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SUMMARY 

Private equity and its specific branch of venture funds is a major financial endeavor supporting the 

development of innovative business worldwide. The fundamental principles associated to the risk profile, 

expected returns and time-horizons are generally well established. The risky nature of the investment is 

taken as a justification for some of the current practices (mainly Venture Capital, VC and Corporate Venture 

Capital, CVC). The portfolio-based diversification of financing sources could provide alternative financing 

sequencing that could naturally optimize expectations and returns. Two forms could be conceived: the 

composite venturing and the so-called late-startup concepts. 

 

INTRODUCTION: THE PROBLEM 

The present work will present some of the current sub-optimal situations in financing new business ventures 

(startups) by some of the most commonly sources of capital: Venture Capital (VC) and Corporate Venture 

Capital (CVC).  The paper is articulated to by showing the variables that should and can be optimized with a 

non-changeable framework of financial and uncertainty realities. Once identified the change objective, the 

article will first follow the current practices of VC and CVC during the different phases of new entrepreneurial 

business. This will allow to understand the rationale behind the performance differences shown in Table I. It 

help to understand where the complementarity and the differences between the two approaches could be 

used to improve the return of the different stakeholders. The article concludes by proposing two capital-

sourcing (and associated business building) approaches. One of the approaches maintains the current time 

horizon of VC and CVC while optimizing some parameters to the general benefit of the venture, the VC (and 

its limited partners) and the corporate investor. The structuring of the capital sourcing opens the portfolio 

of capital sources to other type of investors and allow for longer time horizons.  

 The appalling paradox in the most commonly found financial mechanisms for startups is that VC could 

support some (exceptional) amazing new business with stellar returns via one of the most inefficient 

investment portfolios while the CVC increases the rationality of portfolio and the knowledge growth leading 

to a paradoxical value capping of the venture exit value. Table I schematically show some the performance 

that are commonly expected by ventures that are supported by VCs and by Corporate Venture Capital (CVC). 

Their performance seem to oppose the one of the other for most variables (if one variable is high for VC a 

low could be expected by CVC, and vice versa).   The VC partners accept an average return on the portfolio 

that is no spectacular (against the possibility of hitting the jack pot venture), while the founders see their 

ownership ratio too rapidly (and too cheaply) reduced and the CVCs tend not to produce blockbusters. The 

situation is suboptimal. 

The two venturing initiatives (VC and CVC) show both advantages and drawbacks. The latter are taken as 

inherent/intrinsic and unavoidable. The proposed alternative will argue that clever and timed optimization 

of the investment sources portfolio could be the expected returns for the different stakeholders. Before 

describing this alternative structuring of the financing sources, it is certainly useful to elucidate the variable 
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changes that we want to introduce (and their rationale). It is equally important to determine the parameters 

that are fixed when dealing with a new business venture. A new venture can be associated with the strategy  

Table I: Average expected performance of VC and CVC 

Variable Venture capital (VC) Corporate Venture Capital (CVC) 

Focus on exit value 
(1) 

  
Professionalization 
(2) 

  
Knowledge and 
understanding 
Pace (3)   
Uncertainty and 
risk (4) 

  
Founders dilution 
(5) 

  
Number of Walking 
dead (6) 

  
Internal Rate of 
Return (IRR) (7) 

  
Portfolio Return (8) 

  
Return on most 
successful venture 
(9)   
Quality of capital 
need forecasting 
(10)   
Significance in the 
market (11) 

  
Some global 
players (12) 

Founders Fund, Sequoia Capital, 
Benchmark, First Round Capital, 

Kleiner Perkings Caufield and Byers, 
LowerCase Capital, Baseline 

Ventures, Andreessen Horowitz. 

Intel, Microsoft, 3M, Bosch, Elli Lilly , Johnson 
and Johnson,  Siemens , Kaiser, Dow , 

Qualcomm, Sony, Google, Ford, Saint-Gobain, 
Bloomberg, GE, Salesforce,Samsung, Pfizer, 

AXA, Verizon, Comcast, Novartis.  

Legend and remarks: 
One arrow= low,  two arrows= medium, three arrows= high 

(1) = VC are in only to maximize the exit value. CVC could have more portfolio complementary criteria. 
(2) = Better knowledge of market needs and client channels. Product technology more familiar. 
(3) = Faster in CVC as they play in (broadly) adjacent business. Scope of knowledge more limited. 
(4) = venturing remains risky but CVC plays in areas closer to their core understanding. 
(5) = Assuming the same dilution on the seed stage, VC buy equity with higher discounts. 
(6) = Walking dead is a startup that manage to be self-sufficient (breakeven) and survive but is not interesting 

from the investor point of view. 
(7) = Due to the responsibilities with their limited partners (LP), and the inefficiencies of their portfolio VC run at 

IRR or 30-60% while due to a different capital liabilities, run at lower IRR levels. IRR here are gross IRR [2] 



   

(8) = Although some VC claim that over time they return 3-10 times [3] the invested capital, the average of the 
sector is around 20% (outperforming the stock market average but not stellar) 

(9) = Big hits in the VC world would generate returns in thousands or ten-of thousands percentage. 
(10)  = Better market knowledge in CVC allows better forecasting of capital needs 
(11)  = according to [4] 17% of the all the venturing deals in the USA in 2015 were CVC (deploying 24% of the total 

money). The percentage of CVC deals in 2011 was 12 %. Big growth.  

(12)  = sources [2, 5] 

 

concept of McKinsey [1]: “a high impact & integrated series of decisions taken ahead of time under 

uncertainty to create and capture a significant economic surplus”. By taking the approach of a several 

decisions phases give the basis for a time-based enriching of the funding sources letting them create the 

right inputs in the venture to maximize its final valuation.  

The Figure 1 shows some of the common denominators and directions for ventures independently of the 

specific sector and nature of the endeavor.  When the venture project is started, the level of uncertainty is 

highest and it will progressively be reduced as the activity advances. The ability to influence the outcome of 

the venture is greater at the beginning of a project as most of the resources have not yet committed and 

cost for the variation is low. The more the venture advances, the more the resources will be assigned and 

the cost of any modification will be greater.  

The fundamental rationale behind the previous statements could be modified by the shape of the knowledge 

generation curve. Good venture management practice tends to structure the project in fundamental blocks 

aimed at creating/sharing a critical amount of knowledge among the venture team. The concept and 

definition phases are conceived to define a positioning, a functionality, an information scrutiny aimed a 

conceiving a common shared goal (and its associated exclusions) before mobilizing the resources. 

Unfortunately there are still organizations rushing into mobilizing the resources with a poor 

concept/definition phase that lead to lengthy, costly and, in many cases, unsuccessful implementations & 

failures. The above could be the modern application of Sun Tzu maxima in the art of war [6] “the winning 

warrior first wins and then goes to battle; while the defeated warriors first go to battle and then try to win 

it”.   

It is clear that early capital (with higher risks and longer time horizons) will cost more (bigger discounts and 

larger dilution of the ownership). This is a logic risk/reward balance of any investor and correspond a sound 

business logic.  The capital cost will directly depend on risk and uncertainty and should those parameters 

change, then the equity-cost should vary accordingly. 



   

 

Table II shows some of the variables that could (and should) be optimized to bring more consistency to new 

ventures. By exploring the rationale behind their shift (please refer to figure 3 for the direction meaning), 

we will build the logic supporting the two venturing schemes in the next sessions of this paper. Some of the 

variables are straight forward while other require some discussion. I is generally accepted that the sooner a 

startup develops pilots and proof of concepts the faster the value increase of the venture and the more 

attractive for future rounds of investors. The ability to visualize in concrete terms the new concepts proposed 

by the startup is key in convincing investor to actually buy equity in the venture. As a consequence of this 

faster testing of the ideas, the knowledge & understanding growth should shift to earlier phases and raise 

more rapidly. The learning goes beyond the specific technological aspects and must encompass business 

models, first user experiences and commercial pilots.  Potential sales or a more informed decision to launch 

sales would come earlier in the life of the venture. Qualitative anticipation could be replaced by a more fact-

based market reaction forecasting.  

Regarding the professionalization of the venture, the sooner professional management and expert could join 

the new business endeavor, the better. It should however be a professionalization buildup that does not 

allow for further growth, diversification and value generation. Either the venture is conceived as truly 

impacting new business (and therefore with a rather vast domain of business targets) or it should not qualify 

for either VC or CVC. In the same line, mortality of the startup ideas should come as early as possible (and as 

cheap as possible). A more professional assessment of the true potential of the new entrepreneurial venture 

should help in developing a pass-high system where financial resources could be funneled into startups with 

higher potential. 

An innovation and entrepreneurial dynamo required in every successful venture is the motivated, competent 

and driving entrepreneurs. Entrepreneurs are on board both because they love/enjoy developing a specific 

technology/services but also with a healthy dose of personal (economic) ambition. The drastic and heavily 

discounted (expensive) dilution of the founder’s capital, should give rise to a more planned, rational and 

optimized dilution in time to cover the founders’ interest while attracting investors. It is useful to remember 

that good ideas are harder to find than money. 



   

With the exception of Israel, where 96% of the investments in the high tech area are international [7], most 

startup are financed by local/national/continental investors. It is a paradox that one of the most diversified 

and internationalized activities (finance) still acts on a short-radius basis. The optimization in terms of higher 

levels of international financing of the startup does not apply for the whole life of the new entrepreneurial 

business. It would be welcome to have a diversified portfolio of sources of investment in better economic 

conditions. Some diversification is already taking place by the crowd sourcing and the role covered by the 

Chief Scientist (UK) , the Israel Innovation Authority or France OST (Office for Science and Technology) . The 

support incubators, and seed level initiatives by grants that can later be paid by 3-5 % royalties on revenue.  

The support could be outside their territory either to connect their entrepreneur with big markets (e.g. US) 

or to bring entrepreneurs into their economical national network. [8-9]. although the basic financial rule 

indicating that the “earlier the capital, the more expensive it is “, there new sources of financing projects 

that can attenuate the cost for the founders. Not all sectors are suitable for this type of investors, and the 

maturity of some of the mechanisms still needs further development. In the early growth and middle phases 

of the startups, the proximity factor is more relevant than just the financing. The more frequent 

communication and learning derived from it are capital for the success of the new business venture. Passing 

that level, a progressive (but not just limited to the exit) internationalization of the startup is a welcome 

development to broaden the replicability field and to gauge the global potential (and therefore value) of the 

new company. 

All stakeholders should act with a common objective: raising the value of the new venture. Each investor 

with their own contribution (capital, knowledge, markets, etc) and their own limitations (capital, time, IRR) 

should contribute at the right moment of the venture to ensure that the value of the startup at their 

engagement has significantly grown at their exit (either by IPO, acquisition or buyout). It must be common 

sense that a higher valuation of the startup is the most relevant factor in gauging further investment rounds  

Table II: Optimization direction and their rationales 

Variable Graphic symbol 
(refer to figure 1) 

Rationale 

Prototypes and 
pilot 
development  

Their development should be as early as possible to allow validation, and 
next generation of pilots and prototypes 

Venture 
mortality 

 

As early and as cheap as possible. A more professional assessment 
should allow early kills for higher returns on the investment portfolio 

Knowledge and 
understanding 

 

Rapid learning and higher understanding (not only of the technologies 
but also of the finance and the markets to be served). 

Sales 

 

In line with the prototyping and product development should and could 
be anticipated  

Founders 
dilution 

 

A meaning ownership ratio ensures the best contribution of the 
founders and their creative solution for the problems that will be found. 
A high dilution tends to frustrate owners. 

Professionalizati
on 

 

There is a need for earlier and higher levels of professionalization of the 
boards of the ventures.  

Financing 
diversification 

 

Diversification by financing objectives (IRR, time horizon, risk profile), by 
geographic coverage, by capital-flow direction (VC-CVC-PE-IB) 



   

Uncertainty and 
risk 

 

Although venturing is (and will always be) a risky business, there are 
accepted levels of risk (gambling?) that can be tamed. 

Financial 
sources 

 There is little portfolio optimization on the financial sources and their 
coordination during the venture. Different capital sources with different 
IRR and strategic interest would play better in a portfolio approach. 

Value of the 
venture 

 

The quest of any venturing initiative must be the maximization of the 
value of the venture. 

International 
investors 

 

 

With some geographical exceptions, today it is too-little-too-late. The 
financial resources are international in nature as are the exited ventures. 

Capital need 
forecasting 

 

As part of the portfolio approach and increased/earlier 
professionalization of the ventures, the estimates for capital need 
should have a reduced variance in time. 

investor’s and 
venture’s 
alignment 

 

Different investors (in a portfolio approach) should lead to a more 
synchronous alignment of financial targets, business development, 
capital sourcing and exit-value. 

Learning 

 

The development of competences that will ultimately ensure the success 
of the venture requires assessment and management focus (from both 
investors and venturers) to increase  

Investment’s 
time horizons 

 

New types of ventures will require combination of investors with 
different horizons that could provide longer financial coverage for the 
venture. 

Diversification 
of the early 
stage financing 

 The seed capital is evolving. Each alternative is better tuned for specific 
type of ventures. The early seed financing is showing signs of 
diversification. 

 

(but most of all, as an indication of the viability potential of the startup). In a time-based sequence different 

investors (with their natural boundary) conditions will part of a more portfolio-based approach to finance 

the new venture. This should allow to bring two beneficial effects to the value of the new venture: a) an 

healthy influence on the venture action to increase the value by acting on the leverage that each investor 

brings and b) creating the conditions to increase the time horizon of the startup by articulating the different 

financing mechanisms in a way that builds on the complementariness of the different capital sources during 

the life of the venture. 

Beside the gross mismanagement of moving into resource mobilization without a proper definition, most 

organizations are becoming increasingly professional in their venturing structuring. This is even more so as 

the ventures are related to innovation, change or could lead to different business/service models when the 

integration of different competences, knowledge, cultures are mandatory for the success of the projects and 

programs. Current venture management structures are sophisticated planning /control structures.  

Although the following sections of this paper will illustrate the current practice and some new directions in 

the financing and managing of new venture business, there are some managerial qualities in both cases that 

will certainly improve the success likelihood in new entrepreneurial business.  

As the venture is a temporary, multidisciplinary human endeavor with a multitude of specific stakeholders 

interests (aligned or conflicting), there is need for a structuring of the venturing that allows a learning process 



   

within the venture and the different organizations around that team. The learning has multiple internal 

dimensions that include: 

- Understanding of stakeholders goals and limits 

- Meaning and implications from stakeholders statements & commitments  

- Going beyond the technical or competence silos/vocabulary within a multidisciplinary and cross 

functional venture team 

Defining, as early as possible, the differences in perceptions, knowledge and time horizons. Is critical. These 

factors would remain relatively constant during the development of the venture unless a more dynamic 

portfolio of financing sources is put in place. If different financing actors are active in the venture during its 

life, it requires a continuous assimilation, alignment and discussion of the consequences of the differences 

of perception to maximize the stakeholder benefits. 

It is a common experience for those participating or managing venture projects that most will show some 

degree of deviation from the original plans. The degree of resilience of a venture and its management resides 

in the ability to implement adaptation to the changing conditions. The successful adaptation to change is an 

evolutionary approach and it heavily depends on the degree of information + motivation alignment within 

the venture team. 

Besides the learning, there is a compelling evidence that ventures may (certainly) deviate from the planning. 

Some ventures fail to adapt while others successfully react. There are two fundamentally different while 

complementary approaches that must coexist in each venture project: the management and the leadership. 

Table III schematically show some of the main features of this two approaches. The authors do not mean 

that one is better than the other but that they should coexist in in the ventures. This is even more true, the 

higher the level of complexity, innovation and change potential of a given venture.  

There is false belief that leadership is associated to charisma or an individual quality that is personal and not 

systemic. The authors are not in this line of thought. Leadership is the complementary part of the 

planning/management that provides alignment, consistency and direction on the social (people) level 

around the venture activities and decisions. Leadership in ventures allows project team members to have 

ownership, accountability and sense of direction in a large and risky endeavor.  

 Table III: Venture  Leadership vs Management  

Criteria Leadership Management 

 

 

 

Focus 

Deals with change Deals with complexity 

Broad-based thinking Fit a particular context 

Vision and strategies Organize to create a human system 

Setting a direction Planning and budgeting 

Optimizing reward vs. risk Minimizing risks 

Focus on divergence Focus on convergence 

Focus on right questions Focus on right answers 

 

 

 

People 

Empowerment Brings order and consistency 

Create network of people/relationship Ensuring people actually do the job 

Aligning people Organizing and staffing 

Motivating and inspiring Controlling and problem solving 



   

Embracing uncertainty (the not knowing 
area) 

Avoiding uncertainty and focus on our 
knowledge and certainty. 

 

 

 

 

Culture and 
attitude 

Playing to win Playing not to loose 

Circles of influence Circles of power 

Situation-based culture Rules-based culture 

Relationship culture Transactional culture 

High context communication (expressing 
ideas that may create ambiguity) 

Low context communication (mostly 
say on what you say) 

Open learning Implementation learning 

Embracing uncertainty (the not knowing 
area) 

Avoiding uncertainty and focus on our 
knowledge and certainty. 

 

 

Outcomes 

Effectiveness Efficiency 

Broader Opportunity identification Product definition and validation 

Creating value Counting value 

Create the foundations for implementation Create the foundations for sustainable 
practices 

References: [10-16] 

 

Leadership is not necessarily better than management and even less a substitute of it but in the ventures 

directly facing change and/or creating the conditions of change in the future, it must be present. Leadership 

tends to be more relevant in cross-functional, multidisciplinary, innovation ventures. For long lasting 

ventures with different successive phases and guidance styles leadership is a required system of actions that 

adds flexibility and dynamism in the activities’ development in an evolving framework.   

It is important to understand that for long, ambitious multi-disciplinary, cross functional ventures, the team 

members will evolve as well as their role inside the project. Keeping track of the different discussions and 

learnings helps management and new comers understand the rationale for the project changes as well as 

the different trade off that were necessary. This helps keeping a healthy and transparent relationship among 

the venture team members and stakeholder Many ventures are over-managed and under-lead. 

The organizational development reflects how the venture organization define strategic directions to explore 

and how to get insight with a context.  The venture diagnose the strategic opportunities to create value 

platforms.  The integration of different perspectives, the scaling process and moving beyond the current 

structure are signs of learning organization.  In this framework entrepreneurial new-business ventures are 

to be conceived as a series of integrated decision-making/choices aimed at creating, delivering and capturing 

value for the organization. A venture cannot be just an analysis and planning process. A startup that is in 

synch with the evolving organization and with ever-changing market conditions requires strong aligning of 

the venture team members (leadership) while having the ability to recalibrate frequently (agility).  

 

THE CURRENT PRACTICE 

A) The classic venture capital of new entrepreneurial business (startups)  



   

When venture capitalists (or the venture fund) signs the Private Placement Memorandum (PPM) with their 

Limited Partners (LP) they engage an investment process in one of the most inherently risky business: the 

startups. They engage to provide a return, on the investment portfolio, to their LP above a given hard rate. 

The reward is attractive if the goal is met. VC normally charge 20% (but up to 30% in some renowned cases 

with a solid track record) of the investment exit. This is the so-called carry interested or simply the carry. The 

moment the PPM is signed, several boundary conditions are set regarding how the capital will deployed. 

These conditions involve, at least, the capital deployment and the exit time windows (two sequential periods 

of around 5 years each on average) and the limit to the maximum participation on an individual startup 

(around 10% max. is a general practice). The conditions impose a tempo and a financial cap that will influence 

the activities of the VC during its whole existence. The mechanisms by which the investment is carried out is 

by acquiring equity of the new businesses (the startups) with no debt with a discount. Investments are 

transferred to the company and not to the founders. The discount reflects both the VC yearly Internal Rate 

of Return (IRR) and risk/reward profile of the venture. For VCs, IRR are normally set in the 30-60% range with 

some exceptional higher values being noted. VC systematically take a minority stake in the new business 

startup. 

Beside the internal constrains dictated by the obligations of the VC to its LP, there is the flip-coin side of the 

entrepreneurial finance: the new businesses and the startups. There are well reported cases of the 

outstanding successes of Apple, Sun microsystems, Microsoft, etc that are both real and rare. As the above 

cited internal boundaries remain binding, the notion of failure include not only those new companies that 

go bust but also every company that do not generate the expected IRR. Even viable companies, that reach 

break-even levels in a sustainable way are considered a failure if they cannot ensure an individual IRR and a 

portfolio return in the given PPM time-frame. Under these definition the failure rate of a VC investments is 

close to 80-90%. In order to achieve the financial reward to the LPs and the VC members, the investment 

policy focus on aggressive high potential, high volume, fast growing sectors.   

At the very early stages of a new business, the seed-period, the founders just have an idea and some personal 

credentials to back it. VCs do not tend to finance this level of companies (even if there a few VC now growing 

in this early stage investments). The seed period is normally financed by Family-Friends-Fouls (FFF) and by 

the so-called Angels (wealthy individuals supporting entrepreneurship in areas, quite often, close to their 

chest). Angels tend to provide rather small financing and are long-term investors in the new business (but at 

a very high equity price). A new business startup will require several rounds of financing before it is in 

position to execute an exit (via an Initial Public Offering, IPO, or a strategic acquisition). The need for several 

rounds of investments. At each new round, new equity will be created/added. This implies that any previous 

equity percentage of the startup owned before the new equity emission will be diluted. The dilution needs 

to be forecast and taken into account (and discounted at the IRR) in order for the VC to have reasonable 

expectations of a satisfactory return. The forecasting of the additional investment rounds is intimately 

related to the cash-need to grow and sustain the new business. This requires a good level of professional 

knowledge (not limited to the technology but about the market, the business model and supporting 

capabilities required). As will be seen later, the professionalization levels at the VC-backed startups could 

improve to avoid the often seen new business running out of cash by un-forecasted market demand.  As the 

VCs have a cap on the amounts to be invested in a new startup, there is a multi-lateral investment endeavor 

involving several investing VCs. 

Figures 2a and 2b are a schematic and simplified view of the evolution in time of a VC-back new business. A 

first observation is that the process of growing and financing a new business is a multivariable endeavor. The 

venture mortality/failure, Fig. 2a, (as above defined) remains extremely high during most of the live of the 



   

startup. By the end of the VC financial windows, the mortality of the surviving startups declines for the few 

initiatives that should generate most of the income to the investment portfolio (while compensating the 

majority of failed investments).   

A more critical element appears to the knowledge and understanding development during the venturing. 

There is a learning process that relatively slow at the early stages until the venture is able to finance, develop 

and pilot-tests its first prototypes (Fig.2a). This learning process can be compare to similar knowledge 

building in other activities like program management. Emphasis is given in literature to the planning phases 

as well as a given notion of complexity. While in on hand it is true that the more integrated way of developing 

product/services in the venture requires the assimilation of different competences and backgrounds in 

multi-disciplinary/cross-functional venture teams; the venture  is a fundamentally human activity. Projects 

and ventures could be of different sizes, different complexity, sector-specific, international, internal, in 

partnership, longer or shorter. Any definition that may have validity for such a vast domain of variable should 

be take into account the decision-making processes that are taking during a venture project within the 

knowledge framework exiting at the moment of such decisions.  Decisions could be both proactive (defining 

concepts/positioning) as well as reactive (changes in the environment or activities deviating the plan) but in 

general they are taken with a partially complete set of information leading to a level of uncertainty in the 

venture project [17]. The latter implies that a project is a learning structure with many of its dynamics bound 

to the knowledge generation, sharing and integration [18-19]. 

The knowledge and project analogies could be further explored by including the learning of a new skill 

requires the professionals to go through several phases first describe by Maslow [20]. Form not being aware 

of thought patterns (the unconscious incompetence) up to the point of adopting a new behavior that 

becomes natural (the unconscious competence).  There is need to first recognize deficits/differences in 

behavior and knowledge (the conscious incompetence) before starting implementing change (Fig. 2a). This 

relates to the professionalization of the venture understood as the fast assimilation of balanced knowledge 

of market, finance, external experts to create alignment among the different investors and the venturers 

(Fig 2b). One of the difficulties is that the VC is not actually competent in the areas the new business is 

developing. VC would rapidly ask for the introduction of professional management (vs. do-it-all scientist 

founder) but the some of the new ventures domain are so new, that professional industry experts may be in 

short supply and/or be beyond the financial reach of the of venture. The ability to define credible 

economical-business targets that maximize all the shareholders’ interests depend on the balance and 

flexibility that comes with the professionalization of the ventures. 

The development of products and sales (or more recently the creation of a user-base for some applications) 

follows the development of the first pilots and normally comes in the second half of the VC time horizon (Fig. 

2a). The inherent time limitation set by the PPM and the initially low development of the business knowledge 

and understanding. This is quite often at the basis of not uncommon failure to properly assess the capital 

needs of the venture for the phases of rapid growth. Quite often the venturers find themselves surprised by 

the market reactions. Surprise could be positive when the demand surpasses the initial expectations and the 

entrepreneurs require faster capital expenditure for coping with demand which strains their finance making  



    



   

them running short of cash and needing additional (unplanned and negotiated under pressure) new 

financing. These are the cases of the so-called “peaches. The negative surprises, also called “lemons”, are 

the opposite and constitute a serious red flag for both investors and entrepreneurs.  

A positive factor derived from a VC backing is related to the fact they focus to maximize the exit value of the 

venture from the very beginning of their interaction with the entrepreneurs (Fig. 2b). Their investment 

decisions are focus on that exit value that is the core of the return for their LP and themselves. In that sense 

a VC-backed venture is systematically acting in the direction to increase the exit price for the new venture 

to the benefit of the different stakeholders.  

A note of caution is needed related to the effect of dilution on the seed stage as well as the risk of an 

overvaluation during the different stages. Both have impacts on the venture although at different levels. The 

rapid dilution of the founders part that is justified for the very early nature of the investment and the long 

time horizon for the (risky) return on investment could lead to a demotivation of the founders that see their 

part on the new business (“their” business) decrease too rapidly and to very low levels (Fig 2b).  The risk of 

overvaluations coming from new investors in the some subsequent investment rounds could lead to serious 

reconsideration on further investments if the ventures does not keep increasing its value (which could also 

trigger some unpleasant clauses in the in from the term sheet).  

Although the Limited Partners (LP) of a VC could be global, most of the VC investments are located in a rather 

limited geographic area. A non-written rule of thumb states the VC investments are found within the one 

hour (driving or flying) radius. This implies that the internationalization of the venture tend to happen very 

late in its life (if not directly during the Initial Public Offering, IPO, or the sale to a strategic partner). This 

limits both the international sources of financing and a lack of global view in industries that are sensitive to 

it (Fig. 2b). The world of software or apps is global in nature and therefore less susceptible to this less 

international approach. 

The figure 2a also reflects (in a simplified way) the differences in the investor’s criteria and the entrepreneurs 

focus. The investors tend to keep a one-step-ahead approach in terms of value, growth and profitability. 

Investors are in to, profitably, be out at the right time. 

Summarizing, the VC financing of a new entrepreneurial business is limited on time, money and knowledge 

but is a great partner in advising the business to increase the valuation actually execute a highly profitable 

exit. They follow the old saying “you get married to finally get to the divorce”. 

 

B) The Corporate Venturing Capital (CVC) and the new entrepreneurial business (startups)  

 

Corporations are diversifying their investing tools. They are active sources of financing. Regarding the private 

equity (and its subset of venture capital), there are two mechanisms that can be followed by the corporation. 

They can invest in a venture capital (funding a fund) and become a Limited Partner of that fund. In that case 

the investment decisions and the interactions with the venturers is the realm of the VC. We will not consider 

this first option in the current discussion as there is no (or very little) interaction between the entrepreneurs 

and the corporate investors. As any LP in any VC, they can take the decision of investing directly on one of 

the startups. The corporate investors can also have their own Corporate Venturing Branch managing both 

the due diligence and the relationship (financial and business) with the entrepreneurs. This is the CVC type 

of activities that are covered in the following section.  



   

Corporate venturing capital is a tool in the investment portfolio of corporation. The similarities with the 

previously described VC is that they invest in new business startups, they invest in equity and they invest for 

minority stakes the same startups. The CVC however tend to have less appetite for risk and therefore lower 

IRR and different (rather longer and industry specific) time horizons for both the deployment of the capital 

and the eventual exit. CVC is conceived a financial leverage to help diversify the corporate portfolio of 

businesses/technologies/markets. As a rule of thumb, CVC is considered to be not as lengthy as R&D (but 

with a broader spectrum and in not seed stage) and longer than the CV time windows. CVC tend to be finance 

centrally in the organization (not in a specific business division) and tend to work with some yearly allocation. 

Although there are no LP in a CVC structure, there must be a potential future owner of the new business 

where the CVC is investing in. The ownership is not only linked to the future acquisition/incorporation of the 

startup but implies a close relationship in terms of providing specific market/product/service guidance to 

the venturers.  

Corporations with CVC branches are, in general, multinational ones with a rather extended international 

footprint. That allows the CVC portfolio of a company to be more international than a VC. That said, the 1 

hour radius rule still applies for the business units that will follow the specific venture. This makes that at 

the startup entrepreneur level, there is not much internationalization (quite similar to a CV-back venture). 

In general, CVC aims at broad adjacencies of the business (including radical innovation on business models) 

that can be either stand-alone new business or plug-and-play innovations on their product/service portfolio.  

It must be clear from the beginning that this different conception of the “exit” between VC and CVC will bear 

consequences (positives and less positives) for all stakeholders.  From the very first instant of interaction 

between a VC and an entrepreneur, the investor has a major goal: a (financially) successful exit; a CVC has a 

less financially biased approach and very much looks at the market and replication potential in areas of 

(broad) corporate interest.  

Figure 3a and 3b, shows a schematic representation of some of the key parameters evolution in time in a 

CVC-back venture. The graphs are simplified representations of the reality but help to build up the main lines 

of development in this type of minority-corporate-investments.  

Up to 22% of the CVC investments in 2016 were on seed/angel/series-A level [21]. The rest is interested in 

early stage developments and to focus on entrepreneurs that have some type of prototype phase (in relevant 

conditions) already in place. It does not have to be a tuned prototype for the functionalities they have in 

mind but relevant. This implies that the entrepreneurs aiming a developing their venture under a CVC 

scheme could either find the classic FFF/angels or some CVCs. This implies that first founders’ ownership 

dilution could has already taken place (with angels) or getting less diluted with CVC backers. This is 

represented in Fig.3 b as a dilution range. In general the angels could be on board for either the expected 

financial return or a specific passion for the specificity of the venture (one does not exclude the other).  As 

the CVC tend to have lower IRR targets, the further ownership of the founders is less pronounced in CVC-

back ventures that in the case of VC. This is attractive for the founders and still leaves sufficient “ownership 

dilution potential” in the venture should a VC is being considered for future investment rounds.  

The mortality rate of the startups is therefore identical in the seed period as in the VC case (being the sources 

of financing identical and the risk profile the same).  A significant different emerges after the entry of the 

CVC in the startup equity.  The potential affinity and the ability to provide intimate knowledge about market 

functions needs that can be fulfilled by the new startup, makes that the mortality in the early and rapid 

growth is lower than in the VC case. The flip-coin side of this more synergistic approach between the portfolio 

of the corporate investor and the new venture is that the latter could face itself too dependent on the 



   

investors’ products/services and channels. Should the investor decide not to acquire the startup, the 

potential of flexible replication is being lowered to a point where there can be expected a higher mortality 

in the later stages of the venture life (Fig. 3a). 

 



    



   

CVC clearly provides much more than just capital. They do provide market, technology and business 

knowledge that is precious for the startup. They can gauge in a more accurate way the potential and initial 

deployment of the new value proposition being developed by the entrepreneurs.  This translate into a faster 

development of prototypes and a more comprehensive ability to judge/tune the startup developments. New 

pilots and initial product launch could run with a higher tempo and start generating revenue for the startup 

(Fig. 3a). This provides a buildup of knowledge at a much faster pace than in VC backed ventures. New pilots 

and initial product launch could run with a higher tempo and start generating revenue for the startup. 

Learning has a time dimension in venture management. As short term view could focus on the learning within 

the boundaries of the venture and its corporate investor’s team (and their organizations).  The goal within 

the venture team is to accelerate the knowledge sharing so that decision making could take place as much 

as possible in the early stages of the project. A longer and more diversified venture (and corporate) learning  

should be based of the best practice to generate a culture of knowledge generation and sharing but extended 

to the assessment of new replication areas is not always accounted for. This positive element of faster 

knowledge and prototyping must be curtailed by some narrower focus related to the adjacencies of the 

corporate investor (as broad as they might be). The former reduces the inherent uncertainty of the venture. 

Figure 3b shows a simplified reduction of one degree per steps to indicate that CVC could be less uncertain 

than VC but they do remain a risky business. 

The action level of a CVC-backed venture is more active and could include questions about the sources of 

information, the internal influence and the different roles that each project team member is called to apply 

during the development of the venture project (both within the project and with their parent organization).  

The phase is carried out by professionals more familiar with the specific business/market needs than in the 

average venture. This is a crucial part that helps the corporate investor to have a better and faster 

understanding, based on the case level question and awareness, the alignment compromises, risk, 

opportunities and the overall credibility of the venture planning (Fig. 3b). This is the level where most of the 

critical thinking activities and checks take place, namely: 

- Verification of source credibility 

- Framing and argumentation 

- Gaps, assumptions and hypothesis 

Figure 3b reports an evolution of the capital needs as straight line. The notion is not to effectively predict 

any linear dependency on the capital needs of the venture in time but to signal that by having a better insight 

on the market, technology, production and commercialization of the new developments of the venture, 

there should be a reduced variance. This is good news for both the corporate investors and for the 

entrepreneurs. The former could better plan and validate the investments/returns while the latter avoid the 

classic shortage of cash by unforeseen developments. 

Based on the above arguments it is intuitive to observe that the professionalization level of the venture 

raises with the advent of the CVC (Fig. 3b). The risk, however, is that being the scope more specific, is that 

the professionalization remains at the level required for the right interaction between the corporate 

investors (and their organization) and the entrepreneurs. The ability of considering broader areas of 

replication or diversification could be hampered by the availability of market/product/service specific 

support and access by the corporate investor.  The previous element hampers the overall final potential 

value of the venture (Fig. 3b) for two main reasons: first, the venture could be too much dependent on the 

corporate channels, markets and portfolio to attractive to other acquirers (different than the investor). The 

dependency could hampered the relationship between the entrepreneurs and the investors by inducing 

some type of conflict of interest. The second reason that causes a cap on the valuation of the new venture 



   

is related to the fact that any evaluation outside the framework defined with the CVC remains in early stages 

(at best) or in the seed level. On CV terms there is familiar expression that states “it is better to own a slice 

of a watermelon than a full raisin”.  

 

THE PROPOSED NEW DIRECTIONS 

A) A composite approach to support & invest in new business startups. 

The rational of a composite mode is to play with not only the complementariness of VC and CVC but toe 

equally use (and profit) from their differences as way to create maximize the final value of the new business 

venture. Focusing on raising the exit value of the venture while decreasing the portfolio gambling and using 

the early knowledge to expand the business horizons of the startup instead of constraining them. The name 

composite simple derived from the materials science notion of composite material.  

As per Wikipedia [22] the definition reads as follows “A Composite is a material made from two or more 

constituent materials with significantly different physical or chemical properties that, when combined, 

produce a material with characteristics different from the individual components. The individual components 

remain separate and distinct within the finished structure. The new material may be preferred for many 

reasons”. 

Figure 4a and 4b, give a simplified dashboard view on what a composite venturing will evolve in time. The 

concept involves the participation of different potential players during the seed phase as well as CVC and 

VC. The initial capitalization aims at launching the first steps of the venture but without the massive losses 

of equity for the founders that are normally associated with the classic mechanisms (as CVC could also be 

seed/series A capital). That said the seed phase can also include classic angel investors (totally or partially) 

which will translate into an initial loss of founders ownership (Fig. 4b). The diversification on the potential 

new sources may equally lead to a composite seed phase where the classic angels, the FFF, the crowd funding 

and the state entities (government angels?) could participate. That financial mix could mitigate the initial 

dilution of the founders while ensuring reaching the point where institutionalized partners (CVC and VC) 

could enter the venture. The composite approach does not aim a getting the founders a majority of the new 

venture at the exit stage but to ensure that their ownership percentage remains at a level where interest 

and motivation are not jeopardized. This new type of seed-capital mix should increase the international level 

of the investor’s pool as the capital sources that are involved are transnational in general. 

The knowledge and understanding development (Fig. 4a) aims at accelerating the pilot/prototyping 

validation and a better understanding of the market needs.  This goes hand in hand with the 

professionalization development (Fig. 4b) of the venture. Beyond the immediate technological & business 

professionalization the startup will see VC investors make pressure to ensure that it does not remain just a 

the level required to serve the first “beach-head” segment of the market that they are serving. The notion 

of diversification (Fig 4b) and the associated “unconscious competence” (Fig 4a) in other fields is required 

by the liabilities that the VC have vis-à-vis of its limited partners. The value of the venture (Fig. 4b) is 

enhanced in the short term by faster knowledge, prototyping and piloting buildup which allow earlier 

product/service launch and expected sales. The long term value increase comes from the need of the VC to 

tap the biggest possible market with the highest growth potential. Using the raisin-water melon allegory 

mentioned above, here it evolve in having the CVC building some nice (not very diluted) tomatoes and the 

VC pushing for a big water melon where they will own a sizeable slices.  

https://en.wikipedia.org/wiki/Physical_property
https://en.wikipedia.org/wiki/Chemical_property


   

In current composite structure we have kept the average time windows for the VC and the CVC (5 and 8 

years respectively) as they are. This implies that the composite model does not inherently allows or tends to 

much longer time horizons than those currently in practice. That makes it simpler to assimilate to the 

respective management of the VC and the corporate investors.   



   

 



   

 

The exit phase remains focused on maximizing the value of the company (within or outside any corporate 

boundaries). For concepts involving significantly longer time horizons and even more diversified sources of 

capital, please refer to the late-startup model that will be later described.  

The synchronization between the entrepreneur focus and the investors’ criteria (Fig. 4a) leads to a more 

robust business on the startup side (building up profitable growth) while the investors build on user 

experience & market growth to formulate their expected returns. The business of financing startups is and 

will remain risky. That said, the current approach tend reduce the uncertainty risk in the new venture by 

shifting the knowledge/experience generation in the process without capping the exit value of the startup. I 

could be expected that by having a (slightly) more efficient portfolio, that the IRR could be lowered for the 

VC in their current field of expertise and/or that they can include new entries in their investment portfolio 

with different risk profiles. 

The mortality rate of the ventures is (and should remain) high in the seed phases. Once the institutionalized 

investors kick in, the mortality should lower with time. The final mortality should be even lower than in the 

growth phases as the startup has proven its value (Fig. 4a). This should facilitate some pre-IPO investments 

with acceptable low discounts to have the critical mass required to either go public or to face an acquisition. 

Capital need (Fig. 4b) in general should be me more accurately forecasted reducing the uncertainty on the 

investors side and the pressure on the entrepreneurs side. 

Startups with a more international pool of investors and with a broader growth target should attract higher 

levels of foreign capital to the new business venture. Convenient tax location could be set to minimize capital 

gain taxations. 

 

B) The late-start up model: the Mobileye case 

The previous composite model has one implicit limitation: it assumes to maintain the usual capital sources 

of the venturing industry without any addition or change (with the minor exception of the seed phase). 

Venture capital is part of bigger category of investments call Private Equity (PE). By keeping the same capital 

actors, we have equally maintained the time windows and money ceilings associated those actors. This is a 

bias that could be accepted for some type of business activities but that may not fit other ventures with 

different capital/time/market/legislation needs. 

Although VC is a subgroup of PE, there major differences in the way investments are carried out between 

the capital source and the new startup + entrepreneurs. While VC buys equity and makes the capital available 

to the new company, normally PE transfers cash to the company owners. If VC operates with IRR of 30-50 %, 

PE, is more in the 20-40% range. The PE galaxy could include dedicated PE funds and investment banks.  PE 

interventions do not required the emission of new equity but generates debt. Until now, most PE 

investments had focused on established, traditional businesses and industry (more than in fast growing new 

business endeavors.  

In order to capitalize on entrepreneurial opportunities that require a different (longer) time horizon and 

more articulated ways of financing during the life of venture, there is, again, a need to enrich the portfolio 

of the capital sources. A practical example has just hit the economic headlines to highlight the implications 

and potential gains that could be expected for this type of ventures. Mobilieye was acquired by Intel in early 

2017 for 15.3 billion US$. This is the final step (post IPO) of a very creative capital structuring to support this 



   

venture for 18 years.  Figure 5 will help visualizing and following the different steps/actions/balances that 

this new way of financing ventures implies.  



    



   

Figure 5 reports in red events that could not be quantified in terms of sales, investments or valuation. Any 

other milestone that have either dollar ($) value associated or that represents a commercial business 

development is reported in blue.  

The specialized journals called Mobileye type of ventures the “late-startups”. [3, 23-26] 

Mobileye is a world leading company in the development of visual technology and Advance Driver Assist 

Systems (ADAS).  The concept development began in academia in 1998 and the company was formally 

founded in 1999 with the first tangible activity being the creation of a R&D center in Jerusalem.  For the first 

seven years Mobileye was developing successive generation of their system-on-a-chip visual technology. 

They actively partner with key automotive players during those years. The firs chip was launched in 2004 but 

it was not until 2007 that the first series production was launched. 

On the financial side, Mobileye was raising capital from angels and VC. If the internationalization is rather 

low in new ventures, the case of this new startup was even worse: they could not raise capital outside 

Jerusalem (the Tel-Aviv venturers were not inclined to invest that far). The company successfully raised 65 

million US$ at an average of 10 million per year. The first PE investment came in 2006 (15 million US$) 

followed next year by an investment banker (Goldman Sachs) investing 130 million US$. At the time the 

valuation of the company was set at 600 million $.  Series production started that very same year. For the 

late VC investors, that meant a period of time co-existing and co-investing with PE and IB. Although no details 

are available, it must probably also included buying out some of the early VC investors. Most angels seem to 

have maintained their investments in Mobileye. The arrival of Goldman Sachs marks and significant increase 

of the international presence in the company. 

Mobileye continued to develop new generations of the driver support systems as well as the first anti-

collision functionalities for automotive vehicles. New product launches followed in 2010, 2011 with mayor 

players Additional cooperations were developed in state of the art semi-autonomous driving system with 

the objective of getting regulators’ approval (in California) for commercial launch.   

During this period, Mobileye received two more PE+IB investments in 2010 (37million) and 2013 (400 

million). The latter could be considered a pre-IPO investment with a valuation of 1.5 billion US$. The IPO was 

launched in the New York Stock Exchange (not NASDAQ) and Mobileye became NYSE:MBLY. The IPO raised 

1 billion dollar for a market valuation of 5.3 billion. At the time of the IPO, Mobileye had more than 400 

employees and sales below 100 million. The IPO multiplied by the previous year valuation by 3.5 and was a 

sales multiplier of 53. [3,26] 

In the meantime some critical (and highly publicized) fatal accidents involving semi-autonomous driving let 

to a dispute with the car manufacturer and a public cessation of business/collaboration in 2016.  Intel bought 

Mobileye for 15.3 billion dollars (almost 3 times the IPO valuation 2 years ago and sales multiplier factor of 

21). At the time of the acquisition, Mobileye had 663 employees (450 engineers) and expected sales of 725 

million for 2017.  

While some commentators [3] attributed the Intel decision to the impending urgency of not being left 

outside the (semi) autonomous driving business after the 47 billion acquisition of the Dutch automotive 

semiconductor company NXP by Qualcomm or the presentation of the NVIDIA self-driving  car solutions early 

in the year [27].  

All in all, the creative capitalization and great value technology has allowed to support a world leading 

company started 18 years ago by two researchers. Independently of the naming of the financial instrument, 



   

this type of long-lasting new business ventures required a new type of financing (and associated 

management + leadership) to maintain the growth and the outstanding exit value. 

 

CONCLUSIONS 

A successful venture is a chance to bring the expected outcome well above and beyond the opportunity. It 

requires a well-managed and well-planned structuring combined with a robust leadership and it associated 

learning tempo. Business keeps evolving into more sophisticated interrelations of different business and 

technical backgrounds to create, deliver and capture value. Non-learning, not flexible, single capital-sourcing 

venture management will face increasing difficulties in coping with a world (and its markets) that is moving 

faster than ever. The portfolio flexibility on the financing side and its overlapping differences in IRR and time 

horizons could generate more robust venture initiatives where an old paradigm remains valid: the whole is 

more than the sum of the parts. 
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