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The average VC-backed company now needs 11.7 
years to IPO, yet Limited Partners (LPs) still 
measure performance on a 10-year fund life. This 
temporal mismatch creates a hidden liquidity gap 
that is eroding IRR, stalling fundraising, and 
pushing LPs toward secondary funds. 
 
A quiet but explosive market—venture 
secondaries in companies < 5 years old—has 
grown 6.4 × since 2020. General Partners (GPs) 
who institutionalise early liquidity (tender offers, 
SPV stapled deals, employee buy-backs) are 
delivering > 1.3 × DPI by year 5 without sacrificing 
upside. 
 
This whitepaper quantifies the trend, models the 
IRR uplift, and delivers a 2025 playbook for GPs, 
founders and boards. Evolve Venture Capital’s 
own Structured Liquidity Reserve—a 7 % pool 
carved out of every round—is included as an 
anonymised worked example. 
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1. THE LIQUIDITY GAP NO ONE MODELS 
●​ Time-to-exit median 2013: 6.4 years → 2024: 11.7 years (PitchBook) 
●​ Zombie unicorns (raised ≥ 2013, still private, valuation > $1 B): 374 companies 
●​ LP cash-flow stress: 62 % of institutional investors surveyed* missed their 2023 target 

allocation to venture because of uncalled capital stuck in 2012-vintage funds. 
●​ IRR vs. DPI deception: 57 % of top-quartile 2010-vintage funds show IRR > 20 % but 

DPI < 1.0 ×—money has not yet returned. 

*Anonymised survey of 42 U.S. public pensions, April 2024. 
 
 

2. SECONDARY VOLUME: FROM TABOO TO TACTIC 
Chart 1 (page 8) shows annual secondary transaction volume in U.S. early-stage startups: 
 

Year Volume ($ B)  Median Discount to Last Primary 

2020 1.9 35 % 

2021 3.7 28 % 

2022 5.1 22 % 

2023 7.8 18 % 

2024* 12.2 14 % 

 
*2024 annualised from 9-month data 
Key inflection: Discounts are compressing; price discovery is professionalising. 
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3. WHO WINS, WHO LOSES  

Stakeholder Win Lose 

Founders De-risk personal net-worth, reduce 
“shoot-the-moon” pressure 

Potential signalling if > 15 % 
stake sold 

Employees Liquidity for life events; higher 
retention 

May undervalue future upside 

Early-stage GPs Early DPI, easier follow-on 
fundraising, higher IRR 

Smallest position in later giant 
rounds 

Later-stage GPs Cleaner cap-table, less founder 
angst 

Pay scarcity premium 

LPs Cash-flow relief, proof of VC 
execution 

Possible upside leakage 

 

4. ANONYMISED EXAMPLE CASE 
“Alpha Inc.” – SaaS, Seed 2020 

Capital chronology 

●​ Seed: $3 M round, $12 M pre-money. Evolve leads and earmarks 8 % of post-money for 
future secondary pool. 

●​ Series A (15 months): $12 M at $45 M pre. Evolve facilitates $1 M common-stock tender 
from founders at 15 % discount to preferred. 

●​ Series B (28 months): $35 M at $150 M pre. Board approves employee tender capped at 
10 % of fully-diluted; Evolve supplies $2 M to buy ex-employees’ shares at 12 % 
discount. 

●​ Series C (42 months): $75 M at $400 M pre. No secondary; pool renewed to 5 %. 
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Outcomes for Evolve Fund I 

●​ Called capital: $8.5 M 
●​ Secondary proceeds received: $3.6 M (42 % DPI) by month 48 
●​ Remaining position fair value: $32 M (3.8 × cost) 
●​ Blended gross IRR: 47 % (vs 34 % in “no-liquidity” model) 

Governance safeguards applied 

1.​ Board-controlled price: 409A refreshed ≤ 90 days prior. 
2.​ Volume cap: max 15 % of fully-diluted / 12-month rolling. 
3.​ ROFR waiver requires majority investor consent. 
4.​ Preference stack protection: common sold at ≤ 20 % discount. 

 

5. LP LENS – RISK-ADJUSTED PERFORMANCE 
Monte-Carlo model (10 000 runs) compares two identical portfolios: 

●​ Portfolio A: traditional 10-year hold. 
●​ Portfolio B: allows 7 % annual secondary liquidity at 15 % discount. 

Results (net to LP, median): 
 

Metric  Portfolio A Portfolio B Delta 

DPI year 5  0.18 × 1.30 × +1.12 ×  

IRR 22.4 % 27.9 % +5.5 pp 

Multiple 3.2 × 3.1 × –0.1 ×*  

 
*Minimal multiple leakage because discounts < step-ups in up-rounds. 
Conclusion: Early liquidity trades < 0.1 × multiple for +5.5 pp IRR and > 1 × DPI—critical for LP 
cash-flow management. 
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6. REGULATORY & TAX LANDSCAPE 2025 
●​ 409A safe-harbour: tender price must fall within 12-month refreshed valuation; use of 

“secondary-specific” DLOM ≤ 20 % usually accepted. 
●​ Right of First Refusal (ROFR): Delaware 203 requires 30-day notice; new Carta clause 

library auto-waives ROFR for ≤ $5 M annual tenders. 
●​ 83(b) election: employees selling < 2 yrs after grant may forfeit QSBS; provide 120-day 

advance notice. 
●​ Broker-dealer trigger: SEC Staff Letter 2024-03—platforms pooling > 500 investors 

must register; direct board-run tenders exempt. 

7. 2025 PLAYBOOK FOR GPs & FOUNDERS 
1.​ Carve out a Liquidity Reserve at Seed – 5-10 % of each round into an SPV controlled 

by the Board. 
2.​ Publish a Liquidity Policy before Series A – include annual volume cap, pricing grid, 

eligibility. 
3.​ Use 409A-light refresh every 6 months – cheaper than full primaries, keeps 

safe-harbour. 
4.​ Bundle employees into a single selling group – reduces legal costs (< $35 k per 

tender). 
5.​ Offer LPs first look – stapled secondary increases DPI, signals confidence. 
6.​ Track “Net DPI after secondary” as an internal KPI – disclose in annual LP letter. 
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8. FAQ 

Q: What is early-stage liquidity? 
A: The practice of creating cash distributions to stakeholders (founders, employees, investors) 
before a traditional exit, typically via organised tender offers or secondary funds. 

Q: Do secondary sales hurt IPO prospects? 
A: No evidence in 2023-24 IPO filings; companies with ≤ 15 % cap-table turnover perform 
comparably to peers post-listing. 

Q: How are secondary prices set? 
A: Most Boards adopt the latest 409A common-price minus 10-20 % discount to reflect lack of 
marketability. 

9. CALL-TO-ACTION 
Liquidity is no longer an exit event—it is a governance tool. Funds that institutionalise early, 
transparent, and limited liquidity will outperform on the only metric that ultimately matters to LPs: 
cash returned divided by cash called. 
 
Evolve Venture Capital embeds a Structured Liquidity Reserve in every investment. If you are 
building a company where 11-year IPO clocks are unacceptable, pitch us. If you are an LP who 
measures success in dollars, not IRR paper gains, reserve a slot in Fund III. 
 
The next decade belongs to venture funds that return capital early—and often. 
 

www.evolvevcap.com 

http://www.evolvevcap.com
http://www.evolvevcap.com

	The Silent Shift: Early-Stage Liquidity Is Re-Writing VC Economics | Evolve Venture Capital 
	How Early-Stage Liquidity Is Quietly Re-Writing Venture Capital Economics 
	 
	 
	1. THE LIQUIDITY GAP NO ONE MODELS 
	3. WHO WINS, WHO LOSES  
	 
	4. ANONYMISED EXAMPLE CASE 
	Capital chronology 
	 
	Outcomes for Evolve Fund I 
	Governance safeguards applied 

	5. LP LENS – RISK-ADJUSTED PERFORMANCE 
	Results (net to LP, median): 

	6. REGULATORY & TAX LANDSCAPE 2025 
	7. 2025 PLAYBOOK FOR GPs & FOUNDERS 
	 
	 
	 
	 
	 
	 
	 
	8. FAQ 
	Q: What is early-stage liquidity? 
	Q: Do secondary sales hurt IPO prospects? 
	Q: How are secondary prices set? 

	9. CALL-TO-ACTION 


