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Introduction 

From time to time, we publish Special Reports on the stock market and trends in the investment world in 

general. Following a series of (seemingly endless) yet very impactful calls, meetings and conferences, over the 

past few months with our partners and colleagues, we thought it would be instructive to report on our key 

takeaways. Considering our primary focus is on early stage to lower middle market, or pre-IPO companies ($5 

- $50M in revenue), we elected to divide these thoughts and perspectives into 2 sections: Private Companies, 

and Private-to-Public. We hope you enjoy this missive and we look forward to publishing a follow-up in the 

spring of 2018. 

 

Private Companies 

Changes in public policy can be devastating to companies in specific industries.  Early stage companies in all 

industries dodged a bullet just over a week ago when Congress scrapped a potentially crippling aspect of the 

overall tax reform package. As part of its tax reform proposals Congress considered instituting a tax on the 

equity compensation of startup employees that would tax stock options upon vesting. As crazy as it sounds, it 

would have required employees in early stage companies to pay taxes on income they hadn’t received and 

may never realize. Needless to say, what start-ups do not pay employees in this fashion? With this behind us, 

a prospective overhang is lifted and we can get back to business as usual.  

Angels 

Earlier this month, the Angel Resource Institute (ARI) released its semi-annual HALO Report, which highlights 

statistics in the angel investment space. This edition, which covered the first half of 2017, offers some 

interesting figures and trends that largely dovetail with our own experiences.  

The median pre-money valuation continued an incremental decline but was more pronounced in software and 

the consumer space. We believe this is an anomaly for the software segment as it may have been due to 

average raise sizes.  We are unsure about the consumer space—it may not enjoy a pronounced resurgence. 

Conversely, Healthcare enjoyed a 21% increase. The appetite is high and so is the average fundraising, 

relative to some other sectors. Separately, we have noticed a rise in the number of women founders and 

leaders of start-ups and early stage companies. Apparently, we are right as the ARI notes that the number of 
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women-led or co-led firms jumped form an average of 16% last year to 21% in the first half of 2017. Diversity in 

leadership, along with diversity in the form of angel investors has shifted and is a trend likely to continue. 

Post-Angel – Pre-IPO 

Our team has witnessed interesting trends in what we characterize (in this report) as the post-angel – pre-IPO 

segment. First, the quality of companies in this segment is greater than what we experienced for much of last 

year. This goes for companies currently in Series A to Series C rounds. Second, companies in these stages 

are attracting varied types of investors, which enhance funding likelihood as well as prospective valuation.  

Third, in an effort to diversify their investments, investors are not necessarily “doubling down” in future rounds 

as they might have done a few years ago. However, many companies are benefiting from larger funds invested 

by new investors per deal, thereby keeping the funding process along similar or shorter timelines. 

Perhaps the most interesting trends relate to a divergence in experience between our network and the venture 

capital industry. The bottom line? Our experience is more favorable for companies in this stage utilizing our 

approach than those that elect to go the venture capital route, as evidenced by the Pitchbook NVCA Venture 

Monitor for 3Q17 that was released just 2 days ago. 

According to the latest data, while 2017 will reach a decade-high for VC investments, but the number of deal 

activity is set to decline sharply for the second year in a row. Clearly, major dollars are simply going to larger 

size, later-stage companies with multi-billion dollar valuations, and that is where their attention is focused. 

While valuations in the VC world are generally on the rise, we find that in the Series A and Series B segment, 

the median pre-money valuations afforded the VC investee companies are below that of our model, and 

comparable in the Series C segment.  The focus on “unicorns” versus a targeted segment approach that seeks 

to capture broader investor appeal is more productive and can result in favorable exits. 

Private-to-Public   

It is no secret that the sheer number of IPOs has dropped like a stone in recent years. And when IPOS are 

executed, there is no guarantee of sustainable success. Even the large, private equity-backed IPOs are not 

performing well. Still, a window has emerged in the form of Reg A+ offerings for lower middle market firms ($5-

50M in revenue), which seek to streamline the IPO process for small companies. With a relatively small sample 

size of these deals executed to date, after-market performance has been spotty. Nonetheless, this exit is a 

clever option to enable these firms to leverage funding and enjoy hockey stick-type growth in revenue and 

valuation.  Now that there is a track record of deal flow, a number of companies in this stage are exploring this 

funding route. We expect to see more firms bypass the venture capital path altogether and jump from the 

angel/seed to Series A & B rounds, and then to a Reg A+ offering in 2018. 
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