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WHAT PERCENTAGE OF THE COMPANY’S 
EQUITY DO THE OPTIONS REPRESENT?

The number of shares granted really don’t matter if you don’t know the denominator, i.e. the total number of 
share s. Don’t th ink in  te rm s of num ber of share s or the  va lua tion  of share s when  you  join  an  early-stage  
sta rtup . Think in  te rm s of pe rcentage  of the  fu lly d ilu ted  share s ou tstanding (FDSO).

Many early stage  sta rtups ignore  conve rtib le  note s when  they give  you  the  fu lly d ilu ted  cap ita l num ber to  ca lcu la te  
your ownersh ip  pe rcentage . The  com pany conve rts  the  conve rtib le  note s in to  pre fe rred  stock during a  VC financing 
a t a  d iscount from  the  price  pe r share  pa id  by VCs.

Since  the  conve rtib le  note s a re  a  prom ise  to  issue  stock, you’ll want to  ask the  com pany to  include  som e  e stim ate  
for conve rsion  of conve rtib le  note s in  the  fu lly d ilu ted  cap ita l to  he lp  you  m ore  accura te ly e stim ate  your pe rcentage  
ownersh ip .

For a  gene ra l sense  of what a  fa ir pe rcentage  is  you  can  take  a look a t th is  post. Depending on  your expe rience  and  
position  in  the  com pany it m ay be  a  take  it or leave  it s itua tion . Most com panie s will have  se t policy for how m uch 
they gran t each  position  e tc, bu t I say a lways negotia te  eve ryth ing.
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WHAT TYPE OF EQUITY GRANT WILL I RECEIVE?

Equity can be granted in the form of Incen tive  Stock Options (ISO), which  is  m ost typ ica l for and  can  on ly be  gran ted  to  
em ployees, Nonqua lified  Stock Options (NSO), and  Restricted  Stock Units (RSU). There  a re  nuances in  the  tax trea tm ent 

of these  d iffe ren t type  of gran ts so  ask and  check how it will a ffect you . We will be  pu tting ou t a  com ple te  gu ide  to  
exp la in  a ll of th is soon , so  stay tuned .

Incentive Stock Option
A type  of em ployee  stock option tha t can  be  

gran ted  only to  em ployees and  confe r a U.S. tax 
bene fit. ISOs a re  a lso som e tim es re fe rred  to  as 

incentive  share  op tions or Qualified  Stock 
Options by IRS.

Nonqualified Stock Options
Are stock options which  do not qua lify for the  
specia l trea tm ent accorded  to incentive  stock 

options.

Restricted Stock Units
A grant va lued  in  te rm s of com pany stock, bu t 
com pany stock is  not issued  a t the  tim e  of the  
gran t. Afte r the  recip ien t of a  un it sa tisfie s the  
vesting requirem ent, the  com pany d istribu te s 

share s or the  cash  equiva len t of the  num ber of 
share s used  to  va lue  the  un it.

ISO NSO RSU
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WHEN WAS THE RECENT
409A VALUATION?

Th e  409A va lu a t ion  is  a n  a ppra isa l don e  fo r  t a x pu rpose s a n d  don e  a n n u a lly o r  u pon  a  n ew 
rou n d  of fin a n cin g. Th e  exe rcise  p r ice  o f op t ion s is  se t  by th e  409A va lu a t ion . You  sh ou ld  
a sk wh e n  th e  la st  409A va lu a t ion  wa s don e . If it ’s  be e n  a  wh ile , th e  com pa n y m a y h a ve  to  

do  a n o th e r  409A va lu a t ion , wh ich  m e a n s you r  exe rcise  p r ice  m a y go  u p .
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Typically equity vests over time in an attempt to align the 
com pany and  em ployee  incen tives. Standard  vesting 
schedu les typ ica lly a re  se t ove r four years with  25% vesting 
a fte r one  year the  re st vesting m onth ly ove r the  next th ree  
years.

WHAT IS THE VESTING SCHEDULE?
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If Restricted Stock Units (RSU): 
Is the re  a  pe rform ance  cond ition  tied  to  

these  RSUs? RSU gran ts som etim es have  a  
pe rform ance  cond ition  tied  to  them , which  
m eans they m ay not vest un til the  com pany 

rea lizes an  exit even t such  as an  IPO or 
acqu isition .
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WHAT WAS THE MOST RECENT VALUATION OF THE COMPANY?

This can  poten tia lly he lp  you  understand  the  va lue  of your gran t bu t a  lo t of sta rtups will not be  willing to  sha re  th is 
with  you  or they will sim ply give  you  the  post m oney of the  la st round . Having va lued  a  lo t of sta rtups th is is  on ly 

som etim es of va lue .

ARE THERE NON-STANDARD TRANSFER RESTRICTIONS?

Once  the  equ ity vests, it rem ains yours, bu t the re  a re  som e lim ita tions on  wha t you  can  do  with  it. Having transfe r 
re strictions on  your sha res is  com m on, so  wa tch  ou t for non-standard  ones.



7

DOES THE COMPANY EXPECT TO ISSUE STOCK OR 
RAISE A NEW ROUND IN THE FORESEEABLE 

FUTURE?

DOES MY VESTING ACCELERATE 
IF THE COMPANY IS ACQUIRED?

This can  poten tia lly he lp  you  understand  the  va lue  
of your gran t bu t a  lo t of sta rtups will not be  willing 

to  sha re  th is with  you  or they will sim ply give  you  
the  post m oney of the  la st round . Having va lued  a  

lo t of sta rtups th is is  on ly som etim es of va lue .

It is  not uncom m on for com panies to  offe r 
acce le ra ted  vesting upon  the  com pany’s 

acqu isition . Acce le ra ted  vesting is  n ice  to  have  in  an  
exit even t. The  acqu iring com pany m ay lay you  off 

or you  m ay not wan t to  work for the  acqu ire r.



409A VALUATION STARTING AT $99/MONTH
Expe rt -leve l r igor , h igh -tou ch  clie n t  se rvice s , a n d  be st -in -cla ss  t e ch n ology.

Worth Discovering

Contact us to  find  ou t m ore
he llo@m eldva l.com

415-851-2170
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