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�������� Our study of technology corporations’ venture capital
arms is evaluating structural models for venturing,
identifying best practices, and tracking trends and
changes triggered by the ongoing declines in the
public and private equity markets.

�������� Our research team at the Lundquist College of
Business conducted a first round of telephone
interviews in August, 2001, speaking with informants
in fifteen participating technology corporations,
venture capital firms, and industry analysts.

�������� This confidential report is prepared for our research
partners.  It summarizes what you told us.  Thank you
all for reporting on your experiences and sharing your
insights.  We look forward to our next conversation.

���� Contact Us:

Alan Meyer        541.346.5178 Vibha Gaba    541.346.4179
ameyer@oregon.uoregon.edu vibha@oregon.uoregon.edu
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Our Research Partners

Corporate Participants

• Adobe Systems

• Comcast Corporation
• Compaq Computers
• Dow Chemical Company
• Intel Corporation
• Oracle Corporation
• Sun Microsystems
• Tektronix
• 3M Corporation

Venture Capital Participants

• Advent International
• Allegis Capital
• Atrium Capital
• Comcast Venture Investments
• Granite Ventures

Industry Analysts

• Asset Alternatives
• International Business Forums

The Study’s Objectives

Our first round of interviews had three key objectives:

1. Developing an overall understanding of each firm’s corporate venturing model. We asked about
your program’s objectives, structure, compensation, practices, investment partners, and related
issues.

2. Finding out what has changed during the last quarter.  We asked what changes had occurred in
your program’s structure, deal flow, practices, and policies.  We also asked about changes
within your parent corporation, and the overall VC sector.

3. Identifying best practices and worst fears.  We asked you to tell us about any practices your
program had developed that you regarded as exemplary.  And we asked what you saw as the
biggest threat your program currently faces.

Some Highly Preliminary “Findings”

Caveat Emptor:  What follows is a selective and preliminary summary of what you told us.
Our tone is descriptive, rather than analytical.  As we gather additional data and conduct
more systematic analyses of the transcripts of our conversations, we will supply you with
more substantive interpretations of corporate venturing – and how it is changing in the face
of economic adversity.

Structural Models for Corporate Venturing

Corporate VCs use a wide range of structures to house and operate their venturing arms.  We are
finding it useful to classify venturing programs according a four-fold typology which we have adapted
from a framework developed by Advent International.i

Models 1 to 4 depict structural archetypes that reflect increasing corporate internalization and
integration of the independent venture capital model.  Many CVC programs use more than one of
these models simultaneously, and some develop hybrid structures that combine elements of two of
the generic models.  They are, however, a useful starting point in comparing programs.
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Model 2:  Proactive Outsourcing
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Passive Outsourcing.  A corporation pursues Model 1 by investing
as a limited partner in a venture fund managed by one or more
independent VC firms.  This approach is often the vehicle for a
corporation’s initial entrée to venture investing.  However, Model 1
affords little or no direct access to portfolio companies, and thus
yields limited strategic returns to the corporation.  From the vantage
point of the VC, Model 1 provides capital from a passive investor,
but offers modest opportunities to leverage the investing
corporation’s reputation, markets, and distribution channels as tools
to attract entrepreneurs initially, or to develop portfolio companies
subsequently. Consequently, many experienced CVC programs
have progressed to one of the other models.  Nevertheless, some
seasoned corporate venturing managers continue relying on Model
1 to initiate investment in new sectors, to enter new geographic
regions, or to balance their portfolios.

Proactive Outsourcing.  In Model 2, a corporation establishes an
internal venturing group, forms a durable partnership with an
independent VC firm, and collaborates in crafting a customized
fund that is closely aligned with the corporation’s strategic focus.
Model 2 plugs the corporation into the venture firm’s network, and
affords an opportunity to learn the venturing process firsthand.
Model 2 is reported to generate greater strategic returns for the
corporation, which has the opportunity to monitor a proprietary
deal flow, identify possible strategic synergies, participate in
investment decisions, and facilitate portfolio companies’ growth.
For the venture capital firm, Model 2 can bolster technology due
diligence by tapping into a corporate partner’s deep technical
expertise.  Also, Model 2 can provide a venture firm with a
competitive advantage over other VCs who may be pursuing a
particularly promising entrepreneur.  On the other hand, Model 2
yokes a corporation to a single venture firm.  This may mean
seeing a narrow deal flow, and holding a less diversified portfolio.
Model 2 also has costs for the VC, who must manage
relationships not only with its portfolio companies, but with the corporate
partner’s bureaucracy as well.

VC Subsidiary.  In Model 3, a corporation establishes a wholly-owned
venture capital subsidiary, typically organized as a limited liability
company (LLC) with the corporation as the sole limited partner. The
subsidiary can pursue a broad investment charter, provide tax
advantages, and shield the parent from legal exposure.  As in private
equity firms, the subsidiary’s fund managers are compensated with
carried interest and management fees. The biggest challenge
involves transferring strategic value back into the corporation.
However, the corporation achieves more complete control over the
venturing operation and captures a somewhat larger share of the
fund’s financial returns.  Corporations headquartered overseas often
adopt this model to set up venturing arms in the U.S.
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Internal Corporate Venturing.  In Model 4, the corporation fully
internalizes the venture capital business model.  The corporate
venturing group establishes its own funds, builds its own networks,
sources its own deal flow, and undertakes direct investment in
portfolio companies.  It spins some portfolio companies out and spins
others in as acquisitions.  Investments can be more closely aligned
with business units’ strategic interests, and internal VCs are well
positioned to transfer strategic returns from portfolio companies back
into the business units.  They syndicate many of their deals, investing
alongside private equity firms.  Internal VCs occasionally take the
leadership role in deals.  But they typically follow, and in either case,
they usually ask private equity co-investors to sit on portfolio
companies’ boards.  Model 4 maximizes a corporation’s potential
gains from venturing, in terms of organizational learning as well as
strategic and financial returns.  Yet it maximizes potential risks as
well, with compensation and retention of venture employees posing
especially significant challenges.

Analysis:  Each of the four models has strengths, weaknesses, and idiosyncrasies.  No
model appears intrinsically superior.  The models may, however, prove differentially
vulnerable to the Darwinian pressures mounting within the ecosystem that comprises
corporate venturing.  We hope to have much more to say on this topic in our future reports to
you.  In the meantime, we can say that whatever model(s) you are using, success in
corporate venturing demands unwavering commitment, extensive experience, and the sort of
reputation that attracts a steady flow of quality deals.

Changes in Q3 2001

Our corporate and VC informants reported on significant changes that had occurred during the past
quarter.  We inquired about changes occurring within your own venturing programs, deal flows,
venturing practices, and deal structures.  We asked “corporates” to describe the shifts you had
observed in your program’s relationship with the parent corporation and with partners in the private
equity sector. Our VC informants reported on changes in relationships with their corporate investing
partners, and with colleagues in the private equity sector.

Overall, the most striking change you reported to us is the rapid reallocation of financial
resources, attention, and your network-building activities toward strategic investing.  All nine
of the corporate venturing programs emphasized this.  So did all five of the venture capital firms.
Strikingly, even VCs who are single-mindedly pursuing financial returns said they were placing
increased weight on identifying synergies between corporate investors and portfolio companies.  In
the current environment, this looks like the best path to financial returns.

Deal Flow Changes

•  All corporate venture programs report that today they are looking harder for deals that lie
closer to the parent’s core competence.  Some of you reported less interest in radical or
disruptive technologies.  Some are sourcing more deals internally.  Others are surveying
their proprietary technologies, looking for spinout opportunities in which to invest.

•  Nearly half of our corporate informants reported some kind of shift in their preferred
investment stage, but overall, we saw no pattern.  Some are looking harder at later-stage
deals where bargains can be found as valuations fall.  Others report growing interest in
early-stage deals, as competition from angels and private investors tails off.
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•  Few of our corporate or VC informants reported significant changes in sources of deals.
Deal flows are down, of course, with some VCs reporting sharp declines in deals from
investment banks and angel investors.  Some corporates are seeing more of the deals that
have previously gone to angels.

• In terms of sectors, several of you reported reductions in deal flows from telecom and optical
networking, little change in software, and an upturn in healthcare deals.  “Hot sectors?
There aren’t any.  If any space gets labeled a ‘hot’ sector, that means there’s an oversupply
of capital.”

•  Chances to invest in down rounds abound.  Interpretations differ.  Some of you perceive
opportunities – “We’re seeing D rounds at B prices.”  Others see threats – “VCs are hoping
we’ll bail out their struggling investments.”

•  In geographic terms, Europe and Israel are receiving more attention within several of your
corporate programs.  Interest in sourcing deals in Asia also seems to be mounting, but few
corporates have well-developed networks around the Pacific Rim, and not many deals have
been done so far.

Changes in Venturing Practices and Policies

•  Along with the precipitous drop in the pace of new investments, the metabolism of all of
those participating in the venturing ecosystem has slowed.

• Due diligence is more painstaking, and deals are being scrutinized from every angle.

•  Many of our informants, both corporates and VCs, said they had become much more
selective in choosing syndication partners.  The primary objective is to partner with
seasoned investors who will survive the impending shakeout, and be around to participate in
follow-on rounds.

•  Both corporates and VCs told us that their investment decision processes are proceeding
more slowly.  Not long ago, VCs often chided corporates for jeopardizing deals by taking so
long to reach decisions.  In one recent interview, a corporate informant expressed frustration
with lethargic VC co-investors.

• Time and attention that used to be focused on evaluating deals are now being reallocated to
mentoring portfolio companies, and monitoring their behavior and performance.

•  Some informants said the slowdown is making it easier to develop strategic partnerships
with incoming portfolio companies.

• Several of you remarked that you are returning to the solid fundamentals of venture capital
investing.  “We’re picking companies that we’re going to like living with for 3-6 years, and
we’re making sure they develop a revenue flow.”

• Systematic efforts are being made to monitor portfolio companies’ burn rates, coupled with
interventions aimed at reducing the burn rates.

•  Monitoring of strategic returns to the corporation is also garnering renewed attention.  (In
part, as one of you remarked, this is because “there are no longer financial returns to
monitor”).  Several informants have initiated new projects aimed at quantifying strategic
returns.

•  Another recurring theme from our conversations underscores the potential value of the
venturing arm as a corporate learning laboratory.  This perspective treats the venturing
program itself as generating strategic returns to the corporation, over and above the
strategic returns generated by the portfolio companies.
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Changes Involving Corporate Parents

•  After over-hyping venturing on the way up, the mainstream media are overreacting with
predictions of total collapse after the downturn, creating a potentially self-fulfilling prophesy.
A few of you are thinking that it may be advantageous to work proactively in educating
analysts about the logic behind venture investing.  One possible first step would be to
educate your own investor relations departments, whose staff may have an equally shallow
understanding.

• Most of our corporate informants said that top management’s commitment to venturing was
holding steady.  Some are, however, experiencing across-the-board corporate cuts in staff
or budgets.  The most significant cutback reported involved the elimination of a centralized
corporate group, accompanied by a devolution of venturing activities to the business unit
level.

• VCs, on the other hand, perceived a more broadly based decline in commitment to venturing
in corporate executive suites, as well as waning interest within the venturing units
themselves.

•  Nevertheless, our corporate informants profess continuing interest in doing new deals with
VCs – but not in bailing out VCs’ ill-conceived past investments in new economy deals.

•  Many of our corporate informants are engaged in efforts to better integrate their venturing
program into the corporation.  These efforts take various forms.  Some are primarily public
relations campaigns, aimed at bolstering top management’s support.  Others have a more
substantive flavor.  One informant described his unit’s development of an entirely new series
of summary reports, distributed regularly, targeting both top management and the business
units.  Each report communicates selected aspects of the program’s investments, initiatives,
and value-adding accomplishments.

Changes in the Private Equity Sector

•  Many of you reported that VCs are becoming markedly less secretive and competitive.
More collaborative, and open to bringing others into deals.

•  VCs are pruning back their portfolios.  This concerns some corporate investors, especially
when portfolio companies targeted by VCs for elimination are still seen as having strategic
value.

•  Those VCs who have honed their capabilities to work alongside corporate investors report
being approached by a number of new corporations eager to explore the possibility of
forming a relationship.

•  VCs told us that in the current environment, corporate investors are perceived by some
entrepreneurs as bringing greater value to a deal.  For those VCs who have experience and
reputation in working with corporates, this creates a competitive edge.  Being able to offer
more than capital differentiates them.  “No VC wants to be in an auction where their money
is selected just because it’s the cheapest money on the table.”

Changes in your Own Personal Network

We asked you whether the configuration of your personal network had changed in recent
months: “Who are you spending time with today that didn’t seem as useful or interesting in
the past?  Who have you stopped interacting with?”

• The answers provided by corporate venture managers were highly consistent:  You told us
you were spending more time interacting with others within your own corporation – top
managers, business unit managers, business development people, technologists, and so
forth.
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• Here are a few specific comments:  “Investment bankers are missing in action.”  “Angels are
getting scarce.”  “I’ve been spending less time on the road; more time at home.”  “I get lots
more calls these days from head hunters and job seekers.  Not long ago, I couldn’t get
headhunters to even answer my calls.  These days, they’re a borderline nuisance!”

Best Practices

Identifying, describing, and analyzing best practices in corporate venturing is one of our study’s
central goals.  We are just beginning to get a handle on best practices, but this will be a central
focus in our later reports to you.  For now, we will just provide a few examples of self-nominated best
practices.

Corporations’ Venturing Practices

• Three things:  One is keeping a low profile – we don’t have a separate pool of money, and we
don’t call attention to ourselves.  Two, we have a strong, closely integrated relationship with
R&D.  Three, we require some sort of relationship with an operating division as part of the
equity deal.

• We get and keep business units involved in our program by communicating with them, giving
them board observer seats, and recognizing their efforts at every opportunity.

•  We are very good at leveraging our corporate parent’s technology and market awareness to
sift through deals.

• One thing we’re really good at is processing our deal flow.  We track every single deal, make
sure that every deal gets read, and make sure that everybody hears back from us, whether or
not we are interested.  We process deals fast, and we have metrics internally that show how
we’re managing our backlog.

•  One of our strengths is “Discovery-Based Planning,” which is our own version of the VC
practice of making staged investments in startups, contingent on hitting specific milestones.

Venture Capital Firms Managing Corporate Money

•  What we do best is to harness [corporate partner’s] market awareness and technology
awareness, and then using this know-how to sift through opportunities.

•  What we’ve learned that works is to develop a charter broad enough to give us a license to
hunt for the very best deals available – but focused enough to fit the corporations’ interests.
Then we invite a lot of participation by the corporations.  The more active they are, the better
the program seems to run.

•  We have created a system that can facilitate collaboration between the corporation and a
portfolio company at exactly the right time.  The key is knowing who adds value at what point in
time, and who subtracts value.  The timing of engagement becomes very critical. Creating a
link too early or too late can be a huge liability.

The Biggest Threat to Our Corporate Venturing Program
(We offer only a sampling of your responses)

Corporate Venture Managers:
• Arrogance and overconfidence
• Changes in top management
• Failing to find enough viable investment opportunities in this market
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• Top management’s impatience—they forget that growing new businesses or revenue streams
takes time

• Making sure that business units are engaged with the portfolio companies and extracting
strategic value from the investments

• Pressure from the Wall Street Analysts to show ‘tangible’ returns every quarter or six months
• Not getting credit from the Wall Street for our wins
• A technology industry meltdown

Venture Capitalists:
• Keeping a steady flow of corporate investors in the program
• Managing expectations of corporate investors—it’s not a solution to all of their growth problems
• Changing corporate staff—it creates a discontinuity in the relationship and sometimes in the

commitment to the program

In Conclusion

Thank you again for sharing your time and insights in our first round of interviews.  We will be
contacting each of you soon to schedule our next conversation.  As our understanding of your world
increases, we will be able to move from simply recording and feeding back your beliefs and insights,
into synthesizing and analyzing corporate venturing.  We look forward to speaking with you again.

                                                  
1 Our typology of structural forms is adapted from a presentation by Steve Kahn, Managing Director, Advent International Corp.,
IBF Conference on Corporate Venturing, Monterey CA, September, 2000.


