
Despite regulatory costs, some Valley small-caps still trade publicly. 



R unning a public com-
pany – once the Holy 
Grail of entrepreneur-

ial success and prestige – has 
become a fading star with the 
diminishing light especially 
apparent in markets such as the 
Valley region, where 60 per-
cent of the names on the Busi-
ness Journal’s Public Compa-
nies list are small to micro-cap. 
 According to the experts, two 
factors have motivated entre-
preneurs to avoid going public: 
a growing private equity mar-
ket, and the stringent regula-
tions applied to public compa-
nies that require time and mon-
ey for compliance. The number 
of public companies in the 
United States has been on the 
decline since the mid-1990s, 
and, in 2016, the number of 
public companies listed on the 
U.S. stock market dropped to 
46% of what it was two dec-
ades ago (see graph). 
 “In the last few years there 
has been a much more vibrant 

private market, 
with endless 
sources of insti-
tutional capital 
available for 
companies look-
ing to grow,” 

said Lloyd Greif, chief execu-
tive of Greif & Co., an invest-
ment bank in downtown Los 
Angeles. 
 Since the 2008 Great Reces-
sion, there has been a lot of 
wealth created while the econ-

capital and get approved for 
loans from financial institu-
tions. 
 
B. Riley case 
 If a company is looking to 
create an image of reliability 

and gain easy ac-
cess to capital, 
becoming a pub-
licly traded com-
pany may be 
worth it. For ex-

ample, Woodland Hills finan-

omy recovered, but that hasn’t 
translated into a crop of new 
public companies because it 
has become increasingly fash-
ionable for investment funds to 
invest in private companies, 
Greif said. 
 While the public market is 
still a great option for some 
companies looking to raise 
capital, public companies are 
constantly scrutinized under 
regulations and audits. 
 “Most public companies live 
and die by the requirement to 
report your financial results 
every quarter,” said Greif. “But 
when you are private you can 
be much more long-term fo-
cused. Why go through being a 
highly visible public company 
that has some research analyst 
decide your value?” 
 However, this is not to take 
away from the benefits of be-
ing public. Greif stressed that,  
because public companies are 
perceived as lower risk, it 
makes it easier to raise equity 
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cial services company B. Riley 
Financial Inc. decided to go 
public in 2014 through a re-
verse merger with Great Amer-
ican Group Inc., a publicly 
traded liquidation company. 
 “There are a lot of benefits 
(of being public) as a people-
based business,” said Ryan 
Bernath, head of investment 
banking at B. Riley, which 
ranks 22 on the Largest Public 
Companies list with a market 
cap of $361 million. “We can 
spread the equity to motivate 
our professionals. Our compa-
ny grows through mergers and 
acquisitions, so having that eq-
uity capital to grow via acqui-
sition was pretty attractive.” 
 Additionally, B. Riley bene-
fited from going public through 
a non-traditional way, a reverse 
merger. In a reverse merger, a 
private company acquires a 
public company, which allows 
it to forgo the complicated and 
often costly process of register-
ing with the Securities and Ex-
change Commission for an ini-
tial public offering. 
 The company’s founder Bry-
ant Riley leveraged his long-
term relationship with Great 
American in the merger. He 
had served on the board at 
Great American for five years. 
 “IPOs can be pretty costly, so 
it was cost effective for us,” 
said Bernath. “We also thought 
they were in various business 
lines that had a lot of cross-sell 
opportunity. It was a financial 
and a strategic decision.” 

“The amount of reporting 
doesn’t provide much more 
benefit to our investing pub-
lic.” 
 Gurney’s company is already 
meeting new regulations creat-
ed under the Dodd-Frank Act. 
Since the law’s enactment in 
2010, the Sun Valley bank’s 
compliance costs have in-
creased 35%. 
 “It’s particularly difficult for 
small banks like us,” said Gur-
ney. “When regulators are 
coming in, they will consider it 
best practices for the bank to 
follow regulations that are spe-
cific to a larger bank.” 
 Earlier this year, lawmakers 
introduced a bill in Congress to 
roll back some of the regula-
tions put in place by Dodd-
Frank. However, the bill drew 
criticism because some legisla-
tors worry that it may pave a 
way for another financial cri-
sis. 
 Gurney said she has travelled 
to Washington to speak with 
lawmakers. “Individually, they 
will tell you 99% of the time 
they are in favor of passing that 
kind of (reform) legislation,” 
she said. “But in the Senate, 
they get so caught up in the 
partisanship that they can’t 
even vote on what they agreed 
on.” 
 Despite the onerous regulato-
ry requirements, Gurney has no 
plans to delist her company. 
After all, the OTC listing has 
created a stable market and li-
quidity for the company’s 
shareholders, who are mostly 

 While a reverse merger may 
be an attractive option for a 
small company strapped for 
cash, it can be tricky. Bernath 
said it is far easier to reverse 
merge into a shell company, 
which has no ongoing business 
and whose sole asset to sell is 
its public structure. 
 However, Bernath noted that 
even if a company becomes 
public through a reverse mer-
ger, there are ongoing compli-
ance costs of being public be-
cause of regulations. 
 “If you are not going to uti-
lize the benefits of being pub-
lic, it’s not worthwhile to be 
public,” he said. 
 
Public toll 
 The cost of public status rep-
resents an insignificant sum for 
large-cap corporations, such as 
Walt Disney Co. in Burbank 
and Amgen Inc. in Thousand 
Oaks, the two biggest players 
on the Largest Public Compa-
nies list. 
 But the costs prove burden-
some for a micro-cap company 
such as Mission Valley Ban-
corp, which has a market cap 
of $35 million and ranks 36 on 
the list. The bank currently 
trades on the over-the-counter 
market, and it intends to stay 
there. It has no plans to uplist 
to the Nasdaq because it would 
have to start reporting to the 
SEC. 
 “It would be a challenge for 
us to meet that requirement,” 
said Tamara Gurney, chief ex-
ecutive of Mission Valley. 



an aging population that value 
liquidity. 
 “It has made it easier to get 
the information out about the 
bank,” said Gurney. “More and 
more people are aware that we 
exist.” 
 
Future potential 
 So, what does the future hold 
for Valley companies looking 
for public growth capital? 
 According to Brent Reinke, a 
partner at the law firm Musick 
Peeler & Garrett in Westlake 
Village who specializes in 
startup financing, the economic 
cycle looks promising for up-
coming IPOs. 
 Obtaining venture capital 
funding has traditionally been 
the first step in going public. 
Venture capitalists provide 
seed money for a promising 
company with a great idea, but 
the VC fund’s ultimate goal is 
to generate a return on invest-
ment through an initial public 
offering or sale of the compa-
ny. However, during the Great 
Recession, that company matu-
ration timeline was prolonged 
in the Valley. 
 “Unfortunately, it used to be 
that the 101 Biotech Corridor 
had a lot more companies re-
ceiving funding and develop-
ing a reputation,” said Reinke. 
“But the amount of VC money 
being put in the region has re-
ally dropped off. When you 
have that occurring, you are 
going to see fewer IPOs.” 
 Reinke said during the 2007-
2008 recession, venture capi-

 Greif from Greif & Co. 
agreed, reiterating that the reg-
ulatory burden of Sarbanes-
Oxley – a national law passed 
in 2002 that required senior 
management of public compa-
nies to certify financial state-
ments – can add additional ac-
counting and administrative 
costs. However, given the re-
cent growth of private equity, 
Greif is hoping it will help pri-
vate companies in Los Angeles 
to expand. 
 “L.A. has a far more diversi-
fied economy than our neigh-
bor to the north. L.A. has eve-
rything but a robust local ven-
ture capital network a la Sili-
con Valley,” said Greif. “That 
being said, we are moving far-
ther down the continuum every 
year to where, one day soon, 
early-stage companies in 
Southern California will enjoy 
the same ready access to capi-
tal as up-and-coming compa-
nies in Northern California.” 

talists had to strategically allo-
cate their funds to save a few 
portfolio companies, rather 
than invest in new projects (see 
table). 
 “You have fewer companies 
being funded by VC, so we 
have a time lag where in a peri-
od of two to three years, com-
panies were not getting VC 
funding,” Reinke explained. 
“Couple that with the stock 
market not doing well, and 
companies looked at the mer-
gers and acquisitions route ra-
ther than IPOs.” 
 But the market is picking up 
and venture capital investment 
is increasing, so hopefully 
there will be more IPOs in the 
future, Reinke said. 
 For investors, the demise of 
public companies represents 
lost opportunities. Last month, 
in remarks to the SEC Investor 
Advisory Committee, SEC 
Chairman Jay Clayton said the 
decline in the number of IPOs 
and publicly listed companies 
in recent years was a “great 
concern.” 
 “Some companies have shift-
ed capital-raising activities to 
the private markets, where 
many main street Americans 
have limited access,” said 
Clayton. “This ultimately re-
sults in fewer opportunities for 
main street Americans to share 
in our economy’s growth, at a 
time when we are asking them 
to do more on their own to 
save and invest for their future 
and their children’s futures.” 


