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Abstract

Capturing innovation is not only a competitive advantage, but also a necessity for corpora-
tions around the world. In the past, innovative endeavors were pursued by research and de-
velopment (R&D) departments. However, the gleaming days of R&D of being the innova-
tion center of a company are fading. Nowadays innovation takes place all over the world and

usually can be found within privately held startups.

For incumbents to spot innovation outside their corporation’s fence, corporate venture cap-
ital (CVC) is gaining importance as an effective investment method. Formerly, corporations
that used CVC as a vehicle to innovation were exclusively based in the United States. How-
ever, every year the number of European and Asian companies investing into young entre-

preneurs in different countries in the world is raising rapidly.

This raises the question of how corporations, that are from culturally distinct countries, con-
duct corporate venture capital programs, what are the significant alterations in corporate
venture capital and what are the similarities in terms of unit organization and investment
activity. Through a survey of 34 corporate venture units from Asia, Europe and North Amer-
ica, those questions will be answered.

This thesis contributes to the discourse on corporate venture capital by providing a better

understanding how this investment method is used in different countries in the world.

Keywords: corporate venture capital, independent venture capital, corporate venturing, ex-

ternal corporate venturing, internal corporate venturing
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1 Introduction

Digital Darwinism affects virtually most of today’s corporations regardless of their size, location
and industry. This phenomenon describes the difficulty for companies to adapt to changing cus-
tomer behavior due to the fast-evolving technology and society (Solis, 2014). The challenge for
companies to be constantly innovative and to adjust can be reflected, inter alia, in their decreasing
lifespan. In 1958 US companies in the S&P index had an average life expectancy of 61 years. This
number fell in 1980 to 25 years and in 2011 decreased further to 18 years based on 7 year rolling
averages (Foster, 2012).

One reason companies struggle with innovation is the way they conduct their business. Foster and
Kaplan explain that a firm’s management, which bases their leadership on continuity, is unable to
keep pace with the market’s speed, its standards and fails to create value (Foster & Kaplan, 2001).
Another rationale behind the innovation obstacle is that corporations, which put a narrow focus on
product improvement, run the risk of creating products that are too expensive and too developed
for the actual customer need. This gradual innovation leaves space for disruptive innovation to
enter the lower tier of the market (Christensen, n.d.).

The innovation paradox can be a further hindrance for companies to stay in the market. This phe-
nomenon occurs because companies’ processes and structures, which help them to excel success-
fully and long lastingly in their daily operation, omit the development of breakthrough innovation
(Davila & Epstein, 2014). A generation ago Drucker reasoned that employees are too much en-
gaged in the current business and thus cannot work on new future products (Drucker, 1974). Garvin
and Levesque recapped it in the following way: it is indispensable for companies to act more and
more Janus-like, which means one focus should remain on the current and the other on the new
developing business (Garvin & Levesque, 2006).

Incumbents can avoid those pitfalls by pursuing innovation in a dedicated unit, which is separated
from the daily routine (Christensen & Raynor & Mc Donald, 2015). In the past, the R&D depart-
ment was solely responsible for keeping the innovation wheel spinning. Nowadays the company
can access innovation through diverse ways for example through equity investment in form of
corporate venture capital (Chesbrough, 2003). The possibility for a company to dedicate a special

fund, managed by their own corporate venture capital unit, is a valuable option to complement



R&D. A corporate venture branch acts more agile and to some extent at lower costs than a typical
R&D department (Lerner, 2013).

Corporations invest increasingly into external R&D by means of corporate venture capital (CVC),
seeking to reignite internal innovation, derived from outside of the corporations ‘fences. This in-
vestment method is a crucial weapon for corporations regarding innovation. In 2009, around 20 %
of the Fortune 500 companies have established a CVVC program (Dushnitsky, 2011).

According to a report from Boston Consulting Group more than half of the 30 biggest companies
in the technological, pharmaceutical and telecommunication industries have CVC units deployed.
Many managers view this form of external investment as a necessary tool to enter innovation
(Bielesch & Brigl & Khanna & Roos & Schmieg, 2012). By 2016, around 1,500 corporate venture
capital units existed worldwide. From 2011 to 2015, the number of active CVC units rose from
448 programs per year to 801. That constitutes an increase of 79 percent in 4 years. Even though
innovation is prevalent all over the globe, most CVC activities take place in the Anglo-American
market.

In 2015, North America registered the highest number of CVC deals, followed by Asia and Europe.
In 2011 698 deals have been taken place globally, which rose to 1,790 deals in 2015. (Lewis &
Carlson & York & Clark, 2016).

Figure 1 depicts the increase in new established global corporate venture units. In 2011, 23 new
CVC divisions from around the world conducted their first corporate investment deal. Five years
later, in 2015 the number of recently established programs almost quadrupled to 85, which consti-

tutes a significant rise of 96.3 %.
Figure 1 Number of new global corporate venture capital units by year of their first investment
2010-2015
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1.1 Statement of the Problem

While corporate venture capital received notable attention in the last two decades, not many studies
examined the state of corporate venture capital around the globe. Most research projects were
based on either quantitative analysis of deals or case studies (Battistini & Hacklin & Baschera,
2013).

Furthermore, to date most of the important literature focuses on the Anglo-American market (We-
ber & Weber, 2005; lvanov & Xie, 2010). Ivanov and Xie (2010) noted in their research outlook
section that the literature still lacks examinations of CVVC units around the world. They suggested
it would be interesting to study programs in other countries, outside the USA and UK, to see
whether there were differences in corporate venture capital around the world.

1.2 Purpose of the Study and Research Questions
Research, to date, has examined corporations in, almost exclusively, the North American market
while leaving how CVC is done in other parts of the globe unexamined. This gap of knowledge
prompted the following questions:

1. How do corporations from different cultural backgrounds conduct corporate venture capital

programs?

2. What are the differences in corporate venture capital operations across the world?

3. What are similarities across continents of global corporate venture capital in terms of unit

organization and investment activity?

Our work seeks to shed the light on the specific aspects of corporate venture capital in different
countries such as generic aspects of a CVC unit, unit organization and financial activities (Figure
2).



Figure 2 Survey structure with the three main sections
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To answer our questions the following was asked in the online survey:

e Reasons for preferred geographical investment areas and in what industries will the invest-
ments be.

e Main organizational structures of the selected CVC programs.

e Source of hire and compensation of corporate venturing program employees.

e Reporting structure and frequency of communication to various stakeholders.

e Autonomy of CVC divisions.

e Support areas for portfolio companies.

e Reasons in investing into corporate venture capital and the pursued goals.

e Preferred investment strategy and average investment amount in USD.

e Average of the investment phase and source of portfolio company.

e Stage phase of investment and measurement of investment success.

e Investment criteria when screening a portfolio company.

e Average ownership in the portfolio company, preferred deal terms of CVVC unit and exit
strategy.

e Knowledge transfer from incumbent company to CVC division.

e Knowledge transfer from portfolio company to parent company.

e Operational challenges the CVC unit is facing.



1.3  Structure of Thesis

Explorative/quantitative methods are used in our work in order to answer the proposed questions.
Special attention will be given to the location of CVC units’ incumbents. Data was collected from

CVC units via an online survey.

Chapter 1 outlines the challenges of innovation for corporations. The importance of corporate
venture capital is briefly presented. Furthermore, the chapter describes the existing knowledge gap

in the literature, the problem statements and the research question.

Chapter 2 defines corporate venturing and outlines an overview of its different forms. The later
sections of the chapter are concerned with the rationale and objectives of such corporate invest-

ments and explore the organizational set up of CVC units.

Chapter 3 discusses the empirical part of the study. This section introduces the research design,
explains the data collection process and presents the study samples. Furthermore, our findings will
be analyzed thoroughly. First, data from all continents will be presented. Second, the findings of
the survey will be broken down per continent. Finally, a summary of the most striking findings

will be presented and put into the context of the aforementioned research questions.

In chapter 4, we conclude by discussing the contributions and limitations of our work. In addition,

we present our suggestions for future research.



2  Theoretical Background

This chapter aims at presenting the theoretical basis of this thesis. Therefore, the key terms and
concepts are explained to categorize the subjects of corporate venturing and corporate venture
capital. This chapter discusses corporate venturing and its various forms.

2.1 Corporate Venturing

This section contains the following: First, a description of the entrepreneurial context. Second, a
definition of corporate venturing. Third, a discussion of why companies still face challenges with
innovation. Fourth, a description of what is considered to be crucial for new businesses to thrive
within established corporations. Finally, the various benefits of corporate venturing if the latter is

properly set up within the mother corporation boundaries.

In the common literature, corporate venturing is known under different names such as corporate
entrepreneurship or corporate intrapreneurship. To avoid confusion, the term corporate venturing
will be used throughout this thesis.

Before corporate venturing became recognized as a state of the art model to capture innovation in
organizations, creative employees were forced to leave the company to pursue their novel ideas
outside of the corporation. (Hisrich & Peters, 1986). Because of losing valuable workforce, com-
panies are challenged to provide talented employees the opportunity to work on their innovative
ideas within the organization (Hisrich & Kralik, 2016).

However, some companies still struggle to foster entrepreneurial behavior because of the strong
focus on daily operational tasks. Those operational structures can be a hindrance to innovative
input. Therefore, the organizational setup needs to not only incentivize innovation, but also sepa-
rate new corporate venturing from ongoing business activities (Drucker, 1985). If firms decide to
pursue venturing activities, they should set up a structure distinct from the organization under
which they currently operate (Roberts, 1980; Drucker, 1985). Having a separated structure within
the company allows effective execution of both day-to-day operations and innovative ventures
(Garvin & Levesque, 2006).

The need for corporate venturing arises when firms are pursuing customer needs that they have
not yet met. Thus, corporate venturing can be defined as the process in which employees design

and implement products and services that are different from the current offerings of the company.



A company’s transformation from old to new business replicates entrepreneurial behavior. Corpo-
rate venturing is a method to achieve strategic renewal. Strategic renewal connotes that corpora-
tions focus both inwardly on established processes and on outward new resources. This results in
necessary changes in strategies/structures to compete in the market and create new wealth (Guth
& Ginsberg, 1990). Corporate venturing brings along additional advantages to firms such as new
corporate culture, stable headcounts, autonomy culture, and an organizational learning environ-
ment. A culture of autonomy increases productivity since employees feel more satisfied as they
take ownership of their work. High employee fluctuation is very costly since recruiting and training
new personnel is an additional investment. In contrast, a motivated and satisfied workforce leads
to lower employee fluctuation. In addition, corporate venturing fosters novel business ideas and
thus creativity. The more innovation becomes the norm in the company, the more employees are
inspired to try out different ideas besides daily operation. All of this have positive impacts on

corporate revenues and profits. (Hisrich & Kralik, 2016).

2.2 Different Forms of Corporate Venturing

This section is an overview of the various forms of corporate venturing. First, we include an ex-
planation of the differences between internal and external venturing. Second, we describe the sub-
categories of the latter. Finally, we compare CVC to other forms of external venturing.

CVC literature distinguishes between external and internal venturing. With both forms, the com-
pany either enters a new market or commercializes a different product in their existing market.
Compared to external venturing, internal corporate venture activities seem to be the more straight-
forward. Internal venturing is when employees work on an idea generated internally and receive
funding from the firm to commercialize the resulting products (Miles & Covin, 2002). In addition,
researchers broadly concur that internal corporate venturing creates opportunities inside the com-
pany, whereas external activities look for ideas outside the parent company’s fence (Rind, 1981;
Sykes, 1986; Birkinshaw & Hill, 2002; Weiblen & Chesbrough, 2015).

External and internal venturing methods use different target groups for their activities. For exam-
ple, corporate venture capital as a sub form of external venturing, funds entrepreneurial teams that
have no relationship with the corporation. On the other hand, in internal venturing, companies

make use of their own talented employees. Thus, funding for internal venturing comes from within



and stays within the corporation. CVC funds are also sourced from within but flow into independ-
ent and private companies (Dushnitsky & Shaver, 2016).

The extent to which the executive management is involved in internal or external venturing differs
broadly. When companies invest equity into independent firms, the latter requires low corporate
involvement in terms of management and allocation of resources (Dushnitsky & Shaver, 2016).
Furthermore, the corporate venture capital investment is often managed by an autonomous CVC
program, and can be co-invested with traditional venture capitalists (Birkinshaw et al., 2002). On
the other hand, with internal venturing, the company establishes a separate unit within its borders
for designing new products and accessing new markets. Thus, internal venturing requires a prom-
inent level of corporate commitment (Roberts, 1980).

Figure 2 depicts an overview of corporate venturing activities with the main categories of internal
and external corporate venturing. Corporations can leverage different kind of governance modes.
Those governance modes are corporate venture capital, venturing alliances and transformational
arrangements (Gbadji & Gailly, 2008). Corporate venture capital can be set up in different organ-
izational structures such as direct investment, indirect investment, fully owned subsidiaries and
dedicated fund. Those four structures are explored in the chapter 2.3.4.1 “Organizational Struc-

ture”.



Figure 3 Different forms of corporate venturing
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Alliances are arrangements of two independent parties to share resources and agree to co-develop
(Dushnitsky, 2011) based on contracts. Direct minority investments are often conducted by a busi-
ness unit in the company and for joint ventures a legal entity is created by two companies to de-
velop new business (Schildt & Maula & Keil, 2005). Acquisition emerges when one company
buys another firm (Dushnitsky, 2011).

In the past, corporations used traditional R&D, alliances, joint ventures or acquisitions to enhance
their internal innovation. Due to the increasing need for innovative growth, companies found with
corporate venture capital one way to meet those demands (Dushnitsky, 2011).

Corporate venture capital (CVC) is defined as the equity investment by an established incumbent
into an independent startup company (Dushnitsky & Lennox, 2005a; Gompers & Lerner, 1998).
As Dushnitsky (Dushnitsky, 2011) puts it, CVC happens when incumbents become sort of venture
capitalists.

Therefore, CVC is clearly distinct from other forms of external corporate venturing such as ven-
turing alliances and transformational arrangements (Dushnitsky & Shaver, 2016). On the one hand,
corporate venture capital uses a dedicated division or invests through independent venture capital-
ists (Schildt et. al., 2005). On the other hand, CVC includes neither non-equity based nor equity-



based interorganizational relationships such as joint ventures (Dushnitsky & Shaver, 2016). Equity
or non-equity investments are established between a business unit and an entrepreneurial firm and
aim to transfer technologies in the early stages of commercialization. After an acquisition, the
incumbent fully controls the employees and the assets, which is not the case in CVC investments.
The goal of CVC is to set up relationships with portfolio companies and aim to observe their tech-

nologies and business models (Keil et. al., 2004).

In the following parts of the thesis, we focus on corporate venture capital as one method of external
corporate venturing. The next chapter fully concentrates on when companies started to apply cor-
porate venture capital, what waves of ups and downs in terms of investments occurred and what is
the current status quo of CVC investments. The chapter ends with the definition of independent
venture capital (IVC) and its distinction to CVC.

2.3 Corporate Venture Capital

Corporate Venture Capital first appeared in the mid-1960s (Fast, 1978) for two reasons. On one
hand the diversification trend among corporations (Gompers & Lerner, 1998) and on the other
hand, the thriving funds of venture capitalists got corporations investing into external environ-
ments (Rind, 1981). During those early days, established corporations invested in both forms of
corporate venturing, external and internal (Dushnitsky, 2011).

Since its appearance, CVC experienced serious phases of success and considerable downturns,
which took place in three waves between the years 1965 to 1974, 1979 to 1987, and 1994 to 2002
(Gompers, 2002). The first successful wave for CVC investment ended due to the collapse of the
market for initial public offering in 1973 (Dushnitsky, 2011). Changes in legislation and growth
in technology driven opportunities led CVC investments to rise again. However, the market expe-
rienced another crash in 1987. Due to new businesses in internet related areas, corporate venture
capital activities peaked again, which did not last very long. In early 2002, corporate investments
underwent a considerable drop due to the dotcom burst. After the last considerable bust of CVC,
corporate investment shares rose through the years (Birkinshaw et al., 2002; Dushnitsky, 2008).
In 2009, almost 20 percent of the Fortune 500 companies have set up a corporate venture capital
division (Dushnitsky, 2011).
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From 1980 to 2007 CVC had an average share of 6 percent of the total venture capital investment
(Ivanov & Xie, 2010).

A swelling number of companies understood that CVC is a key driver of their innovation strategy.
They installed policies within their corporation to solve past problems like staff defection due to
better compensation opportunities in the venture capital industry (Dushnitsky, 2011).

Corporate venture capital is the second largest investor into startups after independent venture
capital (Dushnitsky, 2008). A venture capital is defined as the purchase of shares of young com-
panies, which are not listed yet in the stock market by an independent acting third party (Cressy,
2008). Corporate ventures differentiate themselves from venture capitals by the objectives, com-
pensation schemes, the degree of independence in investment decisions, the life span and the in-

vestment horizon.

Corporate venture capital units and independent venture capitalist have a lot in common. However,
they slightly differ regarding financial motives. Independent venture capitalists try to capitalize as
much as possible on their funds since their compensation is a certain percentage of the capital gains
(Rind, 1981). The primary objective of an independent venture capital company is capital profit
(Cressy, 2008). An additional feature of a CVC unit besides the financial benefit is the strategic
gain which the unit provides to the incumbent by investing into startups (Dushnitsky, 2008;
Wadhwa & Kotha, 2006; Ivanov & Xie, 2010). A closer examination of the financial and strategic

motivation of CVC is described in the chapter 2.3.2. “Investment Objectives”.

Compensation of corporate venture capital employees is significantly lower compared to inde-
pendent venture capitalists (Gompers & Lerner, 2001). CVC unit managers receive usually a flat-
rate corporate salary. This is still the widespread practice (Dushnitsky, 2011). Independent venture
capitalists, however, receive one to two percent fixed fees and twenty percent of profits from the
funds. Corporate venture division managers’ fees are included in the company fee plan (Mccahery
et. al., 2012). In chapter 2.3.4.3 “Compensation of CVC Personnel” the compensation of corporate

venture capital manager is more closely discussed.

11



The structure of the corporate venture division and its freedom in investment have certain impli-
cations. The CVC division is usually organized as a wholly owned subsidiary of the parent corpo-
ration (Gompers & Lerner, 2001). Thus, the freedom of a corporate venture capital unit is usually
limited by the parent company (lvanov & Xie, 2010) and are dependent in most cases on the par-
ent’s sponsorship and in turn results into a less diverse fund (Mccahery et. al., 2012).

In addition, the unit lifespan distinguishes a corporate investor from an independent venture capi-
talist. In the past, the average duration of a CVC was 2.5 years, which is three times shorter than
the average lifespan of investments by independent venture capitals. Nowadays however, the CVC
average lifespan has increased and is currently on average 3.8 years. It is interesting to note that
many established corporations are already in their second decade of corporate venture investment
(Dushnitsky, 2011). A survey of Ernest and Young (2008) examined 37 corporate venture units;
they found that 83 percent have been established for 5 years, and half of their respondents more

than 10 years.

Corporate venture divisions invest in young entrepreneurial companies in a longer time horizon
than independent venture capitalists do. Corporate venture capital units are usually faced with a
less rigid amount of capital supply, which leaves CVC managers more space to experiment and
explore startups. Long term investments into innovation are needed, especially for investments
that might not generate instantaneous financial results. Contrary to this, an IVC expects to have
financial results soon after their first investments (Chemmanur & Loutskina & Tian, 2014).

It is noteworthy that corporate venture capital investors and independent venture capitalists pro-
vide different complementary assets to young ventures. IVCs assist entrepreneurs to transform
their novel ideas into growing and profitable companies. They have the necessary experience in
developing strategies and arranging additional financing for young entrepreneurs (Maula et al.,
2005). In contrast, established corporations enhance the commercial and public credibility of
young firms due to their reputation on the market. Furthermore, corporations can provide those

firms access to their already existing partners, customers and suppliers (Maula & Murray, 2001).
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After the brief introduction of the history of corporate venture capital investments and a description
of what distinguishes a corporate venture capitalist from an independent venture capitalist, the next

chapter covers the motivations and goals behind CVC.

2.3.1 Rationale for Corporate Venture Investment Activity

This section will cover three primary areas of the corporate venture investment: First, motivations
and goals Second, investment types and stages. Third: main exit strategies of CVC units. The last
topic in this section will provide an overview of the advantages from the view point of startup
companies.

Innovative technologies are one of the preconditions for external corporate investment. Consider-
ations for setting up a corporate venture unit can be manifold. McNally (1997) explored corporate
venture capital units in the UK. They found that corporations pursue CVC investments when firms
need to decrease uncertainty, are challenged with shorter product life cycles, notice growing pres-
sure of global competition and sense opportunities in modern technologies. Furthermore, corpora-
tions set up CVC programs to have one foot in emerging and not yet developed markets (lvanov
& Xie, 2010; Napp & Minishall, 2011).

Dushnitksy (2008) observed that in the earlier years, corporate venture capital investments were
undertaken by established incumbent companies. Those companies had the advantage of pos-
sessing a great amount of free available cashflow and operated in a steady industry. Later, how-
ever, those corporate investments have been pursued primarily by incumbents in fast changing
industries (Dushnitksy, 2008).

Scholars agree that firms pursue corporate venture capital to follow on initiatives that are difficult
to evaluate upfront regarding risks and costs. Additionally, When the incumbent’s industry is tur-
bulent in the sense of high competition and internal slack resources, CVC programs are more com-

monly initiated.

Dushnitksy and Lenox (2005a) examined a dataset of 1171 corporations from 1990 to 1990 and
found that the higher the company’s cash flow and absorptive ability the more it is inclined to
invest in corporate venture capital. Additionally, corporations invest more in industries where in-

tellectual property protection is weak and numerous technological opportunities exist. It is worth
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noting that they further found that incumbents look for portfolio companies in sectors resembling
their own while still not being exactly in the same sector. It is speculated that this effect is due to
one of two reasons. The first is substitution effect, where the incumbent’s learning is small due to
the affiliated industry of the startup. If both parties have very similar basis for knowledge, their
knowledge becomes redundant and therefore no additional learning will take place. The second
could be a competition effect, where young entrepreneurs avoid corporate investment for fear of

expropriation.

Gaba and Meyer (2008) investigated 264 information technology firms from 1992 to 2001. They
reported that firms with slack resources and higher sales revenues tend to adapt corporate venture
capital investments. Furthermore, they revealed that the existence of investment prospects in the

corporation’s geographic proximity amplify the probability of building CVC units.

Other reasons for established incumbents to start corporate venture capital units are the fast-tech-
nological change in their industries and weak appropriability in their sectors.

Tong and Li (2011), who used real-options theory, evaluated the industry condition of established
companies that led firms to choose corporate venture capital over acquisitions. They found that
bigger companies with greater performance, high R&D intensity are more inclined to participate
in a CVC investment or acquisition. The decision of whether to choose CVC activity or acquisition
is influenced by two factors: the higher the degree of uncertainty in an industry and the greater the
irreversibility of the investment, the more likely CVC will be chosen over acquisitions.

Basu et al., (2011) came to comparable results when they examined longitudinal data of 477 com-
panies from 1990 to 2000.They found that corporations are more inclined to engage in corporate
venture capital when their industry is dynamic, strongly competitive and with weak appropriabil-
ity. Furthermore, they found that companies which hold well-built technological/marketing re-
sources and resources attained from different venturing experiences, participate in greater CVC
activities.

This chapter covered the reasons why companies pursue external venturing in form of corporate
venture capital. The following section discusses what the goals of corporate venture capital for

companies are.
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2.3.2 Investment Objectives

Scholars have drawn a lot of attention to the motivation and objectives behind CVC programs and
examined the strategic and financial benefits to parent companies (Dushnitsky, 2006; Wadhwa &
Kotha, 2006).

A corporate venturing investment has usually two dimensions. One dimension is the goal of the
CVC program; which is strategic, financial or mixed. The other dimension is how much the in-
cumbent and the portfolio company are linked to each other in terms of operational processes and
resources. If the link between the investee and the investor is strong, the investee can use the in-
vestor’s factory, marketing, distribution and technology.

The goal of strategic investments is to leverage synergies between the corporation and the portfolio
company. Contrary to this, with financial objectives attractive profits are expected (Chesbrough,
2002).

Some researchers have focused their studies solely on the financial performance of corporate ven-
ture capital programs.

Allen and Hevert (2007) looked at the internal rate of return (IRR) of CVVCs and found out that on
average their IRR was below their parents cost of capital. Despite their meager financial returns,
the authors assume that some CVC units continue due to the strategic gains they provide to the
parent company.

Yang et al., (2009) observed how CVC units develop skills in terms of selecting and evaluating
investments. They found that there is a positive relation between the capability of selection and
the valuation of startups to the financial return of the program.

Researchers concur that incumbents pursue external corporate venturing not solely for financial
benefits, but also for strategic reasons (Block & MacMillan, 1993; Chesbrough, 2002).
Chesbrough (2002) reasons that pure financial investments could be opposed by the companies’
shareholder because they would like to see their wealth invested and diversified in markets rather
than seeing the corporate funds returned to them.

In one of the first studies on this topic, Siegel et al., (1988) found that even though companies
stated return on investment as their priority, they also stress on strategic goals as crucial
MacNally (1997) also concluded that in his study only 36 percent of his sample that is based in the
UK put emphasis on financial benefits, whereas most of the initiatives were strategically oriented.

He also examined 23 companies that were planning to undertake CVVC investments in the next
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upcoming years. More than half of the participants mentioned that their CVC investments would
be set up to meet strategic demands, especially for window on innovative technologies and mar-
kets.

This is in accord with the results that Weber and Weber (2005) found in their empirical study of
corporate venture units in Germany. Forty two percent of their analyzed corporate venture capital
units had primarily strategic objectives, twenty one percent had primarily financial objectives, and
thirty seven percent had a blend of strategic and financial goals.

Dushnitsky and Lenox (2005a) explored the effect of corporate venture programs on value creation
for shareholders measured as a Tobin’s Q ratio. Their analysis suggests that CVC is more likely to
generate value for the corporation when the program pursues strategic motives.

In a study by Ernest and Young (2008), they surveyed 37 companies across 8 countries. 80 percent
of their participants claimed that their CVC activities were a mixture of strategic and financial
goals. Only 17 percent focused exclusively on strategic benefits and only 3 percent pursued only
financial goals.

Battistini et al., (2013) found comparable results. Forty-eight percent of their population had a
blend of strategic and financial objectives, 29 % had primarily strategic goals and 23 % had mainly

financial objectives.

Strategic objectives of a CVC fall either under exploration or exploitation and a CVVC unit provides
the incumbent either explorational or exploitational benefits (Napp & Minshall, 2011). The en-
hancement of innovation through exploration and exploitation is depicted in Figure 3.

The explorational opportunities provide novel competencies for the incumbent (March, 1991). In
contrast, exploitation-oriented activities build on existing capabilities and technologies, which are
then further refined and used for new, but related, products (Covin & Miles, 2007).

Napp, Minshall (2011) explain that explorational gains offer the incumbent a window on emerging
markets and technologies, which should secure the parent company long term goals regarding in-
novation. They further go on to say that the corporation can leverage with the exploitational ap-
proach technology areas through complementary technologies from the portfolio company, or lev-

erage existing products in other novel markets.
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Figure 4 Innovation through explorational and exploitational opportunities
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Source: adopted from Napp & Minshall (2011)

Some corporations follow a balanced approach between exploration and exploitation. Which ap-
proach to choose depends on the degree to which the CVC program complements further innova-
tion activities within the corporation (Napp & Minshall, 2011). CVC activities can be tailored to
the needs of the corporation and can include an array of opportunities the CVC program offers.
The balance is dependent on the structure of CVC investment portfolios and how the program is
designed. For the CVC unit, learning goals, the areas learning should occur in and the balance

between explorational and explorative goals should all be clear. (Keil & Zahra & Maula, 2004).

In the past years, some investments in corporate venture capital programs failed considerably be-
cause the goal was not clearly defined. Some investments were conducted for financial gains, some
were undertaken for their strategic advantages. Such a blend of strategies with goals and success
factors that are difficult to control have led the incumbents to close the CVVC division. Thus, for an
external corporate venturing division a clear direction is crucial for survival (Mccahery et al.,
2012).

2.3.3 Areas of support through Corporate Venture Capital

Before a portfolio company accepts corporate support, it weighs the advantages and disadvantages

of doing so. This chapter deeply explores the various advantages that a corporation can offer to
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young entrepreneurs in form of financials and complementary assets. Furthermore, the success rate
of portfolio companies backed by corporations is discussed and the investment of corporate inves-
tors and independent venture capitalist presented. The chapter finishes discussing the challenge
the corporate venture division faces when backing up a portfolio company, because the division is
in-between the interests of the incumbent and young entrepreneurs.

Corporations can offer entrepreneurial firms access to customers, suppliers or alliance partners
that would be more cumbersome for young firms without incumbent support to have. Also, an
internationally respected corporation can help new ventures attracting new customers in foreign
markets. Many corporate divisions belong to incumbents that have a wide global presence and
reputation (Maula & Murray, 2001). Portfolio companies can benefit greatly from an incumbent
once they receive investments.

They do not only receive financial capital but also get access to their complementary assets (Dush-
nitsky & Lenox, 2005a). Those benefits can range from reputation, to specific skills and valuable
resources. Startups have the possibility to access incumbent’s resources in form of researchers,
laboratories and sales employees. (Lerner, 2013). Furthermore, access to financial capital, tech-
nical and market insight can help the startup be successful (Weiblen & Chesbrough, 2015).
Complementary assets can either be generic or complementary. The difference is that complemen-
tary assets are tailored to a specific usage whereas generic assets can be used for alternative pur-
poses (Teece, 1986). Which complementary assets a corporation is providing to the young venture
is critical. Companies possessing complementary assets and generating past innovation might offer
young ventures valuable knowledge and capabilities (Dushnitsky & Lenox, 2005a).

Park and Steensma (2012) found that, regarding going public and avoiding mistakes, corporate
funding was more advantageous for young firms which required specialized complementary assets
more than those that needed generic ones. However, in the case of entrepreneurial companies that
sought merely generic complementary assets, the incumbent funding had limited benefits on the
venture performance. Furthermore, they claimed that corporate investments were beneficial to the
venture’s performance in an uncertain environment. The entrepreneurial venture is not always able
to properly assess what they need for their product development. Thus, the venture is better off
using the complementary assets of a corporation rather than sourcing it from arm-length suppliers
in the open market. (Park & Steensma, 2012).
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Also for initial public offering (IPO) corporate investment in a portfolio company is having a pos-
itive correlation. Yang (2012) examined 18 corporate ventures and found that the knowledge out-
flow from an incumbent into their startup venture increased the probability of the venture’s IPO.
Gompers and Lerner (1998) compared the success rate of corporate ventures and independent ven-
ture capital and came to interesting findings. They presented empirical evidence that CVC invest-
ments were better than IVVC investments when it came to provide a strategic fit between the cor-
porate parent and the incumbent.

Chemmanur et al., (2014) came to similar findings when they compared CVVC and IVC in terms
of their differences in nurturing innovation. They found that CVVC backed portfolio companies,
which are younger and less profitable than IVC backed companies, are more innovative when
measured by their patenting result. They could not rule out a selection bias on their population.
They argued, however, that the higher innovative output of CVC startups is explained by two
factors: First, incumbent corporations are more tolerant towards failures than their IVC peers. Sec-
ond, corporations do possess a better knowledge due to the technological fit between the incumbent

and the startup (Chemmanur et al., 2014).

When accepting a corporate investment, portfolio companies face a trade-off. Complementary as-
sets of the corporation can help the young venture with product development and the commercial-
ization.

Deeds and Hill (1996) examined a sample of 132 biotechnology firms in the United States in 1991.
Interestingly, they found that there is a u-shaped relationship between the number of alliances a
venture is involved in and the rate of new product development. They argue that strategic alliances
provide ventures initially with complementary assets that are necessary for the rise of new product
development.

Corporate investments for startups are not without risks. Problems with the performance can arise
if the desired complementary assets of the corporation turn out to be poor or fail to meet the prom-
ises of the corporate venture. The greatest danger, however, lies in the exploitation of the young
venture in the form of acquiring knowledge and in return offering little for the portfolio company.
(Deeds & Hill, 1996)

Katila et al., (2008) analyzed 701 technology ventures which received funding between 1979-1995

and found that young firms enter such venture relationships when their need for financial and
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manufacturing resources is high and in parallel have defense mechanism in form of trade secrets
or timing to protect their innovation. They explain that trade secrets are relatively inexpensive for
new ventures and can build a legal barrier around their main resources. On the other hand, timing
the corporate investment in a later stage gives the new firm more defendable resources.
Dushnitsky and Shaver (2009) analyzed 1.646 startup companies that received funding in the
1990s and found that the probability of an engagement in an investment relationship between a
corporation and a startup in the same industry is less probable to occur under a weak intellectual
property protection. In contrast if strong intellectual protection exists startups seek more corporate
investment. Furthermore, they indicate that many relationships between a corporation and a young
venture do not form unless the startup discloses its invention and would therefore rather pursue
investment from an independent venture capitalist. Ventures will avoid the relationship if the ben-
efit they gain from the corporate would be too little or comes with too much risk involvement.
Corporate venture units are facing a challenge to keep the best interest between their parent and
the investing company (Rind, 1981). The young firm might find itself with limited freedom in
terms of working with competitors of the incumbent (Weiblen & Chesbrough, 2015). Corporate
ventures are more likely to coalesce in form of an alliance as a follow-on investment if both parties

have a significant technological overlap (Van de Vrande & Vanhaverbeke, 2013)

2.3.4 Corporate Venture Unit Organization

The administration of CVC units in terms of unit design, compensation of human resources and
the degree of independence to the corporate mother varies from company to company. This section
covers those governance areas, starting with the structure of the CVVC unit, which will be followed
by how communication autonomy can be designed along with the reporting lines to the parent

company. The employee compensation for corporate venture activities round off the chapter.

2.3.4.1 Organizational Structure

The organizational structure of corporate venture divisions is defined by how the unit is established

within the organization of the incumbent (McNally, 1997).
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The four most common structures of corporate venture capital divisions are direct investments,
indirect investments in form of joining a venture capital fund, fully owned subsidiaries and dedi-
cated fund. Direct investments refer to CVC investments that are operated straight by the business
units of a corporation and thus fall under a tight structure (Dushnitsky, 2008). Sometimes CVC
units can also be integrated as an informal group within a research and development department
(Ivanov & Xie, 2010). The indirect CVC activity refers to the practice of the corporation in invest-
ing into an existing venture capital fund and is also called CVC as Limited Partnership. CVC
activities that are bundled in an independent branch of the corporation for the only purpose of
corporate venture are described as fully owned subsidiaries. In a dedicated fund, the parent com-
pany and the venture capitalist co-manage the entrepreneurial fund. This is the least common struc-
ture among the four. (Dushnitsky, 2008).

Sykes (1990) studied corporate venture units, where 26 corporations had made direct and 25 had
made indirect investments. Twenty of the sample from Sykes’ study used direct and indirect ap-
proaches. He found that the goals of both methods were quite similar to each other with identifying
new opportunities, developing business relationships and assessing potential investment candi-
dates. On one hand, differences were spotted in terms of adapting knowledge in venture capital,
which was found as a goal for indirect corporate venture capital. On the other hand, changing the
corporate culture was associated with direct corporate venture capital.

Battistini et al., (2013) studied 48 corporate venture units where 23 percent focused mainly on
financial returns and found that these activities are typically organized as an independent entity.
Corporate venture capital divisions enjoy usually a greater autonomy as equity or non-equity alli-

ances that are generally managed by business units (McNally, 1997).

2.3.4.2 Autonomy and Communication of Corporate Venture Divisions

The autonomy of a corporate venture unit refers to its independence in investment decisions and
employment of resources (Keil et al., 2004). Studies show that the reporting structure from the
venture unit to the parent company and the degree of autonomy of a division have an influence on
the rate of success of a venture. A tight relationship between those institutions reduces flexibility
and decreases the entrepreneurial spirit (Rind, 1981).

Battistini et al., (2013) suggest that the reporting line of a corporate venture division depends on

the strategic focus on the venture goals. They found that in ventures, where the main motive was
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technology intelligence, units reported directly to the CTO and R&D department. Furthermore,
they elaborate by claiming that when corporate venturing enjoys an increasing strategic im-
portance, the reporting could go directly to the CEO and board of directors.

Ideally the corporate venture unit is clearly separated from the parent company (Rind, 1981).
Siegel et al., (1988) advocate that corporate ventures should be set up independently from their
parent companies with separate funds. This will lead the corporate venture managers to act more
aggressively and manage investment opportunities with less corporate involvement.

Birkinshaw et al., (2002) found out that venture units which were financially more successful had
certain distances from their parent companies. This means that they manage a separate fund, have
a high level of autonomy in making decisions, enjoy strong relationships with the venture capital
industry and receive incentives based on carried interest and bonuses.

The results of Weber and Weber (2005) prove that autonomy from the parent company is crucial
for the success rate of the venture division of mainly financially oriented venture activities. They
found that, to a certain extent, the more independent the corporate venture unit can take decisions
the higher the success rate of the division.

Knowledge in the field of organizational learning got a lot of attention. Learning new knowledge
is one of the most important goals in corporate venturing (McNally, 1997; Schildt et al., 2005).
Knowledge transfer between the incumbent and its venture company is critical to the success of
this activity (Yang et al., 2013). Knowledge transfer is defined as the process through which one
division e.g. department, external entity is affected by the knowledge of another division (Argote
& Ingram, 2000).

In corporate venturing, the knowledge flow has two directions: corporate inflow and corporate
outflow. Corporate venture activities search for innovation which exploit new markets. The expe-
rience of new ventures in new markets that can get transferred back to the incumbent is defined as
the knowledge inflow. Besides, in corporate venture capital, the knowledge from the corporation
needs to be transferred back to the entrepreneurial firm, which is called knowledge outflow (Yang
et. al., 2013).

Dushnitsky and Lenox (2005a) analyzed a big panel of public companies over a 20-years period
and argued that if the incumbent and portfolio company have a well-aligned technological

knowledge, the learning benefit is rather small because they do not have much to learn from each
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other. The more the knowledge deviates between those firms, the more novel insights the incum-
bent will gain. The biggest advantage in gaining new knowledge happens when the two agents
become well aligned.

Yang et al., 2013 conducted a research of 61 Japanese and US American companies and found a
negative relationship between knowledge transfer and financial incentives e.g. carried interest.
Gompers and Lerner (2001) argue that such incentives might lead corporate venture managers to

maximize financial returns which could be detrimental to the strategic objectives of the incumbent.

The compensation of CVC personnel is a crucial topic when creating a corporate venture unit. The
structure of the corporate venture influences the compensation of CVC personnel. A good com-
pensation structure also helps in knowledge transfer.

In the next section, different forms of incentives for corporate venture capital personnel are dis-

cussed and researchers’ insights are given.

2.3.4.3 Compensation of Corporate Venture Capital Personnel

The remuneration of corporate venture capital managers plays a critical role within CVC programs.
What compensation scheme is most effective and which payouts to apply within the unit are im-
portant considerations for every corporation. Researches gave a lot of attention to the compensa-
tion schemes of corporate venture managers. One of the reasons for this is because corporations
want to enhance entrepreneurial thinking and retain talented employees in their ventures (Block &
Ornati, 1987; Sykes, 1992).

This section explains why remuneration plays such a key role in CVC investments, what different
reward patterns exist and which are least and most effective payments for venture managers.
Corporate venture manager payout is also a delicate topic for several reasons. On one hand man-
ager payouts can create certain conflicts among employees in a corporation if CVC managers get
additional payouts next to their company salary. According to Block and Ornati (1987) compen-
sation besides corporation salary can either be additional remuneration, incentives or an equity
stake in the new venture. Another reason, as Sykes (1992) explains, is that two reward patterns are
found in venturing activities in corporations: equity and equality. The latter means that compensa-
tion should be dispersed equally, and equity concept means that performance should mirror the
payout for managers. Those patterns, however, can create conflicts in corporations. To avoid pay
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inequality among employees Birkinshaw et al., (2002) suggest that company salaries should be the
standard compensation for CVC personnel. Lerner (2013) explains that corporate venture profes-
sionals anticipate equal monetary compensation to their peers in the independent venture capital
industry. This expectation and the remuneration of other executives from different departments
with similar seniority, can create a serious challenge to corporate leaders.

On the other hand, compensation is decisive in external corporate venturing because it drives in-
vestment practices and shapes the investor’s behavior. Usually there is a performance gap between
corporate venture capitalists and independent venture groups. However, with similar payouts, cor-
porate venture managers did at least as well as their counterparts in the independent capital industry
(Dushnitsky & Shapira, 2010).

Multiple possibilities can be offered to compensate the corporate venture personnel like equity,
bonuses, salary increases, career progression, recognition and awards. Equity constitutes a part
ownership in either the new venture or in the incumbent in form of common or preferred stocks.
Furthermore, there is salary increase, career progression besides bonus incentives, which are
money linked to performance attainment in sales, profits or return on investments. What counts
also as a form of compensation and is non-financial is awards. Here the employee receives for
their performance employee recognition in form of employee of the year or recognition ceremonies
(Hisrich & Kralik, 2016).

Which type of inventive is effective and gives genuine rewards to CVVC managers is crucial espe-
cially since not every compensation method is linked to venture success. Evidence for this is sug-
gested by Block and Ornati (1987). In their study of 42 companies, they found no correlation
between special compensation (ex: bonus based on return, equity or options in the parent company)
and the ventures’ success rate. This means that special compensation is either not necessary as or
that the design of those incentives is ineffective. Furthermore, they claim that bonuses related to
return on equity miss the fact that a lot of CVVCs do not have positive return for a couple of con-
secutive years. Equity in a parent company would reward according to the parent company’s per-
formance and not to the venture unit achievements. Birkinshaw and Hill (2002) came to similar
findings when they examined 95 ventures across North America and Europe. They found no cor-
relation between equity based remuneration and venture performance. This is since CVC units do
not usually focus exclusively on financial objectives in contrast to venture capitalists, which are

usually compensated with carried interest.
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Special compensation does not show any correlation with venture success. Birkinshaw et al.,
(2002) say that incentives, which are based on financial or strategic performance exist in corpora-
tions, whereas carried interested in portfolio companies is not usually implemented. Dushnitsky
(2006) notes that with the previous years of CVC practices, carried interest is negligible among
CVC managers. To his observation, corporate salaries predominated in the past while bonuses,
based on financial and strategic goals, are getting more and more common. This claim is supported
by McMillan et al., (2008), who surveyed 48 CVC units and found that merely 21 percent of senior
managers received carried interested and 13 percent got compensated with bonuses similar to car-
ried interest.

So, the important question for corporate managers is which compensation scheme is the best to
avoid defection among corporate venture managers and unequal payouts for senior managers in
the corporation. Schuster (1985) proposes that the ideal situation for every company is to have
compensation programs set up in a way that fosters the organizations’ short- and long-term goals
in terms of performance. Block and Ornati (1987) recommend bonuses for upon agreed contribu-
tions such as an accepted proposal for new business, achievements of predefined milestones in the
venture itself or options for equity in the venture once milestones in quantitative results are
achieved. To avoid having different payouts among similar hierarchy levels, the incentives for
venture managers should be linked to the company’s performance and not to corporate invest-
ments. The compensation should be like those offered by independent venture companies. In par-
allel, the remuneration should be connected to the goals of the corporation and the long-term per-

formance of the portfolio company (Lerner, 2013).
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3 Research Methodology

This chapter describes the empirical part of the thesis. First, data collection and study sample will
be discussed in detail. Second, the research design of the research will be presented. Third, the last
section of this chapter will be dedicated to data analysis.

3.1 Data Collection

The overall response rate was 19 % with 34 completed questionnaires. Data collection took place
between April and June 2017. Out of 34 companies, 19 were ‘Fortune global 500’ companies.
The empirical investigation focused on corporate venture capital units from around the world. To
identify the study sample, the CB Insights’ 55 most active corporate venture capital firms globally
was looked up. CB Insights is a venture capital database and provided a good insight into CVC
units that are the most active in recent years. Once corporations with active CVC activities were
identified, the corresponding corporate venture units were researched on the internet.

Once a list with 176 active CVC programs was compiled, senior executives and investment man-
agers of the programs were searched on the social networking website LinkedIn. Some venture
units had dedicated websites with team members enlisted, which was helpful in finding the target
population for the survey.

After compiling a list of 176 companies, the prospects were invited to participate in the survey.

The invitation letter for the corporate venture managers can be found in Appendix II.

3.2 Data Sample

The geographic breakdown of the survey was based on where the parent of the corporate capital
venture division is based. In other words, the geographic distinction is according to the headquarter
location of the incumbent company. Out of 176 contacted companies, 34 divisions from USA,
Europe and Asia were willing to participate. Those corporate venture units received funding from
their corporation, which were from 3 continents and 17 countries. The country distribution is il-

lustrated in Figure 5.
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Figure 5 Participating countries

259 24%
20% 5%
15%
9% 9%
10% 6% 6%
5% I I 3% 3% 3% 3% 3% 3% 3% 3% 3% 3% 3%
0% Bl s s o n o0 nnmm
2> & 2 2 > 2 Q& S Q & @ Q>
K@ ‘\\ (({b 6\ ‘{_OQ %Qo o(\e‘—)\ 'Z?\L)\ /b\\,b(\ 0{_}5\ (_)Q/b\ \%Q,b ¥ S N C(\\Q Q}\,b(\
ee N N (_.)\Q% _e @’b & v ¥ S@
¥ X S

On the one hand, Figure 5 depicts the distribution of headquarters of CVC divisions on the level
of continents. The biggest group of participants are from Europe with 47 %, followed by Asia with
29 % and North America with 24 %. On the other hand, Figure 6 shows the 3 operating industries
of parent companies, such as Technology, Media & Telecommunication, Consumer Goods & Re-

tail and Industrial Goods & Services, Energy.
Figure 6 Attributes of the sample
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The population represented a wide cross-section of industries. Most of the sample (41 %) operated
in the Technology, Media & Telecommunication. Consumer Goods & Retail were represented by
11 % of the sample. Nine percent of overall participating continents were operating in the Indus-
trial Goods & Services, Energy.
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Most of the participating CVC programs were quite of an early age, with an average foundation
year of 2009. The oldest program was 16 years old, headquartered in North America, the youngest
was from Europe and not even a year old. The founding year of the whole sample that appeared
most often is 2015.

Table 1 illustrates the mode, average, median, minimum and maximum founding years for all 3

continents (North America, Europe, Asia).

Table 1 Founding year of the corporate venture units in all continents

All Continents (n 34)

mode average median minimum maximum

2015 2009 2010 1991 2017

In the questionnaire, CVC units were asked to indicate the number employees working for the
program. Table 2 breaks down the overall numbers in mode, average, minimum and maximum per
continent. The highest number of a unit was 120 employees from North America, the minimum
was 8 and the mode was 5. On average, there were 19 employees per unit. In North America, the
maximum headcount in one division was 120, while the minimum was 3. The average was 24.
Europe had roughly similar numbers: a headcount maximum of 100, a minimum of 4, a mode of

4 and an average of 15 employees.

Table 2 Headcounts of CVC divisions all continents

All
mode average minimum maximum
5 19 3 120

A clear majority of 71 % of incumbents provided their CVC programs with funding of over 20
million USD (Table 3). In our sample, no CVC unit got less than 1 million USD to invest into

startups.
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Table 3 Funding Support per continent

Description All Asia Europe North America
(n=34) (n=10) (n=16) (n=8)

Less than $ 1M 0% (0) 0% (0) 0% (0) 0% (0)

$1Mto$3M 3% (1) 0% (0) 6% (1) 0% (0)

$3Mto$5M 0% (0) 0% (0) 0% (0) 0% (0)

$5Mto$10M 3% (1) 0% (0) 0% (0) 13% (1)

$10Mto $20 M 6% (2) 25% (2) 0% (0) 0% (0)

over $ 20 M 71% (24)  80% (8) 94% (15) 13% (1)

Table 4 presents the funding support of operating industry of the incumbent. The most diversity in

funding support is in the field of Technology, Media & Telecommunication. Industrial Goods and

Services, Energy and Consumer Goods and Retail have investment funding over 20 million USD.

Table 4 Funding Support per industry

Consumer Goods and

Industrial Goods and Ser-

Technology, Media &

Description Retail vices, Energy Telecommunication
(n=11) (n=9) (n=14)

Less than $ 1M 0% (0) 0% (0) 0% (0)

$1Mto$3M 0% (0) 0% (0) 7% (1)

$3Mto$5M 0% (0) 0% (0) 0% (0)

$5Mto$10M 0% (0) 0% (0) 7% (1)

$10Mto$20M 0% (0) 0% (0) 14% (2)

over $ 20 M 100% (11) 100% (9) 71% (10)
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Most of the participating companies invested an average investment sum of $2 - $5 million into
their portfolio units (Table 5).

Table 5 Average investment amount in USD in portfolio company per continent

All Asia Europe North America Significance
Items
(n=34) (n=10) (n=16) (n=8) Test
<$2M 20% (8) 40%(4)  12% (2) 2506 (2) gz(d;;:;‘) =410
$2 - $5M 53% (18) 50% (5) 62% (10) 38% (3)
$5 - $10M 24% (8) 10% (1) 25% (4) 38% (3)

3.3 Research Design

The questionnaire was administered online with the help of a survey tool. The survey was designed
to document the corporate venture unit activities on a global scale and focused on 3 sections. One
section covered questions of generic nature and asked about the founding year of the unit or pre-
ferred investment industry. The other section contained questions regarding the organizational
structure, reporting line, compensation, operational challenges. The third and last section referred
to the investment activities of the corporate venture unit. Figure 7 depicts the three main topics of
the survey and illustrates the key components per section.
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Figure 7 Key aspects of the questionnaire

Founding year of CVC unit
Invested industry of CVC unit
Geographical preference of investment

# source of hire of CVC personnel
Organizational form of CVC unit

# of headcount of CVC unit

Compensation of CVC employees

Reporting line to parent company

Autonomy of CVC unit

Knowledge transfer from CVC unit to parent
Operational challenges for CVC unit

Area of support for portfolio company
Investment objective of CVC program
Funding support from parent company
Preferred investment strategy of CVC unit
Average investment amount

Average mnvestment phase

Source of investment deals

Investment stages

Measurement of investment success
Average ownership in portfolio companies
Preferred deal terms

Preferred exit strategy of CVC unit

The questionnaire was designed with several types of questions. Three questions were intention-
ally set up as open-ended questions to get more insight of how the unit conducted its business.
Those questions covered the following aspects of CVC:

- Knowledge transfer from portfolio to parent company

- Operational challenges of CVC

- Preferred exit strategy
The rest of the questions were either multiple choice, ordinal or ratio questions.
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4 Findings

This chapter provides a comprehensive analysis of the answers given by the participating corporate
venture divisions from Asia, Europe and North America. The chapter begins with the most note-
worthy findings in the key aspects of the survey in all participating continents. Next, the significant
differences are broken down per continent to compare CVC on a global level and to understand
cultural differences in this investment method.

Almost every question will be presented but with the underlying condition that it offers an inter-
esting observation. The only question that will be disregarded for further discussion in this thesis
is the 1%t question of the survey. This question queried participants to indicate the name of the
company they were working for. Since this survey is held strictly anonymous, the data of question
1 will not be shown or further discussed. The reason for this question was to observe how many
‘Fortune Global 500’ companies were participating in the survey. As mentioned in the chapter

“3.1. Data Collection” 19 out of the total population of 34 were Fortune Global 500 companies.

4.1.1 Findings of overall continents and industries

Investing industry

Table 6 is an overview of industries that receive the highest rate of investment. The sector Software
is chosen by 59 % of CVC programs, followed by Industrial/Energy with 50 % and with Consumer
Products and Services with a slightly lower number of 38 %. The least invested sector and last

rank is occupied by Biotechnology with only 15 %.

Table 6 Investing industries of CVC units per continent

All Asia Europe North America

Items (n=34) (n=10)  (n=16) (n=8) chisq.test

Software 59% (20) 60% (6) 56% (9) 62% (5) ;<:(d€;‘5=§)=o.09;
Biotechnology 15% (5) 20% (2) 12% (2) 12% (1) ;(:(d8f5=42)2032,
Medical Devices & 0 0 0 0 X(df=2)=3.27;
Equipment 21% (7)  40% (4) 12% (2) 12% (1) =105

Telecommunications 32% (11) 50% (5) 12% (2) 50% (4) ;(:(dJEBZ):S.M;
Semiconductors 21% (7) 10% (1) 19% (3) 38% (3) ;(:(d?:‘;z):z.lZ;
Industrial/Energy 50% (17) 40% (4) 56% (9) 50% (4) ;<:(d7f2=§)=0.65;
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All

Asia

Europe

North America

Items (n=34) (n=10) (n=16) (n=8) chisq.test
Media and Entertainment ~ 32% (11) 70% (7) 6% (1)  38% (3) ;(:(dggéz):n%;
Networking and X(df=2)=3.95,;
Equipmentg 21%(7)  30% (3) 6% (1) 38% (3) ) :(.139)
IT Services 35% (12) 60% (6) 25% (4) 25% (2) ;)(:(dfgf)=3.79;
Eéi]ctronlcsllnstrumenta— 3206 (11) 30%(3) 38%(6) 25% (2) ;(:(dg;22)=0.42;
Consumer Products and X(df=2)=2.93;
Services 38% (13) 60%(6) 31% (5) 25% (2) 23t
Financial Services 29% (10) 60% (6) 19% (3) 12% (1) I>3<=(d(;‘§§):6.48;
Healthcare 24%(8)  40% (4) 19%(3) 12% (1) ;<=(d3f2=j)=2.25;
Retailing/Distribution 21% (7)  40% (4) 19% (3) 0% (0) F>)<:(d1ff§):4.41;
Other (please specify) 24% (8) 10% (1) 31%(5) 25% (2) I>3(=(d£1‘5=§):1.56;

Table 7 shows the areas of CVC investments arranged per incumbent’s industry. Surprisingly, the

table shows that incumbents invest in the same industries they’re already operating in.

Table 7 CVC investment areas (rows) per incumbent industry (columns)

All gggzgrgﬁg Industrial Goods Technology, Media
Items _ . and Services, En- & Telecommunica- chisq.test
(n=34) Retail ergy (n=9) tion (n=14)
(n=11)

Software 59% (20) 55% (6)  44% (4) 71% (10) E)(:(djfgz)zlﬂ;
Biotechnology ~ 15% (5)  18%(2)  11% (1) 14% (2) ;(z(dggg):o.zo;
Medical Devices 0 0 0 0 X(df=2)=0.66;
and Equipment 21% (7)  27% (3)  22% (2) 14% (2) o= 721
Telecommunica- 0 0 0 0 X(df=2)=2.64;
ions 329% (11) 36%(4)  11% (1) 43% (6) 0=267
Semiconductors  21% (7) 9% (1) 22% (2) 29% (4) ;(:(djgj)=1.45;
Industrial/Energy  50% (17) 45% (5)  89% (8) 29% (4) g(édgff):&“;
Media and Enter- 3206 (11)  18% (2) 0% (0) 64% (9) X(df=2)=11.84;

tainment
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Consumer

Al Goods and Industrial Goods Technology, Media

ltems _ . and Services, En- & Telecommunica- chisq.test
(n=34) Retail
- (n=11) ergy (n=9) tion (n=14)

Egﬂvimﬁtg nd - o100(7)  18%(2)  11% (1) 29% (4) ;(z(gggg)zl.os;
IT Services 350 (12) 27% (3)  11% (1) 57% (8) ;(z(dggg)zs.m !
SEt'ri‘in”g:t':tSIQQ 3206 (11) 27% (3)  56% (5) 21% (3) ffz(dszzz =L
Consumer Pro- _o\— .
ductsand Ser-  38%(13) 64%(7)  11% (1) 36% (5) XA 27585
vices =
Financial Ser-— 2906 (10)  36% (4) 0% (0) 43% (6) ?J(:(_dg;g)ﬂzz)’;
Healthcare 24% (8) 18% (2)  33% (3) 21% (3) ;(z(d;gg)zo.ag;
Elf'fs)lrl:ng/msm_ 2% (7) 9% (1) 11% (1) 36% (5) I;(:(.Ollfgg):3.34;
Other (please 0 0 0 0 X(df=2)=7.07,
Specify) 24% (8) 9% (1)  56% (5) 14% (2) 1=.020

The answer option Other, which got chosen by 24 % of the population, revealed the following
additional industries:

- Artificial Intelligence

- Clean technology

- (sustainable) Materials & Chemicals

- Food & agriculture

- Sustainable materials

Figures 8 and 9, summarize the investing industries of CVC units (in percentage) within continents

(Figure 8) and within the incumbents’ industries (Figure 9).
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Figure 8 Investing industries of CVC units per continent (in percentage)
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Figure 9 Investing industries of CVC units per continent (in percentage)
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Geographical preference

Table 8 demonstrates the geographical preferences of investments per continent. North America is
on the forefront as it was chosen by 82 percent of our sample. Europe and Asia came in second
and third respectively. The least favorable geographical location for investment in our population

was Africa (3%).
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Table 8 Geographical preference of investment per continent

Items All (n=34) Asia (h=10)Europe (n=16)North America (n=8) chisq.test
Asia 50% (17) 90% (9)  25% (4) 50% (4) X(df=2)=10.40; p=.006
Australia 15% (5) 30%(3) 6% (1) 12% (1) X(df=2)=2.81; p=.246
Europe 68% (23) 30% (3)  94% (15) 62% (5) X(df=2)=11.55; p=.003
Middle East 15% (5) 10% (1) 19% (3) 12% (1) X(df=2)=0.42; p=.812
Africa 3% (1) 10% (1) 0% (0) 0% (0) X(df=2)=2.47; p=.290
North America  82% (28) 70% (7)  81% (13) 100% (8) X(df=2)=2.78; p=.249
Central America 6% (2) 10% (1) 6% (1) 0% (0) X(df=2)=0.81; p=.667
South America 6% (2) 10% (1) 6% (1) 0% (0) X(df=2)=0.81; p=.667

In Table 9 the geographical preferences are split by the investing industry of the parent company.

One hundred percent of respondents from Consumer Goods and Retail invested in North America.

Companies in Industrial Goods and Services, Energy, conducted CVC in Europe and Asia with an

equal rate of 89 percent. However, no investments were executed in Australia, Africa, Central-

and South America.

Sixty four percent of companies operating in Technology, Media & Telecommunication invested

in North America and fifty percent in both Europe and Asia.

Table 9 Geographical preference of investment per industry

Consumer Industrial Goods Technology, Media &
All Goods and . L .
Items _ : and Services, En-  Telecommunication chisq.test
(n=34) Retail ergy (n=9) (n=14)
(n=11)

Asia 50% (17)  64%(7)  33% (3) 50% (7) ;(z(djgg)zmz;
Australia  15% (5)  36% (4) 0% (0) 7% (1) ;(z(dgjgz)zs.so;
Europe 68% (23) 73%(8)  89% (8) 50% (7) ;(z(df;z):&gs;
Middle East 15% (5) 18% (2)  22% (2) 7% (1) gz(dsfgg)zl'w;
Africa 2% (1) %) 0% (0) 0% (0) ;)(:(d;:lz)zz'l‘r’;
North Ame- . 0 0 0 X(df=2)=5.77,
icn 82% (28)  100% (11) 89% (8) 64% (9) =056
Central X(df=2)=4.44;
Arerca 6% 18%(2) 0% (0) 0% (0) =108
South Ame- ., 0 0 0 X(df=2)=4.44
o 6% (2)  18%(2) 0% (0) 0% (0) =106
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Figures 10 and 11, summarize the geographical preference of portfolio investments (in percent-

ages) within continents (Figure 10) and within operating industries (Figure 11).

Figure 10 Geographical preference of investment per continent (in percentage)
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Figure 11 Geographical preference of investment per industry (in percentage)
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Organizational form

The most chosen organizational form for CVC programs in our sample is the independent subsid-
iary with 47 %, where an own entity is created but with a reporting line to the parent company
(Table 10). The most chosen organizational form for C\VC programs in our population is the inde-
pendent subsidiary (47%). This is when a separate entity, that still reports to the mother company,
is created. Twenty-nine percent had the CVVC unit set up as an integrated business unit in the cor-

poration while the least chosen form was the independent partnership (15 %).



Table 10 Organizational forms of CVC programs per continent

All o Europe North America Significance
Items (34) Asia (n=10) (n=16) (n=8) Test
|ndependent_sub3|dlary com- X(df=6)=3.57:
pany (reporting to corpora-  47% (16) 50% (5) 50% (8) 38% (3) 0=.735
tion) o
Integrated bUSINess UNIt 5905 (10) 2006 (2)  25% (4) 50% (4)
in corporation
independent partnership 15% (5) 20% (2) 19% (3) 0% (0)
other (please specify) 9% (3) 10% (1) 6% (1) 12% (1)

In the answer option Other, CVC units mentioned alternative setups to those mentioned in the
questionnaire. One CVC unit was part of their R&D and reported directly to the chief technology
officer. Another CVC division was an independent trust with a reporting line to the corporation.
In addition, one CVC unit stated that they are established within the Strategy & Corporate Devel-

opment team.

Source of hire

Table 11 presents the various sources CVC personnel is hired from with no significant difference
in the overall population. CVC employees get hired mostly externally from other venture capitalist
firms or corporate venture capital units (41 %), followed by internal selection within the corpora-
tion (33 %). The least source to employee CVC staff from is outside the (corporate) venture net-

work (27 %).

Table 11 Sources of CVC unit employees per operating industry

ltens All Asia Europe North America Significance
(n=34) (n=10) (n=16) (n=8) Test
hired externally from VC or CVC X(df=4)=3.93;
firms 41% (14) 60% (6) 38% (6) 25% (2) 0=.415

hired internally within corporation 33% (11) 10% (1) 38% (6) 50% (4)

hired externally outside of VC or
CVC firmrs y 27%(9)  30% (3) 25%(4) 25% (2)
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Compensation of CVC employees

The most frequent reimbursement option for CVC personnel is salary and bonus, chosen by 76 %
of the respondents (Table 12). Only a small number of units (6 %) revealed that they were paying
no other incentives besides the regular corporate salary. Another minority of 9 % reported that
they offered carried interest to their CVC managers. A blend of different answers to the answer

option Other was mentioned by 9 % of the CVC units.

Table 12 Compensation of CVC unit employees per continent

. All (n=34)  Asia _ North America .. ...
Description (n=10) Europe (n=16) (n=8) Significance Test
salary 6% (2) 0% (0) 12% (2) 0% (0) X(df=8) =NaN;
p=NaN

bonus 0% (0) 0% (0) 0% (0) 0% (0)

salary + bonus 76% (26) 70% (7) 69% (11) 100% (8)

carried interest 9% (3) 10% (1) 12% (2) 0% (0)

Other (please specify) 9% (3) 20% (2) 6% (1) 0% (0)

Table 13 indicates in which industries the above-mentioned compensation forms can be found.
Programs from the Technology, Media & Telecommunication sectors had a more diverse form of
compensation compared to the other 2 sectors. Two units (14 %) paid their CVC managers carried
interest and 3 (21 %) divisions in this industry indicated Other.

Table 13 Compensation of CVC unit employees per operating industry

Consumer Goods Industrial Goods and Technology, Media
Description and Retail Services, Energy (n=9) & Telecommunica- Significance Test
(n=11) ’ tion (n=14)
salary 0% (0) 11% (1) 7% (1) gz(ﬂ:a‘Ns)‘NaN’
bonus 0% (0) 0% (0) 0% (0)
salary + bonus 91% (10) 89% (8) 57% (8)
carried interest 9% (1) 0% (0) 14% (2)
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Consumer Goods Technology, Media

Industrial Goods and

Description and Retail - _a & Telecommunica- Significance Test
(n=11) Services, Energy (n=9) tion (n=14)
Other (please spec- 0% (0) 0% (0) 21% (3)

ify)

Reporting Line to the Parent Company

Another key point for unit organization was the reporting line of the CVC program to the incum-
bent. The participants were asked to which management function they were directly reporting.
Twenty six percent of the respondents selected the following 2 options: CEO, corporate office
strategy/development (Table 14). Another group that comprises 26 percent of the sample chose the
answer option Other and complemented the provided reporting line list with the following:

- Investment committee

- Independent board

- Head of digital

- Board of directors for CVC

Table 14 Reporting line to parent company on a global level

Descrintion All Asia Europe North America Significance
P (n=34)  (n=10) (n=16) (n=8) Test
X(df=12)=Na
CEO 26% (9) 50% (5) 19% (3) 12% (1) N: p=NaN
CFO 15% (5) 0% (0) 19% (3) 25% (2)
CTO 15% (5) 0% (0) 25% (4) 12% (1)
i - 0,
corporate office strategy/de- 26% (9) 20% (2) 0% (0) 38% (3)
velopment
corporate office finance 3% (1) 0% (0) 6% (1) 0% (0)
corporate office R&D 0% (0) 0% (0) 0% (0) 0% (0)
0, 0,

Other (please specify) 26% (9) ?3?)/0 31% (5) 12% (1)

Table 15 summarizes the findings of reporting lines per industry. We found no mentions of report-
ing to the corporate R&D. No division in the sector Industrial Goods and Services, Energy claimed

reporting to the CFO in the headquarter or to the corporate office finance.
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Table 15 Reporting line to parent company per operating industry

Industrial  Technology, Me-

Consumer Goods and Ser- dia & Telecom- Significance
Items Goods and Re- . L
o vices, Energy munication Test
tail (n=11) (n=9) (n=14)
CEO 27% (3) 220 (2) 20% (4) gz(ﬂlf;le)zNaN;
CFO 18% (2) 0% (0) 21% (3)
CTO 9% (1) 33% (3) 7% (1)
corporate office strategy/de- 9% (1) 11% (1) 21% (3)
velopment
corporate office finance 9% (1) 0% (0) 0% (0)
corporate office R&D 0% (0) 0% (0) 0% (0)
Other (please specify) 27% (3) 33% (3) 21% (3)

Frequency of Communication

CVC programs were asked to indicate how often they communicated with stakeholders such as
senior executives, R&D of the incumbent or venture capitalists. The scale to choose from ranged
from very frequently to never.

Figure 12 summarizes the frequency of communications of CVC units (in percentages) per conti-
nent. The stakeholders that CVC units communicate with most frequently were venture capitalists
and senior executives in the parent company. The individual findings per continents are further

analyzed in the chapter finding per continent.

Figure 12 Frequency of communication per continent (in percentage)

never Il rarely ocoasionally frequently VETY ﬁEqusntI}.
Asia Europe Morth America
venture Capitalist _ 10 _ 18 - g
senior executives _ 10 _ 18 - 8
industry peers - 10 _ 18 . g
executives from - 10 _ 16 - 8
technical/R&D - 10 - 16 _ 8

50 ] 50 100 50 ] 50 100 50 0 50 100
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Autonomy of corporate venture units

How autonomous a corporate venture capital unit is in investment decision making depends on the
incumbent. We tried in this section to probe how autonomous CVC units were regarding several
aspects such as due diligence, strategic and financial goals or budgetary planning. CVC units had
to rate their autonomy with a Likert scale ranging from very autonomous to never autonomous.
Figure 13 summarizes the answers of the CVVC programs on a Likert plot (in percentages) per
continent. Generally, most respondents considered their units rather autonomous in most of the
suggested aspects. The significant findings per continent will be discussed in the individual sec-
tions of the continent.

Figure 13 Autonomy of CVC unit per continent

never sutonomousll of little autonom mcderately autonomous autonomous very auton omouslll

Asis Europe North America
termination of deal _ 5 . _ 16 _
IPC of business venturs _ 10 - _ 18 -
financial goals B I 18 I
investment into a deal - 10 - _ 16 _
budgetary planning - 10 - - 16 -
strategic goals - 10 - 18 - _
0 50 100 0 0 100 0 50 100

Area of support to portfolio company

A crucial part for startups, when choosing an investor for their entrepreneurial endeavor, is the
kind of support they receive from corporate investors. The backing of incumbents to young firms
can range from managerial assistance in terms of strategy consulting to usage of R&D laboratories
or assistance in the field of marketing. Although the results were not statistically significant, we
noticed the following: 71% of programs did offer management support to their startups followed

by marketing support in 44 % of the cases (Table 16).

Table 16 Areas of support for portfolio company per continent

Asia Europe North
Items All (n=34) (n=10) (n=16) Agig)ca chi-sq.test
management (executive contacts, 0 0 0 0 X(df=2) =1.01;
consulting) 71% (24) 80% (8) 62% (10) 75% (6) 0=.605
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North

_ Asia Europe . .
Items All (n=34) (n=10) (n=16) A(r:\](ig)ca chi-sq.test

R&D or manufacturing personnel  41% (14) 20% (2) 50% (8)  50% (4) ;(z(d;géz) =2.62;
usage of test labs or similar facili- X(df=2) =2.08;
ties in the corporation 26%(9)  10% (1)  31% (5) 38% (3) p=.353
marketing (suppliers, sales force, 0 0 0 0 X(df=2) =0.54;
channels) 44% (15) 50% (5) 38% (6) 50% (4) 0=.765
Other (please specify) 3206 (11) 20% (2) 38% (6)  38% (3) ;(z(dgfg) =0.99;

Thirty two percent of the population provided complementary insights under the option Other. The

following functions of support were named by the CVC managers:

- Legal, HR support
- Global network

- Business practices
- Customer access

- Fundraising

Interestingly, one CVC unit mentioned that almost no support was provided by the parent com-

pany. The CVC unit is aiding the young entrepreneurs directly with contacts, management and the

strategy.

Figures 14 summarizes the areas of support to portfolio companies (in percentages) within conti-

nents.

Figure 14 Areas of support for portfolio company per continent

Asia
management {executive contacts, consulting) _
marketing {suppliers, sales force, channels) _
R&D or manufacturing personnel -
Other [please specify) -
|

usage of test |abs or similar facilities in the corporation

Reasons for corporate venture capital

The reasons for corporations to pursue corporate venture capital can be various. In this question-

naire, CVC units could choose from 4 different options, which are presented in Table 17. Twenty-
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nine (85 %) of the programs selected gain window on new emerging technologies as the main
purpose why they invest into portfolio companies. Two other reasons such as gain window on new
markets and create new product(s) were equally chosen by 65 % of programs in all continents.
Interestingly, the motivation to improve firm innovative efforts was the response of 62 percent of
units in north America, 50 percent of units in Europe but is only to a smaller extent of 30 percent
of those in Asia.

Interestingly, the motivation to improve firm innovative efforts was the response of 62 percent of

North American units, 50 percent of European units and 30 percent of Asian ones.

Table 17 Reasons for CVC

All Asia Europe North America
Items (n=34) (n=10) (n=16) (n=8)
gain window on new markets 65% (22) 60% (6) 63% (10) 75% (6)
gain window on emerging technolo-
gies 85% (29) 80% (8) 81% (13) 100% (8)
create new product(s) 65% (22) 70% (7) 50% (8) 88% (7)
improve firm innovative efforts 47% (16) 30% (3) 50% (8) 62% (5)

Investment objectives of CVC unit

Corporate Units had to specify which investment objective they were pursuing. Table 18 depicts

different results split between continents.
In Europe, most CVC units (75%) and in Asia (56 %) had strategic merit with financial profit as
their objective (chi-square, p<0.05). In Contrast, North American units mentioned strategic objec-

tive with significantly higher frequency (chi-square, p<0.05).

Table 18 Investment objectives of CVC unit

lterms All Asia Europe North America  Significance
(n=34) (n=10) (n=16) (n=8) Test
o X(df=6)
0, 0, 0, 0,

strategic objective 29% (10) 40% (4) 12% (2) 50% (4) ~13.03; p=.043
financial objective 9% (4) 10% (1) 12% (2) 0% (0)

. e 0
strategic me_rltW|th fi 56% (19) 50% (5)  75% (12) 2506 (2)
nancial profit
Other (please specify) 6% (2) 0% (0) 0% (0) 25% (2)
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Preferred investment strategy of CVC divisions

One key aspect of the survey explored the preferred investment strategy of the CVC unit (Table
19). The most often applied strategy among Asian (60 %) and European (50 %) countries are direct
investment. In contrast, North America (50 %) utilizes the investment in a syndicate more often.
Notable is that none of the participating divisions is using an indirect investment (through a venture

capital fund) as their strategy.

Table 19 Preferred investment strategy of CVVC program per continent

- All Asia Europe North America  Significance
Description (n=34)  (n=10)  (n=16) (n=8) Test
direct investment 50% (17)  60% (6) 50%(8)  38% (3) F)f:(ﬁlf;ﬁ) =NaN;

investment in a syndicate

(where CVC unit does not 24% (8) 10% (1) 19% (3) 50% (4)
have the lead)

investment in a syndicate

(where CVC unit does have  10% (18) 10% (1) 25% (4) 12% (1)

the lead)

indirect investment (through a

venture capital fund) 0% (0) 0% (0) 0% (0) 0% (0)
Other (please specify) 9% (3) 20% (2) 6% (1) 0% (0)

Twenty percent of Asian units and six percent of European units mentioned their preferred invest-
ment strategies as follows:

- Combination of direct and syndicate on case basis

- both indirect and direct investments

- direct investment with another investor, lead or not leading is both

Deal source of portfolio company

Corporate Units were asked to which source they turn to when they were looking for a potential
investment (Table 20). Half of the contributing divisions (44 %) choose the answer option Other.
A striking number of divisions indicated that they would use a blend of all the enlisted sources,

which are illustrated in Table 20 when they were searching for prospective startups.
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Besides, a considerable number of companies (24 %) searched for possible portfolio companies
either from venture capitalists or through solicitation within the corporate venture unit. Interest-
ingly, none of the CVVC programs were using government or solicitation done by parent company

as further options.

Table 20 Source for portfolio company per continent

All
ltems (n=34) Asia  Europe North America  Significance
(n=10) (n=16) (n=8) Test
angel investors 3% (1) 10% (1) 0% (0) 0% (0) X(df=14)
=NaN;
venture capitalist 24%8) 00 (0)  38% (6) 25% (2)  p=NaN
other CV/Cs (i.e. syndicate) 3% M 1006 1) 0% (0) 0% (0)
solicitation done by parent com- 0% (0) 0% (0) 0% (0) 0% (0)
pany 0 0 0
solicitation done by CVC 2% () 200 (2) 19% (3) 25% (2)
application of portfolio company 6% (2) 10% (1) 6% (1) 0% (0)
government 0% (0) 0% (0) 0% (0) 0% (0)
Other (please specify) 44% (15) 5006 (5) 38% (6) 50% (4)

Investment stage

Corporate units were asked in which stage they usually invest in (Table 21). One Asian CVC
division left this question unanswered. Therefore, the response rate for Asia is 9 instead of 10. The
early stage is mentioned by the majority of respondents. The least cited investment stages by all
the CVC units are the seed stage and the expansion stage. The startup stage receives more attention
by European companies (31 %) than Asian (11 %) and North American programs.
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Table 21 Investment stage per continent

All Asia Europe North  Signifi-
Items n (n=34) n (n=10) (n=16) America  cance
(n=8) Test
X(df=8
1 0,
Z?]?jditsjfeaag)e (business plan 33 9% (1) 9 0%(0) 16 6% (1) 8 0% (0) )=5.80;
p=.670
startup stage (develop- 18% (6) 11% (1) 31% (5) 0% (0)
ment prototype)
i 0,
gi?ﬁ’l g:apgrf)t(gtr)‘/’se‘;“'on 44% (15) 40% (48)  38% (6) 62% (5)
development stage 24% (8)
(faunched product and 33% (3) 19% (3) 25% (2)
revenue growth)
expansion stage (product
experiencing and reve- 9% (9) 11% (1) 6% (1) 12% (1)

nue growth)

Measurement of investment success

The number 1 measurement of investment success for CVC units were according to our studied

sample financial results such as return of investment (ROI) or internal rate of return (IRR). Cus-

tomer acquisition, retention and loyalty was not chosen by any of the CVC divisions (Table 22).

Table 22 Measurement of investment success per continent

North  Significance

All Asia Europe .
Items IAmerica Test

(n=24) (n=10) (n=16) (n=8)
financial results (i.e. ROI, IRR, 38% (31) 0 1. 0 X(df=8)=NaN;
ROE, cost of capital) 9 33%(3) € 0% (8) & 25%(2) p=NaN
interaction with portfolio company 15% (5)
(#site visits, #hours of contact btw. 0 0 0
unit and start up, # startups ac- 11% (1) 19% (3) 12% (1)
quired,)
R&D effectiveness (# new technolo- 18%
gies, # modification to existing prod- (6) 0 0 0
ucts, time saved in product develop- 11% (1) 0% (0) 12% (1)
ment, product time to market...)
customer acquisition, retentionand 0% (0) 0% (0) 0% (0) 0% (0)
loyalty ° 0 0

0,

Other (please specify) ?fs/)" 4% (4) 3% () 50% (4)
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In the answer option Other most of the 38 % respondents stated that they measured their invest-
ment success on both financial and strategic metrics. One CVC units stated that they evaluated

positive investments in terms of partnership between the portfolio company and their parent com-

pany.

Investment criteria

Participating units had to convey what their main criteria looked like when they were screening
startup companies to invest in (Table 23). The 2 most important criteria for investments into young
entrepreneurs are by far strategic relevance to the corporation (88 %) and experience of manage-
ment team (82 %). The least chosen criteria are Board observation rights by only 26 % of CVC

units.

Table 23 Investment criteria when screening a portfolio company

All Asia Europe North America
Items (n=34) (n=10) (n=16) (n=8)
strategic relevance to the corpora-
tion 88% (30) 90% (9) 81% (13) 100 % (8)
experience management team 82% (28) 100 % (10) 75 % (12) 75% (6)
investment range and location 59% (20) 80 % (8) 38 % (6) 75% (6)
board observation rights 26% (9) 20% (2) 19% (3) 50% (4)
Other (please specify) 21% (7) 20% (2) 31 % (5) 0% (0)

Twenty-one divisions gave more details on what they put their attention to when seeking potential
investees:

- Scalable and feasible business model

- Size of market

- Performance to date

- Competition, technology differentiation and defensibility

- Financial opportunity

Deal ownership in portfolio company

Participating CVC units were asked how much ownership they took in portfolio companies. Table

24 shows that every CVC program in our study take significant minority ownership in the startup.
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None of the studied sample took full or majority ownership or full control in a portfolio company.

Table 24 Average ownership in portfolio companies per continent

ltems (nég 2) Asia Europe Al;lnoerrtit;a Significance
- (n=10) (n=16) - Test
(n=8)
X(df=4)
0, 0, 0, 0,
full control 0% (0) 0% (0) 0% (0) 0% (0) ~NaN: p=NaN
majority ownership 0% (0) 0% (0) 0% (0) 0% (0)

significant minority ownership 100% (34) 100% (10)  100% (16) 100% (8)

Preferred deal terms
The majority of CVC units (41%) used the option Other to convey their answer (Table 25). Be-
sides, none of the participants used dilution protection as a form of deal term and just a minority

of the divisions (3%) used common shares.

Table 25 Preferred deal terms of CVC unit per continent

Al . Europe Nort_h Significance
Items (n=34) Asia (n=10) _ America
(n=16) _ Test
(n=8)
non-voting board seat 12%(4)  10% (1)  12%(2)  12% (1) f&‘f;_lé):NaN
voting board seat 12% (4) 10% (1) 19% (3) 12% (1)
dilution protection 0% (0) 0% (0) 0% (0) 0% (0)
i 0,
convertible preferred 15% (5) 10% (1) 120 (2)  25% (2)
stock
0,
liquidation preference 15% (5) 20% (2) 6% (1) 25% (2)
common shares 3% (1) 0% (0) 6% (1) 0% (0)
- 0,
i(?;[/r;er (please spec 41% (14) 50% (5) 2% () 25% (2)
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Open Questions

This section discusses the three open-ended questions from the survey where theCVC managers
had the opportunity to give personal insights into their business. The questions dealt with the fol-

lowing aspects:
- Operational challenges of the CVC unit
- Knowledge transfer from portfolio to parent company

- Preferred exit strategy of the CVC unit

The full list of statements can be found in the end of Appendix I. In total 82 % of the survey sample

answered the open-ended questions. The highest response rate was from North America (88 %).

Operational challenges of the CVC unit

CVC divisions were asked to provide their perceptions of the operational challenges they faced.
We organized their feedback into the following categories:

- Parent company

- Strategic versus financial goals

- Cooperation with parent company

- Cooperation with portfolio company

- CVC personnel

Parent company

One CVC unitreported that they were the only investment platform within the corporation’s group.
Therefore, the parent company demanded high profits from the CVC division. This in turn influ-
enced the CVC investment method considerably.

For another CVVC program, it was difficult to balance different parameters of success with the
incumbent. A reason for this was because the incumbent expected short term results whereas the
unit followed long term results.

Furthermore, a change in leadership in the parent company may require the CVC unit to adopt new

strategies based on the wishes of the new management. “Combining of a business-driven service

50



approach and a self-controlled fund with sometimes opposing investment strategies” was an ad-
ditional remark of a venturing unit. The ensuring autonomy from the incumbent and “building

outside in perspective” was mentioned as a further operational hurdle by one CVC division.

Strategic versus financial goals

CVC managers encountered obstacles with the parent company strategy. Some parent company
demanded strategic investment, which were in the opinion of one CVC program, “not necessarily
good financial investments”. The right balance of strategic importance and financial measures

constituted another key point in terms of the challenges CVC units face.

Cooperation with the parent company

For some CVC programs, cooperating with other departments within the parent company was
challenging. One program admitted that it took time to get all the approvals from departments and
subsidiaries in order to work together with portfolio companies. One unit stated in the survey that
they encountered “heavy corporate processes” while they were required “to act in a speedy fash-
ion with external partners”. CVC divisions had to convince, not only the management of the
incumbent but also the engineering teams of various departments, in order to conduct investment
activities. Getting other departments “buy in” could be cumbersome and could slow down the
collaboration with potential investees.

One participating CVC unit reported that they were challenged to ensure knowledge transfer be-

tween the portfolio company and the incumbent.

Corporation with Portfolio company
A sudden pivoting of the startup and the resulting adjustment to the change was a reported hurdle

conveyed by one program.
A key function of a CVC unit is to mediate between the parent and the portfolio company. One

unit admitted that meditating between portfolio and parent company in terms of (different) lan-

guage and speed constituted a key obstacle to them.
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One unit claimed it had difficulties finding startups with strategic relevance to the parent company.
The distance between “foday’s business and technology and the investment targets” was another

challenge to overcome when investing into external companies.

CVC personnel

Programs stated that hiring talented employees and the compensation was a problem in their daily
business. They reasoned that there was a risk of losing key people due to the competitive market
they were operating in. A unit confessed that they were understaffed in their corporate venture
organization.

Another unit summarized the operational challenges in this way: “As with any traditional VC”

“Deal sourcing”

“Portfolio management”

“Balancing financial imperatives”

“Speedy commercialization of portfolio companies ”.

Preferred exit strateqgy for CVC units

Another open-ended question was regarding their favored exit strategy of corporate investments.

The most stated exit strategies of the overall population of CVC units were Trade Sale with 7
nominations, Acquisition with 5, Initial Public Offering with 4 followed by Merger & Acquisitions
(M&A) with 4 nominations. One unit mentioned that they sought a “long-term exit” and were more
focused on sustainable businesses, generating return on investment via dividends and IPO. Another
division noted that they “want to gain full control and absorb startups that are strategically im-
portant to our business”. One CVC organization admitted that they preferred high return exits as

soon as possible after their investment.

Knowledge transfer from portfolio company to the parent

Knowledge transfer is a highly sensitive area in the context of corporate venture capital. On one
hand the startup needs to protect their IPO from expropriation by the incumbent and on the other
hand the CVC unit should ensure value to the incumbent from their investments. The answers in
terms of knowledge were considerably diverse. The statements regarding knowledge handover
ranged from “not at all” to “direct collaboration with the portfolio companies”.
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CVC units mentioned that knowledge transfer took place indirectly. This meant that the transfer
was filtered via the CVC unit through, for example, internal meetings or monthly communications
between the stakeholders.

One organization reported, that their practice of transferring knowledge worked through “proof of
concepts” of the startup’s product in the environment of the incumbent. The CVC divisions fre-
quently mentioned that through collaboration, projects and business unit partnerships’ valuable
information got passed on to the corporation.

The knowledge transfer is usually agreed on in contractual arrangements. One unit explained that
their knowledge transfers with the startups was written down in separate business collaboration
agreements.

But not in every corporate venture capital organization knowledge transfer takes place.

One CVC unit admitted that the knowledge transfer does not happen frequently, due to “risk of IP
contamination ”. If stronger collaboration with startups were to take place, a “non-disclosure
agreement (NDA) with a clearly defined purpose” needed to be signed to protect startups from
expropriation of their intellectual property. Only one corporate venturing program confessed that
no knowledge transfer takes place with the argument of “we have Chinese walls”.

In the next sections, the most striking findings from Asia, Europe and North America will be pre-

sented in terms of the generic aspects, unit organization and investment activities.

4.1.2 Findings of Asia

In our sample, Asian CVVC programs were of a relatively young age. The most often mentioned
founding year was 2015 and the oldest was 18 years. The industries Asia was investing in the most
were Media and Entertainment (70 % of respondents) and Software (60 %). One alternative sector
provided by one organization to the option Other was “Transportation and Auto ”.

Ninety percent of these CVC units invested into the Asian market. One unit explained this decision
with the following: ““/...] since now starting a business there is really heated ” and because “China
is a large market to grow a so-called unicorn company”.

The second highest frequency of investment from Asian programs went to the North American
market (70 %). Compared to Asia and North America, Europe received little investment attention

from Asian CVC units and ranked equally with Australia (30 %).
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Corporate managers stated that their geographical preferences depended on “easiness to access”
and on where “most innovative and high growth companies readily available” were located.
Eighty percent of units were given funding support from the incumbent of over 20 million USD.
Half of the programs (50 %) were set up as independent subsidiaries and one CVC division indi-
cated that they were an “independent trust reporting to the corporation”.

Most (60 %) of the CVC organizations hired their personnel externally from VC or CVC firms
and only one unit hired their CVC managers internally within corporation.

Seventy percent of Asian units chose salary+bonus as the unit compensation.

Half of the Asian (50 %) sample reported directly to the CEO. Other divisions stated that they
reported to an “investment committee”, “chief strategy officer” or to an “independent board”.
Asian CVC managers communicated most frequently with industry peers and venture capitalists.
However, they communicated least frequent with technical/R&D employees from the parent com-
pany.

Programs from Asian countries were very autonomous in terms of due diligence, termination of
deals and financial goals. The least autonomy could be found in budgetary planning and deciding
on strategic goals.

Asian CVCs communicate most frequently with venture capitalists and senior executives in parent
company and the least often with technical/R&D employees in parent company.

They area of support in which startups received help from CVCs that got mentioned most fre-
quently (80 %) was management . One CVC unit offered other areas of support to investees such
as “legal, HR, global network” and “collaboration with the parent”.

The rationales behind CVC for Asian programs were to gain window on emerging technologies
(80 %) and create new products (70 %). The investment goal for organizations from Asian coun-
tries was strategic merit with financial profit (50 %).

Sixty percent of divisions chose direct investment as their preferred investment strategy. Forty four
percent of Asian divisions invested in an early stage. The most often named average investment
sum CVCs was 2 to 5 million USD (50 %) with an average investment duration in a deal of 3-7
years. The average investment sum that got chosen most frequently was 2 to 5 million USD (50%).
For CVC units to measure their success of investments success, 33 % of respondents used financial
results such as ROl and IRR

54



Some divisions offered alternative options for measuring success, such as “interaction with port-
folio companies, customer acquisition”

The most frequently mentioned criterion to invest into a startup firm by Asian respondents was
strategic relevance to the corporation with 90 %.

4.1.3 Findings of Europe

In our survey, Europe had the youngest CVVC unit across the 3 continents with a founding year in
2017. The most often mentioned founding year was 2009 while 1998 was the earliest year men-
tioned.

Fifty six percent of European units invested in Software and Industrial/Energy. On the other hand,
only six percent of units invested in Media & Entertainment and Networking & Equipment. Addi-
tional industries some European units added under Other were “Artificial Intelligence ”, “Materi-
als & Chemicals”, “Cleantech”, “Digital Health”, “Mobility” and “Digital Factory”.

Most European divisions (94 %) invested into Europe, because of the “home markets in Europe”
North America received considerable investments from European corporations as well (81 % of
European respondents) One CVC division justified their North American investment activity with
the argument “large ecosystems of startups”. Some divisions correspondingly established their
CVC divisions in the North America because the “majority of relevant startups” were based there.
In contrast, fewer units (25%) invested in the Asian market and no unit, in our European sample,
chose Africa for investment. One European CVC manager stated that their division had “no geo-
graphical preference”, whereas another claimed to invest into countries where “enough opportu-
nities” could be found.

Fifty percent of the European divisions established their CVC program as an independent subsid-
iary with a direct reporting line to the parent company. Only 25 % of our European CVVC sample
did set up their organization as an integrated business unit in the corporation. One program ex-
plained that they were part of the R&D department and did report directly to the CTO.

CVC units in Europe hired their employees from internal and external sources equally. Thirty-
eight percent hired directly from venture capitalist firms or other corporate venture units and 38 %
looked within the corporation for suitable investment managers.

The compensation in European divisions showed a distinct picture: 69 % reimbursed their manag-
ers with a salary & bonus and a considerably lower percentage of 12 % paid with carried interest.

Only 6 % of CVC divisions used a combination of “salary+bonus+carried interest”.
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European division showed a rather diverse reporting line to the parent company. The most reported
to function by the divisions was the CTO of the incumbent (25 %). Only 19 % of the participants
in the corporate venture capital units report to the CEO and CFO. No division from the sample
reported to either the corporate office strategy/development or corporate office R&D. Some units
stated that they reported to the “Head of Digital 7, “Board of directors for CVC ”,” CTO and EVP”
or” CEO and CFP .

The highest level of autonomy was given to European units by incumbents when it came to due
diligence. On the other hand, CVC units were least autonomous in deciding which portfolio com-
panies to invest in and in planning their budgets. Ninety percent of units were given funding sup-
port from the incumbent of over 20 million USD.

Startups received management support from most European companies (62% of respondents).
Fifty percent of units did offer help in the form of R&D or manufacturing personnel. Other forms
of support provided by European divisions included customer and channel access. One program
admitted that there was no support available from the parent company. They claimed that the sup-
port to the startup came directly from the CVC program in terms of contacts, management and
strategy.

The reasoning behind CVC according to our European respondents can be summarized as follows:
80% of units sought to gain window on emerging technologies, 63% worked to gain window on
new markets and 50% were motivated by improvement of firm innovative efforts or creation of
new products.

A significant share (75 %) of European divisions pursued strategic merit with financial profit as
their investment goal. Equally 12 % of them followed either only strategic or financial objectives.
Direct investment was the favored investment strategy for half of the European sample (50 %).
However, no unit invested indirectly through a venture capital fund. Two to five million USD is
the average investment amount for 62 % of European CVC programs while 25 % invested a higher
amount of 5 — 10 million USD.

The average investment phase from the initial funding till the exit was for 44 % of the divisions 5-
7 years. The investment stage for 38 % was early stage and for 31 % was startup stage.

Half of the European CVC units (50 %) measured their investment success through financial re-
sults. Thirty one percent provided “strategic benefits & financial return”, and “partnerships be-

tween the portfolio company and parent company” as their tool to evaluate investment success.
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The investment criteria when screening a startup firm were experience management team (100 %),
strategic relevance to the corporation (81 %) and investment range and location (80 %). Only 20

% set their value on board observation rights.

4.1.4 Findings of North America

The oldest North American CVC unit was 26 years old and was the oldest among all participating
units in the survey. The most often mentioned founding year was 2008 and the average founding
year was 2002. The industry that North American units (62 % of respondents) most invested to
was Software. Fifty percent of units invested into Telecommunications and Industrial/Energy.
Other alternatives CVVC units mentioned were “Sustainable Materials & Chemistries “and “Food
& Agriculture”.

Every North American CVVC unit was investing in the North American market.. Sixty-two percent
invested in Europe and 50 % in Asian countries. The continents that received no investments from
North America were Africa, Central and South America. One CVC unit stated that they “preferred
the best deals ” regardless of the geographical location. Another unit mentioned that they favored
“proximity to headquarter” because of the “ability to work more closely with the portfolio com-
panies”.

Half of the CVC programs (50 %) were integrated business units in the corporation while 38 %
were established independent subsidiaries. One unit noted that their investment team “sits in the
Strategy & Corporate Development team”.

Fifty percent of the CVC managers got hired internally and all programs (100 %) compensated
their employees with salary+bonus. Thirty eight percent of CVCs reported to their corporate office
strategy/developments while twenty five percent reported to their CFOs. A North American unit
commented that they were part of the” CFO &EVP of Strategy”.

The divisions were least autonomous in deciding on their strategic goals and in planning their
budget. However, they had more freedom to decide on termination of deals and in which deal to
invest in.

North American divisions communicated most frequently with technical/R&D employees in par-
ent and the least often with industry peers.

The majority (70 %) of CVC units supported their investees with management support and 50 %

of units did offer support with R&D or manufacturing personnel and marketing. Some units added
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that they further offered help with “strategic fit”, “go to market strategy and execution” and “com-
mercialization within parent company of CVC unit”.

All units mentioned gain window on emerging technologies as their rationale for CVC investment.
Eighty eight percent mentioned Creating new products and 75 percent mentioned gain window on
new markets.

One investment goal chosen by 50 % of the North American participants was strategic objective,
followed by strategic merit with financial profit (25% of respondents). Some divisions (25 %)
indicated they pursued a blend of strategic and financial goals.

The favored investment strategies for the corporate investors were investment in a syndicate, where
the CVC unit does not have the lead (50 % of respondents) and direct investment (38 %). Thirty
eight percent of respondents had an average investment amount of 2-5 million USD. A second
group of thirty eight percent mentioned an amount of 5-10 million USD.

Thirty eight percent of units scouted potential startups from venture capitalists. Some venture
managers added that they would use “personal network” or their “global scouting team” as a
source. In our sample, 62% of north American units invested in the early stage. As a measurement
tool for investment success some CVC units stated strategic value and the financial results.

All North American participants claimed that the most important investment criteria when screen-
ing an investee is strategic relevance to the corporation. Furthermore, the experience of manage-

ment team was also claimed as an important criterion (75 % of respondents).

4.1.5 Summary of the Findings

The thesis was designed to answer the following research questions:
4. How do corporations from different cultural backgrounds conduct corporate venture capital
programs?
5. What are the significant alterations in corporate venture capital operations?
6. What are similarities across continents of global corporate venture capital in terms of unit

organization and investment activity?

In the following sections, the answers to the research questions based on the findings from the

questionnaire will be presented.
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Research Question |
The extensive description of the results of our questionnaire, first on a global level and second
broken down per continent (Asia, Europe, North America), answers the first research questions of

how CVC is conducted from culturally distinct countries.
Research Question 11
In this section, the difference of global CVC in terms of unit organization and investment activity

will be outlined.

Unit organization

The organizational forms of CVCs in the three continents exhibited significant differences. For
example, Asian and European CVC divisions were set up to 50 % as independent subsidiaries. In
contrast, 50 % of North American organizations were integrated business units in the parent com-

pany.

Source of CVC employees

In Asia, 60% of CVC managers got hired from external sources such as other CVC divisions or

VC firms. The majority (50 %) of North Americans hired internally within the incumbent.

Reporting line to the incumbent

Half of the Asian CVC divisions reported to the CEO and the other half to different other functions.
Whereas in North America and Europe the data showed no majority in terms of reporting line. The

data was spread across the various answer options.

Autonomy
Regarding autonomy, the data showed that Europe was in termination of deals, IPO of business
venture, investment into a deal and budgetary planning the least autonomous continent. The most

autonomy from the incumbent to the CVC unit was granted to Asian organizations.
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Investment goals

The majority of European divisions and half of the Asian respondents indicated that their invest-
ment goal was strategic merit with financial profit. However, half of the participants from North

America indicated strategic objectives as their investment goal.

Investment strategy

Half of the Asian and European respondents conducted direct investments. In contrast, half of the

North American units invest in a syndicate where CVC unit does not have the lead.

Research Question 111
After the outlining the differences between the study groups, the following sections consider the

similarities in conducting corporate venture capital.

Compensation
The reimbursement of CVC personnel was for most the organizations in all continents salary and

bonus.

Support for portfolio company

A large number of CVVC organizations across the continents provided support in terms of manage-

ment and consulting.

Rationale behind CVC investments

As a rationale for CVC investments, a considerable number of participants mentioned gaining
window on new markets, followed by the gaining window on emerging technologies and creating

new products.

Investment stage

Most of the corporate venture units in all three continents indicated that they invested into the early

stage of a startup.
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Investment criteria

To a significant majority, the most important investment criterion when screening a portfolio com-

pany is strategic relevance of the corporation, followed by experience of the management team of

the startup.
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5 Discussion and Conclusion

In this final chapter, we aim to put the key results of this work in perspective. First, the main
findings are summarized and discussed. Second, building on the discussion, the theoretical contri-
butions of the thesis are recognized and implications for practice are pointed at. Third, the limita-
tions of this work are described. Finally, the chapter ends with suggestions for future research that

can further shed the light on such questions.

5.1 Discussion of Findings

In the last decade, corporate venture capital gained a lot of recognition as a crucial method to
complement external venturing. Multiple researchers did put a lot of effort to understand the stra-
tegic and financial motivations behind corporate venture capital (Chesbrough, 2002; Wadhwa &
Kotha, 2006; Allen & Hevert, 2007; Dushnitsky, 2008; Gaba & Meyer, 2008; Basu et. al., 2011).
Some of the work aimed at shedding the light on corporate investors’ characteristics (Basu et. al.,
2011; Gaba & Meyer, 2008), accomplished outcomes through CVC in terms of strategic (Basu et.
al., 2011; Dushnitsky & Lenox, 2005b; Keil, 2000; Wadhwa & Kotha, 2006) and financial returns
(Allen & Hevert, 2007; Dushnitsky & Shapira 2010; Yang et al., 2009).

In the attempt to provide a multi-faceted picture of this external venturing method, CVC was also
examined from both the investor’s perspective (Chesbrough, 2002; Wadhwa & Kotha, 2006; Allen
& Hevert, 2007; Dushnitsky, 2008; Gaba & Meyer, 2008; Basu et. al., 2011) and the portfolio
company’s perspective (McNally, 1997; Chesbrough, 2002; Katila et al., 2008; Dushnitsky &
Shaver 2009; Gompers & Lerner, 1998).

One of the main goals of this study was to examine whether differences in CVC activities across
continents exist. This research complements the literature concerned with understanding corporate
venture capital from a global perspective. A questionnaire was designed to compare units from

culturally distinct countries and to help answer the research questions.

While not all the results showed substantial differences among continents, some differences and

similarities that got presented in the CVC literature are interesting to illustrate.
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For example, incumbents tend to look for ventures in industries that resemble their own (Sykes,
1986; Dushnitsky & Lenox, 2005a). We extend this argument by suggesting that corporations in-
vest the majority of their equity in the same sectors they are operating in and not only into a re-
sembling sector.

Corporations seek corporate venture capital not solely for financial purposes, but also for strategic
reasons (Block & MacMillan, 1993; Chesbrough, 2002; Battistini et al., 2013). Our work confirms
this argument as strategic merit with financial profit or strategic objectives were frequently men-
tioned in our population.

The goals of CVC units are similar, regardless of the investment strategies (direct, indirect) they
have decided on (Sykes, 1990). Our research suggests that, overall, CVC units had similar moti-
vations and goals pursuing CVC even though continents pursued either direct or indirect invest-

ments.

Researchers stated that the best reimbursement method for corporate VC managers were company
salaries (Birkinshaw et al., 2012). Researchers observed that corporate salaries predominated in
previous years and bonuses tied to strategic and financial goals were becoming more common
(Dushnitsky, 2006). The findings of this study concur with this argument because most CVC em-
ployees, in our sample, received salary and bonus Other forms of compensation, such as carried
interest, are not commonly used (Dushnitsky, 2006; McMillan, 2008). We found similar results

since only a small number of CVC managers, in our sample, got compensated with carried interest.

5.2  Contribution to Research

This thesis contributes to research on corporate venture capital in two ways:

First, this study describes corporate venture capital units conducted in different continents based
on primary data. Most studies based their results on either quantitative data or case studies. Only

a handful of studies on external corporate venturing were conducted using primary data.
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Second, most of the collected data originated from the Anglo-American countries. Even though
empirical studies of CVC had focused on individual countries, almost no study captured various

countries from different continents in their population and compared them with each other.

Furthermore, this work examined CVC from different angles in terms of unit organization and
investment activities. The thesis structured and summarized the important aspects of CVC and put

the findings from different continents into context.

5.3 Limitations

Several limitations to this work are worth mentioning. First, this study was conducted only on a
small sample. Therefore, to generalize the results for larger groups, the study should have involved
more participants from different countries. A larger sample size could lead to statistically stronger

results.

Second, the populations per continent were imbalanced in terms of size and operating industry.
We only managed to get 8 participants from North America and 10 from Asia. In contrast, Europe
had a larger population of 16. The participants of this thesis were operating in different industries

and the variation in sectors could have implications for our findings.
Finally, due to the limitation of part-time MBA study and full-time work, the research survey was

open for a relatively brief period of 3 months. More time for collecting data would have resulted

in a larger sample.
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Appendix

Appendix | Questions of the survey including the results

What year was the corporate venture capital unit founded?

Table I founding year of CVC units
All Continents (n 34)

mode average median minimum maximum
2015 2009 2010 1991 2017
North America (n 8)
mode average median minimum maximum
2008 2002 2002 1991 2013
Europa (n 16)
mode average median minimum maximum
2009 2010 2010 1998 2017
Asia (n 10)
mode average median minimum maximum
2015 2012 2015 1999 2016
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In what industries is the corporate venture unit investing?

Table 11 Investing industries of CVC units per continent

Asia

Europe

North America

Items (all) (n=34) (n=10)  (n=16) (n=8) chisq.test
Software 59% (20)  60% (6) 56% (9) 62% (5) ;(:(dJS:j):O.OQ;
Biotechnology 15% (5)  20% (2) 12%(2) 12% (1) :)(:(dggjﬁosz;
Medical Devices and 0 0 0 0 X(df=2)=3.27,
Equipment 21% (7) 40% (4) 12% (2) 12% (1) 0=.195
Telecommunications 32% (11)  50% (5) 12% (2) 50% (4) gz(dggé):S.M;
Semiconductors 21% (7) 10% (1) 19% (3) 38% (3) I[>)<=(d?:‘272):2.12;
Industrial/Energy 50% (17)  40% (4) 56% (9) 50% (4) I>3<=(d7f2=§):0.65;
Media and Entertainment ~ 32% (11)  70% (7) 6% (1)  38% (3) I>3<=(d(;‘g§):11.55;
Networking and 0 0 . . X(df=2)=3.95;
Equipment 2A%(7) %@ 6%(1) 38%E) T
IT Services 35% (12)  60% (6) 25% (4) 25% (2) I>3<=(d1f5=12)=3.79;
{Ei:)er]ctronlcsllnstrumenta— 329 (11) 30% (3) 38%(6) 25% (2) F>)(=(di;‘522)=0.42;
Consumer Products and X(df=2)=2.93;
Services 38% (13) 60% (6) 31%(5) 25% (2) 0=231
Financial Services 29% (10) 60% (6) 19% (3) 12% (1) ;(:(dggg)=6.48;
Healthcare 24% (8) 40% (4) 19% (3) 12% (1) r>)<:(d?:‘2=§)=2.25;
Retailing/Distribution 21% (7) 40% (4) 19% (3) 0% (0) ;(:(dffg)=4.4l;
Other (please specify) 24%(8)  10% (1) 31%(5) 25% (2) §£d1§§)=1'56?
Table 111 Investing industries of CVC units per operating industry
C(gﬁgg;er Industrial Goods Technology, Media
Items (all) (n=34) .. and Services, En- & Telecommunica- chisq.test
and Retail z : _
(n=11) ergy (n=9) tion (n=14)

Software 59% (20)  55% (6) 44% (4) 71% (10) ;<:(d;"1:§)=1.77;
Biotechnology 15% (5) 18% (2) 11% (1) 14% (2) I?)(:(ds;‘;SZ):O.ZO;
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Consumer

Industrial Goods Technology, Media

Items (all) (n=34) Goods . and Services, En- & Telecommunica- chisq.test
and Retail ergy (n=9) tion (n=14)
(n=11)

Medical Devices X(df=2)=0.66;
and Equipment 21% (7) 27% (3)  22% (2) 14% (2) 0=721
Telecommunica- 0 0 0 0 X(df=2)=2.64,
fions 32% (11)  36% (4) 11% (1) 43% (6) 0267
Semiconductors  21% (7) 9% (1) 22% (2) 29% (4) ;(:(djgj)=1.45;
Industrial/Energy  50% (17)  45% (5)  89% (8) 29% (4) gz(dglzf)zg'“;
Media and Enter- X(df=2)=11.84;
tainment 32% (11) 18% (2) 0% (0) 64% (9) 0=.003
Networking and 0 0 0 0 X(df=2)=1.08;
Equipment 21% (7) 18% (2) 11% (1) 29% (4) o= 583
IT Services 35% (12)  27%@3)  11% (1) 57% (8) ?J(:(dggg)ﬂ%
Electronics/In- X(df=2)=3.11;
strumentation 32% (11)  27%(3)  56% (5) 21% (3) p=.212
Consumer Pro- o\ — .
ductsand Ser-  38%(13)  64%(7) 11% (1) 36% (5) XA 27585
vices p=.
Financial Ser- 0 0 0 0 X(df=2)=5.23;
vices 29% (10)  36% (4) 0% (0) 43% (6) 0=.073
Healthcare 24% (8)  18% (2) 33% (3) 21% (3) ;(éd;gg)zo.w;
Retailing/Distri- X(df=2)=3.34;
iy 2% (7) 9% (1)  11% (1) 36% (5) pz(_ =)
Other (please 0 0 0 0 X(df=2)=7.07;
specify) 24% (8) 9% (1)  56% (5) 14% (2) 5=.029

Table IV Answer to option “Other” revealed per continent

Description Asia

Other (n=1; 10%)

Europe
(n=5; 31 %)

North America
(n=2; 25 %)

Transportation and auto  Robotics, Al

Materials & Chemicals

Cleantech

Digital health, agro

Chemicals and materials

Sustainable materials & chemis-
tries; Food & Agriculture

Digital Factory, Mobility, Build-

ing Technologies

Figure I Investing industries of CVC units per continent (in percent)
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What is the geographical preference of investment and what is the reason for this choice?
Please check all that apply.

Table V Geographical preference of investment per continent



Items (all) (n=34)Asia (n=10)Europe (n=16)North America (n=8) chisqg.test

Asia 50% (17) 90% (9) 25% (4) 50% (4) X(df=2)=10.40; p=.006
Australia 15% (5) 30%(3) 6% (1) 12% (1) X(df=2)=2.81; p=.246
Europe 68% (23) 30% (3)  94% (15) 62% (5) X(df=2)=11.55; p=.003
Middle East 15% (5) 10% (1) 19% (3) 12% (1) X(df=2)=0.42; p=.812
Africa 3% (1) 10% (1) 0% (0) 0% (0) X(df=2)=2.47; p=.290
North America  82% (28) 70% (7)  81% (13) 100% (8) X(df=2)=2.78; p=.249
Central America 6% (2) 10% (1) 6% (1) 0% (0) X(df=2)=0.81; p=.667
South America 6% (2) 10% (1) 6% (1) 0% (0) X(df=2)=0.81; p=.667

Table VI Geographical preference of investment per operating industry

(all) Consumer Goods Industrial Goods Technology, Media &

Items _ o and Services, En- Telecommunication chisq.test
(n=34)and Retail (n=11) ergy (n=9) (n=14)

. 50% X(df=2)=1.82;
Asia 17) 64% (7) 33% (3) 50% (7) 0403
Australia %s)% 36% (4) 0% (0) 7% (1) ;(z(dgig)zeso;

68% 0 0 0 X(df=2)=3.98;
Europe (23) 73% (8) 89% (8) 50% (7) 0=.137
0 —9)\= .
Middle East %55)/" 18% (2) 220 (2) 7% (1) gz(dgé) 115,
0 —9\— .
Africa %" 9% (1) 0% (0) 0% (0) ;J(:(dsf C2mAS,
North Ame- 82% X(df=2)=5.77;
rica (28) 100% (11) 89% (8) 64% (9) o= 056
Central 6% X(df=2)=4.44;
America  (2) 18%0) 0% (0) 0% (0) 0=.108
South Ame- 6% X(df=2)=4.44;
rica @) 18% (2) 0% (0) 0% (0) 0=.108

Figure 111 Geographical preference per continent (in percent)

Geographical Preference

Asig Eurcpe Morth America
Morth america (NN
Europe |
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Figure IV Geographical preference per industry (in percent)

Geographical Preference

a 20 40 a0 20 100
Consumer Goods and Retail Industrial Goods and Services, Energy Technology, Media & Telecommunication
Morth americs NN ]
Eucpe N | ]
asi= [N ] |
middle East [N ] |
rustratiz (I |
South America ||
Central America -
FUTE |
0 20 40 i ] 20 100 0 20 40 (1] 20 100
Percent

Table VII Answer to option “Other”

revealed per continent

Descrip-
tion
Other

Asia (n=4)

Europe (n=8)

North America (n=5)

Most of our investment
is based in China, since
now starting a business
is really heated. Last
year, almost 2,000 cases
were invested through
venture capital. China is
a large market to grow a
so-called unicorn com-
pany.

Because our current in-
terests are on AgTech,
Robotics and Urban Mo-
bility (Smart City)

High growth companies
readily available

Due to the mandate and
source of fund.

Most innovative compa-
nies

US most active ecosys-
tem, EU strong presence

Home markets in Eu-
rope and large start up
eco system in North
America

enough opportunities

No geographical prefer-
ence

That's where the major-
ity of the relevant start-
ups are based, and sub-
sequently the corporate
VC offices.
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We prefer the best deals no matter where they
are at in the developed world.

Based in NA, invest globally.

Proximity to HQ, ability to work more
closely with the portfolio companies
Headquarter in USA with major markets in
Japan & Europe & Australia



high-tech regions, finan-

Easiness to access and cial & independent ven-

maintenance ture capitalists, focus ar-
eas of the business
Capability to evaluate

Israel deal flow and to monitor
investments
Geographies were par-
ent is present

Under which organizational form is the corporate venture capital unit structured?

Table VIII Organizational form of CVC program per continent

Asia Europe North America Significance
Items

(n=10) (n=16) (n=8) Test
independent subsidiary company (report- 0 0 0 X(df=6)=3.57;
ing to corporation) 50% (5)  50% (8) 38% (3) p=.735
integrated business unit in corporation 20% (2) 25% (4) 50% (4)
independent partnership 20% (2) 19% (3) 0% (0)
other (please specify) 10% (1) 6% (1) 12% (1)

Table VII Answer to option “Other” revealed per continent

Descrip-
tion Asia Europe North America
Other (n=1) (n=1) (n=1)

- We invest off the balance sheet; the venture in-
vestment team sits in the Strategy & Corporate

-Independent Development team. Our investment committee
Trust report- are select members of the CEO staff. The Ven-
ing to corpo- - Part of R&D; re- ture team sponsors the investments.

ration portto CTO

What is the source of corporate venture capital unit employees?

Table IX Source of CVC unit employees per continent

Items Asia Europe  North America Significance
(n=10) (n=16) (n=8) Test
hired externally from VC or CVC X(df=4)=3.93;

firms 60% (6) 38% (6)  25% (2)
hired internally within corporation 10% (1) 38% (6) 50% (4)

p=.415
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Asia Europe  North America Significance

Items (n=10)  (n=16) (n=8) Test

hired externally outside of VVC or

CUC i 30% (3) 25% (4)  25% (2)

Table X Source of CVC unit employees per operating industry

Consumer Industrial Goods Technology, Media & Sianificance
Items Goods and Re- and Services, En- Telecommunication g Test

tail (n=11) ergy (n=9) (n=14)

hired externally from X(df=4)=6.68;

VC or CVC firms 2% (3) 22% (2) 64% (9) p=.154

hired internally 0 0 0

within corporation 36% (4) 56% () 14% (2)

hired externally out-

side of VC or CVC 36% (4) 22% (2) 21% (3)

firms

How many employees are working in the corporate venture capital unit? Please indicate a
number.

Table X1 Headcounts of CVC divisions all continents

All

mode average minimum maximum

5 19 3 120
North America
mode average minimum maximum
#N/A 24 3 120
Europa

mode average minimum maximum

4 15 4 100
Asia

mode average minimum maximum

5 22 5 90

How are the corporate venture capital unit employees compensated?

Table XII Compensation of CVC unit employees per continent

All i
Description (n=34) Asia (n=10) Europe (n=16) Nort?nég;erlca Significance Test
6% (2 —oY —NaN-
salary @ o) 12%2) 0% (0) ;)(:(ﬁaNS) NaN;
bonus 0% (0) 0% (0) 0% (0) 0% (0)
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North America

All
Description (n=34) Asia (n=10) Europe (n=16) Significance Test

(n=8)
76%
salary + bonus (26) 70% (7) 69% (11) 100% (8)
L 9% (3)
carried interest 10% (1) 12% (2) 0% (0)
. 9% (3)
Other (please specify) 20% (2) 6% (1) 0% (0)

Table X111 Compensation of CVC unit employees per operating industry
Con-
sumer
Goods Industrial Goods and

Technology, Media &

Description and Re- Services, Energy (n=9) Telecor(rrl]rilijlglcatlon Significance Test
tail B
(n=11)
X(df=8)=NaN;
0, 0, 0, !
salary 0% (0) 11% (1) 7% (1) p=NaN
bonus 0% (0) 0% (0) 0% (0)
0,
salary + bonus ?110? 89% (8) 57% (8)
carried interest 9% (1) 0% (0) 14% (2)
_Other (please spec- 0% (0) 0% (0) 21% (3)
ify)
Table XIV Answer to option “Other” revealed per continent
Description Asia Europe North America
Other (n=2) (n=1) (n=0)

- salary+bonus+car-

ried interest
- salary+carry

- Mix of salary, bonus and profit sharing

Who, in parent company, is the corporate venture capital unit reporting to?

Table XV Reporting line to parent company per continent

79



All Asia Europe  North America Signifi-

Description (n=34) (n=10) (n=16) (n=8) cance Test
50% X(df=12)
CEO 26% (9) 19% (3) 12% (1) =NaN;
(5) _
p=NaN
CFO 15% (5) 0% (0) 19% (3) 25% (2)
CTO 15% (5) 0% (0) 25% (4) 12% (1)
i - 0, 0,
corporate office strategy/de- 26% (9) 20% 0% (0) 38% (3)
velopment 2
corporate office finance 3% (1) 0% (0) 6% (1) 0% (0)
corporate office R&D 0% (0) 0% (0) 0% (0) 0% (0)
Other (please specify) 26% (9) ?39)% 31% (5) 12% (1)

Table XVI Reporting line to parent company per operating industry

Consumer Industrial Goods Technology, Media &

Description  Goods and Retail and Services, En-  Telecommunication S|gn_||f‘|3c;i1nce
(n=11) ergy (n=9) (n=14)
CEO 27% (3) 22% (2) 20% (4) gz(ﬁlf;le):NaN;
CFO 18% (2) 0% (0) 21% (3)
CTO 9% (1) 33% (3) 7% (1)
corporate office
strategy/develop- 9% (1) 11% (1) 21% (3)
ment
corporate office 0 0 0
finance 9% (1) 0% (0) 0% (0)
corporate office
o &pD 0% (0) 0% (0) 0% (0)
Other (please 0 0 0
specify) 27% (3) 33% (3) 21% (3)
Table XVII Answer to option “Other” revealed per continent
Description Asia Europe North America
Other (n=3;3%) (n=5;31%) (n=1;12%0)
- invest-

ment - CFO & EVP of

commit- Strategy

tee - CEO&CFO

- CTO,EVP
- CSO
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- Inde-
pendent
board

CTO, CFO, board mem-
ber sales; head of strategy

Board of directors for
CcvC

Head of Digital

How often does the corporate venture capital unit communicates with the following?

Table XVIII Frequency of communication per continent

ltems

Asia (n=10) Europe (n=16) North America (n=8)

Significance Test

senior executives
executives from
technical/R&D
venture Capitalist
industry peers

4.30 (0.82)
3.80 (0.79)
2.90 (1.20)
4.60 (0.70)
4.30 (0.67)

4.25(0.86)  4.25(0.71)
4.25(0.93)  4.25(0.71)
4.25(0.68)  4.50 (0.53)
469 (0.60)  4.25(0.71)
444 (0.81)  3.75(0.71)

F(df=2;31)=0.03; p=.975
F(df=2;31)=1.27; p=.294
F(df=2;31)=9.37; p=.001
F(df=2;31)=1.56; p=.227
F(df=2;31)=2.49; p=.099

Table XIX Frequency of communication per operating industry

Consumer Goods

Industrial Goods and Technology, Media &

Items and Retail (n=11) Servic(is:,QE)nergy Telecor(rr:r:&r;ication Significance Test
ii’;ii\%sexe' 4.64 (0.50) 3.67 (0.87) 4.36 (0.74) gg§£;§;31)=4.04;
]‘ffrf]““"es 4.45 (0.82) 4.00 (1.00) 3.93 (0.73) 5952;31):1.61;
EZ‘??F';;D 4.00 (1.00) 433 (0.71) 3.57 (1.22) gg‘?‘;g?‘“)ﬂ-”i
‘F;ft';tlfsrf Ca- 4 82 (0.40) 4.44 (0.73) 4.43 (0.76) 59233;31)4.18;
L”e‘i‘:?ry 4.00 (0.89) 4.22 (0.83) 4.43 (0.65) ESE;BD:O'?&

Figure V Frequency of communication per continent (in percent)
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Figure VI Frequency of communication per industry (in percent)
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Please specify how autonomous the corporate venture capital unit is regarding the follow-
ing decisions:

Table XX Autonomy of CVC unit per continent

Items Asia n Europe n North America Significance
(n=10) (n=16) (n=8) Test
due dilligence 10 430 16 4.44(0.81) 8 4.25(1.04) F(df=2;31)=0.12;
(0.71) p=.885
investment into a 3.80 F(df=2;31)=0.20;
deal 10 oy 16 375(144) 8 412(089) o= 821
termination of deal 9 ?63837) 16 4.00(126) 8 4.38(0.74) Eid§g§’3°"°'16’
IPO of business 3.90 F(df=2;31)=0.01;
venture 10 (11g) 16 381(133) 8 400(093) o= 902
strategic goals 10 ?5938) 16 3.44(0.96) 8 3.50(1.41) E£d£5§’31)_0'85’
financial goals 10 ?6352) 16 3.69(095) 8 4.12(0.99) Eﬁd;;§;31)=1.44;
: 3.70 F(df=2;31)=0.13;
budgetary planning 10 (0.95) 16 3.44(1.36) 8 3.50(1.07) 0= 861
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Table XXI Autonomy of CVC unit per continent

Consumer

Industrial Goods

Technology, Media

Items n Goods and Re- n and Services, En- n & Telecommunica- Slgn_:_fé;:?nce
tail (n=11) ergy (n=9) tion (n=14)
due dilli- F(df=2;31)=0.79;
gence 11 436(0.92) 9 4.67(0.71) 14 4.29 (0.83) 0= 46
investment F(df=2;31)=0.42;
itoades 1L 418(075) 9 378(139) 14 3.64 (1.28) =660
termination F(df=2;30)=0.52;
of deal 11 445(0.82) 9 4.22(0.83) 13 3.92 (1.32) 0= 602
IPO of bu- _5.21\=1 AD-
sinessven- 11 4.18(0.87) 9 3.33(1.22) 14 4.00 (1.24) Eidzi’:ﬂ)‘lﬁz’
ture '
strategic F(df=2;31)=1.21;
qoals 11 355(1.21) 9 3.22(0.83) 14 3.86 (1.03) 0311
financial F(df=2;31)=3.22;
qoals 11 4.45(0.82) 9 3.44(0.88) 14 3.93(0.92) 0=054
budgetary F(df=2;31)=0.83;
olanning. 1L 382(087) 9 311(136) 14 357 (1.22) 0=.444
Figure VII Autonomy of CVC unit per continent (in percent)
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How much is the funding support provided by the parent company?

Table XXI1 Funding support of parent company by continent

Description All Asia Europe North America
(n=34) (n=10) (n=16) (n=8)

Less than $ 1M 0% (0) 0% (0) 0% (0) 0% (0)

$1Mto $3M 3% (1) 0% (0) 6% (1) 0% (0)

$3Mto$5M 0% (0) 0% (0) 0% (0) 0% (0)

$5Mto$10 M 3% (1) 0% (0) 0% (0) 13% (1)

$10Mto$20 M 6% (2) 25% (2) 0% (0) 0% (0)

over $20 M 71% (24) 80% (8) 94% (15) 13% (1)

Table XXI11 Funding support of parent company by operating industry

Consumer Goods and  Industrial Goods and Ser- Technology, Media &

Description Retail vices, Energy Telecommunication
(n=11) (n=9) (n=14)

Less than $ 1M 0% (0) 0% (0) 0% (0)

$1Mto$3M 0% (0) 0% (0) 7% (1)

$3Mto$5M 0% (0) 0% (0) 0% (0)

$5Mto$10M 0% (0) 0% (0) 7% (1)

$10Mto$20M 0% (0) 0% (0) 14% (2)

over $ 20 M 100% (11) 100% (9) 71% (10)

What are the most important areas of support for the portfolio company? Please check all
that apply.

Table XXIV Areas of support for portfolio company per continent

All Asia Europe North America

Description (n=34) (n=10) (n=16) (n=8) chi-sq.test
management (executive contacts, 71% 0 0 0 X(df=2) =1.01;
consulting) (24) 80%(8) 62%(10)  75% (6) p=.605

0 —9) = .

R&D or manufacturing personnel 41% 20% (2) 50% (8 50% (4 X_(df 2) =2.62;
(14) p=.269

usage of test labs or similar facili- ~ 26% ., 0 0 X(df=2) =2.08;
ties in the corporation €)] 10% (1) 31% (5) 38% (3) p=.353
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All Asia Europe North America

Description (n=34) (n=10) (n=16) (n=8) chi-sq.test
marketing (suppliers, sales force, 44% 0 0 0 X(df=2) =0.54;
channels) (15 0% () 38%(6)  50%(4) p=.765

) 32% 0 0 0 X(df=2) =0.99;
Other (please specify) (11) 20% (2) 38% (6) 38% (3) 0=.610

Table XXV Areas of support for portfolio company per continent

Al Consumer  Industrial Goods Technology, Media
Description (n=34) Goods and Re- and Services, En- & Telecommunica- chisq.test
- tail (n=11) ergy (n=9) tion (n=14)
management (execu- 71% X(df=2)
tive contacts, consult- @ 4)0 82% (9) 56% (5) 71% (10) =1.65;
ing) p=.438
X(df=2)
- 0,
R&D or manufactur-  41% 5506 (6) 566 (5) 21% (3) =3.83:
ing personnel (14) 0=.147
usage of test labs or 26% X(df=2)
similar facilities in the ) 0 45% (5) 33% (3) 7% (1) =4.94;
corporation p=.085
. . X(df=2)
0,
marketing (suppliers, 44% 45% (5) 33% (3) 50% (7) =0.63;
sales force, channels)  (15) -
p=.730
3904 X(df=2)
Other (please specify) (11) 27% (3) 56% (5) 21% (3) =3.11;
p=.212

Table XXVI Answer to option “Other” revealed per continent

Descrip- Asia Europe North America
tion Other (n=2;20%0) (n=6;38%0) (n=3;38%)
Legal, HR, - No support almost from mother-  _ . \mercialization

global networks,
business  prac-
tices, operations
Collaboration

with parent com-

pany

ship. Support from us directly
with contacts, management, strat-

egy

- Channel access

- Hosting pilots, demos on our man-
ufacturing sites

- Fundraising, coaching, business
development
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within parent com-
pany of CVC unit

Strategic fit

go to market strategy
and execution



launching customer, board pres-
ence

customer access

What are the reasons for the corporate venture capital unit to pursue corporate venture

capital? Please check all that apply.

Table XXVII Reasons for corporate venture capital

All Asia Europe North Ame-

Description (n=34) (n=10) (n=16) rica (n=8)
gain window on new markets 65% (22) 60% (6) 63% (10) 75% (6)
gain window on emerging technolo-

gies 85% (29)  80% (8) 81% (13) 100% (8)
create new product(s) 65% (22) 70% (7) 50% (8) 88% (7)
improve firm innovative efforts 47% (16) 30% (3) 50% (8) 62% (5)
What investment goal is the corporate venture capital unit pursuing?
Table XXVIII Investment goal of CVC unit per continent

- All Asia  Europe North Amer- Significance
Description (N=34) (n=10) (n=16) ica(n=8) Test

strategic objective 29% (10) 40% (4) 12% (2) 50% (4)  X(df=6) =13.03; p=.043

financial objective 9% (4)  10% (1) 12% (2) 0% (0)

strategic merit with finan- 56% (19) _ . .

cial profit 50% (5) 75% (12)  25% (2)

Other (please specify) 6% (2) 0% () 0% (0) 25% (2)
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Table XXIX Investment goal of CVC unit per operating industry

Consumer Goods . Technology, Media & L
I . Industrial Goods and o Significance
Description and Retail Services, Energy (n=9) Telecommunication Test
(n=11) » ENErgy (n= (n=14)
strategic objec- 0 0 0 X(df=6)
tive 55% (6) 11% (1) 21% (3) =11.33; p=.079
Ii'\’):‘”c'a' ObJeC- 44 (0) 0% (0) 21% (3)
strategic merit
with financial ~ 36% (4) 89% (8) 50% (7)
profit
Other (please 0 0 0
specify) 9% (1) 0% (0) 7% (1)

Table XXX Answer to option “Other” revealed per continent

Description North America
Other (n=2;6%)
- combination of strategic and financial goals

- Strategic, Financial, Enviro/Social Impact

What is the preferred investment strategy of the corporate venture capital unit?

Table XXXI Preferred investment strategy of CVC program per continent

Description Asia Europe North America  Significance

(n=10)  (n=16) (n=8) Test
direct investment 60% (6) 50% (8)  38% (3) I?)<:(dl\lfa=|\|8) =NaN;

investment in a syndicate (where CVC unit
does not have the lead)

investment in a syndicate (where CVC unit
does have the lead)

indirect investment (through a venture capi- 0 0
tal fund) 0% (0) 0% (0) 0% (0)

Other (please specify) 20% (2) 6% (1) 0% (0)

10% (1) 19% (3) 50% (4)

10% (1) 25% (4)  12% (1)
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Table XXXII Answer to option “Other” revealed per continent

North Ame-
Description Asia Europe rica (n=0;
Other (n=2; 20%) (n=1; 6%) 0%)
- Combination of directand syn- -  direct investment with another
dicate on case basis investor, lead or not leading is
- both indirect and direct invest- both fine
ments

What is the average investment amount in USD the corporate venture capital unit is invest-
ing in a portfolio company?

Table XXXII1 average investment amount in USD

Asia Europe North America Significance
(n=10) (n=16) (n=8) Test
<$2M 40% (4) 12% (2) 25% (2) gz(dggg) =4.10;
$2 - $5M 50% (5) 62% (10) 38% (3)
$5 - $10M 10% (1) 25% (4) 38% (3)

How long is the average of the investment phase (from the initial funding a portfolio com-
pany till the exit)?

Table XXXIV Average investment phase from initial funding till the exit per continent

Descrip- n Asia n Europe n North America Significance
tion (n=10) (n=16) (n=8) Test

<3years 9  11% (1) 16 6% (1) 8 0% (0) gz(d;?) =1.20;

3-5 years 33% (3) 31% (5) 38% (3)

5-7 years 33% (3) 44% (7) 38% (3)

> 7 years 22% (2) 19% (3) 25% (2)
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Table XXXV Average investment phase from initial funding till the exit per operating industry

Industrial Goods
and Services, En-

Consumer

Goods and Re- Technology, Media &

Significance

Description! . n n Telecommunication
tail ergy (n=14) Test
(n=11) (n=9)
1 X(df=6)

< 3 years 0 10% (1) 9 0% (0) 7% (1) =3.11;
p=.795

3-5 years 20% (2) 33% (3) 43% (6)

5-7 years 50% (5) 33% (3) 36% (5)

> 7 years 20% (2) 33% (3) 14% (2)

Where does the corporate venture capital unit source the potential portfolio company?

Table XXXV1 Source for portfolio company per continent

All

Asia ) N
Description (n=34) E(;IE(;E; Nortfzrérg)erlca Slgn_llféz?nce
(n=10) - -
0, 0,
angel investors 3% (1) %f)/" 0% (0) 0% (0)  X(df=14)
24% (8 =Nah;
venture capitalist 5@ 0% (0) 38% (6) 25% (2)  p=NaN
0, 0,
other CVCs (i.e. syndicate) o7 (1) %10)/" 0% (0) 0% (0)
o 0% (0)
solicitation done by parent 0% (0) 0% (0) 0% (0)
company
0, 0,
solicitation done by cve 2170 (7) é’)ﬂ’ 19% (3) 2506 (2)
application of portfolio com- 6% (2) 10% 6% (1) 0% (0)
pany 1)
Government 0% 0 0% @) 0% () 0% (0)
Other (please specify) 44% (15) ?g)% 38% (6) 50% (4)
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Table XXXVII Answer to option “Other” revealed per continent

Description Asia Europe North America
Other (n=5;50%0) (n=6;38%) (n=4;50%0)
- Global scouting
team
- All of them - Mix of everything

- Mix of solicitation, ap-
plication by portfolio
company, sourcing from
other angel investors - All of the above
- contacts in parent
company business

- All of the above

- All of the above

except gov
- all of the above and other (C)VC's
- Other VCs, found-
ers, personal net-
- angels, VCs, CVCs, net- - almost all of the works. etc
working above
- mix of CVC, VC,
Angels

- All of the above
- all of the above excl
government

Which stages does the corporate venture capital unit usually invest in?

Table XXXVIII Investment stage per continent

All Asia Europe North  Signifi-
Description n (n=34) n (n=10) n (n-lg) America  cance
- - (n=8) Test
X(df=8
seed stage (business plan 33 9% 0 0 0 )
and idea) (1) 9 0% () 16 6% (1) 8 0% (0) Z5.80:
p=.670
startup stage (develop- 18% 0 0 0
ment prototype) (6) 11% (1) 31% (5) 0% (0)
early stage (production 44% 0 0 0
of pilot prototype) (15) 44% (4) 38% (6) 62% (5)
development stage 24%
(faunched product and )] 33% (3) 19% (3) 25% (2)

revenue growth)
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All North  Signifi-

Description n (n=34) n (lf\flli)) n %r?_rcl)gf n America cance
- - (n=8) Test

expansion stage (product
experiencing and reve- 9% (9) 11% (1) 6% (1) 12% (1)
nue growth)

How does the corporate venture capital unit measure the investment success?

Table XXXIX Measurement of success per continent

North Significance

Asia Europe .

Items (n=10) n (n=16) n A?r\]ig;:a Test
financial results (i.e. ROI, IRR, ROE, cost of 33% 50% 0 X(df=8)=NaN;
capital) 9@ 1@ 8 D%QD \aN
interaction with portfolio company (#site vis- 11% 19%
its, #hours of contact btw. unit and start up, # 12% (1)

: 1) (©)
start ups acquired,...)
R&D effectiveness (# new technologies, #
modification to existing products, time saved 11% 0 0
in product development, product time to mar- D 0% (0) 12% (1)
ket,....)
0,
customer acquisition, retention and loyalty ?0? 0% (0) 0% (0)
i 44% 31%
Other (please speci 50% (4
(p pecify) (4) (5) 0 (4)
Table XL Measurement of success per operating industry
Consumer Industrial Technology, Sianificance
Goods and Goods and Media & Tel- g
Items . . . Test
Retail Services, En- ecommunica-
(n=11) ergy (n=9) tion (n=14)
financial results (i.e. ROI, IRR, 0 0 0 X(df=8)=NaN;
ROE, cost of capital) 10 20%(2) 9 33%(3) 14 57%(8) p=NaN

interaction with portfolio com-
pany (#site visits, #hours of con-
tact btw. unit and start up, #
start ups acquired,...)

R&D effectiveness (# new tech-
nologies, # modification to ex-
isting products, time saved in 10% (1) 11% (1) 0% (0)
product development, product

time to market,....)

20% (2) 22% (2) 7% (1)
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Consumer

Industrial

Technology,

ltems Goods and Goods and N Media & Tel- Slgn_;_felgfmce
Retail Services, En- ecommunica-
(n=11) ergy (n=9) tion (n=14)
customer acquisition, retention 0 0 0
and loyalty 0% (0) 0% (0) 0% (0)
Other (please specify) 50% (5) 33% (3) 36% (5)

Table XL1 Answer to option “Other” revealed per continent

Description

Other Asia

(n=4; 40%)

North America
(n=4;50%)

Europe
(n=4;25%)

Financial, interaction with portfolio compa-
nies, customer acquisition, etc.

it depends on the stage of investment.
Aandb

Synergy with group

Both financial and
strategic metrics
financial as well as
deployment uptake
in parent company
(deployment value)

Strategic value

combination of
strategic and fi-
nancial goals

all of the above

Strategic benefits &
financial return

strategic value
ROI, IRR, Im-
pact metrics

partnerships between

the portfolio company
and parent company

What are the investment criteria for the corporate venture capital when screening a portfo-

lio company? Please check all that apply.

Table XLII Investment criteria when screening a portfolio company

All Asia Europe North America
Description (n=34) (n=10) (n=16) (n=8)
strategic relevance to the corpora-  88% (30)
tion 90% (9) 81% (13) 100 % (8)
experience management team 82% (28) 100 % (10) 75 % (12) 75% (6)
investment range and location 59% (20) 80 % (8) 38 % (6) 75% (6)
board observation rights 26% (9) 20% (2) 19% (3) 50% (4)
Other (please specify) 21% (7) 20% (2) 31 % (5) 0% (0)
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Table XLI11 Answer to option “Other” revealed per continent

Descrip-
tion Other  Asia (n=2;20%)

Europe (n=5;31%)

North Ame-
rica (n=0)

- Scalable and
viable  busi-
ness model

- Board or ob-
server roles,
size of mar-
ket, perfor-
mance to date,
competition,
technology
differentiation
and defensi-
bility

Financial opportunity

Strength of technology, defensibility,

IP

Full board seats, differentiation of product, technology

What are the preferred deal terms for the corporate venture capital unit?

Table XLIV Average ownership in portfolio companies per continent

Al Asia Europe North Significance
Description (n=34) (n=10) (n=16) Ar(?g;;():a Test
X(df=4) =NaN;
full control 0% (0) 0% (0) 0% (0) 0% (0) p=NaN
majority ownership 0% (0) 0% (0) 0% (0) 0% (0)

significant minority ownership

100% (34) 100% (10)

100% (16) 100% (8)
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How does knowledge transfer from portfolio company to parent happen?

Table XLV Answers to open-ended questions knowledge transfer

Asia

when the investment amount is over 50 million RMB, the case should be decided by
parent company's investment committee.

Indirect, filtered via CVC unit

At all stages. Operational, HR practices and financial cum growth strategies

not happening yet as we focus on Pre-Series A and Series A funding. Most companies
are early stage business.

Meetings, indirect reporting via CVC

Monthly communications

By using and doing PoC the product from portfolio company in the parent company
environment

Europe

It does not happen, we have Chinese walls.

Through BU partnerships

Joint development agreement, license, co-marketing, IP acquisition

through organized cooperation with Head office services (R&D, Communication) and
with Group BUs

knowledge sharing, transfer not possible because of lacking management competence
in parent company, family day + executive board and corporate functions are members
of investment committee +

Yes, under separate partnership agreements, not required

Not often due to risk of IP contamination, and if so under NDA with a clearly defined
purpose

Direct interaction between portfolio company and parent company experts

Joint development agreements

through collaboration projects between the portfolio company and the parent company

frequent communication w parent

Relations & interactions, joint projects etc.

networking

Through integrating portfolio company solutions and conversations across the bank's
business units

North America

Collaboration projects, board observer seats

Dedicated commercialization professionals

Employees projects and systems

Direct interactions

bca (business collaboration agreements) + board seat

structured reviews with business leaders and support in driving the company's long-
term strategy
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Connection to relevant businesses units within corporation (materials innovation, food
business)

What are the operational challenges the CVC is undergoing?

Table XLVI Answers to open-ended questions operational challenges

our company is the only investment platform in the group. parent company command a
high profit to VC unit, it influence our investment method a lot.
Distance between today's business/technology and investment targets
sudden pivoting by portfolio companies and the consequent adjustment plus resource
alignment to that
2 Time taken to get approval from different subsidiaries/department to work with portfo-
< lio company
Less companies with Strategic relevance
Difficulties in hiring right person
Compensation
The differences parameter of success between short term result (parent company) and
long term result (CVC)
hiring talented investors as we grow
Match funding rounds timeframe
Avoiding conflicts of interest between investor's role and commercial and industrial
partnership
understaffed
Risk of losing key people - competitive market
S Changing strategy of parent, parent asking to do "strategic™ investments which are not
g necessarily good financial investments, heavy corporate processes whilst needed to act
L in speedy fashion with external partners
To mediate between portfolio and parent company - in terms of language and speed
Ensuring the cooperation and knowledge transfer
combining a business-driven service approach and a self-controlled fund with some-
times opposing investment strategies
deploy $70-90m per year
Gaining traction within the group, dealing with legacy systems
Change of leadership within parent operating unit’s changes strategy and/or collabora-
s tion with portfolio company
= As with any traditional VC - deal sourcing, portfolio management, balancing strategic
€ and financial imperatives, speedy commercialization of portfolio companies
E taking more risk on deals
£ Getting engineering buy in can be difficult/slow.
Z how to balance strategic importance and financial measures
ensuring autonomy and building outside in perspective
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What is the preferred exit strategy of the CVC unit?

Table XLVII Answers to open-ended questions exit strategy

Asia

IPO

M&A

private placement and typically series C, acquisition and IPOs (though rare)

Trade sale or IPO

Secondary sale, IPO

Strategic exit to parent company

M&A or IPO as appropriate

IPO or acquisition by parent company

Europe

M&A

trade sale

Trade sale

Industrial sale rather than IPO

trade sale to third party

In current market; M&A

trade sale

Sale

Sale to strategic

to the business units of the parent company

high-return exits asap after investment

Depends

trade sale

IPO or acquisition

n/a, young fund

North America

we want to gain full control and absorb startups that are strategically important to our
businesses

Company is acquired (not by us).

IPO or trade sale

exit for the portfolio company, not necessarily through CVC parent acquisition

Long term exit - more focused on sustainable businesses and generating ROI via divi-
dends, sale, IPO etc.

Acquisition of portfolio company

Not applicable
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Appendix Il Invitation letter to CVC managers
Dear Sir or Madame,

Thanks for connecting with me on LinkedIn.
Currently, me and Professor Hisrich (Kent State University) are conducting a study to better under-
stand how corporate venture capital is done in different countries in the world.

We understand that you have a tight schedule to follow in your daily business. But the questionnaire
takes just a few minutes of your time. All names, data, and content of the guestionnaire will be
kept anonymously.

https://www.surveymonkey.com/r/corporateventurecapitalstudy

This research is dependent on people like you. At the moment, we have a high number of participants
in Europe and Asia, but only a small sample of the USA. We would so appreciate your input because
your contribution will be vital to the success of this global study.

Sincerely yours,
Martina Pichler & Robert D. Hisrich

Martina Pichler

MBA Student of Vienna University of Economics and Business// Vienna University of Technology
martina.pichler@s.wu.ac.at

https://at.linkedin.com/in/pichlermartina

Robert D. Hisrich Ph.D.

Bridgestone Chair of International Marketing & Associate Dean of Graduate and International Programs Kent University
https://www.kent.edu/business/robert-d-hisrich-phd

https://www.linkedin.com/in/robert-d-hisrich-ph-d-5829487

https://www.amazon.com/Robert-D.-Hisrich/e/B001I190QFM

rhisrichl@edu.net
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