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Latest Report 

Venture Loan Research Report 2017 Is Issued; Commercial Banks Push 

Forward Venture Loans for Transformation 

By Queenie Han, Zero2IPO Research Center 

 

In recent years, China has entered a new normal featured by slowdown in growth and urgent need of 

economic restructuring. Amid the supply-side reform, mass entrepreneurship and innovation has 

become the major direction for government-backed industrial upgrading. The acceleration of 

innovation-driven development strategy gives rise to a big number of small and medium-sized tech 

enterprises that show robust demand for funds. However, with light assets, high risks and lack of 

collateral, early-stage enterprises can’t meet traditional credit conditions of commercial banks and thus 

face the bottleneck in financing. Under the background, the venture loan business emerged. On April 

20, 2016, China Banking Regulatory Commission, the Ministry of Science and Technology and the 

People’s Bank of China jointly released the Guiding Opinions on Supporting Banking Financial 

Institutions in Beefing up Innovation and Carrying out Pilot Project of Venture loan for 

Technology-based Enterprises, and announced the first batch of pilot projects that include five 

State-level independent innovation demonstration zones, i.e. Zhongguancun in Beijing, East Lake in 

Wuhan, Zhangjiang in Shanghai, Binhai in Tianjin and Xi’an, and ten banks including China 

Development Bank, Bank of China, Hengfeng Bank, Bank of Beijing, Bank of Tianjin, Bank of 

Shanghai, Hankou Bank, Bank of Xi’an, Shanghai Huarui Bank and SPD Silicon Valley Bank. 

 

 

In venture loan, commercial banks, by strategic cooperation with PE firms and relying on their 

evaluation and investment, invest in their portfolio enterprises in the “equity + debt” model, thus 
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forming integration of equity investment and credit loans. The business bridges the gap between 

commercial banks and small and medium-sized tech companies and combines debt financing with 

equity investment. That not only increases the total quantity and optimizes the structure of financial 

supply, but also eases the mismatch between the demand of early-stage tech enterprises and traditional 

credit business of commercial banks, thus becoming an important choice for the government to push 

forward innovation-driven strategy. Besides, the venture loan business also solves the mismatch 

between risks and returns in the traditional credit business to some extent, boosts the enthusiasm of 

banking institutions for investment, provides more chances for commercial banks in equity investment 

and helps advance the transformation of the banking sector to mixed operation and universal banks. 

With the fast development of direct financing and the acceleration of interest rate liberalization, the 

venture loan model has been increasingly favored by many banks. 

 

The special report proceeds from the basic model of venture loan business, takes for reference relevant 

cases both at home and abroad and elaborates the progress of the venture loan business in commercial 

banks as well as the obstacles that may lie ahead, so as to provide detailed information and in-depth 

analysis for other players. 

 

Venture Loan Models of 5 Demonstration Zones and 10 Pilot Banks 
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VentureLoan Models of Non-pilot Commercial Banks 

 

 

Model1: Bank + Subsidiary 

  

Most large commercial banks in China have established equity investment firms through holding or 

controlling subsidiary companies. But the Commercial Bank Law forbids commercial banks to carry 

out equity investments across mainland China. Therefore, direct equity investment firms of commercial 

banks are mostly offshore. 

  

After the commercial bank sets up offshore equity investment firm, it will recommend high-quality 

customers to the firm and grant loans and other support according to different stages of customers. In 

this mode, as the subsidiary belongs to the bank, the decision-making chain is shortened, and the 

communication cost is also reduced, which has obvious advantages. 

  

Model2: Bank + VC/PE 

  

(I)Banks Only Participate in Loan and Financial Services, and Won’t Share Returns on Equity 

Investment 

  

The “bank + VC/PE” model is presently the mainstream adopted by domestic commercial banks to 

explore the venture loan business, and will be one of the main ways in the next few years. Under the 

model, banks give a certain proportion of loans and related financial support to the enterprises that 

equity investment firms have invested or will invest in, and lock in consulting, settlement or other 

services for the invested enterprises to achieve the combination between equity and creditor’s rights. 
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At the early stage of cooperation, the venture loan model takes the dominant position, i.e. banks sign 

strategic cooperation agreements with some equity investment firms according to their risk appetite, 

track and get properly involved in the enterprises recommended by their partners, and establish the 

mechanism for sharing of information and risk with the equity investment firms. 

  

(II)Banks Share Equity Premium through Option Loans 

  

To share the excess returns from creditor’s rights amid the equity investment backdrop, banks establish 

an option with VC partners. That is, banks can specify the conversion of loans to a corresponding 

proportion of stock option in loan agreements. When the financing enterprises realize equity premium 

through IPO, trade sale or acquisition, VC firms can sell the stake they hold and share the returns with 

banks, thus realizing distribution of returns. In this way, banks not only bypass regulatory restrictions 

and share equity returns, but also somewhat mitigate risks together with VC firms. Compared with 

banks, VC firms feature stronger abilities in screening early-stage enterprises, which ensures the quality 

of financing enterprises. 

 

 

The model bypasses the restrictions on direct equity investment by commercial banks in China. While 

getting interest returns on loans, banks can also enjoy the excess premium returns on equity investment, 

which matches the high risk involved in loans at the early stage. In nature, the said profit-making logic 
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of commercial banks is similar to that of investment firms. But restricted by the risk control system, the 

philosophy about business development and the lack of professional talents, only a few Chinese 

commercial banks carry out the business and successful cases are rare, too. The business is still at the 

initial stage. 

  

Significance of Venture Loan: 

  

1.Solving the financing difficulty of technology innovation-based SMEs: Bank loan as one of indirect 

financing ways is still the main way for Chinese enterprises, but mainly middle and large-sized ones. 

As SMEs at the early or growth stage lack fixed assets and collateral, and their prospects are not clear, 

commercial banks are hard to get high returns matched with high risks under separate operation of the 

finance industry, and these enterprises can hardly get bank loans as a consequence. Through the 

combination between commercial banks and VC/PE firms, venture loan effectively reduces banks’ 

credit risks and expands the returns, which broadens the financing channel for technology 

innovation-based SMEs. 

  

2. Advancing Mixed Operation in the Banking Sector: The expansion of pilot venture loan business 

may be the start for banks to explore mixed operation and pave the way for further expansion of the 

business scope. To banks, partly loosening restrictions on the qualification for equity investment will 

advance their transformation of business model, help them develop the way of thinking as investment 

bank and increase their valuations in the long run. 

  

3. Enriching Banks’ Business Models: In the short run, given the limited size and high risk of tech 

innovation-oriented SMEs, banks will still carry out the business in the principle of prudent operation. 

Although that won’t significantly change banks’ performance, we think the significance of venture loan 

business lies in that it promotes mechanism transformation and lays the foundation for the mixed 

operation of the financial industry in the future. To banks, partly loosening restrictions on the 

qualification for equity investment will advance their transformation of business model, help them 

develop the way of thinking as investment bank and increase their valuations in the long run. 

  

Obstacles of Venture Loans: 

  

1. Policy and Regulatory Restrictions: Article 43 of the Law of the People's Republic of China on 

Commercial Banks explicitly forbids commercial banks from making direct equity investment. So, 

most commercial banks at home make equity investment mainly through cooperating with VC firms. 

Only ten pilot banks are qualified in directly setting up investment subsidiaries to carry out the venture 

loan business. As equity investment typically involves a long term, banks need to face the same bad 
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debt risk as VC firms. As the regulator hasn’t put in any measures about bad loan tolerance, 

commercial banks have concerns when carrying out the venture loan business. 

  

2. Conflicts between Commercial Banks and Investment Firms in Risk and Return Tolerance: 

Commercial banks focus on low risk tolerance and pursue defensive risk management that involves lots 

of funds and small profits. While VC/PE firms prefer enterprises with high risks, high returns and high 

growth prospects, and pursue small quantities of funds, high profits and excess return dilution risks. 

Meanwhile, commercial banks are apparently slower in making investment decisions than other 

non-banking financial institutions in the market. Even if an equity investment department is set up as a 

business arm, commercial banks will still find it hard to keep up with the non-banking investment 

institutions in the investment decision-making cycle and approval process given their approval and 

assessment mechanisms.  

  

3. Commercial Banks See Mismatch between Investment Exit and Fund Tenure: Normally, commercial 

banks make equity investment with funds with fixed terms, so, there are problems like mismatch of 

fund tenure. Besides, banks typically pre-set the terms of investment and ways of exit during equity 

investment. If banks have limited funds for investment and exit earlier than planned, they will lose the 

opportunity for investment appreciation and face the problems generally associated with unlisted 

enterprises, such as difficulties in valuation and a limited number of counterparties. 

  

Risk Prevention in Venture Loan: 

  

1. For Banks: Commercial banks shall actively improve the risk prevention and control mechanism of 

venture loan, optimize the credit business operation procedure and formulate corresponding supporting 

methods through deepening reform. They shall also specify requirements for risk management, 

improve the mechanism of risk evaluation, prevention and control, as well as carry out regulators’ 

requirements for mechanism isolation, risk isolation and risk mitigation. Employees’ business skills 

and risk recognition abilities shall be enhanced through training. It is also necessary to spread risks 

among various industries and controllable risk limits shall be set for emerging industries with large 

risks and industries with excessive capacity. 

  

2. For PE/VC and other investment firms: Investment firms of various types shall pay attention to the 

investment proportion and moderate leverage. When carrying out venture loan, banks shall not bear too 

many risks in business innovation and investment. The venture loan proportion needs to be controlled, 

and a larger proportion of venture investment in earlier-stage startups is necessary. For those at the later 

start-up stage, the proportion of bank loan can be properly increased. The bank shall actively coordinate 

with investment firms under the premise of controllable risks.  
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3. For government agencies: Government agencies of various levels shall also actively support the 

development of start-ups, and offer policy support to venture loan as much as possible to somewhat 

relieve banks’ credit risks. Besides, a compensation mechanism can be set up for credit risks in failed 

investment and reducing the banks’ losses. 

  

4. For regulators: Regulators shall deepen the supervision mechanism in each link of venture loan to 

prevent banks from bearing unmatched returns on investment and investors from pursuing interests and 

acting radically. At the same time, regulators shall also pay attention to the frequency and intensity of 

supervision, and strictly prevent illegal behaviors from occurring, and avoid trans-market risks. 

  

Summary: 

  

In the traditional credit culture, commercial banks, as the provider of indirect financing service, mainly 

serve mature enterprises and are risk-averse financial institutions. By contrast, equity investment funds, 

as direct fund suppliers, are aggressive in investment as they pursue risk returns and focus on the 

high-tech and high-growth emerging enterprises.  

  

But the new situations require commercial banks to intensify cooperation with equity investment funds. 

Commercial banks can provide the funding and financial consulting services to maximize the values of 

funds and portfolio enterprises. Correspondingly, equity investment funds can cultivate mature 

enterprises for banks, help them get more bank loans and jointly improve the values of the enterprises. 

In the future, commercial banks need to collaborate with equity investment funds, further break the 

boundaries of conventions, and take a path to cooperation and integration. 

 

BPEA News 

 

2017 China Cross-border Investment and M&A Summit successfully held in Shanghai, the 

strategy of Chinese mergers was discussed hotly 

 

2017 China Cross-border Investment and M&A summit was held successfully in the Shanghai financial 

district on April 27, 2017. The theme of the summit is the strategy of Chinese mergers, hosted by the 

Morning Whistle Group, co-organized by CAPE. More than 600 delegates attend this event to discuss 

the strategy of China cross-border investment and M&A under the new global ecological environment, 

including the national political elite, famous M&A funds, investment banks, consulting firms, law 

firms, accounting firm and other investment M&A professional institutions. 

 

After a burst of activity in 2016, Chinese cross-border mergers and acquisitions are entering a new 

growth stage. Under the influence of regulatory changes, Chinese overseas investment m&a will be 
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more focused on the improvement of global value chain. 

 

Mr. Song Bin, the executive vice president of BPEA and CAPE, managing partner of Lunar Capital, 

made a keynote speech on this event. He emphasized on that investment must serve the real economy 

and more cooperation between institutions should be seen in the cross-border M&A in the future. 

>Read more 

 

 

2017 "healthy China 2030" summit forum: industry funds can help to promote the sustainable 

development of China’s anti-aging industry 

 

On May 31
st
, 2017, the 2017 "healthy China 2030" summit forum was held in Beijing, co-organized by 

China anti-aging promoting association and BPEA. Representatives from investment and financing, 

health medical, candidate cities of "healthy China 2030 anti-aging demonstration city" and more than 

30 media reporter attended the forum. Mr. Teng Zhenghui, deputy secretary general of BPEA, said in 

his speech: " we are willing to provide our members investment opportunities from health and medical 

field and we believe industry fund can help to promote the development of China’s anti-aging industry. 

" >Read more 

 

 

No.65th of BPEA monthly training: the tax policy of partnership and specific asset management 

plan  

 

On May 10
th

, 2017, Mr. Zhu Chunzeng, CTA and partner of DAXIN accountants & business advisers, 

shared his views and experiences about the tax issues with partnership and specific asset management 

plan in the No. 65
th

 of BPEA monthly training. 

 

More than 90% of PEVC institutions use the partnership type, in order to avoid tax legally. Moreover, 

to encourage the development of the equity investment industry, there are some tax breaks for the 

partnerships in different places. In places such as Tibet and xinjiang, the minimum tax rate for natural 

persons in the equity investment partnership is 5%. >Read more  

 

 

One belt and one road series seminar: Chinese enterprises invest in Africa 

 

On May 16
th

, 2017, the one belt and one road series seminar: Chinese enterprises invest in Africa was 

held in Beijing, co-organized by CAPE, BPEA, KeJie global alliance of law, KeJie law firms. When 

Chinese enterprises invest in Africa, they could face a complex environment with challenges from 

historical, political, security, culture, economy, law and other aspects. In this context, the organizers 

invited legal experts from South Africa, Mozambique, Zimbabwe and Mauritius and other legal experts 

from KeJie shared the experience about the investment environment, opportunities and cases of 

investing in Africa. 

 

In South Africa, Banks and mining investments are subject to government restrictions, and Labour 

employment relationships need to be taken into account. In Zimbabwe, natural resources investment is 

http://bpea.net.cn/en/index.php?m=newscon&id=497&aid=18940
http://bpea.net.cn/en/index.php?m=newscon&id=497&aid=18943
http://bpea.net.cn/en/index.php?m=newscon&id=497&aid=18941
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tightly controlled by the government. In Mozambique, there are tax breaks for investment in many 

industries, which could be negotiated with the local government depending on the investment amount. 

In Mauritius, under the background of bilateral agreements, the multi-industry investment has a 

favorable tax preferential policy with low tax points. >Read more 

 

 

No. 54
th

 of ＂SmartMatch roadshow＂: special roadshow of TMT and consumption upgrade 

projects 

 

On May 25
th

, No. 54
th

 of SmartMatch roadshow – a special roadshow of TMT and consumption 

upgrade projects took place in Beijing. Four enterprises participated in this roadshow, attracting a 

number of investment institutions focused on TMT and consumption sectors. >Read more 
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