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THE PAST 6 MONTHS THE PAST 6 MONTHS -- CRISISCRISIS



CAPITAL IN PE SECTORCAPITAL IN PE SECTOR
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FUNDING PHASESFUNDING PHASES
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WHO WE AREWHO WE ARE

•• Early Stage Venture FundEarly Stage Venture Fund
–– Higher Return Higher Return –– Higher Risk than Angel StageHigher Risk than Angel Stage

–– Purchase Intellectual PropertyPurchase Intellectual Property
•• Universities, Federal Labs, Research InstitutionsUniversities, Federal Labs, Research Institutions

•• Proof of Concept or PrototypeProof of Concept or Prototype

•• Early SaleEarly Sale

•• Multiple Investments ( 10 Multiple Investments ( 10 –– 15) Lessen Risk15) Lessen Risk

•• Acquire Controlling InterestAcquire Controlling Interest

•• Invest What is Required to Take to Next Level Invest What is Required to Take to Next Level 

•• High Exit MultipleHigh Exit Multiple
–– Large MarketLarge Market



FOCUSFOCUS

•• Life SciencesLife Sciences

–– DevicesDevices

–– Drugs & BiotechDrugs & Biotech
• No NCEs

–– DiagnosticsDiagnostics

•• SoftwareSoftware

•• Homeland SecurityHomeland Security

•• MilitaryMilitary

•• OpportunisticOpportunistic



OUR PROCESSOUR PROCESS

•• Identify TechnologyIdentify Technology
–– Field of Use or OpportunisticField of Use or Opportunistic
–– DisruptiveDisruptive
–– UnderstandableUnderstandable

•• Quantify TAM & ValuationQuantify TAM & Valuation
•• Review IPReview IP
•• Set ExpectationsSet Expectations

–– Technology Transfer OfficeTechnology Transfer Office
–– ResearcherResearcher

• Role with Company
• Ownership



OUR PROCESS OUR PROCESS -- 22

•• Get to Know ResearcherGet to Know Researcher
–– ProfessionalProfessional

–– SocialSocial

•• Freedom to Operate SearchFreedom to Operate Search

–– $$$$

•• Term Sheet with Tech TransferTerm Sheet with Tech Transfer

•• Acceptable R&D PlanAcceptable R&D Plan

•• FundFund



ISSUESISSUES

•• Need to Understand ScienceNeed to Understand Science

•• PlayersPlayers

•• ValuationValuation

•• Contract TermsContract Terms



WHAT’S REQUIRED FOR SUCCESS

RESEARCHER

FUND

LABORATORY

CommunicationsCommunications

Scientific HonestyScientific Honesty

Creative BrillianceCreative Brilliance

Breakthrough ScienceBreakthrough Science

SpeedSpeed

FacilitationFacilitation

FlexibilityFlexibility

TransparencyTransparency

Fair EconomicsFair Economics Flexibility of PlanFlexibility of Plan

Science FamiliarityScience Familiarity

EthicsEthics

CommunicationsCommunications

Medium Term HorizonMedium Term Horizon
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VALUATION APPROACHESVALUATION APPROACHES

•• QuantitativeQuantitative
–– Difficult with Seed Round as Too EarlyDifficult with Seed Round as Too Early
–– Skews Against Early Stage due to Startup $Skews Against Early Stage due to Startup $
–– Sometimes ComplexSometimes Complex

•• ComparablesComparables
–– Easily UnderstoodEasily Understood
–– Generally AcceptedGenerally Accepted
–– Disadvantage for Breakthrough Technology/CompanyDisadvantage for Breakthrough Technology/Company

•• HeuristicHeuristic
–– Totally Dependent on Skill/Knowledge of UserTotally Dependent on Skill/Knowledge of User
–– Difficult to Explain to OutsidersDifficult to Explain to Outsiders



TRANSACTION EXAMPLETRANSACTION EXAMPLE
LIFESCI 1

TOTAL AVAILABLE MARKET
Market Size Units/year 735,000
$/Unit $350
Potential Revenue $257,250,000
License % 15%
License Revenue $38,587,500
Success Probability 75%
Net Value/Year $28,940,625

ACHIEVED REVENUE
% Market Capture 10%
Captured Revenue/year $2,894,063



MULTIPLIER METHODMULTIPLIER METHOD
LIFESCI 1

EBIT MULTIPLE VALUATION 1
Captured Revenue/year $2,984,063
SG&A at 15% $447,609
EBIT  $2,536,454
EBIT Multiplier (1) 14.97
Value on Acquisition $37,970,710
(1) Source: Value Line database of 7091 US companies.01/2005

EBIT MULTIPLE VALUATION 2
Multiplier (3) 7.60
Value on Acquisition $19,277,047
(3) Source: Dealmaker-Grant Thornton-Winter 2006

EBIT & CASH FLOW VALUATION
Multiplier (2) 34.72
Value on Acquisition $88,065,667

(2) Source: Inc. Magazine August 2004 Value/EBIT



THE CONTRACTTHE CONTRACT
•• ExclusivityExclusivity
•• Field of UseField of Use
•• PatentsPatents

–– Who FilesWho Files
–– ApprovalApproval
–– COM vs MethodCOM vs Method

•• SublicenseSublicense
–– FeesFees
–– ApprovalApproval

•• MilestonesMilestones

•• IndemnificationIndemnification
•• AssignmentAssignment

–– ConsentConsent
–– FeesFees



EthicsEthics

Science FamiliarityScience Familiarity

Medium Term HorizonMedium Term Horizon

FlexibilityFlexibility

FacilitationFacilitation

TransparencyTransparency

Fair EconomicsFair Economics

Scientific HonestyScientific Honesty

CommunicationsCommunications

Creative BrillianceCreative Brilliance

Breakthrough ScienceBreakthrough Science

FUNDFUNDLABLABRESEARCHERRESEARCHERSUCCESS FACTORSSUCCESS FACTORS
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