Banking, Finance and Capital Markets, Tax and Regulatory Affairs, Intellectual Property, and 

Dispute Resolution and Risk Advisory. We treat every mandate with the same rigour and long 

term investment that a founder brings to their business every single day, because we understand 

that the quality of advisory a business receives at every stage determines everything that follows. 

For enquiries and engagements, reach us at office@satyamaya.com or +91 728 988 1956. 

Visit us at satyamaya.com. 
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