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Scope: What We Looked at

• We analysed stock-based compensation (SBC) & equity plans across 117 US-listed growth technology companies. 

• Cohort 1 (n=66): Companies that IPO’d in 2019 or earlier. This gave us at least 3 full years (post-IPO year) from which to analyse SBC data to provide 
a smoother answer for average dilution of the company.

• Cohort 2 (n=51): Companies that IPO’d in 2020 or 2021. This gave us only 1 or 2 years (post-IPO year) to analyse SBC data from.

• Either one or both cohorts were analysed depending on the types of analysis. 

• The most important metric we analysed is what we call Annual SBC-based Net Dilution1. We define this metric as:

Annual SBC-based Net Dilution = 
𝑨+ 𝑩/𝟑

𝑪
     where,

• A = Net RSUs issued in the financial year = (Granted) minus (Forfeited & Cancelled) *includes PSUs and other forms of RSU

• B = Net Options issued in the financial year = (Granted) minus (Forfeited & Cancelled)

• C = Weighted shares outstanding (over the last twelve months, as reported at end of the year)

• As implied by the above formula, we assume 1 RSU is equivalent to 3 options, to get to a common numerator (a rough rule of thumb)2.

• Gathering the above inputs involved manually going through the 10k filings of all 117 companies from 2015 (where applicable) to 2022 to collect quantitative 
data from the share-based compensation section of the filing. 

• Using annual SBC-based net dilution as a key variable, we ran several types of analysis including:

• Understanding the evolution of both SBC-based dilution over time (as well as the type of equity grants issued over time)

• Understanding ‘what’s good and what’s bad’ when it comes to level of SBC-based dilution

• Testing several variables (medium-term stock price performance, growth rate, company size) against net dilution to identify any takeaways and 
correlations

• This pack captures our final findings and takeaways on SBC-based dilution, which we hope will be useful for management, boards and investors of 
US-listed growth technology companies. 

1. Also known as net ‘burn rate’ (Institutional Shareholder Services (ISS))
2. Assumed ratio of the estimated fair value of an option relative to the price of the company’s common stock
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What Did We Find?
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What We Found – Average SBC-Based Net Dilution
We calculated SBC-based di lut ion across the below companies from 2015 to 2022 and ranked the 
average net  di lut ion over the last  1 -5  years

Bottom quartile
(most dilutive) 2nd quartile 3rd quartile Top quartile 

(least dilutive)

Cohort 1

IPO: 2019 or earlier

n=66

Average annual 
dilution over the 

last 3-5 years 
(2018-2022)

Cohort 2

IPO: 2020-2021

n=51

Less data-points –
annual dilution over 
the last 1 year (2021 

IPO) or 2 years 
(2020 IPO)
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SBC-Based Dilution Over the Last 8 Years
Net Di lut ion has histor ical ly  hovered around the 2% level ,  before spiking in 2022

• Overall long-term median across all companies over the last 8 years = 2.0% p.a. Net Dilution 

• The notable spike in 2022 is most likely driven by the significant correction in public tech valuations (meaning 
companies had to likely issue more equity to maintain a similar level of remuneration on a dollar basis)

1.9% 

2.3% 

1.7% 
1.9% 

1.7% 1.6% 1.5% 

3.0% 

1.4% 1.5% 

1.0% 0.9% 1.0% 1.0% 0.9% 

1.8% 

3.0% 
3.2% 3.2% 3.1% 

2.6% 
2.4% 

2.6% 

4.9% 

0.0%

1.0%

2.0%

3.0%

4.0%

5.0%

6.0%

2015 2016 2017 2018 2019 2020 2021 2022

Annual SBC-Based Net Dilution across Growth Technology

Median 25th percentile 75th percentile

n=31 n=39 n=43 n=50 n=55 n=66 n=77 n=117
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Options or RSUs?
Type of  equity  grants issued by US -l isted growth tech companies over  the last  8 years

• The rise of RSUs: The share of US-listed growth tech companies issuing RSUs (or equivalent) as the ONLY form 
of equity-based compensation has significantly increased from 26% to 56% in the last 8 years

• Options only: Only one company in our dataset has granted ZERO RSUs over the last 8 years - Netflix! 

3% 5% 5% 4% 4%

26%
26% 28%

38%

45%

38%

55% 56%

71% 69% 67%

58%

51%

61%

44% 43%

2015 2016 2017 2018 2019

2%

2020

1%

2021

1%

2022

RSU & Options

RSUs Only

Options Only

100%
n=31 n=39 n=43 n=50 n=55 n=66 n=77 n=117
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So What?
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Average Annual SBC-Based Net Dilution 
(from 2018-2022)*

SBC-Based Net Dilution vs. Medium-Term SP Return

SBC-Based Dilution vs. Medium-Term SP Returns
We plotted average SBC -based di lut ion against  medium -term SP performance to test  i f  there was 
any correlat ion…

We observe an inverse correlation between a company’s level of SBC-based net dilution 
and its medium-term stock price performance 

*Medium-Term Stock Price (SP) CAGR: Calculated as 5y CAGR from 30 June 2018 to 30 June 2023 for 54/66 (82%) companies in analysis. The remainder was calculated as half-yearly increments from 3.5y 
CAGRs to 4.5y CAGRs depending on IPO date.
*Average Annual SBC-Based Net Dilution: Calculated as average SBC-based net dilution over 5 years from 2018 to 2022 for 50/66 (76%) companies (IPO in 2017 or prior). Average dilution over 4 years (2019 to 
2022) was taken for 5/66 (8%) of companies (IPO in 2018). Average dilution over 3 years (2020 to 2022) was taken for 11/66 (17%) of companies (IPO in 2019). Companies that had an IPO in 2020-2021 were 
excluded due to insufficient time horizon to assess medium-term SP performance.
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SBC-Based Net Dilution vs. Medium-Term SP return

• From 30 June 2018 to 30 June 2023 
(5y), the NASDAQ compounded at a 
5y CAGR of ~13% pa

• Red zone: Of the 17 companies that 
had an average annual SBC-based 
net dilution of greater than 3%:

• ZERO outperformed the 
NASDAQ

• A majority (10 of the 17, or 
59%), delivered a negative SP 
return

• On the other hand,

• Companies keeping dilution 
low are more likely to beat 
the market

• Although lower annual SBC-
based dilution does not 
necessarily guarantee strong 
stock price performance - e.g. 
QTWO, RNG, CHGG

SBC-Based Dilution vs. Medium-Term SP Returns
Takeaways –  We can div ide this  chart  into 3  zones

Nasdaq CAGR: ~13% pa

*Medium-Term Stock Price (SP) CAGR: Calculated as 5y CAGR from 30 June 2018 to 30 June 2023 for 54/66 (82%) companies in analysis. The remainder was calculated as half-yearly increments from 3.5y CAGRs to 4.5y CAGRs 
depending on IPO date.
*Average Annual SBC-Based Net Dilution: Calculated as average SBC-based net dilution over 5 years from 2018 to 2022 for 50/66 (76%) companies (IPO in 2017 or prior). Average dilution over 4 years (2019 to 2022) was taken 
for 5/66 (8%) of companies (IPO in 2018). Average dilution over 3 years (2020 to 2022) was taken for 11/66 (17%) of companies (IPO in 2019). Companies that had an IPO in 2020-2021 were excluded due to insufficient time horizon to 
assess medium-term SP performance.

<2% pa >3% pa2-3% pa
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Keeping Net Dilution to Less Than 3% p.a.
We bel ieve growth technology companies should target  an average annual  SBC -based net  di lut ion 
of less than 3% p.a .

Average Annual Net Dilution (2018 to 2022)* <2% p.a. >3% p.a.

(n = 32) (n = 17)

3-5y Stock Price Performance*
(June 2018 to June 2023)

19.1% pa

12.3% pa

-7.3% pa

Average SP CAGR

Median SP CAGR

16.9% pa
13.3% pa

-0.9% pa

Outperform NASDAQ?
63% (20/32)

53% (9/17)

0% (0/17)

% of total 
companies

Growth technology companies that dilute greater than 3% p.a. from SBC on a net basis, 
are EXTREMELY UNLIKELY to outperform the market

*Medium-Term Stock Price (SP) CAGR: Calculated as 5y CAGR from 30 June 2018 to 30 June 2023 for 54/66 (82%) companies in analysis. The remainder was calculated as half-yearly increments from 3.5y CAGRs to 4.5y 
CAGRs depending on IPO date.
*Average Annual SBC-Based Net Dilution: Calculated as average SBC-based net dilution over 5 years from 2018 to 2022 for 50/66 (76%) companies (IPO in 2017 or prior). Average dilution over 4 years (2019 to 2022) 
was taken for 5/66 (8%) of companies (IPO in 2018). Average dilution over 3 years (2020 to 2022) was taken for 11/66 (17%) of companies (IPO in 2019). Companies that had an IPO in 2020-2021 were excluded due to 
insufficient time horizon to assess medium-term SP performance.

2-3% p.a.

(n = 17)
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Chicken or Egg?
Key Considerat ions

• We are not saying that there is a causation between dilution and SP performance. 

• Over a 5-year period, the most significant correlate to a company’s SP performance is the change to its valuation 
multiple (e.g. EV/NTM Rev), which is in turn driven by its fundamental business performance (at least in part) 

• We are simply observing a correlation between a company’s SBC-based dilution and its medium-term SP 
performance.

• One hypothesis is that companies who are more disciplined on dilution are more likely to possess the same DNA of 
discipline throughout their business and management style – from disciplined capital allocation to strict cost 
control – which over the medium to long term, should drive superior shareholder value creation. 

• We acknowledge and believe that there could be a virtuous/vicious 
cycle at play: 

• If a company’s valuation multiple expands, driving stock price up, 
the company is able to issue less dilutive stock to maintain the 
same level of remuneration on a dollar basis → potentially leading 
to a virtuous cycle.

• Conversely, if a company’s valuation multiple compresses, driving 
stock price down, the company has to issue more dilutive stock 
to maintain the same level of remuneration for employees on a 
dollar basis → leading to a vicious cycle.
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Other Things We Tested
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5y Revenue CAGR
(LTM revenue June 2018 to June 2023)

5y Growth Rate vs. SBC-Based Net Dilution

Other Things We Tested: Growth Rate vs. SBC-Based Dilution
Should our company be al lowed to issue more di lut ive equity ,  i f  we are growing faster?

Our analysis shows minimal correlation between a company’s growth rate and their average 
level of annual SBC-based dilution

Consistent 30%+ growers that 
have kept their average 3-5y 

dilution below 2% p.a.

*Average Annual SBC-Based Net Dilution: Calculated as average SBC-based net dilution over 5 years from 2018 to 2022 for 50/66 (76%) companies (IPO in 2017 or prior). Average dilution over 4 years (2019 to 2022) 
was taken for 5/66 (8%) of companies (IPO in 2018). Average dilution over 3 years (2020 to 2022) was taken for 11/66 (17%) of companies (IPO in 2019). Companies that had an IPO in 2020-2021 were excluded due to 
insufficient time horizon to assess medium-term SP performance.
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CY22 Revenue Growth

CY22 Growth Rate vs. CY22 SBC-Based Net Dilution

Other Things We Tested: Growth Rate vs. SBC-Based Dilution (CY22 Only)
Should our company be al lowed to issue more di lut ive equity ,  i f  we are growing faster?

Despite the significant 2022 stock market correction, several 30%+ growth technology 
companies were still able to maintain <2% SBC-based net dilution
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Company Size vs. SBC-Based Dilution

Other Things We Tested: Company Size vs. SBC-Based Dilution
Should our company be al lowed to issue more di lut ive equity ,  i f  we are smal ler  /  younger? 

No clear correlation between company size & level of SBC-based dilution
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Options or RSUs?
Type of  equity  grants issued by US -l isted growth tech companies over  the last  8 years

• We found that the less dilutive half of the cohort (less than 2% dilution) had a much higher proportion of equity plans 
with a ‘mix of options & RSUs’.

• This observation suggests that there are potential advantages of including options in a company’s equity policy, as these 
instruments seem to be associated with less overall dilution over the medium term.

<2% dilution

Purely RSUs

Almost all RSUs

Mix of Options & RSUs

N=32

N=34

>2% dilution

6
(19%)

11
(34%)

15
(47%)

5
(15%)

23
(68%)

6
(18%)

• We split Cohort 1 (n=66 US-listed growth technology companies that IPO’d in 2019 or earlier) into two groups based on their average SBC-
based dilution over the last 3-5 years – less than and greater than 2% p.a. dilution

• We then categorised every company’s type of SBC plan into 3 categories based on at least 3-8 years of data (2015-2022)
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Several Management 
Teams are Now Explicitly 

Guiding on Dilution

(Examples)
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While a lot  of  companies spoke about di lut ion over the last  12  months,  only  8 of  77 in our sample search 
have publ ic ly  given an expl ic it  di lut ion target  of  <3%

Management Guidance on SBC-Based Dilution

SPOKE GENERALLY 
ABOUT 

SBC/DILUTION

47
PUBLICLY GAVE A 
SPECIFIC TARGET 

FOR DILUTION/SBC

22
EXPLICIT DILUTION/ 
BURN RATE TARGET 

OF <3% p.a.

8

SEARCH SCOPE* 

77
Transcript scrape of 

earnings calls, releases, 
conferences & 

Investor/Analyst days 
over last 12 months Oct 
2022 to Oct 2023 (Alpha 

Sense)

*US-listed growth technology companies that were public prior to Jan 1, 2021
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Management Guidance on SBC-Based Dilution
8 example companies that  have publ ic ly  guided to less than 3% SBC -based net  di lut ion

SHARE DILUTION TARGET

<1%

‘Based on our current 
forecast for stock 

issuances, we now expect 
net dilution in 2023 to be 
well under 1%, prior to any 
additional potential stock 

repurchases.’

2Q23 Earnings Release

SHARE DILUTION TARGET

<2%

‘we've always been 
focused on managing 

dilution. Our targets over 
the last several years 

have been less than 2%’

Jefferies Software 
Conference May 2023

SHARE DILUTION TARGET

<2%

‘In FY23, we expect less 
than 2% year-over-year 

increase in diluted share 
count’

2Q23 Letter to 
Shareholders

SHARE DILUTION TARGET

2%

‘Dilution target. We're 
reiterating our long-term 
target of 2%. You can see 

in 2023, we are at 3%. We're 
forecasting it to be 2%’

Snowflake Analyst Day 
June 2023

SHARE DILUTION TARGET

2-3%

‘…our historic norms for net 
dilution was in the 2% to 
3% range… dilution for FY 
'24 will be back within our 

historical range…we 
remain committed to 

further reduction over the 
long term.’

1Q24 Earnings Call

SHARE DILUTION TARGET

<3%

‘Having said that, we think 
that we are going to 

continue to show low 
dilution, less than 2% this 
year, and strive to keep it 
under 3% for next year.’

2Q24 Earnings Call

SHARE DILUTION TARGET

<3%

‘We are committed to 
incremental equity 

compensation dilution well 
below many of our peers, 
targeting less than 3% 
net burn rate annually.’

4Q22 Earnings Call

SHARE DILUTION TARGET

<3%

‘In the near term… we 
prefer to see dilution not 

exceed 3% year-over-year
over any extended period 

of time’

Investor Day Feb 23

*Transcript scrape of earnings calls, releases, conferences, Investor/Analyst days from Oct 2022 to Oct 2023 (AlphaSense)
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Appendix:

SBC as a Percentage of Revenue
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SBC as % of Revenue
Median across US - l isted growth technology companies from 2015 to 2022
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Clear upwards trend from 2015 to 2022. We believe this is driven (at least partly) by:

1/ A strong bull market for US growth technology over the last decade (prior to 2022), helping to elevate stock prices 

2/ General shift in equity plan composition to favour greater use of RSUs over options

n=31 n=39 n=43 n=50 n=55 n=66 n=77 n=117
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SBC % of Revenue vs. Medium-Term SP Returns
We plotted average SBC as % of  revenue against  medium -term SP performance to test  i f  there was 
any correlat ion…
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SBC as % of Revenue vs. Medium-Term SP Return

Unlike SBC-based dilution, SBC as % of revenue shows almost no correlation with medium-term SP 
performance of a company 

*Medium-Term Stock Price (SP) CAGR: Calculated as 5y CAGR from 30 June 2018 to 30 June 2023 for 54/66 (82%) companies in analysis. The remainder was calculated as half-yearly increments from 3.5y CAGRs to 4.5y CAGRs depending on IPO date.
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