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Summary 

 The authors study the reported valuations of startup 
securities by mutual funds and compare them to fair 
values taking into account the complex security structure 
of startup firms.

 Commonly used post-money valuation ignores the 
differences in values between the most recently issued 
preferred stock and the rest. 

 Contingent-claim valuation methodology is based on 
Metrick and Yasuda (2010, 2021) and related to    
Gornall and Strebulaev (2020). 
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Relevance 

 Correct valuations of holdings are crucial for mutual 
funds as they are traded daily at their NAVs. 
 Deviations from fair values lead to cross-subsidization across 

fund investors and can lead to destabilizing fund flows.
 Mutual funds are not the “natural” investors in private 

securities for various reasons:
 Open-end mutual funds allow investors to trade on a daily basis, 

which is at odds with the illiquid nature of private firms.
 Mutual funds often do not have the expertise to evaluate these 

private firms.
 Mutual funds typically do not have resources to add value to 

private firms. 
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Payoff Diagrams by Seniority
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Main Results

 Mutual funds often value their junior securities close to 
par with the senior securities just issued. 

 Mutual funds value their securities at 43.3% above fair 
values for primary transactions and at 138.9% above fair 
values for secondary transactions. 

 Results are most consistent with naivete and lack of 
knowledge. 
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Impact of Assumptions

 Authors estimate fair values using a contingent-
claims method (Black-Scholes):

 Volatility: 90%
 May be too high for firms held by mutual funds.

 Expected holding period: 3/4/5 years
 May differ for firms held by mutual funds.

 Random expiration with exponential distribution
 Exits (i.e., IPOs, M&As, bankruptcy) are related to valuation 

and are not exponentially distributed.
 Purchase price of latest funding round is fair

 Issuer may need to offer significant discounts to 
compensate for the illiquidity of the securities. 
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Exit Outcomes of Private Companies
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Sensitivity Analyses
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Determinants of Mutual Fund Overvaluation

 Mutual fund overvaluation is related to
 Mutual fund experience in private assets
 Down rounds 
 Secondary purchases
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Determinants of Mutual Fund Overvaluation
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Secondary Purchases

 Large overvaluation of secondary purchases is 
puzzling.
 Naivete and lack of knowledge would need to be very 

significant since these are transaction prices and not 
just accounting values. 

 Conflicts of interest and strategic cross-subsidization 
could explain these inflated values. 
 From whom do the funds purchase these securities? 
 Are the securities purchased from different segments of the 

same financial conglomerate? 
 Do the fund families receive some benefits by purchasing 

these securities at inflated prices? 
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Additional Comments

 Including more recent data would capture the experience 
in different market environments. 
 Includes both the boom and the bust in unicorns

 Analyzing the long-term fund returns would provide an 
indication of the value added of the private holdings.
 Do funds with higher fraction of unicorns perform worse?
 Do funds with higher fraction of junior securities perform worse?

 Studying fund flows could help our understanding of  
investor and fund manager behavior. 
 Are fund flows related to the overpricing of securities?
 Do funds adjust valuations when they have large in- and 

outflows?
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Conclusion

 Paper sheds fascinating new light on the valuation of 
startup companies by mutual funds. 

 The magnitude of the overvaluation is economically very 
significant. 

 I look forward to discussing the next paper in the 
authors’ trilogy at a future ABFER meeting. 
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