
Top Takeaways 

Developments in the Equity Capital Markets for Mid- and Small-Cap Public Companies 

1. Equity Capital Market Alternatives.  It is important to understand the various financing alternatives available in the equity 
capital markets and consider what makes the most sense for your company.  The type of offering that may be best for your 
company can vary, among other things, based on the size of the offering, the size of your company, the timing of the offering 
and the types of investors.

2. Registered Direct Offerings.  A change in SEC rules allowing for exchange-listed sub-$75 million market cap companies to 
utilize universal shelf registrations has led to an increase in popularity for Registered Direct Offerings. Unlike a PIPE, the 
investors receive registered shares of the issuer pursuant to the issuer’s universal shelf registration.  One downside worth 
noting is that the exchanges may heavily scrutinize an RDO to determine whether it qualifies as a “public offering.” 

3. Importance of Certain Legal Terms.  Prospective investors will often request certain provisions in the offering documents 
that can greatly hinder an issuer’s marketability for the next financing.  Examples of deal provisions to avoid include: right of 
first refusal/pre-emptive rights, conversion price resets and full ratchet anti-dilution provisions.  In certain circumstances, it 
would be preferable to provide a discount upfront in lieu of agreeing to these provisions.

4. Foreign Exchanges as a Viable Alternative.  For many mid- and small-cap companies, foreign exchanges may be a 
superior option when compared to the U.S. exchanges.  These exchanges are often easier to navigate than their U.S. 
counterparts.  While the initial listing compliance issues are often similar to U.S. exchanges, the on-going compliance 
requirements are typically significantly less burdensome and costly.  

5. Investments in Passive Funds.  The increase of investment in passive funds has generally impacted the valuation of 
companies.  Passive managers tend to rely on Institutional Shareholder Services or other proxy advisory firms when making 
their voting decisions.  As such, their valuations tend to be based on historical data rather than a belief in a company’s vision.  
If a company’s historical financials are not strong, there is a need to “sell” the business to shareholders more frequently so that 
the company does not lose its shareholder base. 

6. The Initial Public Offering.  The initial and continuing costs of compliance make going public an expensive and complex 
endeavor.  Mid- and small cap companies should consider whether the opportunity to access the U.S. public markets 
outweighs the compliance and other costs associated with being a public company.  Some alternatives include Regulation A 
offerings or publicly marketed private placements. 

7. Consider Vulnerabilities When Contemplating an IPO.  All companies should assume that an activist shareholder will look 
to attack the company’s vulnerabilities in order to manipulate price and/or policy.  A company considering going public should 
strongly consider and address its vulnerabilities as an activist shareholder’s attack can destroy an unprepared company. It is 
increasingly important to sell the company’s strategy to the shareholders as one of the best defenses against shareholder 
activism is a shareholder base that believes in the company’s strategy. 

8. Capital Markets Experience for Directors.  Consider adding someone on your board of directors with significant capital 
markets experience. Their experience will be invaluable when deciding between financing alternatives and determining the 
best way to approach the equity markets.   



9. Choice of Investment Bank.  It is important to be pragmatic about your choice of investment bank when accessing the 
capital markets. A bigger name is not always better.  A smaller investment bank is likely to give you closer attention and may 
also be better-suited to access capital markets for mid- and small-cap public companies. A smaller investment bank also tends 
to be less costly.  You should consider all alternatives when hiring an investment bank. 

10. Consistency in Financial Guidance.  It may seem obvious to not “over-promise” and “under-deliver” on financial guidance 
given the immediate reaction from the market once the guidance is not met.  However, a company that continuously “under-
promises” and “over-delivers” on their financial guidance will face similar investor issues in the long-run.  Investors will begin to 
re-price your guidance, and your company will have increased earnings expectations above and beyond the guidance you 
provide.  You should be consistent with your financial guidance and quickly explain any discrepancies in results as compared 
to the guidance provided.
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