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Letter from the Editors
Dear Readers,

In this issue we focus on a number of basics for building growth enterprises. We lead off
with a terrific podcast on the importance of assembling a strong board of directors. We
follow with an article on a new securities law that permits the aggregation of up to 250
investors in a single investment vehicle so long as the entity has no more than $10 million in
capital contributions. This new law will be particularly useful to online platforms that
aggregate angel and seed investors to invest in start-ups. We then discuss the importance
of stock options and creating a culture of ownership, another basic in creating a valuable
company. We conclude this issue with two innovator profiles: BioLabs@NYULangone, a
new shared wet lab space located in New York’s SoHo neighborhood, and RainFocus,
which provides a software platform for delivering insights and marketing messages at large-
scale conferences and events.

We continue to see tremendous activity in the tech sectors and in particular in biotech and
fintech. We also see, and are participating in, a tsunami of activity in digital token offerings
that are compliant with SEC rules and regulations. As with all new tools for raising capital,
the basics of building a meaningful business remain the same, and that is why we urge all of
our clients to build a strong foundation for their enterprises.

As always, we welcome your questions and inquiries, and we invite all of you to visit our
website for emerging companies mintzedge.com.

Sincerely yours,

Dan + Sam
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From The Edge: Podcast with Jeff Belk
In this podcast, Jeff Belk, an early employee of Qualcomm and serial entrepreneur and investor, explains why it is important
to build a great board of directors and how to communicate with your board most effectively.

Listen to the podcast »

New Beneficial Owner Threshold Eases VC Fundraising
BY TALIA PRIMOR, RACHEL GHOLSTON, AND DAN DEWOLF

Small venture capital funds and special purpose vehicles, which otherwise qualify as “venture capital funds,” can now raise
money from up to 250 beneficial owners and remain within the 3(c)(1) exemption of the Investment Company Act of 1940
(the “Investment Company Act”).

On May 24, 2018, the Economic Growth, Regulatory Relief, and Consumer Protection Act (the “Act”) was signed into law.
Among the financial industry reforms included in the Act is a modification to Section 3(c)(1). Section 3(c)(1) is a common
exemption used by funds and special purpose vehicles to avoid registering as an investment company with the Securities
and Exchange Commission. While previously limited to 100 beneficial owners, “qualifying venture capital funds,” those
venture capital funds that do not have more than $10 million in aggregate capital contributions and uncalled committed
capital, can now take advantage of the Section 3(c)(1) exemption if they have no more than 250 beneficial owners. 

Prior to the passage of the Act, the 100-owner limit presented fundraising challenges for smaller venture capital funds and
special purpose vehicles, which tend to attract investors that invest relatively smaller amounts of capital. We believe the
increase of the beneficial-owner threshold will allow asset managers, angel groups, and online platforms greater flexibility to
access capital for their qualifying venture capital funds and special purpose vehicles by allowing them to raise capital from a
larger number of investors. This additional flexibility is one more step forward in facilitating the raising of capital for emerging
companies. 

If you have any questions about this change to the Investment Company Act and how it could affect you and your business,
contact one of the authors of this article and we will be happy to discuss it with you.

https://mintzedge.com/from-the-edge-podcast#jeff-belk
http://mintzedge.com/talia-primor
http://mintzedge.com/rachel-gholston
http://mintzedge.com/dan-dewolf


Why Does a Company Issue Stock Options?
BY DAN DEWOLF

One of the critical keys to a successful venture is aligning the interests of the employees and management with the interests
of the shareholders/investors. After all, perhaps the greatest asset of a company is its people. Without a competent and
motivated workforce, a venture is unlikely to succeed no matter how great an idea or business concept is involved.

One way to align the interests of the employees with the investors is to create a culture of ownership. Many start-up
enterprises have limited capital and need to conserve their capital spending until they become cash-flow positive from
operations. Accordingly, most start-ups are not able to pay wages that are equivalent to those of large, legacy companies.
Further, since many start-ups may not succeed, taking a job with a start-up enterprise is more risky than taking a job with an
established company. So why would anyone take a job with a start-up enterprise? The answer is equity! By joining a start-up
an employee has the opportunity to obtain an equity stake at a low valuation in the enterprise with the hope that one day that
equity stake will be worth a significant amount. When employees are granted equity rights, they are no longer just workers —
they are also owners. When you are an owner, your work is not "just a job," and you are more willing to take on responsibility
and take pride in your work-product.

The most typical way of granting employees an equity ownership in a company is by the issuance of stock options. A stock
option gives an employee the right to buy a fixed number of shares in a company at a fixed price over a certain period of
time.

There are two types of stock options granted to employees: Incentive Stock Options ("ISOs") and Non-Incentive Stock
Options ("NISOs" or "Non-Qualified Options"). Historically, ISOs were created to provide a tax-efficient way of granting equity
to employees. The operative provision relating to ISOs is Section 422 of the Internal Revenue Code of 1986, as amended
(the "Internal Revenue Code"). A Non-Qualified Option is any option that does not fit within the specific criteria of an ISO
spelled out in Section 422 of the Internal Revenue Code.

The tax advantage of an ISO is that there is no tax on the date of grant of the option and there is no tax on the date of
exercise. That said, the tax benefits attributable to ISOs may in fact be somewhat illusory. Although there is no tax on the
date of exercise, the amount of gain between the exercise price and the fair market value may be considered for alternative
minimum tax (AMT) purposes by the IRS. Thus, an employee who exercises his or her option may, under certain
circumstances and depending on each employee's personal tax situation, have to pay taxes under the AMT provisions, even
though the employee may not have realized any cash yet from the option if he or she has not in turn sold the stock received
upon exercise of the option. Secondly, in order to obtain long-term capital gains treatment on the option, the employee must
hold the stock received upon exercise of the option for at least one year before selling. As such, the employee will have to
bear the market risk that the stock price may go down below the exercise price of the stock option before he or she sells the
stock. This set of circumstances may result in the employee actually losing money on the option! Because most employees
do not wish to take the market risk that the stock received will go down in value, most employees exercise their options and
sell the underlying shares on the same day. The result of this is that the employee receives short-term capital gains treatment
on the sale of the stock, which is the same taxable rate as ordinary income. Since the ordinary tax rates are significantly
higher than the long-term capital gains rate, the purported tax benefit of obtaining ISOs is often nonexistent.

One of the most vexing problems for companies (and its boards of directors) is determining the fair market value of its
Common Stock for purposes of calculating the exercise price. In a public company, determining the fair market price of stock
is made quite easy by looking at the closing price on the company's stock as quoted on the appropriate exchange or
electronic market. For private companies, the task is not so simple. Stock options are generally granted for shares of
Common Stock. The shares purchased by a venture capital firm are for Preferred Stock. By the terms of the Preferred Stock,
it is senior in liquidation and in dividends to the Common Stock. Because the Preferred Stock is senior in terms of liquidation
and in dividends, the Common Stock is less valuable than the Preferred Stock. In many instances, upon a liquidation or sale
of a company, the preferences of the Preferred Stock may use up all or nearly all of the proceeds leaving very little
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consideration attributable to the Common Stock. Thus, in many early-stage companies, the fair market price per share of the
Common Stock should be at a significant discount to the price per share of the Preferred Stock. The employees would like
the board to determine the discount to be as great as possible, and it is not atypical for early-stage companies to have stock
options priced at a 90% discount to the price of the Preferred Stock. As the company matures, however, the difference in
value between the Preferred Stock and the Common Stock should narrow, as there should be sufficient proceeds attributable
to the Common Stock for the holders to be made whole as the company hopefully accretes in value. Further, if the company
is nearing an initial public offering, where all the Preferred Stock will have to convert to Common Stock when the company
goes public, there should be relatively no difference in fair market value between the price of the Preferred Stock and the
price of the Common Stock. The problem for the board of directors is deciding how to make these valuation decisions and
when. To further complicate the situation, Regulation 409A of the Internal Revenue Code places an excise tax on the
employees if the valuation is too low and cannot be substantiated. Generally, the board will engage an independent valuation
expert to provide what is now commonly known as a “409A valuation.”

One of the key issues for boards of directors to consider when issuing stock options is the vesting schedule. Vesting refers to
the timing during which an employee can exercise his or her options. What the company wants to set up is the business
dynamic whereby the employee feels he or she needs to remain with the company in order to obtain significant economic
upside. Sometimes this is referred to as a "golden handcuff." What a company does not want to do is grant a large equity
stake to an employee on Day One and see that employee leave for another opportunity but continue to own a large equity
stake in the company. Accordingly, smartly managed companies set up vesting schedules for options so that the employee
must stay some set minimum period of time before any options vest and are exercisable. Typically, options will be fully vested
over three to five years.

Many companies set up something called "cliff vesting." What that means is that options do not vest for a period of time —
say one year — but after that point in time, the entire year's worth of options will vest. After the initial cliff period, the
remaining options will continue to vest regularly on either a monthly or quarterly schedule.

Innovator Profile: BioLabs New York
Established by the same people and built on the same principles as the highly
successful LabCentral coworking facility in Cambridge, Massachusetts,
BioLabs@NYULangone is part of BioLabs’ network of facilities that is helping to
change the way life sciences companies are created. Accordingly, locating at one
of the BioLabs facilities has become the top choice for the hottest biotech
companies around. BioLabs CEO and Cofounder Johannes Fruehauf, MD, PhD,
estimates that with the coworking BioLabs model, early-stage companies spend
10 to 20 percent less capital than they would compared to the traditional, “go-it-
alone” way.

The facilities in the BioLabs network are built around a concept of openness,
transparency, and shared resources. They offer beautifully designed coworking
environments that pair fully equipped and supported lab, office, and event spaces
with relevant programming and unparalleled access to capital and industry partners. Start-ups can streamline and focus their
business operations and activities on meeting critical milestones to reach their scientific potentials quickly and achieve
business success. Companies can start with a single lab bench and scale up as they grow.

“The process from moving a life-science start-up from launch toward commercialization is becoming more predictable, much
more efficient, faster, and most importantly — cheaper. Companies starting out today in our facilities need dramatically less
capital and less time to reach the same milestones,” says Fruehauf. “Plus, we see fewer failures because founders and early



employees have access to resources and guidance that were otherwise difficult to access. Companies are able to focus on
what they do best: the science and the engineering that are core to their company’s success.”

Since 2010, when Fruehauf and BioLabs partners began developing the BioLabs concept in Cambridge on a small scale
before launching LabCentral in the fall of 2013, more than 200 companies have been created at a BioLabs network facility.
Collectively, they have raised more than $1.5 billion in venture capital, grants, and other sources of funding to further their
research and commercialization goals.

BioLabs offers premium laboratory and office facilities for early-stage life sciences companies, including many value-added
benefits beyond the facilities and infrastructure. Already highly embedded in the local biotech community, members are able
to tap into the larger BioLabs community as well — an ecosystem that extends well beyond the facility’s walls. Twelve of the
top 15 pharmaceutical companies are sponsors or partners of the BioLabs network, as are diagnostic companies, lab
equipment providers, venture capital funds, and leading law firms like Mintz Levin, along with accounting firms, banks,
marketing, and other service providers that cater to life sciences start-ups. All of BioLabs facilities are designed with
collaboration and growth in mind. Founded by entrepreneurs and investors rather than realtors or developers, these spaces
reflect first-hand experience of what it takes to launch companies from idea through exit.

BioLabs enables company formation no matter where the technology or capital source originates. Residency in any BioLabs
facility gives member companies access to a national network of resources and support to engage with the local ecosystem.
BioLabs charges a monthly per-person membership fee as part of a service agreement and takes no equity stake as a
condition of entry. Because of the extensive sponsor list and programming, residents are typically exposed to a broader array
of potential partners and funding resources, and at a much earlier stage than other venues.

BioLabs@NYULangone

Located strategically at 180 Varick Street in the heart of Hudson Square in Manhattan, BioLabs@NYULangone’s dedicated
life-science coworking, meeting, and event space opened in November 2017 and is already becoming a vibrant meeting
place for the New York City life science community. The new center for biotech entrepreneurs was launched in partnership
with NYU Langone Health, with Bristol-Myers Squibb and the New York City Economic Development Corporation as founding
sponsors. The wet lab and full facilities are expected to open by early fall 2018. Even before it had access to the Varick
Street location, BioLabs had been hosting a seminar series for the startup community, leveraging the vast knowledge of its
sponsor and partner network. According to Nicole McKnight, PhD, managing director of BioLabs New York, topics to date
have included CRISPR technology, clinical trials, IPO, licensing, biologics, and VC funding. Sponsors also offer regularly
scheduled office hours on site with employees from various department functions to provide in-person access to BioLabs
residents and other invited guests.

The BioLabs network operates in key cities with proven biotech innovation clusters. The expanding network now comprises
sites in Boston and Cambridge, Massachusetts; Durham, North Carolina; San Diego and San Francisco, California; New York
City; and Princeton, New Jersey.

Innovator Profile: RainFocus
RainFocus delights millions of attendees at large-scale events of Fortune 1000 companies by delivering better insights,
experiences, and marketing through an industry-disrupting software platform.

Founded by event industry leaders, RainFocus got its start by solving for a strategically critical gap in the market — event
intelligence. While companies invested billions of dollars into experiential marketing activities, connecting experiential
activities, behaviors, and preferences to meaningful ROI was done through instinct rather than intelligence. Data was isolated
and fragmented, event systems were walled off from the core marketing tech stack, and teams were left looking at simplistic
vanity metrics to drive improvements.



The core of the RainFocus platform consolidates all of a company’s experiential
marketing data into one system of record that can be seamlessly integrated into
its larger marketing technology stack. Companies can see year over year
performance, track attendees across their entire event portfolio, and optimize the
experience for each segment, driving deeper engagement and accelerating sales
conversions.

As companies adopted RainFocus, it became obvious that the current market
leaders of event management software weren’t built to serve modern marketing
best practices. The need to adjust to real time insights was cost and time
prohibitive with these existing systems. Event teams were so mired in the
complexity of the technology that the software limitations drove the definition of
the attendee experience, leaving innovative and engaging ideas by the wayside.

Building on the event intelligence core, RainFocus built a new event management platform that could leverage insights
automatically and be changed with drag-and-drop ease. Event teams could now streamline their operations with a fraction of
the time previously required and focus on delivering personalized experiences for their attendees. With all aspects of event
management (registration, content, exhibitor, meetings) in one seamless platform and the ability to handle your entire event
portfolio, enterprises now have the final technology piece to unify experiential marketing with digital.

RainFocus’s mission is simple: disrupt experiential marketing technology, empower event teams to rethink their event
portfolio, and drive meaningful experiences that generate true ROI.

Congratulations to Our Client, Killer Snails!
The US Small Business Administration (SBA) New York District Office has named
Jessica Ochoa-Hendrix, Mandë Holford, and Lindsay Portnoy of Killer Snails LLC
— a start-up creating games designed to inspire a love of science — as its 2018
Small Business Innovation Research (SBIR)/Small Business Technology Transfer
(STTR) Recipients of the Year. Congrats to the whole Killer Snails team! 

View the awards video »
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New York
July 9-12: NYU EdTech Hyper Accelerator
July 11-12: Dash by Datadog
July 14: The Global Woman Summit 2018
July 18: Biz-Tech Symposium
July 18: CNBC’s Delivering Alpha
July 18: Tech Tonic: A Taste for Disrupting Industries
July 18-19: Digital Publishing Innovation Summit
Auust 6-9: DigitaLatest
August 14: SAP.iO NY Demo Day
August 22-24: JupyterCon
September 12-13: Strata Data Conference: New York
September 24-27: FinovateFall
September 26: Bloomberg Global Business Forum

Boston
July 11-13: USENIX Annual Technical Conference
July 18-19: INFLUENCEHER Week
July 18-19: Forrester New Tech & Innovation Boston 2018
July 18: Northeast DAS & Small Cell Association’s 2018 Boston Symposium
July 25: MITX Future of the Workplace
July 25: LearnLaunch Summer Showcase
August 6-9: eTail: eCommerce & Omnichannel Conference
August 8: You Have The Money- Now What? Finance & Accounting for Startups Post Investment
September 4-7: INBOUND
September 4: BD Boston Conference
September 4: HYPERGROWTH
September 5-6: Xcelerate at Biotech Week Boston
September 6: Emotion AI Summit 2018: Trust in AI
September 11-12: Big Data Innovation Summit
September 11-12: Data Visualization Summit
September 11-13: The Personalization Summit 2018
September 11-14: EmTech 2018
September 12-13: FP&A Innovation Summit
September 18: CompCon
September 27-28: Product Innovation Summit
September 26-28: Future Pharma: Connecting Marketing and Sales in the Digital Era

San Francisco
July 11-12: Wearable Technologies Conference
July 24-26: Google Cloud Next
August 2: Internapalooza
August 21-22: VentureBeat’s Transform: Leveraging AI & Analytics for Growth
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August 29-30: BoxWorks: The Blueprint for the Future of Work
September 5-7: Artificial Intelligence Conference
September 5-7: TechCrunch Disrupt SF
September 7: Women in Product Conference
September 13-14: Disruptive Strategy Summit
September 13-14: Digital & Content Marketing Summit
September 19-20: The AI Summit
September 25-28: Dreamforce

San Diego
July 9-13: Esri User Conference
July 25: San Diego Venture Group: Summer Social Beer Bash
July 28: TEDxSanDiegoSalon
August 16: San Diego Venture Group: Venture Summit
August 20-23: Gartner Catalyst Conference
September 4-8: CEDIA Expo

Washington, DC
July 14: Imagine Me Entrepreneur's Conference
July 17: CXO Tech Forum: Next Generation National Security
July 17: Future Leaders Forum
July 19: Xerox Summer Splash Technology Show
July 20-22: Extreme Women Entrepreneurs Event
July 31-Aug 2: CompTIA ChannelCon
September 24-27: SpringOne Platform
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