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ABSTRACT

Most of the previous studies related to business performance evaluation employ the factor analysis based on financial ratios and sum

up the scores. However, so far there is no generally accepted theoretic foundation for how to choose appropriate financial ratios to

develop a sound performance evaluation model. Therefore, the study tries to utilize the idea of risk management to develop a new

method in accordance with industry characteristics to measure the performance of operating a business. First of all, we focus on the

venture capital firms because they are generally riskier than other industries. From the analysis on their major business activities and

characteristics through the firms’ financial statements over years, and together with the concept of VaR, we measure the possible

maximum risk of loss during a certain period of time and under a certain confidence interval. Besides, VaR can measure the

down-side risk which investors particularly care about and improve the Sharpe ratio, and it thus could exhibit the risk characteristics

faced by the venture capital firms. Contrasting the empirical results of the financial ratios and traditional Sharpe ratio, we find that

there are remarkable differences from those based on applying VaR to measure performance. This implies that the higher

performance from the traditional methods might be greatly reduced taking into account the risk factor. For outside investors, these

findings can provide them more information about risk and become an important consideration of their investment decisions.
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