
 

 

 

 

 

 

 

 
Discount Rates 

Early-Stage Companies: Better Off SAFE? 

By: Christopher F. Wright and Michael B. Lutz 

Examples of SAFE Discounts 

 

Example I (Future Equity Raise): A SAFE holder invests $100,000 into a company and 

negotiates a 20% discount. On the company’s future equity raise, it issues Series A Shares 

at $1.00 per share. Instead of receiving 100,000 Series A Shares at $1.00 per share, the 

SAFE holder would receive 125,000 Series A Shares at $0.80 per share (i.e., $100,000 

investment / ($1.00 x 80% discount)). 
 

Example II (Sale of Company - Conversion): A SAFE holder invests $100,000 into a 

company and negotiates a 20% discount. The company, which has 1 million shares, is then 

sold for $10 million, which would constitute $10.00 per share prior to the SAFE 

conversion.  However, upon the sale, the SAFE holder would receive 12,500 shares  (i.e., 

$100,000 investment / ($10.00 per share x 80%)). This would bring the average price per 

share to $9.88 (i.e., $10 million purchase price / 1,012,500 total shares), and net the investor 

$123,456.79 (i.e., $9.88 price per share x 12,500 shares). 
 

Example III (Sale of Company – Return of Investment): Assume the same facts as Example 

II, but the purchase price for the company is only $400,000. In this case, the price per 

share prior to the SAFE conversion would be $0.40. Upon the sale the SAFE holders would 

receive 312,500 shares (i.e., $100,000 investment / ($0.40 per share x 80%)). This would 

bring the average price per share to $0.30 (i.e., $400,000 purchase price / 1,312,500 total 

shares), and net the investor $95,238.10 (i.e., $0.30 price per share x 312,500 shares). In 

this case, since the amount that would be owed to the investor after conversion is less than 

the $100,000 investment amount, the SAFE holder would instead be owed back his original 

investment from the company’s sale proceeds instead of converting. 
 

Valuation Cap 
 

Example IV (Future Equity Raise – Cap Effective): A SAFE holder invests $100,000 into 

a company and negotiates a $10 million valuation cap. The company, which has 1 million 

shares, sells Series A Shares in an equity raise at which the company is valued at $25 

million (i.e., $25.00 per share). Instead of receiving 4,000 Series A Shares at $25.00 per 

share (i.e., $100,000 investment / $25.00 per share), the SAFE holder would receive Series 

A Shares priced at $10.00 per share (i.e., $10 million valuation cap / 1,000,000 shares), 

netting the SAFE holder 10,000 Series A Shares at the $10.00 price per share. 
 

Example V (Future Equity Raise – Cap Ineffective): Assume the same facts as Example 

IV, except the company sells Series A Shares in an equity raise at which the company is 

valued at $5 million (i.e., $5.00 per share). Since the valuation of the company is not more 



 

 

 

than the valuation cap, the investor will receive 20,000 Series A Shares (i.e., $100,000 

investment / $5.00 per share) at $5.00 per share, the same as all other investors in the round. 
 

Example VI (Sale of Company – Conversion): A SAFE holder invests $100,000 into a 

company and negotiates a $10 million valuation cap. The company, which has 1 million 

shares, is then sold for $50 million, at $50 per share. Based on the valuation cap, the SAFE 

holder would be entitled to receive 10,000 shares of common stock (i.e., (1 million shares 

x $100,000 investment) / $10 million valuation cap) at $10 per share immediately prior to 

the sale. This would result in the average price per share dropping to $49.50 (i.e., $50 

million  purchase  price  /  1,010,000  total  shares),  and  would  net  the  SAFE     holder 

$495,049.50 (i.e., $49.50 x 10,000 shares). 
 

Example VII (Sale of Company – Return of Investment): Assume the same facts as Example 

VI above, except, the purchase price is only $2,000,000, at $2 per share. In that case, the 

SAFE holder would be entitled to 50,000 shares (i.e., (1 million shares x $100,000 

investment) / $2 million purchase price) at $2 per share. This would result in the average 

price per share dropping to $1.90 (i.e., $2 million purchase price / 1,050,000 total shares), 

and would net the SAFE holder $95,000 (i.e., $1.90 x 50,000 shares). In this case, since 

the amount that would be owed to the investor after conversion is less than the $100,000 

investment amount, the SAFE holder would instead be owed back his original investment 

from the company’s proceeds instead of converting. 


