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What has occurred on the  
legislative front as it relates to  
the taxation of carried interest?
On Friday, June 22, Representative Sander 
Levin (D-MI) and more than a dozen other 
House Democrats introduced a bill to tax 
as ordinary income the carried interest 
earned by investment fund managers. The 
bill, if enacted, will have broad implications 
for a multitude of asset classes functioning 
within the structure of private partner-
ships including venture capital. Our carried 
interest earned is currently taxed at a lower, 
long-term capital gains rate, which NVCA 
believes is entirely appropriate given the 
nature of our investments.

The Senate has yet to introduce legislation 
in this regard, but has shown considerable 
interest in the tax structures and business 
practices of private equity including buy-
out, venture capital and hedge fund firms 
and has held two hearings on the topic to 
date. The NVCA testified at the first of 
these hearings before the Senate Finance 
Committee on Wednesday, July 11, 2007. 
NVCA Board Director, Kate Mitchell of 
Scale Venture Partners delivered the ven-

ture capital industry’s testimony. A copy of 
Kate’s testimony is available at http://www.
nvca.org/pdf/kmitchell_testimony-7-11-
07.pdf. We expect the discourse surround-
ing these issues to be extremely active in 
the coming months.

How has the NVCA been advocating 
on behalf of the venture industry 
regarding this issue?
Since April when this potential legislation 
first came to light, the advocacy efforts sur-
rounding tax changes to carried interest have 
taken precedence for the NVCA public policy 
and public outreach teams. The NVCA staff 
has been meeting with each and every staff 
member of the Senate Finance Commit-
tee, House Ways and Means Committee and 
Joint Tax Committee. In these meetings with 
members and staffers, we have been providing 
detailed information about the venture capital 
industry, our compensation structure, and our 
contribution to economic development and 
innovation in the United States. We have pro-
vided Congress with materials that explain in 
detail how carried interest applies to the VC 
industry and why it is taxed appropriately.
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Carbon Value in Cleantech:
Critical for Valuation, Revenue and Partnerships

The appetite of the venture capital community for Cleantech investment is large and growing, totaling more than $5.1 billion in 2007 

and approximately $1.25 billion for the first quarter of 2008. Climate change represents one of the primary drivers for this investment 

Today, scientists have effectively convinced investors, companies and consumers of the urgent need to reduce greenhouse gas emissions. 

Therefore, U.S. regulation is inevitable and, in the case of California, on a time-line already established by AB32 (the greenhouse 

gas legislation passed in 2006 which requires reductions in emissions to 1990 levels by 2020). While the scope and content of such 

regulation remains unclear, carbon reduction will certainly have value. And every private (and public) company will be affected, with 

disproportionate impact on those in the Cleantech space.

Why Is Carbon Reduction Value Important Now?
Venture investors must understand the value in carbon reduction for at least three reasons.

Value through Ownership.1.  As Cleantech companies drive revenues through sales of products and solutions and expand through 

partnerships and strategic relationships, it is critical to clearly articulate the ownership of carbon value. Companies can either retain 

ownership or include the same in the prices of products sold. This lesson has already been learned — the hard way — with respect to 

renewable energy credits (RECs). In 2006, California passed legislation which provided that unless a renewable energy provider had 

addressed ownership in its pre-2005 contracts, REC benefits were assumed to have been already sold to purchasers.

Value through Sales.2.  Valuations of Cleantech companies will be impacted by the carbon market and the value of carbon reduction 
strategies — in current and future financings and in connection with mergers, acquisitions, and initial public offerings. Valuations will 
reflect increased revenues from sales of energy efficient and carbon reducing products and technology. There will also be increased 
competition among investors for companies that offer these solutions, not only from the venture capitalcommunity but also from private 
equity, the established energy sector, and the Fortune 1000.

Value through Trading.3.  As a robust trading market emerges in the U.S. to match or surpass the European model, carbon reduction will 
have value that may be captured through revenues from sales of allowances or credits. The first step to understanding carbon reduction 
value is understanding the regulatory framework from which the value will derive.

Understanding the Regulatory Framework 
Estimates on the potential for a global carbon market are startling. Analysts at Point Carbon, a research firm based in Europe, have 
reported that in 2007 the global market for buying and selling carbon emissions — a market that primarily involves purchasing the 
right to emit greenhouse gases by industries in European countries that are required to reduce emissions under the Kyoto Protocol, 
and currently covers only a small fraction of total global emissions — reached $60 billion. That total represents an 80 percent 
increase from 2006. Looking forward a decade, New Energy Finance, another research firm, anticipates a U.S. carbontrading market 
totaling $1 trillion by the year 2020, more than seven percent of the current U.S. GDP.

With billions of dollars already at stake, and perhaps trillions on the horizon, the carbon markets have been crying out for a common 
set of rules from the politicians and regulators, but progress has been slow so far. Even after the scientific community concluded in 
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1979 that a “wait and see” approach to addressing human induced climate-change impacts was ill-advised, countries waited nearly 
20 years before agreeing to the Kyoto Protocol (and then waited another eight years before the Protocol entered into force). To date, 
the United States is still waiting — having declined to join Kyoto despite considerable global pressures.

Thus, it is a safe assumption that there will be no quick resolution on a global, or even U.S., cap-and-trade system. The fundamental policy 
issues in play for the looming carbon market, such as whether to limit cap-and-trade programs only to certain industry sectors, whether to 
auction or allocate the ability to emit greenhouse gases in those programs, whether to implement price ceilings or floors on the markets, 
and whether to allow for linkage between separate cap-and-trade regimes (such as between the existing emission trading system in Europe 
with new systems in the United States), resist swift political action. At the same time, a massive economic force is building behind the 
Cleantech industry and climate change movement — a force that is destined to evolve into a full-blown commodity market at a scale that 
could influence the entire global economy.

Because establishing rules for a carbon market is, in essence, inventing an entirely new commodity, the decisions on regulation will not 
be made quickly — the potential shock to future economic activity that may result is simply too daunting for unconsidered action. But, as 
the regulation occurs, and policy interpretations emerge, any organization or institution with an impact on the environment — business, 
nonprofit, government, or academic — is well advised to investigate its carbon emissions and potential for reductions, and then examine 
the options for tapping any reduction value.
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Commitments are drawn down in equal quarterly installments over four years. NVCA members will not only have the opportunity to 

contribute financial resources to The Fund, but will also be in a position to mentor the young companies in which The Fund invests.

For every company in which The Fund invests, NVCA/NewSchools will hold a board seat and work actively with the man-

agement team to create a scalable, high-quality, and sustainable enterprise that has a demonstrable positive effect on student 

outcomes in areas of great need. These investments might include, but are not limited to, new recruitment training programs 

for teachers and principals, assessments and data systems to guide instruction and inform parents, and open-source solutions for 

curriculum and assessment. 

Over the last ten years, NewSchools has managed three funds, totaling $125 million to date, and has used these funds to help 

grow more than 40 high-performing organizations, including Teach for America, New Leaders for New Schools, Revolution 

Foods, and sixteen charter school management organizations that, at scale, will operate more than 300 schools and serve more 

than 100,000 children.

“Entrepreneurs backed by NewSchools are proving that all 

children can meet high standards if given the right tools and 

the right environment,” said Ted Mitchell, CEO of NewS-

chools. “We are thrilled to partner with NVCA, which has 

been a hub of entrepreneurship and entrepreneurial activity 

across the economic spectrum.”

The NVCA-NewSchools K-12 Education Infrastructure Fund 

effort advances further the goals of the NVCA MAGNET 

USA Program, an initiative to promote U.S. competitiveness 

through improvements to education, immigration, research 

and development, and the U.S. capital markets. Announced 

in 2006, MAGNET USA remains a cornerstone of the public 

policy and communications activities of the Association.

NVCA-NewSchools K-12 Education Infrastructure Fund  

Suggested Commitment Levels

Individual Firm
Bronze $10,000 ($2,500/year) $50,000 ($12,500/year)

Silver $25,000 ($6,750/year) $125,000 ($31,750/year)

Gold $50,000 ($12,500/year) $250,000 ($62,500/year)

Platinum $100,000 ($25,000/year) $500,000 ($125,000/year)

Founder $500,000 ($125,000/year) $1,000,000 ($250,000/year)

More information, including pledge forms can be found at: 

http://www.newschools.org/work/nvca-newschools-fund. 

Questions may also be directed to Emily Mendell at  

emendell@nvca.org.

Continued from p. 1

Qualified Participants Needed

The Michigan Venture Capital Association is reaching 

out to its broad network to find individuals interested in 

participating in a peer review process for the 21st Cen-

tury Jobs Fund 2008 Business Plan Competition for the 

state of Michigan. The MVCA is seeking qualified peer 

reviewers to review a company based on its business vi-

ability and/or its technical/scientific merit in each of the 

competition’s four strategic technology sectors:

Life Science 

Alternative Energy 

Advanced Materials/Automotive/Manufacturing  

Homeland Security & Defense 

Qualified, independent peer reviewers are required to 

equally weigh, evaluate and rank business proposals for 

for-profit companies on a) scientific and technical mer-

it, b) personnel expertise, c) commercial merit, and d) 

ability to leverage additional funding. The peer review 

process will be conducted over a two month period this 

summer, beginning on or around July 14th. 

If you are interested in participating and want to find out 

more about what would be required of you, please contact 

the MVCA by email at lauer@michiganvca.org or by 

phone at 734.223.3750. Please specify your industry area 

of expertise (among the four industry sectors listed above), 

and send a one page biography of your credentials.

•

•

•

•

When every decision matters.

MORRISON & FOERSTER LLP   www.mofo.com

Experience matters most. Whether we’re doing 

a key technology transaction, taking a company public or 

advising on a merger or acquisition, we have unmatched 

experience in law and business. We know how to get the right 

result with maximum efficiency. Plus, we have the versatility 

and strategic acumen to help win the game. One thousand 

lawyers in the world’s finance and technology centers.  

One compelling mission: to deliver success for our clients.
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Evaluating Your Carbon Reduction Value 
While greenhouse gas reductions already have value, defining that value is difficult. Activities within the Kyoto regulated boundaries 
(either Annex I countries or Clean Development Mechanism nations) may have a slightly better ability to iden tify how much the reduction 
of one ton of carbon dioxide is worth by looking at the current prices in existing markets — but even those prices can change dramatically 
by the time a reduction is actually achieved. In less than a month in 2006, the price of carbon in the European Union Emission Trading 
Scheme plummeted approximately 70 percent, when participants in the market suddenly discovered that allowances had been over 
allocated and the regulated entities would easily meet their targets. One can only imagine the impacts of such an event had a robust global 
carbon market been in place. Early speculators in the existing markets have been on a roller-coaster, watching their stocks and company 
values rise and fall (reported on the front page of the Wall Street Journal to be as much as 80 percent swings). Going forward, this volatility 
will be influenced by the increasing volume of carbon credits, the price differences by geographic markets, the type and variety of carbon 
mitigation projects, and the evolving regulatory and market frameworks

Nevertheless, anticipating the potential boom in carbon market activity and the consequences of inaction, companies are devoting 
unprecedented efforts to measure emissions, and price and trade their reduction. These reductions are often referred to as “offsets” — 
reductions that are measured, verified, and sold to enable the purchaser to subtract the equivalent emissions from its overall emission 
balance. Offsets typically come in one of two forms — the capture of carbon from the atmosphere, such as through planting and protecting 
a forest, or the prevention of emissions that would otherwise be released into the atmosphere, such as by trapping waste gas from a fossil 
fuel power plant and using that gas for an alternative fuel or product. 

To evaluate potential carbon reduction values, companies and investors must assess the existing regulatory landscape for emission 
control in the geographic areas where they conduct business, and also identify the potential regulatory developments that may be relevant 
to them. Measurement is a critical emerging need, both to understand the quantifiable value that exists, and for potential disclosure to 
investors and regulators.

Protecting Your Carbon Value 
Given the increasing importance placed on carbon reduction value, what steps should all companies, and particularly those in the 
Cleantech space, take to preserve and enhance such value?

Take action now.1.   As described above, the regulatory environment in the U.S. is still far from clear. But it is really a question of when 
not if. Therefore, waiting for such regulation to start measuring and protecting carbon reduction value will prove to be a big mistake

Hire an expert to measure carbon reduction.2.  There are consultants (such as Climate Wedge and BSR, to name two) who can measure 
the carbon reducing impact of products and technology solutions. For a cost comparable to hiring a 409A specialist to evaluate stock 
options, we would advise every Cleantech company to retain a firm to measure and report on the “carbon footprint” of such company’s 
products or technology. This will be critical in establishing prices that incorporate the carbon value and in determining ownership. It 
will also be part-and-parcel of an effective marketing strategy.

Specify ownership in all contracts.3.  As noted in the example of renewable energy credits above, California legislation has made it 
clear that ownership and value not clearly preserved by contract can be lost forever. Therefore, advise your Cleantech companies to 
make provision for ownership of carbon credits and allowances in sales contracts, licenses, joint ventures and strategic alliances. A 
place holder for carbon ownership should also be considered in contracts resulting in a change of control, whether through merger, sale 
of stock, or sale of assets.
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Dixon Doll of DCM Elected Chairman of NVCA Board of Directors
Six New Directors Also Named to NVCA Board

The National Venture Capital Association 

has named Dixon R. Doll, co-founder and 

general partner of Menlo Park-based DCM, as 

its 2008-2009 Chairman. Dr. Doll’s chair-

manship was announced at the 2008 NVCA 

Annual Meeting in Santa Clara, CA.

He succeeds Ted Schlein, partner, Kleiner Perkins Caufield 

& Byers, who has completed his one-year tenure as NVCA 

chairman. Mr. Schlein’s leadership was instrumental during 

the past year when public policy issues critical to the health 

of the venture capital industry, such as the carried interest tax 

rate, were actively debated on Capitol Hill. Dr. Doll is look-

ing forward to assuming this important role. 

“As the NVCA celebrates its 35th anniversary, we remain dedi-

cated to our core mission — to support and encourage policies 

which serve America’s entrepreneurs and innovators,” said Dixon 

Doll, co-founder and general partner, DCM, and chairman of the 

NVCA Board of Directors. “In the next year we will continue to 

focus on high impact areas such as clean technology policy, patent 

reform, tax policy and regulations which support a healthy capital 

market system and overall U.S. competitiveness,” Doll added.

“Dixon is a seasoned investor with vast experience in the 

global venture capital arena. His perspective will add great 

value to the association and the constituents and audiences we 

serve,” said Mark Heesen, president, National Venture Capital 

Association. “His vision, combined with the expertise of our 

incoming board members, promises to move the venture capi-

tal industry forward in a meaningful way,” Heesen added.

The six new NVCA Board Members are: James Fleming, Co-

lumbia Capital; Stephen Holmes, InterWest Partners; Deepak 

Kamra, Canaan Partners; Jack Lasersohn, The Vertical Group; 

Trevor Loy, Flywheel Ventures; and Ray Rothrock, Venrock 

Associates. Each will serve a four year term. 

Retiring from the NVCA Board of Directors after success-

fully completing their respective four year terms are Peter 

Continued on p. 4 

NVCA 2008 Yearbook  
Distributed to Members

NVCA recently distributed via email the 2008 NVCA 

Yearbook, prepared by Thomson Reuters. This is the 

annual compilation of statistics on the U.S. venture 

capital industry’s activity and sizing. We streamlined 

the chapter text and analysis, added a number of charts, 

and expanded the boiler plate background in response 

to member feedback and to make it more useful to 

venture firms, researchers, public policy decision mak-

ers, investors, and entrepreneurs. This year we went 

“green” and only distributed the book electronically. 

Inside the Yearbook, you will find:

Latest industry sizing data on headcount, number of firms, 

fund count, etc. (Fig 1.04 on Page 16)

A new 2-page “What is Venture Capital?” article you can 

use (Page 9-10) for fundraising and firm relations

State-by-state analysis of fundraising, investing, and capital 

under management

IPO and M&A statistics

New glossary courtesy of the Tuck School at Dartmouth

Complete text of the PEIGG Portfolio Company Valuation 

Guidelines along with a history of guideline efforts; and

Annual statistics on investment by sector, corporate ven-

ture investment, and clean technology investment.

 Our success in gathering and analyzing baseline indus-

try metrics is a result of the continued strong support of 

the NVCA membership in submitting quarterly Mon-

eyTree surveys. This has allowed us to track and report 

deals in virtually every state and congressional district.

 The NVCA board, specifically its Research Commit-

tee, wants to know what you think of this edition, and 

what would make it even more useful to you. Please 

send any comments and suggestions to us at  

research@nvca.org.  Enjoy the Yearbook!

•

•

•

•

•

•

•

Dixon R. Doll
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a forest, or the prevention of emissions that would otherwise be released into the atmosphere, such as by trapping waste gas from a fossil

fuel power plant and using that gas for an alternative fuel or product.
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control in the geographic areas where they conduct business, and also identify the potential regulatory developments that may be relevant

to them. Measurement is a critical emerging need, both to understand the quantifiable value that exists, and for potential disclosure to

investors and regulators.

Protecting Your Carbon Value
Given the increasing importance placed on carbon reduction value, what steps should all companies, and particularly those in the

Cleantech space, take to preserve and enhance such value?

1. Take action now. As described above, the regulatory environment in the U.S. is still far from clear. But it is really a question of when

not if. Therefore, waiting for such regulation to start measuring and protecting carbon reduction value will prove to be a big mistake

2. Hire an expert to measure carbon reduction. There are consultants (such as Climate Wedge and BSR, to name two) who can measure

the carbon reducing impact of products and technology solutions. For a cost comparable to hiring a 409A specialist to evaluate stock

options, we would advise every Cleantech company to retain a firm to measure and report on the "carbon footprint" of such company's

products or technology. This will be critical in establishing prices that incorporate the carbon value and in determining ownership. It

will also be part-and-parcel of an effective marketing strategy.

3. Specify ownership in all contracts. As noted in the example of renewable energy credits above, California legislation has made it

clear that ownership and value not clearly preserved by contract can be lost forever. Therefore, advise your Cleantech companies to

make provision for ownership of carbon credits and allowances in sales contracts, licenses, joint ventures and strategic alliances. A

place holder for carbon ownership should also be considered in contracts resulting in a change of control, whether through merger, sale

of stock, or sale of assets.
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Provide for adjustment and increase in carbon valuations.4.  In negotiating agreements with purchasers and licensees, it will also 
be important to allow for future adjustments to prices or license fees if the value of a product or solution increases with the prices of 
credits or allowances. The same is true for partners in joint ventures and strategic relationships, and for earn-out payments in mergers 
and acquisitions.

Understand and track the regulatory environment.5.  If climate change is a primary driver of Cleantech investment, then the regulatory 
framework is the steering wheel. In the absence of clear regulation, but with the expectation that it is coming, the markets are not yet 
operating at their fullest potential. To best prepare for when those regulatory decisions are made, venture capitalists and entrepreneurs alike 
must keep a very close eye on (a) the implementation of AB32 in California, (b) the development of three primary regional frameworks — 
the Western Climate Initiative, the Midwestern Regional Greenhouse Gas Reduction Accord, and the Regional Greenhouse Gas Initiative, 
and (c) the revisions to climate change bills currently being considered in Congress — most notably the Lieberman-Warner Climate 
Security Act (S.2191). Regulation will provide the foundation on which the carbon markets grow, and will ultimately influence both the 
metrics for measurement of emissions and the valuation associated with emission reductions.

The carbon-reduction opportunities are emerging fast, and venture investors and entrepreneurs who take action early will benefit the most from 
these opportunities in new markets, breakthrough products, smarter valuations, and managed risks. With a potential trillion-dollar commodity-
like market for trading carbon, and its role as a strategic element of your portfolio, leading investors are wise to begin evaluating, acting, and 
positioning themselves now.

The authors of this article are Bill Sloan (wsloan@mofo.com), Chris Carr (ccarr@mofo.com) and Susan Mac Cormac (smaccormac@mofo.com). All three 
are lawyers in the San Francisco office of Morrison & Foerster LLP.
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Barris, New Enterprise Associates; Michael Cronin, Weston Presidio; Rob Ketterson, Fidelity Ventures; Joanna Rees, VSP 

Capital; Ted Schlein, Kleiner Perkins Caufield & Byers; and Chad Waite, OVP Ventures.

About Dixon Doll
Dixon Doll joined the NVCA Board of Directors in 2005 and served as the 2007 annual meeting chair. A telecom and 

Internet venture capital pioneer, Dr. Doll co-founded DCM, an early stage technology venture capital firm which cur-

rently has more than $1.6 billion under management, with offices in Beijing, China and Menlo Park, California. DCM has 

backed such well known entrepreneurial companies as About.com, Clearwire(NASDAQ:CLWR), 51job(NASDAQ:JOBS), 

Foundry Networks(NASDAQ:FDRY), Internap(NASDAQ:INAP), Neutral Tandem(NASDAQ:TNDM), Sling Media and 

VanceInfo(NYSE:VIT). The firm has become widely recognized as one of the top Silicon Valley venture funds actively 

investing in China and Japan. In the mid-1980’s, Dixon co-founded the venture capital industry’s first fund focused exclu-

sively on telecom. 

Prior to becoming a venture capitalist, Dr. Doll founded and ran an internationally recognized strategic consulting firm focused on tele-

communications and computer networking. From 1972 to 1980, he also served as a faculty member of the IBM Systems Research Institute 

in New York City, and then served on the IBM Networking Systems Organization’s External Advisory Board from 1983 to 1991.

Dr. Doll received his B.S.E.E. degree (cum laude) from Kansas State University as well as M.S. and Ph.D. degrees in Electri-

cal Engineering from the University of Michigan, where he was a National Science Foundation scholar. He serves on numerous 

non-profit boards including the Asian Art Museum of San Francisco (where he is Chairman), the Stanford Institute for Economic 

Policy Research (SIEPR), the Hoover Institution at Stanford, and the San Francisco Symphony.

NVCA Honors Joe Aragona of Austin Ventures  
and Jack Lasersohn of the Vertical Group 

The National Venture Capital Association recognized two highly respected venture capitalists for their leadership and invalu-

able contributions to the industry at its 2008 Annual Meeting on May 7-8 in Santa Clara, CA. Joe Aragona, a general part-

ner with Austin Ventures, received this year’s American Spirit Award in recognition of his philanthropic leadership, and Jack 

Lasersohn, a general partner with The Vertical Group, received the Outstanding Service Award for spearheading a favorable 

public policy agenda for the NVCA’s Medical Industry Group. 

American Spirit Award — Joe Aragona, Austin Ventures
The American Spirit Award recognizes the NVCA members who have demonstrated an exceptional com-

mitment to philanthropy by applying business skills, knowledge, expertise, and resources to make an out-

standing contribution to society.

Past NVCA chairman Joe Aragona has been a philanthropic leader throughout his 26 year career in the VC 

industry. As co-founder and general partner of Austin Ventures, Joe has instilled in his firm a culture that 

takes seriously its role as a community leader. Leading by example, Joe has leveraged the firm’s unique position to catalyze mean-

ingful community partnerships. Immediately following Hurricane Katrina in 2005, Joe spearheaded a partnership through the 
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4. Provide for adjustment and increase in carbon valuations. In negotiating agreements with purchasers and licensees, it will also

be important to allow for future adjustments to prices or license fees if the value of a product or solution increases with the prices of

credits or allowances. The same is true for partners in joint ventures and strategic relationships, and for earn-out payments in mergers

and acquisitions.

5. Understand and track the regulatory environment. If climate change is a primary driver of Cleantech investment, then the regulatory

framework is the steering wheel. In the absence of clear regulation, but with the expectation that it is coming, the markets are not yet

operating at their fullest potential. To best prepare for when those regulatory decisions are made, venture capitalists and entrepreneurs alike

must keep a very close eye on (a) the implementation of AB32 in California, (b) the development of three primary regional frameworks -

the Western Climate Initiative, the Midwestern Regional Greenhouse Gas Reduction Accord, and the Regional Greenhouse Gas Initiative,

and (c) the revisions to climate change bills currently being considered in Congress - most notably the Lieberman-Warner Climate

Security Act (S.2191). Regulation will provide the foundation on which the carbon markets grow, and will ultimately infuence both the

metrics for measurement of emissions and the valuation associated with emission reductions.

The carbon-reduction opportunities are emerging fast, and venture investors and entrepreneurs who take action early will benefit the most from

these opportunities in new markets, breakthrough products, smarter valuations, and managed risks. With a potential trillion-dollar commodity-

like market for trading carbon, and its role as a strategic element of your portfolio, leading investors are wise to begin evaluating, acting, and

positioning themselves now.

The authors of this article are Bill Sloan (wsloan@mofo.com), Chris Carr (ccarr@mofo.com) and Susan Mac Cormac (smaccormac@mofo.com). All three

are lawyers in the San Francisco offce of Morrison & Foerster LLP.
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