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The Privately-Traded Company:

The $225 Billion Market for Pre-

IPO Liquidity

By Jan-Erik Asplund

The rise of private market liquidity
The traditional IPO has never had so much competition.

In 2020, special purpose acquisition companies (SPACs)
raised more than $30 billion to take companies public—triple
what they raised in 2019.

Asana, Palantir, Roblox, Coinbase, Squarespace, Amplitude
and Warby Parker all decided to go public via direct listings,
following in the footsteps of Slack and Spotify.

Both SPACs and direct listings are hacks, freeing companies
from the one-size-fits-all IPO and allowing them to cobble
together their own “custom public offerings”. 

They can either cede the ability to raise money and choose
their shareholders (in a direct listing) in exchange for lower
fees and less dilution, or pay more to a “sponsor” (in a SPAC)
in exchange for an accelerated, more certain process.

The rising popularity of these hacks tells us is that the product-
market fit of the public markets—which has been decaying for
decades—is slipping.

The cumulative market cap of all listed companies may still be
growing, but that value is increasingly concentrated in a
handful of businesses. 6 companies make up half of the
NASDAQ 100 today, while just 10 make up about 30% of the
S&P 500: the most concentrated that index has been in 40
years. Most of the market's gains have also been driven by
those mega-caps.

Being a public company is great for some, but not for all. And
going public itself is less attractive than ever, which is why



even some of the companies best-positioned to do it––high-
growth, late-stage, venture-backed––are “hacking” the
process.
Underlying this lack of product-market fit is the massive gulf
between private and public. Because there is no middle ground
between the total liquidity of the public markets and the
virtually zero liquidity of the private markets, going public is
challenging even for the most prepared companies.

As companies get larger, their cap tables become more
complex, and misalignments more common. Short of going
public, they have limited ways to manage this.

Public market investors, who don’t have access to information
or any kind of price history, don’t know how much to bid on
their IPO. 

At the same time, management teams, who haven’t needed
the kind of discipline and reporting that’s expected of a public
company, must undergo a massive and costly shift in how they
operate.

Companies are increasingly using direct listings and SPACs as
work-arounds for some of the most onerous aspects of the
process. Or, they're staying private, taking advantage of huge
inflows of capital into growth-stage investments from hedge
funds, sovereign wealth funds, investment banks, and others.

What's needed is a gradient of liquidity to fill up that middle
region––a place between private and public where companies
can slowly dial up their transparency, liquidity, and reporting.



These ‘privately-traded companies’ can use this liquidity
gradient to get accustomed to the reporting and disclosure
responsibilities of being a public company, while also solving
some of the biggest problems that come along with being a
private company at scale: fixing misalignments on the cap
table, bringing institutional investors on without dilution, and
cashing out early investors.  

Liquidity is not one-size-fits-all, and different forms of it make
sense for different phases in a company's lifecycle.

Working at a privately-traded company, employees will be able
to to regularly sell some safe percentage of their stock pre-
IPO, allowing them to trim part of their gains to help pay for a
house or wedding, help deal with a sick family member, or
even––one day––start their own company.

 /� 1x

More liquidity in the private markets means more people who
can use success to reinvest into the economy of



entrepreneurship––in this way, ultimately, the benefits of this
liquidity rebound to all of us.
About $30 billion in private company shares changes hands
every year—a 300% increase over the last decade, but still just
2% of the $1.5 trillion in value represented by all late-stage,
venture-backed companies.

The market for private company secondaries surpassed $5
billion amid the liquidity crunch of the Great Financial Crisis.
Since then, it has grown by 6x as companies have raised more
money and opted to stay private longer.

Most pre-IPO liquidity has traditionally been supplied by
brokerages manually matching buyers and sellers. Today, the
market for software-based, dis-intermediating solutions–while
still relatively small and fragmented–is beginning to heat up,
with Nasdaq Private Market facilitating issuer-controlled
liquidity programs, platforms like Forge and EquityZen helping
employees sell shares and investors buy them, and a wealth of
other players emerging to attack the problem from different
perspectives.

The value represented on the cap tables of the world’s
venture-backed companies has been growing by more than
45% CAGR for two decades. As capital continues to flee from
other asset classes into late-stage private companies and the
gulf between public and private markets continues to grow, the
need for liquidity will only become more and more acute,
fueling demand for these kinds of offerings from employees,
investors, and issuers alike.



Private market liquidity and the rise of the privately-traded
company will have major implications for all the parties on the
ownership graph.

A greater amount of liquidity in late-stage privates means that
multi-stage, early-stage, and growth-focused venture firms
need to reevaluate their strategies around exits, how they
make investments, and how they structure their funds.  

For issuers, it’s about taking advantage of a powerful new set
of options that are emerging and exploring how being privately-
traded can help them build stronger long-term businesses: how
it can help them align their cap tables, better recruit, incent,
and retain talent, and ease the transition into being a public
company.

For family offices, hedge funds, pensions, endowments, and
other traditional venture LPs, liquid private markets present an
opportunity for an unprecedented degree of high-resolution
investing in private companies, faster distributions, and access
to a new, still largely untapped asset class.

No matter where you are on the cap table, private market
liquidity is going to reshape the way that companies, investors,
and markets operate. 

In the short-term, it will take one of the most valuable,
exclusive asset classes on the planet–late-stage, venture-
backed, high-growth private companies–and allow investors
around the world to access it.

In the long-term, technologically-enabled liquidity in the private
markets could render the entire public market into an
anachronism.

To see what this arc looks like and to understand how to best
get positioned to benefit from it, issuers and investors need to
know the history of private market liquidity, the ways that being
privately-traded can and will change how companies operate,
and how the public markets failed.

The public markets have lost product-
market fit



The original proposition behind going public was that in
exchange for disclosing information about how their business
operates, companies could raise directly from retail investors–
giving them access to a much larger pool of capital.

But conditions in the public and private markets have changed
substantially, and the idea of going public has become far less
appealing for many entrepreneurs over the last two decades. 

At the end of 2019, there were 3,473 stocks listed on U.S.
stock exchanges. That’s down more than half from 1996, when
there were 8,025.

The median companies that do go public are taking nearly
three times as long to do so: 10 years (across all VC and
buyout-backed companies) up to 11.5 years (for technology
companies), compared to just 4 years in 2000.

There is no shortage of companies being built. The total AUM
of American buyout funds has risen by more than 4x over the
last twenty years to more than $1.4 trillion. VC AUM has risen
from $150 billion to more than $450 billion.

The problem is that the public markets are increasingly for big,
already-mature companies––not for young, fast-growing ones.

 /� 1x

Many of the traditional rationales for going public have been
eroded. Today, companies need to evaluate whether the
benefits––access to certain capital markets and increased
accountability––are worth the trade-offs, like short-termism and
incentive misalignment.

https://www.morganstanley.com/im/publication/insights/articles/articles_publictoprivateequityintheusalongtermlook_us.pdf?1596549853128
https://www.nber.org/papers/w21181
https://site.warrington.ufl.edu/ritter/ipo-data/
https://www.morganstanley.com/im/publication/insights/articles/articles_publictoprivateequityintheusalongtermlook_us.pdf?1596549853128


When asked about the prospect of an IPO, Blue Bottle Coffee
founder James Freeman said that given “everything [he’d]
seen and read, it seems like a way of living in hell without
dying.”

For Michael Fleisher, the CFO of Wayfair, going public is the
last thing a private company should think about doing. “If you
can continue to raise money privately, and there is sufficient
liquidity for you and your current investors, don't go public,” he
told Inc.

Snap CEO Evan Spiegel had an even simpler message. “Don’t
go public,” he told founders considering an IPO at a Goldman
Sachs investor conference––and this was after $SNAP had
tripled from its 2019 lows.

Today, going public and being a publicly-traded company have
simply become much less appealing for many entrepreneurs––
something that they are forced to do for liquidity rather than the
dominant win condition of building a successful business.

Behind the rise of direct listings, SPACs, and dual-class share
structures is the fact that companies are doing everything they
can to “hack” the traditional public offering.

Companies aren’t eager to go public anymore, and
understanding why they’re hacking the system to get what they
want helps clarify what’s wrong.

There are three core "product" problems in the public markets:

Overbundling: The public markets promise the ability to raise
capital, get new investors interested in your business, and
provide shareholders with liquidity--but most companies only
really need one out of three of those
Cumbersome customer experience: Going public is time-
consuming, legally risky, and not set up well to help companies
tell their story to the public or to investors
Wrong customers: The public markets offer companies
access to a whole swath of new potential shareholders, but in
most cases, they’re not the kind that companies want or need
during their current stage

Over-bundling

https://www.nytimes.com/2017/09/14/todayspaper/quotation-of-the-day-nestle-goes-high-end-buying-blue-bottle-coffee.html
https://www.inc.com/jeff-haden/take-your-startup-public-this-cfo-says-an-ipo-may-be-last-thing-you-want-to-do.html
https://www.inc.com/jeff-haden/take-your-startup-public-this-cfo-says-an-ipo-may-be-last-thing-you-want-to-do.html
https://www.businessinsider.com/snap-ceo-evan-spiegel-advice-says-dont-go-public-2019-9


The public markets’ product is a bundle. When you go public,
you get access to capital, you get liquidity, you get a bank to
help tell your story to investors, and you get a shot of prestige.

But the cost of this bundle has risen substantially since the late
1990s. IPOs started to become substantially more expensive
during the dot-com era with the passing of Regulation ATS and
the overturning of Glass-Steagall.

Sarbanes-Oxley and other rules passed in response to the
collapse of Enron and Worldcom further increased the cost of
going public by about 90 basis points, or $5 million given
2019’s average deal size of $546 million—that’s in addition to
the $1 million+ companies pay yearly to stay in compliance.

While not directly quantifiable, Sarbanes-Oxley also forces
managers of public companies to divert substantial amounts of
time to compliance related tasks and has made legally much
riskier to become a director of a public company.

Sarbanes-Oxley was one factor that influenced the rate of
IPOs falling around the turn of the millennium, but it was not
the only one.

All these fees together—for legal advice, audits, consulting,
and other regulation-related preparation and maintenance—
disproportionately hurt smaller companies and significantly
raise the bar for going public.

https://www.vox.com/2014/9/11/6134529/a-new-york-stock-exchange-exec-explains-why-ipos-are-becoming-less
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1978653
https://www.protiviti.com/sites/default/files/united_states/insights/2016-sox-compliance-survey-protiviti.pdf
https://www.auditboard.com/blog/sox-and-the-road-to-ipo/
https://www.sec.gov/rules/other/265-23/2652364.pdf


As the number of IPOs per year fell fast off dot-com highs,
expectations for new offerings also rose, with median sales
across IPO companies rising from barely $25 million a year
through the first years of the decade to more than $200 million
a year today.

Smaller companies are further disincentivized from going
public by the fact that IPO underwriters charge higher fees for
them—up to 7%, compared to under 4% for companies over $1
billion and even lower than that for prestigious pre-IPO
companies like Facebook and Twitter. This “middle-market” tax
can mean that small to midsize companies must pay millions
more to go public.

https://www.theatlantic.com/magazine/archive/2018/11/private-inequity/570808/


The IPO process is tilted in favor of big companies, which can
negotiate underwriter fees far smaller than the 6-7% that is
typically charged to smaller companies.

As a result, going public has increasingly become a viable goal
only for the biggest companies.

Direct listings
A direct listing allows companies to go public without raising
primary capital, working with an investment bank underwriter,
or dealing with six months of lock-up restrictions on insider
stock sales. Instead, companies can simply begin allowing
their shares to trade and let the market set a price.

Spotify likely saved at least $90 million going public through
direct listing in 2018, cutting a range of costs from the pre-IPO
roadshow ($100,000~) to the underwriter fee (1-7% of all
capital raised).

In total, they paid about $45 million to go public, while
Facebook (about three times their size) paid $176 million, and
Snap (about half their size) paid $85 million—if we take the
average of those two outcomes, we can estimate Spotify would
have paid about $130 million. While 3.5% to 7% is the
traditional investment banker cut, big companies like Spotify
can negotiate their rate down.

Currently, only secondary sales of stock are permitted during a
direct listing (direct listing companies cannot raise primary
capital), though the NYSE and Nasdaq both are working on
changing that.

Cumbersome customer experience

"[On] July 13, 2017, there was still tremendous uncertainty
as to whether the Company would complete an IPO in 2017,
in 2018 or beyond." —MongoDB SEC filing from October
2017 (a month after the company went public)

Going public is often a highly uncertain moment in a
company's history. Forecasting is critical for executing a
successful IPO, and it’s difficult for many still-growing private
companies to know what their financial results will look like in
the quarters after their listing, much less what they'll look like
years out.

https://scholar.smu.edu/cgi/viewcontent.cgi?article=4781&context=smulr
https://www.ft.com/content/5ad15369-a63a-4a97-8c17-0f13d52578f7


It’s also impossible to predict what the broader market will do,
and between filing to go public and listing, anything can
happen.

The typical IPO timeline, from conception to execution, is
about eighteen months––in the markets, enough time for
everything to change.

In many cases, the public markets have not been kind to
private companies with high valuations.

Casper ended its first day of trading with a market
capitalization of $535 million—less than half of the $1.1 billion
valuation it received in the private markets. 

Blue Apron, which was once valued at $2 billion in the private
markets and went public at $1.9, was worth less than $1 billion
just a month later.

Two years later, it was worth less than $100 million.

SPACs
The SPAC (special purpose acquisition company) is a vehicle
that can help companies mitigate these kinds of uncertainties

https://www.bloomberg.com/news/articles/2020-02-06/casper-sleep-rises-after-100-million-ipo-falls-short-of-target?sref=tKogT2bZ


when going public. While SPACs made up just 10% of IPOs
between 2003 and 2015, they accounted for 31% during the
GFC in 2008 and 2009.
While SPAC IPOs have taken place for decades, they’ve
become more popular in recent years. In a SPAC IPO, the
entire transaction can be “pre-baked” with SEC approval and
you can go public within 90 days. Instead of hoping the IPO
window stays open while you wait, you can make a much more
aggressive entry into the market.

You can spend time with Wall Street and create forecasts
(which you can’t do when you go public via IPO), meaning
you’re more likely to get analyst coverage, which tends to
increase a company’s stock price while reducing volatility.

Lastly, you have the freedom to raise as much capital as you
want, doing any mixture of primary/secondary fundraising, and
you can remove all lockups on founders and employees so
they can get liquidity immediately.

Wrong customers
Going public means swapping out one set of “customers” for
another.

A company’s first customers—the VCs who invest early on—
are closely aligned with management and are directly
incentivized to help the company succeed and build value over
the long-term.

When companies go public, these early adopters are replaced
with late adopters—hedge funds, mutual funds, retail investors
and others.

Like late adopters of any product, they will have varied
motivations and incentives. Many are not in it for the long-term
—many will be more concerned with hitting quarterly earnings
goals. And that can exert the wrong kind of pressure on
management.

Dual-class shares
Dual-class shares allow founders and executives to insulate
themselves to a degree from short-term pressures in the
market, in theory permitting them to remain innovative like a
private company while being publicly-traded.

https://www.researchgate.net/publication/305519446_Going_public_via_special_purpose_acquisition_companies_Frogs_do_not_turn_into_princes
https://www.sciencedirect.com/science/article/pii/S0929119916300517
https://www.emerald.com/insight/content/doi/10.1108/14757701011068084/full/html
http://cbafiles.unl.edu/public/cbainternal/researchlibrary/The%20Effect%20of%20Analyst%20Coverage%20on%20Firm-Specific%20Volatility-%20Less%20Information%20or%20Less%20Noise0.pdf


Research has shown that this is an effective technique, with
dual-class share companies exhibiting:

fewer transient institutional holdings (less short-termist
investors)
lower amounts of analyst coverage (too much of which can
exert a chilling effect on innovation)
a higher output of creative patents

Since 2008, there has been a resurgence of interest in dual-
class share structures, particularly among tech companies
going public. The percentage of tech companies using dual-
class share structures at IPO rose from 0% in 2008 to 14.3% a
year later to 36.8% in 2015.

Around a third of tech companies go public with dual-class
shares–a structure that was a rarity even during the halcyon
days of the dot-com boom.

In 2017, 25 percent of IPOs across the board had dual-class
shares—Snap, Blue Apron, Roku, and Stitch Fix among them
—up from just 1 percent in 2005.

Those dual-class IPOs also outperformed all other IPOs in
2017 by about 500 basis points, and evidence suggests dual-
class share structures do increase the value of high-growth
companies—even if that value lessens over time. Additionally,
companies with dual-class shares exhibit higher sales growth
and more R&D intensity.

https://www.sciencedirect.com/science/article/pii/S0929119916301444?via%3Dihub
https://www.law.northwestern.edu/research-faculty/clbe/workingpapers/documents/He_Dark_Side_Analyst_Coverage.pdf
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3183517
http://usblogs.pwc.com/deals/dual-class-ipos-are-on-the-rise-tech-unicorns-jump-on-board-this-new-trend/
http://usblogs.pwc.com/deals/dual-class-ipos-are-on-the-rise-tech-unicorns-jump-on-board-this-new-trend/
http://usblogs.pwc.com/deals/dual-class-ipos-are-on-the-rise-tech-unicorns-jump-on-board-this-new-trend/
https://www.sciencedirect.com/science/article/pii/S0929119916301444?via%3Dihub


The data suggests that there’s benefits both for companies and
shareholders in allowing public companies to behave more like
private companies.

Disruption from below: the privately-
traded company
Because the public markets have become increasingly
inhospitable, more and more private companies are opting to
stay private longer.

As a result, there are now more than 220 US-based unicorn
companies. There were only 10 a decade ago.

Many private companies today look like public companies in
terms of both size and relevance.

In 2019, there were 237 private fundraising rounds of $100
million or greater—approximately the median IPO deal size. In
contrast, there were just 76 VC-backed IPOs. 

https://www.usnews.com/news/best-countries/slideshows/these-countries-have-the-most-unicorn-companies?slide=6
https://www.usnews.com/news/best-countries/slideshows/these-countries-have-the-most-unicorn-companies?slide=6
https://www.cnbc.com/2018/05/22/tech-bubble-is-larger-than-in-2000-and-the-end-is-coming.html


Since 2016, the numbers of VC-backed IPOs per year and
$100 million or more "mega-rounds" have diverged, with the
so-called "private IPO" becoming 3x as common as the VC-
backed IPO.

But while staying private for longer has become more viable
each year with the continuing influx of money into venture,
late-stage private companies face big challenges at scale.

On one hand, their cap tables become more and more
complex, with no-longer-aligned ex-employees and early
investors taking up valuable space that could be used to bring
on new, strategic shareholders.

On the other, without liquidity, no one––from employees to
investors to M&A targets––can get a real sense of what their
stock is worth. That makes it difficult to recruit, to make
acquisitions, and ultimately, to transition to the public markets. 

Ultimately, for many companies, the lack of liquidity that comes
along with being private becomes an existential threat.
Companies must go public not just to keep their talent happy
(instead of decamping for a public company with a high-
compensating ESOP), but to make strategic acquisitions, bring
on new investors with long-term time horizons, and extend
their runway.

These twin problems of misalignment and price discovery are
closely correlated. But with the ability to float some of their



shares on the private markets, companies get a powerful set of
tools to address both.
Restore alignment by refreshing the cap table with secondary
sales
Cap table misalignment is one of the biggest problems that
companies face as they scale through round after round of
primary fundraising. 

With each new fundraise comes a new batch of investors onto
the cap table, often creating a Hotel California effect:
shareholders can check out, but they never leave.

This disproportionately affects early employees and early
investors. By those later rounds of funding, many of those
shareholders have already left the company or dropped out of
touch, their talents vastly better suited to growing and building
something new (hence why they joined early) rather than
scaling something into a multi-billion dollar machine. 

The problem for companies is that, as they get to be worth
around $500 million to $1 billion, they also find that the
preference stack on their cap table has grown into the $50 to
$100 million range. Huge portions of that stack are made up of
those early investors and early employees who are no longer
aligned with the future of the business. 

To bring on the new strategic investors they need to grow––
whether it’s later-stage funds with experience scaling
companies or crossover funds who can help them go public––
they end up needlessly creating new shares and dilute all the
existing investors on the cap table.

It’s particularly needless because plenty of those early
investors and ex-employees would be eager to sell their equity
and free up that spot on the cap table.

Privately-traded companies can use secondary sales to refresh
their cap tables, cashing out early investors and bringing on
new, strategic ones––without the dilution of a primary.

If issuers allow those stakes to be sold to those new strategic
investors, it allows them to put together a cap table that’s more
aligned for the long-term future of the company without the
dilution of issuing new shares.



Secondary sales designed to cash out early shareholders can
be run on their own or in conjunction with a primary, which
makes it a flexible tool for CFOs trying to be strategic about
how they use the limited space on their cap tables.

Lower cost of capital and reduce dilution by changing out
investors
More investors having access to private companies via
secondary sales means a lower cost of capital for startups and
less dilution.

Companies can raise huge amounts of capital from the kinds of
late-stage investors getting involved in venture today, and they
can give up relatively little in return because their structure and
incentives are different.

Traditional venture firms need to cover their 2 & 20 plus hit a
20-25% IRR on a strict 10-12 year cycle. SoftBank’s Vision
Fund, on the other hand, charges a management fee of just
1%, with 20% carry only on gains beyond 8%. 

The same goes for investment banks, hedge funds, mutual
funds, sovereign wealth funds, and other institutional
investors––with different structure comes a different cost of
capital.

Liquid secondary markets will bring down that cost of capital
down even further, making it even more attractive for late-
stage companies to stay in the private markets––and further
benefiting these deep-pocketed institutional investors. 

The basic reason liquidity begets a lower cost of capital is its
impact on risk. When LPs have less liquidity risk, they can
require a lower liquidity premium of their GPs. That means
GPs can raise more and require lower minimum returns from
their companies. If a VC knows their portfolio companies are
guaranteed to have liquidity in 2-3 years, then they don't need
as much ownership, nor do they need to rely on 1,000x
opportunities to return the fund.

Vision Fund and other non-venture investors enjoy the benefit
of this too. They can pick up secondaries at a discount, and in
a more open, liquid secondaries marketplace, can do so
without being as limited to deals where they have insider
access. 



Secure in the knowledge that they’ll be able to sell on those
same secondary markets, it’s likely we’ll see institutional
investors increasingly investing in seed and Series A rounds––
both to reduce their reliance on VC funds and to acquire a
position from which to easily scoop up secondaries later.

Deep-pocketed investors with lower cost of capital and lower
return requirements playing in seed and Series A/B markets
could pose a significant challenge for traditional VC firms. The
biggest VC firms extract discounts from their portfolio
companies on the basis that their involvement in the company
will help them raise money later.

The networks and expertise that GPs bring to the table are
certainly important for companies. But whether even the
biggest VC firms will be able to maintain that 10-14% “de-
risking” discount remains an open question when sovereign
wealth funds and massive asset managers, who can quite
easily finance a company all the way from seed through IPO
on their own, begin competing with them on a more level
playing field.

Price stock more accurately to enable competitive recruiting
and a more stable business
Allowing some portion of shares to trade privately, even if only
within a market of 100~ investors or so, is a hugely powerful
tool for issuers because it enables price discovery.

Price discovery is one of the central tenets of the public
markets. Aggregate the buyers and sellers of an asset, and
you get to ground truth on its value fast.

In the private markets, on the other hand, companies are
valued based on negotiation between the issuer of shares and
the lead investor in their round. 

This creates two big problems.

For employees, in many instances, it becomes very
challenging to get liquidity––a constraint that can make it
impossible to handle major life events like buying a new home
or taking care of a sick family member. This increases churn
and makes recruiting harder.

http://leeds-faculty.colorado.edu/bhagat/EntrepreneursPay-VCAffiliation.pdf
http://leeds-faculty.colorado.edu/bhagat/EntrepreneursPay-VCAffiliation.pdf


For companies, it makes it increasingly difficult to flip the
switch to operating as a public company. Stay private too long,
and the economics of venture (and those “negotiations” over
valuation) mean that your share price tends to explode and
make it hard to justify your IPO.

With a more liquid market for their stock, however, companies
can begin the process of getting real price discovery earlier––
and in doing so, recruit and retain the best talent while
smoothing out their evolution into a more mature, disciplined
company.

Provide “off-balance sheet bonuses” with a recurring liquidity
program
For years, the conventional wisdom on employee liquidity was
that it was dangerous for retention to allow employees to “cash
out” early.

What has emerged in the absence of private liquidity, however,
is an even more deleterious style of option-optimized job-
hopping.

Since employees know they’re unlikely to see liquidity at any of
the early-stage companies they join, they hop from startup to
startup, never staying longer than four years––and most often,
leaving as soon as they think they’ve spotted the next unicorn.

Building a great business becomes much more difficult when
you have your employee base churning over on this tight of a
schedule.
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A common argument against employee liquidity is that the
equity the best companies already give their employees is
valuable enough––but in reality, it is the biggest, fastest-
growing private companies today that are inventing the future
of private liquidity.

One of the best ways to get the best talent to come to your
company and stick around is to offer not just a growing
valuation and high growth rate, but liquidity to go along with it. 

Liquidity can commit employees for the long-term in the same
way that a small amount of liquidity can de-risk a founder’s
investment and allow them to focus on the long-term.

It can also simply make a company’s compensation package
so competitive that it begins to look as good, if not better than
the package that a hire might get from a public company like
Facebook or Google.

At E4, a Facebook engineer will make well over $200,000 a
year, while the typical entry-level or early startup engineer
makes around $120,000 a year.

Public tech companies can offer outsized salaries not because
they're willing to throw heaps of cash at their employees, but
because they have highly valuable, liquid equity that they can
offer.

But private companies have one major advantage over public
companies––a steeper growth trajectory. 

https://onezero.medium.com/i-know-the-salaries-of-thousands-of-tech-employees-4841bc26d753


In 2012, Evan Spiegel and Bobby Murphy incorporated
Snapchat. A year later, their company was valued at $70
million. After another two years, it was worth $10 billion. In
2017, Snapchat went public at $23 billion valuation––and then
spent two years trading below that price.

Private market valuations don't always translate into the public
markets––it took Snapchat two years to justify, to public
investors, the price it last raised at in the private markets.

Not all companies are Snapchat, but this is what startups
promise: the potential for a fast growth trajectory and the value
that such a trajectory can create.

Secondaries allow companies to leverage their growth
trajectory to give “off-balance sheet bonuses” that grow
incrementally over time and can make working at a startup
comparable or even better than a public company from a
compensation perspective.

Take an engineer hired by DoorDash as a senior engineer right
around the time of their Series C in 2016. As part of their
compensation package, they receive 10,000 RSUs vesting
over 4 years of which they’re allowed to sell 10% each year.

Over the ensuing four years, Doordash's valuation rises from
$23.94 to $229.53, and the cash value of that 10% rises
accordingly.

Year 1: $5,400

https://techcrunch.com/2013/02/08/snapchat-raises-13-5m-series-a-led-by-benchmark-now-sees-60m-snaps-sent-per-day/
https://techcrunch.com/2013/02/08/snapchat-raises-13-5m-series-a-led-by-benchmark-now-sees-60m-snaps-sent-per-day/


Year 2: $29,900
Year 3: $115,200
Year 4: $175,000

Selling 10% each year would result in that engineer receiving
total cumulative compensation of $800,000 after 4 years,
compared to just $480,000 without any secondary sales
(assuming a base salary of $120,000).

With the ability to float just 10% of their shares in the private
markets every year, an employee who joins DoorDash at the
Series C with a compensation package of 10,000 RSUs can
easily earn more than they would at Facebook.

Not only has that engineer brought their total compensation
approximately in line with what they would have made joining
Facebook (about $870,000 assuming a graduation from E3 to
E4), but they would still have a substantial amount of upside
left.

Secondary sales can make for a healthy bonus even at non-
decacorns. At the $1.2 billion Intercom, 4 years of secondary
sales with a 20% liquidity float would have netted the average
engineer who joined the company at Series B (with a base
salary of $120,000 a year + 10,000 RSUs) an extra $97,754.



You don't need a skyhigh valuation to give employees
meaningful bonuses through secondary sales: with Intercom's
$1.2 billion valuation, yearly secondary sales with a 20% float
could allow a Series B hire with 10,000 RSUs to earn an extra
$100,000 over their first four years.

Even after taking those bonuses, of course, employees are still
holding onto the vast majority of their stock. Now, however,
they’ve been able to feel the value that they’ve helped
create––and they know that if they continue to help the
company grow, those liquid shares will be worth even more in
the future.

Contrast this to what happens today in the private markets.
Employees come to companies that offer equity as a
substantive portion of their compensation and then don’t go
public. Because there’s no option to gradually de-risk by selling
shares, and existing marketplaces for secondary stock are
relatively shallow, liquidity becomes binary––either hold 100%
or sell 100%. That employees sells their shares off to a fund or
commits them via forward contract, and now two things have
happened: 1) a party that the issuer doesn’t know is on their
cap table, and 2) their employee is completely out of alignment
with the company.

Or, assume a company does give its employees the
opportunity to participate in a tender offer once every few
years. Because those employees assume this one offer might
be their only shot to sell, they wind up setting aggressive price
targets designed to maximize their earnings and end up
disappointed––or they sell low, which undervalues your stock
and can trigger other employees to lower their price target as
well.

With a recurring program of liquidity and the constant price
discovery it brings, issuers can build a program that works to
the advantage of them and their employees. For them, it can
be a tool for recruiting and retaining the best talent. For their
employees, it’s a way to get liquidity gradually and optimize for
earnings over time––not try and fail to maximize earnings on a
single transaction.

Ease the transition to a public company with regular, structured
secondary sales



Companies that build a marketplace for their own stock and
allow themselves to be priced by the market more frequently
have more control of their own destiny. 

When your stock is only priced through private rounds of
fundraising that happen every year or two, it can be very
challenging to convince a crossover fund, institutional investor,
or acquisition target of what you think you’re worth.

If your stock trades quarterly, however, and you have external
investors regularly buying in, then you have a functioning
market with price discovery––and you have a much stronger
argument that you truly know what you’re worth.

Companies raising a new primary round can use the evolution
of their share price in the secondary markets as an anchor to
begin negotiations.

Companies can raise a round of debt with warrants tied to a
price established in the secondary markets last quarter versus
a price established in a primary round two years ago, likely
lowering their cost of capital substantially.

When companies stay private for a long time, valuations from
different stakeholders can get out of sync––a problem that can
be mitigated with more active price discovery earlier on.

And when and if companies decide to go public, they can use
that secondary marketplace they’ve created to skip the
process of getting an investment bank to underwrite their
shares and use the price discovery they’ve already facilitated
to direct list.

Spotify’s pioneer direct listing in 2018 was a big event in the
world of private fundraising, but lesser known is the story of



how they got there: through a few years of encouraging this
kind of highly active secondary market in their shares. 
When companies go public via a direct listing, they don’t get
the bookmaking function that investment banks provide.
Without a mechanism to determine what investors are willing
to pay for a company’s newly floated shares, companies that
want to do a direct listing need to show some other form of
price discovery.

That’s why Spotify had been preparing for its 2018 direct listing
for years, most importantly by running quarterly liquidity events
where shares traded openly among a group of employees,
investors, and institutions.

In conjunction with these sales, Spotify began acting like a
public company in other ways as well, holding quarterly
shareholder calls and making regular financial disclosures.

Spotify's shares traded in a gradually growing range of prices
between 1Q 2017 and 1Q 2018, and that rise helped justify the
eventual reference price under which the company went public
on the New York Stock Exchange.

By the time they were going public, Spotify had a precedent for
their reference price of $132 through a series of secondary
transactions that had taken place at that price. They had
experience disclosing information to shareholders and
managing their investor relations. And all those secondary
sales seemingly soaked up any demand there might have
been from investors and employees to sell, too. 

At each milestone through the direct listing process, from filing
the initial documentation with the SEC to meeting with
investors, they were able to point to the highly active
secondary market for their shares as proof that their shares
were in demand.



For Spotify, opening up a secondary market in their shares was
something done in tandem with the process of applying to
direct list their stock.

Despite the lack of any lock-up restriction on their stock,
Spotify would go on to close its first day of trading significantly
up from that reference price––and then continue to rise by
more than 40% over its ensuing 4 months in the market.

When many private companies run into problems in the public
market because their stock hasn’t been priced by the market
before, Spotify took the opposite approach––creating as active
a market as possible. That gave early investors and employees
a chance to sell, it gave external investors confidence in the
company, and ultimately it facilitated a smooth transition to the
public markets.

The future of private company liquidity
The era of the privately-traded company is emerging fast. The
privately-traded form offers companies massive benefits, and
going public continues to be an expensive, onerous exercise.

Unlocking private liquidity represents a massive opportunity
given the huge amount of directly addressable value. There is
now $1.5 trillion worth of private shares waiting to be unlocked
on the cap tables of the world’s venture-backed startups––and
that figure has been increasing at more than 46% CAGR for
more than two decades.

https://www.sec.gov/comments/s7-08-19/s70819-6193377-192523.pdf


Only $30 billion of that is currently being transacted each year,
or 2%. A decade ago, that figure was closer to a few billion
total.

In the years to come, we expect to see that percentage
continue to increase as macro factors force companies to stay
private longer and extend more liquidity to shareholders and as
various liquidity solution providers develop better offerings.

The coming liquidity crunch in late-stage privates
None of the trends propelling the growth of the private
company liquidity industry are slowing down––in fact, startup
employees and investors are being squeezed for liquidity
harder and harder with each passing year.

The Fed cutting interest rates to near zero in 2009 triggered
VC funding to rise from $27 billion to $136 billion a year, and
the Fed is now expected to keep rates at zero for the next five
years. This will have the effect of both increasing late-stage
fundraising further and driving a rise in secondary market
transaction volume.

Since 2009, the near-zero federal funds rate has helped fuel
an explosion of capital into venture, as more and more
investors have sought out yield in the private markets.

Low interest rates cause asset managers, pension funds,
endowments and other LPs to allocate more capital to venture.
As Sequoia’s Alfred Lin put it, "With interest rates close to

https://www.bloomberg.com/news/articles/2020-08-26/fed-seen-holding-rates-at-zero-for-five-years-plus-in-new-policy
https://www.bloomberg.com/news/articles/2020-08-26/fed-seen-holding-rates-at-zero-for-five-years-plus-in-new-policy
https://efmaefm.org/0EFMAMEETINGS/EFMA%20ANNUAL%20MEETINGS/2017-Athens/papers/EFMA2017_0125_fullpaper.pdf


zero, you can’t make money in the bond market, so the bond
people now invest in stocks, and people who invest in stocks
invest in private growth rounds.”
More capital flowing into venture capital means larger funds,
and larger funds must write larger checks into larger
companies. Low rates also incentivize investors to de-risk,
which in this case means allocating more of their money into
late-stage companies and less into early-stage bets.

As more capital flows into these big companies, they stay
private longer, creating pressure from both investors and
employees for liquidity. 

When companies stay private for too long without liquidity,
employees may leave and it can be challenging to recruit new
employees––investors who need to raise a new fund,
meanwhile, may have trouble producing the money for a
follow-on.

For issuers, orchestrating secondary sales becomes important
not just to align with investors and employees, but also to
begin the process of price discovery to ease the transition to
going public.

Then there are the changing dynamics of the technology
market in general. Many of the core technological markets like
social networks, smartphones, and ecommerce have begun to
reach asymptotes of adoption. As these bigger private
companies begin to compete more seriously with one another
for growth in a more and more zero-sum world, they will
require even more capital and even longer timeframes to
achieve their ends. 



Between 2010 and 2017, the proportion of startups making it to
Series A fell from 10% to less than 4%––and for those
reaching Series A, 70% were generating revenue (compared to
under 10% in 2010).

It will be even harder for these companies to get the amount of
growth necessary to go public early, they will be even more
capital intensive (incentivizing them to spend longer raising
cheap money in the private markets), and they will have far
more shareholders with liquidity needs than the lean software
startups of the early 2000s. 

The cost of building a company will continue to rise. Between
2009 and 2014, San Francisco real estate and payroll costs
alone grew by 12% and 15% respectively.

At the same time, more predictable economics––based on
sales, marketing, capex, and opex versus pure R&D––will
make these companies an even more attractive investment for
institutional investors hungry for yield.

So far, these trends––growing demand for private companies
from institutional investors, bigger late-stage fundraising
rounds and longer pre-IPO timelines––have fueled the growth
of the private company secondary market from a few billion a
year in 2010 to more than $30 billion a year in 2020.

As secondaries have gone from a marginal, side-line activity to
a regular occurrence in Silicon Valley, so too has the market
for private company liquidity solutions.

https://www.toptal.com/finance/venture-capital-consultants/state-of-venture-capital-industry-2019


A brief history of the private company liquidity market
Dayton Carr, who founded Venture Capital Fund for America
and started investing in secondary limited partner interests in
1982, is believed to be the first private equity secondary
market investor in the United States.

Carr’s observation that secondary shares allowed investors to
acquire valuable fund interests “later and cheaper” would soon
become common knowledge, with Jeremy Coller at Coller
Capital, Lexington Partners, Arnaud Isnard at ARCIS, and
Stanley Alfeld at Landmark Partners starting their own
secondary funds in the years that followed.

But secondaries would not become a massive market for
decades. Transaction volumes in the private equity secondary
markets went from less than $1B a year in 1997, to a little over
$6B in 2003, to a record $88B last year.

The overall market for secondaries around the world has risen,
like the market for direct company secondaries, in line with the
explosion in private market financing––both buy-outs and
venture.

The growth of the market for direct secondaries in private
companies over the last several years has had a lot to do with
a cultural shift in how startups and venture capitalists think
about secondary sales.

http://www.startuplawblog.com/2012/04/06/secondary-market-indicators/


A decade ago, venture capitalists and companies alike
distrusted the idea of secondaries. Today, it is commonplace
for founders to sell secondary as early as Series B, and in
some cases earlier. Past the B, most primary rounds of
fundraising include some secondary components.

Concurrently, the processes around running secondary sales
have improved. Ten years ago, the secondary markets were
known as a Wild Wild West, with employees of hot companies
like Facebook selling shares at made-up prices to random
investors. 

Today’s secondary market is far more sophisticated, if still
nascent. While more open marketplaces still exist, transactions
still must be issuer-approved and run through a more process.
On the other side, issuer-controlled and structured liquidity
programs allow companies to get liquidity on their own terms,
carefully managing which employees and investors can
participate.

1. Facebook, SecondMarket, and the Wild Wild West (2009-
2012)
While services have existed to help investors transact in
private company shares since the 90’s, the first two platforms
built with secondary shares as the main focus—SecondMarket
and SharesPost—both launched in 2009.
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The secondary market for shares in Facebook was a flashpoint
for the entire industry––and while it had a temporary chilling
effect on secondary sales, it also helped lay the legal
groundwork for the market we have today.



The majority of transaction volume for both exchanges through
their first three years came from the stock of one company:
Facebook. In the years leading up to Facebook’s IPO, shares
of the company exploded in value on the secondary markets,
surpassing shares of Apple and Google in value by April 2010.

Facebook's debut on the secondary markets and the resulting
problems––wild pricing, thin trading, information asymmetries,
and a lack of control––became an object lesson for issuers in
how not to run a secondary market.

Participating were investors who had passed on the Series A
(Kleiner), investors who had led previous rounds but wanted to
increase their stakes (DST), and various pop-up funds, banks,
and accredited investors, betting on growth.

The “private-company exchanges” saw transaction volumes
grow rapidly. SecondMarket went from facilitating $100M in
transactions in 2009 to $360M in 2010 to $558M in 2011.
Between 2010 and 2011, SharesPost doubled its transaction
volume from about $300M to $625M.

Then came Facebook’s IPO.

Facebook’s value had soared on the secondary markets,
pumped up by VC firms, banks, and others speculating on its
future growth—and then it deflated. After a disastrous first, flat



day, Facebook’s stock declined by 50% over its first four
months in the market.

Facebook was such a popular stock on SecondMarket that it
accounted for almost all of the volume on the platform in both
2010 and 2011.

Other private companies took notice, delaying their own IPOs,
but also instituting various restrictions on secondary sales of
stock, from insider trading rules to exorbitant transfer fees.
Founders didn’t want their shares changing hands in the
shadowy, anonymous secondary markets.

After the Facebook IPO, a 2014 Fortune survey found that
most venture capital firms recommended banning secondary
sales altogether until a liquidation event.

It wasn’t necessarily the concept of secondary sales itself that
prompted the backlash from Facebook and others—it was the
way that SharesPost and SecondMarket brokered transactions
behind the backs of companies.

These exchanges came off as shadowy, and the entire
secondary market for private company stock as a Wild Wild
West, because they allowed startup employees to offload their
shares to minimally vetted investors investing purely on
speculation, with companies having no say in how often these
transactions could happen, who could participate, and how
much could be sold.



Because transactions took place between individuals without a
true aggregating or exchange function in the marketplace,
trading was thin and prices could swing wildly.

About 64 million shares of Facebook worth a cumulative $1.75
billion traded through SecondMarket before the company went
public. Given SecondMarket’s 3-5% take rate, the company
would have made somewhere in between $50 million and
$87.5 million.

The result was a mess for public perception, pricing, the cap
table, and existing shareholders, many of whom, in Facebook’s
case, did not manage to capitalize on the hype and instead
saw the value of their shares get cut in half.

Nor did trading Facebook shares wind up being a very good
business for SecondMarket, either. We can reasonably
estimate their total revenue from four years of facilitating a
market for Facebook shares at about $50 million to $87.5
million––substantially lower than the $177 million that JP
Morgan, Goldman Sachs, and Facebook’s other underwriter
reaped from the IPO in fees.

After Facebook’s IPO, SecondMarket would go on to lay off
40% of its staff and begin focusing on other, alternative asset
classes––like wine. Transaction volumes there and at
SharesPost cratered, though they began to recover back
towards earlier levels by 2012. Meanwhile, a new batch of
companies was getting started, aiming to avoid the same
roadblocks that had gotten SecondMarket in trouble.



2. Forge, EquityZen, and the refactoring of the private-
company exchange (2012-2015)

“We heard from the companies saying, ‘Quite frankly, (selling
shares) should be outlawed because it’s so distracting. We
don’t want anything like (what happened at Facebook) to
develop and we’re looking at ways to change the bylaws in
our businesses so it can be explicitly outlawed.’ Venture
firms have said when founders are forming their companies,
they’re (outlawing share sales) at that stage. That was when
we realized a different solution was going to be required.“ —
SecondMarket Founder & CEO Barry Silbert.

The hype around pre-IPO Facebook stock had proven that
there could be a market for this kind of transaction, but it had
also shown the problems in the current model for secondary
transactions—problems to which companies in this space
would spend the next few years trying out various solutions.

A big problem was control. Companies wanted to be able to
manage the process of selling shares on the secondary
market, from which employees were allowed to participate and
how many shares each one was able to sell. They also wanted
to make sure they weren’t adding investors they didn’t know or
trust to their cap table.

Another was logistics. Trading shares on the secondary
markets means negotiating piles of physical stock certificates,
cap table changes, ROFRs, restrictions on downstream
ownership, and so on—a CFO’s nightmare. All in all, the
process of exchanging shares between employee and investor
can take anywhere from 3 to 6 months.

SharesPost, which started out as a bulletin board for startup
employees and investors to meet up and negotiate an
exchange, discovered this was a problem early on. More often
than not, participants in their network wound up coming to
SharesPost for help completing transactions.

While two banner years for the IPO market in 2013 and 2014
momentarily quieted appetites for secondary shares of stock,
SecondMarket, SharesPost, and others began building new
avenues through which private market liquidity might flow. In
the process, they’ve developed distinct solutions to the
problems of control and logistics—some issuer-centric, and
some investor-centric—in handling secondary share transfers.



SecondMarket went the issuer-centric route, completely
pivoting its business to helping companies set up private
tender offers or “liquidity programs”—tailored, structured
transactions between a select number of employees and a
select number of vetted investors. Companies could run these
liquidity programs in a completely customized way to give
some liquidity to their employees and investors.

SharesPost went the investor-centric route, adding features
like transparent bid/ask prices and research reports into the
process and opening up the “SharesPost 100 Fund” to give
investors a way to capture the upside on the growth of private
companies without taking ownership of actual shares. While
SharesPost made it possible for companies to halt trading,
they did not mandate company participation.

The performance of the SharesPost 100 Fund varied through
the years––between 2014 and 2016, it outperformed the Dow
Jones US Technology Index and the S&P 500, while it
underperformed between 2016 and 2018.



Other platforms that got started in these years sought to use
derivative/swap and fund structures to accomplish
approximately the same end goal as these marketplaces
(giving companies access to liquidity and investors access to
private companies) without needing to worry about the logistics
of transferring shares.

Forge (formerly Equidate) was founded in 2013 with the idea
that you help create liquidity in a way that eliminated the need
for underlying share transfer entirely. Through forward
contracts, investors could pay for the right to a shareholder’s
shares upon exit—either through an IPO or an M&A. This
allowed Forge to side-step all of the legal and financial
complexities of transferring restricted stock, while at the same
time introducing a few new types of complexities and risks—in
particular, the risk that the company decides not to honor the
terms of the contract at exit.

EquityZen also sought to avoid the complexity of transferring
the underlying shares through a fund-based structure. Instead
of employees selling shares to investors, employees sell their
rights to the liquidity of those shares to EquityZen, who holds
them in a fund until the company goes through an exit.
Because of that LLC fund structure, only EquityZen ends up on
the company’s cap table.

3. Nasdaq Private Market, Carta, and consolidation (2015-
2020)
By 2015, the secondary market in private company shares had
shifted.

Rather than being dominated by employee sales and
individual-centric transactions, the company-sponsored tender
offer had become the main driver of transaction volume.



Nasdaq PM has steadily grown its transaction volume over the
last several years (A greater than $12 billion secondary sale
conducted by Uber drove up the average in 2018).

Today, the platform with the highest transaction volume in
Nasdaq Private Market, which began as a joint partnership
between Nasdaq and SharesPost before Nasdaq acquired
SecondMarket in 2015. Nasdaq PM, which did about $4.8B in
transaction volume through their platform in 2019, took
SecondMarket’s technology and applied it to the use case of
helping companies conduct tender offers.

With Nasdaq’s wide network of institutional investors, private
placement agents, and advisors, they have the advantage of
being able to tap into a deep pool of capital on the buy-side.

Utilizing a similar approach has been Carta, which will be
launching its private marketplace CartaX later in 2020.

Carta, which manages the cap tables of about a third of all
venture-backed private companies in the United States, has a
unique advantage in having already made substantial progress
building the private capital market rails essential to making
secondary transactions frictionless.

Many of the complexities and costs involved in secondary
transactions emerge directly out of the lack of a central
repository for company shares. From dealing with restrictions
on stock to physically transferring the shares to making sure
the cap table accurately reflects all transactions, a lot of these



problems can be solved when the transactions are done via a
system of record for company equity. Solving them with
software also makes it possible to turn liquidity events into a
more frequent event—something that could completely
reshape the way these events are perceived by issuers,
employees, and investors alike.
The merger between Forge and SharesPost in May of 2020
that valued the latter at $160 million tells us that some much-
needed consolidation is finally coming to the market for private
company secondaries. 

The fragmented nature of the market through its history has
created poor liquidity as each platform competes for
employees, investors and issuers. The general reliance on
brokers to facilitate trades hasn’t helped, either, since brokers
have a natural incentive to “shop” deals around to as many
investors as possible, sometimes merely gathering information
and interest versus genuinely selling shares that they own.

But not every entrant in this market is following the structured,
company-centric listing model. ClearList, a subsidiary of the
public market maker GTS, for example, is aiming instead to
replicate the liquidity and autonomy of the public markets in the
private markets from day one. Companies that list on ClearList
will have their shares available for persistent trading within an
open market, with GTS taking the other side of any transaction
from the buy or sell-side.

The $225 billion addressable market for private company
liquidity
While $30 billion a year in transaction volume is significant,
there are trillions of dollars in equity value bound up, untapped,
in the cap tables of the world’s venture-backed companies. 

The total cumulative value of global unicorns alone is around
$1.5 trillion as of 2020. Even if we suppose that companies
only allow employees and investors to sell about 15% of their
holdings per year, we still get a total addressable market for
private company liquidity of $225 billion: about 7.5x the size of
the market today.



We assume that most issuers would be willing to allow a
cumulative 10-20% of their cap table to trade on the private
markets.

Growth in this market has been constrained largely by the fact
that buying and selling secondary is a time-consuming process
that has not yet meaningfully scaled.

Most secondary sales today still take place via handshake
deals and emails. Some are company-sponsored or at least
company-informed, while others are initiated by brokers. 

In this kind of opaque, decentralized market, brokers have the
advantage of being able to see into both sides––and for doing
the job of connecting buyers and sellers, they can collect hefty
fees upwards of 7% per transaction (from both sides). These
transactions are, however, plagued by informational
asymmetries and perceptions of conflicts of interest.

Naturally, various disintermediating solutions have emerged to
make this market more efficient, from marketplaces for pre-IPO
stock like EquityZen and Forge to controlled liquidity program
and tender offer products like Nasdaq Private Market.

None of the software platforms for secondary trading have yet
been able to dethrone the one-to-one, broker-driven system by
which most secondary sales are bought and sold.

The main challenge for these solutions has been that
secondary markets are made up of several counterparties with



different contexts and priorities:
Employees have small blocks of stock and are highly
motivated to sell due to the concentration risk of holding too
much of their net worth in options.
Investors have, or want to buy, large blocks––and they want to
do so at the best price possible. 
Issuers, on the other hand, prize maintaining control of their
cap table over all else.

Each platform fills a role in the ecosystem: platforms like
EquityZen and Forge help exchange smaller, individual blocks
of stock between investors and employees, and Nasdaq
Private Market and Carta help late-stage privates create a
secondary market for their shares before going public.

One of the challenges in building a centralized marketplace for
private stock––which would guarantee a more liquid market––
is that each distinct group of participants has different priorities
and needs when transacting.

Marketplaces like Forge and EquityZen, with their hands-off
and arms-length process, have an advantage when it comes to
attracting individual employees who want to sell––and who
therefore only need approval from their board or CFO––
because they can make transactions happen relatively quickly.
For these platforms, growing their network of institutional
investors will be their main engine of growth. 

Nasdaq PM and Carta, with their tender products, offer issuer
control at the expense of speed and simplicity. Running a



tender offer from start to finish can take up to 6 months––as
long as your typical IPO prep process. There is a considerable
investment of time, from the company, on working out the
disclosures and risk factors of handling a tender.
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One argument for an issuer-centric platform––one that puts
control of liquidity firmly in the hands of companies––is simply
that companies are ultimately the ones in control of their
equity. Build a solution that doesn't work for them, and a critical
mass will be unlikely to agree to it.

The upside is that companies can control who is going on their
cap table and sell large blocks to both existing and new
investors. For them, the core challenge is winning over
demand from issuers and convincing them to run regular
liquidity programs.

Because these different players have different core focuses,
the growing market for private company liquidity is unlikely to
be a winner-take-all one, at least in the short-term. 

Common objections to the privately-traded model
When companies remain private, it cuts off the average
American from accessing an increasing amount of value
creation happening only in private markets
Short of forcing companies to go public once they hit a certain
valuation, there’s little that can be done to push companies into
the public markets. 

What would be better would be to pull retail investors into the
private markets. The SEC’s recent ruling on accreditation
requirements is a positive step in this direction, but what’s



needed to make quality private investment opportunities
accessible to the everyday investor is a high-liquidity
marketplace for buying and selling shares.
In 2019, the SEC began investigating a plan to allow retail
investors to get access to pre-IPO companies through
specialized funds, and companies like EquityZen have been
giving their customers access to both actively managed and
passive index funds in private companies for years.

More accessible liquid secondary markets pose a safety threat
to everyday retail investors
While accessible markets do open up the possibility of retail
investors losing money on investments, the same is true in the
public markets. The everyday retail investor does not have the
same access to information as a multi-billion dollar hedge fund.

The private markets do differ in that investments are generally
illiquid, which is why liquidity is so important as a protection for
investors: with sufficient liquidity, investors have the ability to
exit trades instead of being locked in long-term.

Private companies will never make the disclosures necessary
for this kind of market to operate and be liquid
Today, many of the biggest private companies already operate
effectively like public companies in terms of disclosing
information.

Uber, Facebook and Spotify all began disclosing
comprehensive financials in the months and years leading up
to their IPOs—to gain the trust of investors and demonstrate
the strength of their businesses.

When companies become privately-traded, they’ll have to do
the same to attract institutional investors that don’t have
information rights and are fundamentally betting on the
company’s economics and business model, and less so its
product or vision.

The public markets are where companies become disciplined
and set themselves up for long-term sustainability
In the years before it went public, Spotify allowed its stock to
trade in the secondary markets every quarter. In exchange for
giving team members and investors liquidity, and generating a
pricing history that would become useful once the company
direct listed into the New York Stock Exchange, Spotify made



regular disclosures of its financial status and reported core
KPIs, including free and paid user growth.
What Spotify’s case demonstrates is that even for the most
well-known companies, establishing a liquid market for the
shares of a privately held company will require companies to
disclose.

Companies that wish to run a secondary sale once a year may
have to disclose less than a company that runs them on a
quarterly or monthly basis, but some degree of disclosures will
be crucial nonetheless to generating investor demand––and
that’s without the SEC getting involved.

The SEC is already discussing allowing unaccredited investors
to participate in diversified pre-IPO funds in exchange for those
pre-IPO companies disclosing more information, which means
an SEC ruling establishing that private companies allowing
more broad trading of their stock must disclose more
information seems likely once liquidity in the secondary
markets picks up.

How to build a privately-traded
company: a guide for issuers
The privately-traded company is a powerful alternative to the
status quo of total liquidity as a public company and zero
liquidity as a private company. 

Being privately-traded gives companies the ability to clean up
their cap table and re-align with their investors, compete with
public companies for the best talent, and build a more mature,
disciplined business––all without facing the heightened
disclosures and scrutiny of the public markets.

This guide will help you decide whether becoming a privately-
traded company makes sense for your business, as well as
help you think about the various challenges and decisions that
go into creating a market for your privately-held stock, such as:

Setting limits on who can buy and sell, and how much
Planning around the tax impact of sales as well as effects on
your 409A valuation
How establishing a private market can help you go public

https://www.foxbusiness.com/economy/sec-develops-fund-like-plan-to-give-retail-investors-access-to-pre-ipo-shares


Why companies get stuck between public and private
Once companies reach a certain size, they face a choice
between two paths:

Go public and accept the heightened scrutiny of public markets
in exchange for a highly liquid market for their shares
Stay private, minimize disclosures, but accept a degree of
illiquidity that can make it difficult to recruit and retain team
members

For a growing number of companies, neither path is ideal.
Going public is no longer the prestige event that it was in the
1980’s or 1990’s, and it no longer serves the same purpose:

Companies today can raise hundreds of millions of dollars in
the private market, and they don’t need an investment bank to
introduce them to the world. And thanks to the JOBS Act of
2012, the shareholder limit that forced both Facebook and
Google to go public is no longer an issue for most companies.

Meanwhile, private companies are using that cash to build
increasingly durable, mature, businesses, and they’re doing so
while retaining total control over their own narrative and
insulating themselves from the volatile public markets.

That means they can set aside short-term, quarterly earnings
and focus on their long-term mission, whether it’s colonizing
Mars (SpaceX) or re-building the payments infrastructure of
the internet from the bottom-up (Stripe). 

The problem is liquidity. 

Over time, employees and investors who have deployed either
their labor or their capital in exchange for equity in your
company begin to expect some kind of return. Funds have a
life cycle of 12 years or so, and VCs raise a new one every 2-3
years––the median tenure for startup employees is just 2
years.

The longer you stay private, the more vested equity you have
building up on your cap table, and the more pressure there’s
going to be to go public––because you’re no longer aligned
with your shareholders, and an IPO generally is the easiest
way to re-align.

https://carta.com/blog/employment-tenure-startups/#:~:text=The%20median%20job%20tenure%20for,employment%20(see%20Table%201).
https://carta.com/blog/employment-tenure-startups/#:~:text=The%20median%20job%20tenure%20for,employment%20(see%20Table%201).


The third path: the privately-traded company
Becoming a privately-traded company is about using controlled
liquidity, not an IPO, to re-align yourself with your employees,
with your investors, and with the market as a whole.

The misalignment created by illiquidity is gradual. Employees,
who might hold most of their net worth in equity but don’t see
an exit event coming on the horizon, start thinking about
leaving. Investors, who have seen their investment 10x but are
getting close to the end of their fund lifecycle, find they start
needing to return capital to their LPs.

Fortunately, this misalignment can also be reversed through
the controlled deployment of liquidity through secondary sales.

Align with investors by refreshing your cap table
Misalignments with investors can result in a wide variety of
negative outcomes: selling too early, not selling when selling
would be the optimal outcome, taking on systemic risks, trying
to grow too fast, going public too early.

By building a marketplace for their stock while still private,
CEOs gain three vital tools for correcting misalignments with
investors, avoiding these kinds of outcomes, and building a
stronger business:

Rebalancing the cap table: Investors can take 10-20% of
their returns off the table, allowing them to return some capital
to LPs or raise a new fund while sticking around for the long-
term
Refreshing the cap table: Early stage investors whose skill
sets no longer match the needs of the business can get their
exit and make more room for other investors
Replacing the cap table: New investors with strategic
importance (e.g. for a new distribution strategy or in
anticipation of an IPO) can be brought onto the cap table
without creating dilution

Key to the liquidity program’s power is the fact that investors
can modify their exposure in real time. Depending on their
specialization and where they are in their current fund’s
lifecycle (as well as any other funds they might be raising),
different sets of investors will have different ideas about what
kind of business you’re building, when it might make sense to



sell or go public, and how long they’re willing to wait for either
outcome.
With the power to “rebalance” their portfolio, investors can take
just enough off the table to satisfy their need for liquidity and
get re-aligned for the long-term.

In other cases, a CEO might want to get an earlier, misaligned
investor off the cap table entirely.

Of 100 founders surveyed by Flex Capital on secondary sales
earlier this year, more than half said that they currently had
people on their cap table that they wished they were not there.
More than half said they would prefer their place on the cap
table be taken up by a new VC or another friend of the
company/fellow operator.

There are multiple reasons a founder might want to switch out
investors and bring other ones on. One investor might have
come in at the seed stage, and might have been asking for

https://summation.net/2020/06/29/true-stories-of-start-up-secondary-transactions/


some time about the possibility of liquidating some of their
shares. Their expertise might be primarily useful for earlier-
stage companies, and so their value to the company may no
longer be as high. And a company planning to go public in the
near future might want to bring on a larger institutional investor
like Fidelity or T. Rowe that can help support the IPO.
Ultimately, companies can live or die on whether or not their
investors want or need liquidity. A controlled liquidity program
makes it possible for a company to fit better into the economics
of VC, and that means better alignment between CEOs and
investors—and better long-term odds for everyone.

Align with employees by providing periodic liquidity
After Fairchild Semiconductor, it became normal for companies
in Silicon Valley to offer employees stock options. But
employee equity has become broken in many ways.

In 1999, technology companies took about 4 years to go
public. In 2020, the median technology company going public
takes more than 11.5 years. And many of the most valuable
ones are already close to or above that threshold:

Stripe: 10
Airbnb: 12
UiPath: 15
Tanium: 13
Palantir: 17
SpaceX: 18
Automattic: 15
Epic Games: 29

When companies stay private this long, it can throw them out
of alignment with employees and create substantial retention
and recruiting challenges.

Illiquid compensation is the core problem. After the typical 4-
year vesting period and any refresh grants they receive
afterwards, an employee might hold a big portion of their net
worth in their employer’s restricted stock. Without the means to
sell any of that stock, however, the gains remain on paper.

Employee discussions on sites like Blind and Glassdoor make
clear that many recruits no longer attribute value to the options



or RSUs they get from a prospective private employer—they
value them at $0.
What makes this illiquidity all the more frustrating, but
ultimately an asymmetric advantage if your company employs
a liquidity program, is the way that valuations rise so quickly in
the private markets. Employees can become paper millionaires
years before they have any chance of seeing a real return.

With a liquidity program that allows them to sell 10-20% of their
stock every year, however, those same employees can
potentially be getting huge off-balance-sheet bonuses that
make their compensation competitive with some of the best
(public) companies out there.

Some CEOs fear that giving out liquidity to employees will hurt
their long-term commitment to the business, but the truth is the
reverse. By letting them relieve some pressure on their
finances through a controlled liquidity program, companies can
get their best talent to double down—rather than taking their
skills somewhere that they can get liquidity for their shares.

When companies stay private for as long as they do
nowadays, employees go through many of the same life stages
that founders do while still illiquid—buying a house, getting
married, dealing with sickness, and so on.

Without liquidity, employees who want to take one of these big
steps in life are faced with nothing but bad choices:

Stay illiquid, hold on for exit, and accept the risk creep that
comes with being so undiversified
Leave, spend tens of thousands of dollars if not more to
exercise a set of uncertain options
Leave, return the options, and lose out on the value that
you’ve built up over the years of work

With liquidity, employees can turn a small amount of their stock
into cash that can help handle some of these kinds of life
events, and then return to the business of making the company
successful over the long-term. After all, they still are going to
have a substantial portion of options after selling 10%—they
just won’t have as huge a concentration risk.

Align with the market by allowing progressive price discovery



Creating liquidity for your stock in the private markets allows
for better price discovery. While a conventional view is that
investors and founders and employees all benefit from
illiquidity because it generates higher valuations, more efficient
pricing is better for businesses in the long-run.

That means more opportunities to buy and sell stock, but it
also means fostering more openness and transparency around
the state of the business as you grow, and sharing information
with not just internal stakeholders but the public.

Today, a private company’s stock tends to get repriced once
every 1-2 years. That repricing is largely the domain of the
company’s lead investor, which has a strong incentive to not
create a perception of weakness with a down round, which
means valuations naturally tend to rise over time.
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Liquidity is more than a way to improve your compensation
plans––in the hands of a strategic CFO, it is a powerful tool
that unlocks M&A opportunities, can lower your cost of capital,
and more.

They don’t rise gradually, either. In many cases, startups are
on forced marches upwards, and those sudden step-function
valuation jumps can end up coming back to hurt companies.

It’s impossible to know for sure whether WeWork or Zenefits
could have been a sustainable company without the huge
expectations foisted upon them by their huge valuations, but
they didn’t help.



For companies like Snapchat and Uber, some better price
discovery before IPO might have helped temper expectations
and avoid the bad reputation that comes with a sagging stock
price.

If a company does want to go public, secondary sales prior to
listing have already proven effective at establishing a market
price and preparing a company for the transition.

A year before iHeartRadio went public, the price of the stock
had hung in a $15-19 range while trading on the Pink Sheets
OTC market. When the company listed on NASDAQ in 2019, it
ended its first day of trading right in the middle of that range at
$16.50 a share.

Over the three months preceding Spotify’s IPO, 7.8M+ shares
of Spotify changed hands on the secondary markets, with
Equidate alone handling $150M worth of transactions. Spotify
ran liquidity events at a rate of one per quarter according to
John Buttrick at Union Square Ventures. Each liquidity event
was made open to all existing holders of the company’s stock,
including employees, executives, and investors.

Spotify also began doing quarterly shareholder calls a few
years before it went public, disclosing information to
shareholders about their business and financials.

Running these events allowed Spotify to demonstrate the
market’s interest in their stock, set a precedent for the price
they chose when they listed on the stock exchange, and got
the company accustomed to making regular disclosures. 

In the end, Spotify’s reference price was set at $132—just
below the highest per-share secondary sale price during 1Q
2018. The company employed market maker Citadel Securities
to help build an order book for the first day of trading. The
stock would go on to close its first day at about $149.

Both Spotify and iHeartRadio, in effect, used secondaries to
bridge the gap between the private and public markets. In both
cases, using secondaries for price discovery also made it more
possible to direct list, enabling them to go public without an
IPO underwriter setting their price.

How to design a liquidity program

https://carta.com/blog/iheartmedia-direct-listing/
https://carta.com/blog/future-of-liquidity-2020-video-panel/
https://carta.com/blog/future-of-liquidity-2020-video-panel/


Becoming a privately-traded company is like building your own
internal stock market.

A market is a complex organism, and it’s important that you
design the structure of the liquidity program meaningfully, with
the right parameters and limits––otherwise, you can easily lose
control.

Auctions for secondary shares of Facebook traded weekly with
very little oversight between 2010 and 2011. Employees
rushed to liquidate shares of the seemingly-overvalued
company. Shares traded at rapidly changing prices, resulting in
a flood of random shareholders on the Facebook cap table.
One employee was fired for insider trading, while the SEC
charged several funds with fraud for their involvement in the
market.

Since Facebook, virtually all venture-backed companies have
instituted strict restrictions on who can sell secondary, when
they can sell it, and to whom. At some companies, employees
aren’t allowed to sell secondary at all.

But blanket bans on secondary sales, especially when tech
companies are prone to staying private for (on average) 11
years, are not an effective way to motivate or retain talent.
Without a system that allows employees to sell their shares
through their company, team members will find worse ways of
diversifying their “portfolios”––often selling through forward
contracts at steep discounts.

Of course, maintaining some exclusivity in your stock can be
good. And you don’t want a secondary sale system that
ultimately reduces the feeling of ownership on your team.

Ultimately, designing a program that can provide adequate
liquidity to your shareholders while not becoming a distraction,
unduly affecting your company’s 409A, or creating onerous tax
implications is about finding the right balance.

1. Sell-side participants
There are generally going to be four distinct groups of potential
shareholders that you’ll need to devise rules for around selling:

Current employees
Ex-employees



Investors
Advisors/other affiliates

Companies have restricted sales of stock to members of the
executive team or other senior managers, though this is
increasingly uncommon today. 

Allowing directors or managers to sell stock while barring
employees sends a message that there are two classes of
owner inside the company: one class which gets the benefits
of early liquidity, and one class which has to wait. 

With the uncertain, risky nature of startups, this amounts to
telling the latter class that they are a less meaningful part of
the business. In addition, it’s counter-productive to the main
argument against employee sales, which is that allowing
employees to sell will reduce their motivation––if that were
true, no one should be allowed to sell secondary.

Employees must generally be with a company for a year to
become eligible to sell shares––not least because it’s
unadvisable to allow employees to sell unvested shares, which
are challenging to claw back in the event of a voluntary or
involuntary termination.

2. Buy-side participants
On the other side of the marketplace, you can use inclusion
and exclusion lists to build a set of investors that you want to
participate in your auction.

Most companies have participation from their existing
investors, who might be looking to use secondary purchases to
hit a certain percentage of ownership.

Companies can also, for various reasons, want to bring on new
external investors. The potential universe of new investors will
look different depending on the type of company in question,
its stage in the startup lifecycle, and the investor’s typical
check size.

Companies may also want to restrict certain investors from
participating in their auction—for example, if a minority investor
has been accumulating stock and the company wants to keep
them from hitting a certain threshold of ownership.



3. Transaction volume
The amount of vested stock that you allow investors,
employees, and others to sell is one of your main levers in
designing your liquidity program.

It will affect the size of the return that shareholders are likely to
see, the composition of your cap table, your program’s
recruiting and retention potential, and the overall competition
for your stock.

How much employees are allowed to sell is determined by the
issuer––how much they are able to sell ultimately depends on
the amount of demand for your stock in the market.

When Uber and SoftBank agreed to the tender offer that
valued the company at $48 billion in 2017, some employees
and ex-employees (those issued stock options rather than
RSUs, so approximately the first 2,200) could sell as much as
half of all their shares to the Japanese conglomerate.
However, an oversubscribed offering meant that the total
amount offered by each employee wound up reduced by 42%.

A more common format for a recurring liquidity program is to
allow employees to sell between 10%-20% of their total
holdings, but it’s worth using your last preferred price and the
likely price range for your tender to calculate precisely what
kind of returns different figures will generate for your team.

4. Frequency of events
Frequency is an important variable impacting the amount of
liquidity and price discovery that a company can get from its
liquidity program.

On CartaX, companies will have the ability to hold liquidity
events anywhere from once a year to once a quarter.

The more recurring liquidity events you hold, the more liquidity
you create in your stock, and the more likely you are to get real
price discovery on your stock.

More frequent trading events could reduce employee pressure
to sell, as reliably recurring events mitigate the feeling of
“needing” to sell during any particular event.

https://www.cnbc.com/2017/12/28/softbank-uber-investment-tender-offer-announced.html
https://www.teamblind.com/post/Uber---soft-bank-deal-EDHDjH6F


More trading also generally means a more stable stock price,
with more infrequent trading lending itself to volatile spikes up
and down. 

The downside of a higher frequency of liquidity events is that it
requires more shares to float and more participating investors
on the buy-side––otherwise, you can end up with an
undersubscribed auction, which will generally be negative for
employees and affect the accuracy of your pricing.

How frequently you make liquidity available, and who
exercises the right to buy and sell shares as a result, can also
have an effect on whether your secondary sales are classified
as compensatory or not, as well as whether and how much
your 409A is affected.

5. Tax and valuation implications
Among the biggest concerns for companies looking at starting
liquidity programs are the consequences that widespread
secondary sales can have either on their employees’ tax
implications or on their 409A valuation.

The rule of thumb is that there’s generally an inverse
relationship between the effect of liquidity on your 409A
valuation and its effect on how much your employees will end
up paying in tax.

At the crux of it is the question of whether a stock sale is
classified as compensatory or non-compensatory.

If a secondary stock sale is considered compensatory––if, in
other words, it’s conducted primarily as a benefit for the
employee-seller rather than an exchange between two market
participants––then the transaction is subject to ordinary
income tax. 

The scales can tip towards a transaction being compensatory
in a few ways:

Limiting participation to existing shareholders or current
employes
Selling at a high premium to the 409A price
Different payment terms for investors and employee



Noncompensatory sales, on the other hand, are eligible for
long-term capital gains tax––which, at a 20% maximum rate
compared to the top marginal income tax rate of 37%, is
preferable. In a compensatory transaction, the company may
also be liable to pay an additional 7% in FICA tax.

The trade-off is that a noncompensatory transaction will
generally have a greater impact on your 409A, which affects
(among other things) a company’s ability to offer discounted
stock to future team members. 

That said, that stock is only as valuable if employees can
expect liquidity––and keeping your 409A low isn’t worth it if it
means shutting off the possibility of getting that liquidity.

Additionally, a company that’s planning to go public in the next
12-18 months will see dramatic shifts in its 409A valuation
either way––making volatility less of a concern.

Sacra does not provide tax, legal or accounting advice. This
website has been prepared for informational purposes only,
and is not intended to provide, and should not be relied on for,
tax, legal or accounting advice. You should consult your own
tax, legal and accounting advisors before engaging in any
transaction.



Your road to the public markets
There are two ways that becoming a privately-traded company
can help companies smooth their transition into the public
markets: by assisting in price discovery, and by introducing
companies to the kind of discipline investors in the public
markets expect.

Use progressive price discovery to facilitate a direct listing
Allowing external investors to participate in buying your stock
on the secondary market allows you to get independent price
discovery going for that stock: a very valuable tool whether you
plan to stay private or go public eventually.

Floating your shares privately to investors can give you
valuable information into what metrics are important and what
kinds of disclosures tell the story that investors want to hear.

After getting that information, you can readjust your narrative,
or you can go back to your team and realign priorities around
certain metrics.

Then, you can go back to the secondary market and get more
input from investors, and/or use what you learned when you go
and raise your next round of primary fundraising.

The price that those secondary investors are willing to buy at,
furthermore, can become a valuable price anchor (and a bit of
social proof) when you begin negotiating with the fund leading
your round.

The gradual price discovery enabled by being a privately-
traded company can also make it much easier for companies
to go public, especially if they want to do so through a direct
listing rather than a traditional underwriter-led IPO.

By giving the market input into the price of your company’s
stock before you go public, you establish a precedent that can
be useful for investors trying to evaluate whether they should
buy your stock on the first day of trading.

The more price discovery you can facilitate before you list, the
more you can avoid any liquidity issues on that first day and
increase the chances of pulling off a successful listing.



Spotify allowed its stock to trade on a secondary market for
years before it went public. During the year before the
company direct listed, tens of millions of shares traded hands,
eventually trading in a range of between $90 to $132.50 during
the first quarter of 2018. When the company went public,
$132.50 ended up the reference price––and Spotify ended its
first day of trading a few percent above it.

Any company going public via direct listing needs to show
some kind of pricing history, whether that’s through secondary
sales like Spotify did or whether it's on the Pink Sheets OTC
market as in the case of iHeartRadio. With a secondary
program like Spotify’s, however, issuers have the advantage of
being able to control who can access their stock, allowing them
to get that price discovery without ceding control over their cap
table.

Encourage analyst coverage by getting comfortable with
disclosure
While a direct listing can save a company hundreds of millions
in fees they might pay to their investment bank underwriter in
an IPO, the move to direct list can also backfire.

Institutional investors—the big firms you want buying your
stock on Day 1 to show the market is interested—often use
analyst coverage to learn about and evaluate newly-listed
companies.
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Floating your shares as a privately-traded company means
becoming more transparent about how your business works––



an outcome that can be good not just for your investor
relations capabilities but for your ability to focus as a company.
In an IPO, the investment bank underwriting an offering does
the work of getting research coverage. In a direct listing, the
company must make sure it has analysts covering it when it
goes public.

Investors will also rely on the company to give them guidance
about what the next year and beyond should look like for the
company—information that they would usually get from the
bank.

Spotify completely avoided this problem by simply making it a
habit to release quarterly financials to the world a few years
ahead of going public.

In doing so, they became a known quantity before they ever
started talking to Wall Street analysts about coverage. Most
likely, they benefited from being one of the few private tech
companies to be so open with their numbers.

"We had 15 analysts before we even traded. We had a
scaled business people couldn't afford to ignore." —Barry
McCarthy, ex-Spotify CFO



Several quarters before it actually listed on the stock market,
Spotify started releasing disclosures close to what a public
company would produce–information on revenue growth, user
growth, and other core KPIs.

Two years before it was listed on any stock exchange, Spotify
was already releasing detailed, audited financial information to
shareholders—making its business more transparent to the
world but also building up a base of trust and discipline that it
could then use to smooth its transition into the public markets.

How to capitalize on liquid private
markets: a guide for investors
Secondaries combine private market premium with public
market predictability
Late-stage private company secondaries primarily offer
investors an opportunity to reap high returns without the high
amount of risk that typically accompanies private venture
capital investments.

Secondaries are limited by who can access them––this is why
particular bigger, multi-stage firms will reserve a certain pool of
secondary for themselves when they write Series A or B term
sheets.

At the same time, late-stage companies at Series D, E, or
beyond are increasingly large, stable companies that could
have easily gone public a decade ago.

While there’s always a risk, these companies are increasingly
mature businesses that are well-received by Wall Street when
they go public (particularly in SaaS––see below graph)
producing an intriguing, arbitrage-like opportunity for investors
who can access to their secondary before going public.



The public market dominance of tech and SaaS companies in
particular have fueled the rise of pre-IPO share trading as
investors try to get onto cap tables before companies go
public––not afterwards.

One caveat here is that the total amount of risk involved in a
secondary transaction is affected by whether common or
preferred shares are on offer, as well as what kinds of specific
preferences are granted to preferred shares.

While the common stock picked up in a secondary will often
trade at a discount––as much as 15-30% to the last round––
that will not always be true for the most competitive,
oversubscribed deals.



Both venture capital funds and their holdings will trade at a
discount on the secondary market due to the "illiquidity
discount."

Snowflake, for example, raised at a preferred price of $38.77 in
its Series G-1 fundraising in February 2020. That same month,
Snowflake employees and management sold more than 8
million shares of common stock at that same price in a tender
offer to Coatue, Sequoia, and other investors.

An important factor in determining the risk factor of buying
common stock is whether the company has an IPO on the
horizon––once a company goes public, preferred stock
converts down to common stock, and the earlier differences
become meaningless.
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Late-stage investing has many differences from early-stage
investing, but it's also not a perfect analogue to investing in
public companies: the same financial metrics are unlikely to
both 1) be as available, and 2) be as helpful as they would be
when investing in well-known, publicly-traded companies.

Buying early common stock can be highly risky
There’s a reason investors pay a premium for preferred stock:
there is a large toolkit that they can use to protect the value of
their investment in the event of a sub-optimal acquisition or
IPO.

When you buy secondary, you’re often going to be buying
common stock, which does not come with these potential



protections. That can leave you vulnerable to the downstream
effects that preferred shareholders’ protections can have. 
Anti-dilution provisions are common, where a company that
has to raise a down-round will issue some amount of new
shares to investors with preferred shares to compensate for
the lower valuation, thereby diluting existing common
stockholders.

Some forms of investor protection, like ratchets, can have
massive effects on stockholders, particularly those coming in
during later rounds of fundraising.

When Square raised $150 million in its Series E in 2014, the
term sheet came with a ratchet provision that protected those
(preferred) shareholders in the event the company’s IPO price
did not surpass $18.56 per share or generate at least a 20%
return on their investment.

Square went public in late 2015 at just $9 per share, meaning
that they had to give an extra 10.3 million shares to those
investors to make up for the shortfall, or about $93 million in
total. That gave those investors total holdings of about $180
million.

A few months before Square executed that IPO, another
existing Square investor and one new investor purchased $30
million worth of shares at the Series E price, but without the
same ratchet provision. Those investors wound up losing
money in the IPO (about $3.8 million in total) as did the
company’s Series D investors, who did not have a ratchet
provision either.

(From Bloomberg) The distribution of results across different
sets of Square investors shows the impact that ratchets can

https://www.forbes.com/sites/goncalodevasconcelos/2015/11/29/square-ipo-how-venture-capitalists-made-money-buying-9-shares-for-15-46-and-who-lost-out/#6178337c3b9d
https://www.forbes.com/sites/goncalodevasconcelos/2015/11/29/square-ipo-how-venture-capitalists-made-money-buying-9-shares-for-15-46-and-who-lost-out/#6178337c3b9d
https://www.bloomberg.com/opinion/articles/2015-11-19/square-turns-the-corner-after-a-pretty-shaky-ipo?sref=tKogT2bZ
https://www.bloomberg.com/opinion/articles/2015-11-19/square-turns-the-corner-after-a-pretty-shaky-ipo?sref=tKogT2bZ


have––and how they can help late-stage investors secure wins
even when investing at rich valuations.
That said, the company’s Series A through C investors, none of
whom had similarly powerful anti-dilution provisions in their
term sheets, all still made a substantial profit on the IPO, the
Series E ratchet reducing their $1.3 billion of profit by only
about $55 million.

VCs & boards are likely to use their influence to push for
liquidity programs
Venture capitalists, as a community, have considerable power
over some aspects of how companies in the Silicon Valley
ecosystem operate. Some of it is cultural; sometimes, it can be
explicitly inscribed in term sheets. 

When Carta first started becoming popular among VCs as a
way to monitor their investments, some began mandating via
their term sheets that all their new portfolio companies use it.

Over the next few years, it would not be surprising to see VCs
begin to apply similar pressure on liquidity.

The ability to easily sell secondary shares would be a
superpower for venture capital firms, who often find
themselves in the position of wanting “early” liquidity.

VC firms raise a new fund every two or three years, and today,
they generally must use their paper returns to do so.

With an easier path to liquidity, those venture firms could raise
their new funds showing real, cash distributions.

They also could avoid the problem of companies in their
portfolio not reaching IPO or an M&A event prior to the end of
the traditional 12~ year fund lifespan.

This has already been a practice for VC firms across the world.
Between 2007 and 2011, for one example, Union Square
Ventures built a stake in Twitter worth $1B. Concerned about
the possibility of a macro event wiping out what was at that
point an 8x return on the entire fund, USV sold 30% of their
position in Twitter and immediately returned 2x their fund to
their LPs. This strategy of liquidating 10-30% of their holdings
in their early-stage investments would recur with MongoDB,
Zynga, Lending Club, and other companies.

https://tribecap.co/wp-content/uploads/Tribe-Capital-Carta-1T-in-Equity-1.pdf
https://tribecap.co/wp-content/uploads/Tribe-Capital-Carta-1T-in-Equity-1.pdf
https://avc.com/2018/01/taking-money-off-the-table/
https://avc.com/2018/01/taking-money-off-the-table/


Benchmark, First Round, and Menlo Ventures sold similar
amounts of their holdings in Uber to SoftBank when the
company bought $8B of secondary shares in 2018, with First
Round selling a reported 40%~ of their total stake.

"Selling a portion of your position, returning a multiple or two
(or eight) of the fund, and holding on to the balance works
out for you no matter which way the position goes in the
future. If the position blows up, you got a lot out and booked
a huge gain. If the position goes up significantly, you make
even more money on the part of the investment you
retained. If it goes sideways, you got a little bit out early. It is
a win/win/win pretty much every way you look at it." — Fred
Wilson, USV

More liquid secondary markets, however, will make this type of
strategy more accessible to a broader range of venture firms,
and ultimately, that will benefit both VCs and their LPs.

Every VC firm needs to become an early-stage investor
One of the biggest bottlenecks for firms that want to invest in
secondaries today is access. Unless you’re already on a
company’s cap table, it can be challenging to get access to
any secondary shares, let alone participate in a late primary
round. 

 /� 1x

To get access to a company's cap table, whether through a
primary or secondary round, investors need to be able to show
that they bring something to the table besides capital.

https://techcrunch.com/2018/01/05/menlo-benchmark-first-round-sell-uber-stakes-worth-hundreds-of-millions/
https://techcrunch.com/2018/01/05/menlo-benchmark-first-round-sell-uber-stakes-worth-hundreds-of-millions/


That’s why it’s valuable for later-stage funds to do one of two
things to start building those relationships from the beginning:
either partner with early-stage funds, or become an early-stage
investor.

A growing number of venture capital firms are already pursuing
multi-stage fund strategies, including Battery Ventures,
Andreessen Horowitz, Sequoia, Accel, Founders Fund, Menlo
Ventures, GGV Capital, Lightspeed Ventures, Thrive Capital,
and others, with Tiger Global and Coatue Management as two
traditionally late-stage firms that have recently developed
early-stage investing groups.

By investing in early-stage startups directly or through
separate funds, investors get access to valuable information
about companies and about the market in general––critical for
deciding whether to buy secondary later on. They can
negotiate a pro rata to guarantee themselves the chance to
invest in later rounds, and even reserve a certain allocation of
secondary for themselves.

In the years to come, it may become much easier for
institutional investors to buy secondary in high-growth, late-
stage companies, but building their own early-stage investing
functionality is still likely to be a powerful competitive
advantage––even if only to secure access to the valuable
information flow that primary investors receive.

Private company exchanges unlock high-resolution secondary
investing
The last two decades have seen substantial inflation in venture
capital fund sizes as LPs, eager to invest in the best
companies, have piled into winners like Andreessen Horowitz
and Sequoia.

Liquid secondary markets will help drive more competition for
the best private company deals because investors will finally
have a way to access those top unicorns without having to find
a way into an allocation from an oversubscribed fund.

Driving the concentration of capital among the firms with the
best reputations is the fact that returns among VC firms are
highly variable. The best performing managers generate a net
IRR of 15% and up—the worst, 5% or less.



Secondaries offer investors the opportunity to secure a TVPI
that may not beat the best venture funds, but is more reliable.

Between 2007 and 2017, the public markets offered a median
IRR of 7%, meaning that many VC managers have been
underperforming the S&P 500. 

At the same time, the best managers achieve double the
returns of the S&P 500 or more.

 /� 1x

Access to direct investment in secondaries won't make venture
capitalists extinct––past a certain size of fund, it doesn't make



sense for LPs to make individual investment choices.
Naturally, LPs that want high returns from their venture
strategy must seek out the best funds. As a result of increasing
demand, VC funds have grown larger and larger.

At the end of 2003, Sequoia raised a $395M fund, one of the
largest in the world at the time. In 2018, Sequoia announced it
was raising an $8B fund.

A vicious cycle has been set in motion where so many LPs
have invested to get exposure to the best startups that the only
way to get access to those companies now is through these
increasingly large funds.

Those bigger funds generate larger management fees, but
they also mean larger amounts of money flowing into
companies at later stages and lower alpha for the asset
managers, pension funds, and endowments that are writing the
checks.

Liquid private markets will give a much wider variety of
institutional investors the ability to invest directly in growth-
stage private companies—and increase their participation in
secondaries, which have proven one of the best performing
asset classes over the last few decades (see investor’s guide
for more).

 /� 1x

Balancing selling secondary with holding onto your equity in a
company, in a world where secondary shares are liquid, will
become a much bigger topic of conversation for funds and
their LPs.

https://www.nytimes.com/2004/07/18/business/why-venture-funds-don-t-want-your-cash.html


Investing directly in companies, rather than investing in funds,
will allow these investors to diversify more intentionally (by
picking and choosing their investments) and give them a
chance to lock in gains within a span of 1 to 3 years instead of
waiting 10.

Choosing a private liquidity partner
Nasdaq Private Market: issuer-controlled auctions and tender
offers for issuers

Launched in 2013, Nasdaq Private Market uses software and
services to facilitate issuer-controlled liquidity programs. 

Since its inception, Nasdaq Private Market has run programs
for 200+ private companies and 85 unicorns. In 2019, Nasdaq
Private Market facilitated $4.8 billion in transactions across 87
secondary programs, including 48 third-party tender offers and
39 company repurchases, with a median transaction size of
$17.8 million. 

Issuers using Nasdaq Private Market to run secondary sales
range from smaller companies looking to provide liquidity to
employees, to larger companies looking to reduce dilution in a
primary fundraise, to pre-IPO companies looking to begin the
process of price discovery before going public. 



Midyear 2020 data from Nasdaq Private Markets (Full report)

Investors participate in Nasdaq Private Market at the invitation
and discretion of the issuer, so it is not an open market, though
issuers can elect to open up a tender offer to a broad range of
investors, which they might do if, for example, they’re looking
to aggregate more demand and get more accurate price
discovery in anticipation of an IPO.

This is a use case that’s particularly valuable for Nasdaq,
which uses its Private Market product partly as lead generation
for their IPO services. Datadog, for example, listed on Nasdaq
in September 2019 after running a secondary liquidity program
through Private Market in the second quarter of that year.

“The trend was clearly that companies were staying private
longer, so it just made all the sense in the world to have
Nasdaq start helping these companies earlier, in the hopes
that they will eventually become publicly listed on Nasdaq.” –
Jeff Thomas, Senior Vice President, Head of Western U.S.
Listings and Capital Markets at Nasdaq

Carta: vertically integrated tender offers and liquidity programs
for issuers

http://img.n.nasdaq.com/Web/GIS/%7B22d10d9a-ee2d-4c84-bdd3-6c5a32ea1254%7D_NPM_Mid-Year_Report_2020.pdf?elqTrackId=8f1d8bbb799243898ff252051d3d4978&elq=4d0d3885af1444f5abecde1129b826ea&elqaid=9418&elqat=1&elqCampaignId=


Carta was founded in 2012 as a tool to help private companies
manage their cap tables and stock in the cloud instead of in
the form of paper certificates and Excel spreadsheets.

As they have layered more services on top––409A valuations,
financial reporting, board consents, etc.––they have become
the ownership system of record for the 35%~ of all the venture-
backed companies (in the United States) that use them to
manage their cap table.

A few years ago, Carta released its tender offer product, a line
of business that has grown to $1 billion+ a year in transaction
volume.

Carta’s tender offer product uses data from the company’s cap
table to smooth out and simplify the process of participating in

https://tribecap.co/wp-content/uploads/Tribe-Capital-Carta-1T-in-Equity-1.pdf


a secondary sale.
Because a company’s cap table lives in Carta, tender offers on
the platform can happen faster and with less effort from the
issuer. Carta allows issuers to easily invite sellers,
automatically reconciles the cap table upon completion, and
because Carta is a registered transfer agent, it handles the
actual transfer of shares as well.

CartaX is Carta's marketplace for private-company stock built
on top of Carta’s platform.

Because shares are stored on Carta, Carta can automatically
transfer shares from seller to buyer, they have access to all
relevant restrictions and ROFRs, and they’re already
connected to the investors that need to be contacted about
them.

And because Carta maintains the entire history of a company’s
cap table, including original holding periods (unlike products
like Solium), they can automatically calculate each party's tax
liability around the transaction.

Augment: online marketplaces for equity in pre-IPO companies

Founded in 2022 by Adam Crawley and Noel Moldvai,
Augment is an anonymous online marketplace for pre-IPO
equity that allows company shareholders and investors to
communicate, connect and broker deals.

Unlike some other marketplaces like Forge, Augment's UX
allows counter-parties to negotiate directly over deals rather
than have that negotiation abstracted away behind the
platform.

Investors and shareholders can see a company's last preferred
valuation, last preferred share price, access 3rd party
research, see open bids and asks along with all the associated

https://www.augment.market/


fees and block sizes, and access detailed cap table
information.

From there, they can pick individual buyers or sellers that they
want to negotiate with, and send them messages via a
Bloomberg Terminal-like chat interface that preserves the
details of each conversation.

Once a transaction is agreed upon, investors and sellers can
then use Augment's trade execution engine to confirm the
details of each trade and close.

Semper: recurring, end-to-end secondary transactions

Founded in 2021 by Balthazar de Lavergne and Mathias
Pastor, Semper helps fast-growing, VC-backed private
companies valued at more than €250M run recurring, end-to-
end secondary transactions so that they can provide liquidity to
employees, investors and other shareholders.

Outside investors who want to buy shares in companies on
Semper get access to a data room with resources and
research on the company. They are then aggregated into a
single line item on the company's cap table, reducing
complexity and overhead for the issuing company.

For employees, Semper offers a dashboard that helps them
understand their ownership stake in the company, model
various scenarios around return and taxation if they were to



sell various amounts of their stock, and get in touch with
experts for more help.
And issuers can use Semper to set their organization-wide
liquidity policies, set liquidity windows, define rules around
cashless exercise and ROFRs, and spin up structured auctions
on a regular basis to create liquidity.

Hiive: matching system for buyers and sellers in VC-backed
companies

Founded by Prab Rattan, Sarah Huggins, and Sim Desai, Hiive
allows shareholders and investors in VC-backed, private
companies to place their shares for sale, anonymously make
offers for shares in other companies, message directly with
their counter-parties, and close deals.

Hiive features real-time quotes on private stocks based on
recent transactions on and contributions from users.

Human security specialists are on offer to work with buyers
and sellers to help their bids get visibility and to shepherd
deals through to completion.

EquityZen: buying and selling private stock for employees and
retail investors

https://www.hiivemarkets.com/


Founded in 2013, EquityZen is a marketplace for the trading of
shares in private companies.

Typically, when an investor purchases shares of a company
through EquityZen, they are purchasing an allocation in an
EquityZen fund that holds those shares. This fund is structured
as an LLC with EquityZen as Managing Member.

The main benefit here is that EquityZen can make
opportunities available to a broader range of investors writing
smaller checks. On the company side, there can also be a
benefit from having new shareholders consolidated under one
EquityZen fund on the cap table.

The basic process for a new listing on EquityZen is as follows:
EquityZen creates a “Preview” offering for a company to solicit
interest from shareholders and commitments from investors.
Once that offering has sufficient interest from both sides,
EquityZen will reach out to shareholders and, if enough
interest from shareholders is received, bring the deal to the
issuer. The issuer can either decide to let their right of refusal
expire, they can waive it, or they can opt to purchase the
shares from their employees directly (ending the proposed
transaction).

The minimum investment on EquityZen is $10,000 for new
investors, and $20,000 afterwards––among the lowest of any
private investment platform. Participants are charged a fee
based on the size of the transaction:

$0-$500,000: 5% fee
$500,000–$1M: 4% fee
$1M+: 3% fee

EquityZen multi-company funds allow investors to get access
to multiple different companies through a single vehicle. They
charge an annual management fee and 10% carry.





A breakdown of the different ways to invest on EquityZen.

EquityZen helps facilitate share transactions as well (with a
$200K minimum), but does not act as a transfer agent––the
actual share transfer and relevant negotiations must still be
settled directly between buyer and seller.

Finally, EquityZen also permits secondary trading of interests
in EquityZen funds. If an investor in an EquityZen fund wants
to sell their position, they can do so with much faster
settlement time than in a typical secondary transaction.

Forge: buying and selling private stock for employees and
investors



Launched as Equidate in 2013, Forge is a marketplace that
matches up buyers and sellers of stock in private companies.
Since inception, Forge has seen about $2.7 billion in
transactions with 200+ participating institutional investors.

Forge is a two-sided marketplace that allows employees and
investors to sell their vested shares in private companies and
others to participate by buying those shares, with each side
charged a 5% fee upon completion of the transaction.

Like EquityZen, this doesn’t always mean an actual transfer of
shares––the mechanism by which the value of the shares is
transferred varies from transaction to transaction.

One mechanic that Forge pioneered in this industry is the
forward contract––an instrument that allows employees and
investors to sell private stock in situations where either
management or the board are not eager to allow secondary
sales to happen.

In this type of transaction, the seller signs a forward purchase
agreement that provides immediate liquidity in exchange for
the delivery of the actual shares in the future, sometime after a
liquidity event occurs that makes the shares transferable.

This workaround allows sellers to get liquidity quickly, even in
cases where the issuer of the stock is not amenable to a trade,
and it avoids affecting the issuer’s cap table. 

Forge conducts identity verification, background checks, and
legal review to ensure the seller truly owns the shares they’re
selling and their contracts are ensured by a $250 billion fund
by Munich Re that will make buyers whole in the event that
there has been a misrepresentation on the platform.

Forge also has a higher minimum transaction size ($100,000)
and has moved more in the direction of serving an institutional
client base. Forge’s Brightpool product––a “dedicated
institutional desk for financial institutions”––is specifically
designed for wealth managers, asset managers and family
offices managing larger portfolios of assets including private,
restricted stock.

BNP Paribas invested in Forge in 2019, with Global Head of
Strategic Investments Angel Rodriguez-Issa joining the board



as part of that deal. 
In 2020, Forge purchased competitor SharesPost––a long-time
secondary marketplace known for their deeper institutional
ties––for $160 million.

Zanbato: inter-broker trading for private stock for institutional
investors

Zanbato, founded in 2010, operates ZX: an inter-broker trading
platform for private stock, primarily used by banks’ broker-
dealers for their institutional investor clients.

A hedge fund that wants to buy a block of 1 million shares of
Stripe will go to their prime broker, who will then use ZX to
place the trade. In cases where the issuer’s permission is
needed for a transaction to proceed, Zanbato’s services team
will contact the issuer to ask for the restrictions to be lifted.

By focusing on building a network of broker-dealers, Zanbato
has been able to create a deep market with lower transaction
costs for buyers and higher odds of execution. 

Traditional brokered secondary transactions are highly failure-
prone and suffer from high information asymmetry. Because
Zanbato pools data on transactions from across their network,
they can give participants access to detailed information on the
pricing and demand curves for restricted stock. 

Using what they call Firm Orders, Zanbato can further mitigate
the counter-party risk common to secondary transactions. In a
Firm Order, the buyer or seller commit themselves
contractually to trade at a particular price. When a counter-
party is located, the trade is executed. If the original buyer or
seller decides to back out, they pay a fee pegged to 10% of the
notional value of the transaction.

Between 2017 and 2020, Zanbato processed orders in excess
of $29 billion related to more than 500 worldwide issuers, with
an average size of $14 million. 



Pre-wealth services for employees
One way some investors are getting exposure to private
companies is through a range of new “pre-wealth
management” tools targeted at startup employees.

Through mechanisms like forward purchase agreements, these
companies extend loans to employees to exercise their
options. Once their startup is acquired or go public, they pay
back the principal of the loan, plus an equity and interest rate.
Institutional investors fund the loans on these platforms to get
exposure to late-stage private companies.

One of these platforms, Secfi, has raised $7 million from
investors including Social Leverage and Rucker Park Capital,
and partnered with hedge fund Serengeti Asset Management
to set up a $550 million debt facility in early 2020.

Quid, a pre-wealth platform spun out of Troy Capital Group, is
partnered with Oak Tree Management on a $200 million fund.

Among the advantages for employees are quick settlement
time (setting up a forward contract and approving the loan can
be done about 5-10 days on Quid as opposed to 3-6 months
for a secondary sale) and minimal or no liability in the event
the company fails or doesn’t go public. 

Boutique banks and secondary funds for investors and issuers

Many private market transactions are still handled by boutique
banks and funds that specialize in working with investors and
issuers to facilitate secondary share transfers.

Different players offer different kinds of add-on services, with
some focused on advising issuers on how to conduct
secondary sales and some with more built-out employee
liquidity services.



With limited availability to scale, these funds and banks are
most useful in facilitating larger transfers of shares and SPVs
in cases where issuers want to give liquidity to employees or
investors without setting up a full-fledged liquidity program.

Relevant firms include:

Scenic Advisement
Manhattan Venture Partners
Industry Ventures
Setter Capital
ESO Fund
Rainmaker Securities
137 Ventures
3SPOKE
Akkadian Ventures
Delta V
Founder Equity Partners
Founders Circle
G Squared
Oceanic Partners
Seafront Capital
Serengeti Asset Management
TPG
Troy Capital
VSL Partners

https://scenicadvisement.com/
https://mvp.vc/
http://www.industryventures.com/
https://www.settercapital.com/
https://www.esofund.com/
https://www.rainmakersecurities.com/
https://137ventures.com/
https://3spokecapital.com/
https://www.akkadianventures.com/
https://www.deltavcapital.com/
https://www.fepfund.com/
https://www.founderscircle.com/
https://gsquared.com/
https://www.oceanic.us/
http://www.seafrontcap.com/
https://serengeti-am.com/
https://pitchbook.com/news/articles/tpg-looks-to-capitalize-on-delayed-ipos-with-15b-fund
https://www.troycapitalpartners.com/
https://vslp.com/

