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Abstract

This thesis consists of eight chap-
ters. Chapter one is the brief introduction to ven-
ture capital investment.Beginning with the defi-
nition of venture capital, this chapter introduces
the systematic components, the basic features,
and several typical forms of venture capital in-
vestments, and analyzes the operation proce-
dure, inherent mechanism and operation envi-
ronment of venture capital investments. The sec-
ond chapter is the case analyses of foreign ven-
ture capital practices. It briefly introduces the de-
velopment history of venture capital in the
U.S., and countries in Europe and South — east
Asia, summarizes the reasons and trend of the
development of venture capital investment in for-
eign countries, and categorizes foreign venture
capital investment into three types.The third
chapter is about the practices and thoughts of
venture capital investment in China. In this part,

I briefly introduce the history of venture capital
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investment in China, summarize the major obstacles in venture capi-
tal investment development, analyze the experience of venture capi-
tal investment development in Shen Zhen, and finally discuss the
feasibility and advantages of developing venture capital investment in
China. The fourth part is the core component of this thesis. It dis-
cusses the existing models and policies in developing venture capital
investment in our country, proposes the basic thoughts of develop-
ing venture capital investment in China, illustrates the possible
models, and at last, proposes the related policy suggestions.

From chapter five to eight, this book explains the viewpoints
of chapter four in detail.

The main opinion of the book are as follows:

1. The definition of venture capital investment is adopted from
“Opinions on establishing venture capital investment mechanism”
stipulated by the State Council, P.R.China. Venture capital invest-
ment refers to the investment behavior that provides stock property
capital, at the same time, business administration and consulting
services, in order to get added value though transfer stock property
after the invested firms have been matured. Venture capital invest-
ment is a systematic system, and comprises of venture capital, ven-
ture capitalist (or venture investment institution) and venture firm.

2. Venture capital investment has 6 basic features. First, it’'sa
type of investment with high investment volume, high risk, and
high reward.Second, the investment focuses on high — tech sector,
and targets at emerging middle and small sized high — tech firms
with high growth rate.Third, venture capital investment is the

combination of investment and financing.Fourth, venture capital
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investment integrates investment and administration. Fifth, venture
capital investment is a kind of equity capital.Sixth, venture capital
investment is recyclable. The feaure of capital operation is “invest —
recycle — re — invest”, so the withdraw of capital at proper time is
the unique and fundamental feature of venture capital investment.

There are four major types of venture capital: the traditional
venture capital, the venture leasing, Mezzanine financing, and
venture — backed leveraged buyout and venture — backed mergers and
acquisitions.

The operation procedure of venture capital investment consists
of three stages: financing, investment, and withdrawing. The for-
mation of venture capital, e.g., financing, is the major problem
of venture capital investment.It's the foremost difficult stage for
venture capital investment firms.Secondly, the utilization of ven-
ture capital, i.e., investment stage, is the most important
stage. It creates the two combinations determining the success of
venture capital investment: the combination of venture capital and
value added opportunities and the combination of venture capitalists
and venture entrepreneurs. Further more, the withdrawing of capi-
tal is the finalizing stage of venture capital. Withdrawing the invest-
ed capital and the value added profit is the purpose stage of venture
capital, also the key stage of properly operated venture capital.

The inherent mechanism of venture capital investment is re-
flected in two innovations: the investment and financing innovation
and management innovation. First, venture capital integrates capital
investment and financing. The two processes are intermingled.Second,

venture capital investment reflects management innovation.
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Four key environmental factors are highlighted as important to
venture capital investment in this thesis. The first factor is the
opened capital market, diversified capital resources. The second fac-
tor is developed property rights exchange market, especially the sec-
ond board market designed for the listing of high — tech firms. The
third factor is matured technology market and technology appraisal
mechanism. The last one is the support of government policy, in-
cluding tax induction, government subsidy, guaranteed loan, gov-
ernment purchasing, research and development in direct invest-
ment, etc.Among them, tax policy is the core factor.

The function of venture capital investment lies in three aspects:
beneficial to commercialization of high technology; beneficial to pro-
mote technical innovation of enterprises; beneficial to promote fi-
nance innovation and the completeness of capital market.

3. Reviewing the history of venture capital investment in the
U.S., and countries in Europe and South — east Asia, I summarize
the four reasons leading to the emergence and development of ven-
ture capital investment in these countries. Technical innovation and
the change of economic structure are the prerequisite of the emer-
gence and development of venture capital investment indus-
try. Matured shareholding system and developed finance market are
the cornerstones of the smooth development of venture capital in-
vestment. The participation and support of government is the exter-
nal motor of the development of venture capital investment. Finally,
the completed law system is the fundamental guarantee of venture
capital investment.

There are three major venture capital investment models in for-
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eign countries. The first one is the “supported by government, oper-
ated by private” model.In the U.S., private venture capital invest-
ment company is the main body of capital investment organizations,
and government provides strong support in planning, stipulating
privileged policy, and loan guarantee.The second is the “combina-
tion of government and private” model. In Japan, government, big
companies, and big banks together promote the development of ven-
ture capital investment. The third one is the European model of “al-
liance of big corporations and participation of government” . This is
a model which aims to compensate the inadequacy of private invest-
ment by government investment. The distinct feature of this model is
that the big corporations are engaged in venture capital investment
activities.

There are several apparent trends in the venture capital invest-
ment in the world. The first is the diversified venture capital re-
source, the second is that investment takes the form of security,
the third is the legalization of the means of motivating venture capi-
tal investment, and the fourth is the internationalization of venture
capital investment.

4. There are three major obstacles in the development of ven-
ture capital investments in our country.The first is the restricted
policy and institutional environment.This is embodied in the un-
matched tax policy and the lack of related legal regulations. The sec-
ond is the vagueness of the responsibility, right and benefit of the
investors. The most part of the capital resources comes from the ap-
propriation of government finance, capital from non — financial in-

stitutions is rare in the society, and prominent venture capitalist and



