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CVC Parent Norms

Does your parent understand venture norms?

“ No, they don’t understand follow-on “ I think they understand better now o
investments, not having a ROFR, why than t.hey did fou1.r years ago when
you wouldn't put handcuffs on a startup if we were trying to explain what venture o

we're helping them... to be honest, they don't _ @ stingis. et wh'ether.they understand
really care." it well enough to weigh in on investment
decisions or things like that,  have my

doubts. But they seem to understand venture
investing and even the why behind doing it a Of C V C ].e a. de I' S
little better now than four years ago."

- Southern CVC

-CACVC

“ Yes.Idon't know that this is the case in
another industry, but our senior

execs are regularly exposed — 50% of the feel that their parent
pipeline is through M&A if not more than ‘ Maybe they understand, but quite executives do NOT fLIllY
that. So they have a very active evaluation honestly, if something came to us

- : e nderstand the norms of
activity which fills that pipeline. And then completely fresh with a 6-week deadline, understand the no 20
venture funds make it their business to wear anl ss it was so obvious I could get all hatb the venture Space
their sale-side hats any time they meet with on deck support, I wouldn't ruin our
a potential buyer, so there's a whole rhythm reputation by pretending we could do it. I'd
to this that is well-established." say this is for someone else."

- Healthcare CVC - Industrials CVC

Data covers 164 Corporate venture capital (CVC) units, including 78% of all active CVCs of S&P500 companies and 37% of active CVCs of large global parents.
SOURCE:Ilya Strebulaev, Venture Capital Initiative, Stanford Graduate School of Business (09/2023)

@ @1lyaSTREBULAEV



Corporate VC Units
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Corporate Venture Capital
2-Stage Deal Approval Process

Stage 1: Internal CVC Team Stage 2: Investment Committee (IC)
(0]
Unanimous 88 /o
Consensus 32% nanmess o of CVCs have an
investment committee
Majority comprised of parent
Consensus company executives.

Head of Ventures

Executive
Sponsor

Majority 31% 79 O/O

of CVCs consider it a real

One Person vote

CVC doesn't
make decisions .
other T authority, rather than a
Other* rubber-stamp vote.
0% 10% 20% 30% 40% 50%
0% 10% 20% 30% 40% 50%

The internal investing teams must agree on what to bring forth
to their investment committee.
) AllCVCs

*Other includes consensus/majority, unanimous/supermajority as a function of the investment size
**QOther includes supermajority, only one person votes, consensus/unanimous/majority as a function of the investment size, lack of clear rules.

Data covers 164 Corporate venture capital (CVC) units, including 78% of all active CVCs of S&P500 companies and 37% of active CVCs of large global parents.
SOURCE: Ilya Strebulaev, Venture Capital Initiative, Stanford Graduate School of Business (07/2023)

¥ @IlyaSTREBULAEV



THREE FACTORS

BEHIND DISRUPTION



® Moore's Law

Evolution of computers The World's Smallest Transistor

1950s 1960s 1970s 1980s 1990s 2000s
Silicon TTL 8-bit 32-bit 32-bit 64-bit

Transistor Quad Gate Micrapracessor Microprocessar Microprocessor Microprocessor

»
3.7

Researchers from the Department of Energy's Lawrence Berkeley National

Laboratory were able to create the world’s smallest transistor with a working

1 4 - 275,000 3,100,000 592,000,000 1-nanometer (nm) gate, making this transistor 50,000 times smaller than a
Transistor Transistors Transistors Transistors Transistors Transistors strand of human hair.




Moore’'s Law 1s dead?

H H ? o 3 - e 3 ‘1. %) o k4 * * 3 1 1 L3 "
The Economist explains Moore’s Law: The number of transistors on microchips doubles every two years [HgiVEi{e
’ Moore's law describes the empirical regularity that the number of transistors on integrated circuits doubles approximately every two years. in Data
The end Of MOOI’E S laW This advancement is important for other aspects of technological progress in computing - such as processing speed or the price of computers.
Transistor count
50,000,000,000
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THE number of transistors that can be put on a microchip ——

doubles every year or so—and so doubles its performance. 50,000
Many people are vaguely familiar with Moore’s law; we
recognise that it has something to do with the tumbling
cost of computing power, for instance. Yet even 50 years
after Gordon Moore (pictured), co-founder of Intel, a

chipmaker, made his famous prediction, its precise nature
P ' P A L G A LR T LR L I SN SN S IR SR N R

m B U AR RE Rl AR B Rl G g 4 a2 i N
Data source: Wikipedia (wikipedia.org/wiki/Transistor_count) Year in which the microchip was first introduced

OurWorldinData.org - Research and data to make progress against the world's largest problems. Licensed under CC-BY by the authors Hannah Ritchie and Max Roser.

and implications remain hard to grasp. What is Moore's
law?
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@?® Metcalfe's Law
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Metcalfe's Law:
more drivers, more value, lower costs
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Metcalfe's Law: advantages of the incumbent

craigslist

craigslist

create a posting

my account
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reply =
reply favorite hide flag share

$1,200 / 2br - 875 SQ FI.GORGEOUS 2 BED/1 BATH DUPLEX W/

Posted 18 minutes ago

2 bed/1bath duplex w/ 2 car garage w/ bonus office space (not an extra bedroom). New private fenced
yard and patio area, new paint inside/out. Recently updated with new kitchen appliances - refrigerator,
stove, dishwasher, granite counter tops, newer hardwood flooring, limestone fireplace, W/D hookups
(both gas and electric hookups in garage) and fixtures. Lots of storage and additional parking. Tenant
pays for all utilities.

Nice location near Montgomery Village and downtown. Close to transportation both city, county and

airporter, shopping and excellent schools - Rincon Valley and Bennett Valley school districts and
charter schools.

No smoking, no growers, no pets. Looking for long term tenants.
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How to win against the network effect?
Build your own network!
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©® Power Law
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Power Law: the best and the rest...
or the winner takes it all

Share of Individual Users’ Time Spent on Apps by Rank

Source: com Score Custom Analytics, U.5., Age 18+, June 2016

= Smartphone = Tablet

% 3% Fa 2% 4y 1%
[} 8 g 10 11+

ndhviduals’ Top Ranked Appby Usage
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WHY ARE INCUMBENTS

LAGGING BEHIND?



What do these companies have 1n common ?

pLockusTER | YAHOO! w SE /A\ RS

Xerox

s B
‘g myspace. 0 MOTOROLA

BORDERS. J Ik NOKIA % SiliconGraphics
ATARI R

“8lackBerry  ®Polaroid  PeopleSoft

COMPAQL 34s
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Of all the companies in Fortune 500
in 1955

Approx. 15%

survived in Fortune 500 in 2022



In 1999 Amazon was an “Amazon.Bomb”...

No one 1s going to

beat us at selling T T T T T

e B vl it B o g i Ly W

books - it just ain't
gonna happen

Wired, 1999

Steve Riggio, Former CEO and
Vice Chairman, Barnes & Noble




.from underdog to bulldog

10 LARGEST PUBLIC U.S. RETAILERS IN 2020
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$287B

€OSTCO  CVS @

Al §84B  $60B
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$102B © $I6B $26B $23B




Yet here we go again...

There's no chance
that the iPhone i1s
going to get any
significant market
share. No chance.

- Steve Ballmer, 2007

Steve Balmer, Former CEQO of Microsoft

21



The same story?...

We do NOT see
technological changes on
the horizon for the last-
mile delivery at present

October 2017

Fred Smith, CEO of FedEx

22



SOLUTIONS

THREE LEVERS TO PULL



Improving Corporate
Internal Venture
Innovation Capital

Acquiring
Innovation
(MR&A)

24



THE
VENTURE
MINDSET
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Venture Capital: a disproportionally high impact
thanks to a unique skill to spot innovation

43% 57% 38" 82"

Total Number Total Market Total Employees Research &
Capitalization Development

26



This book 1s a result of a decade-long research

In-depth exploration of how
the best (and the rest of) VCs
make decisioons

The most complete dataset
and metadata across
unicorns and unicorns-to-be

Venture
Investors

Corporate
Venture
Initiatives

Analysis of corporate VCs and
corporate innovation

27



@ Business model

Home Runs Matter,
Strikeouts Don't

DO: Make many small bets

AVOID: “Failure is not
an option” mentality

@ Due diligence

SEVAN
100 Times

DO: Create a large pipeline

AVOID: Fear of
missing out

Follow-on rounds

Double Down
or Quit

DO: Allow flexibility

AVOID: Escalation of
commitment

@ Deal sourcing

Get Outside the
Four Walls

DO: Build a diverse network

AVOID: “Not invented
here” syndrome

@ Selection criteria

Bet on
the Jockey

DO: Put people above process

AVOID: Process
above people

Incentives

Make the Pie
Bigger
DO: Reward value creation

AVOID: Limited
upside for leaders

9 key principles of the Venture Mindset

@ Initial screening

Prepare
Your Mind

DO: Invest upfront to learn

AVOID: Analysis
paralysis

@ Decision making

Agree to
Disagree
DO: Promote disagreements

AVOID: Groupthink and
consensus seeking

(9) i
Great Things
Take Time

DO: Think long term

AVOID: Short-
termism




The Venture Mindset: May 21, 2024

Penguin
Random House

New Releases Coming Soon Books Penguin Book Club Book Finder #Trending Reader Quiz

[ ]
The Venture Mindset
How to Make Smarter Bets and Achieve Extraordinary Growth

Author llya Strebulaev and Alex Dang

Share@ @ @ Save

Inspired by venture capitalists’ unique mindset, this is a transformative
playbook for delivering extraordinary results in modern organizations,
fram a Stanfaord professar and a technology executive.

Behind life changing companies like Amazon, Google, Maoderna,
VENTURE SpaceX, Zoom, and 23andMe, are Venture Capital investors. VCs are
known for extraordinary ability to spot emerging trends, identify

MINDSET disruptive startups, attract talent, and bring new industries into being

llya Strebulaev has spent the last two decades at Stanford studying

HOW TO NAKE
SMARTER BETS

VCs’ counterintuitive approaches to decision-making, and the reasons
AND ACHIEVE behind the success and failure of corporate innovation efforts. Alex
EXTRAORDINARY Dang, a senior leader at McKinsey and Amazon, has seen up close the

CROWTH impact VCs' thinking and mechanisms can have on a business’

success. Together in The Venture Mindset, they... Keep Reading
ILYA STREBULAEV

ALEX DANG
»~ Hardcover




Principle #1: Home Runs Matter, Strikeouts Don't

20 venture bets

“If you invest Iin
something that
doesn’t work,
you lose 1x your
money. If you
miss Google,
you lose 10,000x
your money”

Bill Gurley



Smart Risk Taking

If at least 30% of our portfolio companies
don't fail, it means we don’t take enough risk.

“Errors of omission are much bigger than
errors of commission”

Alex Rampell




Playbook: Record your “Anti-Portfolio”

/ Bessemer
Venture Partners

(intel INTUIT

A

ATLASSIAN

Fed

coinbase

The Anti-Portfolio.

Honoring the companies we missed.

Bessemer Vienture Partners is perhaps the nation's oldest venture capital firm,
tracing our roots back to the Carnegie Steel empire. This long and storied histony
has afforded our firm an unparalleled number of cpportunities to completely screw

up.

Throughout our history, we did invest in a wig company, a french-fry company, and
the Lahaina, Ka'anapali & Pacific Railroad. Howeaver, we chose to decline thess
investments, each of which we had the opportunity to imsest in, and each of which
later blossomed into a tremendously successiul company.

Owr reasons for passing on these investmenits varied. In some cases, we were
making a conscious act of generosity to another, younger venture firm, down on
their luck, who we felt could really use a billion dollars in geins. In other cases, our
partners had already run out of spaces on the yvear's Schadule [ and feared that
another entry would require them to attach a separate sheet.

Whatever the reason, we would like to honor these companies — our "anti-portfolio”
—whose phenomenal success inspires us in our ongoing endeavors to build growing
businesses. Or, to put it ancther way: if we had invested in any of these companies,
we might not still be working.



Playbook: Build the pyramid of bets

a\ [ ”

Disrupt |||

Adjacent

Change




Principle #7: Double Down or Quit

Exit: IPO or

acquisition

Series A @3]

r Call? Raise? Fold?

VC decision at each stage to double-down or quit



Playbook: Start Small, Scale Fast

Delrvery Hours: 8:00 AM to 10:00 PM

SHOP BY AISLE

.@@0@7

Precered  Daky & Egge B

BACK TO ROUTINE

Meat and meat Grilling
alternatives wvegetables




Principle #4: "Say No One Hundred Times”

opportunities sourced

, L 101 considered
fast decisions
4§
A 28 met management
10 reviewed with partners

“slow decisions”

[

“ detailed due diligence
v term sheet

1

36



Act Fast, Act Slow: 100to 10 to 1

100 to 10: Red Flag Approach

Why Don't | Want to Invest?

10 to 1: Slow and Careful DD

Why Are We Anxious to invest?



Evaluate more opportunities...

Mashable

All That’s New on the Web

ONLINE STORAGE: 80+ File Hosting and Sharing Sites
July 2007
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..to iImmediately identify winners...

&3 Dropbox

“Within the first 30 minutes, | realized that, of all the companies that
I'd seen, this was the one that | actually felt was the one to invest in.

So we started asking specific questions about how they were thinking
about the product and realized that they had some real deep insights
and conviction.”

Sameer Gandhi

Sequoia Capital’s Early Dropbox Bet
Pays Off With $2 Billion Stake

Venture capital firm is the second-biggest shareholder after Dropbox GEOQO.

39



...and predict possible “lemons”

FINITIVE RANKING OF THE RICHEST PEOPLE IN AMERICA

INSIDER
Bill Maris: Here's why Google
Ventures didn't invest in Theranos

“If they wanted to invade Europe it was the right group of
people, but | didn't see any expertise at the company in

building a sophisticated healthcare business.”
Partner, VC Firm

ELIZABETH
HOLMES
LEADS THE
CLASS OF 2014

Ehe New Jork Times
The Theranos debacle fails as an indictment of venture capital for

two reasons. First, nearly all the money raised by the company
came not from venture capitalists but from technology outsiders.

40



Unanimity and Consensus?

« How do VCs make initial investment decisionse
Unanimous -

Unanimous minus 1
Consensus N
Majority I
Independent decisions B
Other M

0% 10% 20% 30% 40% 50% 60%

Source: Gompers, Gornall, Kaplan, Strebulaev (2020)



Principle #6: “Agree to Disagree”

Q: Would you invest in SaaSbee?

« No clients. no sales An early investor in Zoom, one of the best

. : ! . performing IPOs of 2019, almost passed on the
Competing products from established companies R Be e
« Referral from a kite-surfing fanatic

Megan Hernbroth May 15, 2019, 8:53 AM PDT () (§) (@) (»)

“Hiring-SaaSbee-In stealth mode

We are hiring...

lease send email to hr@saasbee.com if you have many years of video development experiences
as well as passion to join a start-up.

[~ Hiring-SaaSbee-In stealth mode

Send mail now

42
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Playbook: autonomy and anti-veto
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The average VC firm:

O partners

Playbook: Keep 1t small

The perfect team size Two-pizza team rule:

(Hackman, Neil Vidmar): -6-8 neonle
4.6 people peop

44



Playbook: a devil's advocate and a “red team”

“It’s the responsibility of everybody else in
the room to stress test the thinking.

If necessary we'll create a red team. We'll

formally create the countervailing force
and designate some set of people to
counter argue the other side.”

Marc Andreessen, al6z

45




Principle #2: Get Outside the Four Walls

Where do you find a VC more often?

¥

cadvid




Playbook: Go, Observe, and Talk to Customers!

IF | WERE OUR TEENAGE

GIRL TARGET, IWOULD
LOVE OUR NEW PRODUCT. HAVE YOU ACTUALLY
TALKED TO ANYTO

MAKE SURET

e
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Playbook: Know Who Is Your Customer

THIS 1s your
customer



Principle #5: “Bet on the Jockey”

“Jockey”

Founders

Startup employees

“Horse”

Business Model
Product
Technology
Market

49



Team is even more important for early-stage ideas

N Late stage firms bet more on the horse but jockey important
% 39% consider the team the most important factor

TEAM PRODUCT BUSINESS MODEL MARKET

0% 25% 50% 75% 100%

v Early stage firms bet more on the jockey
‘ 53% consider the team the most important factor

Source: Gompers, Gornall, Kaplan, Strebulaev (2020) 50



Building “racetracks”

GM f'l

|:.-l’.'.r-n5IL-

Coming soon!

1s critical to make 1t work

{

Examples of “Racetracks”:

e Clear funding mechanisms
* Leadership sponsorship

* Guardrails

* Milestones

* Rules to fund/de-fund

51



Let's stay connected!
More insights? Follow Ilya Strebulaev




Where do companies start?
They start with people and their mindset

I. BoD and/or
incoming executives

II. Newly appointed SVP/VPs
or the whole C-suite

III. Top 100 innovators
(digital entrepreneurs)

000500
OOO®
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Want to be the first to read the book? Scan the code!
25+ copies? E-mail me 1ilyasl@stanford.edu
First ten: 500+ copies: A session to your organization

SCAN ME

amazon
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