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							As attorneys representing startups, Milgrom & Daskam knows that early-stage businesses often have many needs and not much capital to meet them. This often results in startups bartering for services using whatever currency they have. Sometimes this results in interesting exchanges (two hundred pounds of Valencia oranges in exchange for a logo design being our personal benchmark); more often it results in founders giving away the most freely available form of credit they have—equity in their company.

Indeed, some businesses treat equity as a sort of credit card, and the consequences of doing so are every bit as bad as maxing out a credit card. Two situations we commonly see are:

	Equity is assigned to a contractor without an agreement, that contractor disappears before signing for it, and only reappears when the business is about to sell, demanding to be paid for his interest in the company.

	A company gives out more than 100% of its equity, forcing the annulment or purchase back of certain units.


In each case, the results can be catastrophically expensive for a new business and are likely to yield bruised feelings and litigation. With that in mind, here are a few general considerations whenever you sell control of part of our business:

	Proportionality—Your business may have an open-ended number of valuable employees, contractors, and contributors over its lifetime, but it will have only finite equity. Only the most important contributors should be given stakes in your business, and those stakes should be limited to small percentages. In all cases, start by assigning a monetary value to your business (or future business), and to the equity recipient’s contributions to your business. No equity offer, adjusting for other forms of compensation, should be for an amount exceeding this ratio of value to contribution. If you are not sure how much your business might be worth, then consider a SAFE (simple agreement for equity), which allows for equity awards without a clear dollar value of your business.

	Documentation—Most states’ laws require companies to document any change in ownership in multiple ways. Be sure to update your capital tables whenever there is a change in ownership or investment, and make sure to document each one with a unit or share award agreement. Most importantly, remember to sign everything.

	Equity Pools—The simplest way to limit the equity you give is to limit the equity available to give. An equity pool is a pre-determined percentage of your business that goes to rewarding valuable staff, contractors, and other contributors. Since the equity pool is effectively earmarked for contributions, use of equity pools serves to control the flow of equity.


Like money-producing snowflakes, every business situation is different and warrants different advice. Please feel free to contact us at Milgrom & Daskam for advice on any corporate or business-related matters. After all, it is best to learn from our past experiences, and not your future mistakes.
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							Jared is a New York corporate attorney specializing in regulatory compliance. While active in several fields, Jared focuses his practice on employee benefits, trademark prosecution, and business acquisitions, particularly in the fields of e-commerce and health and beauty. He also provides pro bono counsel to charities devoted to animal welfare and responsible land use and has published writings on matters ranging from anti-counterfeiting operations to the trademark doctrine of foreign equivalents.
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				Copyright Law

				
				
			
				A Sriracha By Any Other Name…			
		

				
			Sriracha, a fiery red sauce that has captured the taste buds of spicy food enthusiasts around the world, offers not just a kick of heat but also a fascinating study in the realm of trademark and trade dress law. Originating from the coastal city of Si Racha, Thailand, this sauce has transcended its humble beginnings to become a global culinary phenomenon. However, its journey into kitchens and restaurants worldwide brings to light intriguing legal challenges, particularly regarding its trademark and trade dress.

		

		
		
			Read More »		

				

				
					
			Jonathan Milgrom		
				
			March 28, 2024		
				

					

		
				
			
				[image: ]

				Real Estate Law

				
				
			
				Mastering Commercial Lease Negotiation: A Tenant’s Guide to Success			
		

				
			Negotiating a commercial lease can be a daunting task for tenants, with significant implications for their business operations and bottom line. Whether securing office space, retail storefronts, or industrial facilities, tenants must navigate the complexities of lease agreements to maximize benefits and minimize risks. In this blog post, we offer invaluable tips and strategies to empower tenants in their commercial lease negotiations, ensuring favorable terms and enhanced peace of mind.
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				Department of Labor Issues Final Rule on Employee v. Contractor Classification			
		

				
			Proper classification of workers as employees or independent contractors is incredibly important for all businesses and the U.S. Department of Labor (“USDOL”) has just issued a final rule that makes it more difficult for business to classify individuals as independent contractors.
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							If you’d like more information about who we are and what we do, please reach out to set up a free consultation.
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							We are proud to have met the stringent requirements of becoming a certified B Corporation. B Corps are evaluated every three years in the areas of governance, workers, community, environment, and customers to further a vision of an inclusive, equitable, and regenerative economic system for all people and the planet. Read the report.
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