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Founders Pocket Guide to Cap Tables: A Comprehensive Resource for
Startup Leaders

When you launch a startup, one of the first and most critical tasks you'll face is building a cap table. This seemingly
simple spreadsheet or database can become the backbone of every funding round, equity grant, and strategic
decision your company makes. Yet, for many founders, the concept of a cap table feels abstract, full of jargon, and
intimidating. That's why this article serves as a founders pocket guide to cap tables—a practical, step by step manual
that demystifies the mechanics, highlights common pitfalls, and equips you with the knowledge to keep your equity
structure clear, accurate, and future ready.

What Is a Cap Table?

A capitalization table, commonly known as a cap table, is a snapshot of a company’s equity ownership at a given
point in time. It lists every shareholder—founders, employees, investors, advisors—and details the type of shares
they hold, the number of shares, the percentage ownership, and the valuation implied by the share price. Think of it
as the financial DNA of your startup: it tells you who owns what, how much equity is available for future hires, and
how each financing event changes the ownership landscape.

Key Components of a Cap Table

¢ Share Classes: Common shares, preferred shares, stock options, warrants, and convertible notes.
Shareholder Names: Founders, investors, employees, and advisors.

* Number of Shares: The actual count of shares allocated to each holder.

« Ownership Percentage: Calculated by dividing each holder’s shares by the total shares outstanding.
¢ Valuation Metrics: Pre money and post money valuations that influence the price per share.

Why Founders Must Master Cap Tables

Cap tables are more than a ledger; they are a strategic tool. Here’'s why founders need to keep a sharp eye on
them:

1. Fundraising Clarity: Investors want to see a clean cap table that shows how much equity remains for future
rounds.

2. Equity Incentives: Employee stock option pools must be sized correctly to attract talent without over diluting
founders.

3. Legal Compliance: Accurate records prevent regulatory headaches and ensure you meet securities law
requirements.

4. Strategic Planning: Understanding dilution helps you decide when to raise capital, issue new shares, or
restructure equity.

Common Cap Table Structures for Early-Stage Startups

While each company’s situation is unique, most early stage startups follow a similar pattern:

e Founders’ Shares: Typically 40-60% combined.



¢ Option Pool: 10—-20% reserved for future hires.
e Seed Investors: 10-30% depending on the round.
¢ Advisors and Early Employees: 1-5% each.

When you add up these percentages, you should see a total of 100% of the company’s equity. The cap table will
shift as new investors come on board, options vest, or new share classes are introduced.

Tools and Software to Build and Maintain Cap Tables

Manual spreadsheets can quickly become error prone. Fortunately, there are several user friendly tools that
streamline cap table creation and ongoing management:

¢ Carta: Offers a robust platform for equity management, vesting schedules, and regulatory compliance.
» Equity Effect: Ideal for early stage companies needing a simple yet powerful cap table solution.

e Gust Equity Management: Great for startups that also need to handle fundraising documents.

« Invesdor: Provides a visual interface for tracking equity and investor relationships.

Many of these platforms integrate with your accounting software, ensuring that your cap table stays synchronized
with your financial records.

Step by Step Guide to Building Your Cap Table

Step 1. Gather All Equity Related Documents

Collect the following:

¢ Founders’ equity agreements

e Stock option agreements

e Convertible note termsheets

¢ Previous funding round agreements

¢ Board resolutions approving share issuances

Step 2: Create a Template
Set up a table with columns for:

e Shareholder Name

e Share Class

e Number of Shares

 Price per Share

e Ownership %

* Investment Amount

« Notes (e.g., vesting schedule, option exercise price)
Step 3: Input Founders’ Shares

Enter each founder's name, the number of shares they hold, and the class (usually common shares). Calculate the
ownership percentage by dividing the founder’s shares by the total shares outstanding.

Step 4: Allocate the Option Pool

Decide the size of the option pool (commonly 10-20%). Enter the total number of shares reserved for future
employees. This pool should be established before the first funding round to avoid additional dilution later.

Step 5: Add Seed Investors



Record the investment amount, the price per share, and the number of shares issued to each investor. Update the
ownership percentages accordingly.

Step 6: Include Convertible Instruments

For SAFE or convertible note holders, add a separate row indicating the convertible instrument and its conversion
terms. While they don’t have shares yet, they will appear in the cap table once they convert.

Step 7: Finalize and Review

Double check calculations, ensure the total shares add up, and confirm that the percentages sum to 100%. Review
the cap table with your legal counsel to verify compliance.

lllustrative Example: A Simple Cap Table

Below is a simplified cap table for a hypothetical startup after a seed round:



Shareholder Class Shares Price per Share Investment Ownership %

Founder A Common 3,000,000 — — 30%
Founder B Common 2,000,000 — — 20%
Seed Investor 1 Preferred 1,500,000 $1.00 $1,500,000 15%
Seed Investor 2 Preferred 1,500,000 $1.00 $1,500,000 15%
Option Pool Common 2,000,000 — — 20%
Total 100%

In this example, the founders collectively hold 50% of the company, investors own 30%, and the option pool
accounts for the remaining 20%. This balance provides a solid foundation for hiring talent while preserving founder
control.

Advanced Cap Table Scenarios: SAFEs, Convertible Notes, and Multiple
Rounds

SAFE (Simple Agreement for Future Equity)

SAFEs convert into preferred shares during a future equity round at a discount or valuation cap. When adding
SAFEs to your cap table, you should:

1. Record the amount invested.
2. Note the conversion terms (discount rate, valuation cap).
3. Mark the SAFE as “convertible” until the next round triggers conversion.

Convertible Notes

Convertible notes are debt instruments that convert into equity upon a financing event. Track the principal, interest,
maturity date, and conversion terms. When they convert, update the cap table to reflect the new share issuance.

Multiple Funding Rounds

Each new round introduces new share classes, valuations, and investors. Keep a separate sheet for each round,
then consolidate into a master cap table. This practice helps you visualize cumulative dilution and forecast future
ownership.

Common Mistakes Founders Make with Cap Tables

« Ignoring the Option Pool: Not setting an option pool before the first round can lead to sudden dilution.

* Mislabeling Share Classes: Mixing common and preferred shares can create confusion during exits.

 Failing to Update Vesting Schedules: Not tracking vesting can result in inaccurate ownership percentages.

¢ Overlooking Convertible Instruments: Neglecting to model SAFEs or convertible notes leads to incomplete
projections.

¢ Not Using Software: Relying on manual spreadsheets increases the risk of errors.

Tips for Maintaining a Healthy Cap Table



1. Update After Every Transaction: Whether it's a new employee grant or a convertible note conversion, make
changes immediately.

2. Schedule Quarterly Reviews: Even if no changes occur, reviewing the cap table quarterly keeps everyone
aligned.

3. Keep a Historical Log: Store past versions for audit trails and investor inquiries.

4. Use Templates: Standardize the format for ease of understanding by new board members.

5. Communicate with Investors: Share updated cap tables with key stakeholders to maintain transparency.

How the Founders Pocket Guide Cap Tables Empowers You

By following this guide, founders gain:

 Clarity on how each funding round affects ownership.

e Confidence in structuring employee incentive plans.

e The ability to present a professional, error free cap table to investors.
¢ A framework for anticipating future dilution and planning accordingly.
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