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Mediation for Start Ups 

 

Start-up Story of two friends : 

 

 Two friends A and B started an IT related service company 

to provide some innovative software solutions to the IT 

industry in Bangalore. They had worked in the software 

industry for a few years and decided to start a company 

on their own. They had some brilliant ideas and worked 

on the IP. They invested their own funds which they had 

saved. Couple of angel investors also helped them in 

financing the start up.  

 

 Two years down the line, differences started cropping up between the founding partners. 

These related to roles and responsibilities of the two partners, branding, getting professional 

management personnel, scaling up. The angel investors tried to patch up and the business 

continued, but there were every day issues between the parties. There came a stage when it 

became impossible for the parties to continue. The breakdown of communication was such that 

friends and neighbours had turned foes in a short span of time.  

 

 At this stage A wanted to sell his stake and get back to a job. The parties now started having 

issues on valuation of their effort, IP and issues about who owned the IP. Finally, A got so 

completely disillusioned and frustrated that he sold his stake for a pittance and found a job. 

 

This is a story that is familiar in the start-up eco system. A consulted a lawyer and considered filing a 

suit, just to teach B a lesson, but then decided against it, at the instance of an Angel Investor who 

turned a mediator. 

 

What magic did the Mediator do ? 

 

Mediation is an assisted negotiation, wherein the neutral 

third party (mediator) helps parties to negotiate. Third 

party neutral does not necessarily mean - a third party 

who is a stranger. It means a third person who is 

perceived by the parties as a neutral.  

 

The important role of the mediator was to first identify the 

underlying cause of conflict, which was the confusion or 

lack of clarity of the respective roles of the parties in the company. This lack of clarity led to 

miscommunication, misunderstanding, emotion, anger ending up in conflict which finally led to 

complete breakdown of communication. 

 

 The mediator through discussions, both in the joint as well as private caucus, helped the parties 

understand the other party’s perspectives and negotiate their roles and responsibilities afresh, 

opening the pathway for communication. Emotions of breach of trust, feeling exploited, feeling 
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let down was explored by the mediator, leading to meaningful discussion / negotiation between 

the parties and restoring the trust and close relationship that they shared.  

 

 The mediator ensured that there was a fair valuation of the company and its IP based on 

valuation by an independent valuer. This aided in restoring the relationship of the parties to a 

certain extent and protecting the company’s reputation since mediation was conducted in a 

confidential environment. 

 

 In this case, the mediator was privy to the fact that A had domain expertise and was the main 

contributor to the development of the product. B was more into day to day management and 

marketing. A’s perception was that even though he had put in a lot of effort for the 

development of the product, his contribution was being considered the same as B’s contribution 

and hence it was not fair. 

 

 Through mediation, a fair assessment of A and B’s contribution was worked out which helped in 

arriving at an appropriate compensation to A during the settlement. The mediator facilitated the 

parties in exploring various options : 

 

o Product sold – A to get a higher share appropriate to his contribution from the sale.  

o B to continue using it – The parties to enter into a license agreement where A is entitled 

to a continuous license fee.  

o B to compensate A for A’s IP and have the IP transferred in B’s name absolutely.  

o Company valued independently – A to get his share appropriate to his contribution to 

the capital of the company and his shareholding. 

 

While there is no single way of settling the issues, the final outcome depending entirely on the way A 

& B explored and pursued the above options, the good news is that they chose a combination of the 

above and parted ways on amicable terms, instead of fighting the case publicly in a Court. 

Needless to say, mediation as a Dispute Resolution Mechanism ensured that the ultimate 

settlement terms were arrived at by A & B and not by the mediator, who was only an Enabler. Of 

course the terms were documented to as part of a Settlement Agreement. 

 

Way Forward : Start-ups should have a clause in the shareholding agreements clearly providing for 

dispute resolution through mediation. This saves money and time for all the parties. 

 

Specimen Mediation clause is given below : 

 

The Parties mutually agree that in case of any dispute or claim arising out of or relating to this 

Agreement, the parties shall first engage in a good faith negotiation to resolve the dispute. In case 

the dispute is not settled within 7 days, it shall be referred to mediation at an Institution providing 

mediation services that is agreeable to all the Parties. 

 

In the event the parties are unable to resolve such dispute within 30 days of commencement of the 

mediation, which time limit is extendable by mutual agreement, then the Parties agree that the 
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dispute will be submitted for resolution to binding arbitration in accordance with the Arbitration and 

Conciliation Act, 1996. 

 The above article is the 10th part of a series of knowledge sharing initiative on Mediation 
contributed by Ms. Saradha Kumar, Advocate on behalf of CAMP (http://campmediation.in). 
She is currently attached with CAMP ARBITRATION AND MEDIATION PRACTICE Pvt. Ltd. in 
practising and propagating mediation as an effective mechanism for dispute resolution.   
 

 CAMP is a pioneering institution providing private mediation services so that disputing parties 
can settle their disputes amicably. Envisioned by Laila T Ollapally, it is run by a group of legal 
professionals including retired judges, senior mediators from the Bangalore Mediation Centre 
and senior partners of law firms who are committed to resolving disputes efficiently and 
successfully.  
 

 CAMP is recognized by the Union Ministry of Law and Justice as a qualified mediation service 

provider for government disputes as well as by the International Mediation Institute (IMI) as a 

Qualifying Assessment Program (QAP). IMI is the leading international institution for setting 

professional standards for mediators and collaborative dispute resolution processes. 

 


