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!'_ Does Venture Capital Matter?

Lessons from the US market



tiny part of US companies...

i It Is a small industry addressing a

s 0.2% of the US GDP

= $456 B in 27000 companies (1970-
2008)

= Approx 2% of all firm investments

= $20-$30 M annually in average since
2000

Source: Venture Impact - The Economic Importance of Venture Capital-Backed Companies to the U.S.
Economy (5th Edition, NVCA 2009)



...but it has a huge impact on US

i Industry

= 12.1 million jobs or 11% of total private
employment

x $2.9 trillion in revenues or 21% of GDP

= Share of employment
= 81% share of employment in Software
= 74% In Telecommunications

s Share of revenues
= >50% in ICT
= 47% In Biotech

Source: Venture Impact - The Economic Importance of Venture Capital-Backed Companies to the U.S.
Economy (5th Edition, NVCA 2009)




Performance of US and EU VC Funds?

____

US Early/Seed 36.0 21.8
US Balanced 4.6 8.4 13.5 14.5
US Later Stage 9.4 8.7 7.5 14.5
US All ventures 4.3 6.4 15.5 17.0
NASDAQ -10.3 -4.6 -3.2 7.3
S&P 500 -10-0 -4.0 -3.0 6.1

EU Early/Seed -1.7 -0.2 -2.4 -1.1
EU All Ventures 0.0 2.1 0.4 3.1
EU All Buyouts 8.5 14.1 13.3 14.1

Source: Thomas Reuters Performance Data 2008-12-31



!'_ Is the European Problem a Funding Gap?



i The Systemic Failure: A Thin Market!

It's about investment readiness of ventures ...
and...
...having investment ready ventures meet the
right fund managers & business angels



Key Issues

Too few adequate fund managers — too risky
proposals — too small funds

= Under-investments in very early stages of valorisation due
to too small funds and too risky investment proposals

Inappropriate processes

= Ventures are planned as development projects rather than
learning processes

Skill gaps

= Lack of adequate business and managerial skills in early
stage ventures

Fragmentation of governmental support
measures

= Too complicated and fragmented valorisation offerings not
addressing the real needs in a timely manner



Current Situation

i Valorisation of Technology —

Business Plans, Patents, Prototypes
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i After You Have Recelved Funding...

= It’s all about product
development...

= ...and execution...

= Drives organisation
development

= Drives sales and
marketing

= Drives costs

Business Operation in
early stages



Do ventures fail due to the lack
of products or technologies?

No, they fall because they lack
customers and a proven
business systems



Valorisation — A Reference Model
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How Do We Work With Business
!'_ Invention?




i The commercial concept...NABC

= Important Customer Needs

= A Compelling Approach

= Customer Benefit Over Cost

= Worldwide Competitive Advantage

“NABC” captures the essential, defining
iIngredients of a Customer Value Proposition.

Source/Inspired by: SRI International



What i1s Customer Value?

The most important equation...

Customer Benefit

Customer Value =
Customer Cost

15



Assessing a Business Invention

Market —— Industry

Market Industry
Attractiveness Attractiveness

Macro
level

Uniqueness
And Developme_:nt
Maturity & Production

Conditions

Micro
level

IP-pointion &
tepm
competence

Customer benefits Sustainable
Target segment Advantages
attractiveness

_ Team &
Capital | Network

Inspired by the model in ”The new business road test” by John W. Mullins



Assessing Business Creation

Reference Customers | V/arket

«Cash flow !
«Customer satisfaction |—"— |
sEXxpansion opportunities

LA A A

Mission,
aspirtions, risk
propesity

Micro
level

Customer benefits
Target segment
attractiveness

Based on the model in ”The new business road test” by John W. Mullins

Connectedness

Industry

Industry
Attractiveness

Ability to execute
on Critical
Success Factors

in the value
network

Investor Value Proposition
*Business Outlook
*Milestone based capital supply plan
*Risk vs Reward Analysis




Assessing Business Operation

Value Proposition
eTarget Customer
sCustomer Needs

*Offering & Benefits

"~

Operating Formula
*Revenue Model
*Margin Model
*Cost Structure

*Resource Velocity

e

Inspired By Johnson, Christensen,
Kagermann: Reiqventing Your Business

Key Resources
*People/Skill Base
*Products/Tech Base
sPartnerships, alliances
Information
*Brand
«Capital
*Channels
*Equipment

T

*Processes

Delivery system

*Rules & Metrics
Norms & Values

/\_J—’



+

Do not try to pick Winners on
beforehand
Focus on a stepwise
verification/ftalsification of
critical success factors!



It's a learning process rather than a
development project

= Conventional Planning = Milestone based discovery-
= Strategy for formulation driven planning

of development goals: = Strategy for formulation of
= Predict the future based development goals:
on your current situation = State the technical and
and past experience commercial assumptions that

determines the future success of
your venture

Strategy for planning:

= Strategy for planning:
= Define your activities,

costs, phases etc based -

on the gap identified » Define milestones where you
between the current test and update your

situation and the assumptions, and where you
predicted future sharpen your execution strategy

= Strategy for execution: towards a desired future

Strategy for execution:

= Deviation from plan is . O € _
something bad = Execution is a learning process
= Make corrective actions = Deviation from plan is expected
so that the plan is and is a source of learning
followed = At a Milestone, you are allowed

to re-plan the venture and
include the learning that has
occurred in the new plan



Critical Issues

= What will make your venture
successful?

= Technical properties, commercial factors,
egal and regulatory requirements etc.

= What is your "commercial end-point”?

= What Is your "target product profile”?

= What is you "verification end-point”?

= How far does our means take you?



i The Message

= From funding gaps to investment
readiness

=>» it’s about customer driven invention
and verification of business concepits

= From product development and
execution to learning and discovery
driven processes
=>» it’s about understanding and

discovering what will make your
venture successful



!'_ Thanks For Your Attention!



i The commersial concept...

= The Need
= The Approach
s The Benefit Over Cost.

= The Competitive Advantage:



Distribution on UK angel investment returns

Overall multiple: 2.2X
Avg. Years Held: 3.6
I Approximate IRR: 22 per cent
mm B . ..

Multiple

Percentage
of exits

1X 1o 65X 65X to 10X 10X 1o 30X =300



