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Abstract

An Overview of China’s Venture Capital
Development in 2011

By the Team for the Survey, Reporting and Analysis of China’s Venture Capital ®

In 2012, the Ministry of Science and Technology, along with
the Ministry of Commerce as well as the China Development
Bank jointly conducted the 10th “ National Venture Capital
Annual Survey” online using the “ China venture capital
information system”. This system is based upon final accounts
developed from March to April of 2012 by venture capital
industry in accordance with Statistics Law of the People’s
Republic of China, and with the concerted efforts of 56
investigative agencies from 31 provinces, municipalities and
autonomous regions in China ®. This paper, will take into
account this statistical data to analyze the overview of China's

venture capital industry in 2011.

1 Continual growth of fundraising and
investment

1.1 An overview of fundraising

In 2011, the number of venture capital institutions in China
reached 1096 @, This total includes 860 venture capital
enterprises (funds) which increased by 140, or 19.4%, over
2010. Venture Capital under management totaled RMB 319.8
billion, an increase of RMB 79.14 billion, or 32.9%, of which
RMB 36.45 billion was sourced from 171 new funds, and
management capital increased by means of increasing
investment capital and stock by RMB 54.81 billion, accounted
for 60.1% of newly increased capital. The average enterprise
(fund) size was RMB 370 million, up 12.7% year on year

(see Fig. 1).

D Members include Guo Rong, Li Xiyi, Zhang Junfang, Zhang Mingxi, Wei Shijie, Fu Jianfeng, and Huang Funing etc. The abstract is mainly edited by Zhang

Junfang and Guo Rong.

(2 As the system is equipped with functions of information check and validation, the reporting units, surveyors and survey management person could distinguish and

review the data sample at different levels, mainly including: effective rejection of samples from such non-professional venture capital investment institutions as trust

company, comprehensive investment company, industry fund, and guarantee company by standard venture capital investment institutions; classification-based count of

venture capital investment management company and venture capital investment enterprises (funds) ; and rejection of repetitive capital controlled between the fund

management company and the fund, as well as between fund of funds and baby fund.

3This refers to the actual number of existing institutions, primarily including venture capital enterprises (funds) , venture capital management enterprises and a

small number of public institutions engaged in governmental venture capital business. This figure excludes those institutions ceasing involvement in VC business and

those whose registration was cancelled.
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Fig.1 Trends of the number and total managed capital of China’s venture capital institutions (1995~2011)

China's venture capital sources (see Fig. 2), in 2011, stemmed
primarily from unlisted companies, accounting for 40.6% of
total capital and showing a remarkable increase of 7.3%
throughout 2010. Government and state-owned investment
institutions together accounted for 32.3% . This showed a

decrease of 5.3 % over 2010, however absolute contribution by

Listed companies 2.3%

Others 5.5%

Non-bank financial institutions 1.7%

Foreign institutions 2.8% ———

Individuals

13.7%

Government

11.8%

S\

these entities slightly increased. Contributions from
government public finance were notably decreased and the
contributions of solely state-owned investment institutions
remained stable. The contributions made by individuals,
foreign investment, banks and non-banking financial

institutions decreased by varying degrees.

ublic institutions 0.9%

Banks 0.2%

Unlisted companies

40.6%

State—owned investment
institution

20.5%

Fig.2 Capital Sources of Chinese Venture Capital (2011)




To summarize the 2011 investment year, China’s venture
capital industry had continued growth at a lower rate in 2010.
In 2011, record highs have been achieved in fundraising and
investment with two striking features: First, more venture funds
facing liquidate and eliminate due to intensified competition.
Although 171 new fundraising enterprises (funds) appeared
in 2011, only 140 enterprises (funds) were added to the list
of institutions recording venture capital. This is in contrast with
the fact in 2010, to indicate that in 2011 only, more than 30
venture capital investment enterprises ( funds) were closed
normally or abnormally. Second, entrusted and outsourced
management between venture capital investment institutions
were more popular. In 2011, totally 261 venture capital
investment funds were under the management of 236 venture
capital investment management companies with a total capital
of RMB 141.78 billion and an average management institution
size of RMB 600 million. On the other hand, totally 48 FOFs
invested in 236 sub-funds of venture capital. The number of

Abstract

sub-funds managed by the largest FOF reached 76, with the
capital managed totaling RMB 20 billion.

1.2 An overview of investment

According to statistics, in 2011, China’s venture capital
institutions added 1894 investment projects, with a total
investment of RMB 54.53 billion, including 987 high-tech
enterprise projects with an investment of RMB 22.98 billion.
By the end of 2011, the cumulative number of investment
projects was 9978, increasing by 1285%, or 14.8%, over 2010,
including 5940 investment high-tech enterprise projects
accounting for 59.5%. The cumulative investment amount was
RMB 203.66 billion, up 36.6% year on year, including RMB
103.86 billion invested in high-tech enterprises that accounted
for 51.0% ( see Table 1). Comparatively, the average
investment in a single high-tech enterprise project was 17.485
million yuan, slightly lower than the overall average project
investment of RMB 20.411 million.

Table 1 Accumulated investment of China’s venture capital by the end of 2011

Index Total Accumulated Number of Hi-tech Accumulated Investment Amounts of Hi-tech

) Investment Projects | Enterprises/Projects Amounts Enterprises/Projects

Year (units) Invested (units) i (RMB 0.1 billion) ‘ (RMB 0.1 billion)
2010 | 8693 1491.3 808.8
2011 9978 2036.6 | 1038.6

2 Characteristics of investment activities

2.1 New energy
environmental

and energy
protection

saving and
industries saw most
intensive investment

In 2011, the first five industries invested in by China’s venture
capital institutions, as per the number of projects, focus on, in
order, new energy and environmental protection industry,
software and information service industry, computer and
communication equipment manufacturing industry, other
industries, and other manufacturing industries, totally
accounting for 59.9%. The first five industries, as per amount
of investment, were, in order, new energy and environmental
protection industry, other industries, consumer products and

service industry, software and information service industry,

and ot her manufacturing industries, totally accounting for
55.6%. In general, in 2011, the concentration of the industries
invested in by China’s venture capital decreased slightly, and
the industries were further segmented, with investment focused
on manufacturing industries, especially on high-tech industries.
Investment in strategic emerging industries was still a hotspot,
but its share slightly fell. On the other hand, such industries as
consumer products and services; farming, and communication
and entertainment saw rapid increase in the number of
investment projects and investment amount (see Table 2).
The investment orientation of the venture capital is closely
related to state policies. In 2011, the capital market remained
weak and a strategic key point of expanding domestic demand

was to expand consumer demand. In the government work

1) Since most VC projects involve multi-round investment, subsequent investment projects are included in the number of investment projects in a year. However,

when calculating cumulative investment, a multi-round investment project is only deemed as a single investment project. Therefore, the increase of actual cumulative

number of projects is less than the number of projects in the year.




