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The Evolution of Private Equity

Welcome to the FGA Partners report on the evolution of Private Equity, the difference
between Private Equity and Venture Capital and how digital assets will be playing a role
in this evolution.

We put together this research report so that we could dive into the rapidly evolving
landscape as it relates to the intersection of digital assets and traditional finance. We
explore how innovative private equity firms are venturing into the digital assets arena and
integrating them into their business models, paving the way for a future where technology
and finance intertwine in unprecedented ways.

The private equity sector has always been at the forefront of embracing new
opportunities, and the rise of digital assets is no exception. With cryptocurrencies,
blockchain technology, and tokenization gaining momentum, forward-thinking private
equity firms are capitalizing on these transformative trends. They understand that digital
assets offer a unique avenue for diversification, value creation and long-term growth. By
venturing into the digital assets arena, these firms are positioning themselves as pioneers
in this emerging space, with a keen eye on the future.

It is important that there is a good understanding of how private equity firms are
navigating the challenges and seizing the opportunities presented by the integration of
digital assets into their business models. The impact of this digital transformation on the
private equity landscape as a whole, as well as providing insights into the potential
benefits and risks associated with this paradigm shift are key points. Join me as we
explore the fascinating world where private equity and digital assets converge, and
uncover the strategies that will shape the future of the industry.

Louis Velazquez
Managing Partner
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The Distinct Differences Between Private Equity and Venture
Capital and How Digital Assets Will Transform The Industry

Introduction

Venture capital (VC) and private equity (PE) are critical investment vehicles that play
crucial roles in fueling entrepreneurial ventures and fostering growth in various
industries. While both VC and PE involve investments in private companies, they differ
significantly in terms of investment focus, stages of investment, risk profiles, investment
structures, and exit strategies. Understanding these differences is crucial for investors and
entrepreneurs in determining the most suitable form of funding for their specific needs
and objectives.

VC investments primarily target early-stage companies with high growth potential. VC
firms seek out startups and innovative ventures that are developing disruptive
technologies, products, or services. They focus on sectors such as technology, biotech,
clean energy, and consumer products, where there is a significant potential for rapid
expansion and market disruption. VC investors provide not only financial capital but also
strategic guidance, mentorship, and industry connections to support the growth and
success of the invested companies.

On the other hand, PE investments cover a broader spectrum of companies at different
stages of growth. PE firms target established companies across sectors, including growth-
stage companies, mature businesses, and distressed companies requiring restructuring. PE
investments often involve acquiring controlling interests or complete ownership of a
company but that is not always the case. PE investors aim to enhance the value of the
invested companies by implementing operational improvements, strategic initiatives, and
financial engineering, which they can do even owning less than controlling interest,
which we will cover in this report.

The landscape of private equity is rapidly evolving with the emergence of digital assets.
The inclusion of digital assets, such as cryptocurrencies and blockchain-based tokens,
into the private equity space is expected to be transformative. It will further differentiate
VC and PE, as these digital assets introduce new avenues for fundraising, liquidity, and
ownership rights. The integration of blockchain technology enables tokenization of
assets, fractional ownership, and streamlined transaction processes. This transformative
shift may attract a new breed of investor and entrepreneur, who are drawn to the potential
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While both VC and PE are essential investment vehicles for supporting entrepreneurial
ventures, they differ significantly in terms of investment focus, stages of investment, risk
profiles, investment structures, and exit strategies. Understanding these differences is
crucial for investors and entrepreneurs in making informed decisions about the most
appropriate funding source for their specific needs. Moreover, the inclusion of digital
assets into the private equity space is expected to bring further differentiation and
transformative changes, presenting new opportunities and challenges for both investors
and entrepreneurs alike.

Innovative Technology will continue to forge the future and disrupt
TradFi.
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Definitions and Investment Focus

Venture Capital

Venture capital is a form of financing that plays a crucial role in supporting early-stage
companies with high growth potential. VC investors are actively involved in identifying
and funding innovative startups that have disruptive technologies or business models.
Their goal is to provide capital, strategic guidance, and industry connections to help these
companies scale and become market leaders within their respective industries.

One of the key characteristics of VC investments is their focus on sectors with significant
growth opportunities. Technology, biotech, clean energy, and consumer products are
examples of sectors that attract substantial VC funding. These sectors often experience
rapid advancements and market disruptions, making them attractive for VC investors
seeking high returns on their investments. By targeting companies operating in these
sectors, VC investors aim to capitalize on emerging trends, technological advancements,
and changing consumer preferences.

In exchange for their investment, VC investors receive equity ownership in the
companies they fund. This equity ownership allows them to participate in the potential
upside as the company grows and achieves success. VC investors not only provide
financial capital but also bring expertise, industry knowledge, and a strong network of
contacts to support the growth and development of the invested companies. They often
take an active role in strategic decision-making, mentorship of founders, and facilitating
partnerships that can contribute to the company's success.

Venture capital is an essential component of the entrepreneurial ecosystem, providing
early-stage companies with the necessary resources to navigate the challenges of scaling
and achieving market dominance. Through their investments, VC firms help fuel
innovation, job creation, and economic growth. By identifying promising startups and
actively supporting their growth, venture capital investors play a vital role in shaping the
future of various industries and driving economic development. But as private equity
evolves and integrates digital assets into it’s business model, it will crossover into the VC
space. This will further complicate the landscape for venture capital firms in the future.

Private Equity

Private equity is an investment strategy that focuses on acquiring or investing in
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established companies and working closely with management to enhance their value and
generate significant returns. PE investors target companies at different stages of growth,
including expansion-stage, mature, and distressed companies. Unlike venture capital,
private equity investments typically involve the acquisition of a controlling stake or full
ownership of a company.

The primary objective of private equity firms is to drive operational improvements and
implement strategic initiatives that can result in increased efficiency, revenue growth, and
profitability. They often employ experienced professionals with industry expertise who
can provide strategic guidance and operational support to the companies they invest in.
By leveraging their resources, network, and industry knowledge, private equity investors
aim to transform the companies they acquire into more competitive and financially
successful enterprises.

Private equity investments are not limited to specific sectors and can encompass a wide
range of industries. PE firms seek opportunities in sectors where they can add value
through operational improvements, restructuring, or expansion into new markets. These
investments can involve companies in industries such as manufacturing, healthcare,
financial services, and retail, among others.

In terms of investment structure, private equity funds are typically structured as closed-
end investment vehicles with a specific investment horizon, often ranging from five to ten
years. The funds raise capital from institutional investors, such as pension funds,
endowments, and high-net-worth individuals, to finance their acquisitions and operational
initiatives. The returns generated from successful investments are shared between the
private equity firm and its investors through a profit-sharing arrangement.

Exit strategies in private equity often involve selling the invested companies after a
period of value creation. This can be achieved through an initial public offering (IPO),
where the company goes public and its shares are traded on a stock exchange, or through
a sale to another strategic buyer or a larger private equity firm. The objective is to realize
the increased value of the company and provide attractive returns to the private equity
investors.

Private equity investments focus on acquiring established companies and implementing
strategies to enhance their value and generate substantial returns. By taking a hands-on
approach and actively driving operational improvements, private equity firms aim to
create more successful and competitive businesses. The private equity asset class
provides opportunities for investors to participate in the growth and transformation of
established companies and can offer attractive returns over the long term.
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Investment Stages

Venture Capital

Venture capital investments are commonly made during the early stages of a company's
lifecycle, which typically include seed, Series A, and Series B funding rounds. These
stages represent crucial periods in a company's development, where it requires capital to
fund various activities such as research and development, product refinement, market
expansion, and talent acquisition.

During the seed stage, companies are often in the initial phases of turning their ideas or
prototypes into viable products or services. They may require capital to conduct market
research, refine their product offering, and build a founding team. VC investors play a
vital role in this stage by providing the necessary funding and resources to help transform
the company's concept into a tangible and marketable product.

As companies progress to the Series A and Series B funding rounds, they typically have a
minimum viable product or early market traction. The capital raised during these rounds
is typically used to scale operations, further develop the product, expand market reach,
and hire key personnel. VC investors not only provide financial support but also offer
strategic guidance, leveraging their industry expertise and connections to help the
company navigate the challenges and opportunities of its growth trajectory.

Beyond capital, VC investors often act as mentors and advisors to the company's
founders and management team. They bring valuable experience and insights from their
involvement in similar ventures, helping to steer the company in the right direction and
avoid potential pitfalls. VC investors also provide access to their networks, which can be
instrumental in securing partnerships, attracting top talent, and opening doors to new
business opportunities.

VC investments are considered higher-risk, higher-reward, as many early-stage
companies may face significant uncertainties and risks associated with market
acceptance, competition, and technological advancements. VC investors are aware of
these risks but are willing to take them in exchange for the potential for substantial
returns on their investments. They evaluate companies based on their growth potential,
market opportunity, team expertise, and competitive advantage.

SEED SERIES B
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Private Equity

Private equity investments encompass a broader range of stages, offering opportunities
beyond the early-stage focus of venture capital. PE investments are commonly
categorized into growth equity, buyout, and turnaround/distressed situations, each
targeting specific types of companies and investment objectives.

Growth equity investments in private equity involve providing capital to established
companies that have already achieved a certain level of success but seek additional
funding for expansion, market entry, or strategic acquisitions. These companies typically
have a proven business model and steady revenue streams but require capital to fuel their
growth initiatives. PE investors in growth equity aim to support these companies in
scaling their operations, entering new markets, launching new products, or acquiring
complementary businesses. The objective is to generate attractive returns by leveraging
the company's existing foundation and driving further expansion.

Buyout investments represent another significant aspect of private equity. In buyout
transactions, PE firms acquire a controlling stake or complete ownership of a company,
often resulting in operational and strategic changes. The acquired company may be a
mature business seeking growth opportunities, a family-owned business looking to
transition ownership, or a public company seeking to go private. The focus of buyout
investments is to enhance the acquired company's value by implementing operational
improvements, strategic initiatives, and growth-oriented strategies. PE investors work
closely with the company's management team to drive efficiencies, optimize operations,
and maximize profitability. The ultimate goal is to generate substantial returns by
unlocking the company's full potential and positioning it for long-term success.

Turnaround/distressed investments, as the name suggests, involve investing in financially
troubled companies that are facing operational or financial difficulties. PE investors
specializing in turnaround/distressed situations aim to revitalize these companies by
implementing strategic and operational changes, improving their financial position, and
ultimately turning them around. This type of investment requires a deep understanding of
restructuring processes, distressed debt, and operational restructuring. The objective is to
restore the company's profitability and value, often through measures such as cost
reduction, asset sales, debt restructuring, and operational streamlining.

In contrast to venture capital, private equity investments often require larger amounts of
capital due to the nature of the companies involved and the scope of their operations. PE
investors typically work with companies that have established track records, proven
business models, and stable cash flows. The risk profiles of PE investments can vary
depending on the stage and type of investment. While growth equity investments carry
moderate risk, buyout investments and turnaround/distressed investments tend to have
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higher risk profiles due to the challenges and uncertainties associated with operational
and financial transformations.

Private equity investments encompass growth equity, buyout, and turnaround/distressed
situations, providing a wider range of investment opportunities compared to venture
capital. PE investors support established companies in expanding their operations, driving
strategic changes, or revitalizing troubled businesses. These investments often involve
larger capital amounts and carry varying levels of risk depending on the investment stage
and type. The objective of private equity investments is to generate substantial returns by
leveraging the company's existing foundation, driving growth, and maximizing
operational and financial performance.

Growth Equity Turnaround

Seed / Early Stage Buyout/Buy-in Mezzanine Financing
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Tax Structure

The tax structures for venture capital and private equity investments differ based on
various factors, including the legal structure of the investment vehicle and the holding
period of the investment. Let’s explore the general tax considerations for each of these
investment types:

Venture Capital

e Pass-through taxation: Many VC investments are made through limited
partnerships or limited liability companies (LLCs) structured as pass-through
entities. In this structure, the profits and losses of the VC fund flow through to the
individual investors, who report them on their personal tax returns. This avoids
double taxation at the entity level.

e (Capital gains taxation: When VC investors sell their equity stake in a portfolio
company, the gain realized is generally treated as a long-term capital gain if the
investment was held for more than one year. Long-term capital gains are
generally subject to lower tax rates compared to ordinary income.

e Carried interest taxation: VC fund managers typically receive a share of the
profits from successful investments, known as carried interest. Carried interest is
often taxed as a capital gain, subject to certain requirements and holding period
rules. This treatment can result in a lower tax rate for fund managers compared to
ordinary income rates.

Pass-through Carried Interest
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Private Equity

e Fund structure and taxation: Private equity funds are often structured as limited
partnerships, with the general partner managing the fund and the limited partners
being the investors. The general partner receives management fees, which are
typically taxed as ordinary income. Additionally, the general partner may receive
carried interest, which, similar to VC, is often treated as a capital gain for tax
purposes.

e Buyout transactions: In buyout transactions, where a PE firm acquires a
controlling stake or full ownership of a company, the tax treatment depends on the
structure of the transaction. If structured as a stock purchase, any gain or loss
realized upon the sale of the investment will generally be treated as a capital gain
or loss. However, if structured as an asset purchase, the tax treatment may differ,
and certain assets may be subject to different tax rules.

e Debt financing and interest deductions: Private equity transactions often
involve significant debt financing. The interest paid on the debt is usually tax-
deductible, which can provide tax advantages and help optimize the overall tax
efficiency of the investment structure.

Fund Structure Debt Financing

1
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Digital Assets Shift in the Industry

The integration of digital assets into a private equity firm's business model can have a
significant impact and align with the future direction of the industry. Digital assets, such
as cryptocurrencies and blockchain-based tokens, offer unique opportunities for PE firms
to enhance their investment strategies, improve operational efficiencies, and tap into
emerging markets. Here are some key aspects to consider:

Diversification and new investment opportunities: The inclusion of digital assets provides
PE firms with additional avenues for diversification within their portfolios.
Cryptocurrencies and tokens represent a distinct asset class that can offer uncorrelated
returns and exposure to innovative technologies and projects. By investing in digital
assets, PE firms can access opportunities in sectors such as decentralized finance (DeF1),
blockchain infrastructure, and emerging technologies like artificial intelligence and
Internet of Things (IoT).

Increased liquidity and accessibility: Digital assets are known for their liquidity and
accessibility. Unlike traditional private equity investments, which often have long lock-
up periods, digital assets can be traded relatively quickly and easily. This liquidity can
provide PE firms with greater flexibility in managing their portfolios and capital
allocation. Furthermore, digital assets enable global participation, allowing PE firms to
access international markets and investors with ease.

Technological innovation and operational efficiency: Embracing digital assets requires
PE firms to leverage blockchain technology and digital infrastructure. The integration of
distributed ledger technology (DLT) can streamline processes such as fund
administration, investor onboarding, and compliance. Smart contracts and automation can
enhance efficiency, reduce intermediaries, and improve transparency in deal execution
and post-investment activities. These technological advancements can ultimately enhance
operational efficiency and reduce costs for PE firms.

Regulatory considerations: The integration of digital assets into the PE space requires a
thorough understanding of the evolving regulatory landscape. As digital assets gain
mainstream recognition, governments and regulatory bodies are developing frameworks
to govern their use and ensure investor protection. PE firms need to navigate these
regulations and comply with anti-money laundering (AML) and know-your-customer
(KYC) requirements to mitigate legal and reputational risks.

In contrast, venture capital (VC) firms have been more actively involved in the digital

asset space, particularly in funding early-stage startups focused on blockchain
technology, cryptocurrencies, and decentralized applications. VC investors have been at

12
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the forefront of supporting innovation in the digital asset ecosystem. They provide seed
and early-stage funding to startups developing disruptive technologies, protocols, and
platforms. VC firms are often more nimble and willing to take higher risks associated
with emerging technologies.

While VC firms have been early adopters of digital assets, the integration of these assets
into the traditional PE model represents a shift in the industry. PE firms typically focus
on more mature companies and larger-scale investments. The inclusion of digital assets
allows PE firms to tap into the growth potential of the digital economy and leverage the
benefits of this emerging asset class while applying their expertise in value creation,
operational improvements, and strategic guidance to drive returns.

The integration of digital assets into a PE firm's business model reflects the industry's
recognition of the transformative potential of blockchain technology and the growing
importance of digital assets in the global financial landscape. It presents opportunities for
diversification, increased liquidity, technological innovation, and access to new markets.
As the industry evolves, PE firms will need to adapt to the changing landscape and
embrace the potential of digital assets to stay competitive and capture value for their
investors.

13
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Risk Profile and Return Expectations

Venture Capital

Venture capital investments are indeed associated with higher risk compared to other
forms of investments. This heightened risk is primarily attributed to the early-stage nature
of the companies involved in the venture capital ecosystem. Startups typically operate in
industries characterized by rapid innovation, disruptive technologies, and unproven
business models. As a result, they face numerous challenges that contribute to the higher
risk profile of venture capital investments.

One of the key risk factors in venture capital is the limited operational history of startups.
Unlike more established companies, startups often have a shorter track record, which
makes it challenging to evaluate their financial performance and stability. This lack of
historical data increases the uncertainty and risk for investors. Additionally, startups are
prone to experiencing higher failure rates compared to more mature businesses. Many
startups fail to achieve market traction, encounter regulatory hurdles, or struggle to
generate sustainable revenue, leading to potential losses for venture capital investors.

The inherent risks in venture capital investments are further exacerbated by the dynamic
and fast-paced nature of the startup ecosystem. The success of startups is often contingent
on various external factors, including market conditions, competitive landscape,
technological advancements, and customer adoption. The high degree of uncertainty
surrounding these factors adds to the risk profile of venture capital investments.

However, despite the elevated risks, venture capital investments offer the potential for
substantial returns. Successful investments in startups that achieve significant growth and
market success can generate returns in multiples of the original investment. These
success stories, often referred to as "home runs," have the potential to deliver exceptional
returns and outweigh the losses or moderate returns from unsuccessful investments.

Venture capital investors recognize the higher risk associated with investing in startups
and, therefore, expect a higher risk premium to compensate for this level of uncertainty.
The risk premium reflects the additional return investors demand to justify taking on the
higher risk and potential for capital loss. Venture capital investors carefully evaluate
investment opportunities, conduct extensive due diligence, and leverage their industry
expertise and network to mitigate risk and identify startups with the greatest growth
potential.

14
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Private Equity

Private equity investments are indeed characterized by a relatively lower risk profile
compared to venture capital. This is primarily because private equity investors target
more established companies that have a proven track record, tangible assets, and a stable
customer base. By focusing on companies with a history of operations and a solid
foundation, private equity investors aim to reduce the inherent risks associated with
investing in early-stage startups.

One key aspect that contributes to the lower risk profile of private equity investments is
the emphasis on companies with a proven track record. Private equity firms typically
invest in companies that have already demonstrated their ability to generate consistent
revenue and profitability. These companies have a history of operations, which provides
investors with a better understanding of their business model, market positioning, and
growth potential. The availability of financial and operational data from past years allows
private equity investors to conduct thorough due diligence and make more informed
investment decisions.

Moreover, private equity investments often involve companies with tangible assets.
These assets can include real estate, equipment, inventory, intellectual property, or a
well-established brand. The presence of tangible assets provides a level of security for
private equity investors, as these assets can be utilized as collateral or sold to generate
value. The tangible nature of these assets adds a layer of stability to the investment,
reducing the overall risk compared to investments in companies primarily reliant on
intangible assets or intellectual property.

Private equity investors also aim to generate consistent and attractive risk-adjusted
returns through various strategies. These strategies include operational improvements,
financial engineering, and efficient capital allocation. Private equity firms actively
engage with portfolio companies to enhance their operational efficiency, streamline
processes, and optimize cost structures. By implementing effective management practices
and strategic initiatives, private equity investors seek to unlock additional value and drive
growth in their portfolio companies.

Financial engineering is another approach commonly employed in private equity
investments. This involves restructuring a company's capital and financing arrangements
to improve its financial performance and enhance returns. Financial engineering can
involve activities such as refinancing debt, optimizing capital structure, and executing
strategic transactions like mergers or acquisitions.

Private equity investors are skilled at efficiently allocating capital within their portfolio
companies. They identify growth opportunities, allocate resources effectively, and make

15
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strategic investments that generate a favorable risk-return trade-off. This disciplined
approach to capital allocation contributes to the overall risk mitigation and enhances the
potential for generating attractive returns.

16
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Investment Structure and Control

Venture Capital

In venture capital, investments are commonly structured as equity financing, wherein VC
firms acquire a minority stake in the company in exchange for their capital infusion. This
equity ownership allows VC investors to align their interests with the success of the
company and participate in its potential upside. By holding an equity stake, VC firms
become shareholders and have the opportunity to benefit from any future value
appreciation.

Beyond the financial investment, VC investors play an active role in the strategic
decision-making process of the company. They provide guidance, industry expertise, and
mentorship to the management team, leveraging their experience and networks to support
the company's growth objectives. This active involvement distinguishes VC investors
from passive investors who only provide funding without significant engagement.

However, the level of control and influence exerted by VC investors may vary depending
on the size of their investment and the terms negotiated in the deal. In some cases, VC
firms may acquire a minority stake without holding a controlling interest in the company.
In such scenarios, the management team maintains a higher level of autonomy in
decision-making, while the VC investors primarily act as advisors and sources of capital.

Nevertheless, there are situations where VC investors may negotiate additional rights and
safeguards to protect their investment and exert more control. These rights can include
board representation, veto rights on certain strategic decisions, and other governance
mechanisms. The extent of control and influence depends on factors such as the level of
trust between the investors and the management team, the investment amount, the stage
of the company, and the negotiation dynamics.

It is important to note that while VC investors may have a say in strategic decisions, their
involvement is typically driven by their desire to support the growth and success of the
company. Although that is not always the case as you do have passive VC firms that sit
on the sidelines waiting for the business to produce returns. The aim is to create value
and maximize returns for all stakeholders involved but having a standoff approach
doesn't accomplish this in the least. VC firms should have a focus on building value for
the entrepreneurs, management team, and the VC investors themselves. The collaboration
between VC investors and the company's management team is often crucial in navigating
the challenges and opportunities faced by early-stage companies. Only the VC investors

17
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that can provide this guidance are the ones that truly succeed in this space, others just get
lucky.

Private Equity

In private equity investments, the focus shifts from acquiring a minority stake to
acquiring a significant ownership stake in a company, which can range from a controlling
interest to full ownership. This shift in ownership structure grants PE firms a higher
degree of control and influence over the operations, governance, and strategic direction of
the invested company. Unlike in venture capital, where the focus is on supporting early-
stage companies, private equity investments typically target more established businesses.

With a substantial ownership stake, PE firms have the ability to implement changes and
make strategic decisions that can directly impact the company's operations and
performance. They often work closely with the management team to identify areas for
improvement, implement operational efficiencies, and drive value creation initiatives.
This active involvement allows PE investors to exert greater control over the company's
day-to-day operations and strategic decision-making, enabling them to enhance the
company's profitability and growth prospects.

Private equity investors leverage their industry expertise and experience to assess the
company's strengths and weaknesses, identify potential growth opportunities, and
develop a strategic plan for value creation. They may bring in their own team of
professionals or advisors to support the company's management in executing this plan.
These value creation initiatives can include initiatives such as operational streamlining,
cost optimization, revenue diversification, market expansion, or even mergers and
acquisitions.

The ultimate goal of private equity firms is to generate attractive risk-adjusted returns for
their investors. This is achieved through a combination of operational improvements,
financial engineering, and efficient capital allocation. By actively managing and
transforming the companies they invest in, PE firms aim to increase their profitability and
enhance their market position, ultimately leading to a higher valuation upon exit.

It is important to note that the level of control exerted by PE firms can vary depending on
the specific terms and agreements negotiated during the investment process. The extent
of control may be influenced by factors such as the size of the investment, the ownership
stake acquired, the industry dynamics, and the relationship between the PE firm and the
company's management team. Additionally, PE firms also have a fiduciary duty to act in
the best interests of their investors and ensure the long-term success of the portfolio
companies.

18
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Exit Strategies

Venture Capital

Venture capital investors have a variety of exit strategies at their disposal to generate
substantial returns for their investors. These strategies typically involve initial public
offerings (IPOs), mergers and acquisitions (M&A), or secondary market sales. The
choice of exit method depends on various factors such as the company's growth
trajectory, market conditions, and the investors' objectives.

[POs are a common exit route for VC-backed companies. In an IPO, the company offers
its shares to the public for the first time, allowing investors to sell their shares on the open
market. This provides an opportunity for VC investors to monetize their investment and
realize substantial returns. [IPOs are often pursued when the company has achieved
significant growth, established a strong market position, and has the potential for
continued success as a publicly traded entity. The IPO process typically involves
extensive regulatory compliance and requires the company to meet certain financial and
corporate governance standards.

Mergers and acquisitions (M&A) present another exit option for VC investors. In an
M&A transaction, the company is sold to a strategic buyer or another investor. This can
occur when a larger company sees strategic value in acquiring the VC-backed company
to complement its existing operations or enter new markets. M&A transactions can
provide an attractive exit opportunity if the valuation offered by the acquiring company
reflects the growth and potential of the VC-backed company. The proceeds from the sale
are distributed to the VC investors, allowing them to realize their returns.

Secondary market sales offer an alternative exit route for VC investors. In this approach,
the VC investors sell their shares to other investors in the secondary market. This can be
done through private placements or sales to institutional investors or other financial
entities. Secondary market sales provide liquidity for the VC investors, allowing them to
exit their investment before the company undergoes an IPO or M&A transaction. The
availability and attractiveness of secondary market sales depend on market conditions,
investor demand, and the perceived value of the company's shares.

It is worth noting that the timing of the exit strategy is critical for VC investors. While
VC investments are typically made with a medium-term horizon of around three to seven
years, the ultimate goal is to exit at the right time to maximize returns. This requires
careful assessment of market conditions, the company's growth trajectory, and potential
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exit opportunities. VC investors aim to capture the value created during the growth phase
and generate substantial returns for their investors within the anticipated timeframe.

Private Equity

Private equity firms utilize a range of exit strategies to realize returns on their
investments. These strategies include initial public offerings (IPOs), secondary buyouts,
and recapitalizations. However, unlike venture capital investments, PE investments
generally have longer holding periods, typically spanning five to ten years. This extended
time horizon enables PE investors to implement value creation initiatives and optimize
the company's operations before seeking an exit.

One common exit strategy for private equity investments is through IPOs. Similar to VC-
backed companies, private equity-owned companies may go public by offering their
shares to the public through an IPO. This provides an opportunity for the PE firm to
monetize its investment and allow public market investors to participate in the company's
growth. IPOs can be an attractive exit option if the company has achieved significant
growth, established a strong market position, and is ready to operate as a publicly traded
entity.

Secondary buyouts represent another exit strategy employed by private equity firms. In a
secondary buyout, the PE firm sells its ownership stake to another private equity firm.
This occurs when the company's value has been enhanced through the PE firm's
operational improvements and strategic initiatives, and another investor sees further
potential for growth and value creation. Secondary buyouts can provide liquidity for the
PE firm and allow for a smooth transition of ownership.

Recapitalizations are also commonly used by private equity firms as an exit strategy. In a
recapitalization, the PE firm adjusts the company's capital structure by refinancing its
debt or issuing new debt and equity. This allows the PE firm to extract some of its initial
investment while still maintaining a significant ownership stake. Recapitalizations can
provide the PE firm with a cash distribution while enabling the company to continue its
growth trajectory with a more optimized capital structure.

The longer holding periods associated with private equity investments allow the PE firm
to actively engage in value creation initiatives. During this time, the PE firm typically
works closely with the company's management team to implement operational
improvements, drive growth strategies, and optimize the company's financial
performance. These efforts aim to enhance the company's profitability, market position,
and overall value.
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The extended holding periods in private equity investments also align with the nature of
the investments themselves. PE firms often target established companies with a proven
track record, tangible assets, and a stable customer base. The longer timeframe allows the
PE firm to execute its value creation strategies, realize the full potential of the
investment, and optimize the company's financial performance before seeking an exit.

Comprehensive List of Notable Companies, Investments and Proposals
in the Digital Asset Space

Grayscale Investments: Grayscale is a leading digital asset manager that offers a variety
of investment products, including the Grayscale Bitcoin Trust (GBTC) and the Grayscale
Ethereum Trust (ETHE). In 2021, Grayscale filed for a Bitcoin ETF with the Securities
and Exchange Commission (SEC), but the SEC has yet to approve the filing.

Coinbase Ventures: Coinbase Ventures is the venture capital arm of Coinbase, the
leading cryptocurrency exchange. Coinbase Ventures has invested in a number of early-
stage cryptocurrency companies, including BlockFi, Compound, and Dapper Labs.

FGA Partners: FGA Partners is a private equity firm that is pioneering the integration of
digital assets in the private equity space. FGA Partners has invested in a number of
cryptocurrency companies and projects, including Blockstream, Pecu Novus Blockchain,
Genesis Capital, and itBit.

Bain Capital Ventures: Bain Capital Ventures is a venture capital firm that has invested
in a number of technology companies, including Stripe, Instacart, and Slack. In 2021,
Bain Capital Ventures announced that it would be investing in cryptocurrency companies.

Tiger Global Management: Tiger Global Management is a venture capital firm that has
invested in a number of technology companies, including Airbnb, Spotify, and Peloton.
In 2021, Tiger Global Management announced that it would be investing in
cryptocurrency companies.

Andreessen Horowitz: Andreessen Horowitz is a venture capital firm that has invested
in a number of technology companies, including Facebook, Twitter, and Airbnb. In 2013,
Andreessen Horowitz was one of the first venture capital firms to invest in a

cryptocurrency company, when it invested in Coinbase.

Ark Capital: Ark Invest is a digital asset management firm that offers a variety of
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investment products, including the Ark Digital Transformation ETF (ARKK). In 2021,
Ark Invest filed for a Bitcoin ETF with the Securities and Exchange Commission (SEC),
but the SEC has yet to approve the filing.

KKR: KKR is a global investment firm that has invested in a number of cryptocurrency
companies, including Circle and BlockFi. In 2021, KKR announced that it would be
investing in cryptocurrency infrastructure.

Goldman Sachs: Goldman Sachs is a global investment bank that has been involved in
the cryptocurrency space for several years. In 2018, Goldman Sachs launched a
cryptocurrency trading desk, and in 2021, it announced that it would be opening a digital
asset trading hub.

Morgan Stanley: Morgan Stanley is a global investment bank that has been involved in
the cryptocurrency space for several years. In 2021, Morgan Stanley announced that it
would be offering its clients access to Bitcoin through a private investment vehicle.

Vanguard: Vanguard is a global investment firm that has been involved in the
cryptocurrency space for several years. In 2021, Vanguard announced that it would be
exploring the possibility of offering a Bitcoin ETF.

BlackRock: BlackRock is a global investment firm that has been involved in the
cryptocurrency space for several years. In 2023, BlackRock announced that it has filed
for a Bitcoin ETF.

Cumberland: Cumberland is a digital asset trading firm that has been involved in the
cryptocurrency space since 2014. Cumberland has a number of institutional clients,
including hedge funds, family offices, and banks.

Fidelity, Citadel Securities and Charles Schwab: Fidelity, Citadel Securities and
Charles Schwab all backed EDX Markets, a cryptocurrency exchanged that launched in
June 2023. EDX Markets is a non-custodial exchange.

These are just a few of the many prominent TradFi institutions that have invested in the
cryptocurrency space. As the cryptocurrency market continues to grow, we can expect to
see even more investment from these institutions.

In addition to these investments, there have also been a number of proposals for
cryptocurrency-related products and services from TradFi institutions. The growing
interest from TradFi institutions in the cryptocurrency space is a sign that the industry is
maturing and becoming more mainstream. As more and more institutions get involved,
we can expect to see even more innovation and growth in the cryptocurrency market.
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In Conclusion

Venture capital and private equity are two distinct forms of investment that cater to
different stages of company development and have varying risk profiles, investment
structures, and exit strategies. VC investments primarily focus on early-stage startups
with high-growth potential. VC firms provide capital, mentorship, and strategic guidance
to help these companies accelerate their growth and establish a dominant position in their
respective industries. The goal is to generate significant returns through successful IPOs,
mergers and acquisitions, or secondary market sales.

On the other hand, private equity investments target established companies at different
growth stages, including expansion, mature, and distressed companies. Private equity
firms seek to enhance the value of these companies by implementing operational
improvements, strategic initiatives, and financial engineering. The aim is to generate
attractive risk-adjusted returns over a longer investment horizon. PE firms often acquire a
significant ownership stake in the companies they invest in, allowing them to exert
greater control over the operations, governance, and strategic direction of the invested
companies.

The integration of digital assets into the private equity business model is expected to be
transformative. As digital assets, such as cryptocurrencies and blockchain-based tokens,
gain broader acceptance and recognition, private equity firms are increasingly exploring
their potential as investment assets. This integration allows PE firms to access new
investment opportunities and participate in the growth potential of the digital asset
ecosystem. By incorporating digital assets into their investment strategies, private equity
firms can diversify their portfolios, capture potential upside, and tap into innovative
technologies and business models.

This integration of digital assets further distinguishes private equity from venture capital.
While VC investments focus on early-stage startups and emerging technologies, private
equity firms can leverage digital assets to enhance the value of more established
companies. This demonstrates how private equity is adapting to the evolving market
landscape and positioning itself at the forefront of technological advancements. By
embracing digital assets, private equity firms can potentially unlock additional growth
opportunities, attract new investors, and drive innovation within their portfolio
companies.

Understanding the inherent differences between venture capital and private equity is
crucial for investors and entrepreneurs seeking capital. These differences encompass
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investment focus, stages, risk profiles, investment structures, and exit strategies.
Furthermore, the integration of digital assets into the private equity business model is
expected to be transformative, pushing the boundaries of the industry and expanding the
growth potential of private equity firms. By embracing digital assets, private equity firms
can position themselves as forward-thinking entities, ready to capitalize on the
opportunities presented by emerging technologies.

Disclaimer
This report is for informational purposes only and should not be construed as financial advice.
The information contained in this report is based on sources that are believed to be reliable,
but no representation or warranty is made as to its accuracy or completeness. The information
contained in this report is subject to change without notice. FGA Partners is not a financial
advisor, the author of this report is not a financial advisor and neither provides financial
advice. As such neither FGA Partners nor the author are responsible for any losses or
damages that may result from the use of this report. Readers should do their own due diligence
and research before making any investment decisions.
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