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Table I:  Equity Budgets for Typical Seed Stage Startups 
(Post Seed Stage Round – Before any Restructuring) 

Class Group % of Total Shares Authorized 
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*��&����
� 	��0/G12�

�

                                                           
1  All equity and options for founders and employees vest on a 3-5 year schedule with a one-year “cliff” (6 months 

in some cases for some founders and officers).  Founders will often want vesting “accelerators” such as upon a 
termination without cause or a change of control followed by termination (double trigger). 

2  All equity and options for advisors vest on a schedule, usually monthly with a cliff in some cases. 
3  CEO is individually negotiated, but, in the 5-10% range 
4  CFO is individually negotiated, but, in the 1-3% range 
5  VP Marketing is individually negotiated, but, in the 2-3% range 
6  VP Engineering is individually negotiated, but, in the 2% range.  For a more technical startup such as a Fab-less 

chip startup, the senior technical VP may be in the 2-5% range.  Some technical experts may want more.  But, one 
must consider the implications of the total “overhang” and the need to compensate all present and future 
employees. 

7  Other vice presidents are individually negotiated, but, in the 1-2% range 
8  Directors are individually negotiated, but, in the 0.5 - 1% range 
9  These percentages will vary based on 1) tradeoffs of cash vs. equity in the compensation packages, 2) seniority, 

and 3) capitalization and stage of the company. 
10  Frequently, there are no outside directors who are not investors at this time. 
11  Convertible debt must be taken into account.  Non-convertible debt is unlikely to be paid down during a 

restructuring unless a negotiation for debt reduction is contingent upon accelerated payment.  Such negotiations 
are often required as part of an equity restructuring agreement. 

12  Prior to the A round, some believe it would be unusual to give up more than 30% of the authorized equity to 
investors (not including Friends and Family).  However, depending on the circumstances,  
SOME INVESTORS WANT 40-50% OF THE COMPANY EVEN AT THIS STAGE. 
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Corporate Equity Restructuring 

How it Starts 
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Re-capitalization / Reorganization Methods 
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Table II: Incentive by Dilution of Preferred 
Impact on Equity Budget 
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Table III: Incentive by Preferred That Converts to Common 
Impact on Equity Budget 
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13  The act of requesting a release can sometimes create legal problems. 
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CFO 
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Venture Capitalists 
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14  Some corporate venture capitalists purchase large equity positions in a startup, sometimes more than 50%.  The 

startup then may have difficulty raising further capital because potential investors are concerned that the corporate 
venture capitalist may “dump” the startup. 

15 Please see the section on Re-capitalization at a Lower Valuation 
16  Investors replaced the CEO of one startup three times in two years.  After the fourth CEO, the company faded into 

oblivion. 
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17  Please see the section on Re-capitalization at a Lower Valuation. 
18 Friends and family rounds can be problems if undertaken without experienced legal advice.  Some startups 

formally call their Friends and Family round an A round and sell them preferred stock.  This may become a 
problem in the “real” A round that may force a restructuring in order for the company to be “fundable.” 
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���
���	��
�	����� ���
�������(�������
�&	#�1����������
�	���&	#� 	������1�������� �#� 	���� ����� ��
���� ���
��
��3���#:���

Board of Advisors 
'�&1��
��
�� ��$�	����
�)���
��
�&	#��	������D�
���,���3�����#���� �� �����	&����&�����
��&���1�

���
�	�������&���
�	
�3�����#�	
�(�

�1��:��)�����	�����#��� �#�&	#�1����	������	��	1����� ����&(	�#=
�

������(��
(���
:�

Customers 
!�&����
��&��
�&	#�1���&������
���
��
�� �#�
��
��	����(��	���
��	���	����	���

����	�
�	���(�������:��
�� �����
��&��
��������
�	����� �&
����
��&&���	���#��(���� ��
��
��
�����
�����1��:���

����
�	���
&	�	���
��
��	��������(��	����
�	�����

������#����
�	#������������� �	�
�	���(��������� 	���
��������1��:��
�
����� �
�����
�����
�1	
����(���� ���&(���	�����
�� ��
�	���(����� ����1�
���

��� ��	�	��	1���
	�����	����
��	���	�����(	����
���� ������
�
:�

Attorneys 
)���

����	������
��&�	���,(���������	������#���� �1�
���

�	��&����
�	����#�(����
���	

������	�
(	�����(	��:��B��,(���������	������#
���� ������	�����	
�	�
��
���1D�������?	
��((�
������1�
���

�
��
��

���
@�	�����

� ��(
��:��B��	�#��	
��� ��	������#������1��	���&(����������������� ���

����	��
	��
�

��� 	�� �C
 ���	��
��� ��� �
�������=
�1�
��������
�
:�

�

After the Restructuring 
% ��$�	�������� �������(��
���#�(�	#��
��
�	�?���1�@�
����


���
�	���(�(�	�
�	 �	�����
�
����	�
����

7
�����������������&���:��B���� �������
��	
����� ����
������������� ��1�
���

��1D��������
�
���	���(�	#��
�
������������� ������(��&����
����

:���

F�
�����	���#���������	���
�����������
�&��$�	��
����
�
���
���������#��1�	������	����&�������

�1
�	�������

��
�
��&�
���� �����
���(��
�������&����� 	��4/G��
�� ���3���#:��)
�	���
������ �#�

�&���&�
����(�
&	�����
 	�� �����
�
��&���
���1��������
�
:�����������������1�� �+��	�	���	���
�	��
����	����(��	����	��� �����
�	����#��������
#�	���
 	�� �����
�� ���	����(��	���	�������
��	����1#�
��

�� 	����	��&��
������������
����?�:�:��&����� 	��4/G@:��F�
�����	���#��	���&1����
���&(	���
�
	���
������� �
:��% ��	�� ��
��
�� �
�� ����(	(���������	�����������(��	���������	����	�����&&����	�����
��� �	���
 	�� �����
:�%	1���B"�1�����&	#�1��	��
�
�����
����������� �������� ���� ��3���#�1���������
3��
����
:�



© Copyright 2003 Taligo LLC Page 16 

Table IV:  Equity Budgets For Seed Stage Startups 
Just After a Major Equity Restructuring 

(A Seed Stage Round Occurred on Some Prior Date) 
Class Group % of Total Shares Authorized 
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19  All equity and options for founders and employees vest on a 3-5 year schedule with a one-year “cliff” (6 months 

in some cases for some founders and officers).  Founders will often want vesting “accelerators” such as upon a 
termination without cause or a change of control followed by termination (double trigger). 

20  All equity and options for advisors vest on a schedule, usually monthly with a cliff in some cases. 
21  Founders will likely have their relative portion of the equity reduced, sometimes drastically.  Those who are still 

active in a key role may have that portion “protected" or even increased. 
22  There may be some equity held by former employees (prior to the reorganization) who are not still actively 

involved.  But, this is probably diminished in some way. 
23  Some investors want to decrease employee participation as their equity budget is increased due to supposed 

increased risk.  Other investors want to increase employee participation to encourage their continued involvement 
post restructuring. 

24  CEO is individually negotiated, but, in the 5-10% range 
25  CFO is individually negotiated, but, in the 1-3% range 
26  VP Marketing is individually negotiated, but, in the 2-3% range 
27  VP Engineering is individually negotiated, but, in the 2% range.  For a more technical startup such as a Fab-less 

chip startup, the senior technical VP may be in the 2-5% range.  Some technical experts may want more.  But, one 
must consider the total “overhang” and the need to compensate all present and future employees. 

28  Other vice presidents are individually negotiated, but, in the 1-2% range 
29  Directors are individually negotiated, but, in the 0.5 - 1% range 
30  These percentages will vary based on 1) tradeoffs of cash vs. equity in the compensation packages, 2) seniority, 

and 3) capitalization and stage of the company. 
31  Those who are no longer actively involved will probably be “crammed down” unless there are protective features 

in their agreements. 
32  If these are holdovers from the prior capital structure, they were likely diminished. 
33  Prior to the A round, it would normally be unusual to give up more than 30% of the authorized equity to investors 

(not including Friends and Family).  However, after a restructuring, the situation is much less predictable and 
there are no set parameters either in business law or practice. 

34  This class of preferred stock and common stock is subject to “cram down” during a restructuring. 
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35  This is one reason why there are currently fewer IPOs.   
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36  Executive recruiters are more likely to correctly understand overhang as an issue than the potential employees.  
37  If a startup replaces an officer or officers just before an IPO, vesting clauses in employment contracts may prevent 

overhang from becoming a problem from the company’s perspective.  However automatic vesting clauses in 
employment contracts (usually only for CEOs) can complicate this issue. 

38  Some employee and non-employee option plans provide for the distribution of stock as well as options. 


