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PLAYING HARD IN THE EARLY INNINGS:
HOW A $50K VENTURE INVESTMENT CAN BECOME A MULTI-MILLION PAYOUT

By Sasha Jostrom-Reiser, Senior Associate
AVG’s Office of Investments

EXECUTIVE SUMMARY
v

ALUMNI VENTURES GROUP (AVG) has been giving accredited investors access to venture capital in a smart,
simple way since 2014. We believe that venture has a place in the portfolios of most accredited investors. In
this article, we’ll explain one key reason for that conviction by reviewing how value creation and investor
gains are increasingly found in venture markets vs. public markets.

THE HIGH-RISK/HIGH-REWARD WORLD
OF VENTURE INVESTING

RISK-REWARD BY ASSET CLASS

v

Venture capital is the practice of investing in
innovative, fast-growing private companies that are
believed to have long-term equity appreciation
potential. That chance for high returns is
counterbalanced by two key risks: long-term
commitment of cash and potentially high failure rates
of early-stage companies. 1 This is why venture is
frequently called a high-risk, high-reward asset class.
Source: www.invest12j.co.za/article-vcc-investment-risks.php
1

https://www.cfainstitute.org/research/cfa-digest/2015/11/the-venture-capitalpremium-a-new-approach-digest-summary
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Investing in venture capital typically means locking up cash in a fund
for approximately 10 years. Over that decade, some companies in your
portfolio will grow, while others muddle along or fail. Mark Suster of
Upfront Ventures has described performance expectations for his
venture fund investments to be “1/3, 1/3, 1/3.” In other words, one
third will fail, one third will return the initial investment, and the
remaining third will produce the majority of the fund’s return.2

TYPICAL VENTURE FUND
PERFORMANCE EXPECTATIONS

It’s important to note that in the ~10 years that companies grow,
value is created over the time period—not solely in a liquidity event,
e.g. a merger/acquisition exit or an initial public offering (IPO).
Looking at game-changing companies of the last 25 years, arguably an
overwhelming majority are venture-backed: Amazon, Uber, Google,
Facebook, Twitter, Spotify, etc. These businesses—disruptive category
killers—took years to grow from a small office in the founder’s garage
to some of the world’s most highly valued companies.
For example, let’s take a look at Uber’s valuation over time. The
company priced its seed offering in 2011 at $0.36 per share. Then in
2012, it offered Series A shares at $3.70—already a ~10x increase in
value in just one year. In each subsequent round, the value of Uber
increased, culminating in its 2019 IPO where shares were priced at
$45.00—an increase of ~128x from its seed round share price.
UBER’S VALUATION PROGRESSION: PRE- & POST-ROUND VALUATIONS
80

$75.7B

70

$ Billions

60
50
40
30
20
10
$0.1B

0

Series A (2011) Series B (2012) Series C (2013) Series D (2014) Series E (2014) Series F (2015) Series G (2016)
Source: xxxx

2

Pre-Val

IPO
(2019)

Post-Val

http://www.industryventures.com/2017/02/07/the-venture-capital-risk-and-return-matrix/
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As more companies are
remaining private longer,
the best…opportunities
are happening at Angel,
Seed, and Series A
rounds.

It’s true that not all “paper gains”—or gains that have yet to
be realized through a liquidity event—end up as cash in hand.
However, what we tend to see before any type of exit is that
as a startup’s operational growth accelerates, the company’s
value increases.
A key fact to note is that more companies are staying
private longer—or not going public at all. For example,
between 1993-2000, the average number of yearly IPOs was
451. From 2000-2016, it dropped significantly to only 108.3
As more companies are remaining private longer, the best
time to get into high-growth deals is not typically occurring at
the IPO stage—those opportunities are happening at Angel,
Seed, and Series A rounds.

HITTING HOME RUNS BY PLAYING EARLY IN THE GAME
v

Taking theory into practice, let’s take a look at a hypothetical investment in Amazon. If you had invested $50,000 in
the seed round of Amazon back in 1996-97, that stake would be worth $3.5B today—or a return of 70,000x.
While the size of that win is atypical, it shows that over time, venture can produce outsized returns. Below is a table
of the returns that Angel, Seed, and Series A round investors made from recent, notable IPOs.4, 5, 6, 7

EXIT GAINS FOR VENTURE INVESTORS FROM SOME RECENT IPOS

3
4
5
6
7
8

Company

IPO Date

Total IPO Value

Org. Investment
Amount

Round

Exit Value8

Return at IPO

SLACK

June 2019

$4.6B

$200,000

Series A

$2.7M

13.5x

PINITEREST

April 2019

$1.4B

$100,000

Seed 1

$1.6M

16.0x

ZOOM

April 2019

$0.8B

$150,000

Series A

$9.0M

60.0x

LYFT

March 2019

$2.3B

$300,000

Seed

$31.8M

105.9x

UBER

May 2019

$8.1B

$300,000

Angel

$36.6B

122,000x

https://openviewpartners.com/blog/why-are-we-seeing-fewer-venture-capital-backed-ipos/#.XXLDIZNKi-t
https://www.businessinsider.com/jeff-bezos-on-early-amazon-investors-2016-10
PitchBook: Data accessed on 27 August 2019.
https://observer.com/2019/05/uber-ipo-nyse-7-investor-winners/
https://www.theinformation.com/articles/pinterests-ipo-winners
Based on IPO price
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Compare this to performance post-IPO—after the company is available on public markets. As you can see below,
returns can be a mixed bag. The bottom line is that if you wait for an IPO to invest in a great new venture, your
greatest chances to clean up are probably past.

PERFORMANCE BY PORTFOLIO SIZE
Company

IPO Price/Share

Time Elapsed
Since IPO

Today’s Price

% Change from IPO

S&P 500 Return
Comparison11

SLACK

$38.50

2 months

$28.64

-25.6%

3.67%

PINTEREST

$16.00

4 months

$31.26

95.4%

3.18%

ZOOM

$36.00

4 months

$92.69

157.5%

3.18%

LYFT

$72.00

5 months

$46.40

-35.6%

6.85%

UBER

$45.00

3 months

$32.55

-27.7%

4.95%

CASE STUDIES FROM AVG’S PORTFOLIO
v

Looking at AVG’s own portfolio, Logz.io, Particle, and Zeus provide three interesting examples of value creation.

Logz.io, an investment AVG made in its first fund in 2014, is a an open-source log analytics platform designed to help
companies of all sizes derive more value from machine data.
• AVG bought into Logz at $0.02 per share in the company’s seed round.
• In 2017, AVG exited part of the investment at $0.14 per share as a way to hedge and lock in some gains, but also
kept part of its investment in the company.
• Logz recently had an up-round, increasing the share price to $0.48, or 21.4x on the fund’s initial purchase price.
9
10
11

Google Finance: Equity’s Last Price, Friday, August 30, 2019.
Buyupside.com: S&P 500 Returns. Accessed 06 September 2019.
https://www.buyupside.com/shillerdatainfo/stockreturncalcinputsp.php

v

AVG WHITE PAPER — 4

WWW.AVGFUNDS.COM

That example shows that AVG was able to capture value in two ways:
taking some gains while leaving some “money on the table.” Though Logz
has yet to have an official exit, AVG is excited about the prospects for this
company.

…A lot of companies
are staying private
longer…So their
valuations are hitting
$1B while they are still
private more often.
—David Sze, Managing
Partner Greylock Partners

Particle is an Internet of Things (IoT) platform created to help businesses
connect and manage their devices. Both AVG’s Green D funds 2 and 3
invested in the company.
• Green D 2 initially invested in the company at $1.50 per share.
• Based on the company’s accelerating growth, Green D 3 invested at
$2.51 per share at the next round opportunity.
• The company has now had a third raise, with shares valued at $4.67.
While this is still a paper win for both Green D 2 and 3 funds, the early
investment is showing a gain of 3.1x, and the later investment is valued
currently at 1.9x.

Zeus, a property management platform designed to rent furnished
housing estates, is an investment led by AVG’s Spike Ventures in early
2018.
• Spike and its sibling funds, Castor, Strawberry Creek and Total Access,
bought into Zeus at $1.32 per share in the Series A round.
• The startup just raised its Series B at a valuation of $4.22 per share, an
increase of 3.2x in 18 months.
The purpose of this anecdote is not to suggest that every subsequent
round will be a step up in value, but rather how value creation can occur.
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WHY YOU SHOULD CONSIDER VENTURE
v

Adding VC to your investment portfolio gives you the opportunity to get into highgrowth companies at an early stage, help build world-changing businesses, and
potentially realize a significant payout a decade later.
Furthermore, there are more investment opportunities in the private market as
companies stay private longer. In addition, post-IPO returns can sometimes be much
more anemic or even a loss for someone who buys the public stock. Simply put,
tremendous value is being created in private markets that you lose out on if you wait
to play the public market.

…Tremendous value is
being created in
private markets that
you lose out on if you
wait to play the public
market.

As a final thought, compare these two pieces of data from a 2019 report and decide
which way the wind seems to be blowing.

-

IPOs

70%

% of US IPOs with negative earnings

+

Venture Capital

330%

Increase in global VC exit proceeds since 2010

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

If you’d like to learn more about how AVG creates smart, simple venture portfolios
for accredited investors, please reach out to Communtiy.Relations@AVGFunds.com.
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