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CALCULATION OF REGISTRATION FEE UNDER THE
SECURITIES ACT OF 1933

Title of Securities Being Registered

Proposed
Maximum
Aggregate
Offering Price(1)

Amount of
Registration
Fee(1)

Common Stock, $0.01 par value per share(2)(3)

Preferred Stock, $0.10 par value per share(2)

Subscription Rights(2)

Debt Securities(4)

Warrants(5)

Total(6) $ 10,000,000 $ 1,162.00 (7)

(1)

Estimated pursuant to Rule 457(o) under the Securities Act of 1933 solely for the purpose of determining the
registration fee. The proposed maximum offering price per security will be determined, from time to time, by the
Registrant in connection with the sale by the Registrant of the securities registered under this Registration
Statement.

(2)Subject to Note 6 below, there is being registered hereunder an indeterminate number of shares of common stock
or preferred stock, or subscription rights to purchase shares of common stock as may be sold, from time to time.

(3)
Includes such indeterminate number of shares of common stock as may, from time to time, be issued upon
conversion or exchange of other securities registered hereunder, to the extent any such securities are, by their
terms, convertible or exchangeable for common stock.

(4)
Subject to Note 6 below, there is being registered hereunder an indeterminate number of debt securities as may be
sold, from time to time. If any debt securities are issued at an original issue discount, then the offering price shall
be in such greater principal amount as shall result in an aggregate price to investors not to exceed $10,000,000.

(5)Subject to Note 6 below, there is being registered hereunder an indeterminate number of warrants as may be sold,
from time to time.

(6)In no event will the aggregate offering price of all securities issued from time to time pursuant to this registration
statement exceed $10,000,000.

(7) Previously paid.
The Registrant hereby amends this Registration Statement on such date or dates as may be necessary to delay

its effective date until the Registrant shall file a further amendment which specifically states that this
Registration Statement shall thereafter become effective in accordance with Section 8(a) of the Securities Act of

1933 or until the Registration Statement shall become effective on such date as the Securities and Exchange
Commission, acting pursuant to said Section 8(a), may determine.
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The information in this prospectus is not complete and may be changed. We may not sell these securities until the
registration statement filed with the Securities and Exchange Commission is effective. This prospectus is not an offer
to sell these securities and is not soliciting an offer to buy these securities in any jurisdiction where the offer or sale is

not permitted.

SUBJECT TO COMPLETION, DATED            , 2015

PROSPECTUS

$10,000,000

Harris & Harris Group, Inc.

Common Stock
Preferred Stock

Subscription Rights
Debt Securities

Warrants
Harris & Harris Group, Inc.®, is an internally managed non-diversified closed-end management investment company

that has elected to be treated as a business development company (a �BDC�) under the Investment Company Act of
1940, as amended (the �1940 Act�). We focus on making investments in transformative companies enabled by

disruptive science, particularly ones that are enabled by BIOLOGY+. We define our investment focus of BIOLOGY+
as investments in interdisciplinary life science companies where biology innovation is intersecting with innovations in
areas such as electronics, physics, materials science, chemistry, information technology, engineering and mathematics.

Our investment objective is to achieve long-term capital appreciation by making venture capital investments. We
define venture capital investments as the money and resources made available to privately held and publicly traded
small businesses that we believe have exceptional growth potential. Our investment approach is comprised of an

examination of available opportunities, thorough due diligence and close involvement with and assistance provided to
management of our portfolio companies. We are overseen by our Board of Directors, managed by our officers and

have no external investment adviser.

We expect to invest a substantial portion of our assets in securities that we consider to be private venture capital
equity investments. These private venture capital equity investments usually do not pay interest or dividends and

typically are subject to legal or contractual restrictions on resale that may adversely affect the liquidity and
marketability of such securities. Our investments generally do not produce current income, and we have not paid a

cash dividend on our common stock since 2000.

We may offer, from time to time, in one or more offerings, up to $10,000,000 of our common stock, preferred stock,
subscription rights to purchase shares of our common stock, debt securities, and warrants representing rights to
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purchase shares of our common stock, preferred stock or debt securities, which we refer to, collectively, as our
�securities.� The preferred stock, subscription rights, warrants and debt securities offered hereby may be convertible or

exchangeable into shares of our common stock. The securities may be offered at prices and on terms to be described in
one or more supplements to this prospectus.

The offering price per share of our common stock less any underwriting commissions or discounts will generally not
be less than the net asset value per share of our common stock at the time we make the offering. However, we may in
the future seek to issue shares of our common stock pursuant to this prospectus at a price per share that is less than our

net asset value per share (i) with the prior approval of the majority of shareholders of our common stock, (ii) in
connection with one or more rights offerings to our existing shareholders or (iii) under such other circumstances as the

SEC may permit. In addition, even if we seek and obtain shareholder approval to sell our common stock at a price
below our net asset value per share, we cannot do so unless our Board of Directors determines that it would be in our

and our shareholders� best interests to do so.

Our securities may be offered directly to one or more purchasers, or through agents designated from time to time by
us, or to or through underwriters or dealers. The prospectus supplement relating to an offering will identify any agents
or underwriters involved in the sale of our securities, and will disclose any applicable purchase price, fee, commission

or discount arrangement between us and our agents or underwriters or among our underwriters or the basis upon
which such amount may be calculated. See �Plan of Distribution.� We may not sell any of our securities through agents,
underwriters or dealers or otherwise without delivery of this prospectus and a prospectus supplement describing the
method and terms of the offering of securities. This prospectus and any accompanying prospectus supplement will

together constitute the prospectus for an offering of securities.

Our common stock is traded on the Nasdaq Global Market under the symbol �TINY.� Our net asset value per share of
our common stock as of March 31, 2015 was $3.39. On July 7, 2015, the last reported sales price on the Nasdaq

Global Market for our common stock was $2.77 per share, representing a 18.3% discount to our net asset value as of
March 31, 2015.

This prospectus, and any accompanying prospectus supplement, contains important information about us that a
prospective investor should know before investing in our securities. Please read this prospectus, and any

accompanying prospectus supplement, before investing and keep it for future reference. We will file annual, quarterly
and current reports, proxy statements and other information about us with the Securities and Exchange Commission,
or the �SEC.� This information will be available free of charge by contacting us by mail at 1450 Broadway, 24th Floor,

New York, NY 10018, by telephone at (212) 582-0900 or on our website at http://www.hhvc.com. The SEC also
maintains a website at http://www.sec.gov that contains such information. Information contained on our website is not

incorporated by reference into this prospectus, and you should not consider that information to be part of this
prospectus.

An investment in our securities is subject to risks and involves a heightened risk of total loss of investment. In
particular, shares of closed-end investment companies, including BDCs, such as our company, frequently trade
at a discount to their net asset value. In addition, the companies in which we invest are subject to special risks.
For example, a substantial portion of our portfolio consists of investments in preferred stock and bridge loans

that are not rated by rating agencies and would likely be rated below investment grade if they were rated.
Below investment grade securities, which are often referred to as �high yield� and �junk,� have predominantly
speculative characteristics with respect to the issuer�s capacity to pay interest and repay principal. See �Risk

Factors� beginning on page 16 to read about factors you should consider, including the risk of leverage, before
investing in our securities.

Neither the SEC nor any state securities commission has approved or disapproved of these securities or
determined if this prospectus is truthful or complete. Any representation to the contrary is a criminal offense.

Edgar Filing: HARRIS & HARRIS GROUP INC /NY/ - Form N-2/A

Common Stock Preferred Stock Subscription Rights Debt Securities Warrants 5



This prospectus may not be used to consummate sales of securities unless accompanied by a prospectus
supplement.

The date of this prospectus is            , 2015.
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You should rely only on the information contained or incorporated by reference in this Prospectus. We have
not authorized any other person to provide you with different information. If anyone provides you with
different or inconsistent information, you should not rely on it. We are not making an offer to sell these

securities in any jurisdiction in which the offer or sale is not permitted. Prospective investors should assume
that the information appearing in this Prospectus is accurate only as of the date of this Prospectus. Our

business, financial condition, results of operations and prospects may have changed since that date.

i
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ABOUT THIS PROSPECTUS
This prospectus is part of a registration statement that we have filed with the Securities and Exchange Commission, or
SEC, using the �shelf� registration process. Under the shelf registration process, which constitutes a delayed offering in
reliance on Rule 415 under the Securities Act of 1933, as amended, or the Securities Act, we may offer, from time to

time, in one or more offerings, up to $10,000,000 of our common stock, preferred stock, subscription rights to
purchase shares of our common stock, debt securities, and warrants representing rights to purchase shares of our
common stock, preferred stock or debt securities on such terms to be determined at the time of the offering. Our
securities may be offered at prices and on terms described in one or more supplements to this prospectus. This

prospectus provides you with a general description of our securities. Each time we use this prospectus to offer our
securities, we will provide a prospectus supplement that will contain specific information about the terms of such

offering. In particular, such prospectus supplement will include updated risk factors, financial data, portfolio holdings
and their respective valuations, and other disclosure that will be tailored to address the pertinent market and other
conditions that are prevalent at the time of such offering. Such disclosure will include, for example, the per share

dollar amount of dilution, if any, that investors in such offering will incur. A prospectus supplement may also add,
update or change information contained in this prospectus. If there is any inconsistency between information in this
prospectus and the accompanying prospectus supplement, you should rely only on the information contained in the

accompanying prospectus supplement. Please carefully read this prospectus and the accompanying prospectus
supplement together with any exhibits and the additional information described under the headings �Prospectus

Summary,� �Risk Factors� and �Further Information� before you make an investment decision.

You should rely on the information contained in this prospectus. We have not authorized any dealer, salesman or other
person to provide you with different information or to make representations as to matters not stated in this prospectus
or any accompanying prospectus supplement. If anyone provides you with different or inconsistent information, you
should not rely on it. This prospectus, and any accompanying prospectus supplement, does not constitute an offer to
sell or a solicitation of any offer to buy any security other than the registered securities to which they relate, nor do
they constitute an offer to sell or a solicitation of an offer to buy any securities in any jurisdiction to any person to

whom it is unlawful to make such an offer or solicitation in such jurisdiction. You should not assume that the
information contained in this prospectus is accurate as of any date other than the date on the front of this prospectus or

any accompanying prospectus supplement. We will amend or supplement this prospectus and any accompanying
prospectus supplement in the event of any material change to the information contained herein or therein during any

applicable distribution period.

iii
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PROSPECTUS SUMMARY
This summary highlights information that is described more fully elsewhere in this Prospectus and in the documents to
which we have referred. It may not contain all of the information that is important to you. To understand the offering

fully, you should read the entire document carefully, including the risk factors beginning on page 16.

In this Prospectus, unless otherwise indicated, �Harris & Harris,� �Company,� �us,� �our� and �we� refer to Harris & Harris
Group, Inc.® �Harris & Harris Group, Inc.� is a registered service mark. This Prospectus also includes trademarks

owned by other persons.

Overview
Harris & Harris Group, Inc.® (the �Company,� �us,� �our,� and �we�), is an internally managed non-diversified closed-end

venture capital company that builds transformative companies from disruptive science. We have elected to be
regulated as a business development company (�BDC�) under the Investment Company Act of 1940, as amended (the

�1940 Act�). For tax purposes, we have elected to be treated as a regulated investment company (�RIC�) under Subchapter
M of the Internal Revenue Code of 1986, as amended (the �Code�). We were incorporated under the laws of the state of
New York in August 1981. Our investment objective is to achieve long-term capital appreciation by making venture
capital investments. Generation of current income is a secondary objective. We define venture capital investments as
the money and resources made available to privately held and publicly traded small businesses that we believe have

exceptional growth potential. Our investment approach is comprised of a patient examination of available
opportunities, thorough due diligence and close involvement with management of our portfolio companies. As a

venture capital company, we invest in and offer managerial assistance to our portfolio companies, many of which, in
our opinion, have significant potential for growth. We are overseen by our Board of Directors, managed by our

officers and have no external investment adviser.

We expect to invest a substantial portion of our assets in securities that we consider to be private venture capital
equity investments. These private venture capital equity investments usually do not pay interest or dividends and

typically are subject to legal or contractual restrictions on resale that may adversely affect the liquidity and
marketability of such securities. Some of our convertible bridge notes may result in payment-in-kind (�PIK�) interest,

which typically accrues over the life of the bridge note and often converts into equity of the portfolio company issuer
upon a financing event. Our investments generally do not produce current income. As such, we have not paid a cash

dividend on our common stock since 2000.

Our business model is simple. We help build transformative companies by identifying interesting investment spaces,
by being the first investors, by building value in these companies over a multi-year period, and by realizing returns
from our investments most commonly through acquisitions or through sales of publicly traded securities following

initial public offerings (�IPOs�) or other forms of public listings, and reinvesting some of the returns on our investments
into new portfolio companies that can drive future growth. We believe our evergreen structure is a competitive

advantage over traditional, time-limited venture capital private partnerships as most of those entities do not have
permanent capital to invest in portfolio companies. We believe we are a unique company with our focus on being

actively involved investors in the formation and building of early-stage companies founded on disruptive science as a
liquid, publicly traded company.

Our investment focus has two primary characteristics: (1) we found, incubate and help build transformative companies
from disruptive science and (2) we focus on BIOLOGY+ companies. We define our investment focus of BIOLOGY+
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as investments in interdisciplinary life science companies where biology innovation is intersecting with innovations in
areas such as electronics, physics, materials science, chemistry, information technology, engineering and mathematics.

We focus on this intersection because we believe interdisciplinary innovation will be required in order to address
many of the life science challenges of the future. As of March 31, 2015, approximately 70% of the value of our

venture capital portfolio is invested in BIOLOGY+ companies. Since 2008, more than 80% of our initial investments
have been in BIOLOGY+ companies. Our focus on BIOLOGY+ is not a fundamental policy, and we will not be

required to give notice to shareholders prior to making a change from this focus.

1
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To the investor, we offer:

�an established firm with a positive track record of investing in venture capital-backed companies as further discussed
in �Investments and Current Investment Pace� on page 57;

�

a team of professionals, including five full-time members of management, four of whom are designated as Managing
Directors: Douglas W. Jamison, Daniel B. Wolfe, Misti Ushio and Alexei A. Andreev, to evaluate and monitor
investments. These four professionals collectively have expertise in venture capital investing, intellectual property and
BIOLOGY+-related disciplines;

�access to disruptive science-enabled companies, particularly ones that are enabled by BIOLOGY+ that would
otherwise be difficult to access or inaccessible for most current and potential shareholders;

�an existing portfolio of companies at varying stages of maturity that provide for a potential pipeline of investment
returns over time;

�access to a vehicle that can invest opportunistically in a range of types of securities to take advantage of market
inefficiencies;

�access to venture capital investments in a vehicle that, unlike private venture capital firms, has permanent capital, is
transparent and is liquid.
We have demonstrated that we have the ability to discover, diligence, invest, build and realize gains in transformative
companies built from disruptive science. We spend a tremendous amount of time with these companies, often playing
managerial roles in the earliest stages of their development. Our technical knowledge is important at this stage. Our
success in building management teams and focusing on key market opportunities is critical at this stage. As these
companies develop, we continue to invest in them, and we invite other investors with complementary skill-sets to
invest and add value. In many of these companies, there is a round of capital that has an asymmetrical or outsized

return potential compared to other rounds. By being in the companies early, and by recognizing this opportunity, we
believe we have the potential to deliver outsized returns even though the investment time period may be long. We also

believe we have an investment thesis and an interdisciplinary team that are difficult to replicate and give us a
competitive advantage.

We identify investment opportunities primarily through four channels:

� our involvement in BIOLOGY+-related fields;

�proactively identifying market opportunities that we believe will be growth opportunities five to seven years from the
date of our initial investment;

�research institutions, universities, and corporations that seek to transfer their scientific discoveries to the private
sector; and

� referrals from our portfolio companies.
We review over 300 business opportunities per year, of which:

� about 30% will qualify for an initial presentation;
� about 5-10% will become the subject of formal due diligence; and

� less than 2% will be voted upon by our investment team.
We invest primarily in common and preferred equity securities or securities that are convertible into equity securities,
including convertible bridge notes. Our investments in preferred equity securities often include anti-dilution protection
that provides for the issuance of additional shares in the event a company raises capital at a price per share lower than
the price per share we paid for the preferred securities. This anti-dilution protection also often includes a liquidation

preference that can be senior to, or pari passu with, other outstanding classes of preferred stock, but is senior to
common stock. Our preferred equity securities do not commonly pay or accrue dividends to us and are non-income

producing. Our preferred equity securities
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often convert into shares of common stock on a one-for-one basis, subject to adjustments for anti-dilution protection,
stock splits and other customary adjustments.

Our investments in convertible bridge notes often include the ability to accrue, rather than pay in cash, interest. This
interest is most commonly converted into equity securities of the investee company once a new round of equity

financing is complete. At the time of such financing, the principal and accrued and unpaid interest convertible bridge
notes often convert into shares of convertible preferred stock sold in such financing at the same price per share or at a

discount to the price per share paid to purchase such convertible preferred equity securities. From time to time, we
also invest in debt securities that may or may not be convertible and that may pay cash interest. These notes may be

secured or unsecured.

3
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BIOLOGY+

Currently, we plan to focus all our efforts on building new companies enabled by our BIOLOGY+ thesis. The slide
below identifies five fields within BIOLOGY+ that we are actively involved with and where we are continuing to look
for future investment opportunities. A defining feature of our interdisciplinary team and our BIOLOGY+ focus is that

many of these companies may intersect other areas of our interest as well.

There are very few people and very few venture capital firms still in existence that have the expertise to find, incubate
and build these types of companies. The disruptive science comes from leading laboratories at premier research

institutions. It takes time, experience and often partnerships with leading, global scientific companies to bring the
technology to market. Our team, with scientific backgrounds in chemistry, biochemical engineering, physics, genetics

and material science, is uniquely qualified to identify, diligence and invest in these opportunities.

Investment Opportunity

We believe our portfolio and the areas we are now investing in are positioned well for the critical high growth areas of
the next decade and hold the potential to generate outsized returns for our shareholders in the mid and long-term. That

said, realizing these returns requires that our portfolio companies and we have access to capital. The number of
venture capital firms that invest in similar types of companies as us have decreased substantially in the past decade.

This shift presents opportunities and challenges for us. The opportunities lie in the ability for us to dictate better terms
and valuations that may lead to better returns on invested capital than otherwise might be available if the funding

environment was more competitive. The challenge is that without such capital being available from traditional funding
sources and with regulatory and other structural issues in the capital markets that make it more difficult for small

companies to access the public markets for capital, we are required to invest more capital than we otherwise may have
been required to invest historically. While these challenges are not easy to overcome, we believe the balance of these

two factors is currently weighted to the side of opportunity.

Our ability to raise capital to fund additional investments provides a number of possible benefits to our shareholders,
including the following:

�Protecting or increasing ownership in existing portfolio companies that we believe have the best potential to generate
future returns on invested capital;

� Greater number of and larger investment opportunities may be available with a larger capital base;
� Additional capital may reduce our operating expenses per share;

� Higher market capitalization and greater liquidity may make our common stock more attractive to investors;
4
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� Our ability to raise additional capital may help reduce or eliminate our stock price discount to net asset value.

Loan Facility

On September 30, 2013, we entered into a four-year, $20,000,000, multi-draw term loan credit facility with Orix
Corporate Capital, Inc. (the �Loan Facility�), which may be used to fund investments in portfolio companies. The Loan
Facility, among other things, matures on September 30, 2017, and bears interest at 10% per annum in cash. We have
the option to have interest accrue at a rate of 13.5% per annum if we decide not to pay interest in cash monthly. We
currently plan to pay interest in cash if and when any borrowings are outstanding. The Loan Facility also requires

payment of a draw fee on each borrowing equal to 1.0% of such borrowing and an unused commitment fee of 1.0%
per annum. Interest and fee payments under the Loan Facility are made quarterly in arrears. The Company may prepay
the loans or reduce the aggregate commitments under the Loan Facility at any time prior to the maturity date, as long

as certain conditions are met, including payment of required prepayment or termination fees. The Loan Facility is
secured by all of our assets and those of our wholly owned subsidiaries, subject to certain customary exclusions. The
Loan Facility contains certain affirmative and negative covenants, including without limitation: (a) maintenance of

certain minimum liquidity requirements; (b) maintenance of an eligible asset leverage ratio of not less than 4.0:1.0; (c)
limitations on liens; (d) limitations on the incurrence of additional indebtedness; and (e) limitations on structural

changes, mergers and disposition of assets (other than in the normal course of our business activities). There were no
borrowings at closing. At March 31, 2015 and December 31, 2014, we had $5,000,000 and $0, respectively, in debt
outstanding under the Loan Facility. The remaining capacity under the Loan Facility was $15,000,000 at March 31,
2015. For the year ended December 31, 2014, we paid $202,778 in non-utilization fees and amortized $174,880 in

closing costs related to the Loan Facility. For the three months ended March 31, 2015, we paid $50,000 in
non-utilization fees and amortized $43,720 in closing costs related to the Loan Facility. We did not pay any interest in
connection with the Loan Facility during the year ended December 31, 2014, or during the three months ended March

31, 2015.

Operational and Regulatory Structure

We incorporated under the laws of the state of New York in August 1981. In 1983, we completed an IPO. In 1984, we
divested all of our assets except Otisville BioTech, Inc., and became a financial services company with the investment

in Otisville as the initial focus of our business activity.

In 1992, we registered as an investment company under the 1940 Act, commencing operations as a closed-end,
non-diversified investment company. In 1995, we elected to become a BDC. As a BDC, we are required to meet

regulatory tests, including the requirement to invest at least 70% of our gross assets in �qualifying assets.� Qualifying
assets generally include, among other things, securities of �eligible portfolio companies.� �Eligible portfolio companies�

generally include U.S. companies that are not investment companies and that do not have securities listed on a
national exchange. If at any time less than 70% of our gross assets are comprised of qualifying assets, including as a
result of an increase in the value of any non-qualifying assets or decrease in the value of any qualifying assets, we

would generally not be permitted to acquire any additional non-qualifying assets until such time as 70% of our then
current gross assets were comprised of qualifying assets. We would not be required, however, to dispose of any

non-qualifying assets in such circumstances. See �Regulation as a Business Development Company.� For tax purposes,
we have elected to be treated as a RIC under Subchapter M of the Code. We filed for the 1999 tax year to elect

treatment as a RIC under Subchapter M of the Code and qualified for the same treatment for the years 2000 through
2013. However, there can be no assurance that we will qualify as a RIC for 2014 or subsequent years.

In the case of a RIC that furnishes capital to development corporations, there is an exception to the rule relating to the
diversification of investments required to qualify for RIC treatment. This exception is available only to RICs that the
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SEC determines to be principally engaged in the furnishing of capital to other corporations that are principally
engaged in the development or exploitation of inventions, technological improvements, new processes, or products not

previously generally available (�SEC Certification�). We have received SEC Certification since 1999, including for
2013, but it is possible that we may not receive SEC Certification in future years. We intend to apply for certification

for 2014.

5
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Risk Factors

Set forth below is a summary of certain risks that you should carefully consider before investing in our securities. See
�Risk Factors� beginning on page 16 for a more detailed discussion of the risks of investing in our securities.

Risks related to our Company and an investment in our
securities.

�Regulations governing our operation as a BDC may limit our ability to, and the way in which we, raise additional
capital, which could have a material adverse impact on our liquidity, financial condition and results of operations.

�We are a non-diversified investment company within the meaning of the 1940 Act, and therefore we are not limited
with respect to the proportion of our assets that may be invested in securities of a single issuer.

�If we do not invest a sufficient portion of our assets in qualifying assets, we could fail to qualify as a BDC or be
precluded from investing according to our current business strategy.

� Failure to maintain our status as a BDC could reduce our operating flexibility.

�
We are uncertain of our sources for funding our future capital needs; if we cannot obtain capital from realized
investments to reinvest or obtain debt or equity financing on acceptable terms, our ability to acquire investments and
to expand our operations will be adversely affected.

� Our ability to enter into transactions with our affiliates is restricted.
� Our business may be adversely affected by the small size of our market capitalization.

�
Because there is generally no established market in which to value our investments, our Valuation Committee�s value
determinations may differ materially from the values that a ready market or third party would attribute to these
investments.

� We expect to continue to experience material write-downs of securities of portfolio companies.
�Unfavorable regulatory changes could impair our ability to engage in liquidity events and dampen our returns.

�We are subject to risks associated with our strategy of increasing assets under management by raising third-party
funds to manage.
�Our shares of common stock are trading at a discount from net asset value and may continue do so in the future.

�
Because we do not choose investments based on a strategy of diversification, nor do we rebalance the portfolio should
one or more investments increase in value substantially relative to the rest of the portfolio, the value of our portfolio is
subject to greater volatility than the value of companies with more broadly diversified investments.

� We are dependent upon key management personnel for future success, and may not be able to retain them.

�The failure in cyber security systems, as well as the occurrence of events unanticipated in our disaster recovery
systems and management continuity planning, could impair our ability to conduct business effectively.

�We are dependent on information systems and systems failures could disrupt our business, which may, in turn,
negatively affect the market price of our common stock.

� Our failure to make follow-on investments in our portfolio companies could impair the value of our portfolio.

�Bank borrowing or the issuance of debt securities or preferred stock by us, to fund investments in portfolio companies
or to fund our operating expenses, would make our total return to shareholders of our common stock more volatile.
6
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�If we are unable to comply with the covenants or restrictions of the Loan Facility, our business could be materially
adversely affected.

� We may expose ourselves to risks if we engage in hedging transactions.

�We are authorized to issue preferred stock, which would convey special rights and privileges to its owners senior to
those of common stock shareholders.
�Loss of status as a regulated investment company (RIC) could reduce our net asset value and distributable income.

� We may elect not to be treated as a RIC if we are not able to qualify as a RIC in any given year.
� A deemed dividend election could affect the value of our stock.

�We operate in a heavily regulated environment, and changes to, or non-compliance with, regulations and laws could
harm our business.

� Market prices of our common stock will continue to be volatile.
� Quarterly results fluctuate and are not indicative of future quarterly performance.

� Investment in foreign securities could result in additional risks.
� Investing in our stock is highly speculative and an investor could lose some or all of the amount invested.

�Our strategy of writing covered calls and buying put options on public portfolio company securities held by us could
result in us receiving a lower return for such investments than if we had not employed such strategy.

�Our compensation structure as an internally managed BDC could be materially different than our compensation
structure if we were externally managed.

�
The Board of Directors intends to grant restricted stock pursuant to the Amended and Restated Harris & Harris Group,
Inc. 2012 Equity Incentive Plan (the �Stock Plan�). These equity awards may have a dilutive effect on existing
shareholders.

� You have no right to require us to repurchase your shares.

Risks related to our investments.

�
Approximately 47.6% of the net asset value attributable to our equity-focused venture capital investment portfolio, or
39.0% of our net asset value, as of March 31, 2015, is concentrated in Adesto Technologies Corporation, Metabolon,
Inc., D-Wave Systems, Inc. and HZO, Inc.

�The difficult venture capital investment and capital market climates for the types of companies in which we invest
could increase the non-performance risk for our portfolio companies.

�Changes in valuations of early-stage small businesses tend to be more volatile than changes in prices of established,
more mature securities.

�
The capital markets may experience periods of disruption and instability. Such market conditions may materially and
adversely affect debt and equity capital markets in the United States, which may have a negative impact on our
business and operations.

�Investing in small, privately held and publicly traded companies involves a high degree of risk and is highly
speculative.

�We have historically invested in sectors including life sciences, energy and electronics that are subject to specific risks
related to each industry.

� The three main industry sectors around which our investments have developed are all capital intensive.
7
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�Our Board of Directors may change our investment objective, operating policies and strategies without prior notice or
shareholder approval, the effects of which may be adverse.
�We invest in illiquid securities and may not be able to dispose of them when it is advantageous to do so, or ever.

� Successful portfolio companies do not always result in positive investment returns.

�Our investments in debt and preferred equity securities of portfolio companies may be extremely risky, and we could
lose all or part of our investments.

�To the extent we use debt to finance our investments, changes in interest rates could affect our cost of capital and net
investment income.

� Our portfolio companies may incur debt that ranks senior to our investments in such companies.
� Our portfolio companies face risks associated with international sales.

� The effect of global climate change may impact our operations and the operations of our portfolio companies.

�Uncertainty about the financial stability of the United States and of several countries in the European Union (EU)
could have a significant adverse effect on our business, financial condition and results of operations.

Risks related to offerings pursuant to this prospectus.

� Our common stock price may be volatile and may decrease substantially.

�Our shares have at times traded, and may in the future trade at premiums that may prove to be unsustainable or at
discounts from net asset value.

�There is a risk that you may not receive dividends or that our dividends may not grow over time, particularly since we
invest primarily in securities that do not produce current income.

�
We will have broad discretion over the use of proceeds from any future offering pursuant to this prospectus and any
accompanying prospectus supplement, to the extent any such offering if successful, and will use proceeds in part to
satisfy operating expenses.

�Investors in any future offering pursuant to this prospectus and any accompanying prospectus supplement may incur
immediate and substantial dilution.

� Your interest in us may be diluted if you do not fully exercise your subscription rights in any rights offering.

�If we issue preferred stock, debt securities or convertible debt securities the net asset value and market value of our
common stock will likely become more volatile.

�Holders of any preferred stock we might issue would have the right to elect members of our Board of Directors and
class voting rights on certain matters.

� The trading market or market value of any future publicly issued debt securities may fluctuate.
�Terms relating to redemption may materially adversely affect your return on any debt securities that we may issue.

� Our credit ratings, if any, may not reflect all risks of an investment in our debt securities.
See �Risk Factors� beginning on page 16 and the other information included in this prospectus for additional

discussion of factors you should carefully consider before deciding to invest in our securities.

Our Corporation Information
Our Principal office is located at 1450 Broadway, 24th Floor, New York, NY 10018, and our telephone number is

212-582-0900.

8
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Offerings

We may offer, from time to time, up to $10,000,000 of our common stock, preferred stock, subscription rights to
purchase shares of our common stock, debt securities, and warrants representing rights to purchase shares of our

common stock, preferred stock or debt securities on terms to be determined at the time of the offering and set forth in
one or more supplements to this prospectus. The offering price per share of our common stock, less any underwriting

commissions or discounts, generally will not be less than the net asset value per share of our common stock at the time
of an offering. However, we may in the future seek to issue shares of our common stock pursuant to this prospectus at

a price per share that is less than our net asset value per share (i) with the prior approval of the majority of the
shareholders of our common stock, (ii) in connection with one or more rights offerings to our existing shareholders or

(iii) under such other circumstances as the SEC may permit. In addition, even if we seek and obtain shareholder
approval to sell our common stock at a price below our net asset value per share, we cannot do so unless our Board of

Directors determines that it would be in our and our shareholders� best interests to do so.

Our securities may be offered directly to one or more purchasers, or through agents designated from time to time by
us, or to or through underwriters or dealers. The prospectus supplement relating to an offering will identify any agents
or underwriters involved in the sale of our securities, and will disclose any applicable purchase price, fee, commission

or discount arrangement between us and our agents or underwriters or among our underwriters or the basis upon
which such amount may be calculated. See �Plan of Distribution.� We may not sell our securities through agents,

underwriters or dealers without delivery of this prospectus and a prospectus supplement describing the method and
terms of the offering of our securities.

Set forth below is additional information regarding offerings of our securities:

Use of Proceeds
Unless otherwise specified in a prospectus supplement, we plan to invest the net proceeds from the sale of our
securities pursuant to this prospectus and any accompanying prospectus supplement in portfolio companies in
accordance with our investment objective and strategies described in this prospectus. We expect to invest or reserve
for potential follow-on investment the net proceeds of any offering within two years from the completion of such
offering. The net proceeds of this offering invested after two years will be used only for follow-on investments.
Pending investment in portfolio companies, we intend to invest the net proceeds of any offering of our securities in
time deposits and/or income-producing securities that are issued or guaranteed by the federal government or an
agency of the federal government or a government-owned corporation, which may yield less than our operating
expense ratio. We may also use the proceeds of this offering for operating expenses, including due diligence
expenses on potential investments. Our portfolio companies rarely pay us dividends or interest, and we do not
generate enough income from fixed income investments to meet all of our operating expenses. If we pay operating
expenses from the proceeds, it will reduce the net proceeds of the offering that we will have available for
investment. See �Use of Proceeds.�

NASDAQ Global Market
Symbol

Our common stock is listed on the NASDAQ Global Market under the symbol �TINY�
Distributions

The timing and amount of our dividends, if any, will be determined by our Board of Directors. Any
dividends to our shareholders will be declared out of assets legally available for distribution. As we focus
on making primarily capital gains-based investments in equity securities, we do not anticipate that we will
pay dividends on a quarterly basis or become a predictable distributor of dividends, and
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we expect that our dividends, if any, will be less consistent than the dividends of other BDCs that primarily make
debt investments.

To the extent that we retain any net capital gain, we may make deemed capital gain distributions. If we do make a
deemed capital gain distribution, you will not receive a cash distribution, but instead you will receive a tax credit and
increase in basis equal to your proportionate share of the tax paid by us on your behalf. We currently intend to retain
our net capital gains for investment and pay the associated federal corporate income tax. We may change this policy
in the future.

Taxation
We have elected to be treated for U.S. federal income tax purposes as a RIC under Subchapter M of the Code. As a
RIC, we generally do not have to pay corporate-level U.S. federal income taxes on any ordinary income or capital
gains that we distribute to our shareholders as dividends. To maintain our RIC tax status, we must meet specified
source-of-income and asset diversification requirements and distribute annually at least 90% of our ordinary income
and realized net short-term capital gains in excess of realized net long-term capital losses, if any. See �Distributions�
and �Certain United States Federal Income Tax Considerations.�

Leverage
We may borrow for investment purposes and, if we do borrow, we would be exposed to the risks of leverage, which
may be considered a speculative investment technique. The use of leverage magnifies the potential for gain and loss
on amounts invested and therefore increases the risks associated with investing in our securities.

Trading
Shares of closed-end investment companies frequently trade at a discount to their net asset value. The risk that our
shares may trade at a discount to our net asset value is separate and distinct from the risk that our net asset value per
share may decline. We cannot predict whether our shares will trade above, at or below net asset value.

Certain Anti-Takeover Measures
Our charter and bylaws, as well as certain statutory and regulatory requirements, contain certain provisions that may
have the effect of discouraging a third party from making an acquisition proposal for us. These anti-takeover
provisions may inhibit a change in control in circumstances that could give the holders of our securities the
opportunity to realize a premium over the market price for our securities. See �Description of Our Capital Stock.�

Risk Factors
Investing in our securities involves a high degree of risk. You should consider carefully the information found under
the heading �Risk Factors.� If we fail to qualify as a RIC, we could become subject to federal income tax on all of our
income, which could have a material adverse effect on our financial performance. We invest in small businesses
with little to no operating history. These activities may involve a high degree of business and financial risk. We are
also subject to risks associated with access to additional capital, fluctuating quarterly results and variation in our
portfolio value.

10

Edgar Filing: HARRIS & HARRIS GROUP INC /NY/ - Form N-2/A

Offerings 23



TABLE OF CONTENTS

Available Information
We have filed with the SEC a registration statement on Form N-2 together with all amendments and related exhibits
under the Securities Act. The registration statement contains additional information about us and the securities being
offered by this prospectus.

We are required to file periodic reports, current reports, proxy statements and other information with the SEC. This
information is available at the SEC�s public reference room at 100 F Street, NE, Washington, D.C. 20549 and on the
SEC�s website at http://www.sec.gov. The public may obtain information on the operation of the SEC�s public
reference room by calling the SEC at (202) 551-8090. This information is also available free of charge by contacting
us at Harris & Harris Group, Inc., 1450 Broadway, 24th Floor, New York, NY 10018, by telephone at (212)
582-0900, or on our website at http://www.hhvc.com.
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FEES AND EXPENSES
The following table is intended to assist you in understanding the various costs and expenses that an investor in this
offering will bear directly or indirectly. We caution you that some of the percentages indicated in the table below are
estimates and may vary. The following table should not be considered a representation of our future expenses. The
footnotes to the fee table state which items are estimates, and actual expenses may be greater or less than shown.

Except where the context suggests otherwise, whenever this prospectus contains a reference to fees or expenses paid
by �you,� �us,� or �Harris & Harris Group,� or that �we� will pay fees or expenses, shareholders will indirectly bear such fees

or expenses as investors in Harris & Harris Group, Inc.; however, your responsibility for such fees or expenses is
limited to your investment in Harris & Harris Group, Inc.

Shareholder Transaction Expenses:
Sales Load (as a percentage of offering price) (1)

Offering Expenses (as a percentage of offering price) (2)

Total shareholder transaction expenses (as a percentage of the public offering price) (3)

Annual Expenses (as a percentage of net assets attributable to common stock):(10)

Other Expenses 6.94%(4)

Salaries and Benefits 3.99%(5)

Administration and Operations 1.75%(6)

Professional Fees 1.20%(7)

Acquired Fund Fees and Expenses 0.0%(8)

Interests and fees paid in connection with borrowed funds 0.51%(9)

Total Annual Expenses 7.44%(11)

(1)In the event that our securities are sold to or through underwriters, a corresponding prospectus supplement will
disclose the applicable sales load.

(2)In the event that we conduct an offering of our securities, a corresponding prospectus supplement will disclose the
estimated offering expenses.

(3)Total shareholder transaction expenses may include sales load and will be disclosed in a future prospectus
supplement, if any.

(4) �Other Expenses� are based on projected amounts for the fiscal year ended December 31, 2015.

(5)

�Salaries and Benefits� includes non-cash, stock-based compensation expenses. We do not have an investment
adviser and are internally managed by our executive officers under the supervision of our Board of Directors. As a
result, we do not pay investment advisory fees, but instead we pay the operating costs associated with employing
investment management professionals. This figure reflects our estimated �Salaries and Benefits� expense for the
fiscal year ending December 31, 2015.

(6)�Administration and Operations� includes expenses incurred for administration, operations, rent, directors� fees and
expenses, depreciation and custodian fees.

(7) �Professional Fees� includes legal and accounting expenses.

(8)
Amount reflects our estimated expenses for the twelve months ending December 31, 2015 relating to the temporary
investment of proceeds in money market funds pending our investment of such proceeds in portfolio companies in
accordance with our investment objective and strategies described in this prospectus.

(9)

�Interest and fees paid in connection with borrowed funds� represents, as applicable, all of the commitment fees,
interest expense, amortized financing costs of the Loan Facility, liabilities of our subsidiaries, and the fees and
expenses of issuing and servicing any other borrowings or leverage that we expect to incur during the next twelve
months.
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(10)
�Net assets attributable to common stock� equals the weighted average net assets for the three-month period ended
March 31, 2015, which was approximately $116,690,890, and an assumed $10.0 million of preferred stock with a
preferred rate of 8.0% per annum.

(11) This figure includes all of the fees and expenses of our consolidated subsidiaries.
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Example

The following examples illustrate the dollar amount of cumulative expenses that would be incurred over various
periods with respect to a hypothetical investment in our common stock. These amounts are based upon payment by us

of expenses at levels set forth in the above table, including the non-cash, stock-based compensation expenses.

On the basis of the foregoing, including the non-cash, stock-based compensation expense, you would pay the
following expenses on a hypothetical $1,000 investment, assuming a 5% annual return:*

                 1 Year 3 Years 5 Years 10 Years
$73 $215 $350 $659

*
This example includes non-cash, stock-based compensation. Excluding the non-cash, stock-based compensation, you
would pay expenses of $67 in 1 year, $197 in 3 years, $323 in 5 years and $619 in 10 years, on a $1,000 investment,
assuming a 5% return.
The foregoing table is to assist you in understanding the various costs and expenses that an investor in our common

stock will bear directly or indirectly. The assumed 5% annual return is not a prediction of, and does not represent, the
projected or actual performance of our common stock. The above example should not be considered a

representation of future expenses. Actual expenses and annual rates of return may be more or less than those
assumed for purposes of the example.
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SELECTED FINANCIAL AND OTHER DATA
The selected financial and other data below should be read in conjunction with our �Management�s Discussion and

Analysis of Financial Condition and Results of Operations� included in this prospectus. Financial information at and
for the fiscal years ended December 31, 2014, 2013, 2012, 2011 and 2010 is derived from our financial statements that

were audited by PricewaterhouseCoopers LLP, our independent registered public accounting firm. The data for the
three months ended March 31, 2015 and 2014 has been derived from unaudited financial statements, which, in the

opinion of management, include all adjustments consisting only of normal recurring adjustments, necessary for a fair
statement of the results for the unaudited interim periods. Historical data is not necessarily indicative of the results to
be expected for any future period. See �Management�s Discussion and Analysis of Financial Condition and Results of

Operations� below for more information.

As of and for the
Three Months Ended As of and for the Years Ended

March 31,
2015

March 31,
2014

December 31,
2014

December 31,
2013

December 31,
2012

December 31,
2011

December 31,
2010

Total assets $113,020,168 $118,665,224 $112,094,861 $125,063,946 $131,990,250 $150,343,653 $149,289,168
Total liabilities $7,127,434 $2,182,425 $2,440,434 $2,362,371 $3,553,476 $4,645,246 $2,435,256
Net assets $105,892,734 $116,482,799 $109,654,427 $122,701,575 $128,436,774 $145,698,407 $146,853,912
Net asset value per
outstanding share $3.39 $3.73 $3.51 $3.93 $4.13 $4.70 $4.76

Cash dividends paid $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
Cash dividends paid
per outstanding share $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00

Shares outstanding,
end of year 31,280,843 31,197,438 31,280,843 31,197,438 31,116,881 31,000,601 30,878,164

(1)Included in total expenses is non-cash, stock-based compensation expense of $857,006 in 2014; $1,249,756 in
2013; $2,928,943 in 2012; $1,894,800 in 2011; and $2,088,091 in 2010.
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SELECTED QUARTERLY FINANCIAL DATA
The following table sets forth certain quarterly financial data for the fiscal years ended December 31, 2014, 2013,

2012 and 2011, and the three months ended March 31, 2015. This data is derived from our unaudited financial
statements but in the opinion of management, reflects all adjustments (consisting only of normal recurring

adjustments) that are necessary to present fairly the results of such interim periods. Results for any quarter are not
necessarily indicative of results for the full year or for any future quarter.

(1) Weighted average common shares were 31,280,843 as of March 31, 2015.

(2)Weighted average common shares were 31,197,438, 31,201,574, 31,245,664, and 31,246,046 for the three months
ended March 31, 2014, June 30, 2014, September 30, 2014, and December 31, 2014 respectively.

(3)Weighted average common shares were 31,116,881, 31,118,358, 31,159,256, and 31,159,569 for the three months
ended March 31, 2013, June 30, 2013, September 30, 2013, and December 31, 2013 respectively.
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RISK FACTORS
Investing in our securities involves a number of significant risks. In addition to the other information contained in this

prospectus, you should consider carefully the following information before making an investment in our securities.
The risk factors described below are the principal risk factors associated with an investment in our securities, as well
as those factors generally associated with an investment company with investment objectives, investment policies,
capital structure or trading markets similar to ours. In addition, the risk factors described below also describe the

special risks of investing in a BDC, including the risks associated with investing in a portfolio of small and developing
or financially troubled businesses. Although the risks described below represent our material risks, they are not the

only risks we face. Additional risks and uncertainties not presently known to us or not presently deemed material by
us might also impair our operations and performance. If any of the following events occur, our business, financial

condition and results of operations could be materially and adversely affected. In such case, our net asset value and the
trading price of our common stock could decline, and you may lose all or part of your investment.

Risks related to our Company and an investment in our securities.

Regulations governing our operation as a BDC may limit our ability to, and the way in which we, raise
additional capital, which could have a material adverse impact on our liquidity, financial condition and results

of operations.

Our business will in the future require a substantial amount of capital in addition to the proceeds of this offering
sourced from either proceeds from realized investments or from subsequent offerings. We may acquire additional

capital from the issuance of senior securities (including debt and preferred stock), the issuance of additional shares of
our common stock or from securitization transactions. However, we may not be able to raise additional capital in the

future on favorable terms or at all. Additionally, we may only issue senior securities up to the maximum amount
permitted by the 1940 Act. The 1940 Act permits us to issue senior securities only in amounts such that our asset

coverage, as defined in the 1940 Act, equals at least 200% after such issuance or incurrence. If our assets decline in
value and we fail to satisfy this test, we may be required to liquidate a portion of our investments and repay a portion

of our indebtedness at a time when such sales or repayment may be disadvantageous, which could have a material
adverse impact on our liquidity, financial condition and results of operations.

�

Senior Securities. As a result of issuing senior securities, we would also be exposed to typical risks associated with
leverage, including an increased risk of loss. If we issue preferred securities, such securities would rank �senior� to
common stock in our capital structure, resulting in preferred shareholders having separate voting rights and possibly
rights, preferences or privileges more favorable than those granted to holders of our common stock. Furthermore, the
issuance of preferred securities could have the effect of delaying, deferring or preventing a transaction or a change of
control that might involve a premium price for our common shareholders or otherwise be in your best interest.

�

Additional Common Stock. Our Board of Directors may decide to issue common stock to finance our operations rather
than issuing debt or other senior securities. As a BDC, we are generally not able to issue our common stock at a price
below net asset value without first obtaining required approvals from our shareholders and our independent directors.
In any such case, the price at which our securities are to be issued and sold may not be less than a price, that in the
determination of our Board of Directors, closely approximates the market value of such securities at the relevant time.
We may also make rights offerings to our shareholders at prices per share less than the net asset value per share,
subject to the requirements of the 1940 Act. If we raise additional funds by issuing more common stock or senior
securities convertible into, or exchangeable for, our common stock, the percentage ownership of our shareholders at
that time would decrease, and such shareholders may experience dilution.
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We are a non-diversified investment company within the meaning of the 1940 Act, and therefore we are not
limited with respect to the proportion of our assets that may be invested in securities of a single issuer.

We are classified as a non-diversified investment company within the meaning of the 1940 Act, which means that we
are not limited by the 1940 Act with respect to the proportion of our assets that we may invest in securities of a single
issuer. To the extent that we assume large positions in the securities of a small number of issuers, our net asset value
may fluctuate to a greater extent than that of a diversified investment company as a result of changes in the financial

condition or the market�s assessment of the issuer. We may also be more susceptible to any single economic or
regulatory occurrence than a diversified investment company. We do not have fixed guidelines for diversification, and

therefore our investments could be concentrated in relatively few portfolio companies.

If we do not invest a sufficient portion of our assets in qualifying assets, we could fail to qualify as a BDC or be
precluded from investing according to our current business strategy.

As a BDC, we may not acquire any assets other than �qualifying assets� unless, at the time of and after giving effect to
such acquisition, at least 70% of our total assets are qualifying assets, which may prevent us from making certain
investments that we would otherwise view as attractive opportunities. See �Regulation as a Business Development

Company.�

We believe that most of the investments that we may acquire in the future will constitute qualifying assets. However,
we may be precluded from investing in what we believe are attractive investments if the investments are not

qualifying assets for purposes of the 1940 Act. If we do not invest a sufficient portion of our assets in qualifying
assets, we could be found to be in violation of the 1940 Act provisions applicable to BDCs, which would have a

material adverse effect on our business, financial condition and results of operations. Rules under the 1940 Act could
prevent us, for example, from making follow-on investments in existing portfolio companies (which could result in
the dilution of our position and/or other punitive actions on our securities of those companies). If, in order to make

additional investments, we need to dispose of such investments quickly, it could be difficult to dispose of such
investments on favorable terms. We may have difficulty in such a case in finding a buyer and, even if we do find a

buyer, we may have to sell the investments at a substantial loss.

Failure to maintain our status as a BDC could reduce our operating flexibility.

We have elected to be regulated as a BDC under the 1940 Act. The 1940 Act imposes numerous constraints on the
operations of BDCs. For example, BDCs must invest at least 70% of their gross assets in specified types of securities,

primarily in private companies or thinly traded U.S. public companies, cash, cash equivalents, U.S. government
securities and other high quality debt investments that mature in one year or less. Furthermore, any failure to comply
with the requirements imposed on BDCs by the 1940 Act could cause the SEC to bring an enforcement action against
us and/or expose us to claims of private litigants. In addition, upon approval of a majority of our shareholders, we may

elect to withdraw our status as a BDC. If we decide to withdraw our election, or if we otherwise fail to qualify or
maintain our qualification as a BDC, we may be subject to the substantially greater regulation under the 1940 Act as a

registered closed-end investment company. Compliance with such regulations would significantly decrease our
operating flexibility, and could significantly increase our costs of doing business and adversely impact your

investment in us.

We are uncertain of our sources for funding our future capital needs; if we cannot obtain capital from realized
investments to reinvest or obtain debt or equity financing on acceptable terms, our ability to acquire

investments and to expand our operations will be adversely affected.
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Any working capital reserves we maintain and capital obtained from realized investments may not be sufficient for
investment purposes, and we may require debt or equity financing to operate. Accordingly, in the event that we

develop a need for additional capital in the future for investments or for any other reason, these sources of funding
may not be available to us. The net proceeds from the sale of securities will be used in accordance with our investment
objectives and strategies described in this prospectus. If we cannot obtain capital from realized investments or obtain
debt or equity financing on acceptable terms, our ability to acquire investments and to expand our operations will be

adversely affected. In such cases, we could be unable to
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make follow-on investments in existing portfolio companies (which could result in the dilution of our position and/or
other punitive actions on our securities of those companies), which may negatively impact our net asset value per

share, our investment returns and our ability to make distributions to our shareholders.

Our ability to enter into transactions with our affiliates is restricted.

We are prohibited under the 1940 Act from participating in certain transactions with certain of our affiliates without
the prior approval of a majority of the independent members of our Board of Directors and, in some cases, the SEC.
Any person that owns, directly or indirectly, 5% or more of our outstanding voting securities will be our affiliate for
purposes of the 1940 Act and we will generally be prohibited from buying or selling any securities from or to such
affiliate, absent the prior approval of our Board of Directors. The 1940 Act also prohibits certain �joint� transactions

with certain of our affiliates, which could include investments in the same portfolio company (whether at the same or
closely related times), without prior approval of our Board of Directors and, in some cases, the SEC. If a person

acquires more than 25% of our voting securities, we will be prohibited from buying or selling any security from or to
such person or certain of that person�s affiliates, or entering into prohibited joint transactions with such persons, absent

the prior approval of the SEC.

Our business may be adversely affected by the small size of our market capitalization.

Changes in regulations of the financial industry have adversely affected coverage of small capitalization companies
such as ours by financial analysts. A number of analysts that have covered us in the past are no longer able to continue

to do so owing to changes in employment, to restrictions on the size of companies they are allowed to cover and/or
their firms have shut down operations. An inability to attract analyst coverage may adversely affect the liquidity of our

stock and our ability to raise capital from investors, particularly institutional investors. Our inability to access the
capital markets on favorable terms, or at all, may adversely affect our future financial performance. The inability to
obtain adequate financing could force us to seek debt financing, self-fund strategic initiatives or even forgo certain

opportunities, which in turn could potentially harm our current and future performance.

Because there is generally no established market in which to value our investments, our Valuation Committee�s
value determinations may differ materially from the values that a ready market or third party would attribute

to these investments.

There is generally no public market for the private equity securities in which we invest. Pursuant to the requirements
of the 1940 Act, we value all of the privately held equity and debt securities in our portfolio at fair value as

determined in good faith by the Valuation Committee, a committee made up of all of the independent members of our
Board of Directors, pursuant to Valuation Procedures established by the Board of Directors. Determining fair value
requires that judgment be applied to the specific facts and circumstances of each portfolio investment pursuant to

specified valuation principles and processes. We are required by the 1940 Act to value specifically each individual
investment on a quarterly basis and record unrealized depreciation for an investment that we believe has become

impaired. Conversely, we must record unrealized appreciation if we believe that a security has appreciated in value.
Our valuations, although stated as a precise number, are necessarily within a range of values that vary depending on

the significance attributed to the various factors being considered.

We currently use option pricing models to determine and/or allocate the fair value of a significant portion of the
privately held securities in our portfolio. Option pricing models, including the Black-Scholes-Merton model, require

the use of subjective input assumptions, including expected volatility, expected life, expected dividend rate, and
expected risk-free rate of return. In the Black-Scholes-Merton model, variations in the expected volatility or expected
term assumptions have a significant impact on fair value. Because the privately held securities in our portfolio are not
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publicly traded, many of the required input assumptions are more difficult to estimate than they would be if a public
market for the underlying securities existed.

Without a readily ascertainable market value and because of the inherent uncertainty of valuation, the fair value that
we assign to our investments may differ from the values that would have been used had an efficient market existed for

the investments, and the difference could be material. Any changes in fair value are recorded in our Consolidated
Statement of Operations as a change in the �Net (decrease) increase in unrealized depreciation on investments.�
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In the venture capital industry, even when a portfolio of early-stage, high-technology venture capital investments
proves to be profitable over the portfolio�s lifetime, it is common for the portfolio�s value to undergo a so-called �J-curve�
valuation pattern. This means that when reflected on a graph, the portfolio�s valuation would appear in the shape of the
letter �J,� declining from the initial valuation prior to increasing in valuation. This J-curve valuation pattern results from

write-downs and write-offs of portfolio investments that appear to be unsuccessful, prior to write-ups for portfolio
investments that prove to be successful. Because early-stage small businesses typically have negative cash flow and

are by their nature inherently fragile, a valuation process can more readily substantiate a loss of value than an increase
in value. Even if our venture capital investments prove to be profitable in the long run, such J-curve valuation patterns

could have a significant adverse effect on our net asset value per share and the value of our common stock in the
interim. Over time, as we continue to make additional investments, this J-curve pattern may be less relevant for our
portfolio as a whole, because the individual J-curves for each investment, or series of investments, may overlap with

previous investments at different stages of their J-curves.

We expect to continue to experience material write-downs of securities of portfolio companies.

Write-downs of securities of our privately held companies have always been a by-product and risk of our business.
We expect to continue to experience material write-downs of securities of privately held portfolio companies.

Write-downs of such companies occur at all stages of their development. Such write-downs may increase in dollar
terms, frequency and as a percentage of our net asset value as our dollar investment activity in privately held

companies continues to increase, and the number of such holdings in our portfolio continues to grow. As the average
size of each of our investments increases, the average size of our write-downs may also increase.

Option pricing models place a high weighting on liquidation preferences, which means that small differences in how
the preferences are structured can have a material effect on the fair value of our securities at the time of valuation and

also on future valuations should additional rounds of financing occur with senior preferences. As such, valuations
calculated by option pricing models may not increase if (1) rounds of financing occur at higher prices per share, (2)

liquidation preferences include multiples on investment, (3) the amount of invested capital is small and/or (4)
liquidation preferences are senior to prior rounds of financing.

Unfavorable regulatory changes could impair our ability to engage in liquidity events and dampen our returns.

We rely on the ability to generate realized returns on our investments through liquidity events such as IPOs and M&A
transactions.

When companies in which we have invested as private entities complete IPOs of their securities, these newly issued
securities are by definition unseasoned issues. Unseasoned issues tend to be highly volatile and have uncertain

liquidity, which may negatively affect their price. In addition, we are typically subject to lock-up provisions that
prohibit us from selling our investments into the public market for specified periods of time after IPOs. The market

price of securities that we hold may decline substantially before we are able to sell these securities. Government
reforms that affect the trading of securities in the United States have made market-making activities by broker-dealers
less profitable, which has caused broker-dealers to reduce their market-making activities, thereby making the market

for unseasoned stocks less liquid than they might be otherwise.

We also invest in companies that may complete public listings through reverse mergers with publicly traded shell
companies. The securities owned prior to the completion of the reverse merger are subject to sale restrictions of at

least one year from the effective date of the reverse merger as long as the publicly traded company continues to
comply with the requirements of Rule 144. In addition, shareholders deemed to be affiliates of the publicly traded

company are subject to volume restrictions once the stock owned by those entities is tradable. Furthermore, in 2011,
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the SEC established new rules for �seasoning periods� for former shell companies to uplist to a national exchange.
These rules may negatively affect the liquidity of our stock of these companies as well as the ability of the publicly
traded companies to raise additional capital, if needed. These factors could negatively affect the performance of the

publicly traded companies and our returns on investments in these companies.
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In addition, the structural changes in the public markets that currently value near-term cash flows and predictable
revenues versus long-term prospects for growth, and the regulatory burden imposed on publicly traded companies by
governments worldwide, have reduced the appetite for some of our portfolio companies to pursue IPOs or other steps
that would increase the liquidity of our ownership in these portfolio companies. This trend may lengthen the time that
our portfolio companies remain as privately held entities in our portfolio, and our returns on these investments may be

dampened by the need or choice to seek monetization of such illiquid assets.

An inability to generate realized returns on our investments could negatively affect our liquidity, our reinvestment rate
in new and follow-on investments and the value of our investment portfolio.

We are subject to risks associated with our strategy of increasing assets under management by raising
third-party funds to manage.

We have announced our strategy to grow assets under management by raising one or more third-party funds to
manage. It is possible that we will invest our capital alongside or through these funds in portfolio companies. There is

no assurance when and if we will be able to raise such fund(s) or, if raised, whether they will be successful.

Our executive officers and employees, in their capacity as the investment adviser of a fund, may manage other
investment funds in the same or a related line of business as we do. Accordingly, they may have obligations to such

other entities, the fulfillment of which obligations may not be in the best interests of us or our shareholders.

Our shares of common stock are trading at a discount from net asset value and may continue do so in the
future.

Shares of closed-end investment companies have frequently traded at a market price that is less than the net asset
value that is attributable to those shares. In part as a result of adverse economic conditions and increasing pressure

within the financial sector of which we are a part, our common stock traded below our net asset value per share during
some periods in 2010 and consistently throughout 2011 through 2014. Our common stock may continue to trade at a

discount to net asset value in the future. The possibility that our shares of common stock may trade at a discount from
net asset value over the long term is separate and distinct from the risk that our net asset value will decrease. We

cannot predict whether shares of our common stock will trade above, at, or below our net asset value. On March 31,
2015, our stock closed at $3.08 per share, a discount of $0.31, or 9.1%, to our net asset value per share of $3.39 as of
March 31, 2015. On July 7, 2015, our stock closed at $2.77 per share, a discount of $0.62, or 18.3%, to our net asset

value per share as of March 31, 2015.

Because we do not choose investments based on a strategy of diversification, nor do we rebalance the portfolio
should one or more investments increase in value substantially relative to the rest of the portfolio, the value of

our portfolio is subject to greater volatility than the value of companies with more broadly diversified
investments.

We do not choose investments based on a strategy of diversification. We also do not rebalance the portfolio should
one of our portfolio companies increase in value substantially relative to the rest of the portfolio. Therefore, the value

of our portfolio may be more vulnerable to events affecting a single sector or industry and, therefore, subject to greater
volatility than a company that follows a diversification strategy. Accordingly, an investment in our common stock

may present greater risk to you than an investment in a diversified company.

We are dependent upon key management personnel for future success, and may not be able to retain them.
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None of our employees are subject to employment agreements. Our ability to attract and retain personnel with the
requisite credentials, experience and skills will depend on several factors including, but not limited to, our ability to

offer competitive wages, benefits and professional growth opportunities. Many of the entities with which we will
compete for experienced personnel, including investment funds (such as venture capital funds) and traditional

financial services companies, will have greater resources than us.
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We are dependent upon the diligence and skill of our senior management and other key advisers for the selection,
structuring, closing and monitoring of our investments. We utilize lawyers, and we utilize outside consultants to assist

us in conducting due diligence when evaluating potential investments. There is generally no publicly available
information about the companies in which we invest, and we rely significantly on the diligence of our employees and
advisers to obtain information in connection with our investment decisions. Our future success, to a significant extent,
depends on the continued service and coordination of our senior management team. The departure of any of our senior
management or key advisers could materially adversely affect our ability to implement our business strategy. We do

not maintain for our benefit any key-person life insurance on any of our officers or employees. The terms of our Loan
Facility require that Douglas W. Jamison and Daniel B. Wolfe, or replacements suitable to our lender, devote

substantially all of their time to Company matters, and failure to do so could trigger default.

The failure in cyber-security systems, as well as the occurrence of events unanticipated in our disaster recovery
systems and management continuity planning, could impair our ability to conduct business effectively.

The occurrence of a disaster such as a cyber-attack, a natural catastrophe, an industrial accident, a terrorist attack or
war, events unanticipated in our disaster recovery systems, or a support failure from external providers, could have an
adverse effect on our ability to conduct business and on our results of operations and financial condition, particularly

if those events affect our computer-based data processing, transmission, storage, and retrieval systems or destroy data.
If a significant number of our managers were unavailable in the event of a disaster, our ability to effectively conduct

our business could be severely compromised.

We depend upon computer systems to perform necessary business functions. Despite our implementation of a variety
of security measures, our computer systems could be subject to cyber attacks and unauthorized access, such as

physical and electronic break-ins or unauthorized tampering. Like other companies, we may experience threats to our
data and systems, including malware and computer virus attacks, unauthorized access, system failures and disruptions.

If one or more of these events occurs, it could potentially jeopardize the confidential, proprietary and other
information processed and stored in, and transmitted through, our computer systems and networks, or otherwise cause

interruptions or malfunctions in our operations, which could result in damage to our reputation, financial losses,
litigation, increased costs, regulatory penalties and/or shareholder dissatisfaction or loss.

We are dependent on information systems and systems failures could disrupt our business, which may, in turn,
negatively affect the market price of our common stock.

Our business is dependent on our and third party communications and information systems. Any failure or interruption
of those systems, including as a result of the termination of an agreement with any third-party service providers, could

cause delays or other problems in our activities. Our financial, accounting, backup or other operating systems and
facilities may fail to operate properly or become disabled or damaged as a result of a number of factors, including

events that are wholly or partially beyond our control, and adversely affect our business. There could be:

� sudden electrical or telecommunications outages;
� natural disasters such as earthquakes, tornadoes and hurricanes;

� disease pandemics;
� events arising from local or larger scale political or social matters, including terrorist acts; and

� cyber attacks.
These events, in turn, could have a material adverse effect on our operating results and negatively affect the market

price of our common stock.
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Our failure to make follow-on investments in our portfolio companies could impair the value of our portfolio.

Following an initial investment in a portfolio company, we may make additional investments in that portfolio
company as �follow-on� investments, in order to: (1) increase or maintain in whole or in part our ownership percentage;
(2) exercise warrants, options or convertible securities that were acquired in the original or subsequent financing; or

(3) attempt to preserve or enhance the value of our investment.

We may elect not to make follow-on investments or lack sufficient funds to make such investments. We have the
discretion to make any follow-on investments, subject to the availability of capital resources. The failure to make a

follow-on investment may, in some circumstances, jeopardize the continued viability of a portfolio company and our
initial investment, or may result in a missed opportunity for us to increase our participation in a successful operation,
or may cause us to lose some or all preferred rights pursuant to �pay-to-play� provisions that have become common in
venture capital transactions. These provisions require proportionate investment in subsequent rounds of financing in
order to preserve preferred rights such as anti-dilution protection, liquidation preferences and preemptive rights to
invest in future rounds of financing. Even if we have sufficient capital to make a desired follow-on investment, we

may elect not to make a follow-on investment because we may not want to increase our concentration of risk, because
we prefer other opportunities or because we are inhibited by compliance with BDC requirements or the desire to

maintain our tax status.

Bank borrowing or the issuance of debt securities or preferred stock by us, to fund investments in portfolio
companies or to fund our operating expenses, would make our total return to shareholders of our common

stock more volatile.

Use of debt or preferred stock as a source of capital entails two primary risks. The first is the risk of leverage, which is
the use of debt to increase the pool of capital available for investment purposes. The use of debt leverages our

available common equity capital, magnifying the impact on net asset value of changes in the value of our investment
portfolio. For example, a BDC that uses 33% leverage (that is, $50 of leverage per $100 of common equity) will show
a 1.5% increase or decline in net asset value for each 1% increase or decline in the value of its total assets. The second

risk is that the cost of debt or preferred stock financing may exceed the return on the assets the proceeds are used to
acquire, thereby diminishing rather than enhancing the return to shareholders of our common stock. If we issue

preferred shares or debt, the shareholders of our common stock would bear the cost of this leverage. To the extent that
we utilize debt or preferred stock financing for any purpose, these two risks would likely make our total return to
shareholders of our common stock more volatile. In addition, we might be required to sell investments, in order to

meet dividend, interest or principal payments, when it might be disadvantageous for us to do so.

As provided in the 1940 Act and subject to some exceptions, we can issue debt or preferred stock so long as our total
assets immediately after the issuance, less some ordinary course liabilities, exceed 200% of the sum of the debt and
any preferred stock outstanding. The debt or preferred stock may be convertible in accordance with SEC guidelines,
which might permit us to obtain leverage at more attractive rates. The requirement under the 1940 Act to pay, in full,
dividends on preferred shares or interest on debt before any dividends may be paid on our common stock means that
dividends on our common stock from earnings may be reduced or eliminated. An inability to pay dividends on our
common stock could conceivably result in our ceasing to qualify as a RIC under the Code, which would, in most

circumstances, be materially adverse to the holders of our common stock.

As of March 31, 2015, we had $5,000,000 in borrowings under the Loan Facility, and we did not have any preferred
stock outstanding.
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If we are unable to comply with the covenants or restrictions of the Loan Facility, our business could be
materially adversely affected.

The Loan Facility contains certain affirmative and negative covenants, including without limitation: (a) maintenance
of certain minimum liquidity requirements; (b) maintenance of an eligible asset leverage ratio of not less than 4.0:1.0;
(c) limitations on liens; (d) limitations on the incurrence of additional indebtedness; and (e) limitations on structural

changes, mergers and disposition of assets (other than in the normal course of
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our business activities). Complying with these restrictions may prevent the Company from taking actions that we
believe would help it to grow its business or are otherwise consistent with its investment objectives. These restrictions
could also limit the Company�s ability to plan for or react to market conditions or meet extraordinary capital needs or

otherwise restrict corporate activities. For example, these restrictions, as currently in effect, would prohibit the
Company from, or subject it to limitations on, incurring any additional indebtedness, which would include issuing any

debt securities and buying back shares of the Company�s stock.

The breach of any of the covenants or restrictions, unless cured within the applicable grace period, would result in a
default under the Loan Facility that would permit the lenders thereunder to declare all amounts outstanding to be due
and payable. Because the Loan Facility is secured by all the assets of the Company, in such an event, the Company

may be forced to sell assets to repay such indebtedness. As a result, any default could cause the Company to sell
portfolio company securities at a time that may not be advantageous and could have serious consequences to our

financial condition. The Company may not be granted waivers or amendments to the Loan Facility if, for any reason,
it is unable to comply with it, and the Company may not be able to refinance the Loan Facility on terms acceptable to

it, or at all.

We may expose ourselves to risks if we engage in hedging transactions.

If we engage in hedging transactions, we may expose ourselves to risks associated with such transactions. We may
utilize instruments such as forward contracts, currency options and interest rate swaps, caps, collars and floors to seek

to hedge against fluctuations in the relative values of our portfolio positions from changes in market conditions,
currency exchange rates and market interest rates. Hedging against a decline in the values of our portfolio positions

does not eliminate the possibility of fluctuations in the values of such positions or prevent losses if the values of such
positions decline. However, such hedging can establish other positions designed to gain from those same

developments, thereby offsetting the decline in the value of such portfolio positions. Such hedging transactions may
also limit the opportunity for gain if the values of the underlying portfolio positions should increase. It may not be

possible to hedge against an exchange rate or interest rate fluctuation that is so generally anticipated that we are not
able to enter into a hedging transaction at an acceptable price. Moreover, for a variety of reasons, we may not seek to
establish a perfect correlation between such hedging instruments and the portfolio holdings being hedged. Any such
imperfect correlation may prevent us from achieving the intended hedge and expose us to risk of loss. In addition, it

may not be possible to hedge fully or perfectly against currency fluctuations affecting the value of securities
denominated in non-U.S. currencies because the value of those securities is likely to fluctuate as a result of factors not

related to currency fluctuations.

We are authorized to issue preferred stock, which would convey special rights and privileges to its owners
senior to those of common stock shareholders.

We are currently authorized to issue up to 2,000,000 shares of preferred stock, under terms and conditions determined
by our Board of Directors. These shares would have a preference over our common stock with respect to dividends

and liquidation. The statutory class voting rights of any preferred shares we would issue could make it more difficult
for us to take some actions that might, in the future, be proposed by the Board and/or holders of common stock, such
as a merger, exchange of securities, liquidation or alteration of the rights of a class of our securities, if these actions
were perceived by the holders of the preferred shares as not in their best interests. The issuance of preferred shares

convertible into shares of common stock might also reduce the net income and net asset value per share of our
common stock upon conversion.

Loss of status as a RIC could reduce our net asset value and distributable income.
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We have elected to qualify, have qualified and currently intend to continue to qualify as a RIC under the Code. As a
RIC, we do not have to pay federal income taxes on our income (including realized gains) that is distributed to our

shareholders. Accordingly, we are not permitted under accounting rules to establish reserves for taxes on our
unrealized capital gains. If we failed to qualify for RIC status in 2014 or beyond, we would be taxed in the same

manner as an ordinary corporation and distributions to our shareholders would not be deductible in computing our
taxable income, which could materially adversely impact the amount of cash available for distribution to our

shareholders. In addition, to the extent that we had unrealized appreciation, we
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would have to establish reserves for taxes, which would reduce our net asset value, accordingly. To requalify as a RIC
in a subsequent taxable year, we would be required to satisfy the RIC qualification requirements for that year and

dispose of any earnings and profits from any year which we failed to qualify as a RIC. Subject to a limited exception
applicable to RICs that qualified as such under Subchapter M of the Code for at least one year prior to disqualification
and that requalify as a RIC no later than the second year following the nonqualifying year, we could be subject to tax

on any unrealized net built-in gain in the assets held by us during the period in which we failed to qualify as a RIC
that are recognized within the subsequent 10 years (or shorter applicable period), unless we made a special election to

pay corporate-level tax at the time of our requalification as a RIC.

We will not be eligible to be treated as a RIC if we are not able to qualify as a RIC in any given year. In order to
qualify for the special treatment accorded to RICs, we must meet certain income source, asset diversification and

annual distribution requirements. Recent changes in our business, including our strategy of taking larger positions in
our portfolio companies and increased holding periods to exit through IPOs or M&A transactions, have created more
risk specifically relating to the asset diversification requirements of maintaining our special tax status. To qualify as a
RIC, we must meet certain asset diversification requirements at the end of each quarter of our taxable year. Failure to
meet these tests in any year may result in the loss of RIC status. Because our ownership percentages in our portfolio

have grown over the last several years, as of March 31, 2015 we had at least six companies with significant valuations
that are not qualifying assets for the purpose of the RIC test. As long as the aggregate values of our non-qualifying
assets remain below 50% of total assets, we will continue to qualify as a RIC. It becomes more difficult to pass this

test when companies in our portfolio are successful and we want to invest more capital in those companies to increase
our investment returns. Rather than selling portfolio companies that are performing well in order to pass our RIC

diversification tests, we may opt instead to not qualify as a RIC. If we fail to qualify for special tax treatment accorded
to RICs for failure of our RIC diversification tests, or for any other reason, we will be subject to corporate-level

income tax on our income.

A deemed dividend election could affect the value of our stock.

If we, as a RIC, decide to make a deemed distribution of realized net capital gains and retain the net realized capital
gains for any taxable year, also referred to as a deemed dividend, we would have to establish appropriate reserves for

taxes that we would have to pay on behalf of shareholders. It is possible that establishing reserves for taxes could have
a material adverse effect on the value of our common stock. Additionally, if we decide to make a deemed distribution

and changes in tax law occur that would increase the dividend tax rates for individuals and corporations, the net
benefit to shareholders from a deemed distribution could be adversely affected. Such changes, therefore, could reduce

the overall benefit to our shareholders from our status as a RIC.

We operate in a heavily regulated environment, and changes to, or non-compliance with, regulations and laws
could harm our business.

We are subject to substantive SEC regulations as a BDC. Securities and tax laws and regulations governing our
activities may change in ways adverse to our and our shareholders� interests, and interpretations of these laws and
regulations may change with unpredictable consequences. Any change in the laws or regulations that govern our

business could have an adverse impact on us or on our operations. Changing laws, regulations and standards relating
to corporate governance, valuation, public disclosure and market regulation, including the Sarbanes-Oxley Act of
2002 and the Dodd Frank Act, new SEC regulations, new federal accounting standards and Nasdaq Stock Market

rules, create additional expense and uncertainty for publicly traded companies in general, and for BDCs in particular.
These new or changed laws, regulations and standards are subject to varying interpretations in many cases because of
their lack of specificity, and as a result, their application in practice may evolve over time, which may well result in

continuing uncertainty regarding compliance matters and higher costs necessitated by ongoing revisions to disclosure
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and governance practices.

We are committed to maintaining high standards of corporate governance and public disclosure. As a result, our
efforts to comply with evolving laws, regulations and standards have and will continue to result in increased general

and administrative expenses and a diversion of management time and attention from
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revenue-generating activities to compliance activities. If our efforts to comply with new or changed laws, regulations
and standards differ from the activities intended by regulatory or governing bodies, our reputation may be harmed.

This increased regulatory burden is causing us to incur significant additional expenses and is time consuming for our
management, which could have a material adverse effect on our financial performance.

Market prices of our common stock will continue to be volatile.

We expect that the market price of our common stock price will continue to be volatile. The price of the common
stock may be higher or lower than the price you pay for your shares, depending on many factors, some of which are

beyond our control and may not be directly related to our operating performance. These factors include the following:

� stock market and capital markets conditions;

�internal developments in our Company with respect to our personnel, financial condition and compliance with all
applicable regulations;

� announcements regarding any of our portfolio companies;
� announcements regarding developments in the life sciences-, energy- or electronics-related fields in general;

�announcements regarding government funding and initiatives associated with the development of life sciences-,
energy- or electronics-related products;

� a mismatch between the long-term nature of our business and the short-term focus of many investors;

�significant volatility in the market price and trading volume of securities of BDCs, RICs or other financial services
companies;

�changes in regulatory policies or tax guidelines with respect to BDCs or RICs; general economic conditions and
trends; and/or

� departures of key personnel.
We will not have control over many of these factors, but expect that our stock price may be influenced by them. As a
result, our stock price may be volatile, and you may lose all or part of your investment. In the past, following periods

of volatility in the market price of a company�s securities, securities class action litigation has often been brought
against that company. Due to the potential volatility of our stock price, we may therefore be the target of securities
litigation in the future. Securities litigation could result in substantial costs and divert management�s attention and

resources from our business.

Quarterly results fluctuate and are not indicative of future quarterly performance.

Our quarterly operating results fluctuate as a result of a number of factors. These factors include, among others,
variations in and the timing of the recognition of realized and unrealized gains or losses, the degree to which we and
our portfolio companies encounter competition in our markets and general economic and capital markets conditions.

As a result of these factors, results for any one quarter should not be relied upon as being indicative of performance in
future quarters.

Investment in foreign securities could result in additional risks.

We may invest in foreign securities, and had one investment in a foreign security as of March 31, 2015. When we
invest in securities of foreign issuers, we may be subject to risks not usually associated with owning securities of U.S.
issuers. These risks can include fluctuations in foreign currencies, foreign currency exchange controls, social, political
and economic instability, differences in securities regulation and trading, expropriation or nationalization of assets and

foreign taxation issues. In addition, changes in government administrations or economic or monetary policies in the
United States or abroad could result in appreciation or depreciation of our securities and could favorably or

unfavorably affect our operations. It may also be more
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difficult to obtain and enforce a judgment against a foreign issuer. Any foreign investments made by us must be made
in compliance with U.S. and foreign currency restrictions and tax laws restricting the amounts and types of foreign

investments.

Although most of our investments are denominated in U.S. dollars, our investment that is denominated in a foreign
currency is subject to the risk that the value of a particular currency may change in relation to the U.S. dollar, in which
currency we maintain financial statements and valuations. Among the factors that may affect currency values are trade

balances, the level of short-term interest rates, differences in relative values of similar assets in different currencies,
long-term opportunities for investment and capital appreciation and political developments.

Investing in our stock is highly speculative and an investor could lose some or all of the amount invested.

Our investment objectives and strategies result in a high degree of risk in our investments and may result in losses in
the value of our investment portfolio. Our investments in small businesses are highly speculative and, therefore, an

investor in our common stock may lose his or her entire investment. The value of our common stock may decline and
may be affected by numerous market conditions, which could result in the loss of some or all of the amount invested
in our common stock. The securities markets frequently experience extreme price and volume fluctuations that affect

market prices for securities of companies in general, and technology and very small capitalization companies in
particular. Because of our focus on the technology and very small capitalization sectors, and because we are a very

small capitalization company ourselves, our stock price is especially likely to be affected by these market conditions.
General economic conditions, and general conditions in nanotechnology and in the semiconductor and information

technology, life sciences, materials science and other high-technology industries, including energy, may also affect the
price of our common stock.

Our strategy of writing covered calls and buying put options on public portfolio company securities held by us
could result in us receiving a lower return for such investments than if we had not employed such strategy.

There are several risks associated with transactions in options on securities. For example, there are significant
differences between the securities and options markets that could result in an imperfect correlation between these
markets, causing a given transaction not to achieve its objectives. A decision as to whether, when and how to use
options involves the exercise of skill and judgment, and even a well-conceived transaction may be unsuccessful to

some degree because of market behavior or unexpected events. As the writer of a covered call option, the Company
forgoes, during the option�s life, the opportunity to profit from increases in the market value of the security covering
the call option above the sum of the premium and the strike price of the call, but has retained the risk of loss should

the price of the underlying security decline. The writer of an option has no control over the time when it may be
required to fulfill its obligation as a writer of the option. Once an option writer has received an exercise notice, it

cannot effect a closing purchase transaction in order to terminate its obligation under the option and must deliver the
underlying security at the exercise price.

As the buyer of a put option, we may incur losses if the price per share of the underlying stock to that option is above
the strike price of the put option at the time of expiration, which would result in our put option expiring without value.

Such expiration would reduce our overall returns on our investment in those publicly traded securities once they are
sold.

Our compensation structure as an internally managed BDC could be materially different than our
compensation structure if we were externally managed.
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As an internally managed BDC, our compensation structure is determined and set by our Board of Directors. This
structure currently includes salary and bonus and incentive compensation, which is issued through grants and

subsequent vesting of restricted stock. We are not generally permitted to employ an incentive compensation structure
that directly ties performance of our investment portfolio and results of operations to compensation owing to our

granting of restricted stock as incentive compensation.
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This compensation structure contrasts to that of an externally managed BDC, where management fees used to pay
salaries and bonuses of the employees of the external adviser are determined based on a percentage of total (gross)

assets, and cash-based incentive compensation is determined based on the performance of the BDC�s investment
portfolio and operating performance.

The differences between the compensation structure of our internally managed BDC and that of an externally
managed BDC could lead to material differences in the compensation of our management team when compared with
such compensation that would have been due if we were externally managed. For example, for the fiscal year ended
December 31, 2014, salaries and benefits (excluding compensation costs related to restricted stock) accounted for

approximately 2.7% of total assets. Owing primarily to a reduction in the number of full-time employees, we currently
expect salaries and benefits to be approximately 2.3�2.5% of total assets for the fiscal year ending December 31, 2015,
under the assumption that our total assets remains constant with those as of the end of 2014. This percentage could be
higher if our total assets decrease as of the end of 2015 or could be lower if our total assets increase as of the end of
2015. If we were externally managed, the management fees that would be used to pay such expenses would be fixed
based on the investment advisory agreement between the BDC and the adviser. This percentage is commonly set at

2.0% of total assets.

Incentive compensation is paid to our employees through grants of restricted stock. This restricted stock vests in part
over time and in part when the volume-weighted stock price is at or above pre-determined stock price targets over a
30-day period. In 2014, approximately 83,400 shares of restricted stock vested based on time and no restricted stock
vested based on stock price. The company recognized approximately $765,000 in compensation expense related to

restricted stock in 2014. While a portion of the amount of restricted stock that vests is directly correlated to our stock
price, there is no specific direct correlation between vesting and performance of the BDC�s investment portfolio and

operating performance. If we were externally managed, we would pay our adviser in cash a portion of our net realized
gains less unrealized depreciation. This percentage is commonly set at 20%. If we were externally managed in 2014,

we would not have paid incentive compensation to our adviser.

The Board of Directors intends to grant restricted stock pursuant to the Amended and Restated Harris &
Harris Group, Inc. 2012 Equity Incentive Plan (the �Stock Plan�). These equity awards may have a dilutive effect

on existing shareholders.

In accordance with the Stock Plan, the Company�s Board of Directors plans to grant equity awards in the form of
restricted stock from time to time for up to 10% of the total shares of stock issued and outstanding as of the effective
date of the Stock Plan (June 7, 2012). Issuance of shares of restricted stock results in existing shareholders owning a

smaller percentage of the shares outstanding.

You have no right to require us to repurchase your shares.

You do not have the right to require us to repurchase your shares of common stock.

Risks Related to Our Investments.

Approximately 47.6% of the net asset value attributable to our equity-focused venture capital investment
portfolio, or 39.0% of our net asset value, as of March 31, 2015, is concentrated in Adesto Technologies

Corporation, Metabolon, Inc., D-Wave Systems, Inc. and HZO, Inc.

At March 31, 2015, we valued our investment in Adesto, which had a historical cost to us of $10,482,417, at
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$16,176,632, our investment in Metabolon, which had a historical cost to us of $7,231,212, at $10,510,299, our
investment in D-Wave, which had a historical cost to us of $5,787,955, at $7,622,785, and our investment in HZO,
which had a historical cost to us of $8,376,505, at $7,032,725, which collectively represent 47.6% of the net asset

value attributable to our equity-focused venture capital investment portfolio, excluding our rights to potential future
milestone payments from the sale of BioVex to Amgen, or 39.0% of our net asset value.

Any downturn in the business outlook and/or substantial changes in the funding requirements of Adesto, Metabolon,
D-Wave or HZO could have a significant effect on the value of our current investments in those companies, and the

overall value of our portfolio, and could have a significant adverse effect on the value of
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our common stock. In addition, the unrealized appreciation in the value of D-Wave Systems, HZO and Metabolon
represents approximately 70% of the unrealized appreciation in value of our investment portfolio. Many of our other

investments have experienced unrealized depreciation in value. Accordingly, any reduction in the value of our
investment in these three companies could materially and adversely impact our net asset value per share.

The difficult venture capital investment and capital market climates for the types of companies in which we
invest could increase the non-performance risk for our portfolio companies.

While the public markets and corporate growth are improving, unemployment remains relatively high on a historical
basis, and the potential for future global instabilities and inflation remain of concern. Even with signs of economic

improvement, the availability of capital for venture capital firms that focus on investments in capital-intensive,
science-enabled, small businesses, such as the ones in which we invest, continues to be limited. Historically, difficult
venture environments have resulted in a higher than normal number of small businesses not receiving financing and

being subsequently closed down with a loss to venture investors, and other small businesses receiving financing but at
significantly lower valuations than the preceding financing rounds. This issue is compounded by the fact that a
number of our investments include participation from venture capital funds that have few remaining years of

investment and available capital owing to the finite lifetime of these funds. Additionally, even if a firm were able to
raise a new fund, commonly new venture capital funds are not permitted to invest with old funds in existing

investments. As such, improvements in the liquidity environment for venture-backed companies through IPOs and
M&A transactions and the currently improving public markets in general may not translate to an increase in the

available capital to the types of venture-backed companies we invest in. Further, many of our portfolio companies
receive non-dilutive funding through government contracts and grants. Reductions in government spending could

have a direct and significant reduction in our portfolio companies� contract or grant awards. Such reductions can also
result in reduced budgets at research facilities, which would reduce the volume of products they could potentially

purchase from our portfolio companies.

We believe that these factors continue to contribute to the potential for non-performance risk for our portfolio
companies that need to raise additional capital or that require substantial amounts of capital to execute on their

business plans, as measured on an individual portfolio company basis. We define non-performance as the risk that the
price per share (or implied valuation of a portfolio company) or the effective yield of a debt security of a portfolio
company, as applicable, does not appropriately represent the risk that a portfolio company that requires or seeks to

raise additional capital will be: (a) unable to raise capital, will need to be shut down and will not return our invested
capital; or (b) able to raise capital, but at a valuation significantly lower than the implied post-money valuation of the
most recent round of financing. In these circumstances, the portfolio company could be recapitalized at a valuation

significantly lower than the post-money valuation implied by our valuation method, sold at a loss to our investment or
shut down. In addition, significant changes in the capital markets, including periods of extreme volatility and

disruption, have had, and may in the future have, a negative effect on the valuations of our investments and on the
potential for liquidity events involving our investments. We believe further that the long-term effects of the difficult
venture capital investment and difficult, but improving, liquidity environments will continue to affect negatively the

fundraising ability of some small businesses regardless of near-term improvements in the overall global economy and
public markets.

Changes in valuations of early-stage small businesses tend to be more volatile than changes in prices of
established, more mature securities.

Investments in early- and mid-stage small businesses may be inherently more volatile than investments in more
mature businesses. Such immature businesses are inherently fragile and easily affected by both internal and external

forces. Our investee companies can lose much or all of their value suddenly in response to an internal or external
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adverse event. Conversely, these immature small businesses can gain suddenly in value in response to an internal or
external positive development. Moreover, because of the lack of daily pricing mechanisms of our privately held
companies, our ownership interests in such investments are generally valued only at quarterly intervals by our

Valuation Committee. Thus, changes in valuations from one valuation point to another may be larger than changes in
valuations of marketable securities that are revalued in the

28

Edgar Filing: HARRIS & HARRIS GROUP INC /NY/ - Form N-2/A

Risks Related to Our Investments. 55



TABLE OF CONTENTS

marketplace much more frequently, in some highly liquid cases, virtually continuously. Although we carefully
monitor each of our portfolio companies, information pertinent to our portfolio companies is not always known
immediately by us, and, therefore, its availability for use in determining value may not always coincide with the

timeframe of our valuations required by the federal securities laws.

As of March 31, 2015, our shares of Champions Oncology, Inc., and a portion of our shares of Enumeral Biomedical
Holdings, Inc., which trade on an OTC exchange, were valued using the closing price at the end of the quarter as

required by the 1940 Act owing to our determination that the common stock of these companies traded in an active
market as of the valuation date. If in future quarters, shares of Champions Oncology and Enumeral Biomedical do not
continue to trade in an active market as of the dates of valuation, the value of our shares could be materially different.

Additionally, we may price or invest in rounds at lower valuations than prior rounds of financing and/or previously
reported valuations in order to receive more favorable terms, such as increased ownership percentages or liquidation

preferences, which may result in decreased valuations in the interim. These decreases could be material.

The capital markets may experience periods of disruption and instability. Such market conditions may
materially and adversely affect debt and equity capital markets in the United States, which may have a

negative impact on our business and operations.

From time to time, capital markets may experience periods of disruption and instability. For example, between 2008
and 2009, the global capital markets were unstable as evidenced by periodic disruptions in liquidity in the debt capital

markets, significant write-offs in the financial services sector, the re-pricing of credit risk in the broadly syndicated
credit market and the failure of major financial institutions. Despite actions of the U.S. federal government and

foreign governments, these events contributed to declining general economic conditions that materially and adversely
impacted the broader financial and credit markets and reduced the availability of debt and equity capital for the market

as a whole and financial services firms in particular. While market conditions have experienced relative stability in
recent years, there have been continuing periods of volatility, and there can be no assurance that adverse market

conditions will not reoccur in the future.

Equity capital may be difficult to raise during periods of adverse or volatile market conditions because, subject to
some limited exceptions, as a BDC, we are generally not able to issue additional shares of our common stock at a
price below our net asset value without first obtaining approval for such issuance from our shareholders and our

independent directors.

Significant changes or volatility in the capital markets may also have a negative effect on the valuations of our
investments. While most of our investments are not publicly traded, applicable accounting standards require us to
assume as part of our valuation process that our investments are sold in a principal market to market participants.
Significant changes in the capital markets may also affect the pace of our investment activity and the potential for

liquidity events involving our investments. Thus, the illiquidity of our investments may make it difficult for us to sell
such investments, and, as a result, we could realize significantly less than the amount at which we have valued our

investments if we were required to sell them for liquidity purposes. An inability to raise or access capital could have a
material adverse effect on our business, financial condition or results of operations.

Investing in small, privately held and publicly traded companies involves a high degree of risk and is highly
speculative.

A substantial portion of our portfolio consists of investments in preferred stock and bridge loans that were not rated by
any rating agency, and if such investments were rated, they would likely receive a rating below investment grade or
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�junk.� A below investment grade or �junk� rating means that, in the rating agency�s view, there is an increased risk that
the obligor on such debt will be unable to pay interest and repay principal on its debt in full. In addition, we have

invested a substantial portion of our assets in privately held companies, the securities of which are inherently illiquid.
We may seek to invest in publicly traded small businesses that we believe have exceptional growth potential. Our

privately held companies may transition to publicly traded companies through routes other than traditional IPOs and
be listed on OTC rather than
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national exchanges. Although these companies are publicly traded, their stock may not trade at high volumes, and
prices can be volatile, which may restrict our ability to sell our positions. These privately held and publicly traded

small businesses tend to lack management depth, to have limited or no history of operations and to not have attained
profitability. Companies commercializing products enabled by disruptive science are especially risky, involving

scientific, technological and commercialization risks. Because of the speculative nature of these investments, these
securities have a significantly greater risk of loss than traditional investment securities. Some of our venture capital

investments are likely to be complete losses or unprofitable, and some will never realize their potential. We have been
and will continue to be risk seeking rather than risk averse in our approach to venture capital and other investments.

Neither our investments nor an investment in our common stock is intended to constitute a balanced investment
program.

We have historically invested in sectors including life sciences, energy and electronics that are subject to
specific risks related to each industry.

We have historically invested the three largest portions of our portfolio in life sciences, energy and electronics
companies. All of our life sciences investments can be characterized as BIOLOGY+ companies, which we refer to as
investments in interdisciplinary life science companies where biology innovation is intersecting with innovations in

areas such as electronics, physics, materials science, chemistry, information technology, engineering and mathematics.
Our focus for new investments is in companies focused on BIOLOGY+, which often operate in life science-related

industries and markets.

Our life sciences portfolio consists of companies that commercialize and integrate products in life sciences-related
industries, including biotechnology, pharmaceuticals, diagnostics and medical devices. There are risks in investing in

companies that target life sciences-related industries, including, but not limited to, the uncertainty of timing and
results of clinical trials to demonstrate the safety and efficacy of products; failure to obtain any required regulatory
approval of products; failure to develop manufacturing processes that meet regulatory standards; competition, in
particular from companies that develop rival products; and the ability to protect proprietary technology. Adverse

developments in any of these areas may adversely affect the value of our life sciences portfolio.

This life sciences industry is dominated by large multinational corporations with substantial greater financial 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 industry, the development of products generally is a costly and time-consuming process.
Many highly promising products ultimately fail to prove to be safe and effective. There can be no assurance that the
research or product development efforts of our 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. There

can be no assurance that a product will be relevant and/or be competitive with products from other companies
following the costly, time-consuming process of its development.

The research, development, manufacturing, and marketing of products developed by some life sciences companies are
subject to extensive regulation by numerous government 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.
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Many life sciences 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 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.
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Some of the life sciences 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.

We will continue to make follow-on investments in our energy companies. Additionally, our current and future
BIOLOGY+ portfolio companies may address needs in energy-related industries and markets. Our energy portfolio

consists of companies that commercialize and integrate products targeted at energy-related markets. There are risks in
investing in companies that target energy-related markets, including the rapid and sometimes dramatic price

fluctuations of commodities, particularly oil and sugar, and of public equities, the reliance on the capital and debt
markets to finance large capital outlays, change in climate, including climate-related regulations, and the dependence
on government subsidies to be cost-competitive with non-renewable or energy-efficient solutions. For example, the
attractiveness of alternative methods for the production of biobutanol and biodiesel has been and may continue to be
adversely affected by the rapid and dramatic decrease in the price of oil. Adverse developments in this market may

significantly affect the value of our energy portfolio, and thus our venture capital portfolio as a whole.

We will continue to make follow-on investments in our electronics companies. Additionally, our current and future
BIOLOGY+ portfolio companies may address needs in electronics-related industries and markets. Our electronics
portfolio consists of companies that commercialize and integrate products targeted at electronics-related markets.
There are risks in investing in companies that target electronics-related markets, including rapid and sometimes

dramatic price erosion of products, the reliance on capital and debt markets to finance large capital outlays, including
fabrication facilities, the reliance on partners outside of the United States, particularly in Asia, and inherent cyclicality
of the electronics market in general. Additionally, electronics-related companies are currently out of favor with many
venture capital firms. Therefore, access to capital may be difficult or impossible for companies in our portfolio that

are pursuing these markets.

The three main industry sectors around which our investments have developed are all capital intensive.

The industry sectors where we have historically made investments, life sciences, energy and electronics, are all capital
intensive. Currently, financing for capital-intensive companies remains difficult. In some successful companies, we
believe we may need to invest more than we currently have planned to invest in these companies. There can be no

assurance that we will have the capital necessary to make such investments. In addition, investing greater than planned
amounts in our portfolio companies could limit our ability to pursue new investments and fund follow-on investments.

Both of these situations could cause us to miss investment opportunities or limit our ability to protect existing
investments from dilution or other actions or events that would decrease the value and potential return from these

investments.

Our Board of Directors may change our investment objective, operating policies and strategies without prior
notice or shareholder approval, the effects of which may be adverse.

In 2013 we announced the refinement of our investment focus for new investments in BIOLOGY+ companies. We
define BIOLOGY+ as investments in interdisciplinary life science companies where biology innovation is intersecting

with innovations in areas such as electronics, physics, materials science, chemistry, information technology,
engineering and mathematics. Our focus on BIOLOGY+ is not a fundamental policy, and we will not be required to

give notice to shareholders prior to making a change from this focus.

Our Board of Directors has the authority to modify or waive our investment objective, current operating policies,
investment criteria and strategies without prior notice and without shareholder approval. We cannot predict the effect
any changes to our current operating policies, investment criteria and strategies would have on our business, net asset
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value, operating results and the value of our stock. However, the effects might be adverse, which could negatively
impact our ability to pay you dividends and cause you to lose all or part of your investments.

We invest in illiquid securities and may not be able to dispose of them when it is advantageous to do so, or ever.

Most of our investments are or will be equity, equity-linked, or debt securities acquired directly from small
businesses. These securities are generally subject to restrictions on resale or otherwise have no
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established trading market. The illiquidity of most of our portfolio of securities may adversely affect our ability to
dispose of these securities at times when it may be advantageous for us to liquidate these investments. We may never

be able to dispose of these securities.

In addition, we are typically subject to lock-up provisions that prohibit us from selling our investments into the public
market for specified periods of time after IPOs. After a portfolio company completes an IPO, its shares are generally

subject to lock-up restrictions for a period of time. These lock-up restrictions apply to us and our shares of the
portfolio company, potentially including any shares purchased by us in the IPO, and generally include provisions that

stipulate that we are not permitted to offer, pledge or sell our shares, including selling covered call options on our
shares, prior to the expiration of the lock-up period. We are also prohibited from entering into securities lending

arrangements for these securities during the lock-up period. The market price of securities that we hold may decline
substantially before we are able to sell these securities.

We may also hold securities of privately held companies that transition to publicly traded companies through reverse
mergers into publicly traded shell companies. In such transactions, holders of shares of the privately held company
prior to the reverse merger may be subject to limitations on the sale of securities held including time and volume

restrictions. These restrictions may limit our ability to dispose of these securities at times when it may be
advantageous for us to liquidate these investments, and the market price of securities that we hold may decline

substantially before we are able to sell these securities.

Successful portfolio companies do not always result in positive investment returns.

Depending on the amount and timing of our investments in our portfolio companies, even if a portfolio company is
ultimately successful, the returns on our investment in such portfolio company may not be positive. Our portfolio

companies often receive capital from venture capitalists and/or other investors in rounds of financing. Depending on
the amount of capital that it takes to operate a company until it either becomes cash flow positive or seeks to exit

through an IPO or M&A transaction, each round of financing may have different terms, including liquidation
preferences and control over company decisions. Depending on which rounds of financings the Company participates
in and the terms of the last round of financing, the investment returns for any particular round may be higher or lower
than others. Furthermore, our portfolio companies often require more capital than originally expected, and the ultimate
value of those companies at realization may not be greater than the capital invested. Each of these scenarios and others

could lead to a realized loss on an investment in an ultimately successful company.

Our investments in debt and preferred equity securities of portfolio companies may be extremely risky, and we
could lose all or part of our investments.

When we make an investment in a secured debt instrument of a portfolio company, we generally take a security
interest in the available assets of the portfolio company, including the equity interests of its subsidiaries, which we
expect to help mitigate the risk that we will not be repaid. However, there is a risk that the collateral securing our

loans may decrease in value over time, may be difficult to sell in a timely manner, may be difficult to appraise and
may fluctuate in value based upon the success of the business and market conditions, including as a result of the

inability of the portfolio company to raise additional capital, and, in some circumstances, our lien could be
subordinated to claims of other creditors. In addition, deterioration in a portfolio company�s financial condition and
prospects, including its inability to raise additional capital, may be accompanied by deterioration in the value of the
collateral for the loan. Consequently, the fact that a loan is secured does not guarantee that we will receive principal

and interest payments according to the loan�s terms, or at all, or that we will be able to collect on the loan should we be
forced to enforce our remedies.
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When we make an investment in preferred equity securities of a portfolio company, these securities are generally
structured as unsecured convertible securities that are non-income producing and thus are not meant to be viewed or

considered debt securities. As such, our preferred equity securities are generally subordinated to claims by outstanding
debt and other creditors. Deterioration in a portfolio company�s financial condition and prospects, including its

inability to raise additional capital, may be accompanied by deterioration in the value of the collateral for the loan.
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A portfolio company�s failure to satisfy financial or operating covenants imposed by us or other lenders could lead to
defaults and, potentially, termination of its loans and foreclosure on its assets, which could trigger cross-defaults under

other agreements and jeopardize our portfolio company�s ability to meet its obligations under the debt securities that
we hold and may not result in proceeds to return for our holdings of preferred stock. We may incur expenses to the
extent necessary to seek recovery upon default or to negotiate new terms with a defaulting portfolio company. In
addition, if a portfolio company goes bankrupt, even though we may have structured our interest as senior debt,

depending on the facts and circumstances, including the extent to which we actually provided significant �managerial
assistance� to that portfolio company and/or that we hold equity securities of the portfolio company, a bankruptcy court

might recharacterize our debt holding and subordinate all or a portion of our claim to that of another creditor.

To the extent we use debt to finance our investments, changes in interest rates could affect our cost of capital
and net investment income.

To the extent we borrow money to make investments, our net investment income will depend, in part, upon the
difference between the rate at which we borrow funds and the return from invested funds. As a result, we can offer no

assurance that a significant change in market interest rates will not have a material adverse effect on our net
investment income in the event we use debt to finance our investments. In periods of rising interest rates, our cost of
funds could increase, which could reduce our net investment income. In addition, an increase in interest rates would
make it more expensive to use debt to finance our investments. As a result, a significant increase in market interest

rates could increase our cost of capital, which would reduce our net investment income. A decrease in market interest
rates may adversely impact our returns on our cash invested in treasury securities, which would reduce our net

investment income and cash available to fund operations. We may also use the proceeds from borrowings to invest in
non-income-producing investments. Under this scenario, we would incur costs associated with the borrowings without

any income to offset those costs until such investment is monetized. It is possible we may not be able to cover the
costs of such borrowings from the returns on those investments.

On September 30, 2013, the Company entered into the Loan Facility, which is a multi-draw credit facility that may be
used by the Company to fund investments in portfolio companies. The Loan Facility requires payment of an unused
commitment fee of 1% per annum on any unused borrowings. Borrowings under the Loan Facility bear interest at
10% per annum in cash. The Company has the option to have interest accrue at a rate of 13.5% per annum if the

Company decides not to pay interest in cash when due. The Company currently plans to pay interest in cash if and
when any borrowings are outstanding. As of March 31, 2015, we had $5,000,000 in debt outstanding under the Loan

Facility.

Illustration.  The following table illustrates the effect of leverage on returns from an investment in our common stock
assuming various annual returns on the portfolio, net of expenses. The calculations in the table below are hypothetical

and actual returns may be higher or lower than those appearing in the table below.

Assumed Return on Portfolio (Net of Expenses) -10 % -5 % 0 % 5 % 10 % 
Corresponding Return to Shareholders(1) -14 % -9 % -4 % 1 % 6 % 

(1) Assumes $113 million in total assets and $5 million in total debt outstanding, which reflects our total
assets and total debt outstanding as of March 31, 2015. Actual interest payments may be different.

Our portfolio companies may incur debt that ranks senior to our investments in such companies.

We may make investments in our portfolio companies in the form of bridge notes that typically convert into preferred
stock issued in the next round of financing of that portfolio company or other forms of convertible and
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non-convertible debt securities. Our portfolio companies usually have, or may be permitted to incur, other debt that
ranks senior to the debt securities in which we invest. By their terms, debt instruments may provide that the holders
are entitled to receive payment of interest and principal on or before the dates on which we are entitled to receive

payments on the debt securities in which we invest. Also, in the case of insolvency, liquidation, dissolution,
reorganization or bankruptcy of a portfolio company, holders of debt instruments ranking senior to our investment in

that portfolio company would typically be entitled to receive payment in full before we receive any distribution in
respect of our investment. After repaying such senior
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creditors, such portfolio company may not have any remaining assets to use for repaying its obligations to us. In
addition, in companies where we have made investments in the form of bridge notes or other debt securities, we may

also have investments in equity in the form of preferred shares. In some cases, a bankruptcy court may subordinate our
bridge notes and/or other debt securities to debt holders that do not have equity in the portfolio company.

Our portfolio companies face risks associated with international sales.

We anticipate that certain of our portfolio companies could generate revenue from international sales. Risks associated
with these potential future sales include:

� Political and economic instability;
� Export controls and other trade restrictions;

� Changes in legal and regulatory requirements;
� U.S. and foreign government policy changes affecting the markets for the technologies;

� Changes in tax laws and tariffs;
� Convertibility and transferability of international currencies; and

� International currency exchange rate fluctuations.
The effect of global climate change may impact our operations and the operations of our portfolio companies.

There may be evidence of global climate change. Climate change creates physical and financial risk, and some of our
portfolio companies may be adversely affected by climate change. For example, the needs of customers of energy

companies vary with weather conditions, primarily temperature and humidity. To the extent weather conditions are
affected by climate change, energy use could increase or decrease depending on the duration and magnitude of any

changes. Increases in the cost of energy could adversely affect the cost of operations of our portfolio companies if the
use of energy products or services is material to their business. A decrease in energy use owing to weather changes

may affect some of our portfolio companies� financial condition through decreased revenues. Extreme weather
conditions in general may disrupt our operations and the operations of our portfolio companies and require more

system backups and redundancies, adding to costs, and can contribute to increased system stresses, including service
interruptions.

Uncertainty about the financial stability of the United States and of several countries in the European Union
(EU) could have a significant adverse effect on our business, financial condition and results of operations.

Owing to federal budget deficit concerns, S&P downgraded the federal government�s credit rating from AAA to AA+
for the first time in history on August 5, 2011. Further, Moody�s and Fitch had warned that they may downgrade the
federal government�s credit rating. Further downgrades or warnings by S&P or other rating agencies, and the U.S.

government�s credit and deficit concerns in general, could cause interest rates and borrowing costs to rise, which may
negatively impact both the perception of credit risk associated with our debt portfolio and our ability to access the debt

markets on favorable terms. In addition, a decreased U.S. government credit rating could create broader financial
turmoil and uncertainty, which may weigh heavily on our financial performance and the value of our common stock.

In 2010, a financial crisis emerged in Europe, triggered by high budget deficits and rising direct and contingent
sovereign debt in Greece, Ireland, Italy, Portugal and Spain, which created concerns about the ability of these nations
to continue to service their sovereign debt obligations. While the financial stability of such countries has improved,

risks resulting from any future debt crisis in Europe or any similar crisis could have a detrimental impact on the global
economic recovery, sovereign and non-sovereign debt in these countries and the financial condition of European

financial institutions. Market and economic disruptions have affected, and may in the future affect, consumer
confidence levels and spending, personal bankruptcy rates, levels of incurrence and default on consumer debt and
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financial institutions, will not impact the global economy, and we cannot assure you that assistance packages will be
available or, if available, be sufficient to stabilize countries and markets in Europe or elsewhere affected by a financial
crisis. To the extent uncertainty regarding any economic recovery in Europe negatively impacts consumer confidence

and consumer credit factors, our business, financial condition and results of operations could be significantly and
adversely affected.

In October 2014, the Federal Reserve announced that it was concluding its bond-buying program, or quantitative
easing, which was designed to stimulate the economy and expand the Federal Reserve�s holdings of long-term

securities, suggesting that key economic indicators, such as the unemployment rate, had showed signs of improvement
since the inception of the program. It is unclear what effect, if any, the conclusion of the Federal Reserve�s

bond-buying program will have on the value of our investments. However, it is possible that, without quantitative
easing by the Federal Reserve, these developments, along with the U.S. government�s credit and deficit concerns and

the European sovereign debt crisis, could cause interest rates and borrowing costs to rise, which may negatively
impact our portfolio company�s ability to access the debt markets on favorable terms.

Risks related to offerings pursuant to this prospectus.

Our common stock price may be volatile and may decrease substantially.

The trading price of our common stock may fluctuate substantially. The price of our common stock that will prevail in
the any future offering may be higher or lower than the price you pay, depending on many factors, some of which are
beyond our control and may not be directly related to our operating performance. These factors include, but are not

limited to, the following:

� price and volume fluctuations in the overall stock market from time to time;
� investor demand for our shares;

�significant volatility in the market price and trading volume of securities of RICs, BDCs or other financial services
companies;

� changes in regulatory policies or tax guidelines with respect to RICs or BDCs;
� failure to qualify as a RIC for a particular taxable year, or the loss of RIC status;

�actual or anticipated changes in our earnings or fluctuations in our operating results or changes in the expectations of
securities analysts;

� general economic conditions and trends;
� fluctuations in the valuation of our portfolio investments;
� operating performance of companies comparable to us;

� market sentiment against technology-related companies; or
� departures of any of the senior investment professionals.

Due to the potential volatility of our stock price, we may be the target of securities litigation in the future. Securities
litigation could result in substantial costs and divert management�s attention and resources from our business.

Our shares have at times traded, and may in the future trade at premiums that may prove to be unsustainable
or at discounts from net asset value.

Shares of BDCs like us may, during some periods, trade at prices higher than their net asset value per share and,
during other periods, as frequently occurs with closed-end investment companies, trade at prices lower than their net

asset value per share. The perceived value of our investment portfolio may be affected by a number of factors
including perceived prospects for individual companies we invest in, market conditions for common stock generally,
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perceived value of companies in our investment portfolio could result in a decline in the trading price of our common
stock relative to our net asset value per share.

The possibility that our shares will trade at a discount from net asset value or at premiums that are unsustainable are
risks separate and distinct from the risk that our net asset value per share will decrease. The risk of purchasing shares
of a BDC that might trade at a discount or unsustainable premium is more pronounced for investors who wish to sell

their shares in a relatively short period of time because, for those investors, realization of a gain or loss on their
investments is likely to be more dependent upon changes in premium or discount levels than upon increases or

decreases in net asset value per share. As of July 7, 2015 the closing price of our common stock on the NASDAQ
Global Market was $2.77 per share, which represented an approximately 18.3% discount to our net asset value per

share as of March 31, 2015.

There is a risk that you may not receive dividends or that our dividends may not grow over time, particularly
since we invest primarily in securities that do not produce current income.

We cannot assure you that we will achieve investment results or maintain a tax status that will allow or require any
specified level of cash distributions or year-to-year increases in cash distributions. As we intend to focus on making
primarily capital gains-based investments in equity securities, which generally will not be income producing, we do

not anticipate that we will pay dividends on a quarterly basis or become a predictable issuer of dividends, and we
expect that our dividends, if any, will be less consistent than other BDCs that primarily make debt investments. We

have not paid a cash dividend on our common stock since 2000.

We will have broad discretion over the use of proceeds from any future offering pursuant to this prospectus
and any accompanying prospectus supplement, to the extent any such offering is successful, and will use

proceeds in part to satisfy operating expenses.

We will have significant flexibility in applying the proceeds of this offering and may use the net proceeds from any
future offering pursuant to this prospectus and any accompanying prospectus supplement in ways with which you may

not agree, or for purposes other than those contemplated at the time of any such offering. We cannot assure you that
we will be able to successfully utilize the proceeds within the timeframe contemplated. We will also pay operating
expenses, and may pay other expenses such as due diligence expenses of potential new investments, from the net

proceeds of any such offering. Our ability to achieve our investment objective may be limited to the extent that the net
proceeds of any such offering, pending full investment, are used to pay operating expenses. In addition, we can

provide you no assurance that any future offering will be successful, or that by increasing the size of our available
equity capital our aggregate expenses, and correspondingly, our expense ratio, will be lowered.

Investors in any future offering pursuant to this prospectus and any accompanying prospectus supplement may
incur immediate and substantial dilution.

Commissions and discounts payable to any underwriters, together with our organization expense and other expenses
of any future offering, will reduce the net proceeds of any such offering available for us to invest. As of March 31,
2015 our net asset value was $105,892,734 or $3.39 per share. Depending upon the public offering price, and after

deducting the underwriting discounts and commissions and the related offering expenses payable by us, in connection
with any offering pursuant to this prospectus, investors in any such offering may be subject to an immediate and

substantial dilution.

Your interest in us may be diluted if you do not fully exercise your subscription rights in any rights offering.
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In the event we issue subscription rights to purchase shares of our common stock, shareholders who do not fully
exercise their rights should expect that they will, at the completion of the offer, own a smaller proportional interest in
us than would otherwise be the case if they fully exercised their rights. We cannot state precisely the amount of any

such dilution in share ownership because we do not know at this time what proportion of the shares will be purchased
as a result of the offer.
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In addition, if the subscription price is less than our net asset value per share, then our shareholders would experience
an immediate dilution of the aggregate net asset value of their shares as a result of the offer. The amount of any

decrease in net asset value is not predictable because it is not known at this time what the subscription price and net
asset value per share will be on the expiration date of the rights offering or what proportion of the shares will be

purchased as a result of the offer. Such dilution could be substantial.

If we issue preferred stock, debt securities or convertible debt securities the net asset value and market value of
our common stock will likely become more volatile.

We cannot assure you that the issuance of preferred stock and/or debt securities would result in a higher yield or return
to the holders of our common stock. The issuance of preferred stock, debt securities or convertible debt would likely
cause the net asset value and market value of our common stock to become more volatile. If the dividend rate on the
preferred stock, or the interest rate on the debt securities, were to approach the net rate of return on our investment
portfolio, the benefit of leverage to the holders of our common stock would be reduced. If the dividend rate on the

preferred stock, or the interest rate on the debt securities, were to exceed the net rate of return on our portfolio, the use
of leverage would result in a lower rate of return to the holders of common stock than if we had not issued the

preferred stock or debt securities. Any decline in the net asset value of our investment would be borne entirely by the
holders of our common stock. Therefore, if the market value of our portfolio were to decline, the leverage would result
in a greater decrease in net asset value to the holders of our common stock than if we were not leveraged through the
issuance of preferred stock. This decline in net asset value would also tend to cause a greater decline in the market

price for our common stock.

There is also a risk that, in the event of a sharp decline in the value of our net assets, we would be in danger of failing
to maintain required asset coverage ratios which may be required by the preferred stock, debt securities, convertible
debt or units or of a downgrade in the ratings of the preferred stock, debt securities, convertible debt or units or our
current investment income might not be sufficient to meet the dividend requirements on the preferred stock or the
interest payments on the debt securities. If we do not maintain our required asset coverage ratios, we may not be

permitted to declare dividends. In order to counteract such an event, we might need to liquidate investments in order
to fund redemption of some or all of the preferred stock, debt securities or convertible debt. In addition, we would pay

(and the holders of our common stock would bear) all costs and expenses relating to the issuance and ongoing
maintenance of the preferred stock, debt securities, convertible debt or any combination of these securities. Holders of
preferred stock, debt securities or convertible debt may have different interests than holders of common stock and may

at times have disproportionate influence over our affairs.

Holders of any preferred stock we might issue would have the right to elect members of our Board of Directors
and class voting rights on certain matters.

Holders of any preferred stock we might issue, voting separately as a single class, would have the right to elect two
members of our Board of Directors at all times and in the event dividends become two full years in arrears would have
the right to elect a majority of the directors until such arrearage is completely eliminated. In addition, shareholders of

our preferred stock have class voting rights on certain matters, including changes in fundamental investment
restrictions and conversion to open-end status, and accordingly can veto any such changes. Restrictions imposed on
the declarations and payment of dividends or other distributions to the holders of our common stock and preferred

stock, both by the 1940 Act and by requirements imposed by rating agencies, if any, or the terms of our credit
facilities, if any, might impair our ability to maintain our qualification as a RIC for federal income tax purposes.

While we would intend to redeem our preferred stock to the extent necessary to enable us to distribute our income as
required to maintain our qualification as a RIC, there can be no assurance that such actions could be effected in time

to meet the tax requirements.
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Any future public issued debt securities may or may not have an established trading market. We cannot assure you
that a trading market for our publicly issued debt securities will ever develop or be maintained if
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developed. In addition to our creditworthiness, many factors may materially adversely affect the trading market for,
and market value of, future potential publicly issued debt securities. These factors include, but are not limited to, the

following:

� the time remaining to the maturity of these debt securities;
� the outstanding principal amount of debt securities with terms identical to these debt securities;

� the ratings assigned by national statistical ratings agencies;
� the general economic environment;

� the supply of debt securities trading in the secondary market, if any;
� the redemption or repayment features, if any, of these debt securities;
� the level, direction and volatility of market interest rates generally; and

�
market rates of interest higher or lower than rates borne by the debt securities. You should also be aware that there
may be a limited number of buyers when you decide to sell your debt securities. This too may materially adversely
affect the market value of the debt securities or the trading market for the debt securities.
Terms relating to redemption may materially adversely affect your return on any debt securities that we may

issue.

If your debt securities are redeemable at our option, we may choose to redeem your debt securities at times when
prevailing interest rates are lower than the interest rate paid on your debt securities. In addition, if your debt securities
are subject to mandatory redemption, we may be required to redeem your debt securities also at times when prevailing
interest rates are lower than the interest rate paid on your debt securities. In this circumstance, you may not be able to
reinvest the redemption proceeds in a comparable security at an effective interest rate as high as your debt securities

being redeemed.

Our credit ratings, if any, may not reflect all risks of an investment in our debt securities.

Our credit ratings, if any, will be an assessment by third parties of our ability to pay our obligations. Consequently,
real or anticipated changes in our credit ratings will generally affect the market value of our debt securities. Our credit
ratings, however, may not reflect the potential impact of risks related to market conditions generally or other factors

discussed above on the market value of or trading market for the publicly issued debt securities.
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CAUTIONARY STATEMENT REGARDING
FORWARD-LOOKING STATEMENTS

This prospectus contains forward-looking statements that involve substantial risks and uncertainties. These
forward-looking statements are not historical facts, but rather are based on current expectations, estimates and

projections about Harris & Harris Group, our current and prospective portfolio investments, our industry, our beliefs,
and our assumptions. Words such as �anticipates,� �expects,� �intends,� �plans,� �will,� �may,� �continue,� �believes,� �seeks,�

�estimates,� �would,� �could,� �should,� �targets,� �projects,� and variations of these words and similar expressions are intended to
identify forward-looking statements. The forward-looking statements contained in this prospectus involve risks and

uncertainties, including statements as to:

� our future operating results;
� our business prospects and the prospects of our portfolio companies;

� the impact of investments that we expect to make;
� our contractual arrangements and relationships with third parties;

�the dependence of our future success on the general economy and its impact on the industries in which we invest;
� the ability of our portfolio companies to achieve their objectives;

� our expected financings and investments;
� the adequacy of our cash resources and working capital; and

�the timing of cash flows, if any, from the operations and/or monetization of our positions in our portfolio companies.
These statements are not guarantees of future performance and are subject to risks, uncertainties, and other factors,

some of which are beyond our control and difficult to predict and could cause actual results to differ materially from
those expressed or forecasted in the forward-looking statements, including without limitation:

�an economic downturn could impair our portfolio companies� ability to continue to operate, which could lead to the
loss of some or all of our investments in such portfolio companies;
�a contraction of available credit and/or an inability to access the equity markets could impair our investment activities;

�interest rate volatility could adversely affect our results, particularly if we elect to use leverage as material part of our
venture debt investment strategy;

�currency fluctuations could adversely affect the results of our investments in foreign companies, particularly to the
extent that we receive payments denominated in foreign currency rather than U.S. dollars; and

�the risks, uncertainties and other factors we identify in �Risk Factors� and elsewhere in this prospectus and in our other
filings with the SEC.
Although we believe that the assumptions on which these forward-looking statements are based are reasonable, any of

those assumptions could prove to be inaccurate, and as a result, the forward-looking statements based on those
assumptions also could be inaccurate. In light of these and other uncertainties, the inclusion of a projection or

forward-looking statement in this prospectus should not be regarded as a representation by us that our plans and
objectives will be achieved. These risks and uncertainties include those described or identified in �Risk Factors� and

elsewhere in this prospectus. You should not place undue reliance on these forward-looking statements, which apply
only as of the date of this prospectus. Except as required by the federal securities laws, we undertake no obligation to

revise or update any forward-looking statements, whether as a result of new information, future events or otherwise, to
reflect events or
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circumstances occurring after the date of this prospectus. In this regard, we will update this prospectus in the event of
any material change to the information contained herein during the pendency of any offering as required by the federal

securities laws.

The forward-looking statements contained in this prospectus are excluded from the �safe harbor� provisions set forth in
Section 27A of the Securities Act and in Section 21E of the Securities Exchange Act of 1934, as amended (the

�Exchange Act�).
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USE OF PROCEEDS
We expect to invest or reserve for potential follow-on investment the net proceeds of any offering within two years

from the completion of such offering. The net proceeds of this offering invested after two years will only be used for
follow-on investments. Pending investment in portfolio companies, we intend to invest the net proceeds of any

offering of our securities in time deposits and/or income-producing securities that are issued or guaranteed by the
federal government or an agency of the federal government or a government-owned corporation, which may yield less
than our operating expense ratio. We may also use the proceeds of this offering for operating expenses, including due
diligence expenses on potential investments. Our portfolio companies rarely pay us dividends or interest, and we do

not generate enough income from fixed income investments to meet all of our operating expenses. If we pay operating
expenses from the proceeds, it will reduce the net proceeds of the offering that we will have available for investment.
We cannot assure you we will achieve our targeted investment pace. Pending such investments, we will invest the net
proceeds of any such offering primarily in cash, cash equivalents, U.S. government securities and other high-quality

debt investments.
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PRICE RANGE OF COMMON STOCK

Our common stock is traded on the Nasdaq Global Market under
the symbol �TINY.�

The following table sets forth for the quarters indicated, the high and low sale prices on the Nasdaq Global Market per
share of our common stock and the net asset value and the premium or discount from net asset value per share at

which the shares of common stock were trading, expressed as a percentage of net asset value, at each of the high and
low sale prices provided.

Market Price Net Asset
Value (end
of period)(1)

Premium or (Discount)
As % of NAV(2)

Quarter Ended High Low High Low
March 31, 2013 $ 3.94 $ 3.35 $ 4.11 (4.1 )% (18.5 )% 
June 30, 2013 3.70 3.01 4.24 (12.7 )% (29.0 )% 
September 30, 2013 3.23 2.95 4.18 (22.7 )% (29.4 )% 
December 31, 2013 3.26 2.95 3.93 (17.0 )% (24.9 )% 
March 31, 2014 $ 3.94 $ 2.83 $ 3.73 5.6 % (24.1 )% 
June 30, 2014 3.91 3.12 3.87 1.0 % (19.4 )% 
September 30, 2014 3.43 2.90 3.85 (10.9 )% (24.7 )% 
December 31, 2014 3.09 2.51 3.51 (12.0 )% (28.5 )% 
March 31, 2015 $ 3.85 $ 2.86 $ 3.39 13.6 % (15.6 )% 
June 30, 2015 3.15 2.56 * * * 
July 1 through July 7, 2015 2.79 2.75 * * * 

(1)
NAV per share is determined as of the last day in the relevant quarter and therefore may not reflect the NAV per
share on the date of the high and low sales prices. The NAV per share figures shown are based on outstanding
shares at the end of each period.
(2) Calculated as the respective high or low sales price less NAV per share, divided by NAV per share.

* Not determinable as of the date of this prospectus.
On July 7, 2015, the last reported sales price of our common stock was $2.77 per share.

Shares of BDCs may trade at a market price that is less than the value of the net assets attributable to those shares. The
possibility that our shares of common stock will trade at premiums that are unsustainable over the long term or at a
discount from net asset value are separate and distinct from the risk that our net asset value will decrease. Since our

IPO in 1983, our shares of common stock have traded at both a discount and a premium to the net assets attributable to
those shares. As of July 7, 2015, our shares of common stock traded at a discount equal to approximately 18.3% of the
net assets attributable to those shares based upon our $3.39 NAV per share as of March 31, 2015. It is not possible to

predict whether the notes offered hereby will trade at, above, or below net asset value.

The timing and amount of our dividends, if any, will be determined by our Board of Directors. Any dividends to our
shareholders will be declared out of assets legally available for distribution. We are also restricted in our ability to
issue certain dividends to our shareholders by the terms of our Loan Facility. We intend to focus on making capital
gains-based investments from which we will derive primarily capital gains. As a consequence, we do not anticipate
that we will pay dividends on a quarterly basis or become a predictable distributor of dividends, and we expect that
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RATIOS OF EARNINGS TO FIXED CHARGES
The following contains our ratio of earnings to fixed charges for the periods indicated, computed as set forth below.
You should read these ratios of earnings to fixed charges in connection with our consolidated financial statements,

including the notes to those statements, included in this prospectus.

For the
three
months
ended
March 31,
2015

For the
year
ended
December
31,
2014

For the
year
ended
December
31,
2013

For the year
ended
December
31,
2012

For the
year
ended
December
31,
2011

For the year
ended
December
31,
2010

Earnings to Fixed
Charges(1) (27.3 ) (35.9 ) (66.7 ) (415.0 ) (95.7 ) (0.00 ) 

For purposes of computing the ratios of earnings to fixed charges, earnings represent net increase in shareholders�
equity resulting from operations plus (or minus) income tax expense (benefit) including excise tax expense plus fixed
charges. Fixed charges include interest and credit facility fees expense. The ratio coverage for the three months ended

March 31, 2015 and the years ended December 31, 2014, 2013, 2012 and 2011 was less than 1:1. We would have
needed to generate additional earnings of $4.1 million, $13.9 million, $7.9 million, $20.0 million and $3.6 million,

respectively, to achieve a coverage ratio of 1:1 for each of those periods.

(1)Earnings include net realized and unrealized gains or losses. Net realized and unrealized gains or losses can vary
substantially from period to period.
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MANAGEMENT�S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF

OPERATIONS

Background and Overview

We incorporated under the laws of the state of New York in August 1981. In 1983, we completed an IPO. In 1984, we
divested all of our assets except Otisville BioTech, Inc., and became a financial services company with the investment

in Otisville as the initial focus of our business activity.

In 1992, we registered as an investment company under the 1940 Act, commencing operations as a closed-end,
non-diversified investment company. In 1995, we elected to become a BDC subject to the provisions of Sections 55

through 65 of the 1940 Act.

We believe we provide five core benefits to our shareholders. First, we are an established firm with a positive track
record of investing in venture capital-backed companies as further discussed in �Management�s Discussion and

Analysis of Financial Condition and Results of Operations � Investments and Current Investment Pace� on page 57.
Second, we provide shareholders with access to disruptive science-enabled companies, particularly ones that are
enabled by BIOLOGY+, that would otherwise be difficult to access or inaccessible for most current and potential
shareholders. Third, we have an existing portfolio of companies at varying stages of maturity that provide for a

potential pipeline of investment returns over time. Fourth, we are able to invest opportunistically in a range of types of
securities to take advantage of market inefficiencies. Fifth, we provide access to venture capital investments in a

vehicle that, unlike private venture capital firms, has permanent capital, is transparent and is liquid.

We build transformative companies from disruptive science. We make venture capital investments in companies
enabled by multidisciplinary, disruptive science. We define venture capital investments as the money and resources

made available to privately held and publicly traded small businesses with exceptional growth potential.

In 2002, we focused our efforts investing in companies that were enabled at the micro and nanoscale. Many of the
disruptive scientific breakthroughs that are the basis of the transformative companies we build occur at the nanoscale.

This focus permitted the Company to become a leader investing in this emerging space. Additionally, our
interdisciplinary scientific backgrounds led us to identify interesting breakthroughs that were occurring ever more

often at the intersection of different scientific disciplines.

Two things have become clear to us over the past six years. First, many of the most interesting scientific
breakthroughs are occurring at the intersection of different scientific disciplines, usually with biology as one of these
disciplines. Two, companies that intersect with healthcare or the life sciences are yielding increased venture capital

returns. In our own portfolio, companies in the life science sector have outperformed portfolio companies in the
electronics and energy sectors significantly since 2002. Thus, beginning in 2008, the majority of our investments have

been in companies that we define as BIOLOGY+, which refers to investments in interdisciplinary life science
companies where biology innovation is intersecting with innovations in areas such as electronics, physics, materials
science, chemistry, information technology, engineering and mathematics. We expect our future investments to be

within the category of BIOLOGY+.
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Our business model is simple. We help build transformative companies by being the first investors, building value in
these companies over a multi-year period, realizing returns from our investments through acquisitions or IPOs, and
reinvesting some of the returns on our investments into new portfolio companies that can drive future growth. We

believe our evergreen structure is a competitive advantage over traditional, time-limited venture capital private
partnerships as most of those entities do not have permanent capital to invest in portfolio companies. We believe we

are a unique company with our focus on being actively involved investors in the formation and building of early-stage
companies founded on disruptive science as a liquid, U.S. exchange listed, publicly traded company.

As of March 31, 2015, we had 28 privately held, equity-focused companies in our portfolio that have yet to complete
liquidity events (e.g., IPOs onto national exchanges or M&A transactions). This does not include 1) our publicly
traded and unrestricted shares of Solazyme, Inc., and Champions Oncology, Inc.; 2) our publicly traded shares of
Enumeral Biomedical Holdings, Inc., which are subject to restrictions on their sale; 3) our venture debt deal with

NanoTerra, Inc.; and 4) our rights to milestone payments from Amgen, Inc., Laird Technologies, Inc., and Canon, Inc.
As of March 31, 2015, we valued our 28 privately held equity-focused companies at $78,075,037. Including the

companies referenced above, we valued our total venture capital portfolio at $90,456,608 as of March 31, 2015. At
March 31 2015, from first dollar in, the average and median holding periods for the 28 privately held equity-focused
investments were 5.6 years and 4.8 years, respectively. Historically, as measured from first dollar in to last dollar out,

the average and median holding periods for the 72 investments we have fully exited were 4.5 years and 3.5 years,
respectively.
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Our execution strategy over the next five years has four parts: 1) Realize returns to increase shareholder value; 2)
Invest for growth to increase shareholder value; 3) Partner to more effectively create value; and 4) Return value to our

shareholders.

Realize

�Realize� refers to realizing value in our venture capital portfolio. Since our investment in Otisville in 1983 through
March 31, 2015, we have made a total of 103 equity-focused venture capital investments. We have completely exited

72 and partially exited three of these 103 investments, recognizing aggregate net realized gains of $83,711,896 on
invested capital of $129,669,354, or 1.6 times invested capital. For the securities of the 28 companies in our

equity-focused portfolio held at March 31, 2015, we have net unrealized depreciation of $26,376,322 on invested
capital of $104,451,359. We have aggregate net realized gains on our exited companies, offset by unrealized

depreciation for our 28 currently held equity-focused investments of $57,335,574 on invested capital of $234,120,713.

The amount of net realized gains includes:

�Realized gains of $3,948,694 from the sale of the semiconductor lithography equipment business of Molecular
Imprints, Inc., to Canon, Inc. We had invested a total of $2,848,041 in Molecular Imprints;

�
Realized gains of $17,801,322 from the sale of shares of Solazyme, Inc., on invested capital of $5,326,098. In
addition, we generated $1,757,610 in realized gains on our sale and/or purchase of written call option and put option
contracts covered by our shares of Solazyme, Inc.;
�Realized gains of $296,972 from the sale of shares of Champions Oncology, Inc., on invested capital of $576,971;

�Realized gains of $536,813 from rights to milestone payments resulting from the achievement during the third quarter
of 2014 of the first milestone associated with Amgen, Inc.�s acquisition of BioVex Group, Inc.;

�
Realized loss of $7,299,533 on our investment in Kovio, Inc., on invested capital of $7,299,533. On January 21, 2014,
substantially all of Kovio�s assets were sold by Square 1 Bank, Kovio�s secured creditor, to Thin Film Electronics
ASA. Our shares were subsequently declared worthless on February 19, 2014; and

�
Realized loss of $4,488,576 on our investment in Contour Energy Systems, Inc., on invested capital of $4,509,995.
On August 15, 2014, the stockholders of Contour Energy Systems were given official notice of its liquidation and
dissolution, which was approved by its board of directors following the approval of the majority of the stockholders.

The aggregate net realized gains and the cumulative invested capital do not reflect the cost or value of our freely
tradable shares of Solazyme, Inc., and Champions Oncology, Inc., that we owned as of March 31, 2015. The aggregate

net realized gains also do not include potential milestone payments that could occur as part of the acquisitions of
BioVex Group, Inc., Nextreme Thermal Solutions, Inc., or Molecular Imprints, Inc., at points in time in the future. If
these amounts were included as of March 31, 2015, our aggregate net realized gains and cumulative invested capital

from 1983 through March 31, 2015, would be $90,963,653 and $133,797,360, respectively, or 1.7 times invested
capital. These amounts also do not include our shares of Enumeral Biomedical Holdings, Inc., that, while traded

publicly, are restricted and/or are subject to lock-up agreements.
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Recent and Potential Liquidity Events From Our Portfolio as of March 31, 2015

On April 18, 2014, Canon, Inc., completed its acquisition of Molecular Imprints, Inc.�s semiconductor lithography
equipment business. We could receive an additional $625,000 from amounts held in escrow as well as up to $1.7

million upon the achievement of certain milestones. As of March 31, 2015, we valued potential milestone payments
from the sale of Molecular Imprints at $630,711. We have not received any milestone payments as of March 31, 2015,
and there can be no assurance as to the timing and how much of this amount we will ultimately realize in the future, if

any.

With the closing of the transaction, a new spin-out company, which retained the name �Molecular Imprints, Inc.,� was
formed to continue development and commercialization of nanoscale patterning in consumer and biomedical

applications. We are a shareholder of this new company. On April 8, 2015, the board of directors of Molecular
Imprints approved an Agreement and Plan of Merger with the MII Acquirer. As a result of the merger, Molecular

Imprints will become a wholly owned subsidiary of the MII Acquirer. The Merger Agreement provides for both cash
consideration and stock consideration in the form of shares of Series B Preferred Stock of the MII Acquirer. This

transaction closed on May 1, 2015. We expect to receive $705,633 in cash and $287,809 in Series B Preferred Stock
of the MII Acquirer at the close of the transaction. An additional $126,972 in cash and $50,795 in Series B Preferred

Stock of the MII Acquirer is held in escrow to settle indemnity claims until May 1, 2016.

As of March 31, 2015, we valued the remaining potential milestone payments from the sale of BioVex Group, Inc., at
$2,564,070. If all the remaining milestone payments were to be paid by Amgen, Inc., we would receive an additional
$7,455,438. There can be no assurance as to the timing and how much of this amount we will ultimately realize in the

future.

As of March 31, 2015, we valued potential milestone payments from the sale of Nextreme Thermal Solutions, Inc., to
Laird Technologies, Inc., at $0.

Enumeral Biomedical Holdings is traded publicly on the OTC market under the symbol ENUM. Certain of the
Company�s shares of Enumeral Biomedical Holdings are subject to restrictions on transfer, and we are also subject to a

lock-up agreement that restricts our ability to trade all securities of Enumeral owned by us, exclusive of the general
restriction on the transfer of unregistered securities. The lock-up period on our 7,966,368 shares of Enumeral

Biomedical Holdings expires on January 31, 2016. ENUM�s stock closed trading on July 7, 2015, at $0.58 per share.

On May 5, 2015, OpGen, Inc., completed an IPO. As of that date, the company�s common stock and warrants trade on
the NASDAQ Capital Market under the symbols OPGN and OPGNW, respectively. With the close of the offering,

our preferred stock and certain of our bridge notes were converted into shares of common stock of OpGen. We
invested $1.8 million in the IPO, inclusive of $650,000 in outstanding demand notes. Certain of our shares and

warrants of OpGen are subject to restrictions on transfer and/or lock-up agreements. The lock-up period on these
securities expires on November 1, 2015. OpGen�s common stock closed trading on July 7, 2015 at $3.35 per share, and

OpGen�s warrants closed trading on July 7, 2015 at $0.67 per share.

Our companies often plan for and/or begin the process of pursuing potential sales and/or IPOs of those companies by
hiring bankers and/or advisers to attempt to pursue such liquidity events. We consider these efforts to be in the
ordinary course of business for those companies until the potential and timing of a transaction become tangible

through events such as acceptance of letters of intent to acquire a company and/or the beginning of a road show to
pursue an IPO.
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Strategy for Managing Publicly Traded Positions

Our equity-focused portfolio companies may seek to raise capital and provide liquidity to shareholders through IPOs.
It is generally rare that pre-IPO investors are afforded the ability to sell a portion of shares owned in the IPO. These

pre-IPO shares, and sometimes shares purchased in the IPO by us, are often subject to lock-up provisions that prevent
the sale of those shares, options against those shares or other transactions associated with those shares until expiration
of the lock-up period, which is often 180 days from the date of a standard IPO. This lock-up period may be longer in
other public offering transactions or transitions from a privately held company to a publicly traded company through

processes such as a reverse merger with a
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publicly traded shell company. We commonly plan to hold our shares of our publicly traded portfolio companies
following the expiration of the lock-up restrictions if we believe that the prospects for future growth of the portfolio

company and the underlying value of our shares are as great or greater than other opportunities we are currently
encountering. We believe we are able to make such assessments using our extensive knowledge of the companies

having actively worked with them and their management teams over multiple years as pre-IPO investors. As such, we
may hold our shares of publicly traded portfolio companies for extended periods of time from the date of IPO. That

said, we may also elect to sell our shares of publicly traded companies before such growth has occurred if we believe
there are better growth opportunities for that capital or if we require that capital to make other investments and/or to

fund operations of the Company.

In situations where a company becomes publicly traded through a reverse merger with a publicly traded shell
company, we may be subject to additional restrictions on the sale of the securities under Rule 144. This rule stipulates
that shares of the new publicly traded company cannot be sold outside of a registration statement unless the publicly
traded company is current on its periodic filings with the SEC (other than Form 8-K filings) and a period of time of

one year from the date of the filing of Form 10 information occurs. This date of filing is often set by the
announcement of the reverse merger in an expanded Form 8-K that includes Form 10 information. An additional

limitation is that there are restrictions on the volume of sales permitted by affiliates of the publicly traded company
following the one-year period discussed above. Affiliates are those who are deemed to have control of the company.
There is a rebuttable presumption that such control is achieved through ownership of more than 10% of the public
company�s class of voting securities or by serving as directors or officers of the company. We may be considered

affiliates of these companies and, therefore, subject to these volume restrictions on the sale of our positions in these
companies.

Following the expiration of the lock-up restrictions, we may pursue the sale of call options covered by our ownership
of shares in our publicly traded portfolio companies. The Company will only �sell� or �write� options on common stocks
held in the Company�s portfolio. We will not sell �naked� call options, i.e., options representing more shares of the stock

than are held in the portfolio. These call options give the buyer the right to purchase our stock at a given price, the
�strike price,� prior to a specific date, the �expiration date.� A call option whose strike price is above the current price of

the underlying stock is called �out-of-the-money.� A call option whose strike price is below the current price of the
underlying stock is called �in-the-money.� When stocks in the portfolio rise, call options that were out-of-the-money

when written may become in-the-money, thereby increasing the likelihood that they could be exercised, and we would
be forced to sell the stock. The opposite would occur for an in-the-money option that would become out-of-the-money
if the stock were to fall below the strike price of the option. We have used and currently plan to continue to use both

in-the-money and out-of-the-money options as part of our strategy for managing our ownership in publicly traded
portfolio companies.

We may also purchase put options as a method of limiting the downside risk that the price per share of these
companies may decrease substantially from current levels. A put option gives its holder the right to sell a specified
number of shares of a specific security at a specific price (known as the exercise strike price) by a certain date. The

buyer of a put option is betting that the price of the security will decrease before the option expires. The risk for us as
the option holder is that the option expires unexercised, and we have lost the money spent on buying the option.

For conventional listed call options, the options� expiration dates are commonly up to nine months from the date the
call options are first listed for trading. Longer-term call options can have expiration dates up to three years from the

date of listing. We currently expect the majority of written call options to be ones with expirations of equal to or
shorter than one year from the date the call option is first listed for trading.
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We believe this strategy of selling covered call options on our publicly traded portfolio companies provides at least
three benefits:

1)

We receive payment of a premium in cash at the time of the sale of the call option. The amount of the premium
received is negotiated between the buyer and us and is influenced generally by the market price of the underlying
stock, the volatility of the stock and the length of time between the date of sale of the call option and the expiration
date. If the option expires out-of-the-money, we retain the premium as a gain on our investment.

2)

If the option is exercised, it enables the monetization of the stock held by us in an orderly transaction that yields
known returns. Our publicly traded portfolio companies currently trade at small average daily volumes of shares
compared with our positions in these companies. As such, a decision by us to sell a portion or all of our shares in
these companies in the public markets through brokers could negatively affect the price at which we would be able
to sell these shares and, therefore, our ultimate returns. The sale of a call option sets a price at which our shares
would sell if the option is exercised, which negates the potential impact of illiquidity or other market dynamics on
our returns from the sale of these shares. That said, it also sets an upper limit for the proceeds we would receive in
such sale. We plan to enter into such contracts at a price per share and in a timeframe that we would be willing to
sell those shares. While we may repurchase call options when advantageous to us, we commonly do not sell call
options with the expectation that we will repurchase them at a future date.

3)

The sale of options may help generate interest and liquidity in the stock of our publicly traded portfolio companies.
Current market dynamics make it difficult for small capitalization stocks to attract interest from institutional and
retail investors. This difficulty leads to low average trading volumes and low liquidity options for existing
shareholders. We believe the sale of call options may aid in increasing the interest and liquidity in the stock of these
companies and may be beneficial to our future potential returns on these investments.
We have generated $2,469,676 in net cash premiums on call options sold and put options purchased of Solazyme

since the company completed an IPO in May 2011. We have sold a total of 2,254,149 shares of Solazyme since its
IPO for net proceeds, after commission, of $22,400,495 or an average sale price of $9.94 per share. Including

premiums from call and put options, the average sale price for these shares was $11.03 per share. Our average cost
basis in Solazyme is $2.36 per share. During the three months ended March 31, 2015, we did not sell any shares of

Solazyme.

We have sold 769,295 shares of our position in Champions Oncology, Inc., in open market transactions for net
proceeds, after commission, of $873,944 or an average sale price of $1.14 per share. Our average cost basis in
Champions is $0.67 per share. During the three months ended March 31, 2015, we did not sell any shares of

Champions.

These increases in primary liquidity are important for our efforts to continue to fund existing and new portfolio
companies that could generate future investment returns.

Maturity of Current Equity-Focused Venture Capital Portfolio

There are three main drivers of our potential growth in value over the next four years. First, we have a larger portfolio
of more mature companies than we have had historically. Second, we believe the quality of our existing portfolio is

stronger than it has been historically. Third, we own larger percentages of the companies in the existing portfolio than
we have owned historically.

Our equity-focused venture capital portfolio is comprised of companies at varying maturities facing different types of
risks. We have defined these levels of maturity and sources of risk as: (1) Early Stage/Technology Risk, (2) Mid

Stage/Market Risk and (3) Late Stage/Execution Risk. Early-stage companies have a high degree of technical, market
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and execution risk, which is typical of initial investments by venture capital firms, including us. Mid-stage companies
are those that have overcome most of the technical risk associated with their products and are now focused on

addressing the market acceptance for their products. Late-stage companies are those that have determined there is a
market for their products, and they are now focused on sales execution and scale. Late-stage, life sciences companies

are typically generating revenue
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from the commercial sale of one or more products or, in the case of therapeutic or medical device-focused life
sciences companies, are in Phase III Clinical Trials, which are the pivotal trials before a possible FDA approval and

commercial launch of a product.

Our current portfolio is comprised of BIOLOGY+ and other companies at varying stages of maturity in a diverse set
of industries. As our portfolio companies mature, we seek to invest in new early- and mid-stage companies that may
mature into mid- and late-stage companies. This continuous progression creates a pipeline of investment maturities
that may lead to future sources of positive contributions to net asset value per share as these companies mature and

potentially experience liquidity and exit events. Our pipeline of investment maturities for the 26 equity-focused
companies in our portfolio that have yet to complete liquidity events (e.g., IPOs onto national exchanges or M&A
transactions) and are not in the process of being shut down are shown in the figure below (our �Active Portfolio�).

We expect some of our portfolio companies to transition between stages of maturity over time. This transition may be
forward if the company is maturing and is successfully executing its business plan or may be backward if the company

is not successfully executing its business plan or decides to change its business plan substantially from its original
plan. Transitions backward may be accompanied by an increase in non-performance risk, which reduces valuation. We

discuss non-performance risk and its implications on value below in the section titled �Valuation of Investments.�

During the first quarter of 2015, we did not transition the state categorization of any of our portfolio companies. We
categorized our two new portfolio companies in 2015, Orig3n, Inc., and Phylagen, Inc., as early-stage companies.

Portfolio Company Revenue

We aggregate the revenues of our equity-focused portfolio companies on an annual basis and report these aggregated
amounts for the prior three calendar years. These revenues include contributions solely from those equity-focused

portfolio companies that have yet to complete liquidity events (e.g., IPOs, up-listings, or M&A transactions) and are
not in the process of being shut down as of December 31, 2014. This approach enables the comparison of aggregate

revenues for our portfolio as of the end of a given year with those generated by
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the same set of companies in prior years. As such, the total revenues in a given historical year will fluctuate owing to
the change of the composition of our equity-focused portfolio companies.

We had 20 of our 24 companies in our Active Portfolio as of December 31, 2014, that generate revenues ranging from
nominal to significant from commercial sales of products and/or services, from commercial partnerships and/or from
government grants. The following table lists the aggregate revenues and change between years for these 20 portfolio

companies in 2012, 2013 and 2014, grouped by stage of development, as of December 31, 2014, and in total.

2014
Aggregate
Revenue
($ Million)

2013
Aggregate
Revenue
($ Million)

Change in
Revenues
from 2013
to
2014

2012
Aggregate
Revenue
($ Million)

Change in
Revenues
from
2012 to 2013

Early Stage $ 4.6 $ 3.6 28 % $ 7.3 -51 % 
Mid Stage $ 28.7 $ 29.1 -1 % $ 31.0 -6 % 
Late Stage $ 239.6 $ 217.3 10 % $ 131.8 65 % 
Total $ 272.9 $ 250.0 9 % $ 170.1 47 % 
Combined Mid and Late Stage $ 268.3 $ 246.4 9 % $ 162.8 51 % 

The revenue amounts listed in the table above include revenues generated by our portfolio companies in the years
reported, but do not include revenues from acquired businesses prior to the consummation of those transactions.

As of December 31, 2014, we had one equity-focused portfolio company, Solazyme, Inc., that is not included in the
table above. Solazyme had revenues in 2014, 2013 and 2012 of $60.4 million, $39.8 million and $44.1 million,

respectively.

We note that the revenues of our mid-stage companies decreased from 2012 to 2013 and 2013 to 2014. This decrease
is related primarily to a transition of the source of revenues from government grants and contracts to the sale of

products. We believe such transitions are often positive developments for companies even if they result in short-term
decreases in revenues.

Ownership of our Portfolio Companies

By studying our portfolio in greater detail, it is evident to us that potential returns from approximately half of the
companies in our portfolio could be the real drivers of net asset value growth over the coming years. These companies

include ones in which we have substantial ownership and ones where we believe the potential value at exit is
substantial. The table below provides some additional detail on our ownership of the 26 equity-focused companies in
our portfolio that have yet to complete liquidity events (e.g., IPOs on national exchanges or M&A transactions) and

are not in the process of being shut down, excluding Phylagen, Inc., in which we invested a note in a series seed
financing and in which we do not have any voting rights.

Portfolio Company Voting Ownership Range

EchoPixel, Inc.
Produced Water Absorbents, Inc.
ProMuc, Inc.
Senova Systems, Inc.
SiOnyx, Inc.

>20%
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UberSEQ, Inc.

ABSMaterials, Inc.
Adesto Technologies Corp.
Enumeral Biomedical Holdings, Inc.
HZO, Inc.
TARA Biosystems, Inc.

15 � 20%
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Portfolio Company Voting Ownership Range

OpGen, Inc. 10 � 15%

Accelerator IV-New York Corporation
AgBiome, LLC
Ensemble Therapeutics Corporation
Metabolon, Inc.
ORIG3N, Inc.

5 � 10%

Bridgelux, Inc.
Cambrios Technologies Corporation
Mersana Therapeutics, Inc.
Molecular Imprints, Inc.
Nantero, Inc.

2.5 � 5%

Champions Oncology, Inc.
D-Wave Systems, Inc.
Nanosys, Inc. 0 � 2.5%

In previous communications with shareholders, we have discussed how we are managing our portfolio, feeding the �fat
hogs� and starving the �lean hogs� to maximize our value at exit. Many of the leaner hogs have experienced write-downs

in valuation, and we have de-emphasized them in terms of the time allocation of our team. These steps allow us to
focus our time and capital on the companies we believe will be the drivers of our growth. This increases the risk and
potential loss of invested capital in these portfolio companies, but it also may increase the potential returns if they are

successful. We currently believe companies like D-Wave Systems, Inc., Metabolon, Inc., Adesto Technologies
Corporation, HZO, Inc., Produced Water Absorbents, Inc., AgBiome, LLC, Senova Systems, Inc., Enumeral

Biomedical Holdings, Inc., OpGen, Inc., and EchoPixel, Inc., may have the potential to be real drivers of growth in
our portfolio in the coming years.

Level of Involvement in Our Portfolio Companies

The 1940 Act generally requires that BDCs offer to �make available significant managerial assistance� to portfolio
companies. We are actively involved with our portfolio companies through membership on boards of directors, as

observers to the boards of directors and/or through frequent communication with management. As of March 31, 2015,
we held at least one board seat or observer rights on 21 of our 26 equity-focused portfolio companies that have yet to
complete a liquidity event or an uplisting to a national exchange and are not in the process of being shut down (81%).

We may be involved actively in the formation and development of business strategies of our earliest stage portfolio
companies. This involvement may include hiring management, licensing intellectual property, securing space and
raising additional capital. We also provide managerial assistance to late-stage companies looking for potential exit
opportunities by leveraging our relationships with the banking and investment community and our knowledge and

experience in running a micro-capitalization publicly traded business.
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Invest

Investment Objective and Strategy

Our principal investment objective is to achieve long-term capital appreciation by making equity-focused venture
capital investments in companies that we believe have exceptional growth potential. Therefore, a significant portion of

our current venture capital investment portfolio provides little or no income in the form of dividends or interest.
Current income is a secondary investment objective. We seek to reach the point where future growth is financed
through reinvestment of our capital gains from our venture capital investments and where current income offsets

significant portions of our annual expenses during periods of time between realizations of capital gains on our
investments. We also plan to implement a strategy to grow assets under management and generate current income by

raising one or more third-party funds to manage. It is possible that we will invest our capital alongside or through
these funds in portfolio companies. These funds may be focused on specific sectors, such as life sciences, energy and

electronics, that are enabled by scientific breakthroughs, including BIOLOGY+. There is no assurance when and if we
will be able to raise such fund(s) or, if raised, whether they will be successful.

We have discretion in the investment of our capital to achieve our objectives. Our venture capital investments are
made primarily in equity-related securities of companies that can range in stage from pre-revenue to generating

positive cash flow. These businesses tend to be thinly capitalized, unproven, small companies that lack management
depth, have little or no history of operations and are developing unproven technologies. These businesses may be

privately held or publicly traded. We historically have invested in equity securities of these companies that are
generally illiquid owing to restrictions on resale and to the lack of an established trading market. We refer to our
portfolio of investments in equity and equity-related securities in sections of the Management�s Discussion and

Analysis of Financial Condition and Results of Operations (�MD&A�) as our �equity-focused� portfolio of investments.
We have historically, from time to time, taken advantage of opportunities to generate near-term cash flow by investing
in non-convertible debt securities of small businesses. These businesses tend to be generating cash or have near-term

visibility to reaching positive cash flow. We refer to our portfolio of investments in non-convertible debt in sections of
the MD&A as our �venture debt� portfolio of investments. We do not currently expect to make a significant number of

venture debt investments outside of portfolio companies in which we hold equity securities.

Our investments in preferred equity securities often include anti-dilution protection that provides for the issuance of
additional shares in the event a company raises capital at a price per share lower than the price per share we paid for

the preferred securities. This anti-dilution protection also often includes a liquidation preference that can be senior to,
or pari passu with, other outstanding classes of preferred stock, but is senior to common stock. Our preferred equity

securities do not commonly pay or accrue dividends to us and are non-income producing. Our preferred equity
securities often convert into shares of common stock on a one-for-one basis, subject to adjustments for anti-dilution
protection, stock splits and other customary adjustments. Our preferred equity securities often also include certain

protective provisions that ascribe control to us and/or a portion of the holders of preferred stock for certain decisions
affecting the portfolio company including revisions to articles of incorporation, including the terms of outstanding and
new preferred securities, approval of any future equity issuances and rights to board seats or observer positions. These

securities often also provide rights of first refusal to participate in future financings of the portfolio company.

Our investments in convertible bridge notes often include the ability to accrue, rather than pay in cash, interest. This
interest is most commonly converted into equity securities of the investee company once a new round of equity

financing is complete. At the time of such financing, the principal and accrued and unpaid interest convertible bridge
notes often convert into shares of convertible preferred stock sold in such financing at the same price per share or at a
discount to the price per share paid to purchase such convertible preferred equity securities. From time to time we also
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invest in debt securities that may or may not be convertible and that may pay cash interest. These convertible bridge
notes often include protective provisions that require consent of all or a portion of the outstanding bridge notes to

change any of the provisions of the convertible notes including liquidation preference, interest rate, maturity date and
conversion ratios. These notes may be secured or unsecured.
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We are both early-stage and long-term investors. We seek to identify investment opportunities in industries and
markets that will be growth opportunities three to seven years from the date of our initial investment. We expect to
invest capital in these companies at multiple points in time subsequent to our initial investment. We refer to such

investments as �follow-on� investments. Our efforts to identify and predict future growth industries and markets rely on
patient and extensive due diligence in innovations developed at universities and corporate and government research

laboratories, and the examination of macroeconomic and microeconomic trends and industry dynamics. We believe it
is the early identification of and investments in these growth opportunities that will lead to investment returns for our

shareholders, growth of our net assets, and capital for us to invest in tomorrow�s growth opportunities.

We have always been involved with founding, incubating and building transformative companies from disruptive
science. In fact, we have been the first institutional investor or syndicate of first institutional investors in two-thirds of
the companies we have invested in since our founding. Our involvement may include hiring management, licensing

intellectual property, securing space and raising additional capital. We also provide managerial assistance to late-stage
companies looking for potential exit opportunities by leveraging our relationships with the banking and investment

community and our knowledge and experience in running a micro-capitalization publicly traded business.

Beginning in 2008, the majority of our initial investments in privately held and early-stage publicly traded companies
have been in companies that we define as BIOLOGY+.
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The table below discusses how certain of our portfolio companies have teamed innovations in biology with
innovations in engineering, physics, electronics, IT, mathematics and material sciences. In the case of Enumeral

Biomedical Corp., this combination enables the ability to interrogate cells at the single cell scale in unique ways for
the first time. In the case of TARA Biosystems, Inc., the combination enables personal diagnostics and toxicity testing
by using microfabrication to create environments where heart tissue can grow in an environment that is more similar

to the human body than through other techniques. This increases the speed and reduces the cost of large-scale
sequencing. In the case of D-Wave Systems, Inc., its quantum computer can be used to solve very complex protein

folding problems to enable new therapeutic approaches.

Currently, we plan to focus all our efforts on building new companies enabled by our BIOLOGY+ thesis. We believe
areas such as (1) personalized genomics, (2) novel therapeutics for cancer, and (3) 3D non-invasive imaging and
diagnostics, as well as applications in agriculture, industrial biotechnology, water, functional foods and personal

health will all be influenced by innovations in BIOLOGY+.
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There are very few people and very few venture capital firms still in existence that have the expertise to find, incubate
and build these types of companies. The disruptive science comes from leading laboratories at premier research

institutions. It takes time, experience and often partnerships with leading, global scientific companies to bring the
technology to market. Our team, with scientific backgrounds in chemistry, biochemical engineering, physics, genetics

and material science, is uniquely qualified to identify, diligence and invest in these opportunities.

Growth in Ownership of Portfolio Companies

The chart below depicts the change in our ownership of our portfolio companies from 2001 through March 31, 2015
as our assets have increased. Our fully diluted, investment-weighted average ownership has increased from

approximately 5% for initial investments made between 2001 and 2004 to approximately 15% for initial investments
made between 2009 and March 31, 2015. This increasing ownership, which we have noted in previous shareholder

communications, gives us more control over these companies to potentially affect outcomes beneficial to the
Company. Over the coming five years, as companies where our initial investment was made between 2005 and the

present continue to mature and exit, we believe our increased levels of ownership have the potential to provide greater
returns than our historical investments.

Our goal with our new investments is to have even greater ownership at the time of the realization of our return than
we have had historically for all of the reasons discussed above.
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Investments and Current Investment Pace

The following is a summary of our initial and follow-on equity-focused investments from January 1, 2011, to March
31, 2015. We consider a �round led� to be a round where we were the new investor or the leader of a group of investors
in an investee company. Typically, but not always, the lead investor negotiates the price and terms of the deal with the

investee company.

2011 2012 2013 2014

Three
Months
Ended
March 31,
2015

Total Incremental Investments $17,688,903 $15,141,941 $18,076,288 $14,276,808 $2,615,301
No. of New Investments 4 2 2 3 2
No. of Follow-On Investment
Rounds 31 26 37 33 9

No. of Rounds Led 4 3 9 8 3
Average Dollar Amount � Initial $1,339,744 $1,407,500 $550,001 $338,677 $225,000
Average Dollar Amount � Follow-On$397,740 $474,113 $449,359 $401,842 $240,589

Industry Sectors of Investment

We generally classify our investments in one of three industry sectors: Life Sciences, Energy and Electronics. The
interdisciplinary nature of science-based inventions enables our portfolio companies to address needs in multiple

sectors rather than being confined to addressing needs in one sector. As such, many of our portfolio companies can
adjust their business foci to address needs in a secondary sector should opportunities in the company�s primary sector

decrease in number or magnitude.

We classify companies in our life sciences portfolio as those that address problems in life sciences-related industries,
including biotechnology, agriculture, advanced materials and chemicals, diagnostics, healthcare, bioprocessing, water,
industrial biotechnology, food, nutrition and energy. We classify companies that address life science-related problems
as a primary or secondary sector as BIOLOGY+. With our focus on investing in BIOLOGY+ companies, we expect

that the number of companies addressing life science-related industries as a primary focus will grow, while those that
address electronics and energy-related sectors as a primary focus will decline. That said, we expect these companies

may address electronics and energy-related sectors as a secondary sector given the interdisciplinary nature of
BIOLOGY+ companies.

We classify companies in our energy portfolio as those that seek to improve performance, productivity or efficiency,
and to reduce environmental impact, waste, cost, energy consumption or raw materials. Energy is a term used

commonly to describe products and processes that solve global problems related to resource constraints. The term
�cleantech� is also used commonly in a similar manner.

We classify companies in our electronics portfolio as those that address problems in electronics-related industries,
including semiconductors, telecommunications and data communications, metrology and test and measurement.
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Importance of Availability of Liquid Capital

Private venture capital funds are structured commonly as limited partnerships with a committed level of capital and
finite lifetime. Capital is �called� from limited partners to make investments and pay for expenses of running the firm at
various points within the lifetime of the fund. For each initial investment, the fund must reserve additional capital for
follow-on investments at later stages of the life of the portfolio companies. These follow-on investments are required
because often portfolio companies in areas in which we invest, whether privately held or publicly traded, operate with
negative cash flow for lengthy periods of time. In general, the cumulative total of initial invested capital and reserves

cannot exceed the committed level of capital of the fund.

Our strategy for investing capital is similar to this approach in some respects. We make initial investments in privately
held and publicly traded companies and project the amount of capital that may be required should the company mature

successfully. These projections, equivalent to the reserves of private venture capital funds, are reviewed weekly by
management, are updated frequently and are a component of
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the data that guide our decisions on whether to make new and follow-on investments. As a publicly traded, internally
managed venture capital company, our cash used to make investments and pay expenses is held by us and not called
from external sources when needed. Accordingly, it is crucial that we operate the company with a substantial balance

of liquid capital for this reason and for four additional reasons.

1)

We manage the company and our investment criteria and pace such that our projected needs for capital to make new
and follow-on investments do not exceed the total of our liquid investments. Although we use best efforts to predict
when this capital will be required for use in new and follow-on investments, we cannot predict with certainty the
timing for these investments. We would be unable to make new or follow-on investments in our portfolio
companies without having substantial liquid resources of capital available to us.

2)

Venture capital firms traditionally invest beside other venture capital firms in a process called syndication. The size
of the fund and the amount of capital reserves available to syndicate partners is often an attribute that potential
co-investors consider when deciding on syndicate partners. As we do not have committed capital from limited
partners, we believe we must have adequate available liquid capital on our balance sheet to be able to have access to
high-quality deal flow.

3)

We rarely commit the total amount of cumulative capital intended for investment in any portfolio company at one
point in time. Instead, our investments consist of multiple rounds of financing of a given portfolio company, in
which we typically participate if we believe that the merits of such an investment outweigh the risks. We also
commonly have preemptive rights to invest additional capital in our privately held portfolio companies. These rights
are useful to protect and potentially increase the value of our positions in our portfolio companies as they mature.
Commonly, the terms of such financings in privately held companies also include penalties for those investors that
do not invest in these subsequent rounds of financing. Without available capital at the time of investment, our
ownership in the company would be subject to these penalties that can lead to a partial or complete loss of the
capital invested prior to that round of financing.

4)

We may have the opportunity to increase ownership in late rounds of financing in some of our most mature
companies. Many private venture capital funds that invested in these companies are reaching the end of the term
associated with their limited partnerships. This issue may limit the available capital to these funds for follow-on
investments, and the ability to take advantage of potentially valuable terms given to those who have investable
capital. Having permanent, liquid capital available for investment and access to the capital markets allows us to take
advantage of these opportunities as they arise.
On September 30, 2013, we secured the $20,000,000 Loan Facility from Orix Corporate Capital, Inc. This Loan

Facility replaced the $10,000,000 facility we secured from TD Bank in February of 2011. Orix Corporate Capital is a
diversified financial conglomerate with substantial assets that has extensive experience working with venture capital
firms and venture capital-backed companies through its Orix Ventures unit. We believe this knowledge, combined
with the quality of our portfolio companies and our investments in those companies, enabled us to obtain a credit

facility secured, in part, by our portfolio of primarily privately held portfolio companies versus solely the cash security
of our prior credit facility.

We believe the Loan Facility is beneficial for three primary reasons. First, we currently believe our existing portfolio
of mid- and late-stage companies will generate meaningful returns in the next two-to-three years. That said, the exact
timing of these realizations is uncertain. We currently believe our strong balance sheet of liquid assets (that is, cash
and publicly traded securities) combined with this facility will allow us time and capital resources to realize these

meaningful returns without materially compromising the rate of deployment of capital into investment opportunities
that have the potential to build value for us.

Second, as we have said historically, there are a substantial number of investment opportunities in existing and new
portfolio companies that we believe have the potential to build value through increasing our future returns on

investment. The Loan Facility expands our financial resources for making such investments without resulting in
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Third, the Loan Facility establishes a relationship between us and Orix Corporate Capital that could be beneficial to
our portfolio companies, and thus us, in the future. Many of our portfolio companies secure lines of credit and other

forms of access to capital. Orix Corporate Capital has the resources and capability to address many of these needs. We
believe the combination of the financial and other resources of each of our firms will be a powerful collaboration that

helps to build value in our portfolio companies, and thus value for us.

Our Sources of Liquid Capital

The sources of liquidity that we use to make our investments are classified as primary and secondary liquidity. As of
March 31, 2015 and December 31, 2014, our total primary and secondary liquidity was $29,184,885 and $29,620,665,

respectively. We do not include funds available and undrawn from our credit facility as primary or secondary
liquidity. We believe it is important to examine both our primary and secondary liquidity when assessing the strength

of our balance sheet and our future investment capabilities.

Primary liquidity is comprised of cash, U.S. government securities and certain receivables. As of March 31, 2015, we
held $21,051,443 in cash and $226,463 in certain receivables. As of December 31, 2014, we held $20,748,314 in cash

and $230,478 in certain receivables.

Payments upon achieving milestones of the BioVex Group, Inc., and Molecular Imprints sales would also add to our
primary liquidity in future quarters if these milestones are achieved successfully. The probability-adjusted values of

the future milestone payments for the sales of BioVex and Molecular Imprints, as determined at the end of each fiscal
quarter, are included as an asset on our Consolidated Statements of Assets and Liabilities and will be included in

primary liquidity only if and when payment is received for achievement of the milestones.

Our secondary liquidity is comprised of the stock of both unrestricted and restricted publicly traded companies.
Although these companies are publicly traded, their stock may not trade at high volumes and prices may be volatile,
which may restrict our ability to sell our positions at any given time. As of March 31, 2015, our secondary liquidity

was $7,906,979. Solazyme, Inc., and Champions Oncology, Inc., account for $143,000 and $2,045,744, respectively,
of the total amount of secondary liquidity based on the closing price of their common stock as of March 31, 2015.

Enumeral Biomedical Holdings, Inc., accounts for $5,718,235 of the total amount of secondary liquidity based on the
closing price of its common stock as of March 31, 2015, less a liquidity discount to reflect that a portion of these

shares are subject to restrictions on transfer. We are also subject to a lock-up agreement that restricts our ability to
trade our securities of Enumeral Biomedical Holdings, exclusive of the general restriction on the transfer of

unregistered securities. The lock-up period on our 7,966,368 shares and warrants for the purchase of 1,755,120 shares
of common stock of Enumeral Biomedical Holdings expires on January 31, 2016.

As of December 31, 2014, our secondary liquidity was $8,641,873. Solazyme, Inc., accounts for $129,000 of the total
amount of secondary liquidity based on the closing price of its common stock of $2.58 as of December 31, 2014.

Champions Oncology accounts for $1,261,695 of the total amount of secondary liquidity based on the closing price of
its common stock of $0.50 as of December 31, 2014. Enumeral Biomedical Holdings accounts for $7,251,178 of the

total amount of secondary liquidity based on the closing price of its common stock of $1.05 as of December 31, 2014,
less a liquidity discount to reflect that these shares are subject to restrictions on transfer.

We also have the $20,000,000 Loan Facility, which we can draw on to increase liquidity. As of March 31, 2015, we
had $5,000,000 in debt outstanding relating to this Loan Facility. For the three months ended March 31, 2015, we paid

$50,000 in non-utilization fees and amortized $43,720 in closing costs related to the Loan Facility. We did not pay
any interest in connection with the Loan Facility during the three months ended March 31, 2015.
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Partner

As the structure of the public markets has changed over the last decade, the time and dollars required to build
transformative companies has increased. Scale and manufacturing expertise is now critical to get to a successful
outcome. We believe this expertise is best accomplished by partnering with corporations at earlier stages in the
development of the enterprise. Proper partnering can lead to more capital efficient businesses that provide better

returns for investors.

We bring technology platforms and expertise in company building. Our corporate partners bring expertise in scale and
manufacturing and access to end markets. We primarily partner with corporations as syndicate partners investing in

and working with to build early-stage companies. A syndicate of financial investors besides key strategic corporations
from the very first round of capital is becoming more common in our investments. Over three-fourths of our portfolio

companies have significant corporate partnerships or investments, and most developed these relationships in the
early-stages of development of those companies.

We are also exploring other ways to develop deep relationships with corporations and other entities that we believe
will be beneficial to us and our portfolio companies including the potential for co-investment relationships.

One example of our partnership efforts comes through our investment in Accelerator IV-New York Corporation
(�Accelerator IV�). Accelerator IV is a New York City-based biotechnology management company designed to leverage

NYC�s biotech research centers and universities to successfully invest in and develop early-stage life science
technology. Accelerator IV supports emerging biotechnology innovations through its expertise, internal resources, and

partner network. Its efforts are focused on the evolving healthcare
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and medical landscapes. Through a strategic partnership and collaboration, it uses this platform to specifically
identify, evaluate, finance, and manage the commercialization of technologies and assets sourced from a broad range

of proprietary sources. Other investors in Accelerator IV include Alexandria Real Estate Equities, Eli Lilly and
Company, Johnson & Johnson Development Corporation and Pfizer Venture Investments. There is no assurance that

we will be successful in securing other partnerships.

We have a long history working with U.S. universities to commercialize technologies discovered in their labs. We
expect these relationships to become deeper as we focus on building companies developed from research from a select

set of these universities going forward.

Return

Our plan for returning value to shareholders has three steps. Step one of our return plan was implemented over the
past six years. It includes investing in early-stage companies where we believe we can own greater than 10% of the

company at exit with invested capital of between $5 million and $10 million in each company.

Step two is our focus on BIOLOGY+. Our best investment returns over the past 10 years have come from companies
that have businesses intersecting with the life sciences. We are now focusing our efforts on BIOLOGY+, as we

believe the future returns for companies commercializing technologies that sell into the life science markets will be
greater than those focused on other markets we have invested in historically. Since 2008, approximately 86% of our

new initial investments have been in companies that fit our BIOLOGY+ investment thesis. This percentage will
increase over the coming years. That said, we note that past performance may not be indicative of future performance.

Step three is our partnering efforts. We continue to pursue strategies to increase the return profile of early-stage
investing, and to reduce the cost profile so that it shifts to a profile more representative of the venture capital industry

of 15 to 20 years ago. We believe this will require an environment for doing early-stage investing that includes
working with corporate partners earlier in the development of these companies to (1) ascertain if there is demand for
the company�s technology/products and (2) to help these start-ups prepare for scale and manufacturing in a way that

permits seamless adoption by industry and the consumer. This is the basis of our partnership strategy.

We believe that execution of these three steps will generate returns for shareholders over the coming years. We are
focused on increasing value for shareholders through growing net asset value per share,

61

Edgar Filing: HARRIS & HARRIS GROUP INC /NY/ - Form N-2/A

Return 108



TABLE OF CONTENTS

and we believe we may have an opportunity to reduce the number of shares outstanding and provide deemed
dividends as well as cash dividends as we execute on this strategy.

Current Business Environment

The first quarter of 2015 ended with slight increases in value in the public market indices. These increases coincided
with a decrease in the number of IPOs and a decrease in M&A transactions, compared with the first quarter of 2014.

That said, fundraising by venture capital firms continued to be challenging and concentrated to a small number of
funds. These dynamics continue to lead to a difficult fundraising environment for venture-backed companies,

particularly those in the middle stages of development and those focused on sectors in which we invest.

Seventeen venture-backed companies raised $1.4 billion through IPOs in the first quarter of 2015, according to
Thomson Reuters and the National Venture Capital Association (�NVCA�). Thirteen of the seventeen were U.S.-based
companies. Seventy-six percent (thirteen) of the IPOs were in life science companies. For the first quarter of 2015, 86
venture-backed M&A transactions were reported. This is a decline from both the fourth quarter of 2014 (110) and the

first quarter of 2014 (115).

Sixty-one U.S. venture capital funds raised $7.0 billion in the first quarter of 2015, according to Thomson Reuters and
the NVCA. Compared with the fourth quarter of 2015, this is a 24% decrease in the number of funds raised, but a 21%

increase in the amount of capital raised. Of the 61 funds that were raised, 18 were new funds.

Historically, difficult venture environments have resulted in a higher than normal number of companies not receiving
financing and being subsequently closed down with a loss to venture investors, and other companies receiving

financing but at significantly lower valuations than the preceding financing rounds. This issue is compounded by the
fact that many existing venture capital firms with which we have co-invested historically in a number of our current
portfolio companies have few remaining years of investment and available capital owing to the finite lifetime of the
funds managed by these firms. Additionally, even if a firm were able to raise a new fund, commonly venture capital
firms are not permitted to invest new funds in existing investments. This limitation of available capital can lead to

fractured syndicates of investors. A fractured syndicate can result in a portfolio company being unable to raise
additional capital to fund operations; this issue is especially acute in capital-intensive sectors that are enabled by
science-related innovations, such as life sciences, energy and electronics, which are generally not in favor among

venture capital firms. The result of these difficulties is that the portfolio company may be forced to sell before
reaching its full potential or be shut down entirely if the remaining investors cannot financially support the company.
As such, improvements in the exit environment for venture-backed companies through IPOs and M&A transactions

may not translate to an increase in the available capital to venture-backed companies, particularly those that have
investments from funds that are in the latter stage of life unless the markets improve for some time into the future.

Our overall goal remains unchanged. We want to maintain our leadership position in investing in science-enabled and
BIOLOGY+ companies and increase our net asset value per share outstanding. The current environment for venture

capital financings continues to favor those firms that have capital to invest regardless of the stage of the investee
company. We continue to finance our new and follow-on equity and convertible debt investments from our cash

reserves held in bank accounts. We may in the future invest borrowed capital to take advantage of opportunities that
we believe will return greater than the cost of such borrowed capital. We have historically held, and may in the future
again hold, our cash in U.S. Treasury securities. We believe the current status of the venture capital industry and the

current economic climate provide opportunities to invest this capital at historically low valuations and under favorable
terms in equity and convertible debt of new and existing privately held and publicly traded companies.
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Valuation of Investments

We value our privately held venture capital investments each quarter as determined in good faith by our Valuation
Committee, a committee of all the independent directors, within guidelines established by our Board of Directors in

accordance with the 1940 Act. See �Footnote to Consolidated Schedule of Investments� contained in �Consolidated
Financial Statements� for additional information.
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The values of privately held, venture capital-backed companies are inherently more difficult to determine than those
of publicly traded companies at any single point in time because securities of these types of companies are not actively

traded. We believe, perhaps even more than in the past, that illiquidity, and the perception of illiquidity, can affect
value. Management believes further that the long-term effects of the difficult venture capital market and difficult exit

environments will continue to affect negatively the fundraising ability of weak companies regardless of near-term
improvements in the overall global economy and public markets and that these factors can also affect value.

We note that while the valuations of our privately held, venture capital-backed companies may decrease, sometimes
substantially, such decrease may facilitate an increase in our ownership of the overall company in conjunction with a

follow-on investment in such company. In these cases, the ultimate return on our overall invested capital could be
greater than it would have been without such interim decrease in valuation.

Effective September 30, 2014, the Company refined its valuation methodologies to include the option pricing model.
While the Company�s valuation procedures had always included the option pricing model as a possible valuation

technique, it had not previously been utilized. The use of the option pricing model is emerging as a preferred industry
practice. This change in valuation methodology is applied on a prospective basis.

Option pricing models use call option theory to derive the value of sets of classes of securities taking into account the
financial rights and preferences of classes of securities such as liquidation preference, redemption rights and

dividends. This method treats common and preferred stock as call options on the company�s enterprise value. It derives
breakpoints based on liquidation preferences of the preferred stock and then calculates the values of those liquidation
preferences and the company as a whole using Black-Scholes-Merton equations. The sum of these values yields the
estimated enterprise value of the portfolio company. This method of derivation is often referred to as �backsolve� as it

uses the price per share of the most recent round of financing to backsolve for the values of the other classes of
outstanding securities of the company.

Option pricing models use the following inputs in their calculations:

� Last Round Price per Share
� Liquidation Preferences (including dividends and redemptions, if any)

� Estimated Time to Exit
� Estimated Volatility

� Risk-Free Interest Rate
� Outstanding Capitalization of the Company

Variations in these inputs and assumptions can have a significant impact on fair value. Companies that are valued
using market comparables and/or volatilities derived from publicly traded securities are subject to the volatilities

within those markets.

Given the consideration of the liquidation preferences, option pricing models more accurately represent scenarios
where liquidation preferences are honored, as they would be in an M&A scenario, but not in public offering scenarios

where it is common to have all classes of preferred stock converted to common stock. Liquidation preferences are
business terms that are common in the venture capital industry and are generally used to provide some downside

protection should the company not meet expectations. They can be structured on parity with prior rounds of financing
or senior to prior rounds of financing. They can include multiples on the amounts invested and can provide for further

distributions following the initial preference or be restricted to the amount of invested capital.

This high weighting of liquidation preferences means that small differences in how the preferences are structured can
have a material effect on the fair value of our securities at the time of valuation and also on future valuations should
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may not increase if (1) rounds of financing occur at higher prices per
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share, (2) liquidation preferences include multiples on investment, (3) the amount of invested capital is small and/or
(4) liquidation preferences are senior to prior rounds of financing.

We note that the ultimate return on any investment may be materially different than the fair value derived as of the
date of valuation.

In each of the years in the period of 2011 through 2014 and for the three months ended March 31, 2015, excluding our
rights to milestone payments, we recorded the following gross write-ups in privately held securities as a percentage of

net assets at the beginning of the year (�BOY�), gross write-downs in privately held securities as a percentage of net
assets at the beginning of the year, and change in value of private portfolio securities as a percentage of net assets at

the beginning of the year.

Gross Write-Ups and Write-Downs of the Privately
Held Portfolio

2011 2012 2013 2014
Three Months
Ended March 31,
2015

Net Asset Value, BOY $146,853,912 $145,698,407 $128,436,774 $122,701,575 $109,654,427
Gross Write-Downs During
Year $(11,375,661 ) $(19,604,046 ) $(19,089,816 ) $(14,050,501 ) $(6,082,949 ) 

Gross Write-Ups During
Year $11,997,991 $14,099,904 $10,218,994 $4,587,923 $5,574,275

Gross Write-Downs as a
Percentage of Net Asset
Value, BOY

(7.8 )% (13.5 )% (14.9 )% (11.5 )% (5.5 )% 

Gross Write-Ups as a
Percentage of Net Asset
Value, BOY

8.2 % 9.7 % 8.0 % 3.8 % 5.1 % 

Net Change as a Percentage
of Net Asset Value, BOY 0.4 % (3.8 )% (6.9 )% (7.7 )% (0.4 )% 

From December 31, 2014, to March 31, 2015, the value of our equity-focused venture capital portfolio, including our
rights to potential future milestone payments from the sales of BioVex Group, Inc., Nextreme Thermal Solutions, Inc.,

and Molecular Imprints, Inc., increased by $805,346, from $89,292,045 to $90,097,391.

Not including our rights to potential future milestone payments from the sale of BioVex Group, Inc., Nextreme
Thermal Solutions, Inc., and Molecular Imprints, Inc., our equity-focused portfolio companies increased in value by

$804,430. This increase was primarily owing to new and follow-on investments of $2,615,301, offset by a net
decrease in valuations.

We note that our Valuation Committee and ultimately our Board of Directors take into account multiple sources of
quantitative and qualitative inputs to determine the value of our privately held portfolio companies.

We also note that our Valuation Committee does not set the value of Solazyme, Inc., our freely tradable publicly
traded portfolio company, or the value of our unrestricted or registered shares of Champions Oncology, Inc., and
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Enumeral Biomedical Holdings, Inc., which trade on an OTC exchange.

Four portfolio companies, Produced Water Absorbents, Inc., Enumeral Biomedical Holdings, Inc., D-Wave Systems,
Inc., and Nanosys, Inc., of which all or a portion of the securities owned by us were fair valued by our Valuation
Committee, accounted for $6.9 million, or 87.9%, of the gross write-downs of our portfolio companies held as of

March 31, 2015. We note that a portion of our securities of Enumeral Biomedical Holdings were not fair valued by the
Valuation Committee as of March 31, 2015, because those securities were registered, unrestricted securities that

traded in an active market and were, therefore, valued based on the closing price of the shares on the date of valuation.
The contributing factors for the decreases in valuations for Produced Water Absorbents and Nanosys were owing to
changes in the revenues and multiples of revenues of publicly traded comparable companies used to derive the value

for our securities of each company. The primary contributing factor for the decrease in valuation of our restricted
shares and our warrants of Enumeral Biomedical Holdings was a decrease in the stock price of the company from

$1.05 as of December 31, 2014, to $0.817 as of March 31, 2015. The primary contributing factor for the decrease in
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valuation of D-Wave Systems was a decrease in the value of the Canadian Dollar relative to the U.S. Dollar from
December 31, 2014, to March 31, 2015.

Two portfolio companies, OpGen, Inc., and Adesto Technologies Corporation, which were fair valued by our
Valuation Committee, accounted for $4.9 million, or 76.3%, of the gross write-ups of our portfolio companies held as

of March 31, 2015. The primary contributing factor for the increase in value of our securities of OpGen was the
completion of an IPO that valued our securities at a higher value than that as of December 31, 2014. The primary

contributing factor for the increase in value of our securities of Adesto Technologies was changes in the conversion
ratios of our Series E Preferred Stock and in the inputs used to derive value based on a multiple to revenue derived

from publicly traded comparable companies.

As of March 31, 2015, our top ten investments by value accounted for approximately 79% of the value of our
equity-focused venture capital portfolio.

Top Ten Equity-Focused Investments by Value

Portfolio Company Value as of
03/31/2015

Cumulative % of
Equity-Focused
Venture Capital
Portfolio

Adesto Technologies Corp. $ 16,176,632 19 % 
Metabolon, Inc. $ 10,510,299 31 % 
D-Wave Systems, Inc. $ 7,622,785 40 % 
HZO, Inc. $ 7,032,725 48 % 
Enumeral Biomedical Holdings, Inc.* $ 6,604,774 56 % 
OpGen, Inc. $ 5,220,087 62 % 
Produced Water Absorbents, Inc. $ 4,549,293 67 % 
Nantero, Inc. $ 3,639,032 71 % 
Nanosys, Inc. $ 3,598,657 75 % 
Bridgelux, Inc. $ 3,492,200 79 % 

* Enumeral Biomedical Holdings rank by value includes the value of its Level 1 asset shares.

Results of Operations

We present the financial results of our operations utilizing accounting principles generally accepted in the United
States of America (�GAAP�) for investment companies. On this basis, the principal measure of our financial

performance during any period is the net increase (decrease) in our net assets resulting from our operating activities,
which is the sum of the following three elements:

Net Operating Income (Loss) � the difference between our income from interest, dividends, and fees and our operating
expenses.

Net Realized Gain (Loss) on Investments � the difference between the net proceeds of sales of portfolio securities and
their stated cost.
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Net Increase (Decrease) in Unrealized Appreciation or Depreciation on Investments � the net unrealized change in the
value of our investment portfolio.

Owing to the structure and objectives of our business, we generally expect to experience net operating losses and seek
to generate increases in our net assets from operations through the long-term appreciation and monetization of our
venture capital investments. We have relied, and continue to rely, primarily on proceeds from sales of investments,
rather than on investment income, to defray a significant portion of our operating expenses. Because such sales are
unpredictable, we attempt to maintain adequate working capital to provide for fiscal periods when there are no such

sales.

The potential for, or occurrence of, inflation could result in rising interest rates for government-backed debt. We may
also invest in both short- and long-term U.S. government and agency securities. To the extent that we invest in short-

and long-term U.S. government and agency securities, changes in interest rates result
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in changes in the value of these obligations that result in an increase or decrease of our net asset value. The level of
interest rate risk exposure at any given point in time depends on the market environment, the expectations of future

price and market movements, and the quantity and duration of long-term U.S. government and agency securities held
by the Company, and it will vary from period to period. During the three months ended March 31, 2015, and March
31, 2014, our average holdings of U.S. government securities were $0 and $9,749,853, respectively. During the year

ended December 31, 2014, and December 31, 2013, our average holdings of U.S. government securities were
$2,999,955 and $18,353,323, respectively.

Comparison of the three months ended March 31, 2015 and 2014

In the three months ended March 31, 2015, and March 31, 2014, we had net decreases in net assets resulting from
operations of $3,922,038 and $6,475,677, respectively.

Investment Income and Expenses:

We had net operating losses of $2,036,345 and $1,975,372 for the three months ended March 31, 2015, and March 31,
2014, respectively. The variation in these results is primarily owing to the changes in investment income and

operating expenses, including non-cash expense included in salaries, benefits and stock-based compensation of
$212,591 in 2015 primarily associated with the compensation cost for restricted stock as compared with $309,147 for

the same period in 2014. During the three months ended March 31, 2015, and 2014, total investment income was
$142,832 and $146,291, respectively. During the three months ended March 31, 2015, and 2014, total operating

expenses were $2,179,177 and $2,121,663, respectively.

During the three months ended March 31, 2015, as compared with the same period in 2014, investment income
decreased, reflecting a decrease in interest income from convertible bridge notes, senior secured debt, senior secured
debt through a participation agreement, and a decrease in our average holdings of U.S. government securities, offset
by an increase in interest income from non-convertible promissory notes, yield-enhancing fees on debt securities and
fees for providing managerial assistance to portfolio companies. During the three months ended March 31, 2015, our
average holdings of U.S. government securities were $0 as compared with $9,749,853 during the three months ended
March 31, 2014, primarily owing to the decrease in yield available over the durations of maturities in which we were

willing to invest.

Operating expenses, including non-cash, stock-based compensation expenses, were $2,179,177 and $2,121,663 for the
three months ended March 31, 2015, and March 31, 2014, respectively. The increase in operating expenses for the

three months ended March 31, 2015, as compared with the three months ended March 31, 2014, was primarily owing
to increases in professional fees, directors� fees and expenses, interest and other debt expense and custody fees, offset
by decreases in salaries, benefits and stock-based compensation expense, administration and operations expense, rent

expense and insurance expense.

Professional fees increased by $360,363, or 170.1%, for the three months ended March 31, 2015, as compared with
March 31, 2014, primarily as a result of an increase in certain legal fees, accounting fees and consulting fees

associated with exploration of strategic opportunities. Directors� fees and expenses increased by $26,347, or 28.2%, for
the three months ended March 31, 2015, as compared with March 31, 2014, primarily owing to an increase in overall
fees and additional meetings held by the Board of Directors. Interest and other debt expense increased by $50,000, or

53.4%, for the three months ended March 31, 2015, as compared with March 31, 2014, primarily as a result of
utilization fees associated with a drawdown of the Loan Facility. Custody fees increased by $1,121, or 7.6%, for the

three months ended March 31, 2015, as compared with March 31, 2014.
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Salaries, benefits and stock-based compensation expense decreased by $333,871, or 23.6%, for the three months
ended March 31, 2015, as compared with March 31, 2014, primarily as a result of a decrease in compensation cost of
$96,556 for restricted stock awards associated with the Stock Plan, a decrease in salaries and benefits owing primarily
to a decrease in our employee headcount, and a decrease in employee bonus expense of $80,000. At March 31, 2015,

we had 10 full-time employees and one part-time employee as compared with 12 full-time employees and one
part-time employee at March 31, 2014. While the non-cash, stock-based compensation expense for the Stock Plan

increased our operating expenses by $212,591, this increase was offset by a corresponding increase to our additional
paid-in capital, resulting in no net impact to our net asset value. Administration and operations expense decreased by

$29,246, or 22.4%, for the
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three months ended March 31, 2015, as compared with March 31, 2014, primarily as a result of net decreases in
general office and administration expenses, offset by timing differences related to certain accrued expenses. Rent

expense decreased by $320, or less than 1.0%, for the three months ended March 31, 2015, as compared with March
31, 2014. Our rent expense of $67,706 for the three months ended March 31, 2015, includes $80,377 of rent paid in

cash, net of $12,671 non-cash rent expense, credits and abatements that we recognize on a straight-line basis over the
lease term. Insurance expense decreased by $16,322, or 19.4%, for the three months ended March 31, 2015, as

compared with March 31, 2014.

Realized Gains and Losses from Investments:

During the three months ended March 31, 2015, and March 31, 2014, we realized net losses on investments of
$283,301 and $7,037,325, respectively.

During the three months ended March 31, 2015, we realized net losses of $283,301 consisting primarily of a realized
loss of $293,786 on our investment in Metabolon, Inc., owing to the expiration of certain warrants, offset by a realized

gain of $8,942 on the sale of certain warrants of GEO Semiconductor, Inc., and a realized gain of $1,543 on our
escrow payment from the sale of Molecular Imprints, Inc.

During the three months ended March 31, 2014, we realized net losses of $7,037,325, consisting primarily of a
realized loss on the value of our investment in Kovio, Inc., of $7,299,533 and a realized loss of $110,656 on the

repurchase and expiration of certain Solazyme, Inc., written call option contracts, offset by a realized gain of $199,873
on the sale of 559,756 shares of Champions Oncology, Inc., and a realized gain of $172,743 on the sale of 17,834

shares of Solazyme. At March 31, 2014, we still owned 2,539,895 and 150,000 shares of Champions Oncology and
Solazyme, respectively. We also had a realized gain of $219 on our escrow payment from the sale of Xradia, Inc.

Net Unrealized Appreciation and Depreciation of Portfolio Securities:

During the three months ended March 31, 2015, net unrealized depreciation on total investments increased by
$1,470,781, or 6.5%, from accumulated net unrealized depreciation of $22,606,475 at December 31, 2014, to

accumulated net unrealized depreciation of $24,077,256 at March 31, 2015. During the three months ended March 31,
2014, net unrealized depreciation on total investments decreased by $2,553,006, or 11.6%, from accumulated net

unrealized depreciation of $22,021,407 at December 31, 2013, to accumulated net unrealized depreciation of
$19,468,401 at March 31, 2014.

During the three months ended March 31, 2015, net unrealized depreciation on our venture capital investments
increased by $1,470,781, from net unrealized depreciation of $22,606,475 at December 31, 2014, to net unrealized
depreciation of $24,077,256 at March 31, 2015 owing to write-downs in the valuations of the following portfolio

company investments:

Investment Amount of
Write-Down

Produced Water Absorbents, Inc. $ 3,724,565
Enumeral Biomedical Holdings, Inc. 1,779,867
Nanosys, Inc. 707,385
Ensemble Therapeutics Corporation 528,000
Metabolon, Inc. 192,473
SiOnyx, Inc. 106,977
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Bridgelux, Inc. 98,876
Ultora, Inc. 7,525
UberSeq, Inc. 4,680
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The write-downs for the three months ended March 31, 2015, were partially offset by write-ups in the valuations of
the following portfolio company investments:

Investment Amount of
Write-Ups

OpGen, Inc. $ 3,531,291
Adesto Technologies Corporation 1,353,309
Champions Oncology, Inc. 810,714
Accelerator IV � New York Corporation 164,385
Molecular Imprints, Inc. 157,909
HZO, Inc. 114,794
SynGlyco, Inc. 96,557
Senova Systems, Inc. 60,560
ABSMaterials, Inc. 37,135
EchoPixel, Inc. 16,170
Mersana Therapeutics, Inc. 15,087
Solazyme, Inc. 14,000
Nantero, Inc. 10,391
AgBiome, LLC 8,884
Cambrios Technologies Corporation 5,823
D-Wave Systems, Inc. 2,004
NanoTerra, Inc. 1,087
Orig3n, Inc. 893

We had an increase in unrealized depreciation of $714,472 on our investment in D-Wave Systems, Inc., owing to
foreign currency translation.

We had an increase in unrealized depreciation of $7,870 on our investment in GEO Semiconductor, Inc., owing to a
realized gain on the sale of certain warrants.

We had an increase in unrealized depreciation of $847 on the rights to milestone payments from Amgen, Inc.�s
acquisition of BioVex Group, Inc.

We had a decrease in unrealized depreciation of $1,763 on the rights to milestone payments from Canon, Inc.�s
acquisition of Molecular Imprints, Inc.

During the three months ended March 31, 2014, net unrealized depreciation on our venture capital investments
decreased by $2,386,577, from net unrealized depreciation of $22,030,334 at December 31, 2013, to net unrealized
depreciation of $19,643,757 at March 31, 2014, owing primarily to a net decrease in unrealized depreciation on our
investment in Kovio, Inc., of $7,299,533 resulting in a realized loss on this investment when such securities were
deemed worthless. We also had the following write-downs in the valuations of the following portfolio company

investments:

Investment Amount of
Write-Down

SiOnyx, Inc. $ 3,973,399
Champions Oncology, Inc. 794,317
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Cobalt Technologies, Inc. 300,490
Ensemble Therapeutics Corporation 231,817
Laser Light Engines, Inc. 182,061
Nanosys, Inc. 133,573
Contour Energy Systems, Inc. 69,426
Metabolon, Inc. 44,168
SynGlyco, Inc. 28,189
D-Wave Systems, Inc. 4,320
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The write-downs for the three months ended March 31, 2014, were partially offset by write-ups in the valuations of
the following portfolio company investments:

Investment Amount of
Write-Up

Enumeral Biomedical Corp. $ 840,635
Bridgelux, Inc. 215,519
GEO Semiconductor, Inc. 15,352
HzO, Inc. 12,979
NanoTerra, Inc. 9,159
OhSo Clean, Inc. 8,413
Molecular Imprints, Inc. 4,620

We had a decrease in unrealized depreciation of $2,167 on the rights to milestone payments from Amgen, Inc.�s
acquisition of BioVex Group, Inc.

We had an increase in unrealized depreciation owing to foreign currency translation of $215,973 on our investment in
D-Wave Systems, Inc.

We had an increase in unrealized depreciation of $44,067 on our investment in Solazyme, Inc., primarily owing to
realized gains on the partial sale of the securities.

Unrealized appreciation on our U.S. government securities portfolio increased from unrealized appreciation of $45 at
December 31, 2013, to unrealized appreciation of $121 at March 31, 2014.

Comparison of Years Ended December 31, 2014, 2013, and 2012

During the years ended December 31, 2014, December 31, 2013, and December 31, 2012, we had net decreases in net
assets resulting from operations of $13,570,420, $7,788,958 and $19,986,900, respectively.

Investment Income and Expenses:

During the years ended December 31, 2014, 2013, and 2012, we had net operating losses of $7,901,727, $8,022,206
and $8,803,343, respectively. The variation in these results is primarily owing to the changes in investment income
and operating expenses, including non-cash expense included in salaries, benefits and stock-based compensation of

$857,006 in 2014, $1,249,756 in 2013 and $2,928,943 in 2012. During the years ended December 31, 2014, 2013, and
2012, total investment income was $517,800, $470,902 and $722,227, respectively. During the years ended December

31, 2014, 2013, and 2012, total operating expenses were $8,419,527, $8,493,108 and $9,525,570, respectively.

During the year ended December 31, 2014, as compared with the year ended December 31, 2013, investment income
increased primarily owing to increases in interest income from convertible bridge notes, interest income from a
non-convertible promissory note, income from yield-enhancing fees on debt securities and fees for providing

managerial assistance to one of our portfolio companies, offset by a write-off of $77,268 of previously accrued bridge
note interest, a decrease in interest income from subordinated and senior secured debt and senior secured debt through

a participation agreement, rental income from the sublet of our office space at 420 Florence Street, Palo Alto, CA,
owing to the expiration of the lease in 2013, and a decrease in our average holdings of U.S. government securities.
During the year ended December 31, 2014, our average holdings of U.S. government securities were $2,999,955 as

compared with $18,353,323 during the year ended December 31, 2013, primarily owing to the decrease in yield
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available over the durations of maturities in which we were willing to invest.

Operating expenses, including non-cash, stock-based compensation expenses, were $8,419,527 and $8,493,108 for the
year ended December 31, 2014, and December 31, 2013, respectively. The decrease in operating expenses for the year
ended December 31, 2014, as compared with the year ended December 31, 2013, was primarily owing to decreases in
salaries, benefits and stock-based compensation expense, rent expense and insurance expense, offset by increases in

administration and operations expense, professional fees, interest and other debt expense, directors� fees and expenses
and custody fees.
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Salaries, benefits and stock-based compensation expense decreased by $482,956, or 9.0%, for the year ended
December 31, 2014, as compared with December 31, 2013, primarily as a result of decreases in compensation cost for
restricted stock awards associated with the Stock Plan owing to a reversal of compensation expense of $256,334 for
stock awards that were forfeited as a result of the voluntary termination of one of our employees on June 30, 2014,

and the voluntary termination of two of our employees on December 31, 2014, a decrease in employee bonus expense
of $165,500, and a decrease in salary and benefits owing to the aforementioned voluntary termination of one of our

employees on June 30, 2014, net of increases in costs associated with the salary and benefits for one of our employees
whose status changed from a part-time employee in 2013 to a full-time employee in 2014 and the hiring of a new

full-time employee effective August 18, 2014. While the non-cash, stock-based compensation expense for the Stock
Plan increased our operating expenses by $857,006, this increase was offset by a corresponding increase to our

additional paid-in capital, resulting in no net impact to our net asset value. Rent expense decreased by $77,312, or
20.5%, for the year ended December 31, 2014, as compared with December 31, 2013, owing primarily to the

expiration of the lease for our office space at 420 Florence Street, Palo Alto, CA, on August 30, 2013. Our rent
expense of $299,048 for the year ended December 31, 2014, includes $321,145 of rent paid in cash, net of $22,097

non-cash rent expense, credits and abatements that we recognize on a straight-line basis over the lease term. Our rent
paid in cash of $321,145 includes $24,565 of real estate tax escalation charges on our corporate headquarters located

at 1450 Broadway in New York City. Insurance expense decreased by $55,832, or 14.8%, for the year ended
December 31, 2014, as compared with December 31, 2013, primarily as a result of a decrease in overall annual

renewal premiums.

Administration and operations expense increased by $24,681, or 3.8%, for the year ended December 31, 2014, as
compared with December 31, 2013, primarily as a result of net increases in general office and administration

expenses, including costs of $31,235 associated with a Meet the Portfolio Day event, offset by decreases in managing
directors� travel-related expenses. We did not hold a Meet the Portfolio Day during the comparable period in 2013.

Professional fees increased by $128,920, or 10.3%, for the year ended December 31, 2014, as compared with
December 31, 2013, primarily as a result of an increase in certain accounting fees and consulting fees associated with

investor outreach and marketing efforts, offset by a decrease in certain legal fees. Interest and other debt expense
increased by $261,237, or 224.4%, for the year ended December 31, 2014, as compared with December 31, 2013,

primarily as a result of non-utilization fees and amortization of closing fees associated with our Loan Facility.
Directors� fees and expenses increased by $127,826, or 52.0%, for the year ended December 31, 2014, as compared
with December 31, 2013, primarily owing to an increase in overall fees and the addition of a new member to our

Board of Directors in 2014. Custody fees increased by $1,612, or 2.8%, for the year ended December 31, 2014, as
compared with December 31, 2013.

During 2013, as compared with 2012, investment income decreased from $722,227 to $470,902, reflecting a net
decrease in interest income from convertible bridge notes, non-convertible promissory notes, subordinated and senior
secured debt. During the year ended December 31, 2013, we accrued net bridge note interest of $67,781, as compared

with $235,806 during the year ended December 31, 2012. During the year ended December 31, 2013, our average
holdings of U.S. government securities were $18,353,323 as compared with $3,884,228 during the year ended

December 31, 2012, primarily owing to reinvestment of the proceeds received from the sales of Xradia, Inc., and
shares of Solazyme, Inc. The average yield on our U.S. government securities for the year ended December 31, 2013,

and 2012, was 0.03% and 0.10%, respectively.

Operating expenses, including non-cash, stock-based compensation expenses, were $8,493,108 and $9,525,570 for the
year ended December 31, 2013, and December 31, 2012, respectively. The decrease in operating expenses for the year
ended December 31, 2013, as compared with the year ended December 31, 2012, was primarily owing to decreases in

salaries, benefits and stock-based compensation expense, administration and operations expense, rent expense and
directors� fees and expenses, offset by increases in professional fees, interest and other debt expense and custody fees.
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Salaries, benefits and stock-based compensation expense decreased by $1,230,042, or 18.7%, for the year ended
December 31, 2013, as compared with December 31, 2012, primarily as a result of a decrease in non-cash stock-based

compensation expense of $1,679,187 associated with the Stock Plan and a decrease of $406,780 in the projected
benefit
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obligation expense accrual for medical and pension retirement benefits, offset by increases in bonus accruals and
salaries of employees owing to cost of living adjustments and costs associated with increases in salary for three of our
employees who were promoted in 2013 from their positions in 2012. While the non-cash, stock-based compensation

expense for the Stock Plan increased our operating expenses by $1,249,756, this increase was offset by a
corresponding increase to our additional paid-in capital, resulting in no net impact to our net asset value.

Administration and operations expense decreased by $47,159, or 4.4%, for the year ended December 31, 2013, as
compared with December 31, 2012, primarily as a result of decreases in costs associated with investor outreach

expenses, general office and administration expenses, and timing differences related to certain accrued expenses,
offset by increases in managing directors� travel-related expenses. We did not hold a Meet the Portfolio Day during the
year ended December 31, 2013, as compared with costs of approximately $37,668 associated with such an event in the

comparable period in 2012. Rent expense decreased by $32,299, or 7.9%, for the year ended December 31, 2013, as
compared with December 31, 2012. Our rent expense of $376,360 for the year ended December 31, 2013, includes
$392,335 of rent paid in cash, net of $15,975 non-cash rent expense, credits and abatements that we recognize on a

straight-line basis over the lease term. Our rent paid in cash of $392,335 includes $13,924 of real estate tax escalation
charges on our corporate headquarters located at 1450 Broadway in New York City. Directors� fees and expenses
decreased by $50,907, or 17.2%, for the year ended December 31, 2013, as compared with December 31, 2012,

primarily owing to a smaller Board of Directors in 2013.

Professional fees increased by $254,024, or 25.4%, for the year ended December 31, 2013, as compared with
December 31, 2012, primarily as a result of an increase in certain legal fees related to establishing our Loan Facility,

offset by a decrease in consulting and accounting fees. Interest and other debt expense increased by $68,295, or
141.9%, for the year ended December 31, 2013, as compared with December 31, 2012, primarily as a result of

non-utilization fees associated with our Loan Facility with Orix Corporate Capital, Inc. Custody fees increased by
$9,109, or 18.5%, for the year ended December 31, 2013, as compared with December 31, 2012.

Realized Gains and Losses from Investments:

During the years ended December 31, 2014, 2013, and 2012, we realized net (losses) gains on investments of
$(5,083,625), $18,516,268 and $2,406,433, respectively. For the years ended December 31, 2014, 2013, and 2012, we
realized net (losses) gains from investments, before taxes, of $(5,065,729), $18,544,262 and $2,421,669, respectively.

Income tax expense for the years ended December 31, 2014, 2013 and 2012 was $17,896, $27,994 and $15,236,
respectively.

During the year ended December 31, 2014, we realized net losses of $5,065,729, consisting primarily of realized
losses on the value of our investments in Kovio, Inc., of $7,299,533, and Contour Energy Systems, Inc., of

$4,488,576, offset by a realized gain of $3,947,151 on the sale of our investment in Molecular Imprints, Inc., a
realized gain of $16,000 on the early repayment of the senior secured debt by OHSO Clean, Inc., a realized gain of

$68,371 on the sale of certain warrants of GEO Semiconductor, Inc., a realized gain of $204,442 on the sale of
575,756 shares of Champions Oncology, Inc., a realized gain of $1,129,054 on the sale of 117,834 shares of

Solazyme, Inc., and a realized gain of $232,079 on the repurchase and expiration of certain Solazyme written call
option contracts. At December 31, 2014, we still owned 2,523,895 and 50,000 shares of Champions Oncology and

Solazyme, respectively. We also had a realized gain of $588,440 on our escrow payment from the sale of Xradia, Inc.,
and a realized gain of $536,813 on our investment in rights to milestone payments from Amgen, Inc.

During the year ended December 31, 2013, we realized net gains of $18,544,262, consisting primarily of a net realized
gain on our investment in Xradia, Inc., of $10,624,634, a realized gain of $12,570,595 on the sale of 1,629,956 shares
of Solazyme, Inc., of which 884,800 shares were called subject to the terms of written call option contracts, a realized

gain of $148,729 on our escrow payment from the sale of Crystal IS, Inc., a realized gain of $105,313 on the early
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repayments of the senior secured and subordinated secured debt by GEO Semiconductor, Inc., and a realized gain of
$92,529 on the sale of 193,539 shares of Champions Oncology, Inc., offset by a realized loss on the value of our
investment in Nextreme Thermal Solutions, Inc., of $4,384,762, a realized loss of $540,106 on the sale of 50,807

shares of NeoPhotonics Corporation, of which 50,800 shares were called subject to the terms of written call option
contracts, a realized loss of $282 on the repurchase and expiration of certain Solazyme and NeoPhotonics written call

option contracts, and a
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realized loss of $72,209 on the expiration of certain Solazyme purchased put option contracts. At December 31, 2013,
we still owned 3,099,651 and 167,834 shares of Champions Oncology and Solazyme, respectively. At December 31,

2013, we did not hold any shares of NeoPhotonics.

During the year ended December 31, 2012, we realized net gains of $2,421,669, consisting primarily of a realized gain
of $4,101,673 on the sale of 506,359 shares of Solazyme, Inc., including the sale of 324,000 shares that were called
subject to the terms of call option contracts and a realized gain of $1,605,907 on the repurchase and expiration of

certain Solazyme and NeoPhotonics Corporation written call option contracts, offset by a realized loss of $4,307,592
on the sale of 400,100 shares of NeoPhotonics that were called subject to the terms of call option contracts. At

December 31, 2012, we still owned 1,797,790 shares of Solazyme and 50,807 shares of NeoPhotonics. We had a
realized gain of $464,485 on our escrow payment from the sale of Innovalight, Inc., in 2011. We also had realized

gains on our escrow payments from the sales of BioVex Group, Inc., and Crystal IS, Inc.

Net Unrealized Appreciation and Depreciation of Portfolio Securities:

During the year ended December 31, 2014, net unrealized depreciation on total investments increased by $585,068.

During the year ended December 31, 2013, net unrealized depreciation on total investments increased by $18,283,020.

During the year ended December 31, 2012, net unrealized depreciation on total investments increased by $13,589,990.

During the year ended December 31, 2014, net unrealized depreciation on our venture capital investments increased
by $576,141, from net unrealized depreciation of $22,030,334 at December 31, 2013, to net unrealized depreciation of
$22,606,475 at December 31, 2014, owing primarily to a net increase in unrealized depreciation of $3,872,348 on our

investment in Molecular Imprints, Inc., resulting from a realized gain on the sale of its securities, offset by a net
decrease in unrealized depreciation on our investment in Contour Energy Systems, Inc., of $4,419,151 resulting in a
realized loss on this investment owing to its liquidation and dissolution, and Kovio, Inc., of $7,299,533 resulting in a
realized loss on this investment when such securities were deemed worthless. We also had the following write-downs

in the valuations of the following portfolio company investments:

Investment Amount of
Write-Down

SiOnyx, Inc. $ 4,993,851
Cambrios Technologies Corporation 2,868,013
HzO, Inc. 2,515,023
Champions Oncology, Inc. 2,042,182
Ensemble Therapeutics Corporation 1,218,444
Cobalt Technologies, Inc. 901,558
Senova Systems, Inc. 359,776
Ultora, Inc. 352,388
Mersana Therapeutics, Inc. 219,770
Laser Light Engines, Inc. 195,806
ABSMaterials, Inc. 179,986
Accelerator IV � New York Corporation 164,385
OhSo Clean, Inc. 44,043
AgBiome, LLC 32,036
NanoTerra, Inc. 29,112
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GEO Semiconductor, Inc. 17,708
Metabolon, Inc. 2,645
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The write-downs for the year ended December 31, 2014, were offset by write-ups in the valuations of the following
portfolio company investments:

Investment Amount of
Write-Up

Enumeral Biomedical Corp. $ 3,937,669
D-Wave Systems, Inc. 2,448,031
Produced Water Absorbents, Inc. 1,491,898
Nantero, Inc. 399,158
Bridgelux, Inc. 390,435
Nanosys, Inc. 224,040
SynGlyco, Inc. 152,662
Adesto Technologies Corporation 121,875
OpGen, Inc. 80,191
EchoPixel, Inc. 62,425
UberSeq, Inc. 6,159

We had an increase in unrealized depreciation of $1,420,247 on our investment in Solazyme, Inc., primarily owing to
realized gains on the partial sale of the securities.

We had an increase in unrealized depreciation owing to foreign currency translation of $788,951 on our investment in
D-Wave Systems, Inc.

We had an increase in unrealized depreciation of $722 on the rights to milestone payments from Canon, Inc.�s
acquisition of Molecular Imprints, Inc.

We had a decrease in unrealized depreciation of $609,626 on the rights to milestone payments from Amgen, Inc.�s
acquisition of BioVex Group, Inc.

Unrealized appreciation on our U.S. government securities portfolio decreased from unrealized appreciation of $45 at
December 31, 2013, to $0 at December 31, 2014. We did not hold any U.S. government securities at December 31,

2014.

During the year ended December 31, 2013, net unrealized depreciation on our venture capital investments increased
by $18,281,703, from net unrealized depreciation of $3,748,631 at December 31, 2012, to net unrealized depreciation
of $22,030,334 at December 31, 2013, owing primarily to a decrease in unrealized appreciation of $8,303,684 on our

investment in Xradia, Inc., resulting from realized gains on the sale of its securities and a decrease in unrealized
appreciation of $8,451,603 on our investment in Solazyme, Inc., resulting from realized gains on the partial sale of its

securities. We also had write-downs in the valuations of the following portfolio company investments:

Investment Amount of
Write-Down

SiOnyx, Inc. $ 4,014,690
Contour Energy Systems, Inc. 3,746,352
OpGen, Inc. 3,260,000
Laser Light Engines, Inc. 2,259,495
Kovio, Inc. 1,771,912
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Enumeral Biomedical Corp. 1,443,004
Ultora, Inc. 885,042
SynGlyco, Inc. 655,935
Cobalt Technologies, Inc. 295,132
Senova Systems, Inc. 292,887
GEO Semiconductor, Inc. 65,507
Produced Water Absorbents, Inc. 28,170
D-Wave Systems, Inc. 177
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The write-downs for the year ended December 31, 2013, were offset by write-ups in the valuations of the following
portfolio company investments:

Investment Amount of
Write-Up

Metabolon, Inc. $ 3,376,119
Champions Oncology, Inc. 2,340,011
Ensemble Therapeutics Corporation 1,429,780
Molecular Imprints, Inc. 1,317,999
HzO, Inc. 1,225,523
Bridgelux, Inc. 865,062
Cambrios Technologies Corporation 854,586
AgBiome, LLC 500,000
ABSMaterials, Inc. 384,017
Nanosys, Inc. 178,329
Adesto Technologies Corporation 34,542
OhSo Clean, Inc. 33,302
NanoTerra, Inc. 19,735

We had an increase in unrealized appreciation of $4,384,762 on our investment in Nextreme Thermal Solutions, Inc.,
owing to a realized loss on the sale of its securities.

We had an increase in unrealized appreciation of $88,699 on the rights to milestone payments from Amgen, Inc.�s
acquisition of BioVex Group, Inc.

We had a decrease in unrealized appreciation of $371,513 on our investment in D-Wave Systems, Inc., owing to
foreign currency translation.

We had an increase in unrealized appreciation of $530,934 on our investment in NeoPhotonics Corporation owing to
realized losses on the sale of its securities.

Unrealized appreciation on our U.S. government securities portfolio decreased from unrealized appreciation of $2,744
at December 31, 2012, to $45 at December 31, 2013.

During the year ended December 31, 2012, net unrealized appreciation on our venture capital investments decreased
by $13,480,234, from net unrealized appreciation of $9,731,603 at December 31, 2011, to net unrealized depreciation

of $3,748,631 at December 31, 2012, owing primarily to decreases in the valuations of the following portfolio
company investments:

Investment Amount of
Write-Down

Solazyme, Inc. $ 6,524,259
Bridgelux, Inc. 6,121,656
Ancora Pharmaceuticals Inc. 4,330,723
Kovio, Inc. 1,721,913
Mersana Therapeutics, Inc. 1,524,629
ABSMaterials, Inc. 1,434,082
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Contour Energy Systems, Inc. 1,279,064
Laser Light Engines, Inc. 1,172,892
HzO, Inc. 732,651
Produced Water Absorbents, Inc. 721,830
Champions Oncology, Inc. 625,107
Senova Systems, Inc. 441,363
Cambrios Technologies Corporation 54,040
SiOnyx, Inc. 50,342
NanoTerra, Inc. 18,861
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The write-downs for the year ended December 31, 2012, were offset by write-ups in the valuations of the following
portfolio company investments:

Investment Amount of
Write-Up

Xradia, Inc. $ 5,324,907
Nanosys, Inc. 2,453,186
Adesto Technologies Corporation 2,393,372
Nantero, Inc. 1,210,298
Ensemble Therapeutics Corporation 1,077,795
Cobalt Technologies, Inc. 823,029
NeoPhotonics Corporation 563,061
D-Wave Systems, Inc. 450,972
Enumeral Biomedical Corp. 215,342
GEO Semiconductor, Inc. 16,335
OHSO Clean, Inc. 10,742
Metabolon, Inc. 22

We had an increase in unrealized appreciation of $37,943 on the rights to milestone payments from Amgen, Inc.�s
acquisition of BioVex Group, Inc.

We had an increase in unrealized appreciation owing to foreign currency translation of $123,904 on our investment in
D-Wave Systems, Inc.

We had an increase in unrealized appreciation of $4,141,035 on our investment in NeoPhotonics Corporation owing to
realized losses on the sale of its securities.

We had a decrease in unrealized appreciation of $5,568,765 on our investment in Solazyme, Inc., owing to realized
gains on the sale of its securities.

Unrealized appreciation on our U.S. government securities portfolio increased from unrealized appreciation of $0 at
December 31, 2011, to $2,744 at December 31, 2012.

Financial Condition

March 31, 2015

At March 31, 2015, our total assets and net assets were $113,020,168 and $105,892,734, respectively. At December
31, 2014, our total assets and net assets were $112,094,861 and $109,654,427, respectively.

At March 31, 2015, our net asset value per share was $3.39, as compared with $3.51 at December 31, 2014. At March
31, 2015, and December 31, 2014, our shares outstanding were 31,280,843, respectively.

Significant developments in the three months ended March 31, 2015, included an increase in the holdings of our
venture capital investments of $691,768 and an increase in our cash of $303,129. The increase in our venture capital

investments from $89,764,840 at December 31, 2014, to $90,456,608 at March 31, 2015, resulted primarily from new
and follow-on investments of $2,615,301, offset by a decrease in the net value of our venture capital investments of
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$1,923,533. The increase in our cash from $20,748,314 at December 31, 2014, to $21,051,443 at March 31, 2015, is
primarily owing to a drawdown of $5,000,000 from the Loan Facility, offset by new and follow-on venture capital

investments totaling $2,615,301 and to the payment of cash for operating expenses of $1,994,450.
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The following table is a summary of additions to our portfolio of venture capital investments made during the three
months ended March 31, 2015:
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