
Venture capital

For the process of financing by venture capital, see
Venture capital financing.

Venture capital (VC) is financial capital provided to
early-stage, high-potential, growth startup companies.
The venture capital fund earns money by owning equity
in the companies it invests in, which usually have a novel
technology or business model in high technology indus-
tries, such as biotechnology and IT. The typical venture
capital investment occurs after the seed funding round as
the first round of institutional capital to fund growth (also
referred to as Series A round) in the interest of generat-
ing a return through an eventual realization event, such as
an IPO or trade sale of the company. Venture capital is a
type of private equity.[1]

In addition to angel investing, equity crowdfunding and
other seed funding options, venture capital is attractive
for new companies with limited operating history that are
too small to raise capital in the public markets and have
not reached the point where they are able to secure a bank
loan or complete a debt offering. In exchange for the high
risk that venture capitalists assume by investing in smaller
and less mature companies, venture capitalists usually get
significant control over company decisions, in addition
to a significant portion of the company’s ownership (and
consequently value).
Venture capital is also associated with job creation (ac-
counting for 2% of US GDP),[2] the knowledge econ-
omy, and used as a proxy measure of innovation within
an economic sector or geography. Every year, there
are nearly 2 million businesses created in the USA, and
600–800 get venture capital funding. According to the
National Venture Capital Association, 11% of private
sector jobs come from venture-backed companies and
venture-backed revenue accounts for 21% of US GDP.[3]

It is also a way in which the private and the public sec-
tor can construct an institution that systematically creates
networks for the new firms and industries, so that they
can progress. This institution helps identify and combine
pieces of companies, such as finance, technical expertise,
marketing know-how, and business models. Once inte-
grated, these enterprises succeed by becoming nodes in
the search networks for designing and building products
in their domain.[4]

1 History

A venture may be defined as a project prospective con-
verted into a process with an adequate assumed risk and
investment. With few exceptions, private equity in the
first half of the 20th century was the domain of wealthy
individuals and families. The Wallenbergs, Vanderbilts,
Whitneys, Rockefellers, and Warburgs were notable in-
vestors in private companies in the first half of the cen-
tury. In 1938, Laurance S. Rockefeller helped finance the
creation of both Eastern Air Lines and Douglas Aircraft,
and the Rockefeller family had vast holdings in a variety
of companies. Eric M. Warburg founded E.M. Warburg
& Co. in 1938, which would ultimately becomeWarburg
Pincus, with investments in both leveraged buyouts and
venture capital. The Wallenberg family started Investor
AB in 1916 in Sweden and were early investors in several
Swedish companies such as ABB, Atlas Copco, Ericsson,
etc. in the first half of the 20th century.

1.1 Origins of modern private equity

Before World War II (1939–1945), money orders (origi-
nally known as “development capital”) remained primar-
ily the domain of wealthy individuals and families. Only
after 1945 did “true” private equity investments begin to
emerge, notably with the founding of the first two venture
capital firms in 1946: American Research and Develop-
ment Corporation (ARDC) and J.H. Whitney & Com-
pany.[5][6]

Georges Doriot, the “father of venture capitalism”[7]
(and former assistant dean of Harvard Business School),
founded INSEAD in 1957. Along with Ralph Flan-
ders and Karl Compton (former president of MIT),
Doriot founded ARDC in 1946 to encourage private-
sector investment in businesses run by soldiers return-
ing from World War II. ARDC became the first institu-
tional private-equity investment firm to raise capital from
sources other than wealthy families, although it had sev-
eral notable investment successes as well.[8] ARDC is
credited with the first trick when its 1957 investment of
$70,000 in Digital Equipment Corporation (DEC) would
be valued at over $355 million after the company’s ini-
tial public offering in 1968 (representing a return of over
1200 times on its investment and an annualized rate of
return of 101%).[9]

Former employees of ARDC went on to establish several
prominent venture-capital firms including Greylock Part-
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2 1 HISTORY

ners (founded in 1965 by Charlie Waite and Bill Elfers)
and Morgan, Holland Ventures, the predecessor of Flag-
ship Ventures (founded in 1982 by James Morgan).[10]
ARDC continued investing until 1971, when Doriot re-
tired. In 1972 Doriot merged ARDC with Textron after
having invested in over 150 companies.
John Hay Whitney (1904–1982) and his partner Benno
Schmidt (1913–1999) founded J.H. Whitney & Com-
pany in 1946. Whitney had been investing since the
1930s, founding Pioneer Pictures in 1933 and acquiring a
15% interest in Technicolor Corporation with his cousin
Cornelius Vanderbilt Whitney. Florida Foods Corpo-
ration proved Whitney’s most famous investment. The
company developed an innovative method for delivering
nutrition to American soldiers, later known as Minute
Maid orange juice and was sold to The Coca-Cola Com-
pany in 1960. J.H. Whitney & Company continued to
make investments in leveraged buyout transactions and
raised $750 million for its sixth institutional private eq-
uity fund in 2005.

1.2 Early venture capital and the growth of
Silicon Valley

A highway exit for Sand Hill Road in Menlo Park, California,
where many Bay Area venture capital firms are based

One of the first steps toward a professionally managed
venture capital industry was the passage of the Small
Business Investment Act of 1958. The 1958 Act officially
allowed the U.S. Small Business Administration (SBA) to
license private “Small Business Investment Companies”

(SBICs) to help the financing and management of the
small entrepreneurial businesses in the United States.[11]

During the 1960s and 1970s, venture capital firms fo-
cused their investment activity primarily on starting and
expanding companies. More often than not, these com-
panies were exploiting breakthroughs in electronic, med-
ical, or data-processing technology. As a result, venture
capital came to be almost synonymous with technology
finance. An early West Coast venture capital company
was Draper and Johnson Investment Company, formed
in 1962[12] by William Henry Draper III and Franklin
P. Johnson, Jr. In 1965, Sutter Hill Ventures acquired
the portfolio of Draper and Johnson as a founding ac-
tion. Bill Draper and Paul Wythes were the founders,
and Pitch Johnson formed Asset Management Company
at that time.
It is commonly noted that the first venture-backed startup
is Fairchild Semiconductor (which produced the first
commercially practical integrated circuit), funded in
1959 bywhat would later becomeVenrockAssociates.[13]
Venrock was founded in 1969 by Laurance S. Rocke-
feller, the fourth of John D. Rockefeller’s six children as
a way to allow other Rockefeller children to develop ex-
posure to venture capital investments.
It was also in the 1960s that the common form of private
equity fund, still in use today, emerged. Private equity
firms organized limited partnerships to hold investments
in which the investment professionals served as general
partner and the investors, who were passive limited part-
ners, put up the capital. The compensation structure, still
in use today, also emerged with limited partners paying
an annual management fee of 1.0–2.5% and a carried in-
terest typically representing up to 20% of the profits of
the partnership.
The growth of the venture capital industry was fueled by
the emergence of the independent investment firms on
Sand Hill Road, beginning with Kleiner, Perkins, Cau-
field & Byers and Sequoia Capital in 1972. Located
in Menlo Park, CA, Kleiner Perkins, Sequoia and later
venture capital firms would have access to the many
semiconductor companies based in the Santa Clara Val-
ley as well as early computer firms using their devices and
programming and service companies.[14]

Throughout the 1970s, a group of private equity firms,
focused primarily on venture capital investments, would
be founded that would become the model for later lever-
aged buyout and venture capital investment firms. In
1973, with the number of new venture capital firms in-
creasing, leading venture capitalists formed the National
Venture Capital Association (NVCA). The NVCAwas to
serve as the industry trade group for the venture capital
industry.[15] Venture capital firms suffered a temporary
downturn in 1974, when the stock market crashed and
investors were naturally wary of this new kind of invest-
ment fund.
It was not until 1978 that venture capital experienced
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1.5 Private equity crash 3

its first major fundraising year, as the industry raised
approximately $750 million. With the passage of the
Employee Retirement Income Security Act (ERISA) in
1974, corporate pension funds were prohibited from
holding certain risky investments including many invest-
ments in privately held companies. In 1978, the US Labor
Department relaxed certain of the ERISA restrictions,
under the "prudent man rule,”[16] thus allowing corporate
pension funds to invest in the asset class and providing a
major source of capital available to venture capitalists.

1.3 1980s

The public successes of the venture capital industry in the
1970s and early 1980s (e.g., Digital Equipment Corpora-
tion, Apple Inc., Genentech) gave rise to a major prolif-
eration of venture capital investment firms. From just a
few dozen firms at the start of the decade, there were over
650 firms by the end of the 1980s, each searching for the
next major “home run.” The number of firms multiplied,
and the capital managed by these firms increased from $3
billion to $31 billion over the course of the decade.[17]

The growth of the industry was hampered by sharply de-
clining returns, and certain venture firms began posting
losses for the first time. In addition to the increased
competition among firms, several other factors affected
returns. The market for initial public offerings cooled
in the mid-1980s before collapsing after the stock mar-
ket crash in 1987, and foreign corporations, particularly
from Japan and Korea, flooded early-stage companies
with capital.[17]

In response to the changing conditions, corporations that
had sponsored in-house venture investment arms, includ-
ing General Electric and Paine Webber either sold off or
closed these venture capital units. Additionally, venture
capital units within Chemical Bank and Continental Illi-
nois National Bank, among others, began shifting their
focus from funding early stage companies toward in-
vestments in more mature companies. Even industry
founders J.H. Whitney & Company and Warburg Pincus
began to transition toward leveraged buyouts and growth
capital investments.[17][18][19]

1.4 Venture capital boom and the Internet
Bubble

By the end of the 1980s, venture capital returns were rela-
tively low, particularly in comparison with their emerging
leveraged buyout cousins, due in part to the competition
for hot startups, excess supply of IPOs and the inexpe-
rience of many venture capital fund managers. Growth
in the venture capital industry remained limited through-
out the 1980s and the first half of the 1990s, increasing
from $3 billion in 1983 to just over $4 billion more than
a decade later in 1994.

After a shakeout of venture capital managers, the more
successful firms retrenched, focusing increasingly on im-
proving operations at their portfolio companies rather
than continuously making new investments. Results
would begin to turn very attractive, successful and would
ultimately generate the venture capital boom of the
1990s. Yale School of Management Professor Andrew
Metrick refers to these first 15 years of the modern ven-
ture capital industry beginning in 1980 as the “pre-boom
period” in anticipation of the boom that would begin in
1995 and last through the bursting of the Internet bubble
in 2000.[20]

The late 1990s were a boom time for venture capital, as
firms on Sand Hill Road in Menlo Park and Silicon Val-
ley benefited from a huge surge of interest in the nascent
Internet and other computer technologies. Initial public
offerings of stock for technology and other growth com-
panies were in abundance, and venture firms were reaping
large returns.

1.5 Private equity crash

The technology-heavy NASDAQ Composite index peaked at
5,048 in March 2000 reflecting the high point of the dot-com
bubble.

The Nasdaq crash and technology slump that started in
March 2000 shook virtually the entire venture capital in-
dustry as valuations for startup technology companies col-
lapsed. Over the next two years, many venture firms
had been forced to write-off large proportions of their
investments, and many funds were significantly "under
water" (the values of the fund’s investments were below
the amount of capital invested). Venture capital investors
sought to reduce size of commitments they had made
to venture capital funds, and, in numerous instances, in-
vestors sought to unload existing commitments for cents
on the dollar in the secondary market. By mid-2003, the
venture capital industry had shriveled to about half its
2001 capacity. Nevertheless, PricewaterhouseCoopers’
MoneyTree Survey[21] shows that total venture capital in-
vestments held steady at 2003 levels through the second
quarter of 2005.
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Although the post-boom years represent just a small frac-
tion of the peak levels of venture investment reached
in 2000, they still represent an increase over the levels
of investment from 1980 through 1995. As a percent-
age of GDP, venture investment was 0.058% in 1994,
peaked at 1.087% (nearly 19 times the 1994 level) in
2000 and ranged from 0.164% to 0.182% in 2003 and
2004. The revival of an Internet-driven environment in
2004 through 2007 helped to revive the venture capital
environment. However, as a percentage of the overall pri-
vate equity market, venture capital has still not reached its
mid-1990s level, let alone its peak in 2000.
Venture capital funds, which were responsible for much
of the fundraising volume in 2000 (the height of the
dot-com bubble), raised only $25.1 billion in 2006, a
2% decline from 2005 and a significant decline from its
peak.[22]

2 Funding

Obtaining venture capital is substantially different from
raising debt or a loan. Lenders have a legal right to in-
terest on a loan and repayment of the capital irrespective
of the success or failure of a business. Venture capital
is invested in exchange for an equity stake in the busi-
ness. The return of the venture capitalist as a shareholder
depends on the growth and profitability of the business.
This return is generally earned when the venture capital-
ist “exits” by selling its shareholdings when the business
is sold to another owner.
Venture capitalists are typically very selective in deciding
what to invest in; as a result, firms are looking for the ex-
tremely rare yet sought-after qualities such as innovative
technology, potential for rapid growth, a well-developed
business model, and an impressive management team. Of
these qualities, funds are most interested in ventures with
exceptionally high growth potential, as only such oppor-
tunities are likely capable of providing financial returns
and a successful exit within the required time frame (typ-
ically 3–7 years) that venture capitalists expect.
Because investments are illiquid and require the extended
time frame to harvest, venture capitalists are expected to
carry out detailed due diligence prior to investment. Ven-
ture capitalists also are expected to nurture the companies
in which they invest, in order to increase the likelihood
of reaching an IPO stage when valuations are favourable.
Venture capitalists typically assist at four stages in the
company’s development:[23]

• Idea generation;

• Start-up;

• Ramp up; and

• Exit

Because there are no public exchanges listing their secu-
rities, private companies meet venture capital firms and
other private equity investors in several ways, including
warm referrals from the investors’ trusted sources and
other business contacts; investor conferences and sym-
posia; and summits where companies pitch directly to in-
vestor groups in face-to-face meetings, including a vari-
ant known as “Speed Venturing”, which is akin to speed-
dating for capital, where the investor decides within 10
minutes whether he wants a follow-up meeting. In addi-
tion, some new private online networks are emerging to
provide additional opportunities for meeting investors.[24]

This need for high returns makes venture funding an ex-
pensive capital source for companies, and most suitable
for businesses having large up-front capital requirements,
which cannot be financed by cheaper alternatives such
as debt. That is most commonly the case for intangi-
ble assets such as software, and other intellectual prop-
erty, whose value is unproven. In turn, this explains
why venture capital is most prevalent in the fast-growing
technology and life sciences or biotechnology fields.
If a company does have the qualities venture capitalists
seek including a solid business plan, a good management
team, investment and passion from the founders, a good
potential to exit the investment before the end of their
funding cycle, and target minimum returns in excess of
40% per year, it will find it easier to raise venture capital.

2.1 Financing stages

There are typically six stages of venture round financ-
ing offered in Venture Capital, that roughly correspond
to these stages of a company’s development.[25]

• Seed funding: The earliest round of financing
needed to prove a new idea, often provided by angel
investors. Equity crowdfunding is also emerging as
an option for seed funding.

• Start-up: Early stage firms that need funding for ex-
penses associated with marketing and product de-
velopment

• Growth (Series A round): Early sales and manufac-
turing funds

• Second-Round: Working capital for early stage
companies that are selling product, but not yet turn-
ing a profit

• Expansion: Also called Mezzanine financing, this is
expansion money for a newly profitable company

• Exit of venture capitalist: Also called bridge financ-
ing, 4th round is intended to finance the “going pub-
lic” process

Between the first round and the fourth round, venture-
backed companies may also seek to take venture debt.[26]
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3 Firms and funds

3.1 Venture capitalists

A venture capitalist is a person who makes venture in-
vestments, and these venture capitalists are expected to
bring managerial and technical expertise as well as capi-
tal to their investments. A venture capital fund refers to a
pooled investment vehicle (in the United States, often an
LP or LLC) that primarily invests the financial capital of
third-party investors in enterprises that are too risky for
the standard capital markets or bank loans. These funds
are typically managed by a venture capital firm, which
often employs individuals with technology backgrounds
(scientists, researchers), business training and/or deep in-
dustry experience.
A core skill within VC is the ability to identify novel or
disruptive technologies that have the potential to generate
high commercial returns at an early stage. By definition,
VCs also take a role in managing entrepreneurial compa-
nies at an early stage, thus adding skills as well as capital,
thereby differentiating VC from buy-out private equity,
which typically invest in companies with proven revenue,
and thereby potentially realizing much higher rates of re-
turns. Inherent in realizing abnormally high rates of re-
turns is the risk of losing all of one’s investment in a given
startup company. As a consequence, most venture capi-
tal investments are done in a pool format, where several
investors combine their investments into one large fund
that invests in many different startup companies. By in-
vesting in the pool format, the investors are spreading out
their risk to many different investments instead of taking
the chance of putting all of their money in one start up
firm.

Diagram of the structure of a generic venture capital fund

3.2 Structure

Venture capital firms are typically structured as
partnerships, the general partners of which serve as
the managers of the firm and will serve as investment
advisors to the venture capital funds raised. Venture
capital firms in the United States may also be structured

as limited liability companies, in which case the firm’s
managers are known as managing members. Investors in
venture capital funds are known as limited partners. This
constituency comprises both high-net-worth individuals
and institutions with large amounts of available capital,
such as state and private pension funds, university
financial endowments, foundations, insurance compa-
nies, and pooled investment vehicles, called funds of
funds.

3.3 Types

Venture Capitalist firms differ in their approaches. There
are multiple factors, and each firm is different.
Some of the factors that influence VC decisions include:

• Business situation: Some VCs tend to invest in new,
disruptive ideas, or fledgling companies. Others pre-
fer investing in established companies that need sup-
port to go public or grow.

• Some invest solely in certain industries.

• Some prefer operating locally while others will op-
erate nationwide or even globally.

• VC expectations can often vary. Some may want
a quicker public sale of the company or expect fast
growth. The amount of help a VC provides can vary
from one firm to the next.

3.4 Roles

Within the venture capital industry, the general partners
and other investment professionals of the venture capi-
tal firm are often referred to as “venture capitalists” or
“VCs”. Typical career backgrounds vary, but, broadly
speaking, venture capitalists come from either an opera-
tional or a finance background. Venture capitalists with
an operational background (operating partner) tend to be
former founders or executives of companies similar to
those which the partnership finances or will have served
as management consultants. Venture capitalists with fi-
nance backgrounds tend to have investment banking or
other corporate finance experience.
Although the titles are not entirely uniform from firm to
firm, other positions at venture capital firms include:

3.5 Structure of the funds

Most venture capital funds have a fixed life of 10 years,
with the possibility of a few years of extensions to allow
for private companies still seeking liquidity. The invest-
ing cycle for most funds is generally three to five years,
after which the focus is managing and making follow-on

https://en.wikipedia.org/wiki/Collective_investment_scheme
https://en.wikipedia.org/wiki/Limited_partnership
https://en.wikipedia.org/wiki/Limited_liability_company
https://en.wikipedia.org/wiki/Financial_capital
https://en.wikipedia.org/wiki/Capital_market
https://en.wikipedia.org/wiki/Loan
https://en.wikipedia.org/wiki/Partnerships
https://en.wikipedia.org/wiki/General_partners
https://en.wikipedia.org/wiki/Limited_liability_company
https://en.wikipedia.org/wiki/Limited_partners
https://en.wikipedia.org/wiki/Pension_fund
https://en.wikipedia.org/wiki/Financial_endowments
https://en.wikipedia.org/wiki/Insurance
https://en.wikipedia.org/wiki/Collective_investment_scheme
https://en.wikipedia.org/wiki/Fund_of_funds
https://en.wikipedia.org/wiki/Fund_of_funds
https://en.wikipedia.org/wiki/Operating_partner
https://en.wikipedia.org/wiki/Investment_banking
https://en.wikipedia.org/wiki/Corporate_finance
https://en.wikipedia.org/wiki/Private_equity_fund


6 3 FIRMS AND FUNDS

investments in an existing portfolio. This model was pio-
neered by successful funds in Silicon Valley through the
1980s to invest in technological trends broadly but only
during their period of ascendance, and to cut exposure to
management and marketing risks of any individual firm
or its product.
In such a fund, the investors have a fixed commitment
to the fund that is initially unfunded and subsequently
“called down” by the venture capital fund over time as the
fund makes its investments. There are substantial penal-
ties for a limited partner (or investor) that fails to partic-
ipate in a capital call.
It can take anywhere from a month or so to several years
for venture capitalists to raise money from limited part-
ners for their fund. At the time when all of the money has
been raised, the fund is said to be closed, and the 10-year
lifetime begins. Some funds have partial closes when one
half (or some other amount) of the fund has been raised.
The vintage year generally refers to the year in which the
fund was closed and may serve as a means to stratify VC
funds for comparison. This[27] shows the difference be-
tween a venture capital fund management company and
the venture capital funds managed by them.
From investors’ point of view, funds can be: (1)
traditional—where all the investors invest with equal
terms; or (2) asymmetric—where different investors have
different terms. Typically the asymmetry is seen in cases
where there’s an investor that has other interests such as
tax income in case of public investors.[28]

3.6 Compensation

Main article: Carried interest

Venture capitalists are compensated through a combina-
tion of management fees and carried interest (often re-
ferred to as a “two and 20” arrangement):
Because a fund may run out of capital prior to the end
of its life, larger venture capital firms usually have sev-
eral overlapping funds at the same time; doing so lets the
larger firm keep specialists in all stages of the develop-
ment of firms almost constantly engaged. Smaller firms
tend to thrive or fail with their initial industry contacts;
by the time the fund cashes out, an entirely new genera-
tion of technologies and people is ascending, whom the
general partners may not know well, and so it is prudent
to reassess and shift industries or personnel rather than
attempt to simply invest more in the industry or people
the partners already know.

3.7 Alternatives

Because of the strict requirements venture capitalists have
for potential investments, many entrepreneurs seek seed
funding from angel investors, who may be more willing

to invest in highly speculative opportunities, or may have
a prior relationship with the entrepreneur.
Furthermore, many venture capital firms will only seri-
ously evaluate an investment in a start-up company other-
wise unknown to them if the company can prove at least
some of its claims about the technology and/or market
potential for its product or services. To achieve this, or
even just to avoid the dilutive effects of receiving fund-
ing before such claims are proven, many start-ups seek to
self-finance sweat equity until they reach a point where
they can credibly approach outside capital providers such
as venture capitalists or angel investors. This practice is
called "bootstrapping".
There has been some debate since the dot com boom
that a “funding gap” has developed between the friends
and family investments typically in the $0 to $250,000
range and the amounts that most VC funds prefer to in-
vest between $1 million to $2 million. This funding gap
may be accentuated by the fact that some successful VC
funds have been drawn to raise ever-larger funds, requir-
ing them to search for correspondingly larger investment
opportunities. This gap is often filled by sweat equity and
seed funding via angel investors as well as equity invest-
ment companies who specialize in investments in startup
companies from the range of $250,000 to $1million. The
National Venture Capital Association estimates that the
latter now invest more than $30 billion a year in the USA,
in contrast to the $20 billion a year invested by organized
venture capital funds.
Equity crowdfunding is emerging as an alternative to tra-
ditional venture capital. Traditional crowdfunding is an
approach to raising the capital required for a new project
or enterprise by appealing to large numbers of ordinary
people for small donations. While such an approach has
long precedents in the sphere of charity, it is receiving re-
newed attention from entrepreneurs, now that social me-
dia and online communities make it possible to reach
out to a group of potentially interested supporters at very
low cost. Some equity crowdfunding models are also be-
ing applied specifically for startup funding, such as those
listed at Comparison of crowd funding services. One of
the reasons to look for alternatives to venture capital is
the problem of the traditional VC model. The traditional
VCs are shifting their focus to later-stage investments,
and return on investment of many VC funds have been
low or negative.[24][30]

In Europe and India, Media for equity is a partial alterna-
tive to venture capital funding. Media for equity investors
are able to supply start-ups with often significant adver-
tising campaigns in return for equity. In Europe, an in-
vestment advisory firm offers young ventures the option
to exchange equity for services investment; they're aim is
to guide ventures through the development stage to arrive
at a significant funding, mergers and acquisition, or other
exit strategy. [31]

In industries where assets can be securitized effectively
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because they reliably generate future revenue streams or
have a good potential for resale in case of foreclosure,
businesses may more cheaply be able to raise debt to fi-
nance their growth. Good examples would include asset-
intensive extractive industries such as mining, or man-
ufacturing industries. Offshore funding is provided via
specialist venture capital trusts, which seek to utilise secu-
ritization in structuring hybrid multi-market transactions
via an SPV (special purpose vehicle): a corporate entity
that is designed solely for the purpose of the financing.
In addition to traditional venture capital and angel net-
works, groups have emerged, which allow groups of small
investors or entrepreneurs themselves to compete in a pri-
vatized business plan competition where the group itself
serves as the investor through a democratic process.[32]

Law firms are also increasingly acting as an intermedi-
ary between clients seeking venture capital and the firms
providing it.[33]

Other forms include Venture Resources, that seek to pro-
vide non-monitary support to launch a new venture.

4 Geographical differences

Venture capital, as an industry, originated in the United
States, and American firms have traditionally been the
largest participants in venture deals with the bulk of
venture capital being deployed in American companies.
However, increasingly, non-US venture investment is
growing, and the number and size of non-US venture cap-
italists have been expanding.
Venture capital has been used as a tool for economic de-
velopment in a variety of developing regions. In many of
these regions, with less developed financial sectors, ven-
ture capital plays a role in facilitating access to finance
for small and medium enterprises (SMEs), which in most
cases would not qualify for receiving bank loans.
In the year of 2008, while VC funding were still majorly
dominated by U.S. money ($28.8 billion invested in over
2550 deals in 2008), compared to international fund in-
vestments ($13.4 billion invested elsewhere), there has
been an average 5% growth in the venture capital deals
outside the USA, mainly in China and Europe.[34] Geo-
graphical differences can be significant. For instance, in
the UK, 4% of British investment goes to venture capital,
compared to about 33% in the U.S.[35]

4.1 United States

Venture capitalists invested some $29.1 billion in 3,752
deals in the U.S. through the fourth quarter of 2011, ac-
cording to a report by the National Venture Capital As-
sociation. The same numbers for all of 2010 were $23.4
billion in 3,496 deals.[36] A National Venture Capital As-
sociation survey found that a majority (69%) of venture

capitalists predicted that venture investments in the U.S.
would have leveled between $20–29 billion in 2007.
According to a report by Dow Jones VentureSource, ven-
ture capital funding fell to $6.4 billion in the USA in the
first quarter of 2013, an 11.8% drop from the first quarter
of 2012, and a 20.8% decline from 2011. Venture firms
have added $4.2 billion into their funds this year, down
from $6.3 billion in the first quarter of 2013, but up from
$2.6 billion in the fourth quarter of 2012.[37]

4.2 Mexico

The Venture Capital industry in Mexico is a fast-growing
sector in the country that, with the support of institutions
and private funds, is estimated to reach US$100 billion
invested by 2018.[38]

Technology in Israel

4.3 Israel

In Israel, high-tech entrepreneurship and venture capital
have flourished well beyond the country’s relative size.
As it has very little natural resources and, historically has
been forced to build its economy on knowledge-based in-
dustries, its VC industry has rapidly developed, and nowa-
days has about 70 active venture capital funds, of which
14 international VCs with Israeli offices, and additional
220 international funds which actively invest in Israel. In
addition, as of 2010, Israel led the world in venture cap-
ital invested per capita. Israel attracted $170 per person
compared to $75 in the USA.[39] About two thirds of the
funds invested were from foreign sources, and the rest do-
mestic. In 2013, Wix.com joined 62 other Israeli firms
on the Nasdaq.[40] Read more about Venture capital in
Israel.

4.4 Canada

Canadian technology companies have attracted interest
from the global venture capital community partially as
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a result of generous tax incentive through the Scientific
Research and Experimental Development (SR&ED) in-
vestment tax credit program. The basic incentive avail-
able to any Canadian corporation performing R&D is
a refundable tax credit that is equal to 20% of “quali-
fying” R&D expenditures (labour, material, R&D con-
tracts, and R&D equipment). An enhanced 35% re-
fundable tax credit of available to certain (i.e. small)
Canadian-controlled private corporations (CCPCs). Be-
cause the CCPC rules require a minimum of 50% Cana-
dian ownership in the company performing R&D, foreign
investors who would like to benefit from the larger 35%
tax credit must accept minority position in the company,
which might not be desirable. The SR&ED program does
not restrict the export of any technology or intellectual
property that may have been developed with the benefit
of SR&ED tax incentives.
Canada also has a fairly unique form of venture capital
generation in its Labour Sponsored Venture Capital Cor-
porations (LSVCC). These funds, also known as Retail
Venture Capital or Labour Sponsored Investment Funds
(LSIF), are generally sponsored by labor unions and of-
fer tax breaks from government to encourage retail in-
vestors to purchase the funds. Generally, these Retail
Venture Capital funds only invest in companies where the
majority of employees are in Canada. However, innova-
tive structures have been developed to permit LSVCCs to
direct in Canadian subsidiaries of corporations incorpo-
rated in jurisdictions outside of Canada.

4.5 Switzerland

Many Swiss start-ups are university spin-offs, in particu-
lar from its federal institutes of technology in Lausanne
and Zurich.[41] According to a study by the London
School of Economics analysing 130 ETHZurich spin-offs
over 10 years, about 90% of these start-ups survived the
first five critical years, resulting in an average annual IRR
of more than 43%.[42]

4.6 Europe

Europe has a large and growing number of active venture
firms. Capital raised in the region in 2005, including buy-
out funds, exceeded €60 billion, of which €12.6 billion
was specifically allocated to venture investment. The Eu-
ropean Venture Capital Association[43] includes a list of
active firms and other statistics. In 2006, the top three
countries receiving the most venture capital investments
were the United Kingdom (515 minority stakes sold for
€1.78 billion), France (195 deals worth €875 million),
and Germany (207 deals worth €428 million) according
to data gathered by Library House.[44]

European venture capital investment in the second quar-
ter of 2007 rose 5% to €1.14 billion from the first
quarter. However, due to bigger sized deals in early

stage investments, the number of deals was down 20%
to 213. The second quarter venture capital investment
results were significant in terms of early-round invest-
ment, where as much as €600 million (about 42.8% of
the total capital) were invested in 126 early round deals
(which comprised more than half of the total number of
deals).[45]

In 2007, private equity in Italy was €4.2B. Notable VC
firms in Italy include the milan based firm United Ven-
tures and dPixel.
In 2012, in France, according to a study [46] by AFIC (the
French Association of VC firms), €6.1B have been in-
vested through 1,548 deals (39% in new companies, 61%
in new rounds).
A study published in early 2013 showed that contrary to
popular belief, European startups backed by venture cap-
ital do not perform worse than US counterparts.[47] Euro-
pean venture-backed firms have an equal chance of list-
ing on the stock exchange, and a slightly lower chance of
a “trade sale” (acquisition by other company).
In contrast to the US, European media companies and
also funds have been pursuing a media for equity business
model as a form of venture capital investment.
Leading early-stage venture capital investors in Europe
include Mark Tluszcz of Mangrove Capital Partners and
Danny Rimer of Index Ventures, both of which were
named on Forbes Magazine’s Midas List of the world’s
top dealmakers in technology venture capital in 2007.[48]

4.7 Asia

India is fast catching up with the West in the field of
venture capital and a number of venture capital funds
have a presence in the country (IVCA). In 2006, the to-
tal amount of private equity and venture capital in In-
dia reached $7.5 billion across 299 deals.[49] In the In-
dian context, venture capital consists of investing in eq-
uity, quasi-equity, or conditional loans in order to pro-
mote unlisted, high-risk, or high-tech firms driven by
technically or professionally qualified entrepreneurs. It
is also defined as “providing seed”, “start-up and first-
stage financing”.[50] It is also seen as financing compa-
nies that have demonstrated extraordinary business po-
tential. Venture capital refers to capital investment; eq-
uity and debt ;both of which carry indubitable risk. The
risk anticipated is very high. The venture capital indus-
try follows the concept of “high risk, high return”, inno-
vative entrepreneurship, knowledge-based ideas and hu-
man capital intensive enterprises have taken the front seat
as venture capitalists invest in risky finance to encourage
innovation.[51]

China is also starting to develop a venture capital industry
(CVCA).
Vietnam is experiencing its first foreign venture capitals,
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including IDG Venture Vietnam ($100 million) and DFJ
Vinacapital ($35 million)[52]

4.8 Middle East and North Africa

TheMiddle East and North Africa (MENA) venture cap-
ital industry is an early stage of development but grow-
ing. The MENA Private Equity Association Guide to
Venture Capital for entrepreneurs lists VC firms in the
region, and other resources available in the MENA VC
ecosystem. Diaspora organization TechWadi aims to give
MENA companies access to VC investors based in the
US.

4.9 Southern Africa

The Southern African venture capital industry is devel-
oping.
South Africa, with the help of the South African Govern-
ment and Revenue Service, has realized the necessity to
follow the international trend of using tax efficient vehi-
cles to propel economic growth and job creation through
venture capital. Section 12 J of the Income Tax Act was
updated to include Venture Capital Companies allowing
a tax efficient structure similar to VCT’s in the UK. Sec-
tion 12 J provides investors the opportunity to invest in
Venture Capital through a tax efficient structure.
Despite the above structure Government needs to adjust
regulation around intellectual property, exchange control
and other legislation to ensure that Venture Capital suc-
ceeds in South Africa.
Currently, there are not many Venture Capital Funds in
operation and it is a small community however funds are
available. Funds are difficult to come by and very few
firms have managed to get funding despite demonstrating
tremendous growth potential.
The majority of the venture capital in Southern Africa is
centered around South Africa and Kenya.

5 Confidential information

Unlike public companies, information regarding an en-
trepreneur’s business is typically confidential and propri-
etary. As part of the due diligence process, most venture
capitalists will require significant detail with respect to
a company’s business plan. Entrepreneurs must remain
vigilant about sharing information with venture capital-
ists that are investors in their competitors. Most venture
capitalists treat information confidentially, but as a matter
of business practice, they do not typically enter into Non
Disclosure Agreements because of the potential liability
issues those agreements entail. Entrepreneurs are typi-
cally well advised to protect truly proprietary intellectual
property.

Limited partners of venture capital firms typically have
access only to limited amounts of information with re-
spect to the individual portfolio companies in which they
are invested and are typically bound by confidentiality
provisions in the fund’s limited partnership agreement.

6 Governmental Regulations

There are several strict guidelines regulating those that
deal in venture capital. Namely, they are not allowed to
advertise or solicit business in any form as per the U.S.
Securities and Exchange Commission guidelines.[53]

7 In popular culture

7.1 In books

• Mark Coggins' novel Vulture Capital (2002) fea-
tures a venture capitalist protagonist who investi-
gates the disappearance of the chief scientist in a
biotech firm in which he has invested. Coggins also
worked in the industry and was co-founder of a dot-
com startup.[54]

• Drawing on his experience as reporter covering
technology for the New York Times, Matt Richtel
produced the novel Hooked (2007), in which the ac-
tions of the main character’s deceased girlfriend, a
Silicon Valley venture capitalist, play a key role in
the plot.[55]

7.2 In comics

• In theDilbert comic strip, a character named “Vijay,
the World’s Most Desperate Venture Capitalist” fre-
quently makes appearances, offering bags of cash to
anyone with even a hint of potential. In one strip,
he offers two small children with good math grades
money based on the fact that if they marry and pro-
duce an engineer baby he can invest in the infant’s
first idea. The children respond that they are already
looking for mezzanine funding.

• Robert von Goeben and Kathryn Siegler produced a
comic strip called The VC between the years 1997
and 2000 that parodied the industry, often by show-
ing humorous exchanges between venture capitalists
and entrepreneurs.[56] Von Goeben was a partner in
Redleaf Venture Management when he began writ-
ing the strip.[57]

7.3 In film

• In Wedding Crashers (2005), Jeremy Grey (Vince
Vaughn) and John Beckwith (Owen Wilson) are

http://www.menapea.com/
http://www.menapea.com/vc/
http://www.menapea.com/vc/
https://en.wikipedia.org/wiki/TechWadi
https://en.wikipedia.org/wiki/Public_company
https://en.wikipedia.org/wiki/Due_diligence
https://en.wikipedia.org/wiki/Non_Disclosure_Agreement
https://en.wikipedia.org/wiki/Non_Disclosure_Agreement
https://en.wikipedia.org/wiki/Limited_partners
https://en.wikipedia.org/wiki/Limited_partnership
https://en.wikipedia.org/wiki/U.S._Securities_and_Exchange_Commission
https://en.wikipedia.org/wiki/U.S._Securities_and_Exchange_Commission
https://en.wikipedia.org/wiki/Mark_Coggins
https://en.wikipedia.org/wiki/New_York_Times
https://en.wikipedia.org/wiki/Matt_Richtel
https://en.wikipedia.org/wiki/Dilbert
https://en.wikipedia.org/wiki/Mezzanine_fund
https://en.wikipedia.org/wiki/Robert_von_Goeben
https://en.wikipedia.org/wiki/Kathryn_Siegler
https://en.wikipedia.org/wiki/Wedding_Crashers
https://en.wikipedia.org/wiki/Vince_Vaughn
https://en.wikipedia.org/wiki/Vince_Vaughn
https://en.wikipedia.org/wiki/Owen_Wilson


10 9 REFERENCES

bachelors who create appearances to play at differ-
ent weddings of complete strangers, and a large part
of the movie follows them posing as venture capital-
ists from New Hampshire.

• The documentary, Something Ventured (2011),
chronicled the recent history of American technol-
ogy venture capitalists.

7.4 In television

• In the TV series Dragons’ Den, various startup com-
panies pitch their business plans to a panel of venture
capitalists.

• In the ABC reality television show Shark Tank, ven-
ture capitalists (“Sharks”) invest in entrepreneurs.

• The short lived Bravo reality show Start-Ups: Silicon
Valley had participation from venture capitalists in
Silicon Valley

• The sitcom Silicon Valley (TV series) parodies
startup companies and venture capital culture.

8 See also
• Venture capital financing

• Corporate Venture Capital

• History of private equity and venture capital

• List of venture capital firms

• Adventure capital

• Angel investor

• Equity Crowdfunding

• Enterprise Capital Fund a type of Venture Capital
fund in the UK

• IPO

• M&A

• National Venture Capital Association

• Private equity

• Private equity secondary market

• Revenue-based financing

• Seed funding

• Sweat equity

• Social Venture Capital

• Vulture capitalist
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