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Joey Tamer's strategies support a high ROl
to Fortune 1000 and mid-sized companies,
capitalized start-ups, and investment funds
in their new venture development and
growth initiatives. Her clients have included
J.P. Morgan Capital, Sony, IBM, Apple,
Hearst, Blockbuster, Technicolor, Harper
Collins, Agfa, Scitex and Time-Warner. She
can be reached by calling (310) 245-5310 or
e-mail joey@joeytamer.com

Capital strategy is the strategic
planning foundation that supports a
new venture, from conception to exit.
Capital includes funding, intellectual
property, human capital and strategic
alliances. This article explores how
successful companies leverage capital,
plan a new venture and make sure
each strategy and tactic is prioritized to
meet the exit goal. That goal may be a
spin-off to a separate entity, a strategic
alliance with (or sale to) an outside
partner, or the development of a new
profit center within the corporation.
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When a corporation engages in new venture development, different kinds of risks will
confront both corporate and new venture management. New ventures can include
R&D incubators, new divisions to exploit lateral, untapped markets, and licensing
divisions all established to extend the corporation’s reach into new markets and
territories, or to create additional revenue and profits from its existing assets.

These new ventures often demand that the corporation learn to leverage outside
capital investment, strategic allies and outside experts, and handle the “stepchild"”
problems created by a division that is in many ways outside of the traditional
corporate structure and chain of command.

Furthermore, new venture management must understand (early in the planning stage)
what it means to handle the venture's success to bring it inside the corporation, or to
manage its appropriate exit strategy.

Careful consideration for strategies

Corporate strategies that support the success of internal new venture development
must carefully be considered as the new venture is initiated and sustained throughout
its launch and growth. These success strategies include:

= Define capital and exit strategies.

= Align with highest corporate goals.

m  Maintain corporate commitment.

m  Engage experts.

m  Create strategic alliances.

Strategy 1: define capital and exit strategies

From the beginning of a venture until its exit, capital strategy is focused on accepting
the best kind of capital from the best source at the best time to create the highest
valuation.

Capital is more than the allocation of line-item resources to a venture or outside
funding in the form of cash and/or debt for equity. Building a strategy around capital
means considering all sources of capital:
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= Funding from various sources.
= Intellectual property, patents and copyrights.

= Human capital, including expertise in market segments,
product lines, technology and worldwide territories.

= Strategic market alliances, including those that bring
access to customers, distribution channels, markets,
territories,  co-branding and  co-marketing, and
endorsements.

m  Strategic product alliances, including those that provide
product and technology synergies, such as licensing
opportunities and/or integration with strategic products to
create and deliver new products to target new markets.

Any venture’s success requires access to each of these capital
sources and an effective strategy for their combined use.
Beyond this, experience is required to manage intellectual
property, attract experts, form successful alliances and, most
critically, control the capital strategy and valuation at all stages
of the venture's development.

Essence of capital strategy

Leveraging all these capital sources is what allows a
corporation to launch, grow and sustain what is required by
a new venture as well as gain its ultimate return on investment
(ROI). This is the essence of capital strategy.

To plan a capital strategy means to begin with the end in mind;
that is, knowing whether the corporation will keep the venture
as a profitable in-house division or whether it will create an exit
for the venture outside the corporation. It continues by creating
(first) the best initial valuation and (later) the best exit valuation
and by directing all strategies and tactics towards that exit and
valuation. The discipline of capital strategy is to avoid the
distraction of any opportunities that divert resources and focus
from exiting at that valuation.

Exit strategies include:

= Evolution of a venture from incubation to a profitable
division within the corporation.

= Spin off of a venture to become an independent company,
bringing an ongoing ROI to the corporation.

= Spin off of a venture to become a joint venture with a
strategic partner, bringing an ongoing ROI and strategic
leverage to the corporation.

= Spin off and sale of a wventure, bringing ROl to the
corporation.

Capital strategy also involves making a determination of the
best kind of capital to accept, including:
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® /n-house funding. Assumes total ownership of the
venture by the parent corporation.

m  External investments. These include equity and/or debt
from individual investors, angel investment groups,
banks or venture capital groups. The investment
group shares the ownership with the parent
corporation and all other investors.

m  Strategic contributions and funds. These do not require
an outlay of equity or a commitment to debt. These
strategic partnerships may involve revenue- and
profit-sharing, and they connect the venture to its
strategic partners for mutual gain and market presence.

After determining the best kind of capital, the capital strategist
then determines the best time to accept that capital from its
source, at the highest valuation possible. Options include:

m  Staying “self-funded”. Rather than accepting other sources
of capital, the corporation contributes funds until certain
benchmarks are reached.

m  Accepting debt to preserve equity. It helps to know when
revenues or corporate cash will be available to offset the
debt.

m  Accepting only non-equity strategic capital. This refers to
intellectual property (IP), human expertise or co-marketing
in the early stages. Oftentimes this non-equity capital has a
cash value for the IP, the expertise, or the marketing
access, and is accompanied by a "strategic marketing”
cash contribution.

m  Accepting outside equity. This occurs only at later stages
(when the investment “costs less” in equity) and when the
outside investors bring more than funding (e.g. access to
expertise or new markets, and/or synergies with other
companies in their portfolios, etc.).

Launching a product or service into the marketplace and
creating initial revenue raise the venture’s valuation. The growth
of the venture continues to increase its valuation, attracting
more strategic partners and investors to support its expansion.
At each benchmark, the valuation increases, and new capital
costs less. For example, the company loses less of its
ownership for the same amount .of incoming capital when its
valuation is high. The parent corporation may prefer to set the
venture “outside” the organization (while maintaining majority
ownership and control) to create a greater strategic reach to
new partners and markets. Careful control of capital strategies
can ensure the growth, flexibility for new opportunities, and
success of a venture.

Strategy 2: align with highest corporate goals

It is critical to understand what goals the parent corporation
values most highly and to align the venture's success






