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Foreword & executive
summary
What does 2021 have in store for the expansion-stage
ecosystem?

Themes & key
findings for this issue:
The expansion-stage has matured
even more amid a record
year of funding: Driven by high
levels of extant dry powder and
unprecedented demand for exposure,
many expansion-stage companies
raised more than ever before.
Popular sectors have only further
accelerated their rates of growth
and funding: Key segments in
software and biotech saw their
proportions of capital raised increase.
Reigning uncertainty prompts
opportunism and elevated risk
reviews: As the economic landscape
remains uncertain, companies and
investors are opting for caution
across the board, which can produce
unexpected concentrations of capital

Q

uestions abound for the state of
the expansion-stage ecosystem
as we head into 2021. Even with a
slew of lucrative exits for many prominent
companies, the record levels of funding that
have produced new highs for valuations could
render the space overheated. How much
longer will the economic ramifications of
the COVID-19 pandemic persist? What new
challenges may arise?

“There is more scrutiny on
the volume of companies
preparing to go public via
SPACs over the next 12 to 18
months, especially given their
origin in nontraditional and
nascent markets.”

Nobody really knows the answers to these
questions, at least not right now. Although
many expansion-stage companies are mature
and well-positioned by definition, these record
private investment tallies are likely based on
expectations of significant long-term growth
for many businesses. With so many unknown
variables, expansion-stage businesses have
done right to raise while they can, and they
now must seize opportunities to prepare for
any eventuality. Investors must do the same
as they prime their portfolios for greater
ranges of risk than ever before.

“Dry powder levels will
continue to support the
massive fundings and
record valuations for the
foreseeable future.”

Previn Waas
Audit & Assurance Software Industry and
IPO Services Leader
Deloitte & Touche LLP

Heather Gates
Audit & Assurance Private Growth Leader
Deloitte & Touche LLP

Previn Waas
Audit & Assurance Software Industry and
IPO Services Leader
Deloitte & Touche LLP

Heather Gates
Audit & Assurance Private Growth Leader
Deloitte & Touche LLP

in the expansion-stage ecosystem.

Deloitte and PitchBook have
collaborated to produce a unique
methodology for the Road to Next
series, in order to better analyze a new
segment of companies that emerged
in the 2010s. Dubbing this segment
the expansion stage, the methodology
utilizes investment data restricted to
late-stage VC, PE growth, and private
corporate financing. In addition,
companies must still be privately held
by aforementioned investment firms.
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With more than 20 years of audit and
accounting experience, Previn specializes in
serving software and pre-IPO companies.

With more than 25 years of financial services
experience, Heather serves as the national Private
Growth leader with oversight of the Deloitte
Private, Emerging Growth Company, and Private
Equity businesses within Audit & Assurance.
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Defining the expansion
stage
Reviewing the key traits of expansion-stage companies

Expansion-stage company age (years) at time of deal
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Expansion-stage companies (#) by years
since founding

Expansion-stage companies (#) by years
since founding, excluding exited companies
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O

ne year into the Road to Next series,
it is worth revisiting the key traits of
companies within the expansion stage
(see the full methodology at the end of the
report). These companies tend to be mature
and larger, having garnered either PE growth,
corporate, or late-stage venture funding. In
addition, breaking out the overall population
into age cohorts based on years since
founding, the expansion-stage ecosystem grew
significantly during the 2010s. Just over 30% of
expansion-stage companies that have not yet
exited were founded in the 10 years preceding
the end of 2020. Due to a variety of factors,
the bulk of these companies remain private,
often to take advantage of the diversity and
availability of capital sources. Both average
and median company ages upon time of
expansion-stage financing have risen steadily
for years, reaching a decade high of 6.4 and 4.5
years, respectively, in 2020.

2,335
1,155

2,201
818

1,511
0-5 years

6-10 years

11-15 years

Source: PitchBook | Geography: US
Note: Company must have completed an expansion-stage deal between
January 1, 2008 and December 31, 2020.

16-20 years

1,359

20+ years

Source: PitchBook | Geography: US
Note: Company must have completed an expansion-stage deal between
January 1, 2008 and December 31, 2020.
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Highlights across
investment trends

The first edition of the Road to Next series in 2021 reviews
the historic past year, its effects on the expansion-stage
ecosystem, and the key factors that dealmakers and

expansion-stage companies should heed heading into the
new year, particularly elevated risk levels and the need to
prepare for a wide range of scenarios.

Expansion-stage deal activity
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Median expansion-stage deal sizes ($M) by type

Expansion-stage biotech &
pharma companies draw the
highest proportion of deal
value on record
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The median age of expansionstage companies at time of
financing reaches a new high
in 2020

All callounts - Source: PitchBook
Geography: US
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Previn Waas
Audit & Assurance Software Industry and
IPO Services Leader
Deloitte & Touche LLP

Expansion-stage pre-money valuations ($M) at time of deal

2010

“There is a shift in how
late-stage companies,
their boards, and investors
think about non- GAAP
financials and KPIs as they
increasingly become more
prominent and as liquidity
events draw nearer.”
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Source: PitchBook | Geography: US

Software

100%

Pharma & biotech

90%

Media

80%

IT hardware
HC services &
systems

70%
60%
50%

HC devices &
supplies

40%

Energy

30%

Consumer goods
& recreation

20%
10%

Commercial
services
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020

0%

Other

Source: PitchBook | Geography: US

Expansion-stage deals (#) by sector
Software

100%
90%

Pharma & biotech

80%

Media
IT hardware
HC services &
systems

70%
60%
50%

HC devices &
supplies

40%

Energy

30%

Consumer goods
& recreation

20%
10%

Commercial
services

0%
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020

Expansion-stage deals ($) by sector

Other

Source: PitchBook | Geography: US

“It was a year of records and innovation—further development and adoption of new,
and some old, ways to go public as well as record numbers of exits.”
Heather Gates
Audit & Assurance Private Growth Leader
Deloitte & Touche LLP
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Macro market trends
Are valuations too rich for a time rife with risks?
Median expansion-stage deal sizes ($M) by type
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020 produced many outliers across
multiple realms of financial markets.
The expansion-stage ecosystem was no
different, setting records in not only financing
volume but also value at a staggering $151.9
billion—Q3 2020 saw the second-highest
quarterly tally for deal value ever recorded.
Only corporate financings dipped in size, while
late-stage VC and PE growth funding metrics
held steady. Moreover, the upper quartile
of expansion-stage post-money valuations
surged to exceed $100 million, the largest
jump on record. In short, the most established
and well-funded companies succeeded due
to unprecedented enthusiasm on the part of
the 2,200 or more active investors in 2020.
The bifurcation between average and median
revenues suggests why: The average revenue
at time of expansion-stage funding soared
to a stratospheric $847.6 million, while the
median stood at its second-lowest mark of the
decade. Such a divide speaks to the unique
circumstances created by the COVID-19
pandemic, with some expansion-stage
companies encountering their most significant
challenges and others commanding lucrative
valuations. As noted in prior editions of the
Road to Next series and recent PitchBook
data, a backdrop of massive liquidity events
for prominent unicorns and other expansionstage companies in 2020 doubtless helped
fuel investor enthusiasm and supported lofty
expansion-stage valuations.

Corporate

Source: PitchBook | Geography: US
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“Even at the early stage,
you are still seeing
astounding valuations. At
the later stage, the forward
multiples predicated on
the business’s current
fundamentals are also
consistently high.”

Source: PitchBook | Geography: US
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Expansion-stage deal activity
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Analyzing median financing size trends from
the last decade further reinforces a market
dynamic defined by mature companies in
key sectors benefiting from secular and
technological trends. Biotech & pharma
companies experienced the largest compound
annual growth rate over the 2010s, at 9.4%,
and registered the largest year-over-year

increase in financing size between 2019 and
2020. Software and healthcare services &
systems also enjoyed high growth rates,
speaking to the shift to the cloud and the
digitization of commerce. In a few categories,
market leaders are beginning to emerge
within the expansion-stage ecosystem; these
businesses continue to justify much if not all

the valuations and funding sizes observed in
2020. For others, the prospects heading into
2021 are rife with risk given the degree of
unknown factors still in play. Yet all continue
to benefit from a remarkably expansive and
balmy financing climate. The key challenge will
be capitalizing on that climate while preparing
for any eventual shifts in the ecosystem.

Previn Waas
Audit & Assurance Software Industry and IPO
Services Leader
Deloitte & Touche LLP
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Key factors to assess heading into 2021
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As it remains unclear how long or deeply the
economic effects of the pandemic will persist,
companies and investors should consider a
range of scenarios. Current advantages—such
as securing additional capital to seize known
opportunities or favorable, temporary tax
policies—should be prioritized. In any time
of largesse, the best strategy likely involves
a balance between anticipated discipline
and bold opportunism. For example, for
companies that have benefited from the shift
to virtual conferencing or food delivery, it is
likely too soon to aggressively trim costs at
the expense of pushing into new markets,
but these companies benefit from identifying
the range of scenarios that could transpire if
the pandemic persists on a range of months
to years. Given the degree of capital richness
within the expansion-stage ecosystem—
backstopped as always by the record levels
in public financial markets—investors will
increasingly look for ways to ensure downside
protection.

Expansion-stage post-money valuation ranges ($M) at time
of deal

2010

S

uch preparation first involves thorough
review of current financial positions to
inspect key areas of expenditures and
investment, forming a clear picture of current
stability and growth prospects. Expansionstage companies will likely need to achieve
a holistic perspective, spanning the types of
financial metrics that investors and board
members expect from expansion-stage
companies and the non-GAAP metrics that are
currently best-practice for tech companies.
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“Businesses have done a fairly good job of clarifying how their definition of recurring
revenue may differ from other companies; the salient challenge is that there is a gap
between current accounting systems and the processes that enterprises use to develop
those metrics. In coming years, it is possible that even more transparency around such
alternate systems will be incorporated alongside standard audit procedures, and we are
asked to verify such processes, going beyond standard audit purviews.”
Previn Waas
Audit & Assurance Software Industry and IPO Services Leader
Deloitte & Touche LLP
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Expansion-stage deals (#) by sector
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“Especially as we head into 2021, there is a requirement for companies to assess if the
value of assets were affected by the pandemic. It is very subjective, but it could be an
interesting analysis.”
Heather Gates
Audit & Assurance Private Growth Leader
Deloitte & Touche LLP
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Spotlight: Cross-border &
corporates
The globalization of capital—and corporates’ role

I

n this edition of the Road to Next series,
we build on our past analysis of the role of
nontraditional and PE players in the expansionstage ecosystem by diving into the critical role
of corporate and cross-border investment.
Corporates or their venture arms participated in
863 completed expansion-stage rounds in 2020,
worth an aggregate $53.5 billion. The past three
years have seen unprecedented levels of deal
value with corporate participation, far outpacing
prior annual tallies. Interestingly, the volume
of purely corporate funding has held steady

across that period, with large outlier financings
skewing aggregate deal value to a much greater
extent. These figures speak to two key trends.
First, the case for corporate venture arms to
garner exposure to expansion-stage companies
grows increasingly compelling. Second, they
allow for corporates to remain active and open
to possibilities. Given the maturation of the
expansion-stage ecosystem, both sets of players
also have far more opportunities to join in
rounds, as often the early-stage market does not
align with corporate VC (CVC) investment theses.

Importantly, cross-border investment has
also experienced significant growth. The
globalization of capital flows stands to benefit
investment firms with the resources required,
while from the perspective of expansion-stage
companies, it can represent entry points into
new markets with both financial and operational
assistance. Although the complexities of
international investment and regulatory schema
remain challenging, the pros outweigh the cons
for expansion-stage companies thus far.

“In-person work—meetings, complex sales, etc.—will likely be viewed and utilized more
as a premium sign of commitment, value, and potential competitive advantage. The
minute a rival firm sends their team to a physical office to pitch to a prospective client,
you have to consider if you are confident not doing the same.”
Heather Gates
Audit & Assurance Private Growth Leader
Deloitte & Touche LLP

Expansion-stage deal activity with
cross-border participation

Expansion-stage deal activity with
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Methodology
Geographical region: United States

Capital overhang: Calculated as the sum
of capital yet to be deployed that is available
for investment. This report includes USbased VC and PE growth funds.

All exits are defined by PitchBook’s primary
exit types: buyouts, acquisitions or IPOs. The
underlying companies are those that have
at minimum achieved any of the investment
data under restrictions.

Cash flows: Aggregate capital called (known
as contributions) by funds and aggregate
capital returned (known as distributions)
to LPs from funds by year. Only cash flows
from US-based VC and PE growth funds are
included in this report.

Company inventory is calculated by tallying
the number of companies that achieve
either late-stage VC, PE growth, or corporate
financing by year and have not recorded an
exit event as of the year in question.

Assets under management (AUM):
Aggregate dry powder (uncalled capital), as
well as aggregate NAV (net asset value, i.e.
the value of underlying fund investments) by
year. AUM is restricted to US-headquartered
VC and PE growth funds.

All exits unless otherwise noted were
made by companies that fall under
aforementioned criteria for expansion-stage
companies. The number of sellers was
based on the count of investors classified as
PE by PitchBook within the IPO event.

Active investors: The number of active
investors is calculated by including either
investors who have raised a venture or
growth fund in the trailing five years, or
those who have made four or more VC or PE
growth investments in the past three years.
There is no exclusion on investor type apart
from angel investors.

This report was written at the end of January
2021. All data is as of December 31, 2020.

All investment data is restricted to late-stage
VC, PE growth, or corporate financing types
as defined by PitchBook.
Nontraditional investors are defined as
hedge, mutual, or sovereign wealth funds.

Data provided by
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The services described herein are illustrative in nature and are intended to demonstrate
our experience and capabilities in these areas; however, due to independence
restrictions that may apply to audit clients (including affiliates) of Deloitte & Touche
LLP, we may be unable to provide certain services based on individual facts and
circumstances.
This publication contains general information only and Deloitte is not, by means of this
publication, rendering accounting, business, financial, investment, legal, tax, or other
professional advice or services. This publication is not a substitute for such professional
advice or services, nor should it be used as a basis for any decision or action that may
affect your business. Before making any decision or taking any action that may affect your
business, you should consult a qualified professional advisor.
Deloitte shall not be responsible for any loss sustained by any person who relies on this
publication.
About Deloitte
Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private
company limited by guarantee (“DTTL”), its network of member firms, and their related
entities. DTTL and each of its member firms are legally separate and independent
entities. DTTL (also referred to as “Deloitte Global”) does not provide services to clients. In
the United States, Deloitte refers to one or more of the US member firms of DTTL, their
related entities that operate using the “Deloitte” name in the United States, and their
respective affiliates. Certain services may not be available to attest clients under the rules
and regulations of public accounting. Please see http://www.deloitte.com/about to learn
more about our global network of member firms.
Copyright © 2021 Deloitte Development LLC. All rights reserved.
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