VICO — GA 217485 Final Report

PROJECT FINAL REPORT

Grant Agreement number: 217485

Project acronymvICO

Project title: Financing Entrepreneurial VenturesEurope: Impact on innovation, employment grovetgl
competitiveness

Funding Scheme: Small or Medium Scale Focused Res@aojects

Date of latest version of Annex | against which dissessment will be made: 01 October 2008

Periodic report: 400 2900 3¢

Period covered: from 1 October 2010 to 30 Sep&srabll

Scientific Coordinator

Prof. Massimo COLOMBO
Politecnico di Milano
Phone: +39.02.2399 2748
Fax: +39.02.2399 2710

E-mail: massimo.colombo@polimi.it

Project website addressww.vicoproject.org

_— financing
Logo of the project: \\V entrepreneurial ventures
ICO in Europe




VICO — GA 217485 Final Report

Final publishable summary report

Executive summary

VICO is a research project, funded by the 7th Fraank Programme of the European Commission
(theme SSH-2007-1.2.3 — Grant Agreement 217485)¢chwimvolves 9 universities and research
centres from 7 European countries and whose aiim &ssess thienpact of Venture Capital (VC)
financing on the economiperformance of innovative entrepreneurial ventures in Europe a
reflected by their innovation rates, employmentitomn, growth, and competitiveness, and the role
which VC/PE investors play in helping these firmglge their resource and competence gaps.
A comprehensive, robust, and contextual analysith@fmoderating role and characteristics of the
investor, the investee firms, and the business iastitutional environment represent an original
feature of the VICO project which goes well beygmdvious studies in this field. In particular, the
value-added of the projectconsists in:

» Cross-boundary research in the interface betwesvation and financial studies

* Analysis of both the supply- and the demand-sidiéa@imarket for venture capital financing

* Novel perspectives to understanding the extenndbthe ways in which VC/PE promote new

entrepreneurial ventures
* Integrated approach between macroeconomic and ezien@mic analyses
» Design of policy initiatives to promoting innovagientrepreneurial ventures and their ability
to attract external VC/PE investors

The project was organized in 9 research work paekgg/P) which set the requirements for WP10,
which was devoted to data collection. Data at miex@l included: the characteristic of companies
(age, industry, and independence), the typologmadstments to be studied in order to fully capture
the heterogeneity of the phenomenon (i.e. consiganot only “Silicon Valley-style” Independent
VC funds), the target number of VC-backed compapies country and time period, the type of
accounting information needed for the econometnalyses, the information needed about each
round of investment (e.g. amount invested, equipkes identity of the investor...) and the
information needed about each investor (e.g. cgufdundation year, typology...). The information
collected by public sources has been supplementeahlextensive web based survey addressed to
both companies and VC investors. This adds noniguldvailable information such as the value
added by VC to investee companies (according tgéreeption of both companies and investors).

More information about the project can be founthatfollowing link: www.vicoproject.org
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Summary description of the project

The VICO project studied the impact of venture tap(VC) financing on the innovation rate,
employment creation, growth, and competitiveneshigii-tech entrepreneurial ventures in Europe
and the role VC investors play in helping entreprgial firms bridge their resource and competence
gaps. The project created a unique hand-colletdegk-scale longitudinal dataset on European high-
tech companies and VC investments. This dataseida® the backbone for several studies within
the project. The project also drew on survey, ingv and documentary data. One of the major
objectives of the project was to investigate theaot of the heterogeneity of VC investors on the
performance of the portfolio firms. This heteroggnas an important peculiarity of the VC
landscape in Europe. In particular, in Europe gowvemtal and bank-controlled VC are far more
diffused than elsewhere. Moreover, different type¥C investors (independent VC, corporate VC,
bank-controlled VC, governmental VC) exhibit diet investment patterns. Governmental VCs are
specialized in investments in small, young firmspezxially in the biotechnology sector, that are
relatively neglected by other investor types. Tlaéso rarely participate in investment syndicates.
Conversely, independent VC are specialized in esipannvestments in relatively older and larger
firms.

The VICO project devoted considerable attentiodigentangling the “selection” and “treatment”
effects of VC investors on the investee firm. Theatment effect refers to the improvement in the
performance of the portfolio firm caused by the \f®estment, while selection refers to the VC
investors being able to choose better performingdiin their portfolio. Our findings generally
supported the view that VC investors had a conalderpositive treatment effect on firms’ growth,
productivity, as well as investment and innovatparformance. VC investors helped their portfolio
firms to outperform firms not backed by venture italpeven during the financial crisis in 2008-
2009. They provided their portfolio firms with thhesources and competencies necessary to rapidly
readjust their product/market offer during the glotrisis.

However, the extent of the treatment effect wastingant on the characteristics of the investor
(type, experience) and to some extent also of teeedirms. The project demonstrated that
experienced VC investors have disproportionallyitpas effects on employment generation and
asset accumulation within the economy. The profadgher showed that independent VC firms
exerted an unequivocally positive impact, greatantthat documented in previous studies, on the
productivity and sales growth of European high-testrepreneurial ventures. This effect was largely
attributable to the treatment effect rather thasdl®ction by VC investors of highly efficient fism
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with superior growth prospects. The effect of cogb® VC investments on productivity, instead,
turned out to be negligible.

With regard to the impacts of the (direct) investtseby governmental VCs, when we distinguished
between firms backed in the early stages of thtr(firms aged five years or less) and relatively
more mature firms (aged more than five years), gowental VCs appeared to have a positive
impact on the growth of the early stage firms, while impact was negligible for the more mature
ones. University VCs, by contrast, appeared to lzawmegligible impact regardless of the age of the
portfolio firm.

The development stage of the firm during the finsestment obviously affected the way in which
the VC investor was able to exit. Dissolved comeamwere likely to have had their first investment
earlier on during their development cycle while tinens which went public were likely to have had
their first VC investment later on when their protwas further developed..

Both independent and governmental VCs were helpfalleviating the financial constraints of the
portfolio firms, while bank-controlled and corpaa¥Cs did not have any significant effect in that
respect. VCs tended to select firms which werevadti patenting and in turn VC-backed companies
outperformed otherwise similar non-VC-backed conmgmann terms of innovation output. Most
interestingly, syndicates led by independent VCsibcuding also governmental VCs exhibit the
greatest positive impact on firms’ innovation. Theaianisms by which VCs add value to their
portfolio firms were studied by a survey comparihg activity intensity and profiles of government
and independent VCs. Independent VCs turned oltetamportant for the firm in a number of
activities which were of significance for the dey@nent of the business, such as professionalization
(changing the management team and finding board beesh and exit orientation. Governmental
VCs played a fairly modest role in shaping valudiag behaviour of firms, and this finding held
when controlling for factors such as firm age.

The VICO studies suggest that the availability of \at fair terms seems to motivate nascent
entrepreneurs to adopt high growth innovative sgiat; they can expect that their ventures will be
sustained and supported by VC later on. This irsghat the availability of VC has a wider positive
impact which goes beyond the investee firms andelated to the emergence of gazelle-type
entrepreneurship.

Factors which promote the development of the VQusty include liquid IPO and trade sale
markets, which make it easier for VC firms to divéeeir investments and, thus, to raise further
funds as money flows back to the original investwith attractive returns. In this way, VC firms

would be able to play an active role investing misted firms to fill the equity gap. Furthermore,
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VC investments in a country are positively cormetatwith R&D expenditures, and negatively
correlated with the unemployment rate and averpg® ®f job tenure. Similarly, demand for VC
investments is negatively affected by rigidity lre tabour market.

In spite of the fact that during the last decaderarthan one third of worldwide VC investments
have been cross-border deals, the internation@izatocess of the European VC industry is lagging
behind, and the European VC landscape remains duaitgnented. For establishing viable VC
industries, the promotion the internationalizatpocess of the European VC industry offers clear
benefits. In particular, cross-border VC inflowshgaartly compensate for unfavourable conditions
that local VCs face in countries with underdevetbgeock markets or unfavourable tax and legal
conditions for VC investments. We have also fourat &8 combination of cross-border and domestic
venture capital promotes the best performancepiortiolio firm.

The VICO project examined policies for venture tapn three countries, France, UK, and Finland.
In spite of positive developments, for instance,tl@ promotion of high-tech entrepreneurial
ventures, there is overall failure in the promotadrviable VC industries. Even in the UK, which has
been most successful in the emergence of VC, lxerenefficiencies in the policy mix of support
schemes and ambiguity about the expected returpstiic schemes. There are also weaknesses in

the skills of managers working in public funds.

Main S&T results

Econometric analysis of the impact of VC investmeston firm’s investments

The aim of WP1 was to understand the impact of M@ricing obtained from different investors on
the investment behaviour and the investment-cash fensitivity of firms. We hypothesize that
different VC investors will be better able to redutancing constraints and boost investments of
portfolio companies.

Especially in the last phase of the project, paldicattention was paid to differences betweengbev
and public VC investors. In particular we explotbd extent to which young high-tech companies in
Europe can benefit from Venture Capital (VC). Tigsearch question is not trivial. There are strong
theoretical arguments which can explain why youmghfiech companies might face financial
constraints hindering their growth that can be ocesre by VC. However, the magnitude of these
constraints, as well as the effective ability of W& prevail upon them are a matter of empirical
analysis. On the one hand, financial constraintsldcdoe economically not significant in size,
meaning that financing should not be consideredrgibe causes of the unsatisfactory innovative
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performance of European companies. On the othercd@d be inadequately skilled to provide
investee firms with the financial and non finaneedources they lack.

A second, and possibly more interesting, reason amyempirical investigation in this field is
needed, is that VC in Europe is profoundly difféerénom VC in the US, where this category of
investors has grown and has been most frequenitirest. In the US, VC is predominantly pursued
by independent, limited partnership, managementpemes. Independent VC (IVC) is, instead, less
developed in Europe. Therefore, policy makers Ha@me increasingly concerned at the lack of
risk capital available to young high-tech companigs a public response to a perceived market
failure, several Governments have set up Publid®\@C) programs. PVC investors differ from IVC
in terms of characteristics and objectives. Thesf@a comparison of these two forms of VC
financing is definitely necessary.

Results may be summarized as follows. Consistethit thveoretical arguments and previous findings,
we find that, on average, non-VC-backed compamesur sample are significantly financially
constrained. The impact of VC on firm's investmeistshighly specific on the typology of the
investor involved in the deal. IVC appears to dffex in increasing firm's investments and in
alleviating firm's financial constraints, and thexféects are found to be persistent over time. The
positive effect of IVC on firm's investment ratedse to the provision of financial resources, while
the removal of financial constraints is attribugabd the non-financial value added of IVC investors
Conversely, even controlling for the investment antoinvested, we find that PVC investors do

neither cause an increase in firm's investmentsatrce their cash flow sensitivity.

Econometric analysis of the impact of VC investmest on innovation, employment,
growth and competitiveness

WP2 aimed at understanding the impact of differgmiologies of VC/PE investments on the
following dimensions of firm’s performance.

1. Growth (in terms of sales, total assets and empk)ye

2. Innovation output as reflected by patenting agtivit

3. Productivity and profitability

4. Financial status (in terms of rating)
Furthermore, we aim at analysing how performanceflsenced by two components of investor
heterogeneity, namely:

1. The "between” component: heterogeneity among aiffecategories of VC/PE investors
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2. The “within” component: heterogeneity among VC/Rtzestors that belong to the same
category.

Growth

Whether organizations learn from experience whefopaing strategic activities, such as forming
interorganizational relationships, has been a mipic of scholarly interest in both the strategic
management and the organizational literature. Yleis literature provides mixed and even
contradictory evidence. While some scholars hauedoa positive relationship between experience
and performance (Barkema at al., 1997; Sorensefi/)20others have found no significant
relationship (Merchant and Schendel, 2000; Zolld 8mgh, 2004) and some even pointed towards
the negative consequences of experience (HalebhanFinkelstein, 1999; Shepherd et al., 2003).
This suggests that important contingencies arelat (Barkema and Schijven, 2008). One such
contingency is the specificity of the experienceussulated across time. However, while the theory
of absorptive capacity indicates that experienaaea certain level of specificity to foster leami
(Cohen and Levinthal, 1990), others argue that wiwens accumulate experience in only one
particular area this may increase the risk of @mgecompetency traps (Levinthal and March, 1993;
Hayward, 2002). This study focuses on the impactitierent types of firm experience on the
distinct tasks of selecting promising companiesiafidencing company development.

The lack of consensus among researchers certaiolydes some of the motivation for conducting
this study. More importantly, my concern is thae thrior empirical literature suffers from a
methodological problem. Specifically, the typicah@rical analysis relates accumulated experience
in the formation of interorganizational relatiorghito firm performance (the study by Sorensen
(2007) being an exception). The estimation techmiqu turn treats the formation of these
relationships as exogenous. It thereby implicidglanes that the respective firm is either unable to
influence the selection of its partners or thattnar selection is the result of random choice.
Nevertheless, scholars generally highlight the irtgpce of prudent partner selection when
establishing a portfolio of interorganizational atebnships (Stuart et al., 1999). Firm experience
becomes endogenous when selection causes firno®pei@te with companies that are better along a
number of possibly unobservable dimensions. Thisses that the coefficient of the experience
variable will be biased. As such, failure to acdofor selection can lead to misleading and even
incorrect conclusions (Shaver, 1998).

Moreover, the formation of an interorganizationalationship is typically treated as one single
homogenous activity. Nevertheless, the subactsvifeselecting companies that match with the focal

firm and influencing company development through pihovision of superior tangible and intangible
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resources differ significantly in terms of theiusal ambiguity, frequency and heterogeneity. As the
relative effectiveness of learning depends on tharacteristics of the activities this may have

important consequences. For instance, it is madifeewt to learn from general experience when

activities are characterized by a higher degreeanisal ambiguity, occur less frequently and are
more heterogeneous (Zollo and Winter, 2002). Inhscases, more specific experience may be
needed to facilitate learning (Finkelstein and Hada, 2002).

Although | expect the abovementioned concerns fiyai® many types of strategic activities, the

empirical investigation focuses on the formationnvestment relationships between venture capital
firms and entrepreneurial companies. | construstigue longitudinal database, free of survivorship
bias, which tracks the development of companies ftbe year of investment and up to five years
after the investment. Random Coefficient ModeliRLCM) is used as an appropriate longitudinal

technique to model both the dynamics of growth mitompanies and differences in growth across
companies (Bliese and Ployhart, 2002). The longmaicanalysis offers an important methodological

contribution to organizational growth research adl.wr'his research typically measures growth as
the difference in size between two points in tirtesreby ignoring development in-between these
two points (Weinzimmer et al., 1998; Delmar et 2003). Results demonstrate how companies,
which connect with venture capital firms that hamere general and industry-specific experience,
exhibit steeper growth curves both in employmermt taral assets. Overall experience mainly drives
the selection of promising companies pre-investmeitle industry-specific experience plays a

particularly important role in influencing compagsowth post-investment.

Innovation

Drawing on the VICO data, we investigated how theestor type (governmental vs. private VC
investors) and syndication moderate the impact Gf ah innovation in portfolio companies. We
measured the evolution of the patent stock in aauiple of biotech and pharmaceutical companies
one to five years after the first VC investment,amglng propensity score matching, we attempted to
identify which form of venture capital is best-gditfor innovation.

A graphic overview of the main results is reporiedhe figure above. Private VCs outperformed
governmental ones (Panel A) and syndicated deals mere effective in sustaining innovation than
stand-alone investments (Panel B). In companiesnfiead by syndicates and by private venture
capitalists the patent stock increased signifigafdkter than in otherwise similar non-VC-backed
companies.

The most interesting and novel result was obtalmedombining the two dimensions (investor type

and syndication). We analysed how syndicated ddiffisred in their impact on the patent stock
8
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depending upon whether the syndicate is a homogenaae (i.e., consisting of only private or only
governmental VCs) or a heterogeneous one (congisfitboth private and governmental VCs) and

upon who leads it (a private or a governmental VC).

Figure 1: Increase in patent stock for different #@ns 1 to 5 years after the VC investment

Panel A Panel B
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05 4 05
0.4 4 04 -
0.3 4 0.3 4
0.2 4 0.2 -
0.1 4 0.1 4
0 T T T T 0 - d
0 1 2 3 4 5 0 1 2 3 4 5
Private Governmental Syndicate Stand-alone
Panel C Panel D
Homogeneous vs. heterogeneous syndicates Private-led Vs. government-led

heterogeneous syndicates

09 4 15 4

06 - 124

09 4

0.6 1

0 1 2 3 4 5 03 4

0 -
0 1 2 3 4

w J

Heterogeneous Homogeneous —— Private leader Governmental leader

We found out that companies financed by heterogenesyndicates outperformed companies
financed by homogeneous syndicates (Panel C). &wits finally suggest that the best-suited form
for innovation is a heterogeneous syndicate whepewvate VC investor takes the lead (Panel D).

This form of VC outperformed also private standrglanvestments and private-only syndicates.

Productivity

The main purpose of this task has been to ideatity analyse the impact of venture capital on the
productivity of venture backed enterprises. Thedgthas been conducted with reference to the
Italian case. The empirical analysis has been ftusn the activity of independent (financial)

institutional investors. In particular, in order tealize the “within component” analysis (which
9
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points the attention on the heterogeneity betwesmure capital investors of the same category), we
have identified the following key-variables to sgudorting the sample in consideration of: type of
deal and investment stage (seed financing, eaafjesiexpansion); origination of the deal (the mativ
reason which caused the deal); holding period; ggdgcal provenience (foreign/country) of the
investor; generalist or specialized investor (ilatien to a specific investment stage); exit sggte

The effect of venture capital on productivity haeb studied using the variation of TFP considering
its value before and after venture capital investm8o, the initial value is the one of the investin
year (or the previous year, in function of the stweent month) and the final value is the one of the
divestment year (or the previous year, in relatmthe divestment month). For those deals (18% of
the sample) which are not yet divested, the firsdile of TFP has been computed with reference to
the last available year. In order to remove andirakre the effect of a different holding period
related to each deal, and so having homogeneous@mgarable data, TFP variation has been
measured in terms of Compounded Annual Growth Raagr) with reference to every operation.
First of all, the computation of TFP (measured agrL for each deal involved in the sample has
given the following result: 81,8% of the compantess shown better performances during the
cooperation with the institutional investor, asatdsed below.

The impact of independent venture capitalists om phoductivity of VC-backed companies is
significantly higher, as expected, in Expansioraficing deals, which are strictly dedicated to the
development of the company. Also Seed Financindsdg®ws very appreciable performances and
this is due to the fact that the “imprinting” arigetcontribution of the venture capitalist (in teraifs
structure, organization and management of the rewpany) can produce its effects just from the
beginning of the new entrepreneurial history.

Having Corporate Spin Off as origination seems ¢oabguarantee of a high impact in terms of
productivity growth and the reason of this may benid in the presence of better-formulated
entrepreneurial formulas.

The impact of independent venture capitalists enptoductivity of VC-backed companies is much
higher in those deals in which the cooperation betwthe investor and the company lasts 3 or 4
years, which is the average period of cooperatioth® whole risk capital market in Italy. Other
positive performances may be found in short teradder in those deals in which the cooperation is
planned to be really long in order to achieve patérly significant aims, such as the flotationan
regulated market.

Foreign investors, which are international opestehow a better capability in order to support

productivity growth in VC-backed enterprises. Tiagrobably traceable to their greater dimension,
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their bigger experience and their specializatibnee¢ determining factors for the success of venture
capital investments. Specialist investors confiorhave better performances in terms of a higher
impact on productivity growth of target compani€his is, as expected, due to the great difference
existing between investments at different stagéso Arossing these two key-variables, the obtained
results are extremely coherent.

The impact of independent venture capitalists enptoductivity of VC-backed companies is higher
in those deals in which the cooperation betweenrthestor and the company is concluded with a
Buy Back or a Releverage. This is coherent, becthese sorts of way out are synonymous of a
well-performing deal. For what concerns Ipo, prdpatne of the most attractive exit way, it is
important to underline that a crucial role in th@-exciting performance is played by the durabén

the deals and in the use of many resources to thadtotation.

Rating

This task focused on the impact the controversyiatiee driving sources behind the success of the
private equity model and on how this business maiffekcts the target companies. We investigate
operating performance and distress levels of E@om®mpanies around the buyout event in the
period between 2000 and 2008, in which private tggtansactions became increasingly widespread
across Europe. In addition, we analyze whether buyoms go bankrupt more often than
comparable non-buyout firms. The analysis delivarglence for the selection rather than value-
adding or value-transfer effects in European buydtam the period 2000-2008. We do not find
many hints that private equity investors triggecessive financial distress and lead their companies
into bankruptcy. More specifically, the results gesst that private equity investors select firmsaolihi
are less distressed than comparable companieshahthey increase the companies’ distress levels
after the buyout. However, this increase in thdrelss levels does not raise mortality rates of the
buyout companies over those of comparable non-dugompanies, unless they are backed by
inexperienced private equity investors. In additiepndicates seem to be better able to cope well
with highly distressed companies than stand-alamestors. Finally, we find only modest effects of
private equity investors on changes in the targetating performance.

As our paper covers a dynamic and highly topicaliesof private equity investors' impact, it
contributes not only to the academic researchalaat to the recent policy discussion on regulation.
In response to the global financial crisis, goveents around the world are rethinking their approach
to the regulation of financial institutions anddircial markets, private equity investors being ohe
the central issues. The U.S. adopted new rulesedgéhfunds and private equity in July 2010 as part

of the Dodd-Frank Act, and in Europe the AIFM diree on regulation and supervision of managers
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of alternative investment funds was adopted in Mdwer 2010. These processes pose many
questions concerning the role of private equitydiduring the financial crisis, which may possibly
be answered only after some time has passed. Quar gannot ultimately answer the question of

whether private equity investors are “visionaries™locusts”. Nevertheless, it attempts to provide
some insights into how private equity investorspwiave become an influential and important part
of European economies in recent years, affect theitfolio companies, in particular in terms of

distress.

In further research, we would like to take a cloe®k at the heterogeneity of investor types and
their impact on performance, distress levels amkigotcy. In particular, we want to investigate the
impact of investor type (independent private equmyestor, bank-related private equity investor,

etc.) since institutional diversity is very pronaed in Europe and since these investors' differing
aims, know-how and governance structures may haperitant effects on the way how they select

and add value to their companies.

Value added by VC investors on invested firms

The objective of this WP was to understand howeddht types of VC/PE investors provide firms
with value enhancing services alongside capitati¢egar attention will be paid to both the demand

and supply perspectives on this issue.

A common characteristic of VC/PE financing is titais bundled with other value added services
(scouting, monitoring, coaching, signalling, andiabcapital addition). The different functions tha
VC/PE investors perform to the benefit of invedieais are likely to differ by type of investor, s&
these have different objectives and capabilitiesp@rforming their role in the invested firm.
Furthermore, the different characteristics of sgast/invested firms influence their need for value-
adding services. Two further key but neglected disitns concern the role of domestic versus
international VC investors and the role of lead and-lead syndicate members. These questions are
examined in this WP from the point of view of bdtie invested company and the VC investor
across a number of European countries. The WPgsnised in 3 tasks. Tasks 3.1 and 3.2 analyse
the value-added from the perspective of the ingesten while task 3.3 will complement the

analysis by taking the investor perspective.

Task 3.1 compares the mechanisms that differentP#ZCGhvestors use to provide non-financial
value-added services, the impact these have ofoporfirms, and unexpected negative effects of
VC/PE involvement. The data are collected throughraey administered to a subsample of invested
firms (drawn from the dataset of VC/PE backed fitagt by WP 10).

12
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Task 3.2 studies the role of domestic versus iatenal VC/PE investors and the role of lead and
non-lead syndicate members. The data come frorditb® database, the questionnaire developed in
task 3.1.

We summarize the results obtained by the two tasitse remainder of the Section.

Value added by VC

This task compares the post-investment value-addédities performed by governmental venture
capital (GVC) and independent venture capital (I¥&)their portfolio companies, and controls for
the selection effect which the different investmerfiles of these investors might have on the form
of value added. The study uses a unique data setlban a survey addressed to venture capital —
backed new technology-based firms from seven Eawopmuntries. The study focused on the
importance of the contribution by the first leadastor in a variety of activity areas, as assebsed
the investee companies. The study also pays aitemti potential adverse effects of the post-
investment engagement of the investors on the firm.

Using a composite indicator of the extent of vaadaition, we find no statistically significant
difference between two types of investors. Howetlez,type of value added differs across investor
type and, in particular, IVC’s contribution provesbe significantly higher than GVC’s in a number
of areas, including the development of the busindss, professionalization, identifying board
members and exit orientation.

The contribution of the paper to the extant redediterature is a focus on two important, specific
types of venture capital which potentially have @lddifferent investment motivation, preferences,
human capital and investment horizons. A secondriboion concerns an exploration of the
adverse effects which the involvement of ventuigtedists in their investee firms might bring about
The study therefore paid attention to whether thie investor types differed in their investment
profiles in order to be able to control for the guatal selection effect. The investors differedain
number of respects and these findings were usedrdasols in further analysis.

The value-adding activities were analysed in a am@te and multivariate context using the variables
indicating portfolio selection. In a multivariat®rdext most differences between the two investor
types, first observed in a univariate context, wes@forced. The independent venture capitalists
were more important in professionalisation, agegitsuch as changing the management team and
finding board members as well as in exit orientatfbnding acquirers for trade sale). In addition,
independent venture capitalists were more importanaccelerating the growth of the firms and
offering credibility to other investors. Even théuthe overall value-adding behaviour of the two

investor types did not differ — using a composiglicator for value-adding activities - at a
13
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statistically significant level, we may judge thatlependent investors performed better in a number
of activities and in those that were of importafcethe business activities of the firm. We thus
found, at least, partial support for our hypothesie, namely, that on average the importance of the
value-adding contributions of the government vemtggapitalists was smaller than that of the
independent venture capitalists. We also got pastipport to our second hypothesis, namely, that
the profiles of the value added activities of the investor types differed.

It was assumed that the activities of the lead staremight have caused friction and adverse effects
in the company. However, the study showed thatiadlyesuch effects were regarded as minor. There
was also little difference between the two invesypes in terms of these adverse effects, with the
exception that interaction between the investor tedinvestee suffered from less adverse effects
when a government VC was the lead (and often thy) amvestor. Though it may be difficult to
interpret the findings concerning the adverse éffesince our measure concerning involvement
entailed a judgment of its importance — our findipgovide some support for assuming that active
involvement can lead to frictions in the relatidretween the investor and the management of the
investee firm.

The fact that we did not obtain larger differenbetween the two investor types in their value-
adding contributions may be related to the fairhall size of the sample and the heterogeneity®f th
data. The data analysed were from six countries taadnature and behaviour patterns of, e.g.,
government venture capitalists, may differ from @oentry to another. There seems to be a great
deal of intra-investor type of heterogeneity. Wieettt is related to the multiple- country context o
whether it is independent of it is not known. Nekeless, one of the findings of this study is that
government venture capitalists, in particular, emice a fairly modest role in their value-adding
behaviour.

Our findings are in broad agreement with previdodihgs in supporting the view that government
venture capitalists provided less value-added éo fortfolio firms(e.g., Knockaert et al., 2006 and
Knockaert and Vanacker, 2010)The role of the independent venture capitalists in
professionalisation is also in agreement with magwious studies (e.g., Ehrlich et al., 1994; Maula
et al., 2005). Some of the authors cited in theirmegg of this paper regarded different investor
types to be complementary since they added valudleeio portfolio companies in a complementary
way (e.g., Maula et al., 2005). Our study could pralvide evidence of complementarity because we
could not study the complementarity of the behaviouventure capitalists in one and the same
syndicate, the analysed survey data being focuseithe lead investors. Furthermore, most of the

firms which were in our data did not have syndisat@nd we were thus able to study only the
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influence of the lead (or only) investor. Thus, ffexformance differences between the two studied
investor types do not convey to us any informatbwhether another investor filled in the roles and
functions that were assessed to be less importaheibehaviour of the lead investor.

On the basis of our findings we may raise the gorestf what might be the most appropriate role for
GVC. In the direct investments these seem to perfonly in a modest way in providing value-
adding support to the portfolio firm management. Way question whether they might be more
appropriate in a role as a fund of funds. Howewar,need more information of their potentially
complementary roles within syndicates before we drayv more definite conclusions on the matter.
Larger and more robust datasets would also allownfare direct comparisons of the performance of
particular investor types in different national texis.

Internationalization

This task studied how cross-border venture capitastors as opposed to domestic venture capital
investors influence the development of their pdidfacompanies. For this purpose, we use a
longitudinal research design and track sales fitoenyear of initial venture capital investment up to
seven years after this investment in 692 Europeachnblogy-based companies. Findings
demonstrate how companies backed by cross-boragureecapital investors initially exhibit lower
growth in sales, employees or assets comparedmpamies backed by domestic investors. After a
couple of years, however, companies backed by droster investors exhibit higher growth
compared to companies backed by domestic invedtarally, companies that raise finance from a
syndicate comprising both domestic and cross-bomdeestors develop into the biggest sales
generators. Overall, this study provides a moréuted understanding of the role played by venture
capital investors as their portfolio companies diggveand thereby require different resources or
capabilities over time.

Our findings suggest that proximity and knowled@i¢he local institutional and legal environmental
are important for venture capital investors inuggtin early phases of company development.
Domestic venture capital investors are better gupdpthan cross-border investors to overcome
information asymmetries and to provide the resaunedevant in the early development phase.
Refining the opportunity and building the early cece base is important in this phase, and
domestic venture capital investors are better gopdpto provide support in these matters. Cross-
border investors, on the other hand, have a bkttewledge of external markets and are able to
provide legitimacy to the entrepreneurial firm intarnational markets. These resources are
especially beneficial for more developed firms. @uodings hence provide further support for the

view that external parties may provide importarsiorgces to support the growth of entrepreneurial
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companies, but not all parties provide the sameuregs. Portfolio companies exhibit strongest
growth when combining local knowledge and suppomvjgled by domestic investors with
international knowledge and legitimization provideg cross-border investors. We hence provide
further evidence of the positive value attachedh®s complimentary resources that investors may
bring to a heterogeneous venture capital syndi€daeet al. 2010).

The finding that companies backed by heterogensgodicates comprised of both domestic and
cross-border investors outperform all other typesyadicates is interesting. It shows that bothes/p
of partners play a complementary role from an esthge onwards. While the internationalization
resources provided by cross-border investors canstgarly company growth when no domestic
investors are present, these resources enhanceaongngrowth when complemented by those
provided by domestic investors. This might refletttat portfolio companies implement
internationalization routines in an early developtghase, which may be further exploited in a later
stage when internationalization becomes import&hts is consistent with the imprinting view,
suggesting that early routines have a long-lastifigct on company development. Combining the
complementary resources of domestic and cross-bamglestors is hence relevant from an initial
development stage.

Our study is important, as few studies have disgia the effects of domestic and cross-border
venture capital investors on their portfolio comieanMost studies on the effects of venture capital
have studied performance at the venture capitad &@r fund level, focusing on portfolio company
exit and/or survival, or focusing on post-IPO periance (limiting these studies to the most
successful portfolio companies). Our study, in castt is one of the first to focus on the
development of the portfolio company. This is intpat for entrepreneurs, as the goals of investors
and entrepreneurs are not always aligned. Undelisigrhow portfolio companies develop after
having received venture capital, and how differgpes of investors contribute differently to firm

development, is hence relevant.

Value added: the perspective of VC investors

While the academic literature identifies the namficial value-added of post-investment venture
capital, it fails to point out that this value-addeften starts well before the investment. Thithes
main results of the two first case studies we aesenting in the following pages. Owing to their
market and product analysis, and to their experigs provide knowledge to the founders from
their first encounter. As the due diligence advandhe investors and the start-up can alter the

business model and business plan.
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The first case study shows that the VCs’ contrdnutof knowledge is considerable when the in-
depth due diligence is carried out and the VCsparéicularly interested in the start-up. Of course
the VCs do not produce knowledge without an ultemotive. They have two reasons for doing so.
First, to ensure that the business model and besipkn are the best possible, to lead the firm to
success. For this purpose, the VCs mobilize thetiwvarks and expertise to test the start-up’s prbduc
with future customers and to identify the likelytfalls that it could encounter. Second, this
knowledge enables the investors to verify the @néneeurs’ wish to work hand-in-hand with the
VCs and to be receptive to their advice and comsent

The second case study confirms this pre-investmm@tof VCs. Unlike the first case where the VC
does not invest in the company, in this second tase/C takes a stake in the start-up. Regarding
this case, we would also like to point out that lehmost studies have focused on the post-deal
activities of VCs, their intervention can begin istfore the point at which they invest in a stgt-
The VC played a part in the emergence of the fllgnmaking its investment conditional on three
requirements that significantly redefine the humt@ehnological and social resources of the new
venture at start-up. The second case reveals ttwvement of the VCs, in what is generally
considered as the most personal and essentiaitaciithe entrepreneur: opportunity recognition.
The two detailed case studies have shown the impoet of VC value added during the due
diligence period (whether it leads to the ventuapit@l firm funding the start-up or not). In theaw
last cases, White Bear Yard (WYB) and Le Camping,aim to show that new start-up funding
models are emerging, often supported by successttl entrepreneurs. We have looked at two of
these models, two business accelerators: theidifsased in London and the second in Paris. Both
are meant to shed light on the issue of the vatigea of VC investors for the firms in which they
have invested.

But business accelerators like WBY are also diffefeom incubators in that they are often funded
by venture capitalists who wish to fund projectshwa strong potential. Creating a business
accelerator allows them to monitor and influenae dievelopment of enterprise projects, which are
then from the start formatted to meet their requents. In other words, accelerators generally take
in projects and companies that very quickly targetational or global market. These companies
generally belong to the same domain: software, Va&® digital technologies. The accelerator offers
them the same services as an incubator, but irtiaddo this the managers of the accelerator are
strongly involved in the development of these prtgein which they also often hold shares.

17



VICO — GA 217485 Final Report

The double selection process of investors and inted companies

The matching between the demand for- and the sufpl§C financing is a complex phenomenon
which deserves a specific analysis carried oubig WP. The financing of a firm by a VC investor
occurs when two events take place jointly: the fgeeks VC financing and an investor agrees in
financing the firm. While the latter selection pess is thoughtfully analysed in the literature the
former is largely unexplored.

This WP will analyse both the willingness of firamsobtaining VC financing and the criteria used by
different VC investors in selecting an investmeppartunity.

VC financing may be considered as a multi-stage rantti-actor process. A considerable share of
entrepreneurial ventures does not actively seeKW@ing nor is interested in becoming backed by a
VC. While our research findings point to the finesi@nd non-financial benefits that VC brings to
entrepreneurial ventures, the following questiaees. Why are these ventures not keen on receiving
VC funding? Though there is a vast literature alibet selection process from the perspective of
VCs, only a handful of studies analyze the decsiorade by entrepreneurial ventures of entering
“the VC markeét

This decision depends positively on the (perceivgdddness of the firms’ business ideas and
negatively on the resources firms have for reajjzimese ideas. Firms characterized by potentially
profitable business ideas but lacking internal veses (e.g. financing, managerial expertise, a good
network of contacts) represent the ideal targetMGrinvestors. This is what we label as the “frog
kissing” side of the matching process between V@ @mwestment candidates: other things being
equal, VCs prefer a frog which can be turned intpriace by providing it with the resources
necessary to develop the firm’s business ideaerdktan an (expensive) prince himself.

We analyzed both the determinants of the decisyo202 Italian high-tech entrepreneurial ventures
to enter the VC market, and the subsequent setebifathe VC investors. Our empirical test-bed,
Italy, is a rather adverse environment for VC amasta particularly interesting setting for thisdin

of study.

We found that search costs negatively influencdikatihood of a high-tech entrepreneurial venture
being on the VC market. Firms located in geogragdreceas where there is a dearth of VC abstain
from looking for external capital. The opposited®true for firms created by entrepreneurs, who are
a typical target for VC investors (e.g. individualsth economic and managerial educations).
Moreover the availability of other sources of ficang (e.g. debt, personal finance) has a negative
effect on the likelihood of firms looking for VC.
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These findings are in line with the view that epteneurs will be discouraged from looking for VC
if they expect that obtaining VC is difficult ortifiey have sufficient alternative funding. The pwli
implications are obvious. A larger and more conetiVC industry encourages entrepreneurs to

look for VC and to adopt a business model baseadigimer growth ambitions.

Patterns of integration of the European VC sector ad internationalisation of VC

investors

The objective of this WP was to understand crogsgdyoprivate equity flows of VC/PE investors,
which have increased substantially in recent yedesks 7.2. and 7.3, that aim at explaining

internationalisation strategies on the level ofitttdvidual VC/PE investor, have been performed.

International human capital and international network relationships

There is limited understanding of the drivers afgte equity (PE) firm internationalization, witleP
firms defined as financial intermediaries that suppoth early stage ventures (classic venture
capital) and later stage companies with growth @n@structuring opportunities (Gupta & Sapienza,
1992; Wright & Robbie, 1998). PE firms generateumetacross borders through the selection,
guidance and exit of these investments which regqujoal alignment, management of information
asymmetries and adequate value adding. Thesetediare however highly determined by spatial
bias (Sorenson & Stuart, 2001) which raises thestippre how PE firms overcome the complexity of
investing in geographically and institutionally t@dist regions.
Increasing globalization is one of the most impartdevelopments in the professional service
industry. Over the last thirty years, professiogelvice firms have benefited from the possibilitiés
foreign activities for growth and diversificatio@g@ntractor, Kundu & Hsu, 2003; Hitt, Uhlenbruck
& Shimizu, 2006). International activities are howe associated with a steep increase of
information asymmetries (Filatotchev & Wright, 2Q011These are particularly pronounced in
professional services, due to the knowledge-intgradi these activities and the inherent difficudtie
for customers to verify the quality of the servimsante and to monitor them ex-post (Sanchez-
Peinado & Pla-Barber, 2006; von Nordenflycht, 201Dgspite these adverse circumstances, our
knowledge of how professional service firms dealhwinformation asymmetries in cross-border
activities is still limited. Venture capital (VC)irfins’ cross-border investment activities are an
interesting example of professional service firmstent global development. VC firms’ value
creating activities reside to a large extent inrtladility to address information asymmetries and
agency issues. The latter are heavily influencetbbgl market conditions and practices (Filatotchev
& Wright, 2011).
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A central theme in international business resedschthe importance of foreign knowledge
accumulation that helps firms to deal with inteimadlization uncertainties (Yli-Renko, Autio &
Tontti, 2002). In this work package, we investigatev foreign knowledge accumulation influences
cross-border activities under conditions of largdoimation asymmetries that characterize
internationalization of professional service firmand VC firms in particular. Early
internationalization theorists recognized the imgoce of internal knowledge development
(Johanson & Vahlne, 1977). Subsequent findings fn@wr venture internationalization studies (e.g.
Oviatt & McDougall, 1994) showed that relevant igre market knowledge may originate from
outside the focal firm as well (e.g. Autio, 2005hdnson & Vahine, 2009). We therefore focus on
both internal and external sources of foreign kmmgk accumulation in this study: firm-level
experiential knowledge acquired through previousitm investments, inherited knowledge through
the prior foreign work experience of its managemamd external knowledge through its foreign
network partners.

A unique hand-collected international dataset caimlisurvey and archival data from 110 VC firms
in five European countries is used as empiricdlrggetA broad definition of VC is used, including
not only seed and start-up capital but also lateges deals such as buy-outs (Wright & Robbie,
1998). Our results stress the positive effect oéiph knowledge accumulation on the international
investment behavior of VC firms. Experiential knedtje has a large effect on international
investment activity both in terms of the likeliho@hd the extent of international investments.
Inherited knowledge through previous internatioaetivities of its managers is important as well,
particularly for the likelihood of being internatial. Our results on external knowledge accumulation
point to the importance of the foreign network stane and particularly to the differences between
the number of international partners (network raragel the intensity of the cooperation with these
partners. While the range of the international ekwdoes not have a significant effect on the
likelihood of being international, the intensity edoperation negatively affects it. International V
firms with intense foreign network relationshipse amore likely to become domestic. Finally,
external knowledge accumulation does not affecettient of international activities.

Our study makes several contributions. This pamgka@aces our understanding of international
professional services. As internationalization ssaxiated with a steep increase of information
asymmetries and agency problems, it is interestingtudy the effects of foreign knowledge
accumulation in a setting where these issues atieydarly pronounced (Shertler & Tykvova, 2011).
In addition, our results increase our knowledgehmninternational development of VC firms. While

previous research has mainly focused on the eftddtformation asymmetries on the behavior and
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outcome of VC firms outside their home country (€gemmanur, Hull & Krishnan, 2010; Devigne,
Vanacker, Manigart & Paeleman, forthcoming), thepgr focuses on the effects of information

asymmetries and agency risks on the internaticaiadia pattern of VC firms.

Cross-border venture capital flows and local ties:

Using a unique global dataset from developed casjtthis paper provides evidence that not only
traditional determinants of international capitaws affect cross-border venture capital flows, but
that ties among local venture capital investorsrel@ed to size and style of these flows. Ourltssu
on size indicate that both number and value ofsshusder flows between two countries increase
with tie intensities within the local venture capitndustries in both countries. Our results oresty
suggest that strong local ties go hand in hand witiie intensive ties to foreign investors. Thus,
rather than protecting the local market and fendifigrompetition from foreign investors, local tie
intensity seems to stimulate international synibcatand expansion of venture capital financing
across borders, which allows venture capital irussto build geographically diversified portfolios
and to add value by building cross-border syndgcaidese effects seem to be stronger for those
foreign investors who already have experienceenpiduticular destination country.

We have formulated three hypotheses on the rektiprbetween local ties and cross-border venture
capital flows. Our market protection hypothesidestahat strong ties among local venture capital
investors may constitute a barrier to the entrjoogign investors. Therefore, strong local tieshe
destination country should discourage cross-bonalows. Our collusion hypothesis states that
strong local ties may affect how foreign investpasticipate in local deals. More specifically, sigo
local ties may only hinder foreign investors’ direxcess to local deals (i.e., reduce stand-alone
cross-border inflows) but they may allow for a sgation of local and foreign investors, which
facilitates geographical diversification and dedwf generation. Finally, our value-adding
hypothesis states that stronger local ties go Ivahdnd with higher syndicated cross-border inflows
because cross-border venture capital syndicatesliducomplementary skills, which may be
particularly valuable to portfolio companies plamgpian expansion into foreign markets.

Our results can be summarized as follows: totatsstworder inflows increase with strengthening
local tie intensity. This result also holds when eamtrol for potential endogeneity of the local tie
measure. While stand-alone cross-border deals @itben encouraged nor discouraged through
strong local ties in the destination country, desisdicated among local and foreign investors are
strongly positively related to the tie intensitytire destination country. Moreover, the likelihaxfch
foreign investor syndicating with a local invesiocreases with higher local tie intensity. These

effects are less pronounced for those foreign tavesvho invest in the particular country for the
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first time. This result indicates that for theseastors, it more costly to join local networks tHan
investors who have already invested in this coumiye past and have established contacts to local
investors. Thus, rather than protecting the locatkat and fending off competition from foreign
investors, local tie intensity seems to stimuldte expansion of venture capital finance across
borders, allowing venture capital investors to ¢hgkographically diversified portfolios and to deea
additional value through cross-border syndicates.

One potential caveat with our analysis is thataumtry-wide measure of local ties may not capture
the relevant market segment for competition. Tlasoa is that we demarcate all local investors in a
given country as potential network partners. Thebfam with such demarcation is that in small
countries, all local venture capital investors npmgentially form one network, whereas in large
countries, there would be no single national netwout rather several regional networks. For
example, as Hochberg et al. (2010) have documeimtdde United States, the relevant demarcation
area is not the whole country, but there are raskgeral regional venture capital networks. Future
research should address the issue of how to igahise within-country networks and whether it is
possible to adequately combine information on theidiein country networks into one measure per

country.

The characteristics VC investors and invested firmsnd the choice of exit mechanisms

In this WP we analysed how strategic choices maudié portfolio firm will add to our insights on
exit possibilities, taking the moderating role bé&tcharacteristics of the VC investor into account.
The project offers a unique sample of firms to gsalthe aforementioned question. The database
(developed in WP10) of VC-backed companies anated| the VC investors who are involved in
these companies are the perfect sample framertdrsia.

In recent years, several studies have shown thatstvap financing is frequently used by
entrepreneurs to start their companies. Previogsareh has revealed that some bootstrapping
strategies affect the growth and performance at-gzs. In this study we analyse the impact that
using bootstrapping financing has on the exit efdbmpanies and their type of exit.

We use a unique database of 170 companies fromm seuentries in Europe (Belgium, Finland,
France, Italy, Spain, UK and Germany). Our guess that when entrepreneurs use bootstrapping
strategies to develop their technology and test rtteeket, to increase the valuation of their
companies and ultimately, to negotiate a bettedifugn deal with investors. Additionally, we
expected that in the process, entrepreneurs have tmee to find the right investor for the company,
who would be able to take them through an exit aschn IPO, MBO or acquisition.

22



VICO — GA 217485 Final Report

The results of the study confirmed some of ouriprielary hypotheses. First, we found that there is a
statistically significant difference between theatation timing of the companies that went through
an exit and the companies that did not exited. iipaity, we found that companies that bootstrap
for a longer period of time and negotiate with istees later are more likely to go through an exit.
While IPOs and MBOs have been shown to be posytigelrelated to the time of bootstrapping
(hypotheses 1a and 1b are tested), acquisitionsalidseem to be significantly affected by the
bootstrapping strategies (hypothesis 1c not tested)the contrary, we found that the earlier the
companies negotiate with investors, the more likegy companies have failed and thus write-off
(hypothesis 2 is tested).

This study contributes to two academic areas: titaéegjic entrepreneurship on the one hand and the
entrepreneurial finance, including the entrepreia¢exit on the other hand. Within the literaturfe o
entrepreneurial finance, it specifically contribgitéo the bootstrapping literature. This area of
research is attracting a growing attention for twain reasons. First, recent studies have proved tha
some bootstrapping strategies affect the performama growth of the companies. And second
because every time more companies are using bamopetig as a strategy to reduce the risk and
increase the valuation of their company. As we st this study, 66% of the companies in the
sample have bootstrapped for at least two yearditiddally, this paper contributes to the liter&tur
on entrepreneurial exits. The results can helpepreneurs to strategically decide whether they want
to raise external capital at the founding time om, the contrary, they want to postpone the
negotiation timing with investors.

The results of this research have several limitgtid-irst, we did not control for the sector angety

of company. We are aware that bootstrapping dewsand process differ from one sector to each
other as well as from one country to each otheralhthe companies in the sample are VC-backed
companies, we assume that all of them have cedlizginee of technology risk attached to the deals.
Second, we have not been able to differentiate dmtwsuccessful and unsuccessful exits due the
lack of reliable data on the amount invested arduhlue of the company at the exit. Based on
Brander, Amit and Antweiler (2002) we have considewrite-off as the only unsuccessful exit.
Further research is needed to determine whethetstoapoping determines the success of the
company at the exit. Further research is also rmkeadeidentify what bootstrapping strategies
contribute the most to find the right investor aniimately to take the company through a profitable

exit.
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Seed and pre-seed public policy schemes attractingC/PE investors in innovative
entrepreneurial ventures

During the period, WP9 was dedicated to the amnalyseed and pre-seed policies in two countries:
France and the UK.

The study inFrance indicated an important shift in the French VC pgli&Vhile French policy
makers used to focus on large companies, sincesdhend half of the 1990s the emphasis has
gravitated towards the promotion of high-tech gmeaeurial ventures and the emergence of a VC
industry. The latter is conceived as being insdgaritom the creation and development of high-tech
entrepreneurial ventures. There have been manyumesat support the creation of university spin-
offs and other technology-intensive firms. Theseehlaeen fairly successful and have promoted the
creation of a fair number (100-150) of new highhtéicms annually. However, in terms of the
promotion of a VC industry, the measures have bess successful. Especially private seed and
early stage investments have virtually disappearetoverall, a large part of VC investment in the
country is supported by public schemes. Public stppad, however, a positive impact in that
during the global crisis the French VC sector waptkafloat by the public funds. There is also a
paradox that VC investment in young and innovatixmes, the riskiest niche of venture funding, is
funded by individual citizens investing their saysnby means of tax incentives through mutual
funds, and by public funds.

The VC industry in th&JK is, and has always been, the biggest and mostsafaten Europe. It has
been more effective in finding money, funding swscstories and creating employment than other
VC industries in Europe. Surprisingly, one of theaim reasons for this relative success is
undoubtedly the early governmental support it nesxki Although very liberal, the UK government
has provided efficient support to VCs.

However, there remain problems in the policy mixir@nalysis shows that there is a need for the
UK government to have a clear strategy regardimgctimice of actors relevant to closing specific
kinds of equity gaps, and a need for specific atidw-up public schemes to support these actors. It
seems that one of the mistakes of the British gowent was to define a unique equity gap between
£200k and £2M. This is obviously not prudent, sitide gap can go as far as £5M or more for, e.g.,
biotech companies. Thus, regarding high-tech, abpitensive start-ups, there is a need for funds
able to support these firms in multiple rounds.sTtloes not appear to have been the case so far:
multiple schemes have been implemented, but sontkeof have not been cost-effective because
they lacked further rounds of public support (Unsity Challenge Funds, for example). A clear

strategy, based on quantitative assessment of wbald be efficient support depending on the
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nature of the start-up, could lead to the implemgorh of more relevant and more efficient schemes.
In addition, another uncertainty in government tsegg seems to lead to inefficiencies. When
designing a scheme like Regional Venture Capitaldsuone should be clear about the objectives of
such an investment, e.g., whether it needs to sieekle returns to investment or whether it should
be a social actor, privileging job creation as@i@) return to investment. Currently the aim & n
that clear, resulting in obvious loss in the effiety of the support provided. Furthermore, public
funds or mixed ones should be managed by skillelexperienced private investors, with a good

investment track record. This has not been the sagar, especially for the regional funds.

Potential impact and main dissemination activities

The dissemination effort was significant throughthg whole project, and particularly intense in its
last part. At the beginning of the project two fe@roups were organized to steer the project toward
the most relevant topics for practitioners and qohiakets. During the project the website,
newsletter, and policy briefs were used to contirsly update stakeholder about advancements.
Finally, two large scale dissemination events warganized at the end of the project involving
practitioners, academics and policymakers.

Focus groups

Two Focus Group meetings were organized to steeptbject, the first on 1 October, 2008 and the
second on 24 September, 2009. Both meetings cadldogether venture capitalists, and to a lesser
degree, policy-makers from the countries partiégnqgain the project and from the EU Commission.
At the first Focus Group VICO patrticipants introédcthe project goals and presented findings from
previous work of relevance to the study objectivElse meeting was intended for a discussion of
central points of the planned research in ordebtain input for the further formulation of the dyu
questions and the modification of the methods. Mieeting succeeded very well in fulfilling these
tasks. After the meeting, a short evaluative qoastire was sent to the participants with a major
motivation to improve the meeting format for thexneeeting. The average overall rating of the
meeting was quite positive 4 with a scale of 1-Wwés the highest score).

The second Focus Group was organised to updats foup members on the progress of the VICO
research; discuss first findings from different Wwgackages; and to discuss future direction of data
collection and research. The presentations, aparticular, the preliminary findings from the VICO
project prompted very lively discussion from thetjggpants. One of the items discussed was related

to the strategies for obtaining higher responsesrat the survey to the venture capitalists, sodvet
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carried out in WP3. The project obtained adviceceoming various strategies to prompt higher
response rates.

VICO project has so far produced four Policy Brjeds required every six month. The first Policy
Brief concentrated on the strategic impact of tr@gget on the various stakeholders, practitioners i
VC activities, entrepreneurs, and policy makerse $hcond Policy Brief reported on the very first
findings of the VICO database on venture capitakgtments, the third Policy Brief reported on a
study on the geographical patterns of venture ahpivesting, and the fourth how heterogeneity
among Venture Capital (VC) investors in Europee@f on the performance of investee companies,

by focusing on two complementary dimensions of Brperformance: investments and productivity.

VICO Website

The VICO website is online since the summer 2008 was moved to its current and definitive

address in October 200@/w.vicoproject.ord. The website is divided in the five subsections:

* Home: basic description of the project and link#h® European Commission

Project description: a brief description of projeabjectives and methodology

Participants: the list of all project participants

Dissemination: description of the activities cadraut by the project

Contact: email addresses of contact persons

Newsletter

Since October 2009 VICO ahs delivered regular nettess to more than 8,000 academics,
practitioners and policymakers throughout Europewsletters reported the main findings of the

project and promoted dissemination events.

Policy brief

The VICO project produced a final policy brief whisummarized policy lessons learned from
VICO findings. The brief ended up with a numberefommendations, summarized below:

The recommendations, first, emphasized a systerie &nd targeting framework conditions for the
emergence of the VC industry. Furthermore, it ndftest a failure to recognize the need for
coordinated policies is an important determinanthef modest success of previous policy initiatives

in Europe. At the macro level, the project recomdsen
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shaping the educational system and European culiufavour of an entrepreneurial risk-
taking and innovation prone attitude;

the creation of a VC-friendly tax and regulatorwieonment, e.g. elimination of double
taxation and registration problems, to encourages:zborder VC investments and to reduce
national and local fragmentation of the Europeaninvflistry;

encouraging serial entrepreneurship through measuieh as changes in bankruptcy laws;
the creation of liquid markets (IPO and trade sadgkets) which facilitate exit strategies for
VC investments. For example, schemes providingnitiees to individuals investing in firms
not listed on the official stock exchanges wouldrégase supply and demand in second tier
markets. In this regard, incentives to businesselanghould also be implemented in a

harmonized way.

There are also several micro-level measures recomiate such as:

provision of selected subsidies on a competitiv@se entrepreneurial firms to improve the
pool of entrepreneurial ventures with high-leveirtain capital and high aspirations;
promotion of support services (like business intobservices) by experienced actors;
provision of tax-based incentives and co-investnsehemes to stimulate private VC firms to
invest in young and small high-tech firms, espégial the seed stage;

measures favouring the entry of VC firms manageeéxperienced managers through public
funds of funds;

provision of governmental VC funding only througlo-iavestment schemes with
experienced private VCs which take the lead, midlee screening and selection of the
investee firms and provide value-adding servicabéanvestee firms;

focussing government VC funding on the seed and-gpaphases with the objective of
attracting private VC investors in subsequent raynd

avoiding regional focus in government VC initiagsveecause it is too narrow a basis for high
quality deal flow and operating at the national/an&uropean level;

in governmental VC funding, not expecting returpsisietric with those of private VCs.

The policy brief has been widely distributed both the national stakeholders of the partners

(relevant officials in Ministries, the national tere capital associations and its members, business

angel associations, participants in the nationsdudision on high-growth ventures, and researchers)

and to European-level policy makers. At the Europ&avel, aside from Commission officials,

members of the Economic and Financial Affairs Cotteei and individual venture capitalists as
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well as the EVCA have received the report. Parthaxge given talks about the findings, i.a., Sophie
Manigart at EVCA Venture Capital Forum 17 - 18 (etn2011, and Massimo Colombo at the Bank
of Italy, 5 October 2011. In Finland the major natll economic newspaper, Kauppalehti, published
a front page article on the VICO findings on 19 @betr, 2011.

Dissemination meeting for policymakers

The meeting was held in Madrid on September 7-8 thié following program:

September 7

o 14:30 Opening speeclPolicy challenges in financing high growth companie a post crisis worldProf. Mike Wright (Imperial
College of London. UK)

o 15:00 First session: Policy challenges in the lighthe impact of VC during the economic crisis
Moderator: Prof. Massimo Colombo (Politecnico Dildfio. Italy )
Participants:

»  Mr. Vladimir Bilek (DG Economic and Financial Affa. European Commission)
»  Dott. Andrea Montanino (Dipartimento del Tesoronltero dell'Economia e delle Finanze. Italy)
»  Prof. Philippe Mustar (Ecole des Mines de ParianEe)

o 17:30 Second session: Internationalization andrrgation of the VC market
Moderator: Prof. Sophie Manigart (Vlerick Ghent Biess School. Belgium)
Participants:
Dr. Andrea Conte (Institute for Prospective Tecbgalal Studies, European Commission -Joint Resd2ecttre)
Mrs. Ulla Hudina (DG Enterprise and Industry Finiagcinnovation and SMEs, European Commission)
Mr. José Moncada (DG Internal Market, European Casion)
Dr. Tereza Tykvova (ZEW, Manheim. Germany)

Y VYVYY

o 19:30 End of day 1

September'8
o 9:00 Third session: Policy measures to improvecsiele and value added in Europe
Moderator: Prof. José Marti (Universidad Compluéeds Madrid. Spain)
Participants:
»  Prof. Fabio Bertoni (Politecnico Di Milano. Italy)
»  Mrs. Nuria Bosch Balada (Director of Baring Privdtquity Partners; Former Director of entrepreneipraind financing
programs at Catalonia Government. Spain)
»  Mr. Daniel Sdnchez (General Partner at Nauta Qagitzairman of the VC Committee, ASCRI; Member lo¢ tVC Platform,
EVCA. Spain)
»  Mr. Pertti Valtonen (Innovation Department, Divisiof Growth Ventures, Ministry of Employment an@ tBconomy. Finland)
o 11:30 Keynote speecfThe financial crisis, the banking system, and peatp for the growth of entrepreneurial firnf3rof. Robert

Carpenter (University of Maryland — Baltimore CourlySA)

o 12:30 Wrapping up: Dr. Terttu Luukkonen (Reseanastifute of the Finnish Economy. Finland) and PiMike Wright (Imperial
College of London. UK)

o 13:15 Addressing Major Societal Challenges through EUeResh and Innovation Funding/r. Dominik Sobczak (DG Research and
Innovation, European Commission)

0 1345 Closing speech: Mr. Enrique Goémez (Consdjaiegado. Empresa Nacional de Innovacién. Ministde Industria, Turismo y
Comercio. Spain)
Video recording of the is meeting available atfthiwing links:
http://a.eoi.es/13a
http://a.eoi.es/13b
http://a.eoi.es/139

28



VICO — GA 217485 Final Report

http://a.eoi.es/13g

Dissemination meeting for practitioners

The meeting was organized in two locations: Milawd &tresa between June 29 and July 1. The
program of the conference was the following

June 29

10:30-10:45 Welcome address
Giuliano Noci (Politecnico di Milano, Vice Rector)

10:45-13:00 Chair: Terttu Luukkonen (The Research InstitutéhefFinnish Economy)

Massimo G. Colombo (Politecnico di Milano): "Patteiof venture capital investment in Europe: Evigeftom
the VICO database”

Mike Wright (Nottingham University Business SchodKey challenges and open questions in venturétaap
research”

Gary Stewart (Venture Lab at Instituto de Empressifess School): “Start-up Europe: Reality or dag®"
Helmut Kraemer-Eis (European Investment Fund)n&hRcing for entrepreneurship: the EIF's approach”

14:15-16:15 Panel: Challenges of Venture Capital in Europe
Moderator: Emil Abirascid (Innov'azione)
"Heterogeneity of venture capital investors in BugoStrength or weakness?"
Participants: H-Farm, IAG, Innogest Capital, Higeel Grinderfonds Management GmbH
"Global finance and localized venture capital meske

June 30

9:00-10:30 Session 1: Parallel sessions
Parallel session 1.1 - Sala Gardeniavéstors’ entry and exit dynamics”
Chair: José Marti Pellén (Universidad Complutense de Madr
“The effect of private equity investor reputatiom econdary buyout and trade sale exits in Conttth&urope”
Authors:Sofie De Prijcker (Universiteit Gent), Mike Wrigfitiottingham University Business School)
DiscussantiYan Alperovych (HEC Management School — Universityiege)
“Completing the technology transfer process: THedRnd M&As of biotech spin-offs”
Authors:Michele Meoli (Universita degli Studi di Bergam&tefano Paleari (Universita degli Studi di Bergam
Silvio Vismara (Universita degli Studi di Bergamo)
Discussantfederico Munari (Universita di Bologna)
Parallel session 1.2 - Sala Meridiand/ith a little help from Uncle Sam: Public policydabusiness creatidn
Chair: Pertti Valtonen (Ministry of Employment atiee Economy, Finland)
“Public policy and business creation in the Unigtdtes”
Authors:Douglas Cumming (York University - Schulich SchobBusiness), Dan Li (University of Hong Kong
DiscussantDavid Devigne (Vlerick Leuven Gent Management Stho
“Government support for entrepreneurial financehin UK: From “market failures” to “thin markets™
Authors: Paul Nightingale (University of Sussex), CharlesdBn-Fuller (City), Gordon Murray (University ¢
Exeter), Marc Cowling (University of Exeter), Colviason (University of Strathclyde), Josh Siepeliférsity of
Sussex), Mike Hopkins (University of Sussex), JadTUniversity of Sussex), Charles Dannreutherigersity
of Leeds)
DiscussantAnnalisa Croce (Politecnico di Milano)

11:00-13:00 Session 2: Plenary session- - Sala Gardenia
“One size does not fit all: On the heterogeneiiywdéstors”
Chair: Gary Dushnitsky (London Business School)
“Business partnership and the commercialisationw#ntions”
Authors: Thomas Astebro (HEC School of Management Parig)Jo§ J. Serrano (University of Toronto and
NBER)
DiscussantTereza Tykvova (Zentrum fiir Europaische Wirtstdfafschung)
“Do Independent and Corporate Venture Capital 3t improve portfolio firms’ efficiency throughfigrent
channels?”
Authors: Fabio Bertoni (Politecnico di Milano), Massimo Golombo (Politecnico di Milano), Diego D'Adda
(Universita Politecnica delle Marche), Samuele hur{Politecnico di Milano)
DiscussantSilvio Vismara (Universita degli Studi di Bergamo)
“The effectiveness of private and public Ventui@p(al in supporting the investments of Europeanngphigh-
tech companies”
Authors: Fabio Bertoni (Politecnico di Milano), Annalisadée (Politecnico di Milano), Massimiliano Guerip
(Universita di Pisa)
DiscussantThomas Astebro (HEC School of Management Paris)

[e]

-
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15:30-17:30 Session 4: Parallel sessions
Parallel session 4.1 - Sala Gardef#anancing innovation”
Chair: Thomas Astebro (HEC School of Management Paris)
“Debt financing of high-growth startups: The vemrtdebt business model”
Authors: Timo Fischer (Technische Universitat Miinchen), t@aéle Rassenfosse (The University of Melbourrle)
DiscussantSofie De Prijcker (Universiteit Gent)
“Which form of venture capital is best-suited fonovation?”
Authors:Fabio Bertoni (Politecnico di Milano), Tereza Tyiaé (Zentrum fiir Europaische Wirtschaftsforschung)
Discussantfederico Tamagni (Scuola Superiore Sant’Anna)
“Does venture capital financing moderate the i@teship between sales and employment changes? adeeaf
the current global crisis”
Authors:Evila Piva (Politecnico di Milano), Cristina Rodsimastra (Politecnico di Milano)
DiscussantRamy Elitzur(The Rotman School of Management, University ofohbo)
Parallel session 4.2 - Sala Mediankinancial and non-financial value added by venteapital investors”
Chair: Paul Nightingale (University of Sussex)
“Cross-border venture capital and the developroépbrtfolio companies”
Authors: David Devigne (Vlerick Leuven Gent Management $thiofom Vanacker (Universiteit Gent), Sophie
Manigart (Vlerick Leuven Gent Management Schoailg, Paeleman (Universiteit Gent)
DiscussantDominique Torre (Université Nice Sophia Antipolis)
“Importance of the non-financial value added ofgmment and independent venture capitalists”
Authors: Terttu Luukkonen (The Research Institute of thenish Economy), Matthias Deschryvere (The
Research Institute of the Finnish Economy), Fabéstdhi (Politecnico di Milano), Tuomo Nikulainen H&
Research Institute of the Finnish Economy)
“Impact of venture capital funding on enterprisequctivity: the Italian case"
Authors: Anna Gervasoni (Universita Carlo Cattaneo), FracceBollazzi (Universita Carlo Cattaneo apd
Universita e-Campus)
DiscussantTommaso Minola (Universita degli Studi di Bergamo)

July 1
9:00-11:00 Session 5: Parallel sessions
Parallel session 5.1 - Sala Gardetfilands on” policy: The role of public venture capl"
Chair: Mariana Mazzucato (The Open University)
“Turning European new technology-based firms iigezelles”: the role of public (and private) vergwapital”
Authors:Luca Grilli (Politecnico di Milano), Samuele Munti (Politecnico di Milano)
DiscussantDan Li (University of Hong Kong)
“Assessing the impact of public venture capitalgpammes in the United Kingdom: Do regional chanastics
matter?”
Authors Federico Munari (Universita di Bologna), Laurasthi (Universita di Bologna)
DiscussantPaul Nightingale (University of Sussex)
“Venture capital-backing and public investor: Balgevidence”
Authors:Yan Alperovych (HEC Management School — University.iége), Georges Hiibner (HEC Management
School — University of Liége, Maastricht Universapd Gambit Financial Solutions), Fabrice Lobetiydrsité
Libre de Bruxelles)
DiscussantFabio Bertoni (Politecnico di Milano)
Parallel session 5.2 - Sala Meridiat@apital market imperfections and firms’ financiabnstraints"
Chair: Cristina Rossi Lamastra (Politecnico di Milano)
“The Interaction between financial and human resewslack and its effect on venture performanceidéhce
from European high-tech ventures”
Authors Ine Paeleman (Universiteit Gent), Tom Vanackeni{ersiteit Gent), David Devigne (Vlerick Leuven
Gent Management School)
DiscussantGaétan de Rassenfosse (The University of Melbgurne
“R&D financing of start-up firms: How much doesuftders' human capital matter?”
Authors: Yuji Honjo (Chuo University), Masatoshi Kato (Kwsei Gakuin University and Hitotsubaspi
University), Hiroyuki Okamuro (Hitotsubashi Univésg
Discussantitxaso del Palacio Aguirre (Imperial College Longlo
“Financial constraints and firm dynamics”
Authors: Giulio Bottazzi (Scuola Superiore Sant’Anna), Aleg8ecchi (Université Paris 1 Panthéon-Sorborjne,
Universita di Pisa and Scuola Superiore Sant’AnReglerico Tamagni (Scuola Superiore Sant’Anna)
DiscussantDiego D'Adda (Universita Politecnica delle Marche)
11:30-13:00 Session 6: Parallel sessions
Parallel session 6.1 - Sala Gardetii#/ould you like to dance with me? Matching procssskinvestors ang
firms"
Chair: Tereza Tykvova (Zentrum fiir Europaische Wirtscéfafschung)
“Selection of entrepreneurs in the venture capi@dlistry: An asymptotic analysis”
Authors: Ramy Elitzur (The Rotman School of Management, University ofohto), Arieh Gavious (Ben
Gurion University of the Negev)
DiscussantCristina Rossi Lamastra (Politecnico di Milano)
“Cherry picking or frog kissing? The matching pess between venture capital and high-tech entreprieth
ventures”
Authors:Fabio Bertoni (Politecnico di Milano), Diego D'AaldUniversita Politecnica delle Marche), Luca Grf{ll
(Politecnico di Milano)
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Parallel session 6.2 - Sala Meridiaflduman capital and financing"
Chair: Federico Munari (Universita di Bologna)

“Optimal syndication choices in venture capitaveéatment: Understanding the role of skills and &ind
providers”
Authors: Dominique Dufour (Université Nice Sophia Antipgli€ric Nasica (Université Nice Sophia Antipolis
Dominique Torre (Université Nice Sophia Antipolis)

DiscussantTom Vanacker (Universiteit Gent)

“Pecking order theory extension and the role ahln capital in new technology based firms. Eviddnom the
Kauffman Firm Survey”

Authors: Lucio Cassia (Universita degli Studi di Bergam@pmmaso Minola (Universita degli Studi di

Bergamo),
DiscussantTerttu Luukkonen (The Research Institute of thrish Economy)
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Contact details

Scientific coordinator: Massimo G. Colomhbuodssimo.colombo@ polimi)it

Scientific manager: Fabio Bertorfabio.bertoni@polimi.ix

Dissemination manager: Terttu Luukkonégrifu.luukkonen@etla)fi
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