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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



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’s a
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



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.



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. T he 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-



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



entrepreneurs are in shortage. The third one is the incompleteness of
operation mechanism of venture capital investment.Now in our
country, the number of real venture firm is very limited, and prop-
erty right exchange market and stock market are immature.

Developing venture capital investment has very important prac-
tical implications to our socialism market economy.Developing ven-
ture capital investment is the important means to promote the com-
mercialization of high technology, and is also the natural choice of
the strategy of “making our country strong through developing sci-
ence and education” .It’s beneficial to optimize the combination of
resources, improve the efficiency of capital utilization, and enrich
the investment styles. Finally, it can help high — tech industry clari-
fy property right, establish modern enterprise system and optimize
industrial structure.

The feasibility and advantages in developing venture capital in-
vestment in our country are described as follow. Firstly, the positive
macro environment provides the favorable external environment for
the development of venture capital investment. The continuous and
healthy economic increase is the prerequisite of developing venture
capital investment.Secondly, the increasingly emerging of high
technologies and the formation of high ~ tech development zones are
the important support to the development of venture capital invest-
ment in our country. Thirdly, shareholding system, development
and maturation of securities market, and the deepening of {inance
system reform provide the basic guarantee for the healthy operation
of venture capital.

5. The basic thought in developing venture capital investments



in our country is to establish and complete the entry, withdrawal
and supervision three internal mechanisms according to market prin-
ciples. To establish the entry mechanism ol venture capital invest-
ment, we must solve the two problems of the sources and financing
style of venture capital. To establish the withdrawal mechanism, we
have to create the second board market and counter exchange :%ys-
tem, and strongly promote the development of equity management
companies. Finally, we must build complete and strict supervision
system of venture capital investment.

Borrowing foreign experiences, and considering the reality of
our country, the thesis proposes that the model we should choose in
the primary stage of venture capital investment development is “gov-
ernment motivates and provides guidance, institutional investor
consists of the main body of investments, fund is the prior organiza-
tional form, and market mechanism is the operation principle.”

To motivate and provide guidance, government should estab-
lish government venture capital subsidy fund, provide credit guaran-
tee, stipulate privileged tax policy, complete related laws and
rules, and complete securities market function and gradually estab-
lish second board stock market.

Institutional investor consists of the main body of investors. At
the time being, financial institutions, big company groups, big en-
terprises are suitable for being the main body of investors. In the fu-
ture, we should actively assimilate social and private investors,
gradually forming the diversified body of investors.

Fund is the organizational form with priority. There are two or-

ganizational forms of venture capital investment institution: fund



system and corporate system. In our country, investment fund
should be developed with priority. At the same time, venture capital
investment corporation could be developed in proper speed.

Operating according to market mechanism.First is to establish
fair entry rules, and second is to establish convenient withdrawal
mechanism.

The following policy suggestions are proposed to develop ven-
ture capital investment in China;

1. Formalize high — tech firms, and establish scientific defini-
tion of high ~ tech industry and the standards and rules to classify
the technical level of the high - tech firms. This is the basic work
should be done to develop venture capital investment.

2. Properly position the role of government, bring its directive
role into full play in creating venture capital investments institution
and policy environment.

3. Establish venture capital fund adapted to the specific situa-
tion of our country as soon as possible, make it become the main
body of venture capital investment organizations and management
institutions, and operate according to models of market economy.

4. Actively create conditions suitable for development of ven-
ture capital investment, seek for breakthrough by establishing sec-
ond board market, and open the withdrawal channel of venture cap-
ital.

5. Enhance risk management of venture capital investment,
establish the effective supervision mechanism over the invested

firms, and decrease investment risk of venture capital fund.



15

fax

5—&5

5

XU B 32 23— AR 38

O 0O o o 0o o d

O o o o o

O O o o o o O

:JIJJ
)

O oo oo o ad

0000000000000 D0D0O0
000000000 O000O0O000n
0D00000000O0000O000n
0O’ 0000000O0000o0o0on
0D00000000O0O0o0Ooo0on
Dooooooaotd,

Jooobbobgdd

goooobodn

oo ogoogooobbod
Joodoooooooo* ooon
gooooboooobooogobooognn
gooobooobooogoboognn
goooooooboooooooogo
gooobooobooogobooogn
goooobooobooogoboognn
ogoboooboboboboobb

O 0o oo 0o d

O o 0o o o d



oo oooooooogoougon
gooooooo®* gooog” dooddgdgoood

oo ooonougoon
0 d dotdotbdbooooodoouoooouoouoodgad
0 d dodotbdoooootdoouoooouoouoodgad
0 Oo0odod

000" 00007 000000% venture capital invest-
ment 00000000 O0OOOOOO0OOOODOOODOOOO
000000000000000 “venture” 00 O0O0DODODOO
D0 rsk0 000 sk 000D 00O0OD0O0ODOO0OODOOO0O00O0O

l
[
U
oo boogbboobodobboboobobboobooogood
U
N
[

00000000000000 ventuwe 1000000000
0000000000000 00000000000D000
000000000000 00%, “venture capital investment”
0000000000000 00000000000D000
000000000000 0000000000000000
00000000 0000000000 venture capital” O
0« O00O0” 0*“ 00007 0O 0000 00000000
00000000000 000000000O0O0O0* 0000
(venture capital U 0" OUOOUO"  (venture capital investmentO O
0000000000000 000O000000

0000000000000 0000000000000
0oooooooo

DDDDDDDDDDDDDOECD)24DDDDDDDD
198300000000000000000000000000C
0000000000000 000000000000000
000000000 D0OoO W,



17

0000000000000 00000000000
0000000000000 0D000O00O0O0ooooao
OoaQgls

0000000000000 0000000o0o0o0an
0000000000000 0000O00000000O0
0000000000000 0o0o0o0ooao e,

0000000000000 D0DoooO 19990 110
0000000000000 0D000oo0oooooooao
0000000000000 0D00000O0o0ooooao
0000000000000 0000D000O0O0OoOoooao
000000000000 000000000O0O0o0aQ
00000000000 0000

oobooobobooonoooobooobbobooobon
gboobobdodobooobooobuouoobboonn
0ogd

.o buoououoobobouoobbn
gogbbooogod

;. ubg0ouoboboooobobbobboboabd

.0b00o0o0ooooobobooodod

s 0pgogouoobnbooouoobooooobbd
goooboododdoboootboooobouooboobooonon
goodoogogoooooan

s, ogoooobgobboboogoobobobogod
gbgobobgooooooobogn

., 00000 ooogooan
goobooboooooooooobooobooonon
gogbooogod

g g
a g

g O
g0

16 O

O O O 0O

U
U
U
U

a g
g

g0

g g

g0

g g



