
Comprehensive Founder's Agreement
Outline for Service Companies

Company Name: [Insert Company Name]
Date of Agreement: [Insert Date]
Founders: [List Full Names of All Founders]

Introduction

A Founder's Agreement is the foundational legal and operational document for any
startup with multiple co-founders, and its importance is amplified for service-based
companies. Unlike product companies that deal with tangible goods, service
companies primarily leverage human capital, intellectual property related to
methodologies, and client relationships. This agreement establishes the mutual
understanding and legal obligations among the founders regarding roles,
responsibilities, equity distribution, intellectual property rights (particularly
concerning service methodologies and client data), decision-making frameworks, and
protocols for various contingencies such as a founder's departure.

This comprehensive outline goes beyond a basic template, incorporating best
practices tailored for the unique dynamics of service businesses. It addresses critical
aspects such as client ownership, non-compete clauses specific to service delivery,
and the valuation of intangible assets like expertise and client goodwill. While this
outline covers essential elements, it is imperative that all founders seek independent
legal counsel to draft and finalise a comprehensive, legally sound agreement tailored
to their specific service offerings, business model, and jurisdiction. This template
serves as a detailed starting point for those crucial discussions, ensuring a robust and
equitable partnership from inception.



Section 1: Foundational Elements and Company
Structure

1.1 Company Formation and Legal Structure

Entity Type and Jurisdiction: Specify the legal structure (e.g., Limited Company, LLP,
Sole Proprietorship with partnership agreement) and the jurisdiction of incorporation.
For service companies, consider the implications of different structures on
professional liability, tax efficiency, and future growth, particularly if scaling involves
multiple service lines or international clients. Include provisions for potential
restructuring as the company scales.

Registered Office and Principal Place of Business: Define the company's legal
address and primary operational location. For service companies, this might be a
virtual office initially, but address how changes in operational locations or the
establishment of physical premises will be managed and approved.

Company Purpose and Mission: Articulate the company's core mission, vision, and
primary service activities. This should be sufficiently broad to accommodate service
evolution whilst remaining focused enough to provide clear direction. Include
provisions for how mission changes will be approved and implemented.

1.2 Founder Identification and Roles

Comprehensive Founder Profiles: For each founder, document full legal names,
addresses, professional backgrounds, and specific expertise areas. Include details of
previous entrepreneurial experience, relevant industry knowledge, and unique skills
that justify their founder status, particularly their service delivery capabilities and
client relationship experience.

Role Definitions and Responsibilities: Establish clear, detailed job descriptions for
each founder, including primary responsibilities, decision-making authority, and
performance expectations. For service companies, specifically address roles in service
delivery, client acquisition, client relationship management, talent management (for
service professionals), and intellectual capital development.

Reporting Structure and Governance: Define the initial organisational hierarchy,
board composition, and governance framework. Establish how roles may evolve as the



company grows and how new leadership positions will be created and filled, especially
as the service team expands.

Section 2: Equity Distribution and Ownership
Structure

2.1 Initial Equity Allocation

Equity Distribution Framework: Detail the percentage ownership for each founder,
including the methodology used to determine these allocations. Consider factors such
as initial capital contributions, sweat equity, opportunity cost, and unique value
propositions each founder brings to the venture, particularly their expertise, client
network, and time commitment to service delivery.

Vesting Schedules and Cliff Periods: Implement sophisticated vesting mechanisms
that protect the company whilst fairly rewarding founder contributions. Typically, a
four-year vesting schedule with a one-year cliff provides appropriate balance. Include
provisions for acceleration upon certain events such as acquisition or involuntary
termination.

Equity Pool Management: Establish the initial employee stock option pool (typically
10-20% of total equity) and define how future equity pools will be created and
managed. Address how founder equity may be diluted through future funding rounds
and employee grants, especially for key service delivery personnel.

2.2 Capital Contributions and Financial Commitments

Initial Capital Requirements: Document each founder's financial contributions,
including cash investments, equipment, intellectual property (e.g., proprietary
methodologies), or other assets. Establish clear valuation methodologies for non-cash
contributions.

Future Funding Obligations: Define each founder's commitment to future funding
rounds, including pro-rata rights, anti-dilution provisions, and obligations to
participate in bridge financing or emergency funding situations.

Expense Management and Reimbursement: Establish policies for business expense
reimbursement, founder salaries (if any), and the transition from unpaid to paid roles



as the company achieves specific milestones.

Section 3: Intellectual Property and Service Delivery
Methodologies

3.1 Intellectual Property Assignment and Protection

Comprehensive IP Assignment: Ensure all founders assign existing and future
intellectual property to the company, including copyrights (for content, training
materials), trade secrets (for proprietary methodologies, client lists), and know-how.
For service companies, this is crucial given the value of unique service delivery
processes, training programmes, and client management systems.

Pre-existing IP Carve-outs: Clearly identify any intellectual property that founders
wish to retain personally, ensuring these carve-outs don't conflict with the company's
business objectives or create competitive disadvantages.

IP Development and Ownership: Establish protocols for ongoing intellectual
property development, including the creation of new service methodologies, training
modules, and proprietary tools. Define how ownership of client-specific work products
will be handled.

3.2 Service Delivery Governance

Service Standardisation and Quality Control: Define decision-making processes for
service delivery standards, quality assurance protocols, and client satisfaction metrics.
Establish how disagreements about service methodologies will be resolved.

Client Ownership and Non-Solicitation: Clearly define client ownership within the
company and implement robust non-solicitation clauses to prevent founders from
poaching clients or employees if they depart. This is paramount for service businesses
where client relationships are the primary asset.

Talent Management and Training: Address how service professionals will be
recruited, trained, and managed. Include provisions for maintaining a high standard of
expertise and continuous professional development.



Section 4: Decision-Making and Governance
Framework

4.1 Board Composition and Authority

Initial Board Structure: Establish the initial board composition, typically including all
founders and potentially independent directors or investor representatives. Define
board meeting frequency, quorum requirements, and voting procedures.

Reserved Matters: Clearly enumerate decisions that require board approval versus
those that can be made by management. For service companies, this should include
major client contracts, significant talent acquisitions, changes to core service
offerings, and intellectual property licensing.

Advisory Board Formation: Consider establishing an advisory board with industry
experts, former executives, and technical specialists who can provide guidance on
service development, market strategy, and operational challenges.

4.2 Operational Decision-Making

Day-to-Day Management Authority: Define which founder(s) have authority for
routine operational decisions, spending limits, and vendor relationships. Establish
clear escalation procedures for decisions that exceed individual authority.

Conflict Resolution Mechanisms: Implement structured processes for resolving
founder disagreements, including mediation procedures, tie-breaking mechanisms,
and ultimate dispute resolution through arbitration if necessary.

Strategic Planning and Review: Establish regular strategic planning sessions,
performance review processes, and milestone assessment procedures to ensure the
company remains aligned with its objectives.



Section 5: Founder Departure and Transition Protocols

5.1 Voluntary Departure Procedures

Resignation Protocols: Define the process for voluntary founder departure, including
notice requirements, transition responsibilities, and knowledge transfer obligations.
Address how departing founders will be compensated for their equity and
contributions.

Equity Treatment Upon Departure: Establish clear rules for equity treatment when
founders leave voluntarily, including vesting acceleration, buyback rights, and
valuation methodologies. Consider different treatment for good reason versus no
reason departures.

Non-Compete and Non-Solicitation: Implement reasonable non-compete and non-
solicitation provisions that protect the company's interests whilst allowing departing
founders to pursue their careers. For service companies, these clauses are particularly
vital to protect client relationships and proprietary methodologies. Ensure these
provisions are enforceable under applicable law.

5.2 Involuntary Removal and Performance Issues

Performance Standards and Improvement Plans: Establish objective performance
criteria for founders and procedures for addressing performance deficiencies,
including improvement plans and support mechanisms.

Removal Procedures: Define the process for involuntary founder removal, including
voting requirements, due process protections, and appeal mechanisms. Ensure these
procedures are fair whilst protecting the company's ability to address serious
performance or conduct issues.

Disability and Incapacity Provisions: Address how founder disability or incapacity
will be handled, including temporary management arrangements, equity treatment,
and long-term succession planning.



Section 6: Financial Management and Reporting

6.1 Financial Controls and Transparency

Accounting Standards and Reporting: Establish professional accounting practices,
regular financial reporting requirements, and transparency obligations among
founders. Define access rights to financial information and decision-making authority
for financial matters.

Banking and Signatory Authority: Define banking relationships, signatory
requirements for different transaction types, and approval processes for significant
expenditures. Implement appropriate financial controls to prevent fraud and ensure
accountability.

Tax Planning and Compliance: Address tax planning strategies, compliance
responsibilities, and coordination with professional advisors. Consider the tax
implications of equity structures and founder compensation arrangements.

6.2 Investment and Funding Strategy

Future Investment Rounds: Establish frameworks for future funding rounds,
including founder participation requirements, anti-dilution protections, and board
composition changes. Address how investment decisions will be made and approved.

Debt Financing and Guarantees: Define policies for debt financing, personal
guarantees by founders, and risk allocation for company obligations. Establish limits
on founder liability and procedures for major financial commitments.

Exit Strategy Planning: While premature detailed exit planning may be
counterproductive, establish basic frameworks for how exit opportunities will be
evaluated and decisions made regarding acquisition offers or public offerings.



Section 7: Operational Excellence and Risk
Management

7.1 Insurance and Risk Mitigation

Insurance Coverage Requirements: Mandate appropriate insurance coverage
including professional indemnity insurance (critical for service companies), directors
and officers insurance, and key person life insurance on founders. Define how
insurance costs will be allocated and coverage decisions made.

Risk Assessment and Management: Establish regular risk assessment procedures,
contingency planning processes, and crisis management protocols. For service
companies, address specific risks related to client dissatisfaction, talent retention,
data breaches, and service delivery failures.

Legal Compliance and Regulatory Affairs: Define responsibilities for legal
compliance, regulatory monitoring, and relationship management with legal counsel.
Establish procedures for handling legal disputes and regulatory investigations.

7.2 Confidentiality and Information Security

Confidentiality Obligations: Implement comprehensive confidentiality provisions
protecting company information, client data, and proprietary methodologies. Define
information sharing protocols and data security requirements, especially concerning
sensitive client information.

Information Technology and Security: Establish information technology governance,
cybersecurity requirements, and data protection protocols. Address intellectual
property protection in digital environments and cloud-based systems.

Communication and Public Relations: Define protocols for external communications,
media relations, and public statements about the company. Establish approval
processes for significant announcements and marketing communications.



Section 8: Amendment and Enforcement Provisions

8.1 Agreement Modification and Updates

Amendment Procedures: Define how the founder's agreement can be modified,
including voting requirements, documentation standards, and effective date
procedures. Ensure amendments are properly documented and legally enforceable.

Regular Review and Updates: Establish schedules for regular agreement review and
updates to reflect changing circumstances, legal requirements, and business
evolution. Consider annual reviews with legal counsel.

Integration with Other Agreements: Address how the founder's agreement
integrates with employment agreements, non-disclosure agreements, and other legal
documents. Ensure consistency and avoid conflicting provisions.

8.2 Legal Enforcement and Dispute Resolution

Governing Law and Jurisdiction: Specify the governing law and jurisdiction for
agreement interpretation and enforcement. Consider the implications of different
jurisdictions for international service companies.

Dispute Resolution Procedures: Implement structured dispute resolution procedures
including negotiation, mediation, and arbitration. Define timelines, procedures, and
cost allocation for dispute resolution processes.

Severability and Enforceability: Include standard severability provisions ensuring
that invalid provisions don't invalidate the entire agreement. Address enforceability
concerns and alternative provisions for unenforceable terms.

Conclusion and Implementation Guidance

This comprehensive founder's agreement outline provides a robust framework for
establishing and maintaining successful founder relationships in service companies.
The complexity and detail included reflect the sophisticated challenges that modern
service ventures face and the need for agreements that can adapt to changing
circumstances whilst providing clear guidance and protection.



Implementation of this agreement requires careful consideration of each provision's
applicability to your specific situation, thorough legal review by qualified counsel, and
ongoing attention to its effectiveness as your company evolves. The investment in
creating a comprehensive founder's agreement pays dividends throughout the
company's lifecycle by preventing conflicts, clarifying expectations, and providing a
solid foundation for growth and success.

Remember that this agreement is a living document that should evolve with your
company. Regular reviews and updates ensure that it continues to serve its intended
purpose of facilitating founder collaboration whilst protecting all parties' interests.
The goal is not merely legal compliance, but the creation of a framework that enables
founders to focus on building a successful service company with confidence and
clarity about their mutual obligations and opportunities.


