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Covered Fund Basics

• A banking entity 

– May not, as principal, directly or indirectly, 
acquire or retain any ownership interest
in or sponsor a covered fund.

– May not enter into “covered 
transactions” (as defined in  Section 23A 
of the Federal Reserve Act) with a covered 
fund for which the banking entity, directly or 
indirectly, serves as investment manager, 
investment adviser or sponsor, or any 
covered fund controlled by that fund (AKA 
“Super 23A”).
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The Basic Prohibitions Defining Covered Funds 

• 3(c)(1) or 3(c)(7) funds.  Certain funds 
exempt from the definition of an investment 
company:  issuer that would be an investment 
company under the Investment Company Act 
but for section 3(c)(1) or 3(c)(7) 
of the Act.

– Section 3(c)(1) excludes issuers with 100 or 
fewer beneficial owners

– Section 3(c)(7) excludes issuers whose 
securities are owned exclusively by “qualified 
purchasers”

– An issuer relying on either Section 3(c)(1) or 
3(c)(7) may not make a public offering

• Certain foreign funds with respect to U.S. 
banking entities.

• Certain commodity pools.  Commodity 
pools with similar characteristics.



Venture Capital Funds –

New Exclusion

On June 25, 2020, the agencies  excluded venture capital funds from the 
covered funds definition.  

The revisions went into effect on October 1, 2020.

• An issuer that is a “venture capital fund” as defined by the SEC for Advisers Act 
purposes:

– Represents to investors and potential investors that it pursues a 
venture capital strategy.

– Holds at least 80% of is assets in “qualifying investments” or short-
term holdings.

– Limits on leverage above 15%.

– Does not issue redeemable securities.

– Not registered under section 8 of the Investment Company Act and not 
a BDC.
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Definition of Venture Capital Fund



Venture Capital Funds –

New Exclusion (cont.)

• Requirements for a sponsor or adviser:

– Provides certain disclosures to investors.

– Ensures activities of the venture capital fund are consistent with safety 
and soundness.

– Complies with Super 23A and Super 23B.

• Banking entity and activity requirements:

– The venture capital fund may not engage in proprietary trading.

– The banking entity may not guarantee, assume, or otherwise insure the 
obligations or performance of the venture capital fund.

– Must comply with prudential backstops and comply with applicable 
banking laws/regulations, including safety and soundness standards.
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Definition of Venture Capital Fund



New Opportunities –

Third-Party VC Funds

• Banking entities may invest in third-party sponsored 
venture capital funds.

• Pre-investment diligence is advisable (e.g., reviewing 
private placement memorandum to determine whether 
the fund is pursuing a venture capital strategy).

• Certain protections for the banking entity may be 
appropriate, for example:

– Representations from the general partner regarding 
venture capital fund status.

– Withdrawal rights.

• Market practice is starting to develop.
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Other Opportunities –

VC Funds

• Banking entities may sponsor venture capital funds rather than 
relying on the asset management exemption.

– No limit on banking entity/employee ownership in 
venture capital fund.

– Similar restrictions to asset management exemption 
apply, such as Super 23A, Super 23B, no guaranteeing the 
fund, disclosure to investors, etc. (see above).

– Unlike a covered fund under the asset management 
exemption, a venture capital fund may not engage in any 
proprietary trading.

• Funds previously classified as “illiquid funds” may meet the 
definition of a venture capital fund.

– Illiquid funds must be divested by July 2022. 9
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12“The indispensable first step to getting the things you want out of life is this: decide what you want.” – Ben Stein

Reason #1

It is a good investment

WHY SHOULD YOU INVEST

IN VENTURE CAPITAL?



13You miss 100 percent of the shots you don't take. - Wayne Gretzky

BANK AND VC APPROACHES TO 

MANAGING RISK AND RETURN

Bankers minimize risk exposure

– The upside on a commercial loan is capped

– The downside seems unlimited

– Need to minimize loss ratio

VCs take calculated risk

– The downside is capped (can’t lose more than we invest)

– The upside seems unlimited (seeking 10x plus on best deals)

– Need to maximize the big success ratio



14Without action, the world would still be an idea – Georges Doriot

VC HAS PROVIDED 

EXCEPTIONAL RETURNS

• Single company risk is high, but a portfolio of funds across 

vintage years has substantially lower risk and attractive 

returns.

• Venture Capital Index1: 25 Yr Horizon Pooled return 26.64% 

IRR

• Only one vintage year with negative pooled returns since 1995  

(1999 pooled IRR was -0.97% with TVPI of 0.94)

• Low systemic risk – Low leverage equity investments

1 Data provided by Cambridge Associates LLC at no charge.
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Reason #2

It is good for

Business Development

WHY SHOULD YOU INVEST

IN VENTURE CAPITAL?

“Travelers, there is no path, paths are made by walking.” – Antonio Machado
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IT IS EASIER TO RETAIN A CLIENT

THAN LURE FROM COMPETITION

The biggest companies in your market in 2035 

may be coming into existence right now.

Do you want to know who they are?

Your local VCs have the short list.

The best time to plant a tree was 20 years ago. The second-best time is now. – Chinese proverb
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FASTEST  GROWING COMPANIES NEED 

VC TO FUEL THEIR GROWTH

Disproportionate share of new public companies are VC backed

– 42% of 1,339 companies between 1974 and 2015

– Represented 63% of market capitalization of those 1,339

– Accounted for 85% of total R&D of those 1,339

Includes five of the six largest market cap companies today

– Microsoft (1975), Apple (1976), Amazon (1994), Alphabet (1998), 

Facebook (2004)

– These five companies alone employ 1.55 million

My local example in Madison Wisconsin: Exact Sciences

– December 31, 2009: 4 employees

– December 31, 2019: 4,110 employees

– Today’s Market Cap: $23.7B

You cannot swim for new horizons until you have courage to lose sight of the shore. ― William Faulkner
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Reason #3

It can meaningfully impact 

the economy in your market

WHY SHOULD YOU INVEST

IN VENTURE CAPITAL?

A bend in the end is not the end of the road…Unless you fail to make the turn. ― Helen Keller
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THE US INNOVATION ADVANTAGE 

• 120-year history of government investment in basic research

• World’s greatest doctoral granting research universities

• Strong intellectual property protection / rule of law

• Greatest availability of angel /venture capital (52% of global VC)

• The world’s most liquid public markets

• Entrepreneurial DNA and cultural embrace of risk takers

Is the market you serve participating in the world’s 

greatest innovation economy?

The ability to ask beautiful questions, often in very unbeautiful moments, is one of the great disciplines of a human life. ― David Whyte
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CASE STUDY:

VENTURE INVESTORS LLC
First Wisconsin Bank (now US Bank) played vital role in our formation

– Two senior executives provided important early guidance 

– Lead investor in our first fund

– Banks represented ~10% of total capital commitments for first four 

funds

We promised focus on ideas emerging from University of Wisconsin

– Backed first spin-out where they took equity in lieu of upfront license 

fee

– Have since backed 26 spin-outs out of UW-Madison

– Built syndication relationships with coastal VCs to raise large rounds

– Numerous large exits through M&A or IPO 

– Many of our founders have become serial entrepreneurs

For most of the country, your participation would have a big impact!
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PROXIMITY MATTERS
VENTURE CAPITAL IS A SOCIAL NETWORK

Pre-Investment: Opportunity Identification and Due Diligence

Companies Approach Local VCs First, Local Network Finds Companies

Ability to Spend Time with the Team on Site

Importance of Building Interpersonal Relationships

One Degree of Separation: Are They as Good After Getting the Money?

Post Investment: Monitoring and Advising

You Don’t Really Know What is Going On If You Visit Once Quarterly

Local Networks of Experts are Accessible and Available

Hands on investing relying on experience – less regression to the mean

The Exception: Availability of a Trusted Local Lead

Knowledge That a Reliable Surrogate Is Filling an Important Role

Exceptions Occur in Recurring Patterns Based on Relationships

“Innovation – the heart of the knowledge economy – is fundamentally social.” – Malcolm Gladwell 
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WIDE AVAILABILITY OF MANAGERS
Most highly focused with deep domain knowledge. Can match your market need.

Stage

Seed

Early

Growth

Late

Role

Accelerator

Originator

Lead

Follow

Source

Incoming

Prospecting

University

Affiliation

Geography

National

International

Regional

Local

Sector

Tech

Healthcare

Cleantech

Fintech

ESG

Diversity

Environmental

Social

Impact

Value Added

Technical

Relationships

Experience

Guidance

Size

Micro

Mainstream

Large

Mega

Always consider investing in a grade-A man with a grade-B idea.  Never invest in a grade-B man with a Grade-A idea – Georges Doriot



23A ship is safe in harbor, but that's not what ships are for. ― William G.T. Shedd

Percentage of U.S. Venture Capital Managed 

by Firms in Just Three States:

California, Massachusetts, & New York

Percentage of U.S. Venture Capital invested 

in Just Three States

California, Massachusetts, & New York

84%

73%

GEOGRAPHIC DISPARITY
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Average fund size of a venture 

capital fund in California, 

Massachusetts, & New York

Average fund size in the 47 states 

other than California, 

Massachusetts, & New York

$278
M

$119M

DIFFERENCE IN AVAILABILITY

Entrepreneurship is neither a science nor an art. It is a practice. – Peter Drucker
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I DON’T BELIEVE THREE STATES 
HAVE 73% OF THE BEST IDEAS

The other 47 states have:

– 80% of the U.S. Population

– 74% of Academic R&D Spending

– 62% of issued patents

– 27% of venture capital funding

Regional recognition of the importance of a vibrant innovation economy

– Young employees want to work in an entrepreneurial ecosystem

– Big companies aware of the impact on talent recruitment

– Desire to build a supportive ecosystem: incubation, mentoring, & 

more

– Does it include capital formation at adequate scope and scale?

Invention is the talent of youth, as judgment is of age. - Jonathan Swift
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WHO IS LEADING THE CHARGE 
IN CAPITAL FORMATION?

Banks are in a unique community leadership position

– All businesses have a banking relationship

– Banks frequently are catalysts for community cooperation

– Now can play a key role in capital formation

If the leading institutions who know the community best and have the 

most to gain aren’t participating, why should anybody else?

“An idea is worthless unless you use it.” – John Maxwell
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