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CaDi at ian Nctiono/Ventrre tal Assoct 

The Honorable Troy A. Paredes 
Commissioner 
U.S.Securitiesand Exchange Commission 
100 F Street, N.E. 
WashingJon,D.C.20549 

Re: National Venture Capital Association 

Dear Commissioner Paredes: 

On behalf of the National Venture Capital Association,I would like to congratulate you 
onjoining the Commission. It is my sincerehopethat we will be able to work with you toward 
our mutual goalsof investor protection and robustcapital formation. NVCA consists of more 
than 450 venture capital firms which advocatesfor policiesthatare favorable to American 
innovationand entrepreneurship. It also providesobjective research data to the public andworks 
to maintain high professional standardsfor its members. 

As I am sure you know, venture capital providesthe start-up and development funding 
for many companies that go public on U.S. stock exchanges. In 2007 alone, venture capitalists 
investedapproximately$30billion into small, high-risk,emerginggrowthcompanies in areas such as 
life sciences,information technology, homeland security, and cleantechnology. Until the recent 
"IPO drought"venture-backed companies have been a major portion of US IPOs on our national 
exchanges. 

NVCA has playedan active role in Commissionpolicymaking over the pasttwo decades. 
In addition to filing comment letters on variousrulemakings, we have become personally 
involved in a number of ways. For example, Ted Schlein, the immediate pastchairman of our 
board"u'as a member of the SEC's Advisory Committee on Smaller Public Companies. NVCA 
representativeshave served on the Planning Committeeof the Annual Small Business Capital 
FormationForum for nearly a decade. NVCA also is engaged with not only the SEC, but the 
FASB, the PCAOB and the IASB on auditing and accounting issues. 

In regard to regulatory policy, I would like to make you aware ofthe venture capital 
community'sconcernswith one of the outstanding rulemaking proposalsat the Commission:the 
2007RegulationD proposal. You probably know that venture capital funds often raise money 
throughthe use ofprivate offerings under SEC Regulation D. The Commission's 2007 proposal 
to modify Regulation D promptedNVCA to file the comment letter which I have attached. I 
believeour comment letterr which also incorporatesa comment letter filed in an earlier related 
rulemaking, speaks for itself. I merely wish to call your attentionto our comments on accredited 
investorstandards,which are, for venture capital, the most impodant part ofthis multi-faceted 
rulemaking. 
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I am enclosing a few of our most recent data publicationsfor yourreference. The 
enclosedinformationonthe current state of the IPO market is of particularconcernto NVCA. 
Should this situation persist,r,e would hope to meet with youanddiscussit. 

Again,pleaseaccept my best wishes for arewardingtenureas a Commissioner and 
NVCA's sincereoffer to be an open source perspectiveofuseful data and entrepreneurial onthe 
manypolicychoicesfacing the Commission. 

Pleasedo not hesitate to contactme or NVCA vice president,Jennifer Connell Dowling, 
(lcdowline@nvca.ors,703-524-2549)if we can be of assistance. 

Sincerelyyours, 

Mark G. Heesen 
President 

mailto:(lcdowline@nvca.ors
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October 9, 2007 

VIA E-Mail 

Ms. Nancy M. Morris 
Secretary 
U.S.Securitiesand Exchange Commission 
100 F Street, NE 
Washington,DC 20549- 1090 
ru I e -c o mm e nt s @se c. go't, 

Re: 	 ReleaseNos. 33-8828; IC-27922, (File No. 57-18-07)Revisions of Limited Ofering 
Exemptionsin Regulation D. 

Background 

The National Venture Capital Association iNVCA) representsthe vast majority of 

Americanventure capital under management. I Venturecapital funds providestart-up and 

development funding for innovative entrepreneurial businesses. 

Venture capital playsa special role in fulfilling thepurposefor which Regulation D was 

designed: facilitating capital formation. Indeed venture capital supports the ultimate goalof 

stimulating economic growthand creating capital formation by promotingentrepreneurship, 

jobs. Theseprovenresults ofventure capital investments are a tangible manifestation ofthe 

somewhatabstract eoal of "caoital formation." 

' The National Venture Capital Association(NVCA) representsmore than 480 venture capital fiIms. NVCA'S 
mission is to foster greaterunderstarding ofthe impotance ofventure capital to the US economy and support 
entepreneurial activity ard innovation. The NVCA rcpresents thepublic policy interests ofthe venture capital 
community, strives to maintain high professionalstandards,providesreliable industry data, sponsors professional 
development,and facilitates interaction arnong its me.mbers. For more information about the NVCA, pleasevisit 
www.nvca.0rg. 
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NVCA submitted a comment letter on March7,2007 on ReleaseNo. 33-8'166; lA-2576; 

File No. 57-25-06, Prohibition of Fraud by Advisers to Certain Pooled Investment Tehicles; 

AccreditedInvestors in Certain Priyote Investment Vehicles, which is referred to as the Private 

Pooled Investment Vehicle Release in this Release. NVCA's March 7, 2007 comment letter2 

addressessome ofthe issues regarding qualificationsfor venture capital fund investors raised in 

the current Release on Regulation D (hereinafter"RegulationD Release"). Therefore, we 

incorporatethose comments by reference into this letter. 

Venture capital funds routinely raise investment capital through a private placement 

offered under the safe harbor Rule 506.3 Therefore, NVCA's members are very interested in 

modificationsto Regulation D and support the Commission's efforts to provideadditional 

flexibility for privateofferings of securities. We strongly support the Commission's evaluation 

of its proposedrules in the Private Pooled Investment Vehicle Release(hereinafter"PPIV 

Release")that would create a separate accredited investor standard for private pooled investment 

vehicles within the broader context ofthe capital formation goalsofRegulation D. 

Summary of Comments 

1. TheCommission'smandate to promoteboth investor protectionand capital formation is 

promotedby venture capital. We continue to believe that the policy favoring an exemptionfor 

venture capital funds from any higher accredited investorstandardfor PPIVs is appropriate in 

light of both capital formation and investorprotectionconsiderations. 

2. The Rule 501 accredited investor standard for issuers generallyshould be the Regulation 

D accreditation requirement for venture capital funds. We urge the Commission to ensure that 

the new flexibility providedin these proposedchangeswill be available to venture capital firms 

to the same extent as all other issuers. 

2NVCA's comment letter is attached and is also availabl€ at hrtp:l/ww$,.sec.govr'comments/s7-25­


96iidowling7337.pdl(herinafterthe "March Letter").

' Seegenerally,MichaelHalloran,et al., VENTURE CApITAL OFFERTNG
AND PRTVATE NEGonAnoNS, Vol. I at 3-9 
(3"' Edition 2005) 
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3. ThePPIV Release proposalto exempt venture capital from application ofthe new 

accreditednaturalpersonstandardis appropriate and the proposeddefinition of "venturecapital 

fund" should be modemized to ensure that all venture capital funds are exempted. 

4. We suppoft theproposedrevisions to Regulation D in this Releasethatprovide greater 

flexibility for privateofferings of securities.


In particular,we support:


o Retention ofthe curent accredited investorstandard based on networth 

andincome 

o Addition ofthe altemative criteria based on investments for oualification 

asan accredited investor 

We also recommend thatfurther consideration be givento reduction of the time lapse 

required for the Regulation D integration safe harborto as few as 30 days in the case ofan issuer 

that has shown a clear commitment to a publicoffering but has withdrawn it becauseof market 

conditions. 

DetailedComments 

1. TheCommission's mandate to promoteboth investor protectionand canital formationis 

servedbv venture capital investing. 

Venturecapital is a provensuccessin promotingthecapital formation process.For the 

last four decades, venturecapitalhas helped found and build companies, createjobs, and 

catalyze innovation in the United States. Thiscontribution has been achieved through long-term 

investmentinto small, emerging growthcompaniesacrossthe country and across industry 

sectors. Venture capital has driven small business capital formation through investmentsin 

thousandsof US companies per year. Venturecapital not only invests in these companies,it 

helps them succeedand drive economic groMh. 
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Accordingto a study conducted by econometrics firm Global Insight, companies that 

startedwith venture capital accountedfor 10.4 million iobsand$2.3trillion in revenues in the 

UnitedStates in 2006.4 According to Global lnsight, revenues from venture backed companies 

represented17.6percentof IJSGDP and 9.1 percentof privatesector emplol.rnent in 2006.5 As 

awhole, these companies createdjobs at a ratetwo andone-halftimes faster than their non-

venturedcounterpartsfrom 2003 - 2006 and outperformed non-venturecompanies in job and 

revenuegrowth for every industry sector measured.6Thus nearly one out ofevery ten private 

sectorjobs is at a company that was originally venture-backed. The fact that almost l8% of US 

GDP comes from venture-backedcompaniesiisproof of the validity of the venture capital 

modelof capital formation. 

Venture investing is also a source ofquality economic growth. Capitalinvested by 

venture funds has resulted in thousands of successful companiesthat have pioneerednew 

frontiers. In the biotech sector, venture-backed companiesaccountedfor 54 percentofjobs and 

60percentofrevenuesin 2006.8 Companies that received investment capital from venture funds 

also accounted for 77 percentof all semiconductorjobs, 88percentof all jobs in the software 

industry and 94 percentof all jobs in computer and computer peripheralsin 2006.e 

Venture capital has backed such technology innovations as search engines (Google), 

computer operating systems(Microsoft),online video sharing (YouTube),and online auctions 

(eBay). Venture capital has supported life saving medical innovations (pacemakers,ultrasound 

and various drug therapies). It has supported business model innovations such as superstores 

a 
Testimony ofJonathan Silver, Founder and Managing Director Core Capital Partners, Washington, D.C. before the 

House of Representatives Committeeon Ways ard Means, September 6,200'1. Available at httpi//www.nyaa.org 
For information on prior years,see Global Insight, VENTURI IMpAcT, THE EcoNoMIc IMPORTANCE oF VENTURE­
BACKEDCor\pANrEsro rHEUS EcoNoMy, (3'dEdition 2007), available at 
http://www.nvca.org/pdflNVCA_Venturecapital0T.pdf.Seegenerally,2006NationalVenture Capital Association 
Yearbook,preparedlbr NVCA by Thomson Financial which includes statisticsfrom the 
Pricewaterhous€CooperslNvcAMoneyTreerM Repod basad on data from Thomson Financial. 
t td. 
" T€stimony of Kate D. Mitchell, Managing Director, Scale Ventue Partnerc, Foster City, CA before Senate

Committee on Finan ce, July ll , 2007 . Avalla&/e al ljlp1fugg1ryggg1g.
1Suora no:re 3.

8Supra note 4.

' Id.


http://www.nvca.org/pdflNVCA_Venturecapital0T.pdf
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(HomeDepot and Staples), qualityfood chains (WholeFoods), and coffee houses(Starbucks). 

While these companies and innovations arehouseholdnamestoday, they were at one time jusl 

ideasput forth by unknown entrepreneurs who had little experience in growinga business. The 

infusion of venture capital dollars and expertise helped turn these ideas into companies. These 

companiescreatednew markets that have, in turn, fostered the growthof competitors, which 

have continued the cycle of growthandinnovation. 

By promoting the strong public policy in favor ofjob growth,economic development and 

a higher standard of living for Americans, venture capital supports the Commission's capital 

formation mission. Therefore, rules that take into account the special role of venture capital in 

capital formation are completely consistent with the SEC's mission. 

Venture capital funds also benefit average investorsin many ways. They create 

operating companies thatgive public market investors the opportunity to share in significant 

growthand wealth creation. It is clear that, as much as investors need basicsafeguardssuch as 

full disclosure, they also need investment opportunities. Literally thousandsof companies would 

not exist today were it not for the venturecapitalsupportthey received early on. People 

investing for retirement, to buy a home or to educate their children have benefitedgreatly from 

tiregrowthof venture-backed companies like Cisco, Genentech, Outback Steakhouse, Intel, 

FedEx, Microsoft, Dell, Apple, and the other companies named already in this letter. These 

companiesandmany more venture-backed companieshave delivered exceptionalgrowthin 

shareholdervalue for many yearsfollowing their initial publicofferings and many continue to do 

so today. Therefore, there is substantial investorbenefit that comes from venture capital'sfocus 

ontaking entrepreneurial ideas to the pointof becoming public companies.r0 

2. 	The Rule 501 accredited investor standard for issuerseenerall)'shouldbe the Regulation 

D accreditation requirement for venture capital funds. 

r0In addition, Venture capital funds themselves havecollectively delivered above average retums for our aountry's 
pre-eminentinstitutionalinvestorc including public pension funds, university scholarship endowments, and 
charitable foundations. 



Noliono/ventureCapitol Associotion 
CommentLetter on Proposed Limited Offering Exception Under Regulolion D, File No. 57-18-07 
October9, 2007 

UnderproposedRules216 and 509 in the December 2006PPIV Release a new, higher 

"accreditednaturalperson"standardwould apply for individuals wishing to invest in private 

pooledinvestmentvehicles such as hedge funds and privateequ ity funds.rr We urge the 

Commissionto give seriousconsiderationto the manycomments it received in opposition to this 

new requirement. Furthermore, andmost important, we believe that an exception for venture 

capital funds from anynew requirement is appropriateandfully consistentwith the SEC's 

mission and the purposes underlyingRegulation D. On both capital formation and investor 

protection grounds statedin our March Letter and in this letter,venture capital funds shouldnot 

be subject to a higher accredited investor standard than any otherprivateissuers. 

Thereis little if any need for a higher level of sophistication for investors in private 

placementsofventure capital LP interests than for investments in the private placements of 

privateoperating companies. The Regulation D Release's rationale for a new $2.5million 

investmentstestfor investmentsin PPIVs does not apply and,as the PPIV Release proposed, 

should not apply in thecaseofventure capital funds. The Regulation D Release givesseveral 

reasonsfor this higher"accreditednaturalperson"test for PPIV. It says that PPIVs involve 

"uniquerisks, including risks ofundisclosed conflicts of interest, complex fee structures, and the 

higherrisk that may accompany such vehicles anticipated returns." Regulation D Release,p. 47­

48. To the extent we understand what the Release intends by these various terms, we do not 

believe any apply to venture capital funds as compared to otherprivateofferings.12 

Venture investing is straightforward. Venture funds do not rely on leverage, financial 

engineeringor investments in complex securities to producetheir returns. Sinceventurefunds 

focuson investingin operating companies,the risks involved in venture fund investing are the 

" The PPIV Release proposed that a natural personwishing to invest in a PPfV, other than an venture capital fund, 
would be requiredto meet the Rule 501 aoareditedinvestor standard and, in addition, own not less than$2.5million 
in "investments"as defined underproposedRule 509. 
'' The language in the Regulation D Rel€ase quotedabove, r€garding "uniquerisks, including risks ofundisclosed 
conflicts ofint€rest, complex fee structures, and the higher risk that may accompany such vehicles anticipated 
retums," appears to come directly from page17 of the PPIV Release. Footnqte 42 on pagel7 of thePPMelease 
cites the 2003SEC Staff Study ofHedge Funds in support ofthe statement thatprivateinvestment pools "have 
become increasingly complexand involve risks not generallyassociatedwith many other issuers ofsecurities." 
Sincethe 2003 HedgeFundStudyfound no basis to recommend change in regulation of venture capital funds, there 
appearsto be no factual basis nor a regulatory rationale in either this Release or the PPIV Release for applyinga 
heishtenedaccredited investor standard to ventwe capital funds. 
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andGPinterests. This alignment obviates any need for heightenedinvestorprotectionbasedon 

"undisclosedconfl icts of interest." 

Therefore,none ofthe stated reasons in the Regulation D Release, or the PPIV Release,ra 

for establishing a higher PPIV investor qualificationstandardapply to venture capital. As such, 

it is appropriate to treatventure capital fundsthe same as other privateissuers. 

3. The PPIV Release proposalto exempt venture capital from anplication of the accredited 

naturaloersonstandard is approoriate and t}te proooseddefinition of "venturecapital 

fund" should be modernizedto ensure that all venture capital funds are exempted. 

As noted already, the Commission's capital formation mandate and the more targeted 

purposeofRegulation D form a sound policy basis for the treatment of venture capital funds in 

thesameway as other privateissuers. Therefore the PPIV Release madean appropriate 

distinction when it exempted venture capital funds from any heightened standard for private 

pooledinvestment vehicles. Not only is thedeterminationappropriate,it is necessaryin order to 

preservea key ingredient in the successof venture capital funds. 

As statedmore fully in NVCA's March Letter commenting on the PPIV Release,the vast 

majority ofthe capital for venture funds comes from institutional investors that meet Rule 501 

standardsother than the standard for "naturalpersons,"i.e., individuals. However, the 

availability ofthe curent Rule 501 accredited investor standard for individuals is critical to the 

successofventure investing. An accredited investor standard for individuals higher than the 

current standard would eliminate the ability of some scientists, engineers, academics, 

entrepreneursand other "NehvorkIndividuals" to invest in venture capital funds. This would 

eliminate a critical incentive for these key players to assist in the identification and development 

of investment opportunitiesfor the benefit of the venture fund. Our March Letter providesmore 

tt Supra note 12. 
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4. 	We support the proposedrevisions to the limited offerinqexemotions in the Regulation D 

Releasethatprovideereaterflexibilitv for privateofferinssof securities. 

As noted above, we support retention ofthe current accreditedinvestor standard for 

RegulationD offerings. This definition has served both venture funds and their investors well. 

We support the Regulation D Release proposalto add an alternative means ofqualifying 

accreditedinvestors based on investments only. While we cannotpredicthow much this test will 

be used in lieu ofthe income or net worth tests in Rule 501, the criteria is as rational as the 

income and net worth tests in place and should allow greater flexibility for both fundsand 

investors. We do believe however, thata simpler,or a more principle-baseddefinitionof 

"investrnent"would make the new criterionmoreuseful and could helppromotereliance on that 

standatd. 

In keeping with the intent of the Regulation D Release, we recommendthat the 

Commissiongive further consideration to reducing the periodof time for application ofthe 

integrationsafe harbor.2o We are particularlyconcernedwith at least one circumstance. 

The key eventin the life of manysuccessfulventure backed companies is the initial 

publicoffering. Of course, the market for IPOs is notoriously unpredictable. It is not 

uncommonfor a company to make a full commitment to a public offering and still be required to 

stop short of completing the offering becauseof a change in market conditions. When this 

occurs, an excellent company can suddenly become very fragile in a number of ways. The 

ability to access theprivatemarketfor capital within thirty days ofthe abandonmentofan IPO 

could enhance theprospectsfor such a company's continued success.On the other hand, denial 

of new privatecapital for even ninety days, as is proposedin the Regulation D Release, could 

increasethe vulnerability ofthe company. Therefore, we recommend that considerationbegiven 

to shortening the integration period to thirty days in at least tlre circumstances describedhere in 

']oTheSEC Small Companies Advisory Committee recommendedthat th€ time lapseapplicable to the integmtion 
safe harbor be reduced to 30 days for all offerings. Final Reporl ofthe Advisory Committeeon Smaller Public 
Companies,(Apdl 23, 2006), pages94-96. 

l 0  
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order to provideclarity and certainty for issuers that find themselvesin this difficult situation.2l 

We are aware that there are concems regarding abuse of such a rule and would be pleasedto 

assist the staff in developing language to cover this situation while minimizing the risk of abuse. 

Conclusion 

NVCA appreciatestheCommission'sefforts to improve the flexibility of Regulation D. 

We also appreciate the Commission'srecognitionthat venture capital fundsplay an important 

role in fostering the goalsofRegulationD and should, therefore, be exempt from any heightened 

accreditedinvestorstandard that might be established for private pooled investment vehicles. 

We appreciate your considerationof our comments andrecommendations.If we can be of 

furtherassistancein regard to any ofthese matters, pleasecontactme or Jennifer Connell 

Dowling, vice presidentfor federal policy at 703 524 2549. 

Very Truly Yours, 

*-\ 

President 

'' We understand that the Commission attemptedto address theproblemofa withdrawn public offering in 2001 
through Rule 155(c); however, a simplerintegrationRule would be far more effective in promotingcapital 
formation in this situation. Seegenerally,Charles J. Johnson & Joseph Mclaughlin, CoRpoRATE FINANCE& THE 
SEcuRrrEsLAws,(3'"Edition, 2004), pages549-553. 

l l  
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Nancy M. Morris 
Secretary 
SecuritiesandExchangeCommission 
100 F Street, NE 
Washington,D.C.20549 

Re: 	 Commentson Proposed Rules: 
Prohibition ofFraud by Advisers to Certain PooledInvestment 
Vehicles;Accredited Investors in Certain Private Investment Vehicles 
Release No. 33-8766; lA-2576; File No. S7-25-06(the "Proposed 
Rules") 

Dear Ms. Morris: 

We are pleasedto havethe opportunity to comment on the ProposedRules, with a 
specific focus upon the Proposed Rules' impact on the venture capitalindustry. 

The National Venture Capital Associationrepresentsapproximately 450 venture 
capital and privateequityfirms. In this capacity, we seek to communicate thepublic 
policy interestsofthe venture capital community, promoteand maintain high 
professionalstandards,provide reliable industry data, sponsor professional development, 
and facilitate productiveinteractionsamongour members. 

Summaryof PrincipalConclusions 

1. The Proposed Rules appropriately excludeventurecapitalfunds from the 
new requirement that a naturalpersonhave at least $2.5million in investmentsto qualifu 
as an accredited investor (the"New Accredited Investor Rule"). Venture capital funds 
rely upon broad networks of individualscientists, engineers, academics,entrepreneurs 
and others ('Network Individuals")to assist in the identification and development of 
portfoliocompanies. Allowing Network Individuals to invest in venturecapital funds is 
animportantmethod by which these individuals areincentivized to apply their talents for 
the benefit of the funds and theirportfolio companies.Becausemany Network 
Individuals lack thepersonalwealth to make and hold $2.5million in investments, 
application ofthe New Accredited InvestorRule to venture capitalfunds would disrupt 
this incentive mechanism and thereby impair the functioning ofthe venturecapital 
industry. 

2. 	 The definition of "venturecapital fund" contained in theProposed Rules 
(i) is extremely complex and (ii) as a result of recent trends in the industry, fails to 
capture many true "venturecapital" funds. If this definition were not corrected, the New 
Accredited Investor Rulewould apply with respect to a substantial andgrowingnumber 
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ofbona fide venture capital funds, causing significant harm to the venture capital 
industry. 

(D As an initial matter, we believe it would be simpler and more 
appropriateto define venture capital funds by reference to their lack ofelective 
redemption rights, similar to the exclusion set forth in Rule 203(bX3)-1under the 
Investment Advisers Act. We suggest that a general prohibition on elective 
redemptionsfor a periodof 5 yearswould effectively distinguishventure capital 
funds from hedge funds and similar pooledinvestment vehicles. 

(iD If the Commission elects to proceedwith a definition of venture 
capital fund similar to that contained in the Proposed Rules, several technical 
corrections would be necessary to address the evolution ofthe venture capital 
industryin recent years, particularly in connection with the intemationalization of 
venture capital activities and the development ofvarious feeder/conduit 
structures. These technical corrections areproposedin our detailed comments 
below. 

3. The Proposed Rules appropriately reaffirm investor protections under the 
InvestmentAdvisers Act's antifraud rules in the context of all types of pooledinvestment 
vehicles, whether they be hedge funds, venture capital funds or othortypes offunds (the 
"AntifraudRules"). However, as curuently proposed,the Antifraud Rulesalso introduce 
enhanced"l0b-5" styleobligations, with potentialconsequencesthatare difficult to 
predictand could be highly disruptive to the venture capital industry. Even ifthe 
Commissionwere to concludethat enhanced obligations are necessaryto address 
concernsrelating to the hedge fund industry, we are unaware ofany basis for exposing 
venture capital funds to suchadditional obligations and risks. Accordingly,with respect 
to venture capital funds, we suggest limiting the Antifraud Rules to reinstating thepre-
Goldste\n status quo ante. 

Background on the Venture Capital Industry 

Venture capital playsa unique and valuable role in the U.S. economy.Venture 
capitalplaysa unique and valuable role in the U.S. economy. From 1970-2005 venture 
capital funds invested $385billion dollars into more than 23,703 U.S.companies. 
Companiesthat received venture financing between 1970 and 2005 accountedfor 10 
millionjobsand$ 2.1 trillion in revenue in 2005, correspondingto 9.0% ofUS private 
sector employment and 16.60/oof GDP respectively. These companies registered 4. 10% 
and 11.3o/o gainsin jobs and revenues respectivelybetween 2003 and 2005,while 
national employment grewonly l -3o/o and U.S. company revenues rose8.5%. Prominent 
companiesthat have received venture financing include: Microsoft, Federal Express, 
AOL, Apple, Office Depot, Intel, Home Depot, Cisco, Compaq, Genentech, Amgen, 
Starbucks,Amazon, e-Bay, JetBlue. Seagate, Yahoo,Google and YouTube. 

NVCA Comment L€tter r € Hedge Fund Rule (PALlBl 304132i 12) 3-7-07.DOC 
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Angel Investors 

In addition to professionally managed venturecapital funds, the venture capital 
industry includes a class of individual investors known as"angel"investors. Angel 
investors typically make "seed"investmentsin the range of$25,000 to $500,000per 
investment.'Becauseinvestmentsin this range often are not practicablefor larger 
venture capital funds, angel investors fill a critical "gap" in financing between founders 
andprofessionalventurecapital.Although many angel investors operate as individuals, 
others make investments throughpooledinvestmentvehicles.Coordinatingtheir 
investrnentactivities through apooledinvestmentvehicle allows angel investors to share 
insights, diversify risks, and amasslarger capital reserves to support portfolio companies 
through multiple rounds of financing. 

lf angelinvestorsweresubject to the New Accredited Investor Rule, it would 
significantlyimpairtheir ability to organize themselves into,or otherwiseparticipatein, 
funds because many angel investors do not have $2.5million in investments.o 
Perversely,by making it more difficult to pool their capital, the New Accredited Investor 
Rule would harm many angel investorsby forcingthem to make solitary direct 
investmentsand deny to them the benefits associated with pooledinvestment vehicles. 

Internationalization of the Venture Capital Industry 

In recent years,the venture capital industry has expandedits focus from a few 
regions in the United States (e.g.,Silicon Valley in California and Route 128 in 

commitmelts, but due to the long-term nature ofthe venture capitalprocessand the conesponding long-
term commitment made by participantsin venture capital funds, those individual investors typically have 
strong relationships with the managing venture capitalists. We understand tlat the Commission has noted a 
growingtrend in the hedge fund industry of "retailization" or the expansion of marketing activities to athact 
investon who may not previously have padicipatedin high-risk investments. However, there is no 
equivalerttrend in the venture capital industry. It would be inappropdate to subject the venture capital 
industry to the substantial harmsdescribedin this letter in order to addressmarketingtrends identifie.d 
solely with the hedge fund industry. 

5SeeMIT Venture SuppodSystems Project: Algel Investors, MIT EltrepreneurshipCenter, 
February2000, available at <http://angelcapitaleducation.org/dir_downloads/resources/ 
Research_VentureSupportPrqect.pdI>. 

6We note that many angel funds are actively managed by all investols. As a rcsult, intercsls in 
these funds would not be securities becausesuch interests are not interests in profits "derivedsolely fiom 
the efforts ofoth€$" as set forth in SEC v- W.J. Howey Co.,328 U.S.293. Nevertheless, requiringsuch 
funds to rely upon the subjective Howey t€st could seriously harm their ability to pool their capital and 
would be contrary to the Commission'spoliciesencouraging certainty in private offerings that underlie the 
adoptionof RegulationD. 

NVCA Comment Letter re H€dge FundRuldPALIBl 3044323 12)3-7-07 DOC 

<http://angelcapitaleducation.org/dir_downloads/resources/
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to a large number ofregions in the UnitedStates and abroad. Today, 
portfoliocompaniesmay be located in Seattle, Washington or Beijing, China. The 
intemational aspects of this expansion, in particular,serveU.S. interests in a variety of 
ways. For example, venture capital fundsoften help U.S.basedportfolio companies 
develop sales and operations in foreign countries, while helpingforeignportfolio 
companies bring newproductsandtechnologiesto the United States. The resultinglarge-
scale cross-fertilization of ideas, techniques, technologies and people is widely seen as 
further accelerating innovation around the globe- andhelpingto implant U.S. business 
practices,standards,ethics and ideals into foreign communities. 

Massachusetts) 

As a result of this internationalization, many venture capital funds make 
substantialinvestmentsin portfolio companies organizedor operated outsidetheUnited 
States, and many venture capital funds are themselves organized in foreign jurisdictions 
in order to address issuesarising under internationaltax treaties,currencycontrol regimes 
and other regulatory structures. 

As discussed below,certaincomponentsofthe New Accredited InvestorRule 
wouldexcludefrom the definition of "venturecapital fund" many funds participatingin 
thisprocessof internationalization - to the detriment ofthose funds and U,S. interests. 

F e e de r/C o nduit Str uc t ur e s 

As the venture capital industry hasmatured,sohavethe structures used to 
organizeventure capital funds. Modern structu(es include: 

1. Venture capital funds investingin other venturecapital funds. There are 
many reasons for this including: (i) large funds with a later-stage focusinvestingin 
smallerfundswith an earlier-stage focus in order to gainexposureto potential portfolio 
companies;(ii) establishedfunds investing in newer fundsin order to develop personal 
relationshipsamongventure capitalists thatmay subsequently leadto a merger oftheir 
respectivefirms; and(iii) fundsbasedon one region investing in funds basedin other 
regions in orderto gain insightsandlordevelop skills. 

2. "Funds-of-funds"organizedto enable Network Individuals andother 
smallerinvestors(who might individually be able to invest in only one or tlvo venture 
capital funds) 1o pool their capital and therebydiversify their risk acrossmanyventure 
capital funds. 

3. Affiliated venturecapitalfunds co-investing through a single subsidiary 
fund in order to more efficiently benefitfrom intemational tax treaties or to address 
currency control or other tax/regulatory issues. 

NVCA Comnenr LetEr re Hedge Fund Rule (PALIBI 10443 23_ l2) 3-7-0? DOC 
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Defining Venture Capital Funds by Reference to Elective Redemption Rights 

Forpurposesof the New Accredited InvestorRule,we believe it would be most 
appropriateto defineventure capital funds by reference to the absence of elective 
redemption rights -- similarto the exclusion of certain fundsin the definitionof "private 
funds"setforth in recently adopted Rule 203(bX3)-l underthe Investment Advisers Act. 

Dueto the long-term natureofventure capital investmentsand their general 
illiquidity, a venture capital fund typically cannot offer electiveredemptionsduringmost, 
if not all, of the fund's term. Occasionally, venturecapitalfunds do permit limited 
redemptionsin extraordinary circumstances,such as death or conflict with aninvestor's 
obligationsunderapplicable law./ In contrast, a fund that investsin publicly traded 
securitiesor other relatively liquid assetsgenerallycanpermit investor redemptions 
withoutundueburden, and periodic redemption rights are common in the hedge fund 
industry.While it is true that only a real-world test would answer the questionwith 
certainty,we believe that a generalprohibitionon elective redemptionsfor a periodof5 
yearswould effectively serve to identify venture capital fundsand distinguish them from 
hedgefundsand similar pooledinvestment vehicles.o 

Definingventure capital funds by reference to anelective redemption feature is 
preferableto the approach set forth in the Proposed Rulesfor three reasons.First, the 
definition in the Proposed Rules is extremely complex, involvingmultiple layers of 
definitions and exclusions.This would resultin uncertainty and increased costs.Second, 
ensuringthata venture capital fund complies with the operatingrestrictionssetforth in 
the Proposed Rules would proveburdensomein practice,again resulting in unceriainty 
and increased costs. Finally, as discussed in this letter, thecomplexdefinition set forth in 
the Proposed Rules fails to address a variety of issues attributableto the evolution ofthe 
venturecapitalindustry in recent years. Even assuming that our proposedtechnical 
correctionswere adopted, a complex definition would havean increased likelihood of 
conflict with the future evolution ofthe venturecaDital industrv. 

7We note that Rule 203(bX3)-i permitsertaordinary redemptions. 

3Thekey question,ofcourse, is whetherhedge funds would evolveaway from periodic 
rcdemption rights in rcsponse to a rlew rule defining venture capital funds. We believe that a 5-year 
prohibitionon elective redemptionswould conflict, as a business matter, with the annual''highwater mark" 
accoultingmethodused by most hedge funds in calculating the fund managers' "caried interest" profit 
share. Eliminating annual high water mark accounting would be costly for hedge fund managers, so we 
consider it likely that mosi hedge fund managers would preferto operate under the New Aacrcdited 
InvestorRule. Ifthe Commission were concernedthat 5 yearswould not be long enough to ensure this 
result, we believe that the venture capital industry would not be unduly burdened by a prohibitionon 
elective redemptions for the longer of (i) 5 yearsor (ii) 80percertofthe relevant fund's termof existence. 

IWCA Comnent Lefter re H€dge Fund Rule {PALIBl_3011323_12)3-7-07.DOC 
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In contrast,theexclusion ofventure capital funds in Rule 203(b)(3)-l under the 
InvestmentAdvisers Act is simple, compliance is inexpensive,and the likelihood of 
futureconflict is low. 

For these reasons,we believe that it wouldbemost appropriate to define venture 
capital funds by referenceto their absence of elective redemption rights - similarto the 
definitionof "privatefunds"set forth in Rule 203(b)(3)-1 under the Investment Advisers 
Act. 

TechnicalCorrections to the Proposed Definition of Venture Capital Fund 

If, notwithstanding the foregoing, the Commission elects to proceedwith a 
definition ofventure capital funds similar to that containedin the Proposed Rules, the 
following technical corrections would be necessary to address the evolution ofthe 
venturecapitalindustryin recent years, particularly in connectionwith the 
internationalizationofventure capitalactivitiesand the development ofvarious 
feeder/conduitstructures.Failureto includethesecorrectionswould cause the New 
AccreditedInvestorRuleto apply with respectto a substantial andgrowingnumberof 
true venture capitalfunds- causingsignificantharmto the venture capital industry. 

Non-UnitedStarcsPortfol io Companies 

Section 2(a)(46)(A) ofthe Investment Company Act requires thatan "eligible 
potfolio company"(1.e.a company in which a business developmentcompanycan 
generallyinvest) be organized, andhaveits principalplaceofbusiness,in the United 
States. This requirement is inconsistent with the increasingly intemational characterof 
theventure capital industry,as discussed above,and(ifnot modifiedfor purposesofthe 
ProposedRules)would subject many venturecapitalfunds to the New Accredited 
InvestorRule. 

Wewould suggestthat "eligibleportfoliocompany" be defined for purposesof 
the Proposed Ruleswithout regard to wherethe company is organizedor conducts 
business. 

Non-United StatesVentureCapital Funds 

Section 2(a)(48XA) ofthe Investment Company Act requiresthat a business 
developmentcompany be organized, and have its principal place ofbusiness, in the 
United States. This requirement is inconsistent with the increasinglyinternational 
characterofthe venture capital industry, as discussed above, and (ifnot modified for 
purposesofthe Proposed Rules) would subject many venture capital funds to the New 
AccreditedInvestorRule. 
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C. The term eligible portfolio company asdefined under section 
2(a)(46)ofthe InvestmentCompanyAct of 1940 shallincludea 
companythat is itself a venture capital fund. 

Guidanceon the Meaning of "Operatedforthe Purpose" 

Section2(a)(48)(B) ofthe Inv€stment Company Act providesthat, inter alia, a 
company is a business development company(andhence, a venture capital fund under 
the Proposed Rules) if it "is operatedfor thepurposeof making investments in securities 
describedin paragraphs(l) through(3) of [Section55(a) ofthe Investment Company 
Actl." 

We believe that this languageis intended to pick up the 60 percentelimitationset 
forth in the openingparagraphof Section 55(a), but which occursoutsidethe scope of 
Sections 55(a)(1)-(3); i.e. Ihat a company is a business developmentcompany if it is 
operatedfor thepurposeof making at least 60 percontof its investments in such 
securities.It would be appropriate anduseful for the Commission to clari$z this intentin 
its adopting release. 

Many venture capital funds invest through "tiered"structuresin which someor all 
investorsareequityholders of a parentvehicle, and a subsidiary vehicleactually makes 
the investments in portfolio companies.In certain cases, differentclassesof investors are 
admitted to the "upper-tier" and"lowet-tier" entities.As described above, suchstruc,tures 
often are used to obtain the benefits of internationaltax treaties or to comply with other 
regulatory requirements. An ownership interestin the subsidiary vehicleheld by the 
parentvehicleis not a security describedin paragraphs(l) through(3) of Section 55(a) of 
the Investment Company Act. We believethat the Commission would not intend that the 
holding ofsuch interests would be inconsistent with thepurposesof a business 
developmentcompany(andhence, a venture capital fund)as described above. It would 
be appropriate and useful for the Commission to clarify this intentin its adoptingrelease. 

Finally,many venture capital porlfoliocompaniesareacquiredin "stock-for­
stock" transactions, wherethe venture capitalfund receives securities ofthe aoquiror. 
Many,perhapsmost, ofthe securities received in suchtransactionswould not be 
describedin paragraphs (l ) through(3) of Section 55(a) ofthe lnvestment CompanyAct 
becausetheacquiror is not an "eligibleportfolio company." In many cases, theventure 
capital fund is required to tetain such securitiesfor long periodsafter the acquisition due 
to limitationsimposedby the securities lawsor contractual "lock-up"provisions.We 
believethatthe Commission u'ouldnot intend that thereceiptandholdingof such 
securitieswould be inconsistent with the purposesofa businessdevelopmentcompany 

" 70 percentin the te\t ofthe rule,but modifiedto 60 percert per Section202(a)(22)(A)ofthe 
Investment Advisels Act. 
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(andhence,a venture capital fund) as described above. It would be appropriate anduseful 
for the Commission to clarify this intent in its adopting release. 

Responsesto SpecificRequestsfor Comments from the Commission 

In Release No. 33-8766, the Commission requested commentson a variety of 
specificissues. We respond to certain ofthose requests below. 

I. We solicit comment on whether defining venture capitalfundwith 
referenceto the defrnition [o:fbusinessdevelopment companyJ provided in the Advisers 
Act is appropriate [as comparedto the defnition in the Investment Company Act]. 

While it would bepossibleto base the definition of venture capital fund for the 
purposesofthe New Accredited InvestorRule upon the definition in the Investment 
CompanyAct (insteadof the definition in the Investment AdvisersAct) we believe that 
doing so would require substantialmodihcationto the basic definition. 

The most important difference betweenthe definition ofbusiness development 
companyunder the Investment Company Act and that definition under the Investment 
Advisers Act is the application of Sections55 through 65 ofthe Investment Company 
Act. Amongother things, such provisions would: 

(a)Requirethat a venture capital fund register its securitiesunderSection 12 of 
theSecuritiesExchangeAct and file annual financial statementswith the Commission 
pursuantto Section l3 ofthe Securities ExchangeAct; 

(b) Require that a venture capital fund be managed by directors or general 
partners,a majority ofwhom are independentofthe fund; 

(c) Prohibit many common transactions among fund managers and venture capital 
fundsas a result of "conflict-of-interest"rules; and 

(d) Impose limitations on a venture capital fund's capitalstructureand 
distributions that are inconsistent with the practicesof many venturecapital funds. 

More generally,the definition of a businessdevelopmentcompanyunder t}re 
InvestmentCompany Act contemplates a publiclytraded,highly regulatedinvestment 
vehicle that has a very different nature thantheprivatelyoffered,and intensively 
negotiated,character of venture capital funds. 

2. Would it bemore appropriate to defne venture capitalfunds in terms of 
thefu investment objective and strategt (eg , investingin and developingstart-up and 
earlyphasebusinesses)? 

NVCA CommentLetter re Hedge FundRule (PALTBI 344$23 12J3-7-07.DOC 
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As described above, we believe the distinguishing characteristicsof venture 
capital funds are (i) an investment strategycharacterizedby direct investment in portfolio 
companiesfor long-term capitalappreciation,and(ii) provisionof managerial assistance 
to portfoliocompanies.We believeit is appropriate to rely upon these cha(acteristics to 
define venture capital funds. Subject to the comments set forth above, the Proposed Rules 
incorporatethese concepts by referenceto the definitions of "eligibleportfolio securities" 
and"substantialmanagerial assistance." 

3. [WJould it be more appropriate to defne private investment vehicles to be 
3(c)(1) Pools that do not permit their investors to redeem their interestsin the pools 
within a specified period of time ("holclingperiod")? Would such an approach cause 
mostj(c)(l) Pools to simply extend their holding periods sfficient to avoid application 
of theproposedrules? 

As discussedabove, in order to avoid the unnecessary tegulatorycomplexity and 
compliancecosts ofthe definition set forth in the Proposed Rules,we believe it would be 
more appropriate to define venture capital funds by reference to their lack of elective 
redemption rights -- similar to the exclusion in Rule 203(bX3)-l under the Investment 
Advisers Act. 

4.1/'eparticularly solicit the views of commenters on the different types of 
investments made by venture capital funds, as currently operating in the market, and 
businessdevelopmentcompaniegas de;fined under the Advisers Act- ... Ifwe were to 
adopt a defnition of venture capital fund based on either of the statutory definitions of 
business development company, should we modifi that definition to include venture 
capitalfunds that invest a signifcant amount of their assets inforeign securitiesand 
otherprivate pools? 

As described above, we believe that the definition of "venturecapital fund" 
should include funds that invest a significant amount oftheir assetsin foreign securities, 
other venture capital funds, and feeder/conduitentities. 

5. We request comment on whether excluding venture copital funds from the 
application o;f the proposed rules is (rppropriateat all. If so, would applying the proposed 
definition to them alfect their ability to raise capital? Are there other policy reasonsfor 
excluding venhtre capital;funds? For example, are there aspects of suchfunds that make 
themmore appropriate investments for lesswealthy investors? 

As described above, application ofthe New Accredited Investor Rules to venture 
capital funds would substantially harm the venture capital industry. Venture capital 
fundswould be unable to admit many Network Individuals, thereby impairing the funds' 
ability to identifyattractive investments andprovidemanagerial assistance to portfolio 
companies. Many angel investors would be unable to organize as collective investment 
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Expansionof Antifraud Rule,s 

Subsection206(a)-8(a)(2) ofthe Antifraud Rules reiteratesthe obligations of 
investmentadvisers set forth in Section206(4)ofthe Investment Advisers Act and 
clarifiesthat obligations are owed both to the adviser's client (i.e.a fund) and to the 
investorsandprospectiveinvestors in that fund. We do not have any criticism of this 
aspectofthe Antifraud Rules. 

Subsection206(a)-8(a)(l). however,would impose additional obligations that go 
far beyond thepre-Goldstein.rtalrlsquoante. While superficially similar to Rule 10b-5 
underthe Exchange Act, subsection 206(a)-8(a)(1)on its face appears to cover situations 
not connected with the purchaseor sale of a security. 

We are deeply concerned about subsection206(a)-8(a)(l) for three reasons. 

First, we note that there already is a material degree oflegal uncertainty over how 
Rule l0b-5 should be appliedto particular Thisuncertaintycircumstances. would be 
greatlycompoundedif applied to the generaloperationsof investmentfundsbeyond 
securitiesofferings. In other words, subsection 206(a)-8(a)(1) would expose investment 
fundsto significant new regulatory burdens of uncertain scope. This alone would be 
highlydetrimental to the venture capital industry. 

Second, and even more impoftant, subsection 206(4)-8(a)(1)would directly 
interfere with importantcommunicationsbetween venture capital funds and their 
Network Individual investors.As noted above, venture capital funds often work closely 
with Network Individuals who assistin the selection and mentoring of portfolio 
companies.ln this context. venture capitalists and Network Individualstypically discuss 
currentandprospective portfolio companiesin a frankand informal manner. Subjecting 
these discussions to the diligence and caution that are appropriate for a securities offering 
would,as a practicalmatter, prevent many such discussions from ever takingplaceand 
therebysubstantially burden the ability of Network Individualsto providetheir highly 
valuedassistanceto venture capital funds andportfoliocompanies. 

Finally, as an essential component oftheir role as portfolio c,ompanymentors, 
venturecapital funds often are in possessionof material confidential informationrelating 
to portfolio companies that they are prohibitedfrom disclosing to their investors (e.g., 
informationobtained by venture capitalists in their capacitv asportfolio company board 
members). If subsection 206(4)-8(a)(1) to require disclosurewere interpreted ofsuch 
informationin ordinary communications with fund investors, fund managerscould face 
an irreconcilable conflict - their duty to protecttheconfidentialityof portfolio company 
informationversus their duty under subsection 206(4)-8(a)(1)to make greaterdisclosure. 
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NO VENTURE-BACKED IPO'S ISSUED IN THE SECOND OUARTER OF 2OO8 

IPO Drought Creates Capital Market Crisis for Start-Up Community 

New York, New York, July 1, 2008 - For the first time since 1978, there were no venture-
backedInitial Public Offerings(lPOs)in the second quarterof 2008 according to the Exit 
Poll report by the National Venture CapitalAssociation (NVCA)and Thomson Reuters. 
Theabsenceof any offerings this quarterfollowsan exceptionally slowfirstquarterwhen 
only5 venture-backed companieswentpublic.This number is a fraction of the first half of 
2007when 43 companies wentpublic.Accordingto the NVCA, the situation is concerning 
enoughto be characterized as a capital markets crisis for the start-up community. 

"Venture-backedcompaniesthat successfully enter the publicmarketsrepresenta critical 
job creation engine for the United States economy, and that engine has completely shut 
down,"said Mark Heesen,presidentof the NVCA."Weneedto putregulators,legislators, 
presidentialcandidates,andtheprivatesectoron notice that this situation representsa 
seriousproblemthat will have long reaching economicimplicationsif not addressed. We 
view this quarteras the 'thecanary in the coal mine'." 

During the week of June 23, the NVCAsurveyeditsmembershipon the current IPO 
drought. The 660 plus responses that were received from venture capitalists across the 
countryreiniorcedthe concerns of the association,specifically: 
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. 81 percentof venture capitalistsdo notseethe IPO window opening in 2008. 

. Two{hirds of venture capitalists believe that venture-backedcompanies are less 
likelyto wantto go publictoday than they were 3 yearsago. 

. The three largest factors to which venture capitalists attribute the current IPO 
droughtare: 

o 	 Skittish investors (77 percent) 
o 	 Credit crunch/mortgage crisis(64 percent) 
o 	 Sarbanes Oxley regulation(57 percent) 

. 	 Only 8 percentof venture capitalists characterize the current IPO drought as "not 
critical"to the future health of the venture capitaland entrepreneurial communities. 

Dixon Doll, co-founderof Menlo Park based DCM and current NVCAchairmanremarked,'Whilewe clearly recognize that the IPO drought is being driven largely by a weak 
economy, there are other systemic factorsthat are making the IPO exit less attractive for 
highqualityventure-backedcompanies.Ourgovernmentand the privatesector should be 
doing all thatit can to encourage these innovative, highqualitycompaniesto enter the 
publicmarketsandgrowfrom there. The acquisition will always be an attractive and viable 
exit pathfor venture-backed companies, but the publicofferings create visible, long term 
economicgrowth.lmaginethe implications Google,or Intel decided if Genentech, to forgo 
a publicofferingand become acquired becausethepublicmarketoptionwas unappealing. 
The"nextGenentechor Google" may be making that decision rightnow. The best choice 
for that company shouldalso be the best choice for our capital markets system and our 
economy. 

Companiesthatwere once venture-backed 	 for 10.3 million but are now publicaccount jobs 
and 18 percentof US GDP, according to a 2007 Global Insight Report. 

The NVCA has been advocating for Sarbanes Oxley reform for severalyearsas the cost 
for small companiesto 90 publichas risen dramatically under the law. This cost, coupled 
with a decreased market appetite for smaller cap companies,a lack of analyst coverage, 
and a lower investor appetitefor technology stocks, has raised the bar considerably for 
venture-backedcompanieshopingt0 go public. Themedian age of a venture-backed 
companyfrom founding date to IPO hit a 27 yearhigh in 2007 at 8.6years. 

As of 6/30/2008, there were 42 venture-backed companies that have filed for an initial 
publicofferingwith the SECand are currently "inregistration."Thisnumberjs down40 
percentfrom its 3-year high of 72 companies inQ3 2007. 
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re-Backed 

2005-r 8 l  4.351.9 96.',7 l 0  120.7 't2.1 

2003-2 34 4;725.0 119.0 10 7 l 4 . l  '7t.4 

2005-3 1 0 1  48 18.0560 376.2 l 9  1-458.1 '76.7 

2005-4 87 l 9  2.594.0 66.5 1 8  1.592.1 92.2 

2006J 10'7 107.8 10 540.8 54 .1  

2006-2 105 40 4 .0185  I00.5 t 9  2 . 0 1 1 0  105.8 

2006-3 94 1.8948 92.7 934.2 l 1 6 8  

2i06-4 2.6 5.6168 z t6 .0  20 t . 6 l l  I  81 .6  

2007-l 82 29 4.540.3 t56.6 l 8  2-190.6 txt.1 

2001-2 87 36 3.9'72.3 1 1 03  25 4,146.8 165.9 

2001-3 100 10,810.0 201.9 t2 945.2 ?8.8 

2007-4 86 43 9-084.r 2 1 1 . 3  3.041.8 9 8 2  

2008.1 '74 28 3,602.4 t28.',7 5 282.'7 

2008.2 50 1 4  2.39'7.3 t 7t.2 0 0.0 nla 

ThomsonReuters & National Venture Capital Association 

*Only accountsfordeals with disclosedvalues 
**Includesall companies \rith at leastone U.S. VC investor that tradeonU S. exchanges, regardlessofdomicjle. 

Mergers and Acquisitions volume Declines 

In the secondquarterof 2008, 50 venture-backed M&Adeals were completed,14of which 
hadan aggregate dealvalue of $2.4billion.M&Avolumeof 120 transactions in the flrst 
halfof 2008 was down 28 percentfrom the first halfof 2007 when 169 transactionswere 
completed.The average discloseddeal value for the quarterwas$171.2 million. 

sector theventure-backedTheInformationTechnology dominated M&Alandscape,with 36 
deals and a disclosed totaldollar value of $1.8billion. Within this sector,Computer 
Softwareand Services companiesaccountedforthe bulk of the target companies,with 15 
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transactionsacross this sector subset, Non-High Technology saw the next highest levelof 
activitywith11 deals and a combined disclosedvalue$536.9million.Finally,Life 
Sciences deals accounted for 3 exits with disclosed valuefor one transaction of $53.2 
mi l l ion.  

Source:ThomsonReuters& National VentureCapitalAssociation 

The largest transaction of the quarterwas the acquisition of social networking siteoperator 
Bebo, Inc. byAOLLLC. The transaction, valuedat $850million,wascompletedin May. 

Deals bringing in the top returns,those with disclosed valuesgreaterthan four limesthe 
venture investment, accountedfor 55 percentof the totalcomparedto 52 percentlast 
quarter.Those deals returning lessthan the amount invested accounledfor 27 percentof 
the quarter'stotal, compared to 26 percentof the total lastquarter. 
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