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Funding of Growth Companies
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Continuing High Business Risk

• Marketing is key focus rather than the R & D or technology focus

– Growth stage requires a change in business processes

– As scale of operations grows, and the number of employees and divisions 

increases, there is a need for more structure

• Continuing high business risk still requires low-risk financing

• New investors are taking on a lower risk (vis-à-vis start-up phase)

– Hence it is possible to look to raise this new equity funding from a broader 

potential base of investors, possibly including the general public
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IPO vs Private Placement

• In most countries there are tight rules applying to the control of 

companies which wish to raise funds from the general public

– Try to safeguard less sophisticated investors and maintain confidence

• Tighter controls automatically translate into higher cost 

– Registration fees; legal and professional costs of raising funding and of 

maintaining a stock exchange listing; shareholder communication; compliance 

with the rules of the various bodies of which the company becomes a member.

• Costs can be substantially reduced by private placements

– Public not invited to invest

– Private equity institutions have portfolios including for pre-IPO companies

• However, also private funding sources will eventually seek an exit …
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Private Capital Markets
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What makes Private and Public Capital Markets Different?

• Public shareholders can diversify, 
whereas private shareholders can 
not

• Private markets are inefficient, 
whereas public markets are fairly 
efficient

• Market mechanisms have differing 
effects on each market

• Capital market lines (costs of 
capital) are substantially different 
for each market

• The expected holding period for 
investors is different for each 
market

• Risk and return unique to each 
market

• Liquidity

• Motives of private owners different 
from professional managers´

• Underlying capital market theories 
that explain the behavior of players 
in each market are different

• Private companies are priced at a 
point in time while public 
companies are continuously priced

• Public markets allow ready access 
to capital, while private capital is 
difficult to arrange
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Capital Markets Theories

• Corporate finance theories explain and organize the public capital markets …

• … but have never been intended to explain nonpublic capital markets

• Private capital markets theory is the integrated capital market theory unique to 
private companies, especially those with annual sales of US$5m to 500m

– This theory describes the valuation, capitalization and transfer of private business 
interests
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Capital Markets Theories (cont´d)
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* A corporation taxed separately from its owners

*
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Structures of Capital Markets
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Investor Return Expectations

• Capital markets are segmented by a number of factors, including how 

participants in the segment view risk and return

– Differentiating via risk and return is important because this measure is the basis 

for asset valuation

– Hence, participants in each segment would value the same asset differently

– Therefore, each segment’s capital market line is unique

• A capital market line (CML) represents expected returns vs risk  

(standard deviation) to the capital providers
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Private Capital – Yield Expectations
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https://bschool.pepperdine.edu/about/people/faculty/appliedresearch/research/pcmsurvey/content/2016-private-
capital-markets-report.pdf
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When You Substitute Market Theories and Ideas …
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Contact

Christian Schopper
Private: christian.schopper@aon.at

Business: christian.schopper@corpfince.com
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