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1 Introduction

The title of the study “Value Added of Corporate Venture Capital: How do CVC
units benefit from their organizational core?” suggests that there is something
special about corporate venture capital; something that sets it apart from both the
core business of a corporation and its competitors, the “dedicated” venture
capitalists. The focus of the study is “which different mechanisms and methods
do CVC units use to facilitate collaboration with business units in a
corporation?”. This constitutes a preemptive rejoinder to potential questions
concerning the importance of corporate venture capital and why we need another
study in this field. The justification for choosing collaboration between CVC unit
and business units as the research focus for this study is based on the following
practical and theoretical basis: the tremendous development of CVC in the past

and the lack of attention paid to this phenomenon in the research so far.

Therefore, 1 will first give an overview of the CVC development in the past.
According to a study recently published by Venture Economics, corporate
venture capital (CVC) has gained a strong position in the equity business world
in the last couple of years.' Furthermore, Assets Alternatives (2000) quoted that
in 2000 the number of corporations with venture capital programs exceeded 350
companies (after 203 in 1999, and 110 in 1998), with worldwide CVC
investments amounting to approximately $30 billion. The share of corporate
venture capital in the total (US) VC market increased from 8.2% in 1997 to
18.2% in 2000, and ten of the world’s twenty-two largest venture capitalists are
now CVC investors. Table 1-1 shows the increasing importance of CVC over the

past few years.

' Venture Economics (2001) stated that corporate investments exceeded US$ 18 billon in 2000.
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Figure 1-1: The amount of invested capital in CVC programs, the number of

CVC companies, and the number of deals and financed companies

Year Sum inv. Number of CVC Number of Number of CVC

($mil) programs financed deals
Companies

Year USA Germany | USA Germany | USA Germany | USA Germany

1997 840.83 0.90 104 2 290 2 333 2

1998 1954.16 7.14 166 5 567 7 622 7

1999 9929.31 27.84 328 12 1181 12 1352 12

2000 19576.17 353.11 335 22 2097 48 2325 49

2001 5576.07 56.88 228 22 1037 51 1104 53

2002 793.9 0.88 98 4 199 7 199 7

Source: Tk Fi ial, Venture E ics/NVCA, data published at 07/05/2002

After this phase of rapid growth in recent years, the corporate venture capital industry
is experiencing a shake-out in 2002. This development of CVC follows the recognized
cyclical nature of the venture capitalist industry mirrored by the past three decades.
However, the most recent wave of corporate venturing activity is on a considerably
larger scale, with greater diversity of companies involved and a more international
orientation (Lerner 2001). Figure 1-2 reflects the cyclical nature of CVC by

demonstrating the number of CVC programs announced.

Figure 1-2: The cyclical nature of CVC

Number of Fortune 100 Venturing Programs Announced

3. CVC-yave

1. CVC-wave

5]

N

%‘
N

Programs Announced

Source: Author, based on data of Venture Economics
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Looking more closely at the mirrored cyclical evolution of CVC, it becomes
obvious that the shifts in both directions have been particularly dramatic
compared to the traditional venture capital industry. In this sense, the latest
example of such a hasty retreat as part of an historic pattern of advance and
retreat shows that the swings in recent years were even wider than before: nearly
one third of the companies actively investing corporate venture funds in start-ups
in September 2000 had stopped making such investments 12 months later, and
over the same period, the amount of corporate money invested in start-ups fell by
80 %.” Figure 1-3 points at the more conspicuous development of CVC
compared to traditional VC.

Figure 1-3: The cyclical nature of CVC: CVC market follows the development of
VC in a “time lag”

Sum of invested capital (index)

1000,00

100,00 - ————
——VCINDEX

10,00 o A ——CVCINDEX

X7V

1 ,00 T T T T T T T T T T T T T T T T T T T T T T
\é\‘b \0?,0 \03;1' \o?’b‘ \0?,6 \o?% \&Q \&'b \&b‘ \&6 \&% q,@Q

year

Index:
VC (1=400), CVC (1=45)

Source: Author, according to Venture Economics and several editions Venture Capital Journal

However, at the same time there are positive signs in CVC: new CVCs are
launched at times when the market is consolidating. Current press releases in

private equity trade journals exemplify this:

e Nestle fund opens for business: Inventages Ventures Capital has been

appointed to manage the food conglomerate's €150m VC fund.
Source: info@privateequityonline.com, 08.03.2002

Allianz commits €300m to venture investing: The Munich based insurer has
unveiled Allianz Venture Partner, a € 300 m early stage investment vehicle, to

? According to the research firm Venture Economics, quarterly CVC investments in start-ups
rose from $ 468 million at the end of 1998 to $6.2 billion by the beginning of 2000 and then
tumbled to $ 848 million in the third quarter of 2001.
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complement its existing private equity business.
Source: info@privateequityonline.com, 07.02.2002

o The pharmaceuticals industry looks to internal VC funds for new ideas and
profits: In the last six months, two of the largest pharmaceutical companies --

Merck and Eli Lilly -- launched $100 million in corporate venture capital funds.
Source: Red Herring Magazine, 13.04.2001

o Unilever to create venture fund: The consumer products group is talking with

private equity firms over the creation of a subsidiary venture capital fund.
Source: info@privateequityonline.com, 30.11.2001

Additionally, since those CVC firms that remain continue to show outstanding
growth and profitability (Venture Economics, NVCA, EVCA, 2001), the
interesting question awaiting closer analysis is why corporations sometimes
devote huge amounts of money to CVC, and sometimes pull out of the market
completely and terminate their CVC programs. What makes for the success of
cve?

In looking for possible explanations for this “herd behavior” phenomenon (zu
Knyphausen-Aufse and Dowling, 2001), the impact of one unique defining
characteristic of CVC has to be analyzed: the embedding of CVC in a
corporation. Corporate investors have access on the one hand to non-material
technological, market and business knowledge that independent venture funds
rarely possess (Maula and Murray, 2000; Hellmann, 2000), and on the other hand
to more material corporate facilities such as distribution channels and R&D
opportunities. Such resources broaden the range of value-creating services that
corporate investors can provide for their portfolio firms. In trying to explain the
cyclical nature of CVC, it is necessary to consider two relevant aspects arising
from the relationship between a CVC and a corporation and their impact in order

to embrace both sides of CVC development.

The positive shifts, showing the tremendous influx of CVC investments reflects
the fact that CVC plays an increasingly important role in corporation strategy.
Much is known about the motives for starting CVC programs and the general
value proposition they offer the parent companies (e.g. Lerner, 1998). According
to the literature and managers of corporate venturing programs, the reasons for
developing a venture capital vehicle are manifold (Siegel et al., 1988).

Principally, it is a combination of both ends of the CVC spectrum, seeking
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financial return and strategic knowledge. While the distinct corporate venture
capital programs vary by the proportion of these elements, in most cases strategic
objectives are favored over the financial ones (Schween 1996, Siegel et al.,
1988).> CVCs offer their parent companies an opportunity to gain a “window on
developing markets” at relatively low levels of invested capital. They may also
provide a means for regenerating a sense of entrepreneurial spirit within the
company through contact with and possible integration of new, innovative

ventures.

On the face of it, the value proposition that CVCs offer to new ventures has
several advantages over private venture capital (Chesbrough, 2000): it has a deep
understanding of core technologies and access to and relationships with people in
the business market itself (Bain & Company, 2000; Mackewicz & Partner, 1997).
The following figure shows these characteristics of CVC, which explain the

tremendous influx in CVC investments.

Figure 1-4: CVC delivers further “value added” for the start-ups that they notice

favorably
Study of Bain & Company Study of Mackewicz & Partner
“One Economy” (2000) (1997)
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3 A survey by the European Commission on the goals of CVC investors in Europe, based on 150
European corporations, shows that 92% have strategic, 58% financial, 12% social
responsibility, and 17% other reasons as their goals (total: 179%; several answers were
possible)
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However, what explains the enormous decrease and negative swings of the CVC
investments? Analyzing the issues of CVC programs that have failed in the past,
it can be shown that the realization of the value to the corporation and to
portfolio companies often goes awry because of impediments in CVC that do not
exist with private venture capital. The issues that arise are non-cyclical in nature
but have a significant impact on corporate venture capital activity (Lerner,
2001).

Impediments may include an unclearly defined mission of a CVC program (Fast,
1978; Siegel et al., 1988). Top management often sought to accomplish
supposedly incompatible objectives such as supporting the existing strategy and,
at the same time, generating attractive financial returns. Furthermore, CVC
programs often fail to find the right mix of strategic and financial goals. This
leads to the fact that corporate venture capitalists, unlike venture capitalists, hold
onto their losing investments longer as there is a greater ‘“strategic” interest
involved or more reputation at stake. Similar problems are mentioned regarding
the degree of organizational autonomy and independence in order to overcome
bureaucratic company decision-making processes and to achieve the best
performance. Moreover, the inability to compensate top CVC managers in a
manner competitive with private venture capitalists through “carry of interest”
provisions (Berry, 2000) results in less experienced investment managers
working in CVC units. Corporations fear that they might need to make huge
payments if their investments are successful, that it might create a double culture
in the company and a lot of disruptive envy between the business units and the
CVC unit, or that it may elevate revenue expectations for everyone in the
company (Block and Ornati, 1987). Additionally, a lack of incentive to
participate and cooperate for business units that have the resources and know-
how necessary to develop the portfolio company (Hardymon et al., 1983; Rind
1981; Sykes, 1990) makes it even more difficult for CVC to deliver the value
they are supposed to. Finally, the majority of companies in question that do CVC
investments are multinational enterprises. The fact that their business units are
scattered worldwide makes the collaboration between the CVC unit and the

business units even more difficult.

These impediments have some critical implications for CVC. First, when the

market does not lead to expected results and CVC becomes financially less
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successful, CVC is one of the first activities that is terminated when a corporation
1s in economic difficulties, as CVC investment does not typically belong to the
core businesses of a corporation. This reflects the issue that CVC often does not
have the long-term commitment of the corporate headquarters. Second, since
corporations’ commitment to CVC seems to be very cyclical, the CVC managers
are not able to gain wide experience in the investment area. Therefore they tend
to be less experienced than traditional venture capitalists. Moreover, due to the
inadequate compensation systems used in the CVC industry, the more
experienced investment managers try to get employment with a dedicated venture

capital company.

All of these circumstances have a negative effect on the relationship between the
business units and the corporate venture capital unit, which is expected to create
value for the corporation as well as for the portfolio companies. The problem is
that they cannot promise their start-up companies the potential “value added”, as
in realizing these “support services” they depend strongly on the collaboration of
the business units in the corporation, which the CVC unit does not directly

control.

This background information about the industry supposes that realizing the value
for both the corporation and the start-up companies involves some difficulties
that are worth analyzing in detail. We will only understand it in depth when we
look closely at what corporate venture capitalists do and what problems arise.
What limits the full range of corporate possibilities? The question is therefore,
how do they succeed in trying to bring added value to the portfolio companies
and the corporation? How does the CVC unit get the business units involved in
the investment process? As there is a kind of trade-off for the corporation
between the costs incurred by corporate venture capital investment and the value
that comes back out of these activities, it is crucial to know how this dilemma can
be solved as well as possible. Therefore, the purpose of this study will be to focus
on how CVC units attempt to make the value present in their corporate
connections available to their portfolio companies; I only consider indirectly how

CVCs create value for the corporation itself.

I propose to examine how CVCs wrestle with the problems and issues involved

in creating and realizing value for portfolio companies. Specifically, a number of
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questions should be discussed here: what conflicts arise as CVC units seek to tap
the knowledge and potential of operating units? What mechanisms create and
facilitate productive interactions between the CVC unit and other business units?
What level of autonomy exists in the CVC business unit relations, and how may
that level of autonomy be achieved while simultaneously promoting cooperation?
Are there certain types of commitment - on the part of both the headquarters and
the business unit - that work better? How can decision processes be streamlined
to avoid them becoming lengthy and protracted? Besides direct financial rewards,
what motivates business units to devote time and effort to interactions with
portfolio companies? In short, the focus here is on how CVCs use their internal
relationships to deliver on their value proposition vis-a-vis the portfolio
companies. My research objective is to understand and describe the intra-
organizational collaboration between CVC unit and business unit with the final
goal of generating testable propositions regarding CVC business unit

relationships.

In the existing literature (e.g. Gompers and Lerner, 1998), little is known about
how CVCs create value added for their portfolio companies by using the
relationship with a corporation. Yet, despite myriad approaches to the topic of
venture capital/corporate venture capital, little material can be found that
specifically addresses the value added from the perspective of how it is finally

realized and generated through the intrafirm collaboration with a business unit.

This is all the more surprising since the literature does hint that it is precisely the
relationship to a corporation which is of special interest. In this sense Gompers
and Lerner (1998), for example, come to the conclusion “that corporate venture
capital is at least as successful as venture capital if first, there is possible access
to technical and market know-how in the company, and second, the access to
important resources of the company is established”. Similarly, both Roberts and
Yates (1991) and Brody and Ehrlich (1998) point out that “... another success
factor of corporate venture capital is, that the parent company has to secure
access to its resources, contact persons, technology and innovative know-how by
the involvement of the corporation”. Finally, this statement in the Financial Post
(1998) underlines the importance of this relationship: *“...another success factor of

corporate venture capital stems from the nature of the relationships between the
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parent company and the CVC unit. One of the challenges is to establish a

suitable, internal relationship”.

Therefore, there are indications that the relationship of interest in this study —
between the CVC unit and the business units - is fundamental for the resulting
value of CVC investments for both actors in this relationship. On the one hand
the business unit, which is interested in the new technology of a start-up
company, benefits more from a more effective collaboration. On the other hand,
if the BU help and support a portfolio company their value in the market
increases. Therefore, the CVC unit, whose main purpose is to sell an investment
afterwards at a financial profit, also benefits more from a better relationship.
However, the scope of this study does not include the relationship between the
CVC unit and the potential investments, the start-up companies. One reason for
this is that there is already a bulk of empirical research presenting analysis of this

external relationship.

Since the anecdotal evidence of this intra-organizational relationship to be
explored can only offer rather sketchy evidence of individual phenomena, a
considerably more detailed approach is called for. A close description of the
CVC industry and its development, operating companies, and most successful
working patterns is needed if a deeper understanding is to be achieved. Detailed
descriptions of ‘best practices’ are indispensable for eventually gaining rich
theoretical insights. This study aims at developing a set of rigorously formed
hypotheses that have the potential to extend the theory of intra-organizational

collaboration and that themselves lead to subsequent tests.

Hence, the research approach selected for this study is descriptive and holistic.
However, it is more than that. This study is also analytical in nature. It not only
asks what the incentive of a business unit is to cooperate with the CVC unit
during the investment process, it also asks sow and why CVCs are performing
certain actions. The appropriate research methodology for a study that attempts to
extend theory by description and analysis, and that describes in detail the
cooperation in the relationship of the CVC unit to other business units, is a
comparative case study research methodology (Eisenhardt, 1989). This brief
mention of the methodological foundation may suffice for the purposes of the

introduction, since the first section of Chapter 2 contains a profound discussion
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of the selection and application of the comparative case study methodology. This
section also explains the research process itself - the process of how this study

builds theory from the cases.

Furthermore, two other topics must be considered before the case analysis. The
first is the inevitable topic of terminology and the analysis of the current situation
of the market and its competitors. An effort has been made to limit this topic to a
brief, yet concise explanation of some key terms. In this section, however, there
will be no explanations of what is understood by corporate venture capital, since
this will be done in the context of the respective sections concerning the building
of corporate venture capital industry context.

The second topic, the research questions of this study, has already been referred
to. These questions will be listed at the end of this chapter and will lead to
Chapter Two which begins by determining appropriate methodological

procedures for answering the research questions.

This study concentrates on direct corporate venture capital investments, which is
a sub-field of corporate venturing. This investment mode has been selected due
to the growing importance of this segment in recent years. No concentration has
been made regarding the investment focus, meaning specific investment stages or
investment areas. Therefore it is possible to see the implications of different
investment focuses and objectives for the business unit collaboration. The overall
objective of this dissertation is to identify the mechanisms that CVCs use in order
to facilitate collaboration with the business unit in order to add value to their
portfolio companies and to the parent company. This is a particularly good time
to interview CVCs because from a practical perspective those CVCs that survive
in the more competitive market want broader insights than those gained through
their own isolated experience; I hope to provide a framework that is both
descriptive and normative, by identifying patterns of problems and barriers in the
relationship between CVC and BU. From a theoretical perspective, this study

aims at an integrated theory of intra-organizational collaboration.

At this point of the introduction one might typically expect a section entitled
‘Overview of the Literature’ or similar. Is it not best practice to select,
summarize, categorize, and discuss at length the body of literature that has been

produced in the field of CVC research at the beginning of every new research
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endeavor? The answer would certainly be ‘yes’ in strictly theoretical and most
likely in hypothesis-testing and cross-sectional work. Nevertheless, this
exploratory study follows the recommendations of leading case study
methodologists who advocate an ideal of theory-free research (Eisenhardt, 1989,
1991; Dyer & Wilkins, 1991). However, there is an important difference in how
an overview of the literature is given. In order to follow the recommendations of
theory-free research as closely as possible, I will give an overview of the earlier
research that only focuses on the aim of the extant literature without analyzing in
depth the theory used. This is necessary in order to avoid a research project in an
area that has already been the focus of previous research. Therefore, in Section
2.2.1 I will present the earlier research on CVC. In Section 2.2.2, I will present
the definition of CVC used in this study. Chapter 2.2, which aims at building
CVC industry context, will conclude in Section 2.2.3. that gives insights into the
value added of CVC. This leads directly to the cases in chapters 2.3 and 2.4.
Only after a rich and theoretically unbiased understanding of the intrafirm
collaboration in CVC has been gained are the extant theories compared with the
case results (Chapter 3). Ideally, this frequently propagated yet rarely practiced
procedure of “postponed” literature review will lead to the extension of theory

and thus to a theoretical contribution in its own right.

Before the cases can be presented, a set of research questions guiding the entire
research process from field work to case description and analysis to theory
extension must be specified. The formulation of these questions necessarily took
place during the initial phase of this research project, at a point when little was
known about the interaction between the business units and CVC units that were
to be studied. Therefore, defining the research questions was a critical issue. On
the one hand, the researcher may risk becoming overwhelmed by the complexity
of the data with questions that are too broad and general in nature. How does one
find a pattern if one does not know what kind of pattern one is looking for? On
the other hand, with questions that are too focused or specific the issue of bias
reappears. How does one gain a genuinely new understanding if one is looking
for a pre-specified pattern? Faced with such a dilemma, a -carefully
compromising solution seems appropriate and, in fact, is proposed by Eisenhardt
(1989, 1991) and Yin (1984). The research questions need to serve as ‘guiding
lights’ without overly restricting the necessary degree of freedom of the research

process.
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The guiding lights selected for this research are partly taken from Picot (1991).
The affected intra-organizational relation within the corporation between the
CVC unit and business units can be explored by looking at four aspects which
have so far been used for the research on inter-organizational relations: (1)
structure, (2) processes, (3) actors and (4) context/culture, by which the
relationship between CVC unit and related business units is characterized in

different corporate venture capital firms.*

Based on this advice, the detailed research questions that follow the four guiding

lights ‘structure’, ‘actors’, ‘processes’ and ‘context’, include the following:

J How is the firm’s executive board integrated into the CVC program?

. How is the CVC unit structurally integrated into the corporation?

. How are business units integrated in the investment process?

. How are the interfaces between CVC and BU managed?

. How does the exchange of resources, know-how and information work?
. What are the incentive systems for the business units?

. What is the role of the investment manager in the collaboration process?

This study investigates these issues by exploring the relationship between CVC
unit and involved business units in six firms: three German CVCs and three US
CVCs. The study focuses intentionally on this small number of enterprises to
allow a detailed analytical description of the complex processes. The following
chapter introduces the research methodology and describes the cases. As in all
exploratory studies of this kind, the case chapter is not only the longest chapter -

it is at the crux of the research.

* The justification for this procedure can be found in Picot (1991): ... intra organizational
relationships can be analyzed with the same instruments as inter organizational ones:
structure, processes, actors and context of a relationship.”
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Figure 1-5: Structure of Work
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2 Case studies of intra-organizational collaboration in

corporate venture capital programs

The focus of this chapter is the case studies of six corporate venture capital
programs. In each company, interviews were conducted with investment
managers of the CVC program itself and of business units involved in CVC
activities. The value of this research lies in its capacity to produce a model that
provides insights into how corporate venture capital works and to generate
hypotheses for further tests through descriptions and analyses of the six corporate
venture capital programs. This study attempts to develop a deep and
comprehensive understanding of how CVC managers operate. The main unit of
analysis in this dissertation is the relationship between CVC unit and business

unit.

In Section 2.1 I explain the research methodology which this study is based on.
First, in sub-section 2.1.1, I explain my reasons for choosing a grounded theory.
This includes an explanation of how I developed the research questions for this
study. These questions lead to the selection of the method adhered to in this
research. By making a summarized account of the state-of-the-art of case study
methodology, it is hoped that this section can be of value to the reader in
evaluating the methodological foundation of this study. In sub-section 2.1.2 1
explain how and why I selected the particular companies used in the cases. This
also includes how and why I selected the person interviewed, what process was
followed in collecting the data, and a description of the data sources used in this
study: (1) archival data and (2) interviews. Further, the types of questions, their
purpose and the content of the interview guidelines that were followed will be
presented. Sub-section 2.1.3 explains the procedure by which I designed my data
collection. Finally, in the final sub-section (2.1.4) of the research methodology,
the process applied to carry out the within-case analysis will be presented. This is

followed by an explanation of the cross-case analysis.

Section 2.2 aims at building the corporate venture capital industry context.
Therefore, while Section 2.2.1 presents earlier research in corporate venture
capital, Section 2.2.2 addresses the definition and objectives of corporate venture

capital. Sections 2.3 and 2.4 present the within-case analysis of the selected CVC
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programs. These sections contain in-depth analyses of the cases. Furthermore, the
final sub-section draws some preliminary within-case conclusions by attempting
to pinpoint the critical issues arising from the collaboration of the CVC unit and

the BU, and the methods used to overcome these problems.

Cross-case analyses are performed in the final section (2.5) of this chapter. The
goal is to find divergent as well as similar patterns of collaboration used by the
CVC managers in order to facilitate cooperation with the business units. Based
on these analyses together with those in the previous section, tentative
hypotheses can be formed. The set of tentative hypotheses represents the actual

goal of this chapter’s case studies.

2.1  Research methodology

This chapter starts with explaining the grounded theory case study approach in
Section 2.1.1. This explanation draws on the writings of several case study
research methodologists and demonstrates the actual application of their
recommendations in a real-life study. Section 2.1.2 intends to be of assistance to
the reader in evaluating the bases for the case selection. While Section 2.1.3
concentrates on the design of data collection, the final section 2.1.4 illustrates the

process of data analysis.

2.1.1 Grounded theory case study approach

First, I will explain why I chose a case study methodology and my reasons for
using “grounded theory”. Therefore, I will describe the purposes of this research
and how the grounded theory approach fits these purposes. The main limitations

and criticisms of the case methodology are discussed.

This study focuses on how CVC units attempt to make the value of their
corporate connections available to their portfolio companies. Based on the idea of
the tension arising in the CVCs in pursuit of their daily work, the aim of this
study is to generate hypotheses and to extend theory with a focus on the

collaboration within corporations doing CVC.
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The intermediate level of analysis, the strategic, procedural, personal and cultural
aspects of the internal collaboration between CVC unit and business unit,
presents a unique challenge regarding the availability of data. For one thing, no
publicly available databases track data on corporate venture capital programs at
an internal corporate level. An equally important problem is the sensitive nature
of strategic and personal aspects, implying that firms may be reluctant to publish
any information regarding their internal collaboration problems and their applied

mechanisms to overcome them.

Several strict specifications apply to the selection of appropriate research
methodology.” Yin (1984, Chap. 1) distinguishes between five research
strategies: archival analyses, case studies, experiments, history and surveys.
Three conditions determine the selection of an appropriate strategy for a study:
(1) the type of research question, (2) the control an investigator has over actual
behavioral events, and (3) the focus on contemporary as opposed to historical

phenomena.

Since I want to know how the CVC unit collaborates with business units and why
they collaborate, my research questions deal with operational links among these
units within the corporation that need to be traced during the investment process.
Considering the second and third condition mentioned by Yin, this study offers
no control on the part of the researcher and is concerned with contemporary
events. In this situation, according to Yin’s recommendations (1984) the
appropriate research strategy is the case study methodology. As the purpose of
this study is to create theory rather than to test it, no quantitative method is

applied.

As (1) the process is not well understood, (2) the number of factors and
mechanisms involved in the cooperation are large, (3) the quantification of
processes and values is difficult, and (4) the size of the sample in this study is
limited, Glaser and Strauss’s (1967) strategy for the discovery of “grounded
theory” was adopted. In fact, due to the exploratory nature of the study and the

objective of generating a descriptive model of phenomena which are as yet

° This study draws heavily on the authoritative, methodological writings of Eisenhardt
(1990,1991), Pettigrew (1990) and Yin (1984).
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incompletely documented, the case study approach appeared best. This strategy
requires the researcher “... at first, literally to ignore the literature of theory and
fact on the area under study, in order to assure that the emergence of categories
will not be contaminated by concepts more suited to different areas” (Glaser and
Strauss, 1967:37). Taking this approach allows the researcher to look at more

factors than are imaginable before starting the case studies.

Due to the relative lack of previous research on the CVC intra-organizational
corporation level, great uncertainty existed as to what conceptual framework
would emerge from the data. Many of the variables are not known at the outset,
but are expected to emerge during the course of the field work. Qualitative data,
though, are most appropriate for generating an initial understanding of the
rationale or theory of a process. The results can then be strengthened or tested by
quantitative support (Eisenhardt, 1989). However, in a research endeavor that
seeks to grasp the hows and whys of collaboration processes in a relationship - as
opposed to exclusively the content - “we first need a story that narrates the
sequence of events that unfolded” (Van de Ven & Huber, 1990; quoted in zu
Knyphausen-Aufsef3, 1995). Such narrations, however, need to be given limits,
1.e. before initiating the case research, a clear study focus has to be developed.
The rationale for the focus on the collaboration process between the CVC unit

and the involved business units has been presented in detail in the first chapter.®

For many years, case study as a research format has been subject to substantial
criticism and debate which often centers around the issue of sample size and
limitations to external validity. One of the most frequently asked questions is:
‘How can you generalize from just one case study?’ This type of criticism is,

however, often beside the point. Yin (1984) summarizes why:

“Case studies, like experiments, are generalizable to theoretical propositions and

% This focus or ‘a priori construct’ should not be overly specified, however. In the words of
Eisenhardt (1989) researchers “should avoid thinking about specific relationships and theories
as much as possible, especially at the outset of the program” (p. 536). Severe controversy has
developed around this issue. On the one hand, proponents of ‘theory-free’ case studies argue
that substantially novel and groundbreaking theory can only be expected from research that
evolves without any initial specifications or constructs (Dyer & Wilkins, 1991). On the other
hand, proponents of ‘construct-led’ case studies believe that theory-free research cannot
transcend good storytelling. They maintain that theoretical impact can only by achieved by
rigorous methods such as clear specification of research questions (Eisenhardt, 1991).
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not to populations or universes. In this sense, the case study, like the experiment,
does not represent a ‘sample’, and the investigator’s goal is to expand and
generalize theories (analytic generalization) and not to enumerate frequencies

(statistical generalization).” (p. 21)

When confronted with the criticism of using too small a sample, the renowned
business strategist and case study researcher Mintzberg (1979) responded during

the same lines:

“Given that we have 100 people each prepared to do a year of research, we should
ask ourselves whether we are better off having each study 100 organizations,
giving us superficial data on ten thousand, or each study one, giving us in-depth
data on 100. The choice obviously depends on what is to be studied. But it should

not preclude the small sample, which has often proved superior” (p. 108).

What then, is the ideal number of cases? Apart from pragmatic considerations
such as time and money, that often dictate the number of cases, Eisenhardt’s
(1989) answer is:

“A number of 4 to 10 usually works well. With fewer than 4 cases, it is often
difficult to generate theory with much complexity, and its empirical grounding is
likely to be unconvincing.” (p. 545)

Based on the discussion of the three features of case study types, the
“Multivariate, Non-Quantitative Studies of Multiple Organizations” type (Miller
& Friesen, 1982, p. 1019) is selected for this study. It is “probably best suited for
generating hypotheses and theories rather than for testing them, especially where
the researchers get close to their organizations” (p. 1020). This methodological
decision places this study in an increasingly common stream of inductive
research that has been largely bypassed by deductive research methodology of
the Popper (1968) type. In his/her discussion of the evolution of empirical
research in the field of strategic management, zu Knyphausen-Aufsel (1995)

calls attention to the recent “renaissance of case study research” (p. 217).

2.1.2 Bases for case selection

Given the difficult trade-off between the time constraints and depth of research,

the selection of the firms was one of the most critical elements of the case study
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research process. In large-sample quantitative research, random sampling is used
to overcome the problem of bias. In case study research the population and the
sample are deliberately selected through theoretical sampling by the researcher in
a process best characterized by the phrase ‘planned opportunism’ (Glaser &
Strauss, 1967; Pettigrew, 1990). Based on Pettigrew’s (1979) recommendations
on site selection, Eisenhardt (1989) advises that it “makes sense to choose cases
as extreme situations and polar types in which the process of interest is

‘transparently observable’ (p. 537).

Hence, the first step was to identify and select the type of CVC programs for a
meaningful study of the phenomena of interest. As I began to research CVC and
had preliminary interviews with industry experts (e.g. investment managers of
CVC programs, strategy consultants of Bain & Company), and BVK officials
(German Venture Capital Association), two main differences between CVC and
traditional venture funds became obvious to me: first, the CVC unit is a part of a
big corporation. This leads to a defining characteristic: corporate investors have
access to technological, market, and business knowledge. Second, as the CVC
unit should give access to a series of BUs that exist, the resulting and related

collaboration between the CVC unit and the BU is very important.

In selecting potential companies, access to companies was decisive. First, due to
the location of this research, German CVC units appeared to grant the most
continuous and feasible access. As a matter of comparison and not to limit this
study to German CVC, I chose a further market with the highest volume of CVC
investments and longest history overlapping with CVC firm experience, which
was without doubt the US market. The longer history of CVC activities could
further be useful to clarify potential differences in collaboration between CVC

located in Germany and in the USA.

Within this two-country frame, 1 tried to follow the recommendations of

Pettigrew (1990). 7 In order to involve companies with more established

" In a detailed account of his/her vast case study research experience Pettigrew (1990) points out
the merits of this selection procedure. In addition to the ‘polar types’ already mentioned in the
quote from Eisenhardt (1989), Pettigrew also recommends: “Go for high experience levels of
the phenomena under study” and “go for more informed choices of sites and increase the
probabilities of negotiating access” (p. 276).
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collaboration practices, I focused on the large corporations doing CVC
investments. This was carried out according to two criteria: (1) by selecting CVC
units that had a multinational parent company, as they proportionally represent
the companies doing CVC with the highest investment volume as well as the
highest number of investments, and (2) by choosing ones that have been active in
Corporate Venture Capital for at least two years, as the boom and attractiveness
of doing venture capital in recent years encouraged many young, small, and
relatively inexperienced CVC units into the market. The following overview of
Asset Alternatives (2001) shows that four of the 15 most active corporate
investors of 2000 have been chosen. These relatively mature CVCs are most
appropriate, since the study is intended to formulate normative recommendations
that are based on the experience of established CVC companies.

Figure 2-1: Most Active Corporate Investors in 2000

Name Number of Deals | January-June July-Dec.

Intel Corp. 176 98 78
General Electric Co. 95 63 32
Comdisco Inc. 57 26 31
Dell Computer Corp. 50 30 20
Cisco Systems Inc. 40 17 23
Motorola 38 13 25
Reuters plc. 32 19 13
Siemens AG 32 19 13
Sun Microsystems 31 16 16
Hikari Tsushin 31 25 6
Compaq Computer 30 21 9
Hewlett-Packard Co. 30 16 14
PSINet Inc. 28 19 9
Microsoft 27 19

Andersen Consulting 27 11 16

Source: Asset Alternatives Inc.: The Corporate Venturing Report, Vol. 1, Issue 1, 2001

Further, as the technology focus of the core competencies seems to have an
impact on a company’s CVC activities, I selected widely diverse technology-
based companies from different industries. The interviewees were selected to
represent the diversity of industry groups found among corporate venture capital:
telecom, computing, software, automotive, diversified engineering. All of these
industries are threatened by newly emerging markets and technologies. Many
firms in this group find themselves in a situation where the survival of their core

businesses is severely affected by a new technology and therefore spend a higher
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proportion of their budget on research and development (Kann, 2000). Moreover,
these companies represent the most important investment partners for new
technology-based firms, since there is often potential for value creation in
combining complementary resources between technology based new firms and
large corporations (Laamanen and Autio, 1996; Rothwell, 1989).8 The selected
industries display strong standards or technology platforms regarding the
communications, computing, and software sectors. Finally, it must be said that all
selected corporations have an excellent reputation and brand in the market. This
seems to appeal strongly to start-ups. The firms represent a variety of program

structures and different levels of CVC activity.

These further specifications have been made for two reasons: first, to have cases
representing polar types, and second, an effort has been made to identify
“observable” categories (Eisenhardt, 1989). These particular companies seemed

to give the best insights into how and why they collaborate.

Once the type of selected companies was clear, the number of companies had to
be decided upon. Given the time and funding restraints of this Ph.D. thesis, plus
my objective to develop contextually rich in-depth cases, I decided to limit my
cases to six companies. “Different cases often emphasize complementary aspects
of a phenomenon. By piecing together the individual patterns, the researcher can

draw a more complete theoretical picture” (Eisenhardt, K.M, 1991).

To generate a pool of potential corporate venture capitalists to fill the pursued
frame a rather complicated process was established to scan trade journals for
initial leads. All this effort was necessary as a specification cannot be determined

a priori in CVC due to a lack of official classification systems of CVC’s.

Figure 2-2: The selected German companies

CVC Program Corporation
Siemens Venture Capital Siemens AG
T-Venture Deutsche Telekom AG
DaimlerChrysler Venture DaimlerChrysler AG

¥ In defining new technology-based firms, this dissertation follows the extant literature:
companies less than six years old operating in high technology sectors (Robinson and Mc
Doughall 2001, Shrader et al. 2000, Zahra et al. 2000).
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Figure 2-3: The selected US-companies

CVC Program Corporation

Motorola Ventures Motorola
Intel Capital Intel
GE Equity General Electric

Figure 2-4 shows that an effort has been made to select long-established,
international, most active CVCs from different industries. Furthermore, it shows

the industries where the CVC unit invests.

Figure 2-4: Companies selected for the case study: long-established,

international, most active CVCs from different industries

cvc Location Legal form of | Number of | Investm. | Number of Year of Industry Level of
company company the CVC unit employees | Volume |Investments |Foundation Diversification
Siemens | Munich, Corporate Approx. 25, €200m > 70 direct 1999 Information & 7 business units,
Santa Clara, subsidiary in the half of them investm. Communications, Medical 14 segments|
Y g
Venture Burlington, form of a limited investment > 25 investm. in Solutions, Industrial
Capital Tel Aviv liability company managers VC funds Automation and Power
(GmbH)
Bonn, Berlin, Corporate Approx. 55, €500 m. Approx. 55 1997 TIMES markets 4 business units
T-
Darmstadt, subsidiary in the 26 investment investments,
y
Venture | munich, form of a limited managers investments in
Redwood City, | liability company 9VC funds
Boston (GmbH)
Daimler | Stutgar, Corporate 13 employees €120m 21 portfolio 1997, ext electronics, sensors, 2 business units
Palo Alto subsidiary in the companies open 2000 electro-mechanics,
Chrysler form of a limited e-business, telematics,
Venture liability company m-commerce, mobility
mbH) services, software

development, material
technology, fuel cell techn.

Mot | Chicago, Corporate NA. Approx. Approx. 50 1999 Strategic areas of Motorola 6 business units.
otorola X
Palo Alto, department $150 m portfolio
Ventures | goston annual companies
fund
Intel 22 offices Corporate 150 employees Approx. Approx. 380 1990 Design and Manufacturing 1 business unit
N worldwide Subsidiary $4.8bilion | portfolio Technology,
Capital companies ~Content and Commerce -
Network & Communication,
-Client Server & Platform
Techn.
GE 10 offices One of the 24 sub- 130 investment Approx. Approx. 375 Formally Financial Services & 12 business units
. worldwide businesses of GE professionals $ 4.5 billion portfolio since 1995, Healthcare,
Equity Capital within the worldwide companies but in Technology, Media &
segment specialized operation Telecom,
finance since 1990

Enterprise Services and
Buy-outs

Source: Author, based on interviews and company information, Venture Economics

2.1.3 Design of data collection

The objective of the data collection phase was to create an accurate portrayal of
the question: “What do corporate venture capitalists do in order to create inter-
organizational collaboration?” Data collection for the cases applied two
instruments: archive documents and semi-structured interviews. Various sources
were exploited using these instruments. The most important objective presented
by using multiple evidence sources was the development of converging lines of

inquiry to enable triangulation of information by building on the specific
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strengths of each instrument. In this manner, I also tried to increase the validity
of this study. These materials formed the basis for a comparative analysis of the
six CVC programs. Given the qualitative nature of most of the data sought,
triangulation was one of the most important means of increasing construct
validity and substantiating findings and subsequent hypotheses. The archival
search relied on existing academic research, independent analysis, published
interviews, reports from Venture Economics’, ‘RedHerring’ magazines, articles
from business and trade press. Internal company documents such as company
leaflets and presentations, annual reports, executive speeches, and company press
releases available on the websites of the six case study companies are also used.
All these documents are presented at the beginning of each case write-up. The
advantages of the documented sources include their tendency to be more
comprehensive and less subject to memory-based bias. The amount of relevant
documents differed by firm. Moreover, in order to get the opinions independent
of a case, several expert interviews were performed.'® Finally, I underwent an

internship of 3 months in a CVC unit."'

Particular efforts were made to locate and interview individuals closely involved
in the collaboration of the CVC unit and the BU unit. The majority of the
interviewees were CVC managers, as they play a key role in the collaboration
with the business units. Two separate face-to-face interviews were conducted
with CVC managers in each company. In order to get a complete picture of the
relationship between the corporate venture capital manager and the business unit,
I conducted five interviews with people working in a business unit. A total of 20
case study interviews were conducted. The list of interviews and affiliations of

interviewees is presented in the appendix.

In most of the companies, two rounds of interviews were conducted. In order to
gain a better insight into each program and to build up a personal relationship
with the interviewees, the preliminary interviews were unstructured. In the

second round, the interviews employed a semi-structured design in order to allow

? However, there are no databases that track CVC investments when the corporation is the sole
investor in a given investment.

' Examples include multiple interviews at Bain & Company, Accenture Technology Ventures,
and Deutsche Effekten- und Wechselbank.

! This took place from February to April, 2001.
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for an appropriate degree of comparability and, at the same time, to allow for
ample opportunity of an unobstructed narrative flow. An interview guideline was
used to structure and direct otherwise open-ended interviews. This two-part
interview guideline — given in the Appendix — was used in the semi-structured
interviews: the first section included questions designed to obtain information on
the history, context, and goals of each company, as well as on the interviewee,
including questions about their job, their typical working day and their

professional background.

The second section focused on the aspects structure, processes, actors and
culture, which are often used in inter-organizational studies.'” I used these
aspects as a guiding vision for my interviews, as Picot (1991) recommended that
intra-organizational research could apply the same instruments as research on
inter-organizational questions. Adopting this suggestion, I sought information
about the mechanisms CVC use to facilitate collaboration with the business unit.
This section embraced questions about the reporting relationship, the
mechanisms of coordination, and the reward systems and incentive structures.
Data were also obtained on the relationships of the CVC with the rest of the
corporation. In particular, the collaboration between the CVC unit and the
corresponding company headquarters was studied. Finally, data was also
obtained on the role, the characteristics, and the abilities of the corporate venture

capital managers, and on the corporate culture.

In addition to the goals that the companies held when they decided to pursue
corporate venture capital investments, Table 2-5 shows the CVC managers’
evaluation and characterization of the relationship between the CVC unit and the

business units.

Figure 2-5: CVC mission statement vs. characterization of the relationship

CvC L. Characterization of the relationship
Mission statement of CVC program .
Program between CVC unit and BU
T- “T-Venture: a ‘trendsetter’ for CVC activities.” “Basically, the collaboration with the business units
“In line with seeking a window on technology, T-Venture is good. Therefore, from the point of view of the
venture | invests in the seed and early stages of growth and parent company into the direction of the portfolio
expansion of a company. In addition to providing the companies, we really can deliver the value-added.”
financial impetus necessary to foster entrepreneurial “That is possible without any problems since the
talent, concepts, and developments T-Venture will access and the collaboration of the business units is
leverage the technical, management marketing skills of its | guaranteed, but also the commitment of the top

2 See Antlitz (1999), or Hikansson und Snehota (1995), for example.
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investment managers and parent organization and management of Deutsche Telekom is established.”
Deutsche Telekom AG, to facilitate and accelerate the “Basically, the collaboration is very positive, but it is
transition from start-up to fully fledged successful important to support the business units if necessary
operations.” regarding required resources.”
Daimler “We invest in your ideas. DC supports companies and “That really depends on the specific project.”
employees determined to translate their vision into viable “The whole collaboration pillars on networking.
Chrysler | pusiness solutions in the global market economy. We There are no formal contracts existent to the business
Venture invest in leading edge technologies and business concepts | units. A further realization is not reasonable.”
by providing financial resources, expertise and worldwide
networks.”
Siemens “Under the banner of ‘Fostering Innovation for Economic | “The realization differs from case to case. It depends
Success ‘ Siemens Venture Capital has been set up as a on the concrete situation: how well do the people
Venture | giobally active investment vehicle, which provides ‘smart work together? What is the current workload? How is
Capital money’ to innovative b]:;sinesses in order to create long- the interest of a business unit?”
term company value.” “I would characterize it as good, but with potential
for improvement.”
Intel “We invest with strategic intent, aiming to create and “There is no competitive thinking at all between the
. expand new markets for Intel’s products. We want to business units and Intel Capital. It is clear in the
Capital stimulate growth in the internet, computing and minds of the business unit, that Intel Capital
communications to grow the total internet infrastructure represents an important part of the prosperity, the
now and in the future. While financial returns are not our innovation activity, and the innovation level of Intel.
primary goal, we are seeking companies that can succeed This makes a positive collaboration happen.”
and have an impact on their market segment”
GE “To be a global equity provider that creates value for its “ It works. There are 2 or 3 businesses within GE
. customers by leveraging the GE system. The objective is to | where the relation is a little bit difficult. With all
Equity combine investee performance with their request/need and | other businesses, we work very well on a cooperative
our skills and knowledge.” basis.”
“The collaboration is characterized more by
cooperative commitment than by competition.”
Motorola | “The Motorola Ventures objective is to be the catalyst for | “It all depends on the BU, but most of them work
Corporate, Labs, Business, and Regional accelerated with us pretty openly. As we have been here for a
Ventures | jyyestments. By being the ‘connect point’ of new while now they like to work together, because they
technologies, new markets and new people, strategic understand that CVC is an additional toll to help them
value, profitable growth, and profitable revenue are to get what they need on a commercial basis. We deal
obtained.”" with it well.”
“The purpose of this is to grow shareholder value by “The relationship differs from BU to BU. But most of
driving acceleration from outside in.” our BUs definitely like to work with us and work
pretty openly with us.”

Informants were not given a questionnaire or a survey before the interviews;
instead, as a concluding part of the interview, they were asked to summarize
where they see the biggest hurdles in the collaboration between CVC unit and
BU. And finally, in order to get a better insight into the actors involved (CVC,
BU, or both together) I asked who delivered and provided the value-added of the
corporation for the start-up companies.

The collection of data included interviews in Germany, the United Kingdom and
the United States. Interviews were conducted face-to-face in German or English

and usually lasted about two hours, the longest exceeding three hours.

Whilst gathering data I observed several rules of interviewing and qualitative
data-handling (Spradley, 1979, Yin, 1984, Bourgeois and Eisenhardt, 1988).

13 http://w4.siemens.de/sve/index01.thmly, as of 2001-12-10.

'* See statement in Motorola Ventures presentation.
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First, I audio-taped all interviews and transcribed them verbatim."”” As the
majority of questions were of a “how” and “why” nature and mainly open-ended,
transcription in full is imperative for reasons of internal validity and reliability. In
their authoritative work on the methods of data collection, Bortz and Doring
(1995) state: “If an interview also contains open questions and narrative parts, an
audio recording is unavoidable” (p. 230, 231)."® Second, I took notes and
preliminary analysis in accordance with a “24-hour rule” to capitalize on the
immediacy of the data. Third, I tried to keep the informants involved during the
process of transcribing and first analysis. Follow-up questions were explored

through a combination of face-to-face interviews and telephone conversations.

Further, before starting with the case analysis, each respondent confirmed the
correct transcription. All transcripts are included as part of the case study
database. Similar to the well-established Harvard Business School case research
approach, all interviewees were granted personal anonymity, in that all they said
was only attributed to the corresponding CVC until and unless they approved of
the transcript (Leonard-Barton, 1990)."

Within the phase of “entering the field” in performing case studies, Eisenhardt
(1989) reminds the researcher that a striking feature of research to build theory
from case studies is the frequent overlap of data analysis and data collection. As
recommended by Pettigrew (1990), “Overlapping data analysis with data
collection not only gives the researcher a head start in analysis but, more
importantly, allows researchers to take advantage of flexible and follow-up data
collection.” Indeed, a key feature of theory-building case research is the freedom
to make adjustments during the data collection process. These adjustments can be

the addition of cases, or additional adjustment can be made to data collection

' Citations from interviews conducted in English were not translated into German, in order to
keep the manner and nuance with which informants formulated the point of interest.

' In addition to the added rigor and internal validity, one of the main benefits of taping and
transcribing interviews is that the interviewer can concentrate on what is being said, rather
than being continuously distracted by note-taking.

Interviewees received copies of the transcripts with requests for approval. If they objected to
certain parts of the transcripts they were asked to mark the parts to be omitted from the final
transcript. Interviewees were also asked to make additions or clarifications that were then
integrated into the final transcript version.
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instruments, such as the addition of questions to an interview protocol (e.g.
Harris & Sutton, 1986).

Therefore, by conducting the preliminary interviews and gaining the first insights
into CVC, I used these adjustments in two ways: first, a moderate relationship
seemed to arise between the goals of a CVC program and the intraorganizational
collaboration. I sought a corporate venture capitalist which was obviously
operating like an independent VC: having mainly financial goals, choosing
primarily good financial investments, and with low involvement by the business
unit. Second, I added specific questions which seemed to be of great importance

in the first interviews.

The entire process of data collection (including archival document research and
performing the case studies) and analysis lasted from July 1999 to December
2001.

2.1.4 Process of data analysis

The objective of the data analysis is to determine categories, relationships and
assumptions which provide information about the respondent’s view of the world
in general and the topic in particular (McCracken, 1990). Therefore “analyzing
data is the heart of building theory, but it is both the most difficult and least
codified part of the process” (Eisenhardt, p. 539, 1989). As the final goal of this
work is to develop a theory and subsequently to generate hypotheses, I had to
answer three questions: (1) which CVC concepts are important, (2) how are these

concepts related to each other, and (3) why are they related?

Building on detailed case study write-ups, detailed descriptions of each single
case are crucial for gaining important insights. Although there is no typical way
to get from the field notes to the final conclusions, there are several key features
of analysis that Eisenhardt (1989) identified. One key step is the within-case
analysis. The within-case analysis aims at identifying patterns in the

collaboration process of each firm.
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Following the basic elements and components of theory identification mentioned
in Whetten (1989)'%, 1 organized the within-case analysis of this study by
following the investment process typical in venture capital. This was done in
order to ensure a complete and in-depth understanding of four questions: (1) what
are CVC units doing in order to create inter-organizational collaboration, (2) how
they are doing it, (3) with whom they are doing it, and finally (4) why they are
doing it? I tried to analyze and answer these questions during the six phases of
the CVC investment process. Since the CVC process seems to be similar to the
investment process of traditional private venture capitalists'®, I applied the

following structure:

Figure 2-6: Data analysis follows the investment process

Source: Author

In order to understand what is indicated in each phase of the investment process,
for each case I re-read the transcripts repeatedly. The process by which I

conducted my analysis included first a reading of the whole transcript, second a

18 See Whetten, D., “What constitutes a theoretical contribution”, Academy of Management
Review, 1989, Vol. 14, No. 4, 490-495. In this article, Whetten specifies the factors that
constitute a theory and explains how a researcher gets there.

' This assumption was confirmed in several discussions with CVC experts, e.g. in a meeting
with Dr. Franzke, Bain&Company
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focus on rationales of certain actions, and finally another reading of the entire
interview. Besides examining the investment process for each company, I
focused on the effects of the organizational structure, incentive systems, actors
and culture on the investment process, as these components appeared to me to
have important implications for the investment process. I based this assumption
on Picot’s recommendation (1991:149) that inter-organizational aspects can be
explored using the same instruments and methods as organizational aspects

within one corporation.

The overall idea was to become intimately familiar with each case as a stand-
alone entity. “This process allows the unique pattern of each case to emerge
before investigators push to generalize pattern across cases. In addition, it
accelerates cross-case comparison” (Eisenhardt, 1989:540). I finished each case
by writing a narrative of it, and, as far as possible, I tried to create graphs and
figures in order to make the analysis process more transparent. With the higher
visualization of figures, I tried to visualize the rationales of the investment

process.

The next crucial phase of multiple firm case studies is the cross-case analysis.
Eisenhardt (1989) points out that: “Across-case searching tactics enhance the
probability that the investigators will capture the novel findings which may exist
in the data” (p. 541). In order to overcome the danger of reaching premature or
false conclusions as a result of the analysis process, I selected categories and
dimensions, and then looked for within-group similarities coupled with inter-
group differences. The advantage of a selection of dimensions is that paired
comparisons allow for a clear identification of similarities and differences
(Eisenhardt, 1989). Overall, the objectives of the cross-case analysis were (1) to
go beyond the initial impressions, (2) to improve the likelihood of accurate and
reliable theory, (3) to develop a theory with a close fit with the data, and finally
(4) to enhance the probability of capturing the novel findings existing in the data.

From the within-case analysis plus cross-case tactics and impressions, tentative
themes, concepts and relationships were expected to emerge. The patterns
regarding the collaboration process between CVC unit and business units (or
even other affected actors within the firms) that gradually emerge from within

and cross-cases analyses are then iteratively compared with the evidence from
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each case in order to assess how well it fits with case data. A close fit is

important as a base for some tentative hypotheses and to build theory.

One step in shaping hypotheses, the refining of definitions of the constructs, was
achieved by using a table that summarized and tabulated the mechanisms used to
facilitate the operational work of the CVC within the different companies. This
represents a brief portrayal of crucial facts, including my interpretations and
explanations. The second step in shaping tentative hypotheses, the verification of
the emerging relationships between constructs, was taken by confirming or
revising the case evidence. The underlying logic is replication with the final goal
of enhancing confidence in the validity of the relationships. This was done by

confirming or disconfirming tentative hypotheses (Yin, 1984).

The final step in the research process was the comparison of the emergent
concepts, theory, or hypotheses with the extant literature. This phase, “enfolding
the literature” (Eisenhardt, 1989:544), I started parallel to the cross-case analyses
by looking for similarities and contradictions and their reasons. An essential
feature of hypothesis formation and theory extension from tentative hypotheses is
the comparison of the emerging hypotheses with extant literature (Eisenhardt,
1989). Chapter 3 of this study is devoted to an extensive juxtaposition of the
case-based findings of Chapter 2. By confronting the tentative hypotheses with

the extant literature, the final hypotheses are developed.

This study uses multiple ways of addressing validity, as most of the criticism of
case studies focuses on validity. Triangulation was used to increase construct
validity; iterations were conducted during analyses to increase internal validity,
and reliability. I addressed repeatability by adhering to strict documentation and
transcription standards. I also used multiple companies and comparative findings
to increase external validity. This case study does not claim to produce
generalized theory; its aim is rather to produce hypotheses and theory extension

for subsequent testing to then develop a general theory.
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2.2 Building the corporate venture capital industry context

The aim of the next two sections is to generate insights into corporate venture
capital. The first section sets out to summarize what is known about corporate
venture capital in earlier research into corporate venture capital by providing an
overview of the extant literature. Thus, Section 2.2.1 sets the basis for the
definition and objectives of corporate venture capital discussed in Section 2.2.2
and also for the explanatory discussion of the value added of corporate venture
capital in Section 2.2.3. This sub-chapter represents the contextual stage for the

in-depth descriptions of the intra-organizational collaboration in CVC programes.

2.2.1 Earlier research in corporate venture capital

The aim of this chapter is the description of and information about the size,
players, and the industry of CVC. Since I only look at the extant literature from a
general perspective without specifying reasons or details, it is not my intention to

discuss available theory on CVC.

Looking at the CVC industry, there have been tremendous ups and downs in the
development of this market. The volume of research on CVC has reflected the
economic importance of the sector over time (Block & Mac Millan, 1993;
Hardymon et al., 1983; McNally, 1997; Rind, 1981; Siegel et al., 1988; Sykes,
1990; Winters, 1988). Murray and Maula (2000) reported three major surges in
CVC activity, the most recent and dramatic of which started around 1998/1999. It
1s suggested that CVC investments by strategically related investors make a
positive impact on the performance of portfolio companies (Gompers and Lerner,
Maula and Murray, 2000). Maula and Murray (2000) also noted that most
research on CVC dated back to the two previous periods of high activity. Most of
the research on CVC has examined the issue from the perspective of the start-up
company. Only few studies have been undertaken since 1998, with the
exceptions of Hellmann (2000), Kann (2000), Maula and Murray (2000), and
Kelley and Spinelli (2001).
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While this relationship between CVC unit and portfolio company is explored
relatively extensively (e.g. Nahapiet and Ghoshal, 1998; Tsai and Ghoshal, 1998;
Yli-Renko et al., 2001), there is no research on the implications of realizing the
value within the corporation for the relationship between CVC unit and business
units involved. Although it is known that a collaborative relationship between the
corporate investor and the investment affects the returns for a portfolio company
considerably (Maula and Murray, 2000), the literature provides no answer to the
necessary question of how this phenomenon becomes possible due to
collaboration between the CVC unit and BU.

To date, Gompers and Lerner (2001) and Maula and Murray (2000) provide the
only rigorous quantitative analyses of potential value added. Both studies
reported positive performance implications of corporate venture capital for the
PF firms. However, these studies were limited to archival data. Thus, these were
not able to provide detailed insights into the generation of value within the
corporation. Table 2-7 provides an overview of the extant literature, success

factors and operationalized parameters.
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Figure 2-7: The extant literature, the success factors and the operationalized

parameters
Key success factor Studied parameter Author(s)
1. Strategy e (Clarity of focus - Brody, Ehrlich (1998);
- Bannock (1999);
- Franzke (2001)
e Long-term and high level - Winters, Murfin (1998);
commitment to CVC - Siegel (1988);
- Bannock (1999)
2. Organization e  Autonomous entity with - Siegel (1988);
independent funding - Bannock (1999);
- Franzke (2001)

e Flat organizations and quick
decisions

- Brody, Ehrlich (1998)

3. Processes

e Company involvement in - Heikkild (2000)
investment process

e  Existence of corporate - Souder (1981);
champions - Burgelman (1983)

e  Appropriate portfolio
company controlling, e.g. stop-
loss decision-making.

~Brody, Ehrlich (1998)

4. Compensation structure

e Incentive systems

- Gompers, Lerner (1998);
- Siegel (1988);

- Bannock (1999);

- Franzke (2001)

5. VC experience, contacts

and reputation

e  Management by experienced

- Winters, Murfin (1988);

venture capital managers - Siegel (1988);

- Heikkild (2000)
e Partnerships and contacts to | - Heikkild (2000);
top tier VCs - Bannock (1999)

e Reputation as attractive
capital investor

- Brody, Ehrlich (1998)

6. Relationship between
CVC unit and

portfolio companies

e Entrepreneurial distrust and
founding preferences

e Different time horizons of
CVC unit expectations and
venture development

- Heikkild (2000)

7. Relationships between
corporate BUs and portfolio

companies

e  Strategic conflicts

- Burgelman, (1985);
- Gompers and Lerner (1998)

e  Cultural clashes

e Too closely networking

- Backholm (2000)

This review of the extant literature on CVC can be summarized as follows. Some
researchers have theorized about the success factors of a CVC program from a
corporate perspective. These studies include a description of the value added of
CVC investments, for the invested companies on the one hand, and for the
corporation itself on the other. Other contributors have focused on the

relationship between start-up company and corporation.
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However, it seems that all studies fail to provide systematic evidence of either a
successful or failed collaboration between CVC unit and business unit. [ assume
that an efficient intra-firm collaboration is a critical prerequisite for achieving the
objectives that a CVC program pursues. Thus, this dissertation attempts to fill
this research gap by overcoming the challenge of highlighting the relationships
between CVC units and BUs. In this work, I seek to address this paucity of
research by analyzing data on the intra-organizational perspective within a
corporation. Specifically, I address the mechanisms through which CVC units

actually collaborate with BUs.

2.2.2 Definition and objectives of corporate venture capital

While a broad array of definitions of venture capital exists (see NVCA, 2001;
Lorenz, 1989; Timmons, 1992; Wright and Robbie, 1998; Hellmann, 2000, for
example), Gompers and Lerner (1994) are the first to consider in their process
definition of venture capital that there is more to venture capital than investing
and exiting from investments. They argue that venture capital can be viewed as a
cycle that starts with raising a venture fund, and proceeds through investing in,
monitoring, and adding value to firms; the cycle continues as the venture
capitalist executes successful deals and returns capital to the investor. This
definition points to the very important value-adding role of venture capitalists
(Hellman and Puri, 2000; Sapienza, 1992).

There are several ways to define and map the concept of CVC. The two main
alternative perspectives are viewing CVC (1) as a mode of external corporate
venturing from the perspective of the corporation (Henderson and Leleux, 2001;
Kann, 2000; Keil, 2000), or (2) as an alternative source of funding from the
perspective of an entrepreneurial company (Gompers and Lerner 1998; Maula
and Murray, 2000). Since this study examines CVC from the perspective of the
corporation with a focus on internal collaboration between CVC unit and

business unit, the first perspective is primarily employed.
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While zu Knyphausen-Aufsel (2001) defines CVC more broadly regarding its
origin,® I define corporate venture capital as equity-linked (typically minority)
investments of corporate funds directly in start-up companies, executed by an
intermediary owned and controlled by a non-financial corporation.”’ This
definition excludes investments made through an external fund managed by a
third party, even if the investment vehicle is funded by and specifically designed
to meet the objectives of a single investing company. It also excludes
investments that fall under the more general rubric of corporate venturing®. The
definition does however include investments made in start-ups that a company
has already spun off as independent businesses. In CVC the only limited partner

is a corporation. Alternatively, a CVC fund can be a subsidiary of a corporation.

According to this definition, CVC investment is identified as one group of
external venturing modes. CVC investments resemble the operations of
traditional venture capital firms in regard to programs residing at various levels
of corporations where investments are made in independent external companies.
In the case of corporations, investments were made directly into ventures or
indirectly through dedicated funds or pooled funds managed by external venture
capital firms. These modes are fairly well in line with the extant literature
(Barry, 2000; Bleicher and Paul, 1987; Kann, 2000; McNally, 1997; Sykes,
1990). Some additional distinctions have been made concerning the organization
of investments. McNally (1997) proposed that a distinction should be made
between ad hoc investments and more formal funds. Similarly, Winters and
Murfin (1988), Sykes (1990), and Mast (1991) recognized varying levels of
formality in the organization of corporate venturing activities. An important point
to remember from these distinctions is that the present study focuses on the direct
investments made by corporations. The focus of this study is highlighted in the

following framework.

% 7u Knyphausen-Aufsef (2001) includes (1) investment banks, (2) established technology
corporations, (3) established non-technology corporations, (4) consulting firms, and (5) start
up-companies.

I Kann (2000) found that the large majority (78%) of CVC investment channels is direct.

2 For example, the funding of new internal ventures that, while distinct form a company’s core
business and granted some organizational autonomy, legally remain part of the company.
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Figure 2-8: Study focuses on direct investments
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Source: Author

Overall it depends on industry and corporate structure, whether corporations are
likely to pursue CVC investments. High-tech industries have short innovation
cycles. Therefore, CVC is more important in high-tech industries like the IT-
industry than in low-tech industries. The corporate strategy has to decide, for
example, whether in-house R&D or CVC investments should be made and which
objectives should be pursued with CVC.

A corporate venture capital investment is defined by two characteristics: its
objective and the degree to which the operations of the investing company and
the start-up are linked. Although companies typically have a range of objectives
for their CVC investments, this type of funding usually advances one of the two
fundamental goals. Some investments are strategic. They are made primarily to
increase the sales and profits of the corporation’s own businesses. A company
making a strategic investment seeks to identify and exploit synergies between
itself and a new venture. The other investment objective is financial, wherein a
company is mainly looking for attractive returns. Here, a corporation seeks to do
as well as or better than private VC investors, due to what it sees as its superior
knowledge of market and technologies, its strong balance sheet, and its ability to

be a patient investor. In addition, a company’s brand may signal the quality of the
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start-up to other investors and potential customers, ultimately reaping rewards for
the original investor. Zu Knyphausen-Aufse3 (2001) calls it very appropriately

“corporate certification” (p. 5).

Regarding the goals of CVC programs, existing research shows very diversified
results over time. Maula (2001), who provides the most extensive and up-to-date
review of the goals and objectives of corporate venture capital programs, found
that corporations appear to pursue multiple goals and strategies in their CVC
activities. Siegel et al. (1988) found that ‘return on investment’ was the most
important goal of corporations, followed by ‘exposure to new technologies and
markets’. For Sykes (1990), identifying new opportunities and developing
business relationships is the key. Silver (1993) highlighted finding acquisition
targets, getting exposure to new markets, adding new products to existing
distribution channels, externalizing R&D, exposing middle management to
entrepreneurship, training managers, and utilizing excess plant space, time and

people as the most important objectives.

Bannock Consulting (2000) surveyed the goals of CVC investors in Europe. It is
based on 150 corporations engaged in CVC (several answers were possible).”
The following figure shows that while it is a combination of strategic and

financial goals, in most cases strategic objectives are favored over the financials.

Figure 2-9: Strategic objectives
" Other 17%
©
8 Social 12%
T
?’,: Financial 58% |
5
o Strategic ‘ 92% ‘ ]
0% 20‘% 40% 60% 80% 100%
%
dominate

Source: Bannock Consulting, 2000

The most frequent goals were strategic with 92% followed by financial with

58%. Several goals are usually pursued at the same time. Strategic and financial

# See Bannock Consulting, Ltd., Corporate Venturing in Europe, London, UK, 1999, p. 14
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goals especially are often combined. Recent research has shown that strategic and
financial objectives are not substitutes; instead, both are very important
motivations for corporations (Alter and Buchsbaum, 2000). Keil (2000)
concluded that while strategic objectives are often the driver for setting up
corporate venture capital programs, investments are often made according to

financial criteria.

Following this classification of goals, this thesis classifies the objectives in the
same way:

e Strategic objectives

¢ Financial objectives

e Social objectives

Previous work summarizes one specific dimension under strategic objectives. It
includes: diversification (Ansoff, 1965; Rumelt, 1974), growth (Fast, 1977),
corporate renewal, and adaptation to the environment (Utterback, 1994),
development of new knowledge (Leonard-Barton, 1992, 1995), access to
technology and markets (Christensen, 1997), and promotion of innovation and
entrepreneurship (Covin, 1991). More recent work provides a more finely-
grained classification of goals and objectives in CVC programs that
simultaneously summarizes different aspects under strategic objectives. Kann
(2000) distinguishes between three classes of strategic objectives: (1) external
R&D, (2) accelerated market entry, and (3) demand enhancement. Keil (2000)
even identifies four primary strategic objectives: (1) early market warning
signals, (2) “learning new markets and new technologies”, (3) option building,
and (4) market enactment. Alternatively, Maula (2001) utilizes three main
categories: (1) learning, (2) option building, and (3) leveraging. The following
figure shows the classification of objectives, with their corresponding sub-

objectives in each category that is used in this thesis.
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Figure 2-10: Classification of Objectives
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In specifying the strategic purposes, Kann (2000) showed that the goals of
external R&D to acquire resources (45%) and accelerated market entry (30%) are
the most common strategic purposes. The strategic objective enhancement of
demand for core products (24%) follows in order to leverage existing resources

more effectively.

The second defining characteristic of CVC investments is the degree to which
companies in the investment portfolio are linked to the investing company’s
current operational capabilities - that is, its resources and processes. For
example a start-up with strong links to the investing company might make use of
that company’s manufacturing plants, distribution channels, technology, or
brand. It might adopt the investing company’s business practices to build, sell or
serve its products. In this sense, Kanns’ study (2000) shows that 80 % of CVC
programs can be characterized as providing assistance to the entrepreneurial firm

in either managerial or technical matters.

This short illustration of the two defining characteristics of CVC makes a
harmonious and highly efficient internal collaboration between CVC unit and

business unit indispensable. Sometimes, however, a company’s own resources
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and processes can become liabilities rather than capabilities, particularly when it
faces new markets or disruptive technologies.’® Therefore, an internal
cooperation between these two organizationally independent departments - CVC

unit and business unit - is even more important.

2.2.3 Value-added of Corporate Venture Capital

The primary role of corporate venture capitalists is to provide funding for young
entrepreneurial firms. However, corporate venture capitalists (as well as venture
capitalists) are typically different from passive investors.” According to Gorman
and Sahlman (1989) venture capitalists spend half of their time on monitoring

ventures and on post-investment relationships with them.

Because of their experience with numerous ventures and large exposure to
financial, labor, and other resource markets, corporate venture capitalists are in a
good position to support their portfolio companies. Corporate venture capitalists
have been acknowledged as providing valuable help to their portfolio companies
in the form of serving as a sounding board to the entrepreneurial team, for
instance, or helping the firms obtain alternative sources of equity financing, or
interfacing with the investor group, monitoring financial performance,
monitoring operating performance, or helping their portfolio firms attract sources
of debt financing (MacMillan et al. 1988). Similar results have been found by
Gorman and Sahlman (1989), Sapienza et al. (1996), and Rosenstein et al.
(1993).

The special nature of corporate venture capital investments provides a unique
opportunity for an additional kind of value-added. Because the parent firm of the
corporate venture capital investor is typically a major industrial corporation, the
relationship between CVC unit and business unit opens up access to the resources

of the parent corporation, such as distribution channels, production facilities,

** For an introduction to disruptive technologies, see Clayton M. Christensen, The Innovator’s
Dilemma: When New Technologies Cause Great Firms to Fail, Harvard Business School,
1997.

> 7zu Knyphausen-Aufsef (2001) goes one step further and looks at the potential value-added of
different types of corporate venture capitalists.
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research and development opportunities, corporate technology, market and
technology experts, or pricing benefits of the products and services of the
corporation (Alter and Buchsbaum, 2000; Barry, 2000; Christopher 2000; Kelley
and Spinelli, 2001; Maula and Murray 2000). Large global corporations also
conduct market research that may be valuable for new ventures operating in
related fields (Dube, 2000; Maula and Murray, 2000). Due to the benefits
mentioned, an investor relationship with a major corporation may provide
valuable endorsement for a new technology-based firm (Kelley and Spinelli,
2001; Maula and Murray, 2000). In this study the term “value-added” is used to
refer to all non-financial benefits the portfolio companies receive from the
corporate venture capital investor as a result of the relationship between the CVC
unit and the business units of a corporation. This study is based on the
assumption that the better the CVC unit and the business unit collaborate, the

more value-added result for the financed start-up companies.

2.3 The Cases of German CVC Programs

In the following three sections the aim is to give a very detailed description of the
intra-organizational collaboration of three German CVC programs, Siemens
Venture Capital (Section 2.3.1), T-Venture (Section 2.3.2), and DaimlerChrylser
Venture (Section 2.3.3).

2.3.1 Siemens Venture Capital

The objective of this case is to describe the intra-organizational collaboration
between the business unit and the CVC unit throughout the investment process at
Siemens Venture Capital. First, a brief general corporate profile of Siemens and
Siemens Venture Capital will be presented. Second, the case will focus on
describing the investment process between the CVC unit and business units, and

finally, within-case analysis will be carried out.*

% This case study draws on transcribed interviews with Doris Blasel, Bruno Steis, and
conversations with Dr. Hildegard Wiggenhorn. The appendix includes an overview of the
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Corporate Profile

Siemens 1s a global powerhouse in electrical engineering and electronics. With
more than 400,000 employees in over 190 countries and sales of over €70 billion,
Siemens develops and manufactures leading edge products, designs and installs
complex systems, and tailors individual services for the benefit of its customers.
By utilizing innovative technologies and comprehensive know-how, Siemens
helps its customers to meet their business and technical needs in business
segments of energy, industry transportation, health care, lighting, information
and communication. In the fiscal year 2001 Siemens earned €2.1 billion in net
income including Infineon and special items as well as restructuring charges and
asset write-downs. EBITA from Operations (excluding Infineon) was €1.3
billion. Last year, this figure was €2.8 billion. The following figure gives an

overview of the corporate structure of Siemens.

Figure 2-11: Corporate Structure of Siemens AG*’
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Source: Author, based on annual report as of January 1, 2001

Regarding venture capital activities, Siemens AG can look back on vast
experience. As early as the beginning of the ’80s, as the first waves washed from
the US to Europe, Siemens founded a venture capital company and became CVC
pioneer in Germany. In 1984, together with other investors, Siemens founded the

Techno Venture Management group (TVM), which provided venture capital for

affiliations and job titles of all interviewees. This case is also based on annual reports, public
speeches, press releases and analysts’ reports.

" Apart from this, there are several incubator and accelerator units at Siemens, e.g. Siemens
Business Accelerator, Siemens Technology, Technology-to-Business Center, ICN nCubator.
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American and European start-up companies. In October 1998, the central
managing board of Siemens decided on the new alignment of Siemens venture
activities. In January 1999, Siemens Venture Capital group was transformed to
Siemens Corporate Venture Capital (SVC). The subsidiary of Siemens AG has
the legal form of a limited liability company (GmbH). Under the banner of
“Fostering Innovation for Economic Success”, SVC has been set up as a globally

9

active investment vehicle which provides “smart money” to innovative

businesses to create long-term company value.

SVC belongs to the Corporate Finance department and has about 30 employees,
15 of which are investment managers (as per 2001). The trans-sectoral CVC
activities of SVC establish access possibilities to all business units at Siemens and
guarantee the securing of corporate interests regarding CVC activities. Besides
this, VC units also developed in other specific business units, i.e. in the groups
Information and Communication Networks (ICN) and Information and
Communication Mobile (ICM),*® and also in the unit Medical Solutions and
Automation and Drives. The organization structure of the venture capital
activities arises from the opinion that the de-central organization structure of
Siemens should therefore be followed by de-central CVC activities. The
following figure illustrates the differences in the diverse CVC activities and

shows the umbrella function of Siemens Venture Capital.

* Both of these venture units are operating under the name Mustang Ventures. Mustang
Ventures, the largest unit, has received $370 million and has more than 45 companies in its
portfolio. The amounts managed and deployed by Siemens Medical Solutions and
Automation and Drive are not known.
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Figure 2-12: Organization structure of Siemens CVC
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However, according to the company, the venture units located in a business unit
have been reintegrated as of 01.10.2001 in order to create “one voice to the
market”. “We cannot distract our operating groups from focusing on their core
businesses, which is not venture capital, but competing with Ciscos, the Nortels,
the Ericsons, and the Nokias of the world,” says Naveed Kahn.”’ The
reorganization also aims at making the use of available resources more

effective.*”

Siemens pursues three objectives with its CVC activities. The first is to identify
and fund investments in emerging and innovative technologies that enhance the
core business scope of Siemens. Second, supporting entrepreneurs for Siemens
means not only investing capital, but also providing use of the links to Siemens’
businesses. In this sense, they try to establish the link to the corresponding
business group quickly and effectively in order to maximize the financial success
of the company. Third, by leveraging the global power and resources of Siemens,

SV C enables entrepreneurs to gain increasing market presence and credibility. Of

¥ Naveed Kahn is the president and CEO of SVC’s U.S. operations, see Corporate Venturing
Report, October 2001, p. 17

3% See www.ventureeconomics.com, on the homepage under “news”, as of 12.09.2001.
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course, the access to worldwide marketing and distribution channels, as well as
the brand name Siemens play an important role. Putting all these objectives
together, the effort should result in an attractive ROI for Siemens. The three
blocks of core activities, Financing, Consulting & Coaching, and Networking, are

summarized in the following figure.

Figure 2-13: Core Activities of Siemens Venture Capital
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SVC, headquartered in Munich, Germany, is geographically represented at
locations of the main businesses of Siemens.”' In order to be present in the hot
spot of the venture capital scene, in April 1999 Siemens Venture Capital L.L.C.,
based in Santa Clara, California, was founded as a 100 % subsidiary of SVC.
Another branch of SVC is located in Boston, MA*. Since 1999, Siemens venture
units have invested more than €500 million, accumulating a current portfolio of
more than 70 start-up companies.” Of the $180 million received by Siemens in
2001, 60 percent, or $108 million, went into 30 venture funds as indirect

investments.

3! At the same time, Munich (Germany) is the headquarters of Siemens AG.

32 1t is also planned to open a branch in Israel. Currently, one consultant is responsible for Israel
and therefore commutes between Germany and Israel.

33 The appendix includes a detailed list of the portfolio firms of SVC.
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Investment foci are on seed, early, and mezzanine stage-investments in the fields
of Information and Communication, Automation and Control, Medical Solutions
and Power. Through investments in horizontal technologies, SVC operates from a
trans-sectoral perspective in order to cover “white spaces”, multiple impacts, and
joint-competencies. Furthermore, SVC has the exclusive right at Siemens to
invest in venture capital funds. The conceptual formulation of SVC is mirrored in
the company organization structure: a matrix organization has been established
that shows three business areas (Internal Ventures, External Ventures, and
Venture Funds) and four cross-sectional functions (Technology & Markets,

Communications, Finance & Controlling and Regions).

Figure 2-14: Company Organization Structure of Siemens Venture Capital
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Investment process

Deal Generation

Basically, SVC comes with two kinds of deal-flow: the first present external
“street deals”, where blind inquiries for investments are sent to SV'C. The second
possibility is represented by deals that originate from the internal SVC network.
At SVC, this network perspective embraces contacts they have to (a) dedicated

VC partners, (b) investment funds, which provide direct access to 350 start-up
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companies, and finally (c) the business units of Siemens. In-house generated
deals especially represent a better basis for the further support in the investment
process, since regarding these deals the contact between the business units and
the company already exists, as this comment made by one investment manager

illustrates:

“We have a couple of investments that have been transferred from a business unit
to SVC regarding interest in an investment. That has the huge advantage that we are
beyond regarding the further collaboration, since we do not have to bring the

company in contact with a business unit.” (Steis)

With regard to tracking the deal flow, the interviews reveal an interesting
difference between Mustang Ventures and SVC. While in the first case the
corresponding business unit has access to the deal flow database of the CVC unit,

and vice versa, this possibility is not established in the case of SVC.

Deal Evaluation

Regarding incoming investment inquiries at SVC, it is the investment managers’
assignment to identify interesting portfolio firms for SVC in fields where the
parent company is operating. With respect to the focused investment areas, SVC
sees itself in an advantageous situation, since the operation areas of Siemens are
broader in scope than is the case for other competitors in CVC. The following

statement confirms this point of view:

“The main way in which SVC differentiates itself from its competitors is that our
parent company Siemens is positioned more broadly regarding their business
activities than Intel, for example. Therefore, our focus is not as narrow as in the
case of Intel Capital.”(Steis)

The objective for an investment manager is to elaborate an investment proposal
for those start-up companies that appear attractive. In doing this, the investment
managers at Siemens are empowered by a high level of autonomy regarding the
decision over which companies to screen and to inspect further in the investment
process. However, the technological search-areas that have been identified in a
business unit act as a guideline. With this in mind, the CVC manager attempts to
select companies that close the gaps in the business units’ portfolios. Since SVC

wants to utilize the different experiences of its investment managers, the final
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investment proposal is electronically distributed to all investment managers.
During a weekly, mandatory telephone conference®, questions regarding an
investment proposal are dealt with. When a unanimous and positive decision has
been reached regarding a potential deal, the investment opportunity will be
pursued further in the due diligence process. An investment manager justifies the

approach:

“The process is configured like this, since we recognized that investment
managers’ different experiences lead to different investments. If all investment
managers agree, we feel relatively confident that we have a good investment
proposal that we can present to the investment committee. Four eyes see better than
two!”(Blasel)

Interestingly, the possibility of active involvement by the business units in the
first screening is not evaluated as favorable. The reasons illustrated for this seem
reasonable: first, basic financial investment criteria (like investment volume,
phase of investment, etc.) have to be checked by SVC. Second, SVC only wants
to get in contact with business units regarding deals where they see a realistic
chance that an investment could be of interest to a business unit. This approach

supports the intention to use a business unit’s resources economically.

In accomplishing the due diligence of the investment process, the business units
are actively involved in investment activities for the first time. This is the case in
10-20% of the total deal flow at SVC. For the due diligence process relevant
business units of Siemens comprise the internal resources competent in
technological questions: the corresponding operational unit, Corporate
Technology and Corporate R&D. On the other hand, however, it also includes
more administrative departments like Legal Services, Tax, Controlling
/Accounting, and Human Resources. The first reason for the involvement of

Siemens’ departments within due diligence is quite obvious:

“... so you see, we really can use internal due diligence skills, and we use them for
getting feedback if there is interest in a business unit a potential portfolio
firm.”(Blasel)

* Since it is an online conference, participation means the “dial-in” by each investment
manager.
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The second reason for this procedure at SVC simultaneously represents the
establishment of the first contact between the business unit and the start-up
company that is the basis for a subsequent cooperation between both. In this
context, the investment manager is once more at liberty to select the persons
he/she contacts at Siemens for cooperation in the due diligence process.
However, it is not mandatory for SVC to have a business unit involved in the due
diligence process in order to pursue the investment process. Unfortunately, the
voluntary character of asking a business unit for advice entails the danger that
SVC invests in a company that represents a competitor of one of the business
unit’s existing cooperation partners. This problem was clearly articulated in an

interview at the business unit ICMS™:

“As SVC does not need our 100 % commitment in all cases, it could happen that
they invest and we work together with the competitor. That’s nonsense. That helps

nobody; that is not profitable for anybody.” (Dr. Wiggenhorn)

Since SVC is aware of this situation, their general objective is to get the business
unit involved and in contact with the investee; even if SV'C has the expertise and
knowledge among the CVC managers. Therefore, one of the primarily tasks of
the CVC unit is to establish corporation-wide structures that allow fast decisions
regarding investment possibilities. The interesting question is how SVC managers

find the corresponding experts.

Of particular importance is that some business units have “innovation teams”, or
“venture units”°. The idea at Siemens is the following: on the one hand, each
venture unit represents the single point of entry for SVC when contacting a
business unit. They channel SVC’s inquiries to the corresponding people within
the business units and are responsible for a speedy decision on their interest in
the technology of a start-up company’ . On the other hand, in return SV'C has to

support the establishment of these venture units, and to continually report on the

3% ICMS stands for Information and Communication Mobile Solutions. This business unit,
founded in 2000, tries to bridge mobile infrastructure and communication.

3% In this sense, venture units are small teams in the areas Information & Communication
Networks (ICN) and Infineon Technologies, Information & Communication Products (ICP),
Medical Engineering (Med), Finance (ZF), Technology (ZT) and Automation & Drives
(A&D), responsible at the same time for Production & Logistics Systems (PL). Other
Siemens units are only designated contact partners.

37 At Siemens they define ‘speedy’ as ‘within a few days’.
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latest activities regarding venture capital to Siemens. These venture units are in
line with SVC’s aims towards individual project-oriented work rather than relying

on institutionalized meetings.

“...since all is based on single projects, these contacts to the venture units are
fostered and cultivated.” (Blasel)

Besides this, SV(C’s investment managers use their personal relationships to
navigate their way through the company. The investment managers’ personal
contacts accrue either from previous functions in other units of the corporation,
or from visiting internal and external events and meetings at Siemens. In this
sense, each investment manager is responsible for his/her own personal network,
and is urged to expand it constantly. Furthermore, the interviews illustrate that
the longer SVC is in operation, the better CVC units are known within the group,
and the broader the personal networks of the investment managers with the
business units become. This facilitates SVC to coordinate the expertise required
within the corporation for evaluating investment proposals. The process of

“navigating” within the company looking for advice is perceived as follows:

“By ‘navigating’ our way through the company, so far we always found those we
have been interested in. You ask all sorts of people, and you have colleagues with a
lot of experience. Actually, it is the personal network that develops steadily. Now,
due to our activities in the past we already have a number of contacts to the

business units. That grows with time and experience.* (Blasel)

Moreover, in order to expand the extant network of SVC, they actively try to
establish new relationships with business units if there is an interesting deal for a
business unit that has not yet been involved in CVC activities. In this pursuit,
SVC invites the business unit to participate in the sales pitch, or to join an
investment manager visiting a potential portfolio firm. Both possibilities pretend
to establish a first personal contact between an investment manager and new
business units. Finally, both the online presence of SVC on the intranet homepage
of Siemens and the published SVC articles in the corporate newsletter “Siemens-
Welt” aim to keep the business units informed about the CVC activities at

Siemens.
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Deal structuring and investment decision

In the preceding investment process, SVC has selected those deals that
correspond with investment criteria. Graphically speaking, the selected
companies of interest are located in the intersection of the two circles “financial

objectives” and “strategic objectives”.

Figure 2-15: The companies of interest are located in the intersection of the two

circles “financial objectives” and “strategic objectives”
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Source: Author, based on interviews

This target selection is a theme in SVC’s mission: “Fostering innovation for
economic support”. However, in spite of an officially stated equilibrium of both
objectives in their mission, the interviews at SVC reveal a certain preference in
favor of the financial goals. The following statement by an investment manager

at SVC underpins this and shows the underlying reasons for it:

“If in doubt, we prioritize the financial goals. The reasons are quite simple: first,
financial success is easier to measure, and second, we do not invest strategically

without financial returns.”(Steis)

Companies that still have the unanimous compliance of the investment managers
after an accomplished due diligence will be nominated as prospective portfolio
firms at the investment committee. Interestingly, the actual composition of the
investment committee depends on the investment volume: the executive board is
authorized to make investment decisions of up to €2.5 million regarding fund-

investments and up to €1.25 million regarding direct investments. Siemens
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Venture Board reaches decisions regarding investments that exceed these limits
in value. In the case of investments above € 5 million, the corporate steering
committee of Siemens has to be called in. Therefore, at least with bigger
investments a cross-unit perspective is thus established. A main success factor of
SVC is that a decision is guaranteed within two days, independent of the actual

composition of the investment committee.

Regarding the final investment decision at SVC, business units only take an
advisory function. Further, SVC does not require any sanction from a business
unit in order to pursue an investment decision. While this freedom disguises the
danger that SVC may invest in a company in spite of its rejection by a business
unit, at the same time it offers the possibility of investing in very future-oriented
technologies that are currently not relevant for any business unit, but where SVC
is convinced of the future relevance of the technology. This freedom is based on
the structural embedding of SVC as a separate department, enabling SVC to
operate independently and to reach decisions fast.® The vote of the business
units is however taken into consideration indirectly, since the heads of Corporate
Finance and Corporate Technology are represented on the board of SVC.
Although board meetings only take place twice a year, it is possible for single

members of the board to be contacted outside formal meetings as well.

Although SVC generally decides and is solely responsible for an investment
decision, there is one exception: if there is a co-investment with a business unit,
the business unit is also responsible for any decisions reached. Moreover, there is
an unwritten rule that SV'C does not usually invest in a company if a business unit
signalizes negative feedback. This could be for the following reasons: (1) no
current interest in the technology of a start-up company, (2) potential investment
1S a main competitor of an existing partner of a business unit, (3) technology is
not valid from a technical point of view. As one investment manager put it, the

situation is perceived as follows:

“...if we are convinced of the high relevance of a technology, then we would invest

in a company without much ado, even if we could not see a possibility for

3% With respect to the investments, the accentuation of SVC’s independence should demonstrate
that they do not represent the extended arm of the M&A activities of Siemens, that is
interested in taking over a company by acquisition.
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cooperation right now. But normally, if a business unit rejects an investment, we

also refrain from an investment in that company.” (Blasel)

At the time of the investment decision, SV'C does not insist that a cooperation
contract between a start-up and a business unit be already in existence. However,
SVC wants to have at least an indication that cooperation is realistic. For the
future, they are currently planning to integrate the business units in the
investment committee, where their sanction will be necessary regarding final

approval.

In order to meet the requirements of the business unit regarding the decision
making in the investment process (either due diligence, product or final
investment decision), the business units apply milestone planning. However, this
requires that the employees are informed about the process itself, and further that
the milestones are also coordinated, tracked, and finally accomplished. That this
tracking mechanism does not exclude escalation within a business unit becomes

obvious in the following statement by one business unit manager:

“If the people do not reach the deadlines, you have to kick up a row. And further,
the issue then escalates if you inform the next management level. Sometimes you

have to put the pressure on; that is how it works.”(Dr.Wiggenhorn)

Portfolio and support management

Since Siemens is a technological company positioned strongly in many markets,
it appears obvious that a high value added can be brought to the portfolio
companies if only the internal collaboration is adequate. The transformation of
these value-adding services in the post-investment phase will be explained in the

following section.

From a theoretical point of view, the portfolio companies generally enjoy access
to all corporate facilities. However, the individual project has to show, which
corporate facilities are required by a portfolio company. Looking at the manifold
spectrum ranging from technology partnership to distribution partnership to
technology transfers between portfolio company and business unit to

collaboration with Corporate Technology®, the required involvement of a

% This usually takes place where basic technologies are concerned.
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business unit becomes obvious. However, the final realization of any value added
strongly depends first on the willingness of a business unit to collaborate, and
second on the portfolio companies’ requirements, which are related to the

development stage of an investment.

For the portfolio company, the SVC investment managers are the first contact
partners. However, they are only intermediaries, since their purpose is to get the
portfolio company in touch with a suitable business unit. This aim is even
determined in SVC’s balance scorecard. However, as soon as the formal
collaboration between the portfolio company and the business unit is established,
SVC takes one step back regarding the management of projects, which means a
shift in the responsibilities of the investment managers. While they were
responsible more on an active operational level during the pre-investment phase
(e.g. accomplishing the financial due diligence, conducting negotiations, closing
deals), their responsibilities in the post-investment phase are of a more
representative nature: representing SVC’s interests in the shareholder meetings of
the portfolio firms, and controlling the process of nurturing between the portfolio
company and the business units. Since these projects take place directly between

business unit and portfolio company, SVC is no longer actively involved.

“...when we have established the formal basis for cooperation, we usually see that
it works without our further input. Our purpose is that later on the portfolio
company works directly together with the business unit without our input. We want

to be involved in the beginning, but then we retract step by step.” (Blasel)

In spite of this successive withdrawal of SVC during the post-investment phase,
an investment manager generally calculates that one day per week will be
required for the overseeing management of one company. This shows that in
spite of no direct involvement, SVC stays informed about the status quo
regarding the development of an investment. In the face of this withdrawal by
SVC, it is even more important to have knowledge about critical contacts and
people involved with the business units in order to ensure efficient internal
processes. While venture units represented the entrance to a business unit in the
pre-investment phase, in the post-investment phase SVC typically contacts
people who do not belong to the venture unit. Now, although very working-level
people are in charge of the daily collaboration with investments, the investment

manager mainly stays in contact with senior management.
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The question that has to be answered is, what are the incentives a business unit
has to collaborate with SVC? Astonishingly, besides the profit from a strategic
“win-win” situation there is no further incentive for a business unit to provide
their know-how. Although the possibility to charge incidental costs can
positively influence the incentive of a business unit to collaborate, in general
there is no internal billing of services by business units at Siemens.** Therefore,
since SVC has no incentive mechanisms for a business unit to collaborate, the
investment managers feel a certain shiftlessness regarding the resulting

cumbersome support management of a business unit.

“Presently, the motivation at the business units simply — unfortunately - consists of
the possibility that the business unit recognizes a ‘win-win’ situation. That is to say
that with the innovation of the start-up company they have to be positive about an
improvement of their products, their processes, or their access to the market know-
how. We as SVC only can bring the business unit into contact with a start-up
company. Afterwards, the daily business shows whether they really collaborate.
We’re not in charge of that. We can only introduce the business unit to the
company, but we cannot force them. Therefore, the biggest hurdle lies on the side
of the business unit itself: sometimes we really have to wait unacceptably long for
their feedback.”(Blasel)

At Siemens, the reason that there 1s no financial incentive for a business unit 1s
partly related to the source of the capital as well the destination of the gained
profits: both is Corporate Finance. This is the case unless a business unit
together with SVC co-invests in a company.*' Nonetheless, the interviews reveal
a dilemma with respect to the financial profit-sharing of business units. On the
one hand, the motivation for CVC of a business unit is low due to non-existent
financial incentives for a business unit. On the other hand, however, since these
co-investments are only long-term oriented, the interest on the side of a business
unit to engage in this type of co-investments with their own budget is quite
limited. The reason for this is that the time frame of thinking in vague CVC
returns is not congruent with the operational one. The quotation of a business

manager reveals that:

“ Exceptionally, regarding the services provided by legal and tax departments a cost allocation
takes place by the use of intra-company prices.

*! Since the re-organization of SVC on October 1, 2001, business units are also participating
financially in the investments.
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“These kinds of investment have the disadvantage for us that the investments are
only to exit in 3-5 years. Therefore, nobody invests 2 million of his/her own budget
today in order to have the possibility (!) to earn 50 million in 5 years. That is not
the time horizon we usually calculate in a business unit.” (Dr. Wiggenhorn)

A central element in this post-investment scenario is represented by the
cooperation contracts.” On the one hand, they determine the extent to which a
business unit profits strategically from an investment (e.g. by joint distribution or
R&D projects between a company and a business unit). On the other hand, it
represents the written detail of the resources the business units are finally willing
to bring in. The task of SVC regarding these cooperation contracts is that the
investment manager attempts to formulate a ‘win-win’ situation both for the
business unit (regarding the technical innovation of a start-up) and the portfolio
company (regarding the required support by a business unit). However, since
SVC wants to avoid long-lasting investment decisions in the pre-investment

phase, the contracts are usually finalized only in the post-investment phase.

With regard to the characteristics of the post-investment collaboration between
the involved actors, SVC reported three influence factors. First, the quality of the
collaborations strongly depends on the fit of the individual “chemistry” between
the actors involved. Second, the concrete workload of the persons involved in a
business unit influences the /evel of collaboration. And finally, the interest of a
business unit to collaborate depends on the immediate effects the technology of
an investment has on its economic results. The situation is perceived in the words

of one investment manager as follows:

“...what we see regarding innovations close-by a business unit, we receive access
to the business units very easily, whereas in very long-term oriented innovations
we have more problems. In this case, we are better off having corporate technology

as a contact partner, for example.” (Blasel)

The interconnected critical challenge for SVC is to detach the required resources
from the daily activities of a business unit, representing primarily time and
personal know-how in order to support a start-up company. That in turn is
aggravated in this case, since Siemens only applies operational figures (e.g. sale)

as performance criteria to evaluate a business unit. The immediate consequence

> Between 80 and 90% of the investments cooperation contracts exist.
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is that strategic issues are neglected in the business units, which means long

response times for SVC regarding its strategically oriented CVC inquiries:

“...the problem regarding long response times is due to the fact that the business
units at Siemens are mainly driven to deliver adequate quarterly results. What SVC
feels of that circumstance is that the strategic aspects sometimes are neglected.”
(Steis)

Putting all these obstacles together, the interesting issue is how SVC tries to
overcome these hurdles. Of particular importance is that the investment manager
knows relevant business unit employees and has personal contacts with them. In
order to get voluntary support by people in a business unit, the positive influence
of personal networking was mentioned several times during the interviews at
Siemens. Moreover, the knowledge of the corporation structures and its
businesses in order to locate efficiently the required expertise was emphasized as
“USP” of a corporate investment manager. The awareness of this necessity at
Siemens 1s mirrored by the composition of the SVC team. While 2/3 are former
Siemens employees, only 1/3 of the SV'C team has been hired outside the group.
Interestingly, the same consciousness exists in the business units, as this

quotation shows:

“However, while all contracts and incentive systems are necessary for framing the
collaboration, it is less important for the daily work. In this sense, the formation of
the personal level is more elementary and important. Based on this personal
approach, a lot of things can be handled; we don’t have to charge costs if we don’t
want to.” (Steis)

However, the personally based, voluntary engagement seems to have a limit. The
interviews conducted in a business unit show two determinants an investment
manager should always be aware of: the quantity and the quality of support
inquiries forwarded to a business unit by an investment manager influence the
motivation of a business unit. From a qualitative point of view, the investment
manager must be convinced about the technical relevance and their significance
for a business unit. Regarding quantity, the number of inquiries should be
limited, since the interviews show that for large-scale CVC activities the strategic
objectives are not sufficient and do not satisfy the expectations of a business unit.
The comparison of the situa