SAFE Explained: What Investors Need to Know Imﬁ%\m

Looking at early-stage startups? SAFE (Simple Agreement for Future Equity) is now the go-to
instrument for early investing. Created by Y Combinator in 2013, a SAFE offers a streamlined way
to invest in startups without immediate equity or the complexity of priced rounds.

What Is a SAFE? A SAFE is an agreement where you invest today in exchange for future equity—
typically issued during the company’s next priced round. Unlike convertible notes, SAFEs are not
debt and don’t accrue interest or have maturity dates.

Why Investors Use SAFEs
¢ Speed: Sign and fund quickly—ideal for fast-moving deals.
¢ Upside Protection: Valuation caps and discounts reward early conviction.
e Simplicity: No legal complexity or negotiations over current valuation.
¢ Standardization: Widely adopted and legally vetted across the startup ecosystem.

Key Terms You Should Understand
¢ Valuation Cap: Sets the maximum valuation your investment will convert at—so you get
more equity if the company grows fast.
¢ Discount Rate: Gives you equity at a reduced price (commonly 10-20%) in the next round.
o Conversion Trigger: SAFEs typically convert into equity at the next priced funding round or
liquidity event.

Investor Considerations
o Risk Profile: As with any early-stage investment, SAFEs carry high risk with no guaranteed
return.
e Lack of Control: No voting rights or board seats until conversion.
o Dilution Awareness: Multiple SAFEs can lead to greater dilution at conversion—
understand the company’s total SAFE commitments.

Best Practices
e Review the Cap Table: Ask how your SAFE fits into the broader funding picture.
¢ Understand the Exit Scenarios: Know how the SAFE converts in IPOs, acquisitions, or
down rounds.
o Get Legal Insight: Even standard documents benefit from a quick legal review.

Bottom Line

SAFEs are efficient, founder- and investor-friendly tools for backing high-potential startups early.
When structured well, they offer investors a smart way to gain equity exposure while supporting
innovation at its earliest—and riskiest—stage.



