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Nj My 15t Fund

Innppative

Ventures .
NCORFORATED  Seed/Early Stage Tech, SMEs in

. ? Valley of Death

&% *State of Michigan Major Investor

* Goal: Make $ & Advance
Economic Development

USA (1986)  Structure: Royalties in

The Michigan Product Perpetuity, No Cap
Dev. Fund ($4MM)

e Royalty Investment in a Tech, a
Product (Design)

29 November 2011







M Lesson #1

Innppative

Ventures Royalty structures are great for
& early & fast cash returns

o1, , Terrific to finance medium
3"~ growth & family-held SMEs

But

USA (1986) a Not so good: Investment in a
The Michigan Product single platform-SMEs obsolete

Dev. Fund ($4MM) prod ucts

4

22 Results? Terrible when SMEs
‘& replace one product with another

29 November 2011 = NO (OI" |'Iffle) ROl




M Lesson #2

Innppative
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INCOEPOQORATED

“% Structure investment to market
needs satisfied, not platform or
product design

Circumvents risks of product
replacement, obsolescence

USA (1986) Gives investor multiple cash
The Michigan Product streams from multiple products
Dev. Fund ($4MM)

Emulates equity w/o the
disadvantages of equity

29 November 2011




M Lesson #3

Innppative
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INCOEPOQORATED

Dol Cash payments can become

onerous for the investee with
royalty payments for multiple
products

Happens when SME hits the @'
& must reinvest cash to capture
* <« new growth

USA (1986)

e Michigan Produc ﬂ ?
The Michigan Product _. What to Do

Dev. Fund ($4MM)

When cash payments become too
much for the investee company

29 November 2011

Sell the royalty claim for equity




M Some Results

Jurn gt c
II- ri'f'r.l

« $700k investment in Applied
Intelligent Systems Inc., $500K
in royalty returns, years 1 & 2.

Sold royalty claim for equity,

& Vs 10%, exit @ $120MM

“3‘ « $700k investment in Neogen.
' Little royalty ROI, but later,

USA (1986) Wow, IPO. 2010 valuation
The Michigan Product $750MM
Dev. Fund ($4MM)

*'A“ on a $4MM fund. Lucky!

- Demonstrated new uses-royalty-

29 November 2011 financing, creative & flexible




v What Happened Then

Innppative
Ventures
INCORPORATED

@ IBDG * Development finance
Business Development Bank of Canada

Bangue de développement du Canada institutions & Corporations
European Bank ' )) seeking creativity in financing

RUSSIAN VENTURE
COMPANY
 Engaged IVI & ﬂ me as

- advisor &/or fund manager
s2IFC :

The World Bank

Infernational
Finance

corporation  » Create VC funds, new schemes
to finance underserved
Q markets, underfinanced
entrepreneurs, access new
markets & countries

EUROPEAN RUSNANO
COM M |SSION Rirusian Corporstinn of Manahachnoiogies

@Shell Technology Ventures e Mobilized new S >$-5mMM




V|And We Financed Entrepreneurs
st Around the World| st 2010
s85Mm Tech B (@

. Shell Tech
Russia (2005) Ventures Commercialization
Canada (1992) CIS Hi Technology Partnership Project
C$100MM-Canadian Initatx: Shell Oil & IVI Europe (1992/94)

Bus. Dev. Bank Tech Fund,

S10MM-EU, S5MM
Financiere St
Dominique, Paris

Qeoc

¥ o T
%
)
W rl
1
.

NATEXIS EeEEIRS
Private Equity [RSA T i]

USA (1986)

The Michigan Product
Dev. Fund ($4MM)

Russia (1997)

HP LP, S30MM-EBRD &
USAID

Africa (1993/96) European Bank

E. Africa S$5MM, Sub-Saharan, for Recomrueion i Devehgment T3
$280MM, South Africa, S30MM, LTI

Efg%;fisf’oﬁmﬁﬂ" IFC/World Bank




V| Investing Through a Variety of

‘i Funds, Structures & Strategies

Kazakhstan

Canada Grants: Proof-of-
Concept thru 1st Sale
Venture Lending ' it W. Europe
Technology
Performance
Finance & Royalty

E. Europe, Slovakia
& Croatia

USA Grants & VC

Royalty + Equity

Russia

Venture & Private

Equity
Africa Russia
Venture Lending, Fund-of- Deal Flow, SBIC Clones &
Funds & Private Equity Proof-of-Concept

29 November 2011
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29 November 2011

To Make $ & an Economic
Development Impact




I
e \Y"4
INCORPORATED BDG International
Finance

Y Business Development Bank of Canada Corporation
Bangque de développement du Canada World Bank Group

European Bank FOI MY Investors & Partners

for Reconstruction and Development

W,

Shell Technology Ventures

EUROPEAN
COMMISSION

The World Bank

29 November 2011
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What | Learned in North American,
International & Emerging Market

VC

29 November 2011



We Investors E







Because 0
i

Sk ihe valley

of Death







M What Is the Valley of Death?

e “A phrase that refers to the period of time
from when a startup firm receives an initial
investment to when it begins generating
revenues.

In the valley of death, additional financing is
usually scarce, leaving the firm vulnerable to
cash flow requirements.

Traversing it requires an intelligent blend of
public and private sector investment.”

29 November 2011




29 November 2011

What’s Odd About that
Definition?
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e [€ lNnCcorporates the Perspective
of
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29 November 2011



M & their Companies

V rrfrr; 1,
” ORPORATED

A

&

. | GO L )8 I(’.‘ ORACLE

amazoncom m L

29 November 2011



MMWFinance Institutions & Gov’t Too

|-'.I [I ” .r- ” II tl :'ﬁ
'. r- I c

International
Finance

Corporation
World Bank Group

INCORPOREATED

EUROPEAN
COMMISSION

The World Bank

European Bank

for Reconstruction and Development




v But Not Perspectives of Investors

Innppative
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CREATIVE

CAPITAL

E"ﬂﬂm ardl e Bl Gl Wervlvies Capal

SPEMCER E. ANTE ™

29 November 2011




MAnd Not Why We Do What We Do

Ventures

INCORPOREATED

29 November 2011
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[;etﬁ{ly Our Behavior to Cat
Risk & Risk Takmg . S

29 November 2011



So How Influenc

(' \
to Valley of Deaﬂr"

D Seed &X‘Stage Tech



M Let’s Start Discussion in an

Innepative

Veninses Unlikely Place

29 November 2011 &




V|Valley Investors ‘Buy’ Opportunity
& Potential

The Future

NEXT EXIT N




gyt
And They Willingly Finance Failure




Financing the Future & Fallure: not the
Valley’s Greatest Attribute
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V| It’s Attitude to Risk Is: Silicon

Innppative

L Valley vs. World
Velocity of VC in Silicon Valley
Attitude to Risk Impacts Risk Taking

Accept Ambiguity & Lack
of Certainty

Private Equity 2-6-2
DISTRIBUTION OF RETURNS RULE

2

“Risk Taking Attracts Best -
Entrepreneurs with the e
Craziest (& Riskiest) Ideas .

'i Google d.’w . =
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hmmnt:z

= But Cultural Attitudes to Risk Are
Very leferent in Emergmg Markets
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Investors ‘Buy’ Risk They Know &
Understand

29 November 2011



Risks in Deals Like:

% . " *Real Estate/Construction
i Ll *Food & Beverage
*Retailing
*Mfging
™ «Consumer Products
. *Telecomm

Results are Assured-if
Execution is Successful




But Risks in t_




Are Too Much 1

“*Does the
Market Exist?

[——

Will They




Why this Fear?




]VJ

Furmnr:z

wiThere Are So Many Friction Points
in Execution, Emerging Markets
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e 90 INVestors ‘Buy’ Growth with
Certainty, not Potential

INCORPOEATED

Country risk class  wea. -
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Where the Risks Are in Execution,
& the Risks of Capturing
Opportunity are Zero

29 November 2011
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And That’s The Reason Why (for
example)

29 November 2011
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“Croatia is a Country of
Savers, not Investors”

‘Capital Preservation’

29 November 2011
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But Not Just Investors
& the Culture in
Croatia

ALSTRIA

29 November 2011




(et But Most of Us Investing in
Emerging Markets

Bl
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Yet What is the Typical Response to
the Valley of Death?

29 November 2011
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1 .‘” ;.1 II ol

Create ‘Yozma’ Fund of Fund
Clones

e Gov’t Initiate & Invest 49% as the Lead
Investor

e Gov’t S Subordinated to Private $
* Encourage Investment & More Risk

29 November 2011 -ﬁﬁ




With Economic Incentives Given to
Invest

* Preferential Returns
e Subsidize Mgt. Fees
» Take 15t Losses

 Cap IRR

29 November 2011
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Yet with Few Exceptions, Investors
Don’t Behave as Intended

29 November 2011
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INCORPORATED

One Example

29 November 2011
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Gov’t ‘Economic Cooperative Fund’
Initiative
*PPP*=$184MM
Match $ for S, 1 to 1

*Five Winning Funds

*Target Deal Size
$250k-$10MM

29 November 2011

*PPP=Public/Private Partnership
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Innepative
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Gov’t Hopes & Desires

e ST S s L~ *Some $ ‘Trickle-Down’ to
e (G R Tech

*To SMEs in the Valley of
Death

29 November 2011
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Yet How Did Funds Behave?

AUSTRIA
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29 November 2011




Oops! Invest in Growth, Not
Potential
*Expansion Stage

*Finance the Risks of
Execution

Not the Risks of Mkt
& Opportunity

*Exit in 2-3 Years

29 November 2011




“Too Much Work”

“Too Little Reward”

INCORPORATED

ALSTRIA

“Do Customers Exist?”
“Will Customers Come?”
“Will Customers Pay?”

“When Pay & Amount?”
“Too_Long to See Results™

29 November 2011
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Investor Behavior to
Gov’t Expectations
not an Isolated
Example in Croatia

ALSTRIA

29 November 2011
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‘i Russian Gov’t ‘Yozma’ Initiative
//\S)) PPP* Seeded with =$1B

RUSSIAN VENTURE

COMPANY Mandate a Tech Focus
«Commit=$50MM/fund
e oo = eMatch $for §, 1 to 1
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Russia

* National Capital
® Oblast Capital

[
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Russian Gov’t Expectations

e Support SMEs in the Valley
of Death

* Create an Early Stage VC
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So How Did Funds Behave?

Russia
|| =--—-- International Boundary ——— Road 4
| * National Capital Rallroad
® Oblast Capital Rivers

0 20 500 70 Kiomelrs

0 250 500 T30 Miks
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Oops! Technology Yes
(Obligatory), But:

Financing, Expansion
Stage

Few S for SMEs in the
Valley of Death,
Seed & Early Stage




M
Innpvative

Ventures
INCORPORATED

So What was Response of

RUSSIAN VENTURE
COMPANY

to Fund Behavior?

-

Russia
—--—-- International Boundary ——— Road
* National Capital Rallroad
® Oblast Capital Rivers

0 20 500 70 Kiomelrs

0 250 500 T30 Miks
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I\d Create New Funds?#®!

|'ur.| 'ul'rH

-Self Managed, Gov’t Seed
/’\\)) Fund & 2", a Bio Fund

RUSSIAN VENTURE

COMPANY Not a PPP* at the Fund
Level, but Deal-by-Deal
with Private Investors
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29 November 2011

What are the Risks of the
Valley of Death Again?




“*PDoes the
Market Exist?

[——

Will They
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v We See this Mismatch, Investor
Behavior to Expectatlons in Country-
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Emerging Market Investors
Behave Rationally to Risk

29 November 2011



Where the Risks Are in Execution,
& the Risks of Capturing
Opportunity are Zero

29 November 2011
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Emerging Market Investors ‘Buy’
the Risks in Execution, Not
Opportunity

29 November 2011



Opportunity Must be
Assured




So How Impact the
DNA of Investors?

29 November 2011
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Tipping Point for Russian Tech in

2010
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A Groupon Clone,
localized for the
Russian Market

1. Feb 2010, raise =$10k, programming, staff
of three.

2. May 2010, raise $50k, market launch, staff
of eight.

3. July 2010, raised $100k-for sales & mkting
c/ (el o [ ——

4. August 2010, acquired by
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What Happened
— Next?
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}/] A Small Sample of Recent Russian
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Since September 2010, a Tsunami
of E-Commerce Clones

oL ast Count, 30+ Seed Deals Transacted
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And It’s Happening Not
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Recent Transactions, 2011
e buys A &idiyo,. Valuation = $215MM

Thrkiye'nin en iplek alipverty merkesi

%Iﬁ buys 70% mEgciaakd Valuation = S200MM
NASPERS -
Invests trendyolcom

Invests '.Q‘; nokta

n

e (intel) capital
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e Russia & Turkey Not
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Innpvative

eatnres Ok, Big Deal. What’s So

GameChanging About{]‘hee Deals?
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Deals that Circu
Opportunity

fits but Exponential
Revenue Growth

5, Concept to Launch




* Executio s Remain, Risks that
Domestic iiMestors Willingly ‘Buy’




* A Single Idea
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1st Movers in 2008

Total Investment = S70MM
EE iFund™ 14 SMEs funded Over 6000 plans received

:z= The BlackBerry Partners Fund™ 12 sMEs
funded

Google code @|9N23012
82 developers funded

Organized Around a Single Platform: Tech,
Product, Service or Idea

29 November 2011




Vi Examples: Deals Done by 1t
Movers in 2008
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V| Recent (2011) ‘Ecosystem’ Deal

Innppative

e Flow Funds to Finance Platforms

| KLEINER
PERKINS . e
BYERS

AppUp(SM) Developer
- - (l@ capital  Accelerator

S o Ko pnen] | $300 million Ultrabook fund
ond $100 million AppUp*™ Fund
= KPCB's sFund™ s a US$250 million investmeant initiative to find, fund and
oot accelerate a new wave of applications and senices that enhance and exiend the
] i o e et T s £ e s W e —____________ »

= - - Microsoft, TechStars to Fund Start-ups through
AR SR T TR T L I L AT i ~ Kinect Accelerator Program
Flush With VC Bucks, Box.net Launches $2M ]

Developer Fund

Wintten by n Ravi Mandalia has cleared his Associale - (15C)2 Exams and & an 150
Rawi Mandala 270012005 Lead Auditor. He has a Masters in Natwork Secunty from
e —

E

' ' t ke funding kinect developer techstars startups microsoft

o e G e T END-TO-ENDLESE On Friday, Microsoft declared a new program specifically designed
T S sl P— —— B B | - [
R e o [ 1 TELEVISION for helping ten developers or start-ups to launch businessas for
et et Pl s . various products related to Kinect. Kinect Is a controller capable of
S ] S — 3 L. =
e mﬂ‘ Eeer—
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» Deal F1ow Funds Create a

= <“Cambrian’ Explosion

~ +New Ideas & More Business Models

. More' Entrepreneurship

ll,.r--""

Increase # & Veloc1ty of Deals Cm:tﬂatmg
' 1n,Lthe Market
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And They Create
e Opportunities for the

Young
* Rapid Deployment

 + Youth ‘Get’ Tech &
Bsiess Models
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We Can Be Smarter & More
Creative to Deal Flow Funds

e Themes Broader than Just E-
Commerce

29 November 2011



V| Additional Investment Themes
for Deal Flow Funds

INCORPORATED

=P8 Memeo = W
@ ~ogopiug = b A e e
People own their digital :::r,?."r':‘:‘:imf'.mm
: oty LANNG Start-ups disrupting
assets with New SMEs st ERGLISH TWITTER lobal onli K
: ;;-.__m_mm;m_.m global online mkts
enabling users to access [EC pHaTOBBAPHY ith mobile &
them anytime, anywhere mﬁg‘ﬁ? Wl. mo.l e. u.ser
driven distribution




MA Theme With Explosive Growth

 Computers Talk to One Another with
the Amount & Velocity of Computer-
to-Computer Interaction Increasing
Exponentially

4 * This Communication Needs Layers of
Software ‘Glue’ to Bind One to the
Other

* A Horizontal Market with Hyper-
e Growth that SMEs will Exploit
Source: FO“NW

§ BiG GNIP




M But Deal Flow Funds Can Do

BRAND CAMP Much, Much Mo:;g-n,m Fishborne
THE IDEA FH{THRT l' =

']lﬂﬂ'!}.ﬂ-‘rﬂ
- I WITHOUT A
WE NEED To S REMAREKABLE
INCEEASE
THROUGHEUT
AMD EFFICIENCY  BUT WHAT IF

| TS TIME FoR S0REY,

A WHOLE ME(W CREATIVITY

wWAY OF THINKIMNGT  S5L0WS DoWIN  —
THE LINE
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V| Connect Scientific Talent &
ik Entrepreneurs

I yever did anHtlring worth Joing
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M To Generate & Refine More Ideas

Ventures
INCORPORATED

Tremdicouming  Expentlmeervies
Metioouting | Idealniersiew  Creative Team

" ]
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F "
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ik oM CaurmtDawn
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For GameChanging Solutions

Thereby Generating:

* New Knowledge Creation
* More Entrepreneurship

* More SMEs

* More Economic Growth

e & More Wealth

29 November 2011
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Every Country Has National
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| Let’s Take the Natural Gas
wi'Shtokman Project as 15t Example

BARENTS SEA

gsrﬂukman field

L Y—Y

NORWAY

MURMANSK O ) TERIBERKA

~ Arctic, 555km
= of Russia, in
W/ 7 —RUSHA

LATVIA . \ _ e

BALIIC SEA 1[iTHUANIA O MOSEOW

BELARUS




It Contains Breathtaking Wealth

* Gas Reserves=3.2 Trillion cubic meters +
31MM tons of condensate, spread over an
e area of 1,400m?

hhhhhh

. Explmtmg Reserves, Environmentally Safe &
Economlcally Requires New Technology That
B/ RUSSIA Does Not Now EXxist




Who Will Innovate Needed
Technology, Technical Solutions?

 The Russians or the Foreigners? Somebody

Will
< Russians—Capture More Value & Advance
Economic Development

e Or Let Foreigners Innovate to Advance
- Knowledge Creation & Exports for Their
ESTONIA N %.
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Ventures
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What Are Examples of Challenges in
Shtokman Project, in Need of New
e Technology?

A TER
MURMARSY | b - -

FINLAND

RUSSI A

BELARUS



Challenges #1

Design, Build & Operate the
15t Floating Platform for Pack
o Ice

~______<lce, 3m Thick, Uneven Ridges

= e« Able to Withstand Impact of
lcebergs Weighing 1-2 Million Tons,
Drift at 0.25m/second &1.2m Drift

Ice Moving 1m/second




Challenges #2

Transport Gas Over an Uneven
Seabed 565 km from Production to
Receiving

* Operate to -45C°

A TER
MURMARSY | b - -

FINLAND

RUSSI A

BELARUS



All Accomplished Reliably,
Environmentally Safe & Economically
Oyer the Entire Supply Chain

NORWAY
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RUSSI A

BELARUS



How Develop Needed Ideas & New
Technology for the Shtokman
Project?

FINLAND

RUSSI A

BELARUS



M Shtokman Fund

Ventures
INCORPOREATED
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. peal

Finance Creation of New
Technologies & Technical

F]OW Solutions

S

* Focus & Channel Russian Scientific
& Engineering Talent to Specific
Needs to Specific Problems

: *# « Oil/Gas as a Fund Too Broad & Too
San Horizontal to Catalyze Ideas
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[nmovative
VERLUTES
INCORPORATE

. Tech Solutions Not Russia
.. peal Limited

Flow * More Exploration in Hostile
¢945GS4 Environments—Extreme Cold,
Deep & Far Off-Shore

 New Tech for Export, a Small But
Substantial Success for Russia in
the Global Community




V| Improved Logistics a National
£l Priority

*Historically a Tourist Hub

_ *A Fantastic Asset to Build
On & Up




V|Deal Flow Possibilities for Storage
ani Transportation & Distribution

A
L

. peal

*Tech for Multiple Supply
Chains & Feeder Networks

elnnovation Even in
Buildings, Storage
Facilities, their Design,
Use & Application
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¢ Yoga Classes
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[nmovative

Ao And Wedding
Receptions Too!

Mr. AND MRS, JOY ELIZARETH AND TIMOTHY EDWARD JOHNSON

INVITE YOU TO CELEBRATE THE MARRIAGE OF THEIR DAUGHTER

\Lﬂ\m‘, \%h‘hmﬁ%\
&\\\:LL?\ ;Q{e L

SON OF MR, AND Mus. CHERYL ANN AND RICHARD LESTER MILEWSKI

ON SATURDAY, THE TWENTY-SECOND {)F-'_I.J\..\'L'A.RY
TWO THOUSAND AND ELEVEN

AT 81X O'CLOCK IN THE EVENING
1111 LincoLN Roan, SeEvENTH FLoor

*"\m}\(\. @m&\ ._QE{TE hhi.\\-:\

COCKTAILS, DINNER AND DANCING TO IMMEDIATELY FOLLOW

BLACK TIE ATTIRE




V| Logistics Hub in Storage,

Innepative

i Transportation & Distribution

New Solutions in More
Than Just Physical
Facilities

New ldeas Needed to
Organize & Manage
Operations Too




Like Technology to
Make Buildings &
es Work More
Efficiently &
\ Effectively

The Nest

lllllllllllllllllllllll

e ‘iPod’ of Thermostats
‘Learns’ Through Behavioral
Algorithms

29 November 2011



M Croatian Logistics Fund
— Yes Some Solutions Will Be

Deal Improvements to Known
Tech

e New Innovation Results as
Experience Grows

ey . %) i, " - --.:I

e Familiarity Leads to New Ideas &
Business Models




M Raw Material Deal Flow Fund?

ll"l r. L
IHEl;Irr-:Pf_‘[rH.:.]EES Why Not?

Strengths in a Region

29 November 2011



What’s inWour Head?

~ Ideas—Deal Flow Funds?
« Ideas—Diaspora/Mentor Funds
. Ideas—Prc.)ﬁ-oEC_oncept & Cash Flow Funds?

-q_:Creat-e More VC, Inve_g;tment?

b S

e Let’s DiscussﬂCall Me



N[ My Country Experience, Direct
Investment & Advisory
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Valley of Death no arket Failure, but
the Rational Beha of Investors to Risk




T

It Works

$$¢

eal
low

$$59% alley of Death Less
ary for Investment
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M

b We’ve Run Out of Time

Two Subjects to Discuss
Next Time

29 November 2011
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Subject #1

29 November 2011



Faillure 1s Accepted & Yes Glorified Here
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How Péy oI the Cost of Failure? Who
Pays? Subject Not Discussed. We Will
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And Subject #2

29 November 2011



V|Valley Investors ‘Buy’ Opportunity
& Potential

NEXT EXIT
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We ‘Buy’ Risk, then Opportunity

Country risk class |
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“Let’s Mentor, Train Entreprhen'eurs to
‘Sell’ Risk, then Opportunity
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And Create the Spark
Points for Investment
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Ventures

Thomas D. Nastas
Tom@lVipe.com

Tel. +1.517.8991432
Innovative Ventures Inc. Haslett, Ml. USA

29 November 2011


mailto:Tom@IVIpe.com
http://www.scalingupinnovation.com
http://www.IVIpe.com
http://www.linkedin.com/in/thomasnastas

M Credits—Resources for You

Ventures
INCORPOREATED

Pictures Courtesy of Creative Commons

Programs to Scale Up Innovation, VC & Entrepreneurship
1. Part |,

2. Part ll,

3.

4, English
language translation, Nastas article in Harvard Business

Review
29 November 2011



http://www.slideshare.net/TomNastas/more-edisons-needed-not-einsteins-by-nastas
http://www.slideshare.net/TomNastas/ivi-master-class-path-to-commercialization-for-csu-exec-ed-mba-in-kazan
http://www.slideshare.net/TomNastas/ivi-program-scaling-up-entrepreneurship-progam-description
http://www.slideshare.net/TomNastas/english-translation-of-goforward-plan-harvard-bus-review

