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	Newest Debt Fund Launches With $195M 

	By Tomio Geron 
11/7/2007


	California Capital Partners LLC has launched a new debt fund that will loan capital to early- to mid-stage start-ups, the latest lender to emerge on the venture scene.

The $195 million California Ventures Debt Fund is expected to be made up of $65 million from limited partners and $130 million from Small Business Administration matching funds. The fund had its first closing last year and is expected to receive government approval during the first half of 2008, said John Nelson, managing partner of California Capital Partners.

Nelson said he's seen an increasing use of debt funding for start-ups -- estimating it to be as much as 7% of total start-up funding. The fund, the bulk of which has closed, has not been affected by the wider credit market problems, Nelson said. 

The firm expects to invest 40% in IT, 40% in life science and 20% in other sectors. It has thus far invested in two life science companies, one IT and one other undisclosed start-up. "In all of these we were the first money in in our round," said Nelson, who is also a venture partner with Shepherd Ventures and Vangel Capital. "We try to originate most of the deals."

California Capital Partners normally avoids media coverage and does not release the names of its investments. Part of the reason is to avoid other venture firms snapping up its companies, Nelson said.

The firm is one of several debt providers that have cropped up in the past couple of years. Earlier this year, Velocity Financial Group, backed by American Capital Strategies Ltd., launched with about $400 million in commitments. These firms have joined veterans like Hercules Technology Growth Capital Inc., Lighthouse Capital Partners Inc., TriplePoint Capital, and Western Technology Investment. 

California Capital Partners tries to invest in start-ups that are not as well known in Silicon Valley, Nelson said. 

To entrepreneurs, Nelson pitches debt as a better alternative to venture capital because of the terms that many venture investors demand.

"We've increasingly had a number of deals that look interesting with serial entrepreneurs who aren't real happy with the valuations they're getting from traditional VCs," Nelson said. "We've been able to make a compelling case to defer the equity round until they get better traction and are at a better point to negotiate dilution or valuation." 

A couple of quarters or a year after debt financing, start-ups often have a much better negotiating stance, Nelson said.

Nelson normally expects liquidity in a much shorter time-frame than venture firms: 24 to 42 months. California Capital can invest up to 20% of the fund in equity, but its strategy is to only put equity in after debt, Nelson said. 

As for limited partners for this fund, the firm has brought in banks, which it had not previously done, in addition to its stable of what Nelson calls "strategic corporate investors." 

	http://www.calcappartners.com 
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