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Development of China’s VC/PE Market

_ Phase 1 High i Phase 2 High  Post-Financial
StartingUp - growth Adjustment Growth Crisis Period
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reform and China” Government Rise of Launch of
Features innovation contemplating  government- ChiNext
Foreign VC/PE new policies backed funds
enter China
Launch of High return
SME board
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Fundraising (&)

25000 - I US Funds are picking up

again:
> US IPO market

20000 I reopens to Chinese
companies
» Launch of ChiNext with
15000 attractive price/earnings ratio

- |> Chinese IPO
suspension
] ive pri ' ' I > P/E ratio has come
down
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Rise of RMB funds post-2008:

» USD fundraising and
investments slow down due to
financial crisis

» Amendment to the Partnership
Enterprise Law

Data source: Zero2IPO
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Investment (#%)

Deal Sourcing
» Traditional method — referral
» Social & Entrepreneurial Media

Due Diligence
> Incubation + Investment
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Investment (%)

Industry Preference: 2014 Survey of Chinese GPs

Healthcare — 78%

T™MT __ 76%
CleanTech __ 75%
Consumer Service __ 63%
Manufacturing __ 29%
Finance __ 27%
Agriculture __ 17%
Resources __ 11%

Logistics F 6%
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Investment (%)

Investment Criteria

Leader in A Niche Market
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Product/5ervice, Techology, or Business Model Innovation

-:I Founding Team

» High Historical Growth

3rd

||

Clear IPO Timeline

-:- m Policy Related Opportunities and Risks

0% 20% 40% G60% 80% 100%  Current Revenues and Profitability

5th

“Fit” between investor and entrepreneur
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Portfolio Management (&
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Post-1PO stock performance (buy-and-hold return) of 273 companies listed on the SME board
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Grandstanding As an Explanation?

_ Chinese Funds Foreign Funds

Duration of Fund 5-7 Years 10-12 Years

High Net Worth Individuals il Livesels

LP Composition : : (Pension funds, Insurance
(Private Business Owners) :
Companies, Endowment)
Role of LPs Active Passive
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Exit (GB) - Time to Liquidation
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Exit (i) - Exit Ratio
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Exit GB) — Arbitrage Opportunity is Gone
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Key Features of VC/PE in China

G Fundraising and Investments are growing

5 ' Foreign, Domestic and Government-back Fu-

Limited post-investment value-added services

e Limited exit channels
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Thank You !

jlan@sem.tsinghua.edu.cn
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