The Need for More Public Nanotech Companies 

 (Part 2)

Last month I discussed the missing public investor in nanotechnology and the meager efforts of Wall Street to involve the public in any nanotech financing. This has led to “The Valley of Death” (TVOD) for many nanotech entrepreneurs.  TVOD is the “funds gap” created after the VC’s and institutions have put their initial “smart” money into selected nanoventures but before Wall Street underwriters take a few of these growing but capital starved ventures public in an IPO. Since there are no nanotech IPO’s on deck, TVOD is very wide. Unfortunately, insiders on the Street mouth the correct words about the promise of nanotechnology but do little these days to expand the public funding available to nanotech entrepreneurs.  I believe the financing professionals are starving the nanotech industry at just the wrong time.  With all the momentum I see daily in nanotechnology, I would think the nanotech IPO market would be the hottest financing arena in town.  Clearly, it isn’t … but a few savvy houses, like Newbridge Securities, are beginning to catch on.  They see emerging commercial nanocompanies and are acting. Maybe this is a start. 

I recently heard an amazing and symptomatic statement from a well-known VC during a nanotech forum on Wall Street Reporter.  He said, “ I have to show my investors an extraordinary return!”  Think about what he is saying.  A few investors, his investors, are entitled in his mind to “an extraordinary return” from nanotechnology and that is how he is judging in what and how he is investing.  Query? What about the rest of the industry needing funding? Aren’t all nanotech investors, not just VC fund investors, entitled to “extraordinary returns”? Who is going to be the goat that provides “his investors” with these extraordinary returns?  Obviously, you and me … the future public investors.  When this VC and his pals are done taking early positions inexpensively, he’ll “allow” an IPO to occur and you and I will provide his investors with that “extraordinary return.” I don’t like the picture. 

There seems to be a grand conspiracy occurring in nanotech financing. It follows this general pattern. Hold off most public IPOs of promising nanoventures until the VCs and select institutional insiders “cherry pick” the best ventures with large amounts of initial cheap funding. Don’t immediately give any nanotech company all the money it needs to get a product into the marketplace. Create a set of real or artificial milestones for partially funded ventures to meet “on the way to becoming a self-supporting companies”. Dole out investment in small chunks on achievement of those milestones … call the chunks “rounds of financing” – A, B, C, etc. Each time a major milestone is reached, institute another round of financing at, of course, higher “negotiated” unit stock prices, raising the perceived company value. Fund only those few companies prepared to operate according to the VCs milestone funding rules.  All other promising companies that won’t play the “rounds-of-financing, lose-significant-shares-of-my-company-each-round” game are then faced with TVOD.   When the VC’s have finished their ‘rounds’ and value build-up, allow an IPO to occur taking out the original investors.  Clever, eh?  But not very industry friendly. 

I believe that the concentration on and minimal additional financing based on milestone achievement holds back the development of a commercially viable domestic nanotech industry and puts this country at risk. Financing for “milestones achieved” forces entrepreneurial management to focus on and to work only toward the next milestone … to inch along… and not to drive to put viable nanoproduct quickly into the market.   VC milestone achievement funding, without a public investor alternative, slows down commercial nanotech development.  Slow commercial development in the face of much larger international investment in nanotechnology is not what this country needs.  

Here’s a radical proposal.  The only goal that makes global and industry wide economic sense as an incentive is to get useful nanotech products to market and to sell them for profitable prices at profitable volumes. All other goals and milestones should be only a secondary focus of nanotech financing.  Therefore, after the first two or three rounds of start up financing, let every new round greater than $15 million dollars (what are commonly called C or D rounds to commercialize developments) be larger and  be a public round … an IPO or a secondary … so that the public can share in the risk of commercialization early enough to have a shot at those “ extraordinary returns” and not let the initial backers and financers control the entire process. By taking nanotech companies public at the round C or D level with sufficient funds, the funded companies will, of necessity, focus their efforts on getting a product into the marketplace, not on the next milestone.  Only profitable products in the field drive the company’s stock price. There’s nothing like a daily stock quote to keep an entrepreneurial management focused on the correct milestone … and the nanotech industry grows more rapidly.  That’s why more public nanotech companies are needed.  As I recommended in my last editorial: I again call on each investment bank to float at least two nanotech company IPOs by year-end. Let’s double the number of nanotech public companies and increase the liquidity options available to nanotech entrepreneurs.  We need to involve all those public investors who believe in nanotech as a long term opportunity and who are willing to assume similar risks to the VC’s.  Build that public marketplace now.  I know the investors are there.  They write me every day … in volume. 

A quick aside to reluctant Wall Street investment bankers.  Here’s a little help.  Interested a nanotech IPO? Don’t know which nanotech company to take public?  You don’t need to know exactly at this moment.  Just do a TAC focused on nanotech? Don’t know what it is? Let me explain … and then run, not walk, to get one done. A TAC is a “Targeted Acquisition Company.” It is an excellent way quickly to create a public “nanotech” company and to involve the public investor in nanotechnology simply and efficiently. TACs are “blank check” companies organized and taken public under a specific exemption to the ban on “blank check” companies in the SEC rules. They are terrific “go-public” options, and get around all of the objections (including Sarbanes-Oxley) a Wall Street underwriter might have against doing a nanotech IPO today. TACs raise funds, increase nanotech liquidity and buy time to accomplish a nanotech deal while creating a trading vehicle.
A TAC is an alternative way to IPO a nanotech company. It is a reverse procedure.  You first create a public offering raising a “blind pool” with a directed but unspecified target. Then the public TAC finds and merges with a specific nanotech company.  The combination funds the company and becomes a publicly traded entity.  TACs put public money (with a time limit of availability) in the field chasing nanotech opportunities - a needed improvement.  TACs directly address TVOD syndrome. TACs give the public investor a chance at “extraordinary returns.”

Here are the TAC rules: TACs are formed to effect a merger, capital stock exchange, asset acquisition or similar business combination with an operating business in “the nanotechnology industry.”  Once IPO’d, TAC management must put at least 80% of the public money raised in a trust and then search for an acquisition candidate in nanotechnology that is worth at least 80% of the net assets of the TAC. A TAC has only two years to merge with that nanotech company.  Here’s why the SEC allows TACs to exist.  Before final deal closure, the proposed merger is put to a vote of the public stockholders of the TAC who have to approve the merger. If they turn down the merger, the TAC refunds all money raised (net of expenses related to the acquisition) to the public shareholders.  Win – win on all sides. 

Many TACs are pending at the SEC targeting the biotech and healthcare industries. No TAC is currently pending for the nanotech industry.  TACs represent a way for Wall Street to get the public involved in nanotech quickly, to make some money, and then over the next two years to arrange studiously for a merger with a blossoming nanotech company funding them and taking them public through the back door. Nice concept, eh? Listening Wall Street?  More on TACs next month. 
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