
THE ENTREPRENEURS REPORT
Private Company Financing Trends Q4 2012

(Continued on  page 6)

Total funds raised in venture deals in which
Wilson Sonsini Goodrich & Rosati represented
one of the principals declined slightly from
2011 to 2012. This decrease was consistent
with the declines reported by industry-wide
surveys such as PricewaterhouseCoopers’
MoneyTree Report.

On the positive side, the percentage of up
rounds increased during Q4 2012 from the prior
quarter. Also, while median pre-money
valuations in Q4 declined somewhat from
earlier in the year, they still remained higher
than those in 2011 and 2010. Finally, preferred
stock terms continued to be more company-
favorable in 2012 than in prior years. For
example, the percentage of deals with senior
liquidation preferences was lower in 2012 than
in 2011 and 2010, and the percentage of deals
with non-participating preferred stock was
higher in 2012 than in the two prior years. 

In sum, although total venture dollars raised in
2012 decreased from the previous year, the

venture funding environment continues to be
strong for entrepreneurs and early-stage
companies.

Up and Down Rounds

Up rounds represented 69% of all financings in
2012, down slightly from the 73% figure in

From the WSGR Database:
Financing Trends for 2012

For purposes of the statistics and
charts in this report, our database
includes venture financing
transactions in which Wilson
Sonsini Goodrich & Rosati
represented either the company or
one or more of the investors. We do
not include venture debt or venture
leasing transactions.

The Tug of War
between Founders
and Investors

Founders Seem to Be Winning

By Herb Fockler, Partner (Palo Alto)

In the last Entrepreneurs Report, we
presented the results of a study we
conducted looking at approximately 300 of
the first-round equity financings in which our
firm has been involved from January 1, 2008,
through September 30, 2012. We started with
a data set of approximately 700 total deals,
including angel, seed, and traditional venture
capital deals.1 We then screened these deals
based on the amount invested ($2 million to
$20 million) and the pre-money valuation ($1
million to $50 million), excluding deals that,
for one reason or another, did not appear to
be a typical first-round equity financing.2 (See
“Pre-money Valuations Since 2008, or ‘How
Much Is My Company Worth?’ Revisited,”
THE ENTREPRENEURS REPORT: Private
Company Financing Trends, Q3, 2012.)  

As part of the Report, we noted that since
late 2011 there has been a substantial and
broad-based increase in pre-money valuations
in first-round equity financings. For most of
the period, the median pre-money valuation
(looking at 25 deals at a time) ranged
between $5 million and $8 million, with a
roughly year-and-a-half period in which the
median never exceeded $6 million,
corresponding with the time of the financial
crisis and its aftermath. The median pre-
money valuation for the entire period was

 

 

0% 

10% 

20% 

30% 

40%
 

50%
 

60%
 

70%

 

80%

 

90%

 

Q1 
2010 

Q2 
2010 

Q3 
2010 

Q4 
2010 

Q1 
2011 

Q2 
2011 

Q3 
2011 

Q4 
2011 

Q1 
2012 

Q2 
2012 

Q3 
2012 

Q4 
2012 

Down Flat Up 

Up and Down Rounds by Quarter

1 These financings are a subset of the Series A and seed
financings (aggregated without regard to size) reviewed
elsewhere in that issue and the current one.
2 While we excluded deals that appeared to be preceded by
another equity round and thus were not truly first-round equity
financings, we did not exclude deals that were preceded by
convertible debt financings. Interestingly, the results of the study
did not vary markedly between companies that had completed a
prior debt financing and those that had not.

(Continued on page 2)
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2011. In Q4, up rounds were 76% of all deals,
similar to Q2’s 77% and much higher than 
Q1’s 43%.  

Down rounds as a percentage of total deals
decreased from 20% in Q3 2012 to 14% in Q4,
and were much lower than in Q1 (35%). Flat
rounds remained unchanged at 10% of deals
in both Q4 and Q3.

Valuations

Median pre-money valuations in 2012 were
substantially higher than in 2010 and 2011,
although they slipped in Q4 for both Series A
deals ($5.8M versus $8.0M in Q3) and for
Series C and later deals ($89.0M versus
$96.2M in Q3). The median pre-money
valuation of Series B deals actually rose in Q4
2012, to $31.1M from $20.0M in Q3, primarily
as a result of a higher median amount of
funds being raised.

Amounts Raised

While average amounts raised were slightly
lower in 2012 than in 2011, median amounts
(see graph on page 3) raised were generally
higher, suggesting fewer small deals last year.
In Q4 2012, the median amount raised in
Series A financings declined to $1.8M from
$2.6M in Q3. By contrast, the median amount
raised for Series B transactions more than
doubled, from $3.2M in Q3 to $7.0M in Q4,
and the median amount raised for Series C
and later deals rose sharply, from $6.4M in Q3
to $11.8M in Q4. 

Deal Terms

Liquidation preferences. Senior liquidation
preferences were used in 37% of all Series B
and later deals in 2012, down from 47% of
deals in 2011 and 50% in 2010. The use of
such preferences decreased both in up rounds,

from 34% of deals in 2011 to 30% in 2012,
and in down rounds, from 79% of deals in
2011 to 56% in 2012. Conversely, pari passu
liquidation preferences were used in 58% of
2012 Series B and later financings, up from
51% of 2011 deals and 48% of 2010 deals.
The percentage increased both for up rounds
(67% in 2012 versus 64% in 2011) and for
down rounds (39% in 2012 versus 18% in
2011). These trends likely reflect the
increasing valuations in later-stage rounds in
2012 as compared with 2011 and, thus, the
corresponding greater negotiating power of
earlier investors. 

Participation rights. The proportion of deals
with non-participating preferred stock
continued to increase in 2012 as compared
with prior years, to 67% in 2012 from 58% in
2011 and 49% in 2010. The proportion
increased both in up rounds, from 59% in
2011 to 67% in 2012, and in down rounds,

$4.0  $4.0  $5.0  $5.3  $5.5  $5.0  $5.6  $8.0  $8.2  $8.0  $8.0  

$17.6  $20.0  $18.8  $15.1  

$29.0  

$17.5  $18.0  $12.3  $15.0  

$28.0  
$20.0  

$36.1  

$64.0  
$60.0  $60.0  

$78.3  
$71.1  

$51.6  

$75.8  
$80.0  

$120.0  

$96.2

$5.8

$89.0

 

$0.0 

$20.0 

$40.0 

$60.0 

$80.0 

$100.0 

$120.0 

$140.0 

Q1 10  Q2 10  Q3 10  Q4 10  Q1 11

 

Q2 11  Q3 11  Q4 11  Q1 12  Q2 12  Q3 12 Q4 12  

M
ill

io
ns

 

Series A (excludes Angel)  Series B  Series C and Later  

$31.1

Median Pre-money Valuations



from 32% in 2011 to 41% in 2012. The
percentage of deals with capped participating
preferred stock declined to 14% in 2012 from
16% in 2011, while the percentage with fully
participating preferred stock decreased from
26% in 2011 to 19% in 2012. Again, these
trends likely reflect the increasing valuations
in later-stage rounds in 2012 as compared
with 2011 and, thus, the corresponding
greater negotiating power of companies and
earlier investors. 

Anti-dilution provisions. Broad-based
weighted-average anti-dilution protection
provisions continued to be overwhelmingly
prevalent, being used in 92% of 2012 deals,

nearly identical to the 91% figure for each of
2011 and 2010. Broad-based weighted-
average was used in 92% of 2012 up rounds,
as compared with 91% of such rounds in
2011, and in 85% of 2012 down rounds, up
from 80% in 2011. The use of full-ratchet anti-
dilution stayed level at 3% of financings in
2012, the same as in 2011.

Pay-to-play provisions. The use of pay-to-play
provisions decreased from 12% of 2011 deals
to 8% in 2012. Pay-to-play usage decreased
both in up rounds, from 5% of 2011 financings
to 4% of 2012 deals, and in down rounds,
from 31% of 2011 financings to 26% of 
2012 deals.

Redemption. The use of redemption provisions
dropped slightly, from 24% of deals in 2011 to
23% in 2012. Investor-option redemption (used
in 22% of deals) continued to be far more
popular than mandatory redemption (1%).

To see how the terms tracked in the table on
the following page can be used in the context
of a financing, we encourage you to draft a
term sheet using our automated Term Sheet
Generator. You’ll find a link in the
Entrepreneurial Services section of
wsgr.com, along with information about the
wide variety of services Wilson Sonsini
Goodrich & Rosati offers to entrepreneurs and
early-stage companies.
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Private Company Financing Trends (WSGR Deals)1

1 We based this analysis on deals having an initial closing in the period to ensure that the data clearly reflects current trends. Please note that the numbers do not always add up to 100% due to rounding.
2 Includes flat rounds and, unless otherwise indicated, Series A rounds. 
3Note that the All Rounds metrics include flat rounds and, in certain cases, Series A financings as well. Consequently, metrics in the All Rounds column may be outside the ranges bounded by the Up Rounds and Down
Rounds columns, which will not include such transactions.
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Liquidation Preferences - Series B and Later

Senior 50% 47% 37% 38% 34% 30% 63% 79% 56%

Pari Passu with Other Preferred 48% 51% 58% 59% 64% 67% 34% 18% 39%

Complex 2% 1% 2% 3% 1% 2% 3% 3% 0%

Not Applicable 0% 1% 3% 0% 1% 1% 0% 0% 5%

Participating vs. Non-participating

Participating - Cap 23% 16% 14% 26% 17% 13% 22% 22% 17%

Participating - No Cap 27% 26% 19% 21% 24% 20% 34% 46% 41%

Non-participating 49% 58% 67% 53% 59% 67% 45% 32% 41%

Anti-dilution Provisions

Weighted Average - Broad 91% 91% 92% 95% 91% 92% 89% 80% 85%

Weighted Average - Narrow 3% 4% 3% 4% 7% 3% 3% 6% 5%

Ratchet 3% 3% 3% 1% 2% 2% 2% 6% 8%

Other (Including Blend) 3% 3% 3% 1% 1% 3% 6% 9% 3%

Pay to Play - Series B and Later

Applicable to This Financing 9% 6% 5% 3% 1% 1% 17% 20% 23%

Applicable to Future
Financings 4% 6% 3% 2% 4% 3% 3% 11% 3%

None 87% 88% 92% 95% 94% 96% 80% 69% 74%

Redemption

Investor Option 24% 22% 22% 23% 25% 23% 29% 32% 35%

Mandatory 1% 2% 1% 0% 2% 1% 3% 3% 3%

None 74% 77% 77% 77% 73% 76% 68% 65% 63%

(Continued on page 5)
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Bridge Loans

In Q3 2012, we began to report aggregate
terms for convertible bridge loans. Q4 2012
saw some significant changes from Q1-Q3,
with terms generally tightening for pre-
Series A loans and loosening for post-
Series A loans.

Interest Rates. Interest rates for pre-Series
A loans converged towards the 8% mark.
Pre-Series A loans with a rate of exactly
8% increased from 31% of deals in Q1-Q3
2012 to 44% in Q4, while loans with rates
above 8% fell from 6% of deals in Q1-Q3
2012 to zero in Q4, and loans with rates of
less than 8% also declined substantially,
from 63% of deals in Q1-Q3 2012 to 56% 
in Q4.  

Interest rates for post-Series A loans
generally declined. Post-Series A loans with
an interest rate of 8% fell from 49% of
deals in Q1-Q3 2012 to 25% in Q4, while
loans with rates under 8% increased from
36% of Q1-Q3 deals to 61% in Q4.

Maturities. Maturities for pre-Series A
loans shortened modestly. Pre-Series A
loans with terms longer than one year
decreased from 65% of Q1-Q3 2012 deals
to 56% in Q4. By contrast, maturities for
post-Series A loans converged on a term of
exactly 12 months. Post-Series A loans with
terms of exactly one year increased from
34% of Q1-Q3 2012 deals to 41% in Q4,
and loans with shorter maturities declined
from 39% of Q1-Q3 2012 deals to 33% 
in Q4.

Subordinated Debt. The use of
subordination increased for all loans.
Subordinated pre-Series A loans increased
from 6% of Q1-Q3 2012 deals to 31% in Q4;
the corresponding increase for subordinated
post-Series A loans was from 38% to 43%.

Warrants and Conversion. The proportional
use of warrants declined from Q1-Q3 2012 to
Q4 for both pre-Series A loans (8% to 6%) and
post-Series A loans (36% to 31%). In Q4 2012,
100% of pre-Series A deals with warrants set
the coverage at 25%. The coverage amount
was generally lower for post-Series A deals
with warrants; the proportion of such deals

with coverage below 25% increased from
39% in Q1-Q3 2012 to 63% in Q4 2012.

Conversion. The use of a price cap on
conversion increased in Q4, with a price cap
specified in 88% of the Q4 pre-Series A loans
(up from 52% in the period Q1-Q3 2012) and
29% of Q4 post-Series A loans (up from 18%).
The proportion of loans featuring conversion
into equity at a discounted price also
increased. Discounts rose from 78% of pre-
Series A loans in Q1-Q3 2012 to 88% in Q4;
the corresponding increase for post-Series A

loans was from 45% to 54%. The conversion
discounts for post-Series A loans generally
converged to 20%, with 79% of Q4 loans
featuring this discount, up markedly from 32%
in Q1-Q3.

Multiples. Repayment of loans at a multiple in
the event of an acquisition became much more
popular for pre-Series A loans, increasing from
6% of such deals in Q1-Q3 2012 to 47% in Q4.
The corresponding increase for post-Series A
loans was more modest, from 20% to 25%.

THE ENTREPRENEURS REPORT: Private Company Financing Trends Q4 2012

Bridge Loans

Q1-Q3
2012
Pre-

Series A 

Q4 2012
Pre-

Series A 

Q1-Q3
2012
Post-

Series A 

Q4 2012
Post-

Series A 

Interest rate less than 8% 63% 56% 36% 61%

Interest rate at 8% 31% 44% 49% 25%

Interest rate greater than 8% 6% 0% 15% 14%

Maturity less than 12 months 6% 13% 39% 33%

Maturity at 12 months 29% 31% 34% 41%

Maturity more than 12 months 65% 56% 28% 26%

Debt is subordinated to other debt 6% 31% 38% 43%

Loan includes warrants1 8% 6% 36% 31%

Warrant coverage less than 25% 33% 0% 39% 63%

Warrant coverage at 25% 33% 100% 30% 38%

Warrant coverage greater than 25% 0% 0% 15% 0%

Warrant coverage described as variable or "other" 33% 0% 15% 0%

Principal is convertible into equity 98% 100% 97% 97%

Conversion rate subject to price cap 52% 88% 18% 29%

Conversion to equity at discounted price2 78% 88% 45% 54%

Discount on conversion less than 20% 16% 14% 14% 14%

Discount on conversion at 20% 53% 57% 32% 79%

Discount on conversion greater than 20% 32% 29% 55% 7%

Conversion to equity at same price as other investors 14% 6% 44% 36%

Repayment at multiple of loan on acquisition 6% 47% 20% 25%

1 Of the 2012 pre-Series A bridges that have warrants, 40% also have a discount on conversion into equity. For 2012 post-Series A bridges with
warrants, 17% also have a discount on conversion into equity.

2 Of the 2012 pre-Series A bridges that have a discount on conversion into equity, 4% also have warrants. For 2012 post-Series A bridges that have a
discount on conversion into equity, 13% also have warrants.
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only $7 million. But in late 2011, pre-money
valuations started to increase dramatically,
first to $10 million and then for a time to $14
million. As noted in the Report, this result
seemed very surprising—during portions of
the spring of 2012, 12 of the preceding 25
first-round venture financings had pre-money
valuations at or exceeding twice the median
for the period.

Since the last Entrepreneurs Report, we have
updated the study to include deals from the
remainder of 2012. The trend of high pre-
money valuations of early 2012 has continued,
if not strengthened. As shown in the chart
above, not only did the moving 25-deal median
pre-money valuations continue in a range of

$10 million to $14 million—again, significantly
higher than at any other time in the last five
years—but it steadily increased within that
range over the last half of the year and ended
2012 at the $14 million mark. The median pre-
money valuation for the period 2008 through
the end of 2012 rose to $7.4 million.

In our earlier article, we speculated as to
some of the possible causes of the increase in
valuations, including the “Instagram effect”
pulling valuations higher; a founder-favorable
climate fostered by former successful
founders now turned super angels; and
possibly an increase in the number of
businesses started by second-time founders
possessing the reputation to command higher

THE ENTREPRENEURS REPORT: Private Company Financing Trends Q4 2012

The Tug of War between Founders and Investors . . .
Continued from page 1...
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Many new ventures are
seeking their initial equity
financing later than had
been the case previously,
both in terms of time and
in terms of technology,
product development,
and achieved milestones
for value creation.
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valuations, as well as the personal wealth to
fund their own ventures and perhaps a lower
desire to seek traditional venture funding this
time around. Each of the foregoing may have
contributed to the recent valuation increase,
but we believe the largest factor is simply
that, as a result of incubators and accelerators
and the proliferation of readily available tools
to start and operate new ventures,
entrepreneurs are able to stretch their
resources for longer periods of time and
concentrate on things that build company

value. As a result, we believe that many new
ventures are seeking their initial equity
financing later than had been the case
previously, both in terms of time and in terms
of technology, product development, and
achieved milestones for value creation.

Since the last Entrepreneurs Report, we have
considered how to expand our study to provide
additional insights for entrepreneurs as they
found new ventures. One area we will be
pursuing is examining the impact the recent

higher valuations may have on these
companies when they seek to raise a second
round of venture capital. On the one hand, the
high early valuations may lead to a greater
number of down Series B or later rounds. On
the other hand, founders may feel that the
early higher valuations have given them more
available equity in their ventures with which
to raise later-round capital. But any results of
this examination will have to wait the 12 to 18
months that it normally takes for a company to
work through its first-round investment.

THE ENTREPRENEURS REPORT: Private Company Financing Trends Q4 2012
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In the meantime, we are presenting in this
issue another way of looking at the results of
the study. The chart below shows the
implications of pre-money valuations—and
especially the recent higher valuations—on
the relative ownership in a new venture
between founders and investors. After all, the
dollars of pre-money valuations are somewhat
arbitrary and merely a means to allocate
proportional ownership and control between
founders and investors after the first
financing. Using the pre-money valuation and
the amount invested, we calculated implied
founders’ and investors’ percentage ownership
of the fully diluted capitalization of the newly
funded company.3 We then plotted these
percentages against each other on the chart
(they are actually mirror images).

Many founders assume that the split in
ownership between investors and founders in

the first financing is about even. Since the
option reserve almost always comes out of the
founders’ share, this would result in an
approximate split of 50%/30%/20% among
investors, founders, and employee stock
option plans. The study, however, shows that
founders actually have done considerably
better than this at almost all times during the
past five years. Except for a relatively short
period during mid-2009, founders’ and
investors’ percentages have varied in
opposition in a narrow band between
45%/35% in favor of investors and 45%/35%
in favor of founders through the end of 2011
(again, with a constant 20% for the option
reserve). Early 2008 started as an investor-
favorable period, but had changed to founder-
favorable by year end. The trend quickly and
steeply reversed in early 2009, with the
median founders’ percentage falling from
around 45% first to just above 35% and then
down to 30%, most likely reflecting the
difficult business climate caused by the
financial crisis. The median founders’
percentage did bounce back to nearly 40% for
a while near the end of 2009, but it was 18
months before it exceeded the median
investors’ percentage, indicating the length of
the crisis and the slow recovery that followed.

The fall of 2010 through the end of 2011, on
the other hand, was a founder-favorable time,
with the median founder/investor split
generally at, or just under, 45%/35% in favor
of founders. Nonetheless, the fluctuations in
the median split during the pre-2012 part of
the period tended to balance themselves out.
In fact, the median split for the period from
the beginning of 2008 through the end of 2011
was exactly 40%/40%.  

The situation changed dramatically in 2012.
The significant increase in pre-money

valuations discussed above, coupled with the
relatively constant amounts invested, resulted
in a strong increase in the percentage that
founders were able to retain in the companies
through their first equity investment. Not only
was the median founder/investor split for
almost the entire year above 45%/35%, but it
was at or above 50%/30% for much of the
year and as high as 55%/25% for a couple of
months in the fall. The increase was so strong
that it pulled the median founder/investor split
for the entire five-year period up from
40%/40% to 43%/37%.  

How long these atypically high founders’
ownership percentages will continue is
unclear. It seems remarkable that founders are
able to negotiate 55%/25%/20% ownership
splits among founders, investors, and option
reserves, but the fact that the figures
discussed here are medians over 25 deals
means that in 12 of those 25 deals during
periods in the fall of 2012, founders were able
to retain more than 55% of their companies
through their first financing. Truly, a very
founder-favorable time.

THE ENTREPRENEURS REPORT: Private Company Financing Trends Q4 2012

The Tug of War between Founders and Investors . . .
Continued from page 7...

In 2012, the increase
was so strong that it
pulled the median
founder/investor split
for the entire five-year
period up from
40%/40% to 43%/37%.

Many founders assume
that the split in ownership
between investors and
founders in the first
financing is about even.
The study, however,
shows that founders
actually have done
considerably better than
this at almost all times
during the past five years.

3 We also have allocated a percentage of the new company to an employee option plan, which we have assumed conservatively for the purposes of this study to be 20% of the fully diluted capitalization. As discussed
elsewhere in this Report, option plan reserves following a Series A financing are generally in the range of 10% to 20%. In addition, we have assumed that the dilution resulting from the option plan reserve always comes
out of the founders’ share.
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By Jim Brenner, Associate (Palo Alto)

The use of options and other stock awards to
attract key employees is a standard and
important feature of entrepreneurial
companies. In almost all cases, new investors
require a company to increase the size of its
option pool as part of the pre-money valuation
prior to the financing, protecting the new
investors from being diluted when the
company subsequently issues equity
compensation to new hires and existing
employees. In effect, then, existing
stockholders must suffer all of the dilution
caused by the increase to the option pool prior
to the closing of the new investment. As a
result, a larger increase in the option pool
effectively reduces the pre-money valuation of
the company, so the negotiation of the option
pool is an extension of the overall valuation
negotiation. This situation can lead to a
common question among founders as they
negotiate for new investments: “How much
stock should I set aside for my option pool?”

The last time The Entrepreneurs Report
conducted a survey of start-up company option
pools to help answer this question was during
the summer of 2008, a few months prior to the
global economic downturn.1 The 2008 survey
analyzed 95 companies immediately following
their Series A financings, almost all of which
were led by institutional venture capital
investors (as distinguished from angel
investors or strategic corporate investors). The
results of the 2008 survey showed that a clear
majority of these start-up companies
established option pools in the range of 11%
to 20% of the fully diluted capitalization of the
companies.

Given that the economy has changed
significantly since the 2008 survey, we
decided to update the data to answer some
key questions:

• Since 2008, have the average or median
sizes of option pools immediately
following Series A rounds changed? If so,
what are the possible reasons for the
changes?

• What are the average and median sizes
of option pools after Series B, Series C,
and Series D rounds?

• What are the average and median sizes
of the remaining pools of ungranted
options available after each of these
rounds?

To answer these questions, we reviewed 155
financings from January 2011 through
December 2012, allocated across rounds as
shown in the following chart:

We looked at the aggregate amount of the
granted and ungranted options in the total
option pool immediately after the closing of
these financings. We then calculated these
numbers as a percentage of the fully diluted
capital of the company.  

Series A Financings

The average size of the post-Series A total
option pools that we examined was 15.9% of
fully diluted capital and the median size was

14.5%. There was substantial deviation from
the mean. The distribution of the total option
pools after these financings is shown in the
graph on page 10.

As indicated, more than 58% of Series A 
total option pools constitute between 10%
and 20% of fully diluted capital. This result is
broadly consistent with the findings of the
2008 study, which found approximately 54%
of Series A financings closed with a total
option pool that ranged between 11% 
and 20%.  

It is also useful to note that immediately
following the Series A financing, an average
of approximately 24% of the stock options in
the plan already had been granted. Since the
global recession, investors expect start-ups to
accomplish much more before their Series A
financings. Many companies must bootstrap
themselves for a year or more before their
Series A financings, frequently raising money
through convertible debt or seed financings.
During this pre-Series A phase, companies
often hire employees and grant them stock
options, thus reducing the number of

THE ENTREPRENEURS REPORT: Private Company Financing Trends Q4 2012

Option Pools: What’s Market in the “New Normal”

1 See “Starting Up: Sizing the Stock Option Pool,” THE ENTREPRENEURS REPORT: Private Company Financing Trends, Summer 2008.

Round of Financing Number

Series A 36

Series B 34

Series C 33

Series D 23

Other* 29

“Other” includes Series E rounds and higher, formation, and seed-
round financing.

Since the global
recession, investors
expect start-ups to
accomplish much more
before their Series A
financings. Many
companies must
bootstrap themselves for
a year or more.

(Continued on page 10)
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ungranted options at the time of the Series A
financing. As a result, some stock options that
traditionally may have been granted after a
Series A financing are being granted
beforehand.    

Size of the Total Option Pool

The total option pool represents the proportion
of the company that the founders and the
other investors are willing to share with the
company’s employees and other service
providers. The average size of a total option
pool appears to remain fairly constant across

companies as they mature. In our survey, both
the average and median of the total option
pools stayed within a couple of percentage
points of each other for rounds A through D.
Thus, as additional financings increase a
company’s capitalization, additional shares are
allocated to the total option pool (see chart 
at right).

Although there are significant deviations from
these averages and medians, as illustrated by
the graph of the Series A total option pools
above, the standard deviation does decline as
companies mature, from 8.46% of the average

THE ENTREPRENEURS REPORT: Private Company Financing Trends Q4 2012

*Includes “Other” category

Round

Average %
of Total

Option Pool

Median %
of Total

Option Pool

A 15.91% 14.55%

B 13.67% 13.46%

C 14.43% 14.74%

D 14.55% 13.05%

Aggregate * 14.90% 14.50%

2.8%

<5%

25%

20%

15%

10%

5%

0%

8.3%

5% –
7.5%

8.3%

7.5% –
10%

19.4%

10% –
12.5%

16.7%

12.5% –
15%

19.4%

15% – 
17.5%

2.8%

17.5% – 
20%

5.6%

20% – 
22.5%

2.8%

22.5% – 
25%

13.9%

>25%
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e

Percentage of Fully Diluted Capital

Series A - Size of Total Option Pool

Option Pools: What’s Market in the “New Normal” . . .
Continued from page 9...

(Continued on page 11)
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size of the pool for companies following a
Series A financing to 5.79% following a Series
D transaction.

Focus on Ungranted Options 

We also looked at the percentage of
ungranted options still available following
each round. During negotiations between
founders (and existing investors) and new
investors, this number is more important than
the size of the total option pool.  

Two of the more important questions for the
management team to ask themselves when
negotiating the size of any option pool
increase are: “Who will be expecting stock
options?” and “How many options will I need
to grant them?” The amount of ungranted
options typically reflects the equity
compensation that is expected to be required
for employee growth and continued incentives
between the time of the financing and the
next round (12 to 18 months on average). 

Thus, to an investor trying to avoid dilution
through an option pool, determining the
number of shares needed to meet these
expectations will be more important than the
overall size of the option pool.

Our data shows that as companies progress
through rounds of financing, there is a clear
decrease in the number of ungranted shares in
an option pool (an average of 12.06%
following Series A rounds to 4.78% following
Series D rounds).2 These results align with the
conventional wisdom that, as time passes, the
number of ungranted options in a company’s

total option pool (as a percentage of fully
diluted capitalization) will decrease, for
several reasons:

• First, as the company grows, its key team
will be filled out, such that any remaining
shares in the total option pool will be for
new hires or option refreshes, which tend
to be significantly smaller than the
amounts needed for the initial grants to
the key team. 

• Second, even if an option pool is
refreshed, additional financings will
further dilute the option pool if the
number of shares of preferred stock sold
to new investors is greater in proportion
to the number of additional shares
reserved under the option pool.

• Third, as the valuation of the company
increases, the percentage of the company
issued to each individual new employee
typically decreases, as the perceived risk

involved in joining the company
decreases and the perceived value of the
equity increases.

While the overriding factor ultimately should
be a company’s hiring and compensation
expectations, this data set should offer a
helpful guide in determining whether a current
total option pool (or proposed increase) is
market when negotiating a financing term
sheet. Typically, the most effective way for
management to negotiate the size of an option
pool with potential investors is to build a
bottom-up analysis showing expected hiring
and equity allocations. Wilson Sonsini
Goodrich & Rosati will continue to monitor
and report on these trends.
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2 The standard deviation from the average percent of ungranted options also declines as companies mature, from 9.42% for Series A rounds to 4.01% for Series D rounds.

Round

Average %
of Options
Available
for Grant

Median %
of Options
Available
for Grant

A 12.06% 10.56%

B 8.71% 8.85%

C 6.07% 5.58%

D 4.78% 4.30%

Aggregate * 8.51% 7.39%

*Includes “Other” category

Two of the more
important questions for
the management team to
ask themselves when
negotiating the size of
any option pool increase
are: “Who will be
expecting stock
options?” and “How
many options will I need
to grant them?”
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Dow Jones VentureSource Ranks WSGR No. 1 
in Issuer-Side Venture Financing in 2012

Dow Jones VentureSource’s legal rankings for issuer-side venture financing deals in 2012
placed Wilson Sonsini Goodrich & Rosati ahead of all other firms by the total number of
rounds of equity financing raised on behalf of clients. The firm is credited as legal advisor in
332 rounds of financing, while its nearest competitor advised on 243 rounds of equity
financing.

According to VentureSource, WSGR ranked first nationally in 2012 issuer-side deals in the
following industries: information technology, healthcare, clean technology, communications
and networking, consumer goods, electronics & computer hardware, energy and utilities,
industrial goods and materials, medical devices & equipment, semiconductors, and software. 


