Let’s Make
a Deal
Beyond the IPOs and
high-profile deals, the
region continues to
grow in importance to
investors—and so do
the opportunities for
technology companies.
By Mark Toner
Photographs by David Kidd
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Matt Calkins, founder
and CEO of Appian:
“Northern Virginia has
just enough to be a
great home for a great
company. You’ve got
the quick metabolism,
the intensity, but
you don’t have the
lack of focus. We’ve
got sophistication
among the business
community, and a
level of commercial
sophistication that
doesn’t exist in
most places. “
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uring the last full week of May, the D.C. region’s
tech community held its breath as one of its own did
something few have managed—go public.
Standing at a podium at NASDAQ headquarters,
Appian board members and employees applauded as
the opening bell rang, while monitors displayed the Reston-based
company’s new stock symbol—APPN.
Appian’s $75 million initial public offering is part of a broader
resurgence of interest in technology IPOs. Despite reaching an inflection point more expected among Silicon Valley startups, the
Reston-based company’s founder and CEO insists that his company could not possibly be more typical of this region—and its
unique strengths.
“We are an exceptionally Northern Virginia company,” says
Matt Calkins, who founded the software development platform
company in 1999. “Every office we’ve ever had was in this region.
Every member of our board is a Northern Virginian. The only primary capital we ever took was in the region. Our entire technology
team is here.” Even after the IPO, Calkins adds, “we’re still mostly
owned by Northern Virginians. Not many companies go through
an IPO and are still owned by their region.”
To be sure, Appian’s startup story is inexorably tied to the region. Instead of the stereotypical Silicon Valley garage, the company was founded in an apartment in the shadow of Tysons Corner. The board is local—“I didn’t want a board member who had
to fly in if we were facing a big question,” Calkins says. Its largest
sources of technology recruits are the University of Virginia and
the University of Maryland. “Every time we’ve added to the company, we’ve added in a region-centric way,” Calkins says.
And, while the region may not be a hotbed of IPOs, its technology companies have enjoyed a resurgence of activity. Consolidation,
mergers and acquisitions may lack the headline-grabbing appeal
of IPOs, but they’re big business. In recent years, numerous local
companies have acquired—or been acquired—in deals exceeding
$100 million. The results have been clear: stronger companies that
add even greater vitality to the region’s technology sector.
“Our M&A strategy is an important element to our overall
growth strategy,” says Richard Montoni, CEO of Reston-based
MAXIMUS, which acquired Acentia for $300 million in 2015, followed by its 2016 acquisition of Ascend, a provider of independent
health assessments and data management tools, for an undisclosed
amount.
Activity worldwide is ticking up. The global technology sector
recaptured the lead as the sector with the most merger and acquisition activity in 2016, according to Mark Ellenbogen, regional managing partner for BDO, who adds that surveys suggest that this
year will see even more deals. And with strong equity and debt
markets and plentiful cash on corporate balance sheets through
the first half of the year, “it’s almost a perfect storm,” says Dan
Williams, managing director of technology, media and telecommunications for Houlihan Lokey.
“We’re in a bit of a golden era for technology M&A,” Williams
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adds. “We’ve been riding a nice trend where the number of transactions has increased every year.”
The region’s own fortunes often mirror these broader gains. In
fact, its specialties—cybersecurity and the cloud among them—are
areas of particular interest to companies and investors alike.
“If you look back 15 years, there was little private equity money
in the region, particularly in the government services sector,” says
Brad Antle, CEO of Salient CRGT. “I think we’ll continue to see an
interest in this region for both consolidations and more investment
in new companies.”
The prospect of reduced government funding in some areas may
shift investment within the sector. But backers point to the region’s
strengths—the second-largest concentration of IT workers outside
Silicon Valley, excellent education resources and a small but strong
investment community—as signs of an ecosystem primed for future growth. “This region has a great reputation for security and
edtech,” says Williams. “Those sectors are big and they’re getting
bigger. To me, that represents opportunity.”
Even the region’s perceived weaknesses—its smaller investment
community and tilt towards government services among them—
can be seen as strengths, backers argue. And the local companies
which have mapped out acquisition strategies—or been acquired—
have demonstrated they can attract the attention of the investment
community and the marketplace alike.
“This is proof of what the region is capable of, and it’s capable of
a lot,” Calkins says.

F

or Invincea, now a Sophos company, the big break came
because of malware—millions and millions of pieces of
malware.
The Fairfax security company tested its endpointprotection technology on a site where researchers upload malware for developers to identify safeguards. Invincea’s
approach—to use machine learning and algorithms to identify
threatening code before it becomes a known quantity—kept ranking consistently near the top of solutions in detecting unknown
threats. That attracted attention from larger developers, including
UK-based Sophos, which had a machine learning roadmap of its
own but saw in Invincea an opportunity to jumpstart its offerings.
Sophos completed its $120 million acquisition of the smaller company in late February.
To Anup Ghosh, founder and former CEO of Invincea, it’s a
natural fit—and one that mirrors many tech acquisitions. “The
leaders are always being challenged by the visionaries,” he says.
“The leaders have market presence and channel. The visionaries
have great technology, but not the same presence. It was natural to
put together a market leader and a market visionary to essentially
disrupt a market.”
Ghosh, who is now part of the senior leadership team at Sophos,
is working to integrate Invincea’s machine learning technology
into a new Sophos product to be released later this year. The product, which will provide endpoint and cloud security, needs to stand

LET’S MAKE A DEAL

Founder and former
CEO of Invincea, now
a Sophos company,
Anup Ghosh : “When
you pull back all the
bankers and lawyers
and the others
that facilitate the
transactions, what
you find is that they
always begin with
a relationship
between people.”

out in a crowded marketplace. Following a flurry of investment
several years ago, more than 800 companies now compete nationally in the cybersecurity space, with the federal government just
one of many sectors that serve as customers. “It’s dizzying to see all
these different companies, and remarkably, they all say they do the
same thing,” Ghosh says. “What that results in is market confusion”—and ultimately, Ghosh predicts, more consolidation.
On the other side of the coin, Reston-based MAXIMUS has
been on an acquisition tear of sorts this decade. Along with Acentia and Ascend, MAXIMUS has acquired DeltaWare, Policy Studies Incorporated and Health Management Limited since 2010. As
with many larger companies, the company’s M&A strategy has
multiple components. With technology growing increasingly important in the business process management space, “it becomes an
important part of our acquisition strategy to acquire technology

capabilities to increase our existing capabilities,” Montoni says.
Acquisitions such as the UK-based Health Management Limited
earlier in the decade not only build customer base, but also local
expertise that provides an avenue to future growth. “We look to
acquire not just existing contracts, but ways to build new growth
platforms,” Montoni says.
For Salient CRGT, acquisitions are part of the company’s DNA—
the company itself is the product of a 2015 merger, and both Salient
and CRGT had acquired smaller companies before joining forces.
In February, the Fairfax company announced plans to acquire
Springfield-based Information Innovators Inc. for an undisclosed
amount, increasing its offerings in the healthcare space.
With no overlap between customers and a complementary series of contracts, the Salient-CRGT merger “was pretty much a nobrainer,” says Brad Antle, CEO of the combined company. HowSUMMER 2017 www.nvtc.org THE VOICE OF TECHNOLOGY
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“Cultural integration
when combining
companies is a critical
factor to a successful
M&A program,” says
Richard Montoni,
CEO of Reston-based
MAXIMUS.
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ever, it took bringing both companies’ private equity partners to
agreement for the merger to proceed. “Both bought in early, and
that was a big part of the success,” Antle says. “All too often these
deals fall apart because one partner or the other gets cold feet.”
But M&A involves more than numbers and due diligence. It
involves culture—both for the company being acquired and the
company doing the acquiring. “Cultural integration when combining companies is a critical factor to a successful M&A program,”
says Montoni. MAXIMUS focuses extensively on communication,
including placing an ombudsman on site during the acquisition
process to help answer questions and resolve problems. Customers
also need similar outreach and communication.
“Humanizing the process is very important,” Montoni says.
“Having open discussions and two-way dialogue is the way to go,
as opposed to starting out with a memo that begins ‘effective immediately.’”
Making efforts to inform and support employees is particularly
important in the government services sector, says Antle. “We’re in
the services business, so what we’re acquiring is people executing
against contracts,” he says. “If we can’t retain the people, we lose
value.”
Both the deal making and the logistics of transition that follow
are really about the same thing, company leaders say. “Everyone
thinks of these things are transactions, and we talk about them

that way,” Ghosh says. “When you pull back all the bankers and
lawyers and the others that facilitate the transactions, what you
find is that they always begin with a relationship between people.”

S

tepping back to look at larger trends, Facebook’s blockbuster 2012 IPO is largely seen as the bellwether that
helped renew interest in the public market for technology companies.
With nearly $613 billion in global deal volume in
2016, technology-focused M&A had its strongest year in recent
memory, according to BDO’s Ellenbogen. Nearly two-thirds of
technology CFOs who responded to a BDO survey believe that volume will continue to increase, and roughly one-third believe their
own organizations will pursue M&A activity in 2017. The primary
drivers remain familiar—acquiring intellectual property and market share among them—but software, including cloud computing,
is now increasingly driving demand, according to Ellenbogen.
“Companies are migrating to the cloud across all verticals, including government services,” adds Williams. “For those companies with older technology, they’ve had to buy their way in to be
competitive, or acquire as much for the team as the technology
because in such a competitive labor market, it’s faster to acquire
than hire.”
Other hot sectors driving M&A activity are familiar ones for
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the region’s technology companies, experts say. “Especially with
emerging technology like the Internet of Things, virtual reality
and artificial intelligence, there are gaps in the software and service portfolios of many companies,” Ellenbogen says. “A lot of traditional technology companies are looking to expand services in
these areas.”
The region’s VC funding dipped in 2016, but 2015 saw unusual
levels of activity, according to Ellenbogen. In the D.C. region, cybersecurity in particular continues to drive considerable interest,
according to Williams. “It’s a sector with an arms race—you have
to have the latest and greatest, and the companies that do get sold
for strong premiums,” he says. Educational technology also is a
strong draw for investors, with predictions of further consolidation in that sector as well.
On the government services side, some high-profile companies
have formed spinoff companies to become more competitive, says
Jean Stack, managing director of government services for Houli-

han Lokey. New private equity-based portfolio companies, including Veritas, Novetta, Polaris Alpha and others also have emerged
in recent years.
“There was simply a shortage of mid-tier players in the space,
and private equity saw an opportunity to come in and create
some,” Stack says. Many investors are familiar faces taking advantage of new opportunities, she says: “For the most part, we’ve seen
investment along the lines of people who understand the market
and reinvest in it.”
Following a spike due to tax law changes in 2012, M&A deals for
government sector firms have averaged between 80 and 100 deals
a year nationwide, according to Stack. Of those, 50-60 focus on
small companies, she says.
Smaller deals also are a hallmark of the region’s activity in general, according to experts. Most of the M&A activity in the region
is below $50 million, with a considerable amount below $30 million, according to Williams. For that reason, it’s not surprising we

In government services,
“There was simply a
shortage of mid-tier
players in the space,
and private equity
saw an opportunity
to come in and create
some,” says Jean Stack,
managing director of
government services
for Houlihan Lokey.
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Other macro factors that could have an outsized impact on the region’s investment climate
include limits on foreign investment and tax
reform that could lead to repatriation of foreign
assets. “One would think some of that money
would go towards M&A,” Ellenbogen says.
“They don’t need it for local operations, so what
would they use it for but acquiring customer
base or expanding operations?”
But with changes in government priorities,
“our regional ecosystem will have to shift accordingly,” Montoni says. “We have an environment that’s very capable of managing that shift.”
Antle agrees, pointing to one potential upside
to government downsizing. “If they are going
to replace people, they’re going to replace them
with technology,” he says.

Brad Antle, CEO of
Salient CRGT:
“We’re in the services
business, so what we’re
acquiring is people
executing against
contracts. If we can’t
retain the people, we
lose value.”

haven’t seen Silicon Valley levels of IPOs. “It takes five to seven
years to take a company to critical mass in the tech world, and the
fund needs to exit,” Williams says. “The hurdle to go public is quite
high—$100 million-plus of revenue. You can’t do that with a fund
that starts at zero and wants to be out in five to seven years.”
In recent years, rising valuations of government services companies have mirrored increased federal spending. However, companies focused on the government market need time to win contracts. “The sales cycle is much longer, which for startups can be
challenging,” Ellenbogen says.
Now, with a new administration with new priorities, it is becoming clear that there will be winners and losers within the sector. Already the valuations of defense-focused companies have
continued rising, and that may be just the beginning.
“There haven’t been all that many government contracting
IPOs in the last few years, but we’re hearing interest in the investment community in those kinds of deals,” Ellenbogen says. “That’s
driven by public company multiples, which is driven by the new
administration and discussions they’ve had about expanding budget in certain areas.”

O

f course, it doesn’t take long for
two words to surface in any conversation about tech mergers,
acquisitions and IPOs—Silicon
Valley. And that’s when a reality
check is needed, local CEOs say.
“The reality is that we’re not the Silicon Valley—nor should we try to be,” says Montoni.
“Being heavily weighted towards government is
a strength, and it is a positive one.”
Appian’s Calkins is even more bullish. “I’ll go
out on a limb and say our position on the periphery [of VC funding] is in some ways an advantage in itself,” Calkins says. He points out that
the “dogpile of venture” funding in Silicon Valley creates a culture where “there’s always the next big thing and you’re expected
to jump.”
Calkins is the first to admit that Appian took its time to jump.
Founded in 1999, it took on little outside funding in its first decade,
then taking nearly another decade to get to its IPO. That wouldn’t
have worked in Silicon Valley, Calkins argues. “If you don’t have
lightning in a bottle—if you don’t have a three-digit growth rate
from day one, you won’t be an institution in Silicon Valley,” he
says. “Appian didn’t have that. It takes years to build this kind of
value proposition in a complex enterprise environment. We would
have lost our management team many times over.”
By contrast, Appian’s executive team has more than a decade
of experience with the company, and attrition is below 10 percent.
“I don’t believe you’d find a Silicon Valley company that can say
that,” Calkins says. “We’re well provisioned enough with venture
capital stars, but you don’t have such an abundance of them that it
limits your attention span.”
Comparisons between Silicon Valley and the National Capitol
Region invariably lead to a longstanding concern—the ability to
SUMMER 2017 www.nvtc.org THE VOICE OF TECHNOLOGY
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BDO Regional Managing
Partner Mark Ellenbogen:
“There haven’t been all
that many government
contracting IPOs in the
last few years, but we’re
hearing interest in the
investment community in
those kinds of deals.”
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develop marketable products. Ghosh argues this challenge extends
into even the region’s strongest sectors. “In pure play cybersecurity, Silicon Valley dominates the landscape, and D.C. is playing
catchup,” he says. “As a region, we need to learn how to take that
deep pool of cybersecurity expertise and build products that can
be brought to market. Until we learn how to do that, we’ll always
be constrained.”
However, financial experts argue there will always be sufficient
funding for innovative companies in the region. “Venture congregates to select cities, and then there’s a long tail of other cities,”
Williams says. “But investors will chase returns wherever they are.
With more and more capital flowing into technology… if there are
companies in this region that are attractive, there’s no lack of capital to put behind them.”

W

ell-known as a board game aficionado, Calkins
describes Appian’s IPO as helping the company “add a few new pieces to the game board.”
“It gives us a higher profile to do more recruiting and build partnerships,” he says.
“We’ve always made good use of the pieces we’ve had. We’re going
to be careful and deliberate.”
The same may hold true for the region as a whole—continuing
to build on strengths while adapting to changes in the federal and

commercial marketplaces. One area of near-universal agreement
is that, despite the region’s technology clout and growth, it doesn’t
attract as many tech-focused graduates as it could.
“There’s not a huge surplus of talent,” says Antle. “We certainly
produce more in the region through our excellent school systems,
but they don’t always come back here. We need to find ways to
continue to expand the desirability of the region for millennials to
come back to the region for technology careers.”
In the face of uncertain federal budgets, the region also must
continue adapting technology and services for new customers beyond the Beltway. Montoni points to the many examples of technology that began with the federal government as its only customer and expanded to broader markets—including the Internet itself.
“That’s a really good growth opportunity for our region,” Montoni
says.
Yet the region’s ecosystem remains strong enough to weather
these changes, experts say. “Northern Virginia has just enough to
be a great home for a great company,” Calkins says. “You’ve got
the quick metabolism, the intensity, but you don’t have the lack of
focus. We’ve got sophistication among the business community,
including NVTC, and a level of commercial sophistication that
doesn’t exist in most places. The pieces are here.”
Mark Toner is a Reston-based technology writer.
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