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 IN THE NEWS 

Venture Capital:  What is it? And How can Tribes Benefit from Investing in this Asset Class. 
by  William Crader, CFA 

It’s clear one of the prevailing themes in 
Indian Country is the desire for diversifi-
cation away from their core gaming en-
terprises.  From our vantage point, we 
have seen Tribes pursue several strate-
gies that include acquiring corporate 
gaming operations in other markets, ac-
quiring businesses in the hospitality in-
dustry (like buying hotels) or increasing 
the amount of cash flow dedicated to a 
liquid investment portfolio.  As portfolios 
grow, asset classes often expand to in-
clude alternative investments, which typi-
cally are a higher risk category and tend 
to offer outsized returns.  Alternative as-
set class investments can include illiquid 
real estate, hedge funds, private equity 
funds and venture capital.   

Although venture capital (or “VC”) in-
vestments are inherently much riskier 
than most exchange-traded funds, like an 
S&P 500 index fund, a quality VC fund can 
provide a Tribe access to the opportunity 
to invest in innovative companies that 
may significantly appreciate in value. 
What is Venture Capital?  What is a VC 
Fund? 

Venture capital is financing provided to 
startup companies that are creating a 
novel solution to a significant pain point 
within a large industry.  Most of these 
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early stage companies do not have reve-
nue at the point of investment and re-
quire significant upfront capital to bring 
the product to market.   

The funding that creates a VC fund 
comes from Limited Partners (LPs).  LPs 
who contribute to VC firms are typically 
family offices, pension funds and universi-
ty endowments.  While these Limited 
Partners fund VC firms as part of their 
asset allocation strategy, they also under-
stand that with early stage technology 
investing, a full-time proven manage-
ment team focused and immersed within 
the ever-changing technology eco-
system is critical.  A top performing VC 
firm will review thousands of opportuni-
ties per year and end up investing in less 
than 5.  Each LP is sufficiently large to 
withstand the risk and looks for VC man-
agers with a strong track record, a fund’s 
“story” and a belief in their ability to 
source high-quality opportunities. 

A VC fund is a pool of capital, managed 
by partners that specialize in making ven-
ture capital investments.  Just like most 
other funds, the primary benefit of invest-
ing in a VC fund is the benefit of portfolio 
diversification.  Essentially, that means an 
investor gets the same potential upside of 
capital appreciation, but the risk of in-
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vestment is spread over a portfolio of 
companies.  Imagine instead of having to 
invest in one start-up company, an inves-
tor can now invest in up to 10 companies 
or more. 

Many of the investments will not per-
form, some will tread water, but the goal 
is to have one or two investments be 
highly successful.  The objective being 
those one or two successful investments 
will outweigh the losses of the other in-
vestments – by a significant margin. 
Why is Venture Capital Important? 

Venture capital is an important, yet 
small part of an institution’s asset alloca-
tion.  While the allocation is considered a 
small percentage of the portfolio, the 
potential for extremely high yielding 
returns can offset and/or out perform 
larger asset classes within the allocation 
stack.  Venture capital also provides a 
critical funding source to emerging com-
panies during critical phases of their 
product development and growth.  Ven-
ture financing is important to the entre-
preneurs who need capital to grow but 
find themselves either too small or too 
risky to get financing from traditional 
sources.  By filling this void, venture capi-
tal must provide a sufficient return to its 
investors to compensate for taking this 
risk (where others won’t).  

Venture capital has been an integral 
factor in driving our economy’s growth 
over the last three decades.  The list of 
companies that have received venture 
capital financing is impressive and in-
cludes companies like Amazon, Apple, 
Bed, Bath & Beyond, Costco, Genentech, 
Google, FedEx, Starbucks, Tesla, 3Com 
and Whole Foods.  According to the 
Stanford Graduate School of Business, 
“Despite the young age of the venture 
capital industry, a fifth of current public 
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U.S. companies received venture capital.”  
That percentage increases dramatically 
with companies founded more recently 
(in the Stanford study between 1979 to 
2013)1. 
How Can Tribes Benefit? 

Another benefit of VC investing is 
avoiding “adverse selection”.  We spoke 
with FlexPoint General Partner, Ross 
Hangebrauck about how tribes can bene-
fit from investing in a VC Fund versus in-
vesting in one-off startups and he offered 
these thoughts: 

“The problem of adverse selection is 
material to investors like Indian Tribes.  
Top performing VC funds can screen 
thousands of prospective deals each year 
and eventually, with thorough diligence 
and analysis, only invest in one or two of 
the best opportunities they screen.  In 
contrast, a single investor (like a tribe) 
may only come across a small, limited 
sampling of investment opportunities 
which puts them at a significant disad-
vantage because of limited visibility on 
other opportunities within the same in-
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dustry vertical.  Not that the investment 
the tribe is evaluating is ‘poor’ but just 
given volume of deals VC funds review, 
they maintain a better ‘lens’ on the total 
opportunity set with any technology ver-
tical.” 
How can Tribes get exposure to VC? 

Damon Safranek, CEO of the Paskenta 
Band of Nomlaki Indians offered this ad-
vice to Tribes looking for more exposure 
to investing in early stage, emerging 
growth companies: “Paskenta has been 
fortunate to begin to establish relation-
ships within Silicon Valley and with lead-
ing venture capital funds.  The Tribe has 
benefited greatly from gaming and has 
had successes and failures in investing in 
one-off start up companies.  We believe if 
a tribe is going to invest in high-tech, high
-growth companies, then investing in a 
venture capital fund offers the best ap-
proach.” 

Note:  If your tribe has interest in ven-
ture capital investing please contact us to 
setup a meeting. 
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