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Item 2  Material Changes 

Since the last update of this Part 2A of Rho Capital Partners, Inc. (“Rho”), which was made on 

January 11, 2018, there have been no material changes to this Part 2A. 
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Item 4  Advisory Business 

Rho Capital Partners, Inc. (“Rho”) provides investment advisory services to venture capital 

funds (“VC Funds”), private equity funds (“PE Funds”), and funds-of-funds (“Funds-of-Funds,” 

and collectively with the VC Funds and PE Funds, the “Funds” or our “Clients”).  Our VC Funds 

focus on investing in technology companies in the software, new media, biotechnology and 

new energy sectors.  Our PE Funds focus on investing in technology companies in the software 

and digital media sectors.  Our Funds-of-Funds focus primarily on investments into venture 

capital funds, as well as smaller private equity and buyout funds. 

Rho was founded in 1981.  The principal owners of Rho are Habib Kairouz, Mark Leschly and 

Joshua Ruch.  No other person owns 25% or more of Rho. 

The Funds are primarily structured as limited partnership vehicles or limited liability companies 

in which investors are limited partners or members and a Rho affiliate serves as the general 

partner or managing member.  All of the Funds are privately placed to qualified investors in the 

U.S. and elsewhere.  The terms and conditions upon which Rho serves as investment adviser to 

each Fund is established in a separate management agreement with each Fund as well as in 

each Fund’s organizational agreement.  These terms and conditions are negotiated at the time 

of each fundraising (typically with certain initial investors in each Fund), and will typically 

include restrictions on investing in certain securities or types of transactions.  Examples of such 

restrictions include limitations on the amount of capital that may be invested in any one 

portfolio company, geographical limitations and limitations on borrowing by a Fund.  The terms 

and conditions of each Fund may vary from Fund to Fund. 

Rho has approximately $1,105,689,685 in discretionary assets under management as of 

December 31, 2017, which amount includes uncalled capital commitments.  Rho does not 

manage Fund assets on a non-discretionary basis. 
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Item 5  Fees and Compensation 

Management fees (“Management Fees”) paid by our VC Funds to Rho or a Rho affiliate may 

differ from Fund to Fund, but typically are an amount equal to 2% of each Fund investor’s 

capital commitment.  This Management Fee is paid during each VC Fund’s investment period or 

for a specified period of years.  After the investment period or a specific period of years, each 

VC Fund typically pays a Management Fee based on each Fund investor’s pro rata share of the 

lesser of 2% of committed capital or 2% of the fair market value of the Fund’s assets, with a 

floor of 1.5% of committed capital.   

Management Fees paid by our PE Funds to Rho or a Rho affiliate may differ from Fund to Fund, 

but typically are an amount equal to 2% of each Fund investor’s capital commitment.  This 

Management Fee is paid during each PE Fund’s investment period or for a specified period of 

years.  After the investment period or a specific period of years, each PE Fund typically pays a 

Management Fee based on each Fund investor’s pro rata share of 2% of the cost basis of 

portfolio securities then held by the Fund, less the cost basis of portfolio securities written off 

by the PE Fund.     

Management Fees paid by our Funds-of-Funds will vary with respect to each investor in the 

Fund, ranging from 0.75% to 1% based on the size of the capital commitment made by the Fund 

investor.  This Management Fee is paid during a Fund-of-Funds’ investment period or for a 

specific period of years.  Beyond the investment period or a specified number of years, a Fund-

of-Funds’ Management Fee will generally decline based on return of capital contributions and 

the fair market value of the Fund’s investments. 

Management Fees are typically payable quarterly in advance and are deducted from each Fund.  

If a Fund’s term is extended beyond its original term, Rho may elect to reduce the Management 

Fee to zero during the extension period.  

Performance-based fees (“Performance Fees”) paid by our Funds generally are paid to Rho or a 

Rho affiliate when distributions are made to the investors and are referred to as a “Carried 

Interest Percentage.” The Carried Interest Percentage for our VC Funds and PE Funds typically 

equals 20% of the Fund’s cumulative net profits, but is subject to certain conditions and may be 

greater or less than 20%.  For our Funds-of-Funds, the Carried Interest Percentage is typically 

7.5% of the Fund’s cumulative net profits, but is subject to certain conditions.  The Carried 

Interest Percentage and the timing of its distribution may vary from Fund to Fund and is 

described more fully in each Fund’s organizational agreement.  Each Fund’s organizational 

agreement typically contains one or more “clawback” provisions providing the Fund the 

opportunity to recoup Performance Fee distributions that exceed the applicable Carried 
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Interest Percentage.  The mechanics of the clawback may vary from Fund to Fund and are more 

fully described in each Fund’s organizational agreement. We have in the past, and may in the 

future, establish “affiliate” funds consisting of capital from employees of Rho or friends and 

family of Rho employees.  Any such affiliate funds would have reduced or, in some cases, no 

Management Fees and/or Performance Fees. 

In addition to Management Fees and Performance Fees, each Fund pays and, as a result, Fund 
investors bear, other types of fees and expenses as specified in the applicable organizational 
documents.  Typically, a Fund is responsible for all costs and expenses in connection with its 
operation and investments (other than the costs and expenses that will be the responsibility of 
Rho, which are typically salaries and benefits of our personnel and the cost of maintaining Rho’s 
place of business).  These costs and expenses may include, but are not limited to, (i) Fund 
organization and related costs; (ii) legal, accounting, audit, custodial, consulting and other 
professional fees; (iii) banking, brokerage, broken-deal, registration, qualification, finders, 
depositary and similar fees or commissions; (iv) transfer, capital and other taxes, duties and 
costs incurred in acquiring, holding, selling or otherwise disposing of Fund assets, as well as out-
of-pocket travel expenses incurred by the General Partner or its affiliates in investigating, 
evaluating or monitoring investments or investment opportunities; (v) insurance premiums, 
indemnifications, costs of litigation and other extraordinary expenses; (vi) costs of financial 
statements and other reports; and (vii) costs of meetings of the partners or advisory 
committees of the Fund. To the extent possible, third-party legal expenses incurred in 
connection with consummated transactions are borne by the respective portfolio companies of 
the Funds.  Typically the terms of our Funds provide that any fees paid to placement agents will 
reduce the amount of management fees paid by the Funds over a period of time, such that the 
cost will ultimately be borne by the management company. Funds incur brokerage and other 
transaction costs.  Brokerage is described in more detail below in response to Item 12. 
 
Management Fees are pro-rated for partial payment periods (based on the number of days in 

the partial period relative to the number of days in the total period).  Where Management Fees 

are paid in advance with respect to a Fund, the terms of such Funds typically do not 

contemplate repayments of fees to the extent that Rho’s services terminate prior to the end of 

the relevant payment period.  The Management Fees and/or Performance Fees may be waived 

or reduced at the discretion of Rho for certain limited partners, including with respect to Rho 

employees. 
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Item 6  Performance-Based Fees and Side-By-Side Management 

Rho may manage Funds with Performance Fees, which are described above in Item 5, and Rho 

may also manage Funds using similar investment strategies that charge a combination of both 

or either performance-based fees and asset-based fees.  Performance Fees may create an 

incentive for an adviser to allocate attractive investments to performance-based fee accounts 

over accounts not subject to a performance-based fee or subject to a different level of 

performance fee.  Performance Fees may also create an incentive for Rho to take increased 

investment risk on behalf of a Fund for which Rho receives a larger performance fee because it 

could receive greater compensation from the Fund. 

In addition, due to the method of calculating Performance Fees, such fees may be affected by 

factors within Rho’s control.  Performance Fees are typically dependent, in part, on the 

unrealized value of certain investments, which could provide an incentive for Rho or its 

affiliates to use higher valuations when calculating Performance Fees.  Each Fund’s financials, 

which are used as the basis upon which the Performance Fees are calculated, are reported in 

conformity with Generally Accepted Accounting Principles (GAAP), which generally require fair 

value measurements. 

Rho has adopted policies and procedures designed to ensure, among other things, Clients 

receive fair and equitable investment allocation over time.  Rho’s allocation policies and 

procedures are described in more detail below in response to Item 11. 

References in this Item 6 to “Rho” also include Rho’s affiliates where the affiliated entity 

receives the applicable Performance Fee. 
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Item 7  Types of Clients 

Rho provides investment advice to the Funds, which are pooled investment vehicles.  The Funds 

are not registered or required to be registered under the Investment Company Act of 1940 and 

the offering of interests in the Funds is exempt from registration under the Securities Act of 

1933. 

Some of our Funds invest in portfolio companies in parallel with one another based on the 

aggregate capital commitments made to each Fund or pre-set allocation percentages at the 

time the Funds were established. 

Most of the capital invested in the Funds is attributable to U.S. and non-U.S. institutional 

investors, including public and private pension plans, funds-of-funds, sovereign wealth funds, 

banks, insurance companies, family offices, endowments and charitable foundations. 

Each Fund generally has a specified minimum investment as stated in its offering document 

(e.g., $1 million).  Rho or a Rho affiliate may permit investment of a lesser amount with respect 

to any investor. 

The Funds may enter into “side letters” or similar agreements with certain limited partners 

pursuant to which a Fund’s general partner grants to such limited partners specific rights, 

benefits or privileges that are not available to limited partners generally, including access to co-

investment opportunities. 
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Item 8  Methods of Analysis, Investment Strategies and Risk of Loss  

VC FUNDS – Methods of Analysis and Investment Strategies 
 

With respect to our VC Funds, we focus on investments into technology companies in the 

software, new media, biotechnology and new energy sectors.  Our strategy for the VC Funds is 

to provide a mix of exposure to companies in various stages of development, from seed (pre-

revenue) to venture or later stage opportunities.  We classify each potential investment into a 

particular stage based on a number of factors, including the potential risk/reward as well as the 

company’s historical and projected revenues and earnings. 

In evaluating venture capital investment opportunities, our due diligence analysis includes 

reviewing the following: 

 

• Size of market opportunity 

• Proprietary nature of technology, or degree to which service is differentiated 

• Strength of management team 

• Ability of the business model to scale 

• Strength of value proposition to customers 

• Competitive landscape 

• Valuation metrics, including comparisons to similar companies 

• Potential exit opportunities 

 

After conducting its due diligence review, which will often involve a face-to-face meeting with 

management, review of marketing strategies, analysis of products, discussions with suppliers, 

customers, competitors and prior investors, as well as a review of financial statements and 

projections, the deal team (which will consist of at least one managing partner or partner) will 

decide whether to recommend and present the opportunity to the rest of the investment team.  

For new investments, ultimate decisions are made by the applicable portfolio managers of the 

Funds.  

Typically the investments made by our VC Funds are in the securities of private companies, 

although we may from time to time make a private investment in a public company or 

participate in a follow-on round with one of our portfolio companies that goes public following 

our initial investment.  Generally our transactions involve the purchase of convertible preferred 

stock from the portfolio company, although we may also purchase common stock from either 

the company or from existing shareholders.  We also often purchase convertible notes from our 

companies in bridge financings that may also involve the issuance of warrants.  With respect to 
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nearly all of our transactions, the securities we purchase are most often held for a number of 

years, are not marketable, are subject to restrictions on transfer and are highly illiquid.  

Although we often negotiate the right to appoint a director to the portfolio company’s board of 

directors, most of our investments involve taking a minority position in the company’s capital 

structure. 

 

PE FUNDS – Methods of Analysis and Investment Strategies 
 

With respect to our PE Funds, we focus on control or joint-control investments into software 

and digital media companies.  Our strategy for the PE Funds is to make initial investments into 

platform companies typically having between $20 and $150 million in annual revenues.  

Following our initial investment, our strategy is to re-invest in the portfolio company’s sales and 

marketing for existing products, make small, opportunistic investments in emerging 

technologies, and pursue strategic, bolt-on acquisitions.   

In evaluating private equity investment opportunities, our due diligence analysis includes 

reviewing the following: 

 

• Size of market opportunity 

• Proprietary nature of technology, or degree to which service is differentiated 

• Strength of management team 

• Strength of brand 

• Ability of the business model to scale, either organically or through acquisitions 

• Identification of potential bolt-on acquisition candidates 

• Strength of value proposition to customers 

• Competitive landscape 

• Valuation metrics, including comparisons to similar companies 

• Potential exit opportunities 

 

After conducting its due diligence review, which will involve a face-to-face meeting with 

management, review of marketing strategies, analysis of products, customers, competitors and 

prior investors, as well as a review of financial statements and projections, the deal team 

(which will consist of at least one managing partner or partner) will decide whether to 

recommend and present the opportunity to the rest of the investment team.  For new 

investments, ultimate decisions are made by the applicable portfolio managers of the Funds.  

Typically the investments made by our PE Funds are in the securities of private companies, 

although we may from time to time make a private investment in a public company or 
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participate in a follow-on round with one of our portfolio companies that goes public following 

our initial investment.  Generally our transactions involve the purchase of convertible preferred 

stock or common stock from the portfolio company, either the company or from existing 

shareholders.  We also may purchase convertible notes from our companies in bridge 

financings that may also involve the issuance of warrants.  With respect to nearly all of our 

transactions, the securities we purchase are most often held for a number of years, are not 

marketable, are subject to restrictions on transfer and are highly illiquid.  All of our initial 

investments will include the right to representation on the portfolio company’s board of 

directors. 

FUNDS-OF-FUNDS – Methods of Analysis and Investment Strategies 
 

With respect to our Funds-of-Funds, we invest into other venture capital, smaller buyout and 

special situation funds. Our strategy is to construct a diversified portfolio of funds by stage of 

company development, industry focus, vintage year and geography.  

In constructing the portfolios, we utilize "top down" research to identify segments of the 

private equity market that seek the most attractive opportunities with a "bottom up" approach 

used to identify and select specific managers within the chosen segments. The due diligence 

process generally is a highly collaborative approach led by the senior investment team. 

Throughout our diligence process, while focusing on various critical elements, such as 

investment strategy, sourcing, competition, company due diligence, post investment value add, 

and realizations, which provides a measure of insight in a manager's ability to execute 

successfully, we seek to simultaneously assess the team's ability, focus and commitment. This 

includes each investment professional's contribution, investment approach, and reputation as 

well as the relevant experience and cohesiveness of the investment team. The findings from the 

due diligence are reviewed by the applicable portfolio managers of the Funds-of-Funds. The 

portfolio managers of the applicable Fund usually make a unanimous decision before 

authorizing a commitment to the Fund. 

Typically the investments made by our Funds-of-Funds are in the securities of limited 

partnership vehicles or limited liability companies.  With respect to each investment, our Funds-

of-Funds will become a limited partner or limited member in the underlying fund.  All of the 

funds in which our Funds-of-Funds invest are managed or advised by third parties.  With 

respect to nearly all of our investments, the underlying funds have at least 10 year terms, are 

not marketable, are subject to restrictions on transfer and are highly illiquid.  

 

ALL FUNDS – Material Risks 
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The investment strategies employed by Rho subject the Funds to various risks. An investment in 

a Fund managed by Rho involves the risk that the Fund will not achieve its investment purpose. 

Fund investments involve a high degree of risk. Fund investments are suitable only for investors 

of substantial means who have no immediate need for liquidity of the amount invested and 

who can afford a risk of loss of all or a substantial part of the investment. Investing in securities 

involves risk of loss that Clients should be prepared to bear.  

Discussed below is a summary of material risks presented by Rho’s investment strategies. The 

following is not a complete summary of all risks involved with these strategies. Each Fund’s 

offering document contains a further discussion of material risks associated with each Fund.  

Risks Associated with Portfolio Investments. Identifying and participating in attractive 

investment opportunities and assisting in the building of successful young/emerging enterprises 

or middle market enterprises is difficult. There is no assurance that any Fund’s investments will 

be profitable and there is a substantial risk that each Fund’s losses and expenses will exceed its 

income and gains. Any return on investment to any Fund depends upon successful investments 

made on behalf of the Fund. There often will be little or no publicly available information 

regarding the status and prospects of portfolio companies (and, in the case of a Fund that is a 

fund-of-funds, likewise, there is often little information regarding such Fund's underlying 

portfolio funds, if any (each, a "Portfolio Fund")). Many investment decisions on behalf of Funds 

are dependent upon the ability of personnel of Rho or its affiliates to obtain relevant 

information from non-public sources, and such personnel often will be required to make 

decisions without complete information or in reliance upon information provided by third 

parties that is impossible or impracticable to verify. The marketability and value of each Fund 

investment will depend upon many factors beyond the Fund’s control. Typically, although a 

Fund’s or a Portfolio Fund’s representative may serve on a portfolio company’s board of 

directors, each portfolio company will be managed by its own officers (who generally will not 

be affiliated with the applicable Fund, Portfolio Fund, Rho or their respective affiliates). Funds 

and Portfolio Funds may hold minority positions in portfolio companies or acquire securities 

that are subordinated vis-à-vis other securities as to economic, management or other 

attributes. Such portfolio companies may have substantial variations in operating results from 

period to period, face intense competition, and experience failures or substantial declines in 

value at any stage. Such portfolio companies may also need substantial additional capital to 

support growth or to achieve or maintain a competitive position. Such capital may not be 

available on attractive terms.  

The Funds’ and Portfolio Funds’ capital is limited and may not be adequate to protect the 

applicable fund from dilution in multiple rounds of portfolio company financing. The public 

market for high technology and other emerging growth companies and privately held middle 
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market companies is extremely volatile. Such volatility may adversely affect the development of 

portfolio companies, the ability of any Fund or Portfolio Fund to dispose of investments, and 

the value of investment securities on the date of sale or distribution by any Fund or Portfolio 

Fund. In particular, the receptiveness of the public market to initial public offerings by any 

Fund’s or Portfolio Fund’s portfolio companies may vary dramatically from period to period. An 

otherwise successful portfolio company may yield poor investment returns if it is unable to 

consummate an initial public offering at the proper time. Even if a portfolio company effects a 

successful public offering, the applicable Fund or Portfolio Fund may be prevented from 

disposing of a portfolio company's securities for a material period of time due to a contractual 

“lock- up,” applicable law or other restrictions. Similarly, the receptiveness of potential 

acquirors to any Fund’s or Portfolio Fund’s portfolio companies will vary over time and, even if 

a portfolio company investment is disposed of via a merger, consolidation or similar 

transaction, the applicable fund’s stock, security or other interests in the surviving entity may 

not be marketable. There can be no guarantee that any portfolio company investment will 

result in a liquidity event via public offering, merger, acquisition or otherwise, and there is a 

significant risk that each Fund’s and Portfolio Fund’s investments will yield little or no return.  

Generally, the investments made by each Fund will be illiquid and difficult to value, and there 

will be little or no collateral to protect an investment once made. At the time of any Fund’s or 

Portfolio Fund’s investment, a portfolio company may lack one or more key attributes (e.g., 

proven technology, appropriate patent protection, marketable product, complete management 

team, or strategic alliances) necessary for success. Many or most of any Fund’s or Portfolio 

Fund’s portfolio companies will be dependent for their success upon the development, 

implementation, marketing, and customer acceptance of new technologies that can be 

rendered obsolete or otherwise unattractive at any time.  In some (possibly most) cases, the 

success of a Fund’s or Portfolio Fund’s portfolio companies will depend upon the development 

of business, technology or other "ecosystems" that may or may not reach critical mass during 

the relevant time period.  In particular, there have been many examples of technology-related 

investments that failed to produce attractive returns simply because they were made too early 

in the development of such ecosystems, and there can be no assurance that a Fund or Portfolio 

Fund will make investments at the proper time to achieve its investment goals.  Some portfolio 

company investments may be based upon the assumption that acquisition or roll-up 

transactions will provide assets, customers or other resources necessary for success.  Such 

transactions might not occur, with the result that otherwise attractive investments may yield 

poor results.  Alternatively, such acquisitions may occur, but companies often experience 

significant merger integration risks when attempting to combine separate businesses, which 

could lead to poor results.  In most cases, investments will be long term in nature and may 

require many years from the date of initial investment before disposition. It is likely that each 
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Fund and each Portfolio Fund will still hold some illiquid securities at the time of the fund’s 

dissolution, with the result that such securities may be distributed in-kind or sold for a price 

that reflects their illiquid nature.  

It is anticipated that a portion of any Fund’s investment portfolio will consist of securities issued 

by publicly traded companies (e.g., as the result of a direct investment in publicly traded 

securities, an initial public offering effected by a previously private portfolio company, or 

acquisition of a private portfolio company by a publicly traded company). The fact that a 

portfolio company is publicly traded will not necessarily reduce the business and other risks 

associated with an investment in such company. For example, the last few decades have seen 

multiple periods during which early stage companies have been able to effect initial public 

offerings, and the stage at which companies are able to effect an initial public offering varies in 

different markets around the world. Moreover, investments in publicly traded companies often 

are subject to additional risks, such as increased risks of litigation and greater securities law and 

other regulatory burdens, as well as risks associated with “insider trading” and similar rules.  

Conflicts of Interest. Each Fund is subject to various potential conflicts of interest. For example, 

Rho personnel may have the opportunity to receive directors’ fees or similar compensation 

from portfolio companies of any Fund. While such fees may offset (or decrease) management 

fees otherwise payable to Rho under the applicable Fund’s organizational agreement, there is 

no assurance that the Fund will economically benefit from any particular portfolio company 

fees received by Rho personnel. Moreover, such an offset generally will not apply in respect of 

fees received by persons who are not members of a Fund's general partner entity, even if such 

persons hold titles such as entrepreneur-in-residence, executive-in-residence, operating 

partner, venture partner or venture advisor (and such an offset generally will not apply in 

respect of operating partners even if they are "admitted" to the Fund's general partner entity). 

Under certain circumstances, Rho personnel may make investments separate and apart from, 

or alongside with, one or more Funds. Rho personnel are typically permitted to manage other 

investment funds and similar vehicles (including vehicles that co-invest with the applicable 

Fund) during any Fund’s term, any of which may compete with one or more Funds for 

investment opportunities, management time and attention, or otherwise.  

In certain cases, Rho or its affiliates are permitted to offer any portion or all of an investment 

opportunity to other investment funds in which they or their personnel play a principal 

investment management role. Also, under certain circumstances, a given Fund may invest in 

opportunities in which certain Rho personnel have a pre-existing interest or subsequently 

acquire an interest via different investment funds or other means.  Among other 

considerations, when Rho personnel hold interests in portfolio companies other than through a 
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Fund, those interests may substantially differ from the Fund's interests in such companies due 

to differences in liquidation preference, voting rights or other investment terms.  This may 

result in such Rho personnel having personal investment interests that directly conflict with the 

interests of a Fund.   

Rho personnel may, in connection with their management of other investment funds or 

otherwise, enter into (or have entered into) non-competition or similar agreements that 

effectively preclude a Fund from taking advantage of certain investment acquisition or 

disposition opportunities or otherwise adversely impact the Fund.   

Conflicts of interest are not limited to Rho personnel who are investment professionals.  They 

may extend to all affiliated personnel, including finance, compliance and other back-office staff 

of Rho and its affiliates.   

A Fund's portfolio companies or Portfolio Funds may come into competition with other 

companies in which Rho personnel have an interest via different investment funds or other 

means.  In addition, portfolio companies of a Fund or Portfolio Fund may acquire, or be 

acquired by, portfolio companies of other investment funds directly or indirectly associated 

with Rho personnel. 

Typically, provisions applicable to each Fund that allow Rho personnel to engage in investment, 

management or other activities outside, or alongside with, the Funds, or to cause any Fund to 

make investments (or otherwise approve transactions) in respect of which such personnel have 

conflicting interests, will override certain common law and statutory fiduciary duties that would 

apply in the absence of such provisions and (in particular) may place a Fund's investors in a 

materially less favorable position than if Rho personnel engaged in no activities other than 

managing the applicable Fund or were otherwise subject to unmodified fiduciary duties to the 

Fund and its investors.  For example, such provisions may enable Rho personnel to direct 

attractive investment opportunities to persons other than a Fund or to place themselves in a 

conflict situation pursuant to which they are incentivized to exercise voting rights in respect of 

specific portfolio securities in a manner that harms a Fund but benefits other investment 

funds/persons with which such personnel are associated. Each Fund's limited partnership 

agreement contains certain protections against conflicts of interest faced by Rho and its 

affiliates and personnel, but those protections will be strictly limited to their terms and will not 

purport to address all types of conflicts that may arise.  In particular, generally, a Fund's limited 

partnership agreement specifies a variety of circumstances in which Rho and its affiliates and 

personnel may subject themselves to conflicts of interest, or engage in actual transactions that 

conflict with the interests of the Fund, without providing specific notice thereof to the Fund.  
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Generally, a Fund will not have a "right" to participate in any investment opportunity made 

available to Rho or its  affiliates, and any such opportunity may be presented to other persons.  

Such other persons may include, without limitation, a subset of the applicable Fund's investors, 

other investment vehicles managed by Rho or its affiliates, and third parties who are in a 

position to provide benefits to Rho or its affiliates.  A Fund's right to participate in investment 

opportunities is specifically limited and defined in its limited partnership agreement, and it is 

expected and intended that Rho personnel will exercise their rights to carry out investment and 

investment-related activities outside (and potentially in competition with) any Fund.  This may 

include providing other persons with the opportunity to co-invest with a Fund on a deal-by-deal 

or continuing basis. 

Certain transactions that involve conflicts of interest between Rho and/or its affiliates and any 

Fund may be submitted to the limited partner advisory committee (“Advisory Committee”) of 

the applicable Fund for resolution. Advisory Committees are generally comprised of individuals 

that represent Fund investors and those investors are usually unaffiliated with Rho. However, 

any Advisory Committee will not necessarily represent the interests of all investors in a given 

Fund and Advisory Committee members may themselves be subject to various conflicts of 

interest (including as investors in other entities related to Rho personnel).  

During any Fund’s term, many different types of conflicts of interest may arise and this 

summary does not purport to identify all such conflicts.  

Risks relating to conflicts of interest are not limited to conflicts affecting Rho and its affiliates.  

The investors in the Funds are expected to have widely differing interests on a variety of tax, 

regulatory, business, investment profile and other issues.  This may, in turn, give rise to a 

number of risks that a Fund's investors as a group will not act in a manner consistent with the 

best interests of the Fund's investors as a group or the best interests of the Fund itself.  For 

example, an investor in a Fund may decline to provide its consent to a proposed action by the 

Fund, Rho or its affiliates due to goals or incentives that are unique to such investor and in 

conflict with the interests of the Fund or other investors.  Furthermore, conflicts of interest 

among the investors likely will make it impracticable for Rho and its affiliates to manage the 

affairs of a Fund in a manner that is viewed as optimal by all of its investors, and neither Rho 

nor any of its affiliates will be under any obligation to do so.   

Long-Term Investment. Each Fund’s term is expected to extend over a number of years and 

there is no assurance that any Fund will have sufficient assets to make any distributions during 

its term.  

Competition. The venture capital, growth financing, private equity and fund-of-funds 

businesses are each highly competitive, and has become more so in recent years due to a 
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substantially increased flow of capital into venture funds, growth funds, private equity, fund-of-

funds and similar investment organizations. Rho competes with other established companies 

and investment organizations with substantial resources and experience. Moreover, the volume 

of attractive investment opportunities varies greatly from period to period. There can be no 

assurance that any Fund will be able to make investments on attractive terms, and it is possible 

that any Fund’s term will expire before the Fund has invested all of its available capital.  

Changes in Environment; Broad Investment Authority. Each Fund typically invests over a 

period of years, during which the business, economic, political, regulatory, and technology 

environment within which the Fund operates is expected to undergo substantial changes, some 

of which may be adverse to the Fund. As a result, investment sourcing, selection, management 

and liquidation strategies and procedures exercised by Rho or its affiliates in the past may not 

be successful, or even practicable, during any particular Fund’s term.   Subject only to the limits 

set forth in a Fund's limited partnership agreement, Rho and its affiliates will have broad 

authority to implement, expand, contract, adapt and otherwise modify a Fund's investment 

sourcing, selection, management and liquidation strategies and procedures in such manner as 

Rho and its affiliates determine to be appropriate. 

Reliance Upon Certain Persons. Each Fund is particularly dependent upon the efforts, 

experience, contacts, personal relationships, reputations and skills of certain personnel of Rho 

or its affiliates. The loss of any such personnel could have a material, adverse effect on any 

Fund, and such loss could occur at any time due to death, disability, resignation or other 

reasons. Moreover, except as specifically provided in a given Fund’s organizational agreement, 

Rho personnel are not required to devote their time and attention exclusively to any particular 

Fund. As among Rho personnel, the economic, voting and other rights they hold in respect of 

the Funds are determined by agreements among them and will be subject to change from time 

to time.  

Any prior experience that Rho personnel may have in making investments of the type expected 

to be made by any Fund necessarily was obtained under different market conditions, with 

different technologies at the forefront of development and, in the case of Fund-of-Funds, 

different Portfolio Funds offering their interests. There can be no assurance that such Rho 

personnel will be able to duplicate prior levels of success.  

Rho or its affiliates may appoint or admit certain persons to "advisory" or other committees or 

boards intended to assist a Fund by providing insights, advice or assistance regarding such 

diverse matters as technology, macro trends in economics, markets, product development, and 

other fields, industry contacts, deal flow, diligence, technical evaluations, portfolio company 

mentoring, service on portfolio company boards, personnel recruiting, or other matters.  Under 
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most circumstances, such persons will have no contractual or other obligation to continue as 

members of such committees or boards or to provide any particular insights, advice, assistance 

or other benefits.  Certain Fund terms may provide that the costs associated with any such 

committees would be borne by the Fund.  Similar considerations apply to persons identified as 

entrepreneurs-in-residence, executives-in-residence, operating partners, venture partners or 

advisors, who generally will have no obligation to provide any particular insights, advice, 

assistance or other benefits to Rho, any of its affiliates or any Fund.  Accordingly, any such 

benefits may not exist or may terminate at any time. 

Rho or its affiliates may organize "affiliates" or "side" funds (each, a "Side Fund") that would 

accept capital commitments from potentially helpful individuals or organizations ("Side Fund 

Investors"), and co-invest with a Fund in the manner set forth in the Fund's limited partnership 

agreement.  Side Fund Investors may provide insights, advice or assistance of the same types 

described in the preceding paragraph, and may be permitted to invest the applicable Side Fund 

with a lower fee/carry burden than is borne by investors in the Fund.  Nevertheless, Side Fund 

Investors generally would have no contractual or other obligation to provide any actual insights, 

advice, assistance or other benefits to a Fund or to Rho and its affiliates.  Accordingly, any such 

benefits may not exist or may terminate at any time.  

Reliance on Third Parties. Rho, its affiliates and each Fund rely upon the services of a variety of 

third parties, including but not limited to attorneys, accountants, bankers, brokers, custodians, 

consultants (including "finders" and similar persons engaged to assist with the development 

and exploitation of portfolio deal flow, as well as "experts" and similar persons engaged to 

assist with the assessment of technologies, markets and other matters) and various other 

persons or agents.  Rho and its affiliates may also utilize the services of non-executive directors 

who provide such services on a professional basis and are not primarily part of Rho.  Failure by 

any of these third parties to perform their duties or otherwise satisfy their obligations to any 

Fund could have a material adverse effect upon the Fund.  Except as otherwise provided in a 

Fund's limited partnership agreement, the fees and costs associated with such third parties will 

be paid by the applicable Fund. 

Relationship with Rho Affiliates. While it is the general intention that investment opportunities 

will be apportioned among each Fund and other Rho Clients and investment funds affiliated 

with Rho on a fair and reasonable basis, there is no assurance that any Fund will be offered any 

specific investment opportunities that come to Rho’s attention or that any Fund will be 

permitted to invest the full amount it desires to invest in any such opportunity that is made 

available. In many cases, the apportionment of investment opportunities is subject to Rho’s or 

its affiliates’ discretion.  
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Removal of the General Partner. In certain cases, Funds’ organizational agreements provide 

that Rho or its affiliates may not be removed from their management or control positions in 

respect of the Funds without the applicable Rho management/controlling entity’s consent, 

regardless of any action that the entity has taken or has failed to take. In the event of a dispute 

between any Fund and the applicable Rho management/controlling entity, it is possible that the 

Fund will not be able to remove the entity from its position as the party managing or controlling 

the Fund.  

Economic Interest of Rho or Its Affiliates. Because the percentage of each Fund’s profits 

allocated to Rho will generally exceed the capital contribution percentage of Rho in the 

applicable Fund, and because certain net losses otherwise allocable to Rho will be specially 

allocated to all Fund’s investors (subject to certain limits), Rho may have an incentive to cause 

any Fund to make investments that are riskier or more speculative than if Rho received 

allocations on a basis identical to that of the applicable Fund’s other investors or was 

compensated on a basis not tied to the performance of the applicable Fund. References in this 

paragraph to “Rho” also include Rho’s affiliates, where the affiliated entity receives the 

applicable performance compensation.  

Moreover, Rho personnel generally will benefit from management fees paid by a Fund even if 

the Fund is not profitable.  Among other things, this arrangement may incentivize Rho and its 

affiliates to maintain the existence of a Fund (or to defer causing the Fund to dispose of 

portfolio assets) for the purpose of maintaining the payment of management fees. 

In the case of Funds-of-Funds, it is anticipated that the general partners of Portfolio Funds will 

be entitled to “carried interest” profit shares and management fees from such funds, with the 

result that a Fund-of-Funds effectively will be compensating Portfolio Fund managers, in 

addition to Rho or its affiliates, with respect to capital that is invested in Portfolio Funds 

through the Fund-of-Funds.  

Illiquid Securities. Funds generally hold securities that are subject to a variety of legal or 

practical limitations on sale. In particular, immediately following a distribution of securities 

from a Portfolio Fund to a Fund, trading volume may be insufficient to support sales by a Fund 

without such sales triggering a price decline that makes it difficult or impossible for the Fund to 

sell such securities at the distribution price.  

Concentration of Investments. Any Fund’s portfolio may become concentrated in a limited 

number of companies in certain high technology or other industries, or in a limited number of 

Portfolio Funds, increasing the vulnerability of that Fund’s portfolio as compared with a 

portfolio that is more diversified. In certain cases, a given Fund or Portfolio Fund may acquire 
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majority or greater interests in portfolio companies, which could further increase the 

vulnerability of its portfolio.  

Non-U.S. Investments. Funds may generally invest in securities of non-United States portfolio 

companies or Portfolio Funds. Such investments may present a variety of risks not presented by 

investments in United States portfolio companies or funds, including risks associated with: (i) 

fluctuating currency exchange rates; (ii) limitations on currency exchange or the transfer of 

capital/profits across international boundaries; (iii) different accounting standards; (iv) different 

legal protections for investors; (v) unusual regulatory burdens; (vi) political instability; and (vii) 

multiple taxing jurisdictions. Even those portfolio investments that nominally are United States 

portfolio investments by virtue of their jurisdiction of organization or management 

headquarters may be exposed to significant non-United States risks due to the increasingly 

international nature of many early stage technology companies and funds (which may, for 

example: (a) rely upon international location or outsourcing of research, development, 

manufacturing or other operations; (b) seek alliances with non-United States partners; or (c) 

seek non-United States customers or investors). Any adverse change to the political, economic, 

military, or social environments in the host countries of any Fund’s portfolio investments could 

have a significant adverse effect upon the operations or financial performance of the Fund.  

Limited or No Control over Portfolio Investments. Funds generally do not seek sole control 

over the management of the portfolio companies or Portfolio Funds in which they invest, and 

the success of each investment generally will depend on the ability and success of the 

management of the portfolio company or Portfolio Fund. Each Fund will often invest in 

companies and funds in which other private equity firms and investors have made equity 

investments. The mere fact that any Fund disagrees with decisions made by other investors in a 

portfolio company or fund likely will not trigger any particular ability of that Fund to dispose of 

its investment in such portfolio company or fund, with the result that the value of the Fund’s 

investment in a portfolio company or fund may be materially impacted by the decisions of 

other investors.  

Litigation Risks. Each Fund is subject to a variety of litigation risks, particularly in the case of VC 

Funds and venture capital Portfolio Funds, where there is a substantial likelihood that one or 

more portfolio companies will face financial or other difficulties during the term of the fund’s 

investment. For example, it is anticipated that individual personnel managing VC Funds may 

actively assist portfolio companies in differing capacities (including, without limitation, by 

serving as officers, directors, or advisors). VC Funds and venture capital Portfolio Funds may 

also participate in portfolio company financings at implicit portfolio company valuations lower 

than the valuations implicit in preceding rounds of financing, vote portfolio company shares in a 

manner contrary to the interests of other shareholders, or be exposed to flow-through liability 
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for portfolio company debts and obligations (e.g., under laws governing liability for 

environmental damage). In the event of a dispute arising from any of the foregoing activities (or 

other activities relating to the operation of any fund), it is possible that the applicable fund 

and/or personnel of Rho or its affiliates may be named as defendants. Under most 

circumstances, Funds and Portfolio Funds will indemnify such individuals for any costs they 

incur in connection with such disputes. Beyond direct costs, such disputes may adversely affect 

any Fund or Portfolio Fund in a variety of ways, including by distracting the personnel managing 

the fund and harming relationships between the fund and its portfolio investments or other 

investors in such investments.  

Exculpation and Indemnification. Each Fund’s organizational agreement generally contains 

provisions that relieve certain personnel of Rho and its affiliates of liability for certain improper 

acts or omissions. For example, Rho personnel generally will not be liable to Fund investors or 

any Fund for acts or omissions that constitute ordinary negligence. Under certain 

circumstances, any Fund may even indemnify such personnel against liability to third parties 

resulting from such improper acts or omissions. Furthermore, it is expected that Rho and its 

affiliates will continue to be structured as limited liability entities and that equity owners of 

those entities generally will not be personally liable for Rho’s or the applicable affiliates’ debts 

and obligations. In consequence, any Fund may have little or no recourse to the personal assets 

of such personnel even in the event that they breach a duty to Fund.  

Expenses.  Each Fund's limited partnership agreement contains detailed provisions regarding 

the apportionment of expenses between Rho and its affiliates (on the one hand) and the Fund 

(on the other hand).  As a general matter, Rho and its affiliates must bear their own internal 

costs of existence and operations, such as rent, member/employee salaries, and their own 

internal financial reporting and tax preparation.  In general, the Fund must pay management 

fees to its general partner (the right to receive such fees may be assigned by such general 

partner to another Rho entity) as well as substantially all other expenses associated with the 

organization, existence and operations of the Fund.  As described in each Fund's limited 

partnership agreement, expenses to be borne by the Fund generally include, without limitation, 

expenses associated with the formation of its general partner itself (because the general 

partner, as an entity, has been created specifically in connection with the Fund), costs of 

marketing/placing interests in the Fund, legal and other fees associated with the formation of 

the Fund (including fees charged by attorneys representing the Fund's general partner or the 

fund for negotiations with prospective investors), virtually all out-of-pocket costs associated 

with identifying, acquiring, monitoring, improving and disposing of Fund investments (including 

costs of travel, fees paid to "finders" and costs associated with broken deals), costs of hedging 

against changes in the value of Fund assets or obligations, most costs associated with litigation 

(or threats of litigation) against the Fund, its general partner, Rho and its affiliates and Rho 



Page | 22 
 

personnel, the costs of preparing Fund financial statements, tax returns and other reports, the 

fees of attorneys, accountants, consultants, brokers, advisors and other third parties, and costs 

associated with certain securities law and similar compliance obligations imposed upon the 

general partner or the Fund.   

The cost of fees paid by a Fund may be very substantial.  For example, the Fund's general 

partner may engage third parties on behalf of the Fund to identify/source investment 

opportunities, perform analysis/diligence in respect of potential investments, technologies, 

markets, or other issues, or provide portfolio companies with advice, guidance or other 

benefits. The apportionment of expenses inherently creates conflicts of interest between the 

Fund and its general partner.  For example, in many cases, the same individual could be 

admitted or engaged as a member or employee of the general partner or Rho (in which case, 

the general partner or Rho generally would bear the expense of such individual's salary, etc.) or 

as a consultant/advisor (in which case the Fund or a portfolio company generally would bear 

the expense of fees paid to such individual).  In certain cases, a portfolio company may 

reimburse a Fund's general partner or Rho (or another Rho affiliate) for costs that otherwise 

would be borne by the general partner or Rho (or another Rho affiliate) under the Fund's 

limited partnership agreement.  In general, the Fund would not be entitled to benefit from any 

such reimbursement.   

A Fund may incur expenses in connection with a potential investment that is expected to be 

made by the Fund along with one or more co-investors.  As a general matter, the Fund will be 

obligated to pay all of its expenses in connection with an investment opportunity that is 

considered by the Fund, even if the investment is not consummated, and even if potential co-

investors do not agree to pay any share of such expenses.  To the limited extent set forth in a 

Fund's limited partnership agreement, the Fund's general partner is obligated to apportion 

expenses among the Fund and certain other funds affiliated with the general partner.  

However, many other types of circumstances may arise.  For example, the general partner (or a 

member or affiliate thereof) may attempt to create a special purpose vehicle or similar entity 

that will complete its formation and otherwise be in a position to bear expenses relating to a 

potential co-investment only if the co-investment is consummated.  Thus, there may be no 

third party that has agreed to share expenses with the Fund if the co-investment is not 

consummated, with the result that the Fund may bear all of its expenses notwithstanding that 

third parties may have benefitted from the opportunity to review, investigate and otherwise 

assess the potential co-investment.  A Fund's general partner will have no obligation to prevent 

such circumstances from arising.       

Freedom of Information/Sunshine Laws.  Under "freedom of information," "sunshine," "public 

records" and similar laws, certain governmental or other regulated entities such as state 
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universities and pension funds may be required to publicly disclose confidential information 

regarding a Fund or its portfolio companies, notwithstanding contractual obligations (such as 

those contained in the Fund's limited partnership agreement) to the contrary.  Any such 

disclosure could have a material adverse effect upon the Fund or its portfolio companies, and 

could even expose the Fund, Rho, its affiliates and Rho personnel to claims for damages 

brought by portfolio companies or other persons related thereto.  Nevertheless, the Funds' 

limited partnership agreements do not prohibit such entities from being admitted to the Funds. 

Regulatory Concerns.  The Funds are subject to a variety of securities laws and other types of 

governmental regulation in the United States and other jurisdictions (including, for Funds 

organized under Cayman Island law, the Cayman Islands) that may limit the scope of its 

operations or impose material compliance costs and other burdens.  Such laws and regulations 

are subject to change at any time.   

While Rho believes that the Funds are not subject to the registration requirements of the 

United States Investment Company Act of 1940, as amended (the "Investment Company Act"), 

there can be no assurance that this belief is, or will continue to be, correct.  If a Fund were 

subject to such registration requirements, the Fund's performance could be materially 

adversely affected.   

Limited Term.  As set forth in each Fund's limited partnership agreement, the Fund's "term" 

will be limited and may be extended only under certain circumstances.  This may place a Fund 

at a disadvantage relative to other investment entities that have a longer-term investment 

horizon and may cause Rho and its affiliates, in managing the Fund, to make investment 

acquisition or disposition decisions that are less advantageous to the ultimate performance of 

the Fund than the decisions that would be made if the Fund's Term were longer.  Disadvantages 

associated with a Fund's limited term include the possibility that the Fund may sell portfolio 

securities during the Fund's dissolution and liquidation period at lower prices than could have 

been obtained if the Fund were able to act as a more "patient" investor.  As set forth in the 

Funds' limited partnership agreements, a Fund's liquidation and winding-up period may extend 

for a very substantial period of time due to contingent liabilities associated with the Fund's 

disposition of portfolio securities, lock-ups or other restrictions on the transfer of portfolio 

securities, or for other reasons.  In particular, it is specifically contemplated that a Funds will 

enter into a variety of transactions (e.g., purchases of non-marketable securities subject to 

transfer restrictions, sales of portfolio securities that create Fund contingent obligations for 

indemnification or purchase price adjustment, and registrations of portfolio securities involving 

lock-ups) that may not be fully resolved or subject to exit during the Fund's Term or a brief 

period thereafter.   
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VC FUNDS AND PE FUNDS – Material Risks  

In addition to material risks of loss described above with respect to the Funds generally, VC 

Funds are subject to certain additional risks, including the following:  

Reserves. Each VC Fund and PE Fund generally establishes reserves for items such as follow-on 

investments in portfolio companies, operating expenses (including management fees payable 

to Rho or its affiliates), Fund liabilities, and other matters. Estimating the amount necessary for 

such reserves is difficult, particularly because follow-on investment opportunities are tied to 

the success and capital needs of portfolio companies. Most VC Funds’ and PE Funds’ ability to 

borrow is strictly limited, which will further increase the difficulty of estimating the proper size 

of reserves. Inadequate or excessive reserves could have a material adverse effect upon the 

investment returns to any VC Fund or PE Fund. For example, if reserves are inadequate, any VC 

Fund or PE Fund may be unable to take advantage of attractive follow-on or other investment 

opportunities or to protect its existing investments from dilutive or other punitive terms 

associated with a “pay-to-play” or similar investment round. If reserves are excessive, any VC 

Fund or PE Fund may decline attractive investment opportunities or hold unnecessary amounts 

of capital in money market or similar low-yield accounts.  

Service on Boards of Directors, Etc. Personnel of Rho or its affiliates may serve as officers or 

directors of VC Fund or PE Fund portfolio companies. In their capacity as officers or directors (or 

even simply by virtue of a VC Fund's or PE Fund’s status as a significant shareholder of a 

portfolio company), such individuals may become subject to fiduciary or other duties that 

adversely affect one or more VC Funds or PE Funds. For example, any VC Fund or PE Fund may 

be unable to sell or otherwise dispose of portfolio securities, if such an individual is in 

possession of material, non-public (i.e., “inside”) information relating to the issuer. 

Nevertheless, VC Funds’ and PE Funds’ organizational agreements generally do not preclude 

such individuals from serving as officers or directors of portfolio companies. Conversely, those 

organizational agreements generally do not require that such individuals serve as officers or 

directors of portfolio companies, and there can be no assurance that any VC Fund or PE Fund or 

such individuals will have a legal right to influence the management of any portfolio company 

or companies. In general, if there is a conflict between the fiduciary duties of such individuals to 

a portfolio company and such person’s fiduciary duties to any VC Fund or PE Fund, such 

person’s fiduciary duties to the portfolio company will prevail.  

Sole or Principal Outside Investor. With respect to certain portfolio companies, any VC Fund or 

PE Fund may be the sole or principal outside investor. While such status may result in greater 

power to influence the management or direction of a portfolio company, and greater 

opportunities to make initial or follow-on investments, as compared to portfolio companies in 
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respect of which the VC Fund or PE Fund is just one member of a group of significant outside 

investors, it also may result in increased risks. For example, a portfolio company with a group of 

significant outside investors may benefit from greater access to follow-on capital, advice, 

counsel, and similar types of support often provided by significant outside investors. Moreover, 

the absence of other significant outside investors may deprive Rho or its affiliates of 

opportunities to consult with such investors regarding the portfolio company.  

Portfolio Company Compliance Concerns.  Relative to mature companies, young/emerging and 

middle market companies often have not yet developed comprehensive legal, regulatory, 

financial audit/control and similar compliance capabilities.  This will make it more difficult for 

personnel of Rho or its affiliates (or a Portfolio Fund) to conduct diligence upon prospective 

portfolio companies and to monitor companies that have entered the Fund's or Portfolio Fund's 

portfolio.  It enhances the risks that otherwise successful portfolio companies will experience 

adverse consequences due to unintended violations of legal, regulatory or similar obligations.  

It also enhances the risks that portfolio companies, the Fund or Portfolio Fund will experience 

adverse consequences due to intentional wrongdoing by portfolio company personnel or third 

parties. 

FUNDS-OF-FUNDS – Material Risks  

In addition to material risks of loss described above with respect to the Funds generally, the 

Funds-of-Funds are subject to certain additional risks, including the following:  

Risks Associated with Portfolio Fund Investments. Gaining access to funds managed by high 

quality private equity firms is difficult and there can be no assurance that any Fund-of-Funds 

will be able to secure sufficient opportunities to invest in such funds. Competition for 

investment opportunities is intense and each Fund-of-Funds competes for opportunities with 

pension funds, endowments, foundations, other funds-of-funds, and other investors that have 

substantially larger pools of available capital, longer histories of investing in private equity 

funds and other qualities that may make them more attractive to private equity fund managers.  

Identifying and selecting high quality private equity funds also is difficult and there can be no 

assurance that Rho or its affiliates will be able to identify and select the highest quality private 

equity funds that offer investment opportunities within any Fund-of-Funds investment period. 

There are many reasons for this, including the following: (i) private equity firms are managed by 

individuals who may leave or change their role within their firms at any time; a firm with an 

outstanding track record and reputation may become a fundamentally different firm at any 

time due to personnel changes; (ii) outstanding private equity fund returns often result from a 

small number of successful investments relative to the total number of investments in a fund’s 

portfolio; in many cases, it is difficult to determine whether prior returns resulted from the 
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investment practices and qualifications of individual fund managers or completely unrelated 

factors; (iii) the skills, practices and other qualifications that served as the basis for a private 

equity firm’s success in prior years may cease to be relevant at any time due to changing 

technology or other market conditions; (iv) information regarding the internal operations of 

private equity firms is private and often closely guarded by the firms themselves; in most cases, 

Rho or its affiliates make investment decisions on the basis of information that is incomplete or 

impossible to verify; (v) information regarding the investment track records of private equity 

firms often is difficult to assess because of the lack of generally accepted reporting standards 

within the private equity fund industry; (vi) the general lack of liquidity for venture-backed 

portfolio companies has in many cases obscured the track records of venture capital firms by 

inducing the deferral of objective valuation events; and (vii) “emerging” private equity fund 

managers often are highly talented and accomplished individuals who have achieved great 

success in other domains, but whose ability to translate that success into private equity 

investing will be unknown at the time an investment in their fund is made.  

Once Rho or its affiliates have identified an attractive Portfolio Fund investment opportunity, 

and gained access to that opportunity, the terms and conditions of investment may not be 

ideal. In particular, the limited partnership agreements governing funds managed by high 

quality private equity firms often contain provisions that are favorable to such funds’ general 

partners. In some cases, any Fund-of-Funds will lack sufficient leverage to negotiate for more 

balanced terms and conditions.  

Beyond the risks associated with access to, and selection and negotiation of, Portfolio Fund 

investments, operational risks regarding a Fund-of-Funds and their respective Portfolio Funds, 

including the risks described above, generally apply. In particular, most of the risks of VC Funds 

will be faced in a similar manner by Funds-of-Funds vis-à-vis their Portfolio Funds.  

Risks Associated with Life Sciences/Health Care Industry. The assets of any Fund-of-Funds may 

be invested, directly or indirectly through Portfolio Funds, in young portfolio companies 

focused upon the highly competitive and rapidly changing life sciences/health care industry. 

This industry is dominated by large multi-national corporations with substantially greater 

financing and technical resources than generally will be available to the portfolio companies. 

Such large corporations may be better able to adapt to the challenges presented by continuing 

rapid and major scientific, regulatory and technological changes as well as related changes in 

governmental and third party reimbursement policies.  

Within the life sciences/health care industry, the development of products generally is a costly 

and time-consuming process. Many highly promising products ultimately fail to prove safe and 

effective. Products under development and pre-clinical testing generally will require extensive 
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clinical testing prior to application for commercial use. There can be no assurance that the 

research or product development efforts of the portfolio companies or those of their 

collaborative partners will be successfully completed, that specific products can be 

manufactured in adequate quantities at an acceptable cost and with appropriate quality, or 

that such products can be successfully marketed or achieve customer acceptance.  

The research, development, pre-clinical and clinical trials, manufacturing, and marketing of 

products developed by life sciences/health care companies are subject to extensive regulation 

by numerous governmental authorities in the United States and other countries. There can be 

no assurance that products developed by the portfolio companies will ever be approved by 

such governmental authorities.  

Many portfolio companies will depend heavily upon intellectual property for their competitive 

position. There can be no assurance that the portfolio companies will be able to obtain patents 

for key inventions. Moreover, within the life sciences/health care industry, patent challenges 

are frequent. Even if patents held by the portfolio companies are upheld, any challenges 

thereto may be costly and distracting to the portfolio companies’ management.  

Many of the portfolio companies will be at least partially dependent for their success upon 

governmental and third party reimbursement policies that are under constant review and are 

subject to change at any time. Any such change could adversely affect the viability of one or 

more portfolio companies.  

Reserves. Each Fund-of-Funds establishes reserves for capital calls from Portfolio Funds, 

operating expenses (including management fees payable to Rho or its affiliates), Fund liabilities, 

and other matters. Estimating the amount necessary for such reserves is difficult, particularly 

because capital calls from Portfolio Funds will be substantially tied to the success and capital 

needs of portfolio companies. Inadequate or excessive reserves could have a material adverse 

effect upon the investment returns to any Fund-of-Funds. For example, if reserves are 

inadequate, any Fund-of-Funds may be unable to satisfy capital calls from Portfolio Funds, and 

thereby subject itself to penalties under the limited partnership agreements of such funds. If 

reserves are excessive, any Fund-of-Funds may decline attractive investment opportunities or 

hold unnecessary amounts of capital in money market or similar low-yield accounts.  

Risks Associated with Use of Non-United States Fund Entities.   

Some Funds are organized under the laws of the Cayman Islands, which differ in significant 

respects from United States law.  In particular, certain provisions of a Fund's partnership 

agreement that would be enforceable under Delaware law may not be enforceable under the 

laws of the Cayman Islands.  In order to supplement the enforceability of such provisions, each 
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limited partner of a Fund organized under the laws of the Cayman Islands executes a separate 

"enforceability agreement" governed by Delaware law.  The efficacy of such agreements has 

not been fully tested in the courts.  Any failure of enforceability of a Fund's limited partnership 

agreement could be disruptive to the smooth operation of the Fund. 

Item 9  Disciplinary Information 

There are no legal or disciplinary events required to be disclosed under this Item 9. 
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Item 10  Other Financial Industry Activities and Affiliations 

With respect to each Fund, an entity affiliated with Rho serves as the General Partner or 

Managing Member of the Fund.  Rho coordinates the formation of limited partnerships or 

limited liability companies to serve as these General Partner or Managing Member entities. 

As with other private equity fund sponsors, Rho and its employees have developed many 

relationships with third parties that have the potential to raise conflicts of interest.  Such third 

parties include, but are not limited to, investment bankers, consultants, professional advisors 

(such as attorneys and accountants), private equity investors, and current and former directors, 

officers and employees of portfolio companies.  Certain third parties may introduce investment 

opportunities, arrange for, or facilitate the financing, the purchase or recapitalization of 

potential portfolio companies, introduce portfolio companies to potential acquisition or merger 

candidates, provide investment banking, consulting or advisory services to Rho, the Funds or 

portfolio companies, invest in the Funds or provide other significant business or investment 

services to Rho, the Funds or portfolio companies.  Such third parties may receive 

compensation from Rho, the Funds or portfolio companies for providing these services, which 

compensation and services are intended to be on an arm’s length basis.  
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Item 11  Code of Ethics, Participation or Interest in Client 

Transactions and Personal Trading 

Code of Ethics 

In accordance with Rule 204A-1 of the Investment Advisers Act of 1940 (the “Advisers Act”), 

Rho maintains a Code of Ethics.  The Code of Ethics sets out standards of conduct expected of 

each of Rho’s partners, principals, officers, directors, associates, analysts and other employees, 

and any other persons that the chief compliance officer (“CCO”) designates (“Covered 

Persons”).  The Code of Ethics addresses certain other matters, including the misuse of 

nonpublic information, insider trading, personal trading activity and political contributions.  The 

Code of Ethics reminds employees of their obligations to Clients and their obligations to comply 

with federal securities laws.  At the commencement of employment and thereafter annually, 

employees are required to sign an acknowledgement that they have received, read and 

understand all provisions of the Code of Ethics and certify compliance on an annual basis. 

Under the Code of Ethics, Covered Persons must report investment holdings and transactions in 

accounts in the employee’s name or accounts over which the Covered Person has any direct or 

beneficial ownership, including accounts over which investment discretion is exercised either 

directly or indirectly.  The Code of Ethics also requires Covered Persons to obtain pre-clearance 

from the CCO before investing in private placements, initial public offerings (“IPOs”) and 

securities on Rho’s restricted list.  Under the Code of Ethics, Covered Persons are prohibited 

from trading in securities of any company while in possession of material, nonpublic 

information regarding the company. 

Upon request of a Client or prospective Client, Rho will provide a copy of the Code of Ethics. 

Material Financial Interest in Client Recommendations 

A Fund may on occasion invest in a portfolio company of another Fund or co-invest with 

another Fund.  For example, where a Fund that made an initial investment in a portfolio 

company does not, when an opportunity to make a follow-on investment in the company 

arises, have sufficient reserves for such investment, another Fund may elect to make such 

investment.  Such transactions are generally subject to requirements agreed to by the Fund 

investors and set out in the applicable organizational documents, which may include a 

requirement to obtain the consent of the Advisory Committee of the applicable Fund.  Rho may 

also have an ongoing relationship with companies whose securities have been acquired by, or 

are being considered for investment by, a Fund.  From time to time, Rho may acquire securities 

or other financial instruments of a portfolio company for one Fund that are senior or junior 
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securities, or financial instruments, of the same issuer that are held by, or acquired for, another 

Fund.  The interests of the Funds may not always be aligned, and actions taken for one Fund 

may be adverse to another Fund.  For example, where multiple Funds invest in different parts 

of the equity capital structure of a portfolio company, their respective interests may diverge 

significantly in the case of financial distress of the company.   

In addition, each Fund-of-Funds is an investor in third-party venture capital funds with which 

our VC Funds or PE Funds may co-invest in transactions.  For example, a venture capital fund in 

which our Fund-of Funds is a limited partner may have an investment in a company, and one of 

our VC Funds or PE Funds may invest in that company as well. 

Rho recognizes that conflicts may arise under such circumstances, and as a result, has instituted 

policies and procedures that are reasonably designed to address such conflicts.  It is Rho’s 

policy to allocate such investments among Funds in a fair and equitable manner.  See Item 11 

below for a discussion of Rho’s allocation policies and procedures. 

To the extent a Fund co-invests with another Fund, Rho will generally seek to ensure that all 

Funds participate on comparable terms.  This may not be practicable or appropriate in all 

circumstances, however, and a Fund may participate in such investments on different and 

potentially less favorable terms than another Fund if Rho deems such participation as being 

otherwise in the Fund’s best interests.  This may have an adverse impact on the relevant Fund. 

Joshua Ruch, Chief Executive Officer, Managing Partner and Director of Rho, participates in the 

investment advisory activities of a family office.  The family office is a separate business from 

Rho.  The family office is not a client of Rho, but is an investor in several Funds advised by Rho.  

Mr. Ruch has discretion to invest family office assets in similar types of instruments as those in 

which Rho’s Clients invest, and Mr. Ruch has a significant financial interest in all investments 

made by the family office.  To the extent Mr. Ruch is involved with potential venture capital 

stage company investments for the family office that would be suitable investments for any 

actively investing Rho Fund, the potential investment will be offered first to any such Rho Funds 

that are, at the time, permitted to make any such investment, and then to the family office.  

With respect to investments that would be appropriate for any Rho Fund-of-Funds, any 

allocations between family office entities and Rho Fund-of-Funds would be in accordance with 

procedures set forth in the applicable Fund-of-Funds organizational documents.  The family 

office does, on occasion, invest or co-invest in portfolio companies of the Funds.  Any initial 

investments by the family office in a Fund’s portfolio company, or any follow-on investment by 

the family office above the family office’s pro rata share of the investment, will only be 

permitted if the investment opportunity is first offered, and subsequently declined, by the 

relevant Funds.  From time to time, the family office may acquire securities or other financial 

instruments of a portfolio company that are senior or junior securities, or financial instruments, 
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of the same issuer that are held by, or acquired for, a Fund, resulting in a potential conflict of 

interest for Mr. Ruch.  To the extent that Mr. Ruch has a material conflict of interest as a result 

of an investment made by the family office, Rho requires that Mr. Ruch abstain from 

participating in any relevant decisions at Rho. 

Mark Leschly, Managing Partner and Director of Rho, participates in the investment advisory 

activities of Iconica LLC (“Iconica”).  Iconica is a separate business from Rho.  Mr. Leschly has 

discretion to invest assets managed by Iconica in similar types of instruments as those in which 

Rho’s Clients invest, and Mr. Leschly has a significant financial interest in all investments made 

by Iconica.  To the extent Mr. Leschly is involved with potential venture capital stage company 

investments for Iconica that would be suitable for any actively investing Rho Fund, the potential 

investment will be offered first to any such Rho Funds that are, at the time, permitted to make 

such investments, and then to Iconica.  Funds managed by Iconica may, on occasion, invest or 

co-invest in portfolio companies of the Funds.  Any initial investments by Iconica in a Fund’s 

portfolio company, or any follow-on investment by Iconica above Iconica’s pro rata share of the 

investment, will only be permitted if the investment opportunity is first offered, and 

subsequently declined, by the relevant Funds.  From time to time, funds managed by Iconica 

may acquire securities or other financial instruments of a portfolio company that are senior or 

junior securities, or financial instruments, of the same issuer that are held by, or acquired for, a 

Fund, resulting in a potential conflict of interest for Mr. Leschly.  To the extent that Mr. Leschly 

has a material conflict of interest as a result of an investment made by Iconica, Rho requires 

that Mr. Leschly abstain from participating in any relevant decisions at Rho. 

Separately, Mark Leschly is the CEO of Universal Tennis, LLC, which is a technology company 

that provides algorithmically derived ratings for tennis players worldwide. 

Outside Business Activities 

Rho’s Covered Persons may serve as board members for a portfolio company and may receive 

standard “outside director” equity compensation packages directly from the company in the 

form of cash, stock options or restricted stock.  Serving in such capacity may give rise to 

conflicts to the extent that a Covered Person’s fiduciary duties to a portfolio company as a 

director may conflict with the interests of a Fund.  Rho has also established policies and 

procedures requiring prior approval by the CCO for certain outside business activities. 

Personal Trading 

Personal investment by investment professionals and other personnel of Rho can present 

potential conflicts of interest for Rho and its personnel.  Covered Persons of Rho may have 

direct and indirect investments of their own capital in a Fund. Covered Persons may also buy 

and sell securities or other investments for their own accounts.  As a result of differing 
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investment strategies or constraints, or for other reasons, positions may be taken by Covered 

Persons that are the same as, different from or made at different times than positions taken for 

a Fund.  For the same reasons, Covered Persons may invest in public or private companies, 

private equity funds, private venture capital funds, hedge funds, real estate funds, mutual funds 

and other investments.  Rho has established policies and procedures requiring prior approval by 

the CCO for investments by Covered Persons in private placements, IPOs and companies that 

are maintained on Rho’s restricted list. Our restricted list generally consists of public companies 

in which any of our Funds holds a material position, as well as any other public company if 

there is a reasonable basis for concluding that we may have material, non-public information.  

However, the potential exists for personal securities transactions by Covered Persons, including 

those which have been pre-cleared or approved in advance, to generate significantly higher 

investment returns to such personnel than any of the Fund’s investment transactions generate 

for its own investors.  Covered Persons are prohibited from “front-running” Client accounts, 

which is a practice in which a Covered Person purchases or sells a security in a personal account 

ahead of a Client if the security is being considered for purchase, sale or distribution by a Client 

or is being purchased, sold or distributed by a Client.  

In addition to the above, some of the investments for our Funds are led by venture partners, 

who act as part-time consultants to Rho and focus on particular areas of technology investing.  

It is our standard practice that, in connection with any investment in a portfolio company in 

which a venture partner will be representing the Fund on the board of directors, or otherwise 

taking a management or consulting role with any such portfolio company, the venture partner 

receives separate compensation from the portfolio company in the form of stock options, 

restricted stock or other compensation, including cash.  Pursuant to the terms of the Funds’ 

limited partnership agreements, compensation received by our venture partners do not 

“offset” or otherwise reduce the management fees paid by the Funds. 

Certain of Rho’s members, owners, principals, directors, officers, employees, and family 

members and friends of those persons have invested, and may continue to invest in the future, 

in parallel investments alongside a Fund on a no-fee, no-carry basis simultaneous with and on 

the same terms as the Fund. 

Employees of Rho may, on occasion, invest or co-invest in a portfolio company of a Fund. Any 

such investments will only be permitted if the investment opportunity is first offered, and 

subsequently declined, by the relevant Funds.  From time to time, a Rho employee may acquire 

securities or other financial instruments of a portfolio company that are senior or junior 

securities, or financial instruments, of the same issuer that are held by, or acquired for, a Fund, 

resulting in a potential conflict of interest for such employee.  To the extent that an employee 
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has a material conflict of interest as a result of an investment made by such employee, Rho 

requires that such employee abstain from participating in any relevant decisions. 

In addition, each Fund has a general partner or similar management entity that is a related 

person of Rho.  Such management entities typically agree to make a capital commitment in a 

Fund.  The amount of the capital commitment may vary from Fund to Fund.   

Rho has policies and procedures reasonably designed to ensure that all Clients are treated fairly 

and equitably.  In determining a fair and equitable allocation of a particular investment 

opportunity, Rho will consider, among other things, the size, investment purpose, risk 

tolerance, targeted allocations, permissible and preferred asset classes, liquidity needs, and any 

other relevant facts and circumstances applicable to the respective Clients.  Based on the 

nature of venture capital and private equity investing, it is anticipated that a primary factor that 

Rho will consider will be whether a Fund is in the process of building up its holdings during its 

investment period.  In addition, Rho will consider and abide by the parameters of a Fund’s 

governing documents.  Rho will not determine allocations based upon whether a Fund has a 

Performance Fee or a different level of Performance Fee than another Fund. 

In the event of a conflict of interest that is not otherwise addressed by the applicable 

organizational agreement, each of the applicable general partner (or similar management 

entity) and Rho will be guided by its fiduciary responsibilities, compliance policies and 

procedures and good faith judgment as to the best interests of the Fund and may, pursuant to 

the organizational agreement of the Fund, seek guidance from the applicable Advisory 

Committee of the Fund. 

Item 12  Brokerage Practices 

Rho manages accounts on a discretionary basis, which includes the buying and selling of 

securities and the amount of securities to be bought or sold.  Rho is generally not frequently 

involved in the execution of securities transactions for Clients through broker-dealers because 

the Funds’ investments are generally in private companies or private placements.  At times, 

however, Rho will select a broker to assist in effecting a securities transaction.  With respect to 

our Funds, Rho expects it would utilize a broker if it elected to purchase or sell public stock held 

by one of the Funds (e.g., purchasing or selling public stock in connection with a follow-on 

investment opportunity with one of our portfolio companies that has gone public).  With 

respect to our Funds-of-Funds, Rho expects it would only use a broker-dealer to sell public 

stock received in the form of stock distributions from underlying portfolio funds. 
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In selecting brokers, Rho will seek best execution, which involves a number of quantitative and 

qualitative factors.  Rho will consider the full range and quality of the broker-dealer’s service to 

meet best execution obligations and may not pay the lowest commission rate available.  The 

primary consideration is the trade price and commission quoted by the broker-dealer.  Rho has 

no formal arrangements with any broker-dealer to receive research or other products or 

services other than execution, and Rho does not have any soft dollar or commission sharing 

arrangements that would require Rho to provide any specified amount of brokerage to a broker 

dealer.  Rho may, at times, receive research reports free of charge from broker-dealers that 

may provide or seek to provide services to Rho, the Funds or portfolio companies.  Any 

research reports received is consistent with the safe harbor for brokerage and research services 

under Section 28(e) of the Securities Exchange Act of 1934.  When Rho receives research or 

other information from a broker-dealer free of charge, it could be viewed as receiving a benefit 

it does not have to pay for, and Rho could be viewed as having an incentive to select or 

recommend a broker-dealer for a transaction on behalf of a Fund or portfolio company based 

on its interest in receiving such benefits rather than on receiving most favorable execution. 

New Equity Issue Allocation 

Rho seeks to achieve fair and equitable treatment of all Clients with respect to the allocation of 

new issues.  To the extent a new issue investment opportunity arises with respect to a Fund’s 

existing private portfolio company holding that has gone public, that particular Fund will be 

entitled to participate in the new issue before any other Funds are offered the opportunity.  

Outside of existing portfolio companies that go public, the Funds generally do not participate in 

new equity issues.  The Funds, in compliance with The Financial Industry Regulatory Authority 

regulations, will allocate profit and loss from “new issues” only to Fund investors that may 

participate in such allocations, absent any relevant exemptions. 

 

Aggregated Trades 

Since Rho does not frequently trade public securities for Clients, it does not have many 

opportunities to aggregate trades for Client accounts.  At times, however, Rho may, to the 

extent appropriate, permissible and/or feasible, aggregate multiple Client orders for the 

purchase or sale of the same security in order to negotiate more favorable commission rates or 

otherwise reduce transaction costs and will allocate such transactions on a pro rata or other 

reasonable basis. 
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Item 13  Review of Accounts 

Account Reviews 

Rho generally reviews each Fund approximately quarterly or more frequently as deemed 

appropriate.  The review generally includes analyzing performance of individual portfolio 

companies and the Funds and recommending changes to each portfolio as deemed 

appropriate.  Each Fund’s management team is responsible for the review of the applicable 

Fund. 

Investor Reports 

Rho provides Fund investors with detailed reports about the Fund generally on a quarterly 

basis.  Fund investors receive (i) quarterly reports briefly summarizing the business activities 

and financial status of the Fund; (ii) annual audited financial statements; and (iii) information 

reasonably necessary for the preparation of income tax returns.  Fund investors may also 

receive valuation reports that may be included in the Fund’s quarterly report to investors.  Rho 

may also provide investors with additional information concerning the Funds upon the request 

of any such investors, provided that such information is non-sensitive.  Rho may edit such 

reports to protect the confidentiality of highly sensitive information. 
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Item 14  Client Referrals and Other Compensation 

During a fundraising cycle for a Fund, Rho may compensate placement agents who introduce 

new investors that commit capital.   

Rho does not participate in arrangements with non-Clients that result in Rho receiving an 

economic benefit for providing investment advice or other advisory services to Clients.  Neither 

Rho nor any of its related persons compensate any person for Client referrals. 
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Item 15  Custody 

Rho may be deemed to have custody, as defined in Rule 206(4)-2 under the Advisers Act, of 

funds or securities of the Funds.  Rho relies on the “audit exemption” in Rule 206(4)-2(b)(4) 

under the Advisers Act, which exempts an adviser to a limited partnership, limited liability 

company or other pooled investment vehicle from the requirement to deliver account 

statements to its clients if the adviser requires the vehicle to be audited annually by an 

independent public accountant that is registered with the Public Company Accounting 

Oversight Board and distributes audited financial statements annually to the investors in the 

vehicle. 
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Item 16  Investment Discretion 

Rho has discretionary authority to manage securities accounts on behalf of each Fund pursuant 

to its organizational agreement, subject to certain limitations.  Each organizational agreement is 

subject to negotiation with Fund investors and typically, for example, establishes the Fund’s 

investment purpose, policies, strategies and limitations.  Examples of such limitations include 

limitations on the amount of capital that may be invested in any one portfolio company, 

geographical limitations and limitations on borrowing by a Fund. 

  



Page | 40 
 

 

Item 17  Voting Client Securities 

In accordance with Rule 206(4)-6 under the Advisers Act, Rho has adopted and implemented 

written policies and procedures to address how Rho will vote proxies on behalf of the Funds. 

Rho votes all securities in the best interests of its Clients.  Rho may abstain from voting if Rho 

determines that it is in the best interests of its Clients.  Rho believes that this means the Clients’ 

best economic interests over the long-term – that is, the common interest that all Clients share 

in seeing the value of a common investment increase over time.  Rho does not take investment 

positions outside of the Funds it manages and therefore does not anticipate a situation where 

there would be a conflict between maximizing long-term investment returns for Funds and 

satisfying Rho’s separate interests.  If a Rho Covered Person or a venture or operating partner 

has a separate position in a portfolio company that would represent a potential conflict of 

interest with respect to a particular vote, that person will not take part in the decision making 

process regarding the voting of any securities held by a Fund.  If such a situation should arise 

involving a public security, we will independently review and evaluate the proxy proposal and 

the circumstances surrounding the conflict to determine how to vote the proxy in the best 

interest of the Fund.  We may also determine whether the conflict of interest involving the 

public security will be disclosed to a Fund (and/or Fund investors) and whether to obtain 

consent prior to voting.  Rho’s Chief Financial Officer is responsible for voting client securities in 

a manner consistent with Rho’s policies and procedures.  In deciding how to vote a proxy, the 

Chief Financial Officer is generally expected to consult with the managing partner or partner 

responsible for covering the portfolio company that is soliciting the proxy vote.  Clients may 

obtain a copy of our proxy voting policies and procedures, as well as records of how Fund 

securities have been voted, by sending a written request to: Peter Kalkanis, c/o Rho Capital 

Partners, 152 West 57th Street, 23rd Floor, New York, NY 10019, or pkalkanis@rho.com. 
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Item 18  Financial Information 

Rho does not require payment of fees or other compensation six months or more in advance.  

Rho is not aware of any financial condition that is reasonably likely to impair our ability to meet 

our contractual commitments to our Clients.  Rho has not been the subject of a bankruptcy 

petition within the preceding ten years. 


