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I\ My 1st Fund

Innppative

s roRATED e * Seed/Early Stage Tech, SMEs in

. ? Valley of Death

% *State of Michigan Founding
: Investor

» Goal: Make $ & Advance
Economic Development

USA (1986)
The Michigan Product  Structure: Royalties in
Dev. Fund ($4MM) Perpetuity, No Cap

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







M Lesson #1

Innepativ t

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

g . < ' Terrific to finance medium
PRS2 growth & family-held SMEs

But

USA (1986) a Not so good: Investment in a

The Michigan Product single platform-SMEs obsolete
Dev. Fund ($4MM)
products

4

=2 Results? Terrible when SMEs
replace one product with another
= no (or fittle) ROl




M Lesson #2
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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




M Lesson #3

Innppative
Ventures
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

Sell the royalty claim for equity




M Some Results

Innppative
Ventures
INCOEPOQORATED

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

B 37 Sold royalty claim for equity,

9 P8 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)

*'All on a $4MM fund. Lucky!

- Demonstrated new uses-royalty-

financing, creative & flexible




M What Happened Then

Ventures
INCORPORATED

Canada (1992)

C$100MM-Canadian
Bus. Dev. Bank

Qeoc

USA (1986)

The Michigan Product
Dev. Fund ($4MM)




}{[ And Then

Ventures
INCORPORATED

Canada (1992)

C$100MM-Canadian
Bus. Dev. Bank

Qeoc

Europe (1992/94)

Tech Fund,
$10MM-EU, $5MM
Financiere St
Dominique, Paris

NATEXIS EeEEIRS
Private Equity [RSA T i]

USA (1986)

The Michigan Product
Dev. Fund ($4MM)

Africa (1993/96)

E. Africa $5MM, Sub-Saharan,
$280MM, South Africa,$30MM,
}'Eﬁ:;’;;fi;’;’,ﬂomﬁon IFC/World Bank
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N[ Next

Ventures
INCORPORATED

Russia (2005) Shell Tech

Ventures
Canada (1992) CIS Hi Technology Partnership
C$100MM-Canadian

Initiative: Shell Oil & 1V
Bus. Dev. Bank '

soc & )5

Europe (1992/94)

Tech Fund,
$10MM-EU, $5MM
Financiere St
Dominique, Paris

NATEXIS EeEEIRS
Private Equity [RSA T i]

USA (1986)

The Michigan Product
Dev. Fund ($4MM)

Russia (1997)

HP LP, $30MM-EBRD &
USAID

Africa (1993/96)

European Bank

E. Africa $5MM, Sub-Saharan, for Reconstruction and Devdepment T2
$280MM, South Africa,$30MM, T

International

!iiﬂg::cffhu;orporation I FC/WO r I d Ban k
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And Finally

Ventures Kazakhstan (201 1 )
INCORPORATED = =
Russia (2005) Shell Tech $85MM Tef:h_ @ @
Ventures Commercialization
Canada (1992) CIS Hi Technology Partnership Project
C$100MM-Canadian Initiati}(,: §he|l Oil & IVI Europe (1992/94)
Bus. Dev. Bank Tech Fund,

$10MM-EU, $5MM
Financiere St
Dominique, Paris

NATEXIS EeEEIRS
Private Equity [RSA T i]

Qeoc
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USA (1986)

The Michigan Product
Dev. Fund ($4MM)

Russia (1997)

HP LP, $30MM-EBRD &
USAID

Africa (1993/96)

E. Africa $5MM, Sub-Saharan,

$280MM, South Africa,$30MM,
G | IFC/World Bank

European Bank
firr Boeomatruetion amd Dovolipmint :@:

EXEEEEE]
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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
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To Make $ & an Economic
Development Impact
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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
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Governments Lead & Seed the
Market
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Example, Collapse of Berlin Wall &
Soviet Union

* 15t Wave of Investment, 1990-
1998

e Economic Shock Therapy

e Economies Liberalized to Free

_—Market Principles-
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Action of US Gov’t

Polish-American Fund, 1990 ®
Hungarian-American Fund, 1990
Czech-Slovak American Fund,1991
Bulgarian-American Fund, 1991
Baltic-American Fund, 1994 ©
Romanian-American Fund, 1994
Central Asian-American Fund, 1994

Western New Independent States Fund,
1994

The U.S. Russia Enterprise Fund, 1994 -
The US Russia Investment Fund, 1994 -
Albanian-American Fund, 1995 -
TOTAL -

$255 million
$73

$65

$58

$50

$61

$106

$150

$329
$120
$30
$1,297




Creation, European Bank for
Reconstruction & Development
* 1991, by G7 + Others

* Direct Project Financing

e Establish Funds w/Private Managers,90%
of S from EBRD

 Influence/ImpaetinvesterBehavior




Investor Type by Vintage Year

3,000

O Banks and Insurance @ Corporate Investors O Fund of Funds

O IFI and Gowvt O Others M Pension Funds
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Investors by Origin Over Time

3,000
O Europe O Other H USA OEBRD ﬂ
2,500 +
2,000 +
e
o
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Vintage Year
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M 1st Wave 1990-1998

Purpose of Funds

* Invest in Privatized Firms, More Debt vs.
Equity

 Raise New $, Add Contacts & Experience
 Inject Corporate Governance & Transparency:

Keep-Interests-Alighed-
(Still a Challenge)




M 20 wave 1998-2008

Russian Default

* Ruble Crash, Inflation & Import Costs Soared

 Stimulated Local Manufacturing, Domestic
Economy

* Global Demand for Natural Resources




VM 2rdwave 1998-2008

From VC to PE

* From 1990-1998, Deals were VC

* Deals Matured, Evolved to PE, Expansion,
Post Crisis, SSMM-S50MM

* Creation of PE Funds Financed by Oligarchs
« Champagne & CaviarHewed il 2008-
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What | Learned in North American,
International & Emerging Market VC

e Investor DNA
e Business Model/Deal Flow DNA

* Entrepreneur/Mgt Team DNA
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if 5 | Pop

Deal Flow Continues to Center
Around the Mainstream Economy




Investments by Sector: Deal Flow
Breakdown by Acquisition Cost to end 2009

Agriculture &

Forestry
Wholesale & Retall 2% Construction

Cink 6%
Pharma & Medical .
20, — Services
' 23%
TIM Consumer
300 f Manufacturing 10%
Primary & Energy 6%
5%

Note: since inception, in EUR, CSE and CIS
28
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Unbelievable Freedom in Pricing

* Pent-Up Demand>Supply—Brand Names Rule
* Mid Brands Positioned as ‘Luxury’

* Mgt Attitudes & Mkt Acceptance to Pricing =
Breathtaking Profits & Wealth Creation
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=$25/Retail

(Michigan) e $7-$10/bottle
*Sale price =$13-$17
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*Sale price =$13-$17 e $7-S10/bottle
Russia Price = $65! Russia Price = $30!
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Innovative

Threats Created

* Entrenched Suppliers & Status Quo Use Gov’t
& Bureaucracy to Crush All

e Relationships, Relationships, Relationships

 Employ ex ‘KBG’ Guys for ‘Security’




Entrepreneur & Mgt Team DNA

* Loyalty & ‘Connections’ over Experience
(demand so strong, who needs experience)

* On the Job Learning with Little Instruction
*Thrive in Adversity, Uncertainty, 24/7

* “] Wanna Be Rich!” Envy-Big-Metivaterte1PO-
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e [NVESTOXS “Bet’ on Sure Things

ri'frra

ORA ]EE

« Expansion Capital & Acquisition Finance
» Established Business Models

 Exit Prices, T0x in 3 Years is Common




Investments by Stage Over Time

Investment Cost, EUR Millions

700

600

200 +

400

300
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100
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Exits by Stage Over Time

900 -
800 - —&— Expansion B Other
200 Sec. Purchase / Buyout Seed/Early Stage
§ 600 - /1 :
= 500 -
=
L
ﬁs 400 - \
8 300 \
o
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Exit Year
Note: Fully realised investments only
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Performance by Exit Type - to end 2009

4000 + 1 Investiment Cost — 40
1 Proceeds
3500 + Multiple . T35
3,000 —+ + 3.0
2500 1 ; + 25
2
2 9000 1.0 &
= ° | -
o =
2 .
w 1,500 - T 1.9
1,000 1.0
500 + + 05
D S E— | T D D
Write Off MBO Other Trade Sale Public Market
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EBRD Net Horizon Returns: Breakdown

Returns as at One Three Five Ten Since
December 31 2009 Year Years Years Years Inception

Usp | EREREnvele i'[‘l"'w EORIHD = | o i 52% | 25.0% | 16.9% 12.3%
CSE 1.5% 8.6% 20.5% 14.6% 11.0%
RussialCIS 16.7% 0.6% 32.3% 20.1% 13.7%
CSE/Survivors 3.0% 8.9% 20.1% 17.1% 14.0%
Russia/CIS Survivors 17.0% 0.4% 27.6% 22.3% 19.2%

EuR || RRtovate ig“'t" Portfollo = | 5 6o 24% | 27.4% | 11.8% 9.7%
CSE -1.4% 5.8% 22.5% 10.1% 9.0%
RussialCIS 14.1% -2.4% 35.0% 14.0% 10.6%
CSE/Survivors 0.0% 6.1% 21.9% 12.7% 12.1%
Russia/CIS Survivors 14.4% -2.5% 28.6% 16.3% 15.4%

@ ﬁ www.ebrd.com



Culture of Risk &
ailure on Deals &

Investment




M Let’s Start Discussion in an
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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

NEdhtaRaes Valley vs. World
Velocity of VC in Silicon Valley

Attitude to Risk Impacts Risk Taking

e —_—
..-'—""'-.d'- ’

Accept Ambiguity & Lack
of Certainty

Private Equity 2-6-2
DISTRIBUTION OF RETURNS RULE

2

= a5 e
Risk Taking Attracts Best
Entrepreneurs with the -
Craziest (& Riskiest) Ideas ..

'i Google d.’w "‘ =
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= But Cultural Attitudes to Risk Are
Very leferent in Emergmg Markets
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INCORPORATED

Investors ‘Buy’ Risk They Know &
Understand




Risks in Deals Like:

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

Results are Assured-if
Execution is Successful




M Risks in Tech Are Too Much for
*Iﬁvestors in the Developing World

Do Customers
‘Get It?’

Will Tech Will They
Pay?




Why this Fear?
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wiThere Are So Many Friction Points
in Execution, Emerging Markets

M ;::rﬂ;:l-" :aF i
L/ Ee

Ml .I.-"E'P'}-'
smooth







i

e 90 INVestors ‘Buy’ Growth with
Certainty, not Potential

INCORPOEATED

f:uunillr: risk class 351\.\::\ .
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Where the Risks Are in Execution,
& the Risks of Capturing
Opportunity are Zero
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And That’s The Reason Why (for
example)
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“Croatia is a Country of
Savers, not Investors”

‘Capital Preservation’
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Ventures

INCORPOEATED

But Not Just Investors

AUSTRIA

[0 A N LA
LT T

BDENIAF._HE_HZEGD‘I.'] A _z.
b e
Sargfevo

Vit

L R I:EEES

11 AN ) HE

& the Culture in
Croatia




(et But Most of Us Investing in
Emerging Markets
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Emerging Market Investors
Behave Rationally to Risk




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




Opportunity Must be
Assured




M Risks in Tech Are Too Much for
*Iﬁvestors in the Developing World

Do Customers
‘Get It?’

Will Tech Will They
Pay?




So How Impact the
DNA of Investors?




M Models for Academic Business

Ventures

INCORPORATED D

Hands-in-Pockets

Hands-Off

UM

Hands-On* «—

Up-to-Elbows**

Policies Form the Licensee Operational Role

* Sometimes Bus Dev Group is quasi-external to the U
** Often exclusive arrangement with Bus Dev Group that is external to the Univ




M Top Start-Up Universities in USA

Ventures
INCORPORATED

_ University of Utah 20
Massachusetts Institute of Technology 20
University of Florida 14
California Institute of Technology 14
University of Michigan 13
Harvard University 12
John Hopkins University 12
Purdue Research Foundation 11
- Carnegie Mellon Foundation 10
Brigham Young University 9
- Georgia Institute of Technology 9
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RUSSIAN VENTURE ¢ Fund Of Funds’
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2 POC Grant Program: Applications | Technology Transfer Office - Windows Internet Explorer . == |ﬁ
w7 Vo [m mepem—— . fa o o e i
g b | Bl https://www.cu.edu/techtransfer/proof/pocg.html ,D j| e | & Ll 1! FI‘ I' b ¢ {Bq?
| POC Grant Program... % u
| Fle Edit View Favortes Tooks Help
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The Business Community
Home | About Us | Disclose an Invention | Policies [0 e wa s Aa i 0
P POC Grant Program (POCg; Founded 2005)
o . This program is inactive until 2012.
Bioscience Discovery
Evaluation Grant -
University Grant In the fall of 2005, a research funding program was initiated — the Proof of Concept grant program (POCg). The POCqg provides awards to enable pilot stage development
- ) and validation of CU inventions that have promising prospects for commercialization. For example, three categories of disclosures for which a relatively small amount of
Biostience Discovery research funding may yield a dramatic increase in value for the invention are:
Evaluation Grant 2010
Proposal Request — ' . AR : . e :
+ Advancement of hypothesis testing - test an idea or in silico prediction with in vifro expenments, extend in vitro results with in vivo expenments, or build a bench
Bioscience Discovery protatype; o
m + Target validation — screen small molecule libraries, produce antibodies, or select target-binding peptides or aptamers; and
Guidelines + Pre-commercial research - validate academic software code for commercial application, drug formulation, or develop alternative applications for technology
:Jmoftﬁ: C‘;s"':e In order to apply for a POCg award (as a pre- or co-requisite} an invention disclosure for the subject technology must be on file with the TTO. POCg awards can range from
SRt $10-25K, and the technologies are selected by a competitive application process. Proposals are reviewed by the TTO, and each award is deposited directly into a CU
: research account. POCg has funded 58 projects, with the following outcomes:
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M 3rd Wave 2012+?

What Does the Future Look Like?

e Continued Integration, Emerging Markets in
Global Supply Chains

* More Diversification & Variety of PE Funds,
Structured Finance

Commitment to Tech Funds & Knowledge

Creation




- 3rd Wave 2012+?

What Needed for More Growth?

* Creation of New Funds, Provide Medium Term
S, 3-5 Years, a Huge Gap in Emerging Markets

* ‘Deal Flow Funds,’ to Influence Investor
Behavior to Financing Early Stage Tech SMEs,

in the ‘Valley of Death’




How Will You Impact the World?

 ‘Creating Entrepreneurial Ventures in
Developing Countries’

e US Start-up/VC Model Not Translate Well for
Developing Countries

 New Solutions, Education, Training,

Mentoring Required
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