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Preface

The World Economic Forum is proud to release this report from our
“Entrepreneurship and Successful Growth Strategies” project.

The project was initiated in Spring 2009 as part of the World Economic
Forum’s Investors Industry Partnership programme to provide a better
understanding of the genesis of early-stage entrepreneurial companies,
to compare their growth paths across different geographies, and

to further explore the impact of these companies on employment

and innovation.

After avoiding a collapse of the global financial and economic system,
governments around the world are now focused on building a
foundation for future growth. In addition to safeguarding the economic
recovery, the world is facing a number of transformative challenges
such as an increasing scarcity of natural resources, significant
demographic shifts, and the environmental and social implications

of climate change.

In dealing with these challenges, governments across the world have
taken an increasingly strong interest in entrepreneurship. Entrepreneurs
are recognized as important drivers of economic and social progress,
and rapidly growing entrepreneurial enterprises are viewed as important
sources of innovation, employment and productivity growth. Some

of the most influential enterprises of our time began relatively recently as
small entrepreneurial ventures. Many governments are therefore trying
to actively promote entrepreneurship through various forms of support.

The World Economic Forum has been actively engaging early-stage
and later-stage high-growth companies for many years through its
Technology Pioneers programme and its community of Global Growth
Companies. Furthermore, in February 2010, the World Economic Forum
published a paper based on the analysis of over 28,000 enterprises

in 126 countries examining the record of government support for
venture capital in terms of value creation, employment and innovation.’
The study found that modest levels of direct government venture capital
support and indirect encouragement (through subsidies and tax
concessions), in conjunction with private financing, can augment the
performance of young companies. At the same time, excessive
government support seemed to be counterproductive.
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Building on the prior work, the purpose of this report is to provide further
insight into how to successfully foster entrepreneurship with the

ultimate goal of improving economic growth, prosperity and quality

of life. The report is the culmination of an 18 month-long partnership
among leading international scholars, Endeavor, industry practitioners,
other distinguished experts and stakeholders, and the Forum. The core
research team, led by George Foster, Wattis Professor of Management
and Dhirubhai Ambani Faculty Fellow in Entrepreneurship at the
Graduate School of Business and SPRIE/STVP Faculty Affiliate

at Stanford University, included:

- Professor Antonio Davila, IESE, Spain

- Professor Martin Haemmig, CeTIM (Centre for Technology &
Innovation Management), Germany and Stanford University, USA

- Professor Xiaobin He, Huazhong University of Science and
Technology, People’s Republic of China

- Professor Ning Jia, Tsinghua University, People’s Republic of China

In a matter of only 18 months, this group oversaw 70 executive
case studies? from 22 countries, 110 surveys from 17 different
countries and the analysis of revenue and headcount data for over
380,000 companies.

Intellectual stewardship and guidance was provided by an actively
involved steering committee, including:

- Calvin Chin, Chief Executive Officer, Qifang, People’s
Republic of China
- Kevin Comolli, Partner, Accel Partners, United Kingdom
- Howard Cox, Advisory Partner, Greylock, USA
- Dan’l Lewin, Corporate Vice-President for Strategic and Emerging
Business, Microsoft Corporation, USA
- Bernard Liautaud, General Partner, Balderton Capital,
United Kingdom
- Linda Rottenberg, CEO and Co-founder, Endeavor, USA
- Jean-Bernard Schmidt, Founding Managing Partner,
Sofinnova Partners, France
- Helmut Schihsler, Managing Partner, TVM Capital, Germany
- David Spreng, Founder and Managing Partner,
Crescendo Ventures, USA
- Niklas Zennstrém, Founder, Atomico Ventures, United Kingdom
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The opinions reflected in the analyses and executive cases are solely the
views of the authors or the interviewees and do not necessarily reflect
the opinions of the steering committee or the World Economic Forum.

We trust that the World Economic Forum’s “Entrepreneurship and
Successful Growth Strategies” project and this publication will both
provide relevant input and catalyse important further dialogue

among governments, entrepreneurs, investors and other stakeholders
regarding the role and potential of entrepreneurship. Moreover,

we hope that the report will specifically be useful to:

1. Governments seeking to better tailor their initiatives to create thriving
entrepreneurial regions/industries/cultures.

2. Young entrepreneurs looking for guidance from successful past
experiences of growth companies during their first decade.

3. Financial and other partners of early-stage ventures wishing to
better understand how they can promote the growth of companies
with which they are partnering.

4. Educators on entrepreneurship seeking further empirical studies
and cases on which to base their curriculum.

On behalf of the World Economic Forum and the full project team, we
wish to thank the members of the steering committee, the academic
team, the interview and workshop participants, and Endeavor for their
invaluable support. &

Max von Bismarck Kevin Steinberg
Director and Head of Investors Industries Chief Operating Officer
World Economic Forum, USA World Economic Forum, USA

' Brander, J. , T. Hellmann and Q. Du (2010), "Governments as Venture Capitalists: Striking
the Right Balance”, in Gurung, A. and J. Lerner (eds.) Globalization of Alternative Investments
Working Papers Volume 3: Global Economic Impact of Private Equity 2010, New York:

World Economic Forum USA, 2008, 27-52.

2 Of the 70 executive case studies, 40 appear in the print version of the report. All 70 case
studies are available for review in the online version of the report http://www3.weforum.org/
docs/WEF_Entrepreneurship_Report_2011.pdf. The 40 cases in the print version of the
report represent a cross section of industries and geographies.
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Executive Summary

Entrepreneurs are important drivers of economic and social progress and
change. Much of our dally lives is greatly influenced by entrepreneurial
companies. Many such companies in their first 10 years launch new
ideas or new products that transform society and the way people live,
work and play. Recombinant DNA, the desktop computer revolution, the
Internet, mobile telephony and social networking are examples of areas
where sea changes have occurred in the lives of billions and still occur
in all parts of the world. In each of these areas, early-stage companies
have been a key stimulus to the discovery, development or broadening
of impact surrounding the new idea or new product. The last decade
has seen a heightened global interest in early-stage entrepreneurial
companies. Increasingly, the examples of successful early-stage companies
that are changing society come from around the globe. Countries
continue to increase their efforts to develop hot spots to promote the
starting and growing of such entrepreneurial companies in their own
cities and regions. There is growing venture capital activity in countries
such as China and India and other areas of Asia, as well as in Latin
America, the Middle East and Africa. It is against this backdrop that the
research underlying this report was conducted.

Global Dimensions of Report

The report presents a rich and diverse set of evidence and analysis
pertaining to early-stage companies from all continents. The evidence
base includes:

e |ndividual company information developed by the project team: (a) 70
executive cases from 22 different countries, and (b) surveys from the
CEOs and CFOs of 110 companies from 17 different countries; there
is a minimal overlap of seven in the companies in (a) and (b)

e Public databases and published rankings pertaining to early-stage
companies and high-growth companies: (a) revenue and headcount
data for over 380,000 companies from 10 different countries, and
(b) high-growth company rankings from 13 different countries

e Extensive interviews and meetings with entrepreneurs, investors, and

government and industry representatives from all continents

In many countries, there is a dearth of detailed evidence on the growth
paths and growth determinants of early-stage companies. By examining
a diverse set of different types of evidence, more reliable insights into
global entrepreneurship can be obtained than are currently available.

6 World Economic Forum

Key Insights

Section 1: A new framework of eight different growth strategies that
early-stage companies from around the globe are adopting. These include
wave ventures, new product in new category ventures, new product in
existing category ventures and idea transfer/transplant ventures. The
“wave strategy” reflects the incredible dynamic forces that can come out
of the early-stage company sector. Companies like Microsoft, Genetech,
Google and Facebook not only have their own rapid growth, but also
stimulate (and benefit from) a broader ecosystem of related companies.
Another important growth strategy in our framework, from a global
entrepreneurship perspective, is the idea transfer/transplant strategy.
Many successful idea transplant ventures engage in substantive
adaptation of the idea developed in a different geography as part of their
growth strategy. This new strategy framework adds more structure to
the seemingly large amount of diversity in the stream of new ventures
that start in many countries.

Section 1: A new framework of eight different opportunity/risk factors
associated with the different growth strategies. Examples include
market size, market value creation, market value capture, management
team and execution/scaling. Many prior discussions in this area
over-emphasize the risk dimension of such factors. This report highlights
the importance entrepreneurs from around the globe place on taking

a perspective of proactive opportunity. The report includes extensive
quotations from many entrepreneurs, including those who encountered
substantive difficulties. These quotations highlight that viewing the
business world through an opportunity lens is part of the DNA of many
successful entrepreneurs. Starting and building a new venture typically
requires an enormous amount of optimism, stamina and ability to survive
some very rocky seas.

Section 2: A systematic look inside the growth engine of early-stage
companies from around the globe. Using a database of 70 executive
cases, we highlight the rankings key early company players attribute to
different growth accelerators and different growth challenges.
Factors related to (a) market opportunity/customers/competitors, and
(b) human resources/people/organization culture dominate both the
accelerators and challenges. A key finding is that the similarities in
early-stage companies around the globe are far greater than their
differences. An aspect of the report that attracted high interest

in interviews is the dark moments that entrepreneurs reported
encountering along their journey. These dark moments include major
customers departing, failed research projects, living through the
dot-com meltdown with dramatic reductions in demand and heavy
cutbacks in headcount, and financial difficulties with high debt levels.
Of much interest is that the dark moment quotations include many
comments about “never giving up” and “a deep belief in their ability

Global Entrepreneurship and the Successful Growth Strategies of Early-Stage Companies



to overcome even extreme obstacles”. Sir Martin Sorrell’s (WPP)
comment is illustrative: “In those dark moments | never ever thought
that we were going to go down. Not even for one second.”

Sections 3 and 4: Extensive evidence on the growth paths of
early-stage companies from over 380,000 companies covering

10 different countries is presented in Section 3. The norm of most
companies in their early years is a combination of up years and down
years. We label this a ladders and snakes growth path. For example,
42% of companies have a pattern of two positive revenue growth

years and one negative growth year in their Year 2 to Year 5 eras

(either +/+/- or -/+/+ or +/-/+). We also present systematic evidence

in Section 4 from surveys of high-growth companies in 13 different
countries. This evidence highlights the low probability that companies
with high growth rates in their early years will sustain those growth rates
over even a subsequent two- to three-year period. Being labelled a
high-growth company in many of the published rankings of high-growth
companies is a de facto label of “likely very short-run, high-growth
company”. Key aspects of successful growth management of
early-stage companies around the globe include: (a) taking early
actions to reduce the magnitude of down years, including reducing

the likelihood of a subsequent downward spiral, and (b) taking lessons
from the down years to build a stronger engine for future growth.

Sections 3 and 4: Documentation of the dominant contribution played
by a small percentage of companies as regards both (a) total company
growth in the early-stage company sector, and (b) total company decline
in this same early-stage sector. The simultaneous analysis of growth and
decline is an important contribution that highlights the sizeable instability
in this sector. We present the first extensive evidence that covers both
revenues and headcount growth in Years 2 to 5 of early-stage companies
across multiple countries (Year 2 is our start year as it is often the first full
year of operations). For example, the top 1% of all companies ranked by
the level of revenue (job) creation contributes 44% (40%) of total sector
revenue (job) creation. The top 1% of all companies, ranked by the level
of revenue (job) losses, accounts for 53% (46%) of all sector revenue
(job) losses. Our results here have multiple implications. One area is
government policy. The potential impact on reduced early company
sector growth contributions from possible policies should be a factor to
be considered in policies that target the highly successful companies
(such as the introduction of “super profits tax” or reduced tax deduction
offsets for income and payroll taxes). A second area of implication is

in company decision-making. Understanding the root causes of the
sizeable revenue losses and job losses we document in the sector is
important. One explanation is self-inflicted wounds due to poor
company management (such as not investing in management systems
that scale). An alternative explanation is that the initial large gains by
some early-stage companies are transferred to larger companies.

Global Entrepreneurship and the Successful Growth Strategies of Early-Stage Companies

Some early-stage companies may open up new markets but are unable
to defend those initial gains when the big players come to town.

We introduce two new related concepts in Section 3 — we call them

the Mountain of Creation and the Valley of Destruction. These two
concepts highlight how the net revenue and net job creation that we
report for this early-stage sector mask the larger gross creation by some
companies and simultaneous large destruction by other companies
(who were the creators in prior years).

Section 5: Systematic analysis of the importance of companies adopting
management systems in their early years. An extensive database was
built on the speed of adoption of 13 management systems by 110
companies from 17 different countries. Our Section 5 database enables
analysis of whether differences in the rate of management system
adoption are associated with differences on their concurrent or subsequent
growth. Companies that had the highest adoption of management
systems by either Year 2 or between Year 2 and 5 had the fastest
increase in headcount in their first five years. These findings are of
special interest to understanding how management of early-stage
companies can take actions that increase or decrease the likelihood
that they will experience subsequent sustained growth. Failing to
systematically adopt management systems when high growth is
occurring is what we label a self-inflicted wound. These companies
are reducing the likelihood they will become high-growth companies

in their first five years.

Section 6: Up-to-date evidence on global trends in venture capital (VC)
investment. We analyse these trends using data on VC investments
made in companies based in North America, Europe, Israel and Asia.
There are dramatic differences in the types of VC investments being
made in different parts of the world. For example, venture money
invested in Chinese companies is more likely to be at later stages in
their development and more likely to be in the consumer segments

of the economy vis-a-vis VC-backed companies in North America,
Europe and Israel.

Entrepreneurs are people who have ideas, have vision and are willing to
challenge the status quo. They play a vital role in society and the global
economy. On the basis of extensive quantitative data analysis and

70 case studies, including some of the most iconic entrepreneurial
success stories of our time, the following six sections of this report will
hopefully not only provide in-depth insights into the phenomenon of
global entrepreneurship, but also help to encourage and foster further
high-impact entrepreneurs around the globe. The work highlights the
diversity of the topic and is meant as a first step in an area that is still

in need of far more examination and analysis. B
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Section 1
Alternative Strategies of High-Growth
New Ventures




Section 1 - Alternative Strategies of High-Growth New Ventures

1.1 Content and Format of Section 1

1.1.1 Content. Diversity is a striking feature of the companies that
appear in published lists of the fastest growing early-stage
companies. This Section 1 will highlight the diverse strategies of these
companies to build growth and will discuss the opportunities and risks
of each strategy.

1.1.2 Categories of Growth Strategies. Exhibit 1-1 presents a
categorization of eight different growth strategies for new ventures:

(1) wave, (2) new product in a new category, (3) new product in an
existing category, (4) redesign of business value chain, (5) research

or discovery of knowledge, (6) rollup (aggregation) of existing players,
(7) governmental ,regulatory or political change, and (8) idea transfer
or transplant. Each of these growth strategies is discussed in
subsequent separate sub-sections of Section 1. As will be discussed,
not all companies consistently have a single growth strategy in their
early years. Nor is there always clarity going forward on which of these
growth strategies best describes an individual company at any

point in time. However, the fundamental characteristics of each of
these eight growth strategies and the differences among them provide
important insights into the diversity of opportunities for early-stage
company growth.

1.1.3 Basis for Growth Categories. There are several factors (each
having its own spectrum) that give rise to our selection of the categories
of growth strategies:

A. Spectrum of a wave company vs a stand-alone company. One end
of this spectrum is new ventures, which are part of a broader wave

that is changing the business landscape. The other end of this spectrum
is a stand-alone new venture whose growth is dependent more on

its own innovation than on factors that are affecting the changing
business landscape.

B. Spectrum of a new product in a new category vs a new product

in an existing category. One end of this spectrum is new products

in a new product category. Here potential customers do not have a
comparable product to purchase. They might not even understand or
appreciate the intended value of the new product. The other end of this
spectrum is new products in an existing product category. Here the

key features of the product are well known and are already being
experienced by existing customers. We view a product as having
multiple features. Some products that are near the “new product in a
new category” end of this spectrum will have a combination of many
new features with a few existing features. Similarly, some products that
are labelled as “new product in an existing category” likely will have

more existing features than new features.
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EXHIBIT 1-1:
CATEGORIZATION OF GROWTH STRATEGIES
FOR NEW VENTURES

. Wave Ventures

A. Creating new wave ventures
B. Building new wave ventures
C. Riding new wave ventures

. New Product in New Category Ventures

A. Innovative design

B. New business models

C. New distribution channels
D. Disintermediation plays

E. Execution excellence plays

. New Product in Existing Category Ventures

A. Innovative design

B. New business models

C. New distribution channels
D. Disintermediation plays

E. Execution excellence plays

. Redesign of Business Value Chain Ventures

A. Faster, cheaper, better
B. Redesign of value chain delivery

. Discovery and Research Knowledge Ventures
A. Fundamental research and discovery — e.g. new drugs

B. Exploration and discovery — e.g. mining

. Rollup (Aggregation) of Existing Player’s Ventures

. Governmental/Regulatory/Political Change Ventures

. ldea Transfer or Transplant Ventures
A. Exporting existing ideas to new geographies or new

sectors — e.g. eBay clones.

Global Entrepreneurship and the Successful Growth Strategies of Early-Stage Companies



C. Spectrum of a new geography vs an existing geography.
Successful ventures inevitably prompt other entrepreneurs and investors
to build on or extend that success. One end of the spectrum occurs when
the new venture is located either in a new country or in a new customer
segment (collectively, geography). The other end of the spectrum occurs
when the new venture stays in the existing country or customer segment
but seeks growth through innovation or differentiation.

D. Spectrum of a large governmental role vs a minimal
governmental role. One end of the spectrum is where a government
plays a pivotal role in either the formation or the growth phases of a
new venture. This role could occur in many areas, such as provision
of finance, infrastructure, regulatory changes, customer incentives and
taxation relief. The other end of the spectrum is where the role of the
government is minimal in the success or failure of a new venture.

1.1.4 Opportunities and Risks for New Ventures. Every new
venture faces multiple areas of opportunity and risk. The mix of these
opportunities and risks can differ greatly across the eight growth
strategies shown in Exhibit 1-1 and listed in Section 1.1.2.

Exhibit 1-2 outlines eight areas of opportunity and risk that new ventures
can face. These areas and their related opportunities and risks are
discussed in the following paragraphs:

A. Market size. Other things being equal, the larger the potential
market, the higher the growth potential of the new venture. One
challenge of new ventures is to continually seek ways of redefining and
broadening the target market so that total market size is not a binding
constraint on the continued growth of the company. The risk here is that
the market opportunity might not open up at the time most beneficial for
a new venture. If the new venture is late to market, then other players
may have built established positions. Alternatively, if the new venture is
too early to market, it may not be able to stimulate sufficient early

traction to grow in an economically viable way.

B. Market value creation and customer adoption. One end of this
spectrum is where the new product creates sizeable value for its users,
which might be indicated by its rapid adoption by a large number of
users. The other end of the spectrum is where there is limited evidence
of potential adopters seeing value in using the product, let alone
purchasing it.

Global Entrepreneurship and the Successful Growth Strategies of Early-Stage Companies

EXHIBIT 1-2:
OPPORTUNITY AND RISK CATEGORIES
FOR NEW VENTURES

A. Market Size
e How large is the immediate market size?
e \What is the potential to grow the market size?
B. Market Value Creation and Customer Adoption
e Who (if anyone) will use it? (“Will the dogs eat the dog food?”)
e Who (if anyone) will pay for it?
C. Market Value Capture and Business Model
e Can the new venture capture economic rents?
e How easily can the business model be undermined?
e |s the business model a major game changer?
D. Management Team/People/Human Resources
e Do management and other employees have the required
aspirations and expertise?
e (Can they work together? In bad times? In good times?
e Do they have AAA talent, and can they attract and retain
other AAA talent?
e Are they resilient?
e Are they agile?
E. Discovery or Technical Feasibility
e Does it work (e.g. in the lab and in beta tests)?
e Can it scale?
F. Financial and Liquidity
e Can the venture attract initial funds?
e Can the venture attract ongoing funds in order to scale
up to a positive cash flow?
e (Can assets or companies be acquired at below value
to the acquirer?
e Can the venture go public (or otherwise exit) at its
underlying value?
G. Governmental/Political/Regulatory
e Will the government assist or undermine the growth
of the new venture?
e Wil new government regulations accelerate or inhibit growth?
H. Execution and Scaling

e Can the infrastructure be built to get to the market in
a timely manner?

e (Can problem solvers be found and resourced?

e Are systems in place to scale up the business?

World Economic Forum 1
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C. Market value capture and business model. One end of this
spectrum is where the new venture can capture a significant part of the
value it creates. Innovation in the underlying business model can be a
major driver in the growth of a company. The paid search model that has
powered much of Google’s growth is one such example. This paid search
model had its antecedents in the pay-per-click search engine approach
at GoTo.com (later Overture). The risk end is where minimal or zero value
capture occurs. The pay-to-surf business model — where Internet
companies pay users based on time spent on the site (surfing) — had
minimal success in the late 1990s and early 2000s. . In addition to a
new venture’s business model, business value capture will be influenced
by such factors as (1) the power of the new venture in the industry
value chain, and (2) the pricing strategies of potential competitors or
substitutes. Many ventures with impressive build-ups of free users

of their products face the challenge of how to convert those high levels
of traffic to cash. “Freemium” business models that combine elements
of free service with a charge for premium services often require an
ongoing evaluation of the appropriate mix of free and charged services
as new entrants with differing business models come and go.

D. Management team/people/human resources. A new venture
typically will have one or more individuals who will lead the charge. Major
issues include their aspirations, their abilities and their capacity to work
effectively as a team. How ambitious and how hungry for success are
they? Are they resilient to bad times and dark moments? Can they
attract and retain AAA talent and high performers for the venture?
Aspiration levels are very important. A founder with a “three B” cap

on their aspirations is unlikely to be one who builds a world-class
company that promotes major change. When evaluating a new
investment venture, many investors place the highest priority on having
or building a AAA management team. A key reason for this is that,

in many new ventures, the management team has to change many
features of the basic idea before there is market traction. The
advantages of a AAA management team to these investors is that

the team can both identify quickly and execute effectively the multiple
adjustments that may be needed to grow the new venture. A venture
with a AAA management team also increases the likelihood that other
high-quality people will join the new venture.

E. Discovery or technical feasibility. One end of this spectrum
occurs when a major breakthrough or new discovery is made. In the life
sciences, it could be a new drug that reduces or delays the impact of,
say, breast cancer. In the mining sector, it could be a major new oil or
metal discovery. In the computer area, it could be a breakthrough such
as occurred at Microsoft in 1990 when Windows 3.0 broke the 640
memory barrier, which meant that Microsoft could build better
applications and do more with them. High-technology ventures in areas
such as semiconductors and telecommunications are often built on a

12 World Economic Forum

foundation of disruptive new research breakthroughs. The risk is that no
new breakthrough of a commercially viable kind is made. This negative
outcome can occur in some cases after US$ millions, or indeed US$
billions, of outlays have been spent. New ventures often have much
flexibility as to the level of discovery risk they will undertake. Many
extractive industry start-ups, for example, focus on so-called “wildcat
areas,” where there is little prior exploration but where the upside of a
large discovery still exists. Other start-ups may choose to explore in less
risky areas that have known deposits of targeted minerals or oil and gas,
where the upside of a large new discovery is minimal.

F. Financial and liquidity. Financial risk for a new venture includes

not being able to attract sufficient financial support at terms that are
acceptable to pursue the targeted opportunities. This can be an ongoing
challenge for many new ventures. It arises at the start of a new venture
and also over time when available liquid assets are necessary to meet
operating expenses. This risk will be affected by the chosen business
model and by the investment requirements of a venture before cash
inflows from customers and other partners enable it to be cash-flow
positive. Asset acquisition can be a key driver in the growth of an
early-stage company. Financial opportunities can arise when key assets
are acquired at prices well below their value to the new venture.

This can occur because the buyer (1) has the capacity to better exploit
the value of the acquired assets, or (2) negotiates very effectively when
acquiring the assets. Financial risks associated with asset acquisition
include overpaying for acquired assets and over-leveraging.

G. Governmental, political and regulatory bodies. Governments
and regulatory bodies have much power to open major business
opportunities for new and existing companies. For example, the growth
of many start-ups in the telecommunication area was powered by the
relaxation of prior regulations that favoured an incumbent. The new
regulations meant that new entrants could bid for licenses on terms
that favoured their rapid expansion. One risk area is regulatory change
or governmental withdrawal of previously committed support. There
can be many prompts for the withdrawal of such governmental support,
some of which are not in the control of the new venture — such as a
large macro-economic downturn creating pressure on governments to
withdraw taxation incentives for solar industry purchasers.
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H. Execution and scaling. Key contributors in companies are people
who can keep the train on the track and on time. Companies that are
able to scale rapidly and still consistently deliver on their customer,
product and employee commitments are exceptional. Such companies
can expand their opportunities by taking market share from competitors
who struggle to deliver on commitments when rapid growth occurs.
The expression “scaling risk” is often used to describe execution

risk for growth companies. Scaling risk includes managing the many
challenges that have to be simultaneously handled in an often rapidly
changing environment.

1.1.5 Growth Strategies and Their Opportunities and Risks.
Sections 1.2 through 1.9 present the eight different growth
strategies in Exhibit 1-1 and highlight how the mix of the eight
opportunities and risks in Exhibit 1-2 differs across the various
strategies. Many of the examples we use are drawn from the

1.2 Wave Ventures

1.2.1 Creating, Building and Riding the Wave. At key times, major
shifts occur that transform the business environment and create

major new opportunities, both for new ventures and for existing ventures.
Exhibit 1-3 shows the distinction among three roles that new ventures
can play in wave contexts: (1) creating the wave, (2) building the wave
and (3) riding the wave.

1.2.2 Triple-Play Wave Companies. It is rare that a company is able
to be a triple-play wave company: first to create the possibility of a
wave, then to play a significant role in its building, and then to continue
to be a major player in riding the wave. One of the features of many
economic waves is that the number of companies greatly increases as
the wave transitions from creation to building, and then from building
to riding. In some cases, there might be only one or two companies

EXHIBIT 1-3: CREATING/BUILDING/RIDING THE WAVE AND COMPANY GROWTH

WAVE THAT BUILDS AND CONTINUES BEING
A MAJOR ECONOMIC FORCE

WAVE THAT BUILDS AND
THEN RECEDES

RIDING
THE WAVE ERA

BUILDING
THE WAVE ERA

CREATING
THE WAVE ERA

]

RIDING
THE WAVE ERA

BUILDING
THE WAVE ERA

CREATING
THE WAVE ERA

1

70 Executive Cases developed for this report. These Executive Cases
cover a broad cross-section of companies in different product areas and
different geographies. They include extensive quotations from company
founders and other early key players and are available online with the full
version of this report. Many are new ventures where their first sizeable
growth occurred in the decade from 2000 to 2010. However, we also
include examples of classical start-ups from earlier periods in our
analysis. The 70 cases are drawn from many regions of the world: North
America (19), Latin America (4), Europe (20), Middle East and Africa (6),
Asia (16), and Australia and New Zealand (5). We use bold face when
we refer to a company with an associated Executive Case (and italics
thereafter) to highlight these companies in this Report.
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making the breakthrough that creates the wave possibility. Then more
companies might be attracted as the system is built out. Eventually, a
broader set of companies might be able to ride the wave. One of the
best examples of a triple-play wave company is Microsoft. Box 1-1
provides an overview of the early years of Microsoft (1975 US start-up)
with quotations from Bill Gates, one of the two co-founders.
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BOX 1-1
MICROSOFT AS A TRIPLE-PLAY WAVE COMPANY:
Co-founder Bill Gates Gives His Views

Very few companies 1) help create a major new business
wave, 2) play a key role in building that wave, and 3) continue
to ride that wave. We call such companies “triple play wave
companies”. Microsoft is a premier example. The wave starts
out as desktop computing and then builds to encompass
broader aspects of the computer industry. Not only is this
wave a very large opportunity, but it has continued growing
over at least three decades. Microsoft was incorporated in
1975, although it had its genesis earlier. Bill Gates, one of the
two co-founders commented: “The idea behind Microsoft
goes back to the late 1960s when | was 13 and a bunch of us
—me, Paul Allen, and a group of friends — started experimenting
with computers and writing programmes. In some ways,

we were just kids having a great time playing with very
expensive toys. But at the same time, Paul and | were captivated
by the power of what we were able to do with information

as we got better at programming. Then, a few years later,

in the early 1970s when Intel introduced the very first
microprocessor chip, we recognized that something very
important was happening — microprocessors would become
more and more powerful very rapidly, and that this trend
would lead to a new kind of computer that was affordable,
adaptable, and personal. We recognized that there was going
to be a huge opportunity in writing really interesting software
that lots of people could use at work and at home. The scope
and scale of our ambition was always quite big. We captured
this pretty well in our founding vision to put a computer ‘on
every desk and in every home’.” One distinguishing feature

of companies that help build a wave in an important way is
the stimulus they provide for many other companies being
formed. Gates commented that they had a “focus on helping
to build an entire industry around personal computing. We
worked with a lot of software companies and PC companies
to help get them off the ground and create a market for both
software and PCs. Building this ecosystem was critical to our
success.” Microsoft and many new companies formed with
products that ran on its operating system created a virtuous
cycle. Microsoft and the other companies in the evolving
eco-system reinforced each other in the building of the wave
that enabled the desktop computer revolution to change

the business world.
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1.2.3 Creating the Wave. Some ventures that help create a wave

do not manage to continue to build and then ride that wave. Consider
social networking ventures. An important early company in social
networking, SixDegrees.com, was formed in 1997. It did not survive
long enough to benefit from riding the wave it helped to create. The
following two key players in social networking in the 2000s purchased
one of SixDegrees.com’s patents in 2003: (1) Reid Hoffman, the founder
of LinkedIn and an investor in Facebook and Zynga, and (2) Mark
Pincus, the founder of Tribe.net and co-founder of Zynga.

1.2.4 Building the Wave. Companies formed after wave building has
started can still play key roles in further building the wave. MySpace in
2003 and then Facebook in 2004 came after earlier companies (such as
SixDegrees in 1997, LiveJournal in 1999, BlackPlanet in 1999, Cyworld
in 2001 and Friendster in 2002) had played a role in either creating or
building the Internet wave. MySpace and Facebook spurred many
other companies that were able to either help build or ride the social
networking wave.

Consider Zynga (2007 US start-up), which is a social network game
developer that develops games for use on social networking sites such
as Facebook as well as on a standalone basis. Founded in 2007, Zynga
has experienced explosive upside growth with over 1,000 employees

in late 2010. The success of its individual games such as FarmVille

and CityVille make for a richer experience for many users of Facebook.
Facebook and Zynga have a symbiotic relationship that results in the
social networking wave continuing to grow. The “Facebook Platform
Economy” phrase is now used to describe the many companies who
derive a sizeable part of their revenues from payments received from
users of Facebook. Recognition of the importance of this wave is the
acquisitions by larger established companies of start-up companies that
were setup to operate within the social networking economy — such as
the acquisition of Playfish by Electronic Arts.

The Internet is a massive wave that has led to the creation of thousands
of companies all around the globe. Over time, such a new infrastructure
can become so ubiquitous that is no longer viewed as a wave. Rather,
it becomes a general underpinning of commercial activity. The Internet
in the eyes of many has achieved this status. However, for many years
after its early days, companies were formed that promoted increased
confidence by users that the Internet would be a major new addition to
commercial activity. Check Point Software Technologies (1993 Israel
start-up) focused on Internet security. This was at a time when companies
that could overcome pain points associated with Internet security
breakdowns had an attractive customer base. Box 1-2 provides details
on how Check Point helped build the wave, as well as ride it.
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also when a dramatic reduction in technology spending occurred:

BOX 1-2
CHECK POINT SOFTWARE TECHNOLOGIES HELPS BUILD
THE INTERNET WAVE AND THEN RIDES THE WAVE BOTH UP AND DOWN:
Co-founder Gil Shwed Gives His Views

Gil Shwed, co-founder and CEO of Check Point Software Technologies describes its genesis as follows: “| was a 20 year old a
soldier for a technology unit of the Israeli Defense Forces. My task was to connect two classified networks and ensure that only certain
information passed between them. The solutions | found in the marketplace didn’t satisfy my needs and drove me to come up with

my own solution, one that was flexible, programmable and very fast.” In 2003, Shwed and two other co-founders (Marius Nacht and
Shlomo Kramer) founded Check Point Software Technologies with “the vision of making Internet connectivity secure.” Making the
Internet more secure was important for helping build the Internet wave. Shwed noted, “When we started in 1993 the Internet had several
hundreds of companies connected. It was a small yet exciting and fast growing market. Use of the Internet has grown beyond
everyone's expectations and so did Check Point. The growth of the Internet was the main growth driver for Check Point.” Its revenues

(in US$ millions) and headcount from 1996 to 2003 show the dramatic growth to 2001 and then decline as the dot-com boom burst and

net income to revenue per cent was always above 35%.

1996 1997 1998 1999 2000 2001 2002 2003
Revenue $34 $ 86 $ 141 $219 $ 425 $ 527 $ 426 $ 432
Headcount 90 200 333 522 811 1,137 1,203 1,145
(in US$ millions)

Shwed noted that in “in 2001 to 2002, following the dot-com bubble bursting and September 11th, we had to work hard to create
growth (or actually face a 20% decline like in 2002). This was a big change in company culture and processes.” A stunning aspect
of Check Point’s performance is that in both the revenue increasing (1996 to 2001) and revenue decreasing (2001 to 2002) years its

1.2.5 Riding the Wave. Companies can ride the wave either (1) at their
inception or (2) later by adapting their strategy and products to better
ride an important wave that may help them build financial viability and
stature. In some cases, this adaptation is an imperative for survival.

In other cases, the adaptation may be an opportunistic move to better
position the company for additional growth. In 2005, eAccess

(1999 Japan start-up) added EMOBILE to better ride the mobile
telecommunication wave in Japan. One feature of many waves is that
there is a continual build-up for an extended period of new companies
attempting to ride the wave. Many of these late arrivals will not pass a
market test and will either fail or will be acquired by other players

I”

at “nominal” acquisition prices.

1.2.6 Opportunities and Risks for Wave Ventures. Opportunities
and risks can arise at all stages of creating, building and riding the wave.
In the early days of many major shifts in a business environment, there
is uncertainty and even strong differences of opinion about whether a
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wave is even forming, let alone whether it will be a small or a large wave.
These are the categories of market size and market value creation
shown in Exhibit 1-2 and discussed in Section 1.1.4. In 1977,

Ken Olsen, the founder of Digital Equipment Corporation (DEC), stated,
“There is no reason for any individual to have a computer in his home.”
This quotation was taken by some as expressing a strong disbelief in
whether the personal computer wave would even form. Waves can be
much more clearly identified after they have formed than when they

are forming. There is also the related uncertainty of both the timing and
speed of wave formation. An additional risk with some waves is both the
timing and magnitude of the possible ebb of the wave. David Spreng

of Crescendo Ventures commented, “Many investors have lost large
amounts of money by staying on the wave too long and not recognizing
it was not only slowing but was about to dry up.”

All companies that create value with their products face the challenge of
capturing the rents from their value creation. Companies that are formed
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to ride the wave face the extra challenge of where in the customer/
adopter value-chain they commercially fit. This includes negotiating a
good slice of the total revenue pie. Many new ventures formed to ride
the wave must negotiate for necessary financial and other components
of their strategy with much larger and financially stronger companies.

In the late 1990s, some companies negotiating with AOL found that a
significant part of their early funding was captured by AOL as a toll for
gaining online distribution. This high toll meant increased risks for these
new ventures if the predicted revenues from their distribution deals did
not materialize — both in amount and in timing — as assumed in their
financial strategy plans and budgets.

1.3 New Product In New Category Ventures

1.3.1 Terminology. The distinction between a new product in a new
category (discussed in this Section 1.3) and a new product in an
existing category (discussed in Section 1.4) is one of degree.

From a product design perspective, almost all products labelled as
belonging in a new category will have some features that are in
existing products. Similarly, some products labelled as belonging

in an existing category may have some relatively new or novel features

that are their points of differentiation.

1.3.2 Consumer and Investor Views. From a consumer’s viewpoint,
a new-category product may mean be in an area where they have not
experienced “anything comparable.” Alternatively, it could be a new
application for a product already in existence for other applications.

With regard to obtaining financing for the products, different classes

of investors can have varying preferences for new-category or for existing-
category products, depending on their return and risk preferences.
New-category products are typically seen as having a higher revenue
growth potential, but at a higher risk for achieving that potential.

1.3.3 New Product Strategies. New-product companies can differ
greatly in their ongoing product strategies. Some companies keep their
first successful new product as a core and add ongoing features to that
core product. Other companies build an ongoing new-product pipeline
where the aim is to develop a sequence of new products. Here, the
initial product may even cease to remain in the available product offerings.

1.3.4 Case Examples. There are multiple and diverse examples of new
products in new categories contained in the Executive Cases developed
for this report:

A. New products targeted at perceived gaps in the marketplace.

jetBlue (1999 US start-up) was founded to build a new value category
in the airline market that combined a high-quality customer experience
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with a lower than average price. The strategy from the start was to
combine higher quality and lower price in a single-class cabin where all
passengers received equal treatment with no differentiation based on
the location of their seats.

B. New products targeted at solving pain points of existing
customers. Business Objects (1990 France start-up) addressed the
increasing pain point of business executives who could see rapid growth
in their company databases but could not easily access them without
reliance on IT staff. Atlassian (2000 Australia start-up) addressed the
lack of easy-to-use products at low price points that software developers
could access in their developmental tasks.

C. New products that address a problem arising from changed
economic circumstances. Refinancia (2005 Colombia start-up)
was formed to create new investment products from the many
nonperforming loans that Colombian banks and other financial
institutions had on their books, especially during economic crisis years.

1.3.5 Opportunities and Risks for New Product in a New
Category Ventures. Market value creation and customer adoption
(see Section 1.1.4 and Exhibit 1-2) is a central issue with new product
in a new category ventures. The phrase “will the dogs eat the dog food”
is sometimes used to describe this risk. Where the customer has to be
educated about the existence of a new product and its features, there
is always the possibility that the customer either does not want to try it
or, after trying it decides it does not provide the requisite value to justify
adoption. Peter Farrell, the founder of ResMed (1990 Australia start-up)
commented, “Successful growth strategies depend upon innovation and
execution. Innovation only occurs when someone writes a check; only
the market place determines if a company innovates.”

The opportunity and risk with respect to market size is often higher with
products in a new category than with products in an existing category.
For example, in the early days of eBay (1995 US start-up) there was
significant scepticism about the size of the potential market that it could
address. Some sceptics labelled it a “flea market on the Web” and
concluded that the online flea market was relatively small. Geoffrey
Moore’s concept of “crossing the chasm”! is highly applicable to
sophisticated new products (especially of a technology kind) where there
may be early adoption by sophisticated users but limited adoption by
the mass market.

New products in a new category can have regulatory risk or adoption
constraints where there is ambiguity over the product definition. For
example, in the early days of fantasy sports, several US sporting leagues
took the view that fantasy sports had aspects of gambling, to which
they were opposed. In contrast, in other countries (such as the United
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Kingdom) gambling is not only permitted but embraced as a way to
build fan avidity. It also provides additional revenues for leagues in
those countries from the gambling companies themselves. Sports-
gambling, market-exchange companies, like the United Kingdom based
Betfair (1999 United Kingdom start-up), are not permitted to enter

the US market, so a very large potential market is currently not
available to Betfair.

Umang Gupta, Chairman and CEO of Keynote Systems (1995 US
start-up), noted the heightened uncertainty with new-category
products. “When you are making a new product, and you don’t have
any customers, how do you know that there are going to be thousands
of people wanting this? You build products either based on very good
vision or very good hearing.” Kumar Malavalli, co-founder and first
CTO of Brocade Communications (1995 US start-up) commented,
“One challenge was in the area of market acceptance. It was not easy
to make the industry understand why our technology was needed.
Storage area network (SAN) was a new concept. People had never
heard of it. It was disruptive. There was a ‘show me’ mentality within
the industry. When our few initial customers implemented the solutions
based on our technology and product, we established some credibility
and started creating demand.”

1.4 New Product In Existing Category Ventures

1.4.1 General. Many new ventures bring a product to market that,
from either a design perspective or a user perspective, already has
comparable products in the market. The Executive Cases include
multiple examples of an existing product in an existing category
ventures. Many of these companies seek to create a differentiating
feature or are set up to exploit market opportunities due to difficulties
that existing market players are facing.

1.4.2 Existing Product Flaws. A new entrant into an existing category
can take advantage of product quality inconsistency, price-to-value
imbalances and other product flaws in the existing market place.

The China Lodging Group (2005 China start-up) believed that there
was a sizeable market opportunity in the Chinese lodging industry.

Its 2009 revenues were over US$ 1.2 billion and its 2009 headcount
was over 6,000.

1.4.3 Market Changes. A new entrant can take advantage of macro-
economic or external changes that create a more protected market
opportunity for existing or new entrants into an established market.
Dielectric Cable Systems-DKC (1998 Russia start-up) started in the
traditional product area of electrical cables. After the collapse of the
Russian economy in the late 1990s, there was a rapid increase in the
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cost of imported cable products into Russia. DKC used advanced
technologies to develop a full product line that enabled the company to
build significant market share in the Russian market relative to

other domestic companies.

1.4.4 Social Changes. A new entrant can combine elements of social
trends to develop a differentiated product opportunity even though many
substitute products exist. Innocent (1998 United Kingdom start-up)
develops, markets and supplies fruit and yoghurt drinks. It entered a
“smoothie” beverage product category with already existing players.

The company differentiated its product by making it from 100% pure
fruit and excluding additives. Using effective marketing and distribution,
Innocent Drinks has become a well-recognized brand in the United
Kingdom with 2010 revenues of over £ 100 million.

1.4.5 New Means of Distribution. A new entrant can use the Internet
distribution channel to build a new venture. Box 1-3 shows how

Natalie Massenet used the Internet as a key underpinning of her
NET-A-PORTER (2000 United Kingdom start-up) venture in high-end
fashion retail.

1.4.6 Opportunities and Risks of New Product in Existing
Category Ventures

A. Product differentiation and market share. The challenges for
most new ventures focusing on an existing-category product opportunity
include (1) how to develop a point or points of differentiation and (2) how
to successfully market the new entrant to build market share. There are
multiple points of differentiation that can create opportunities for new
entrants, such as product design, product features, quality, reliability,
marketing, distribution strategy and pricing. However, incumbents

might be able to quickly diminish these points of differentiation. These
incumbents often have deeper pockets and relationship advantages that
a new entrant can face difficulties in matching. For example, many new
entrants into the food and beverage arena reach a certain level and

then decide to sell the company to one of the global food or beverage
companies. Part of the initial business plan for such start-ups often
includes as a possible exit strategy “trade sale to a global company”.
The threat of incumbents’ attacking such start-ups in their own product
space, or acquiring the start-up before it reaches sizeable scale, often
makes such companies less attractive to high-return, high-risk investors.

B. Market value creation and market size. There is typically much
less market value creation risk with a new product entering an existing
category than with a new product entering a new category. The existing
category often has a well-defined user base. There is also much less of a
risk in entering an existing category with regard to the size of the market.
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BOX 1-3
THE INTERNET CREATES A NEW DISTRIBUTION CHANNEL
AND A WAVE OF NEW VENTURES:
Natalie Massenet has a Mind Explosion and then
Founds NET-A-PORTER

In the mid 1990s to early 2000s, there was much scepticism
about whether the Internet would become an important retail
distribution channel. NET-A-PORTER (website launched in
June 2000) and its founder Natalie Massenet is a poster child
for a highly successful online retail venture started in that

era. Many expressed extreme scepticism about Massenet’s
ability to put the pieces of her puzzle together. She describes
the genesis of the company as follows: “I logged onto the
Internet back in 1998 and it was like a mind explosion. | saw
the potential to start a business selling fashion online to a
global market but spent my time convincing other people they
should do it. When | realized they were not seeing the same
opportunity and had no interest in doing it, and then

I naively said, I'd do it. From the start, | wanted hot brands;
the clothes that magazines were writing about, but were

hard to get hold of. We would sell them with luxury service
and style. Because of my fashion magazine background,

the website had to be editorial. | wasn't trying to transform
the store, | was trying to transform the magazine because
the magazine was still a great way that women found out
what to buy. | thought: Wouldn't it be amazing if you could
tell (readers) what to buy and also give it to them, with one
click, without them having to move? For me it was definitely
about merging the store with the magazine.” Massenet had

a rich background in the fashion world. She had worked for
WWD (Women’s Wear Daily) and was Isabella Blow’s assistant
at Tatler magazine. Her relationships with high end fashion
companies — such as Jimmy Choo, Michael Kors and Chloe
— were pivotal in building an impressive set of merchandise to
sell. Many people who criticized the vision of NET-A-PORTER
argued those designers would “never ever” be willing to

see their current season fashion items sold online.
NET-A-PORTER also used creative marketing and branding
to build an elite and customer-friendly site where both the
magazine and store were married together. Over a 10-year
period from the launch of the website in June 2000, revenues
have grown to over £ 100 million. Richemont, the Swiss luxury
goods maker and an early investor, moved to slightly less
than 100% ownership in 2010.
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1.5 Redesign of Business Value Chain Ventures

1.5.1 Changes in the Business Value Chain. Value chain restructuring
can take many forms. A major phenomenon in the last 50 years has
been the increased hollowing-out of the corporation. Associated with
this trend has been the emergence of new ventures in business process
outsourcing (BPO). A second major phenomenon is the growing
sophistication of value chain management. Associated with this trend
has been the emergence of new ventures attempting either to build a
position in the existing value chain or to play a role in restructuring

the existing value chain. Our Executive Cases include multiple examples
from around the globe of companies associated with one or both of
these two phenomena.

1.5.2 Business Process and Knowledge Process Outsourcing.
The emergence of major Indian BPO companies — such as Infosys (1981
India start-up) and Satyam Computer Services (1987 India start-up,

now Mahindra Satyam) — has been instrumental in building an important
new vertical market business around the globe. These companies have
also provided positive role models for many subsequent start-ups. New
ventures in this area can have very high growth rates in headcount, often
of technical IT personnel. Examples from our Executive Cases include:

A. Portfolio of IT expertise. Some BPO companies with general IT
capabilities attempt to build over time a portfolio of IT expertise areas.
Mindtree (1999 India start-up), which is one of the fastest growing BPO
companies in the last decade, built out its areas of IT expertise and

is now structured along multiple-industry vertical markets. In the last
decade, its headcount grew from less than 100 in 1999 to over 7,000 in
2009. Globant (2003 Argentina start-up), which aims to be the leading
outsourcing company in Latin America, has grown headcount from 70
in 2004 to over 2,000 in 2010. It promotes its expertise in design as well
as engineering as a point of differentiation from other BPO companies.

B. Specialties of IT expertise. Other BPO companies with strong

IT capabilities focus on specific areas of expertise. Grid Dynamics
(2005 Russia start-up) has a strategy based on cost-efficient innovation.
Boris Renski, its executive VP of marketing, stated that it originated as
a “product company, focused on developing a set of tools for helping
enterprise applications leverage various cloud computing services.
However, over a short period of time, the market took the company
where the need was the most acute — services in the space of highly
scalable application infrastructure.”

C. Research outsourcing. Research is a growing area where
outsourcing companies are building new opportunities. Evalueserve
(2000 India start-up) is a pioneer in what is now called knowledge
process outsourcing. Their initial (and still dominant) focus is a
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“third-party delivery model to niche segments of high-end research.”
This includes customized financial and investment research, business
research and market research. Macromill (2000 Japan start-up) is a
leading online research company in Japan. It was originally founded to
provide quick, high-end, research deliverables but has subsequently
broadened to include qualitative and quantitative marketing research

for companies. In 2010, it merged with Yahoo! Japan Value Insight to
become the premier player in Japanese online research, with over 3,000
corporate and governmental customers.

1.5.3 Value-Chain Producers and Inefficiency Reducers. Many
recent start-ups use information technology to improve responsiveness
and reduce areas where activities that do not add value may be
occurring. Some examples:

A. Companies coordinating key elements of an industry value
chain. eSilicon (2000 US start-up) describes itself as a value-chain
producer (VCP). The company uses pure play foundries (such as the
Taiwan-based TSMC and UMC) to manufacture semiconductor chips
and uses companies such as Amkor and SPIL to assemble the package
onto the chip dies. eSilicon has its own physical-design engineers and
process-yield engineers who manage the whole process from design,
through component manufacturing, to production (often in high volumes)
of the chips. Customers place orders with eSilicon and not with the
foundries or package houses. In 2009, VCP was adopted by the Global
Semiconductor Alliance as a new category of companies.

B. Companies restructuring the industry to reduce activities
that add no value. Openlane (1999 US start-up) identified major
inefficiencies in the process by which many fleet vehicles and off-lease
vehicles are traded. The system for decades has been based on cars
being physically shipped to auctions yards and then being either sold
or returned to their storage locations. Many companies undertook
activities in this long and costly process. Openlane created an online
infrastructure that reduces the time and overhead associated with
physical auctions. Moreover, the auction site enables transactions to
occur on a 24x7 basis.

1.5.4 Opportunities and Risks of Value-Chain Redesign Ventures

A. Opportunities. Labour cost arbitrage was an important early driver
of the large opportunities in this category of ventures. Genpact (1997
India captive start-up) has had continued explosive growth, about which
Pramod Bhasin, a co-founder and the CEO, noted, “The economic
proposition was just so compelling. You could save 30% to 40% on the
basic work that you did. Genpact exploded from that simple concept.

| knew we were onto something fantastic, when we put out an ad to
recruit 21 people and we got 8,000 applicants, out of whom 5,000 were
fully acceptable.”
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B. Market value-capture risks. Value capture (see Section 1.5.4 and
Exhibit 1-2) is a major risk area for many new companies in this category
of ventures. The barriers to entry can be relatively low in the BPO sector,
so there is a continual flow of new companies entering. Commoditization
can result in much pressure on profit margins. Multiple segments of the
global outsourcing industry have experienced an ongoing cycling down
to lower-cost geographies. For example, Indian outsourcing companies
now face growing competition similar to that which has occurred as
apparel and shoe companies outsourcing their production have shifted
over time to lower and lower-cost geographies.

C. Execution risks. New ventures also face execution risks, including
personnel hiring and retention as well as system uptake availability.
These new ventures often dramatically scale up their headcount, which
requires investment in identifying and retaining high-quality personnel.
There also are often challenges in providing 24x7 system availability from
parts of the world where physical infrastructure is not always reliable.
New ventures in this area often seek to establish points of differentiation
to create an umbrella to maintain reasonable margins.

1.6 Discovery and Research Knowledge Ventures

1.6.1 General. Discoveries have been an important foundation for many
early-stage companies. Two important discovery areas are the life
sciences sector and the extractive industries sector. In each area, new
ventures have a broad spectrum on which to position their initiatives.

1.6.2 Life Sciences Sector

A. Research and development. Companies that seek to discover
major product breakthroughs for medical diseases or conditions — such
as cancer, diabetes or baldness — face daunting risks of success.
However, there can be a very large payoff if a successful new product is
created. New ventures that start at the very early stages of the discovery
process face a long period before revenues come in from the end users
of the discovery. GenPharm (1988 US and Netherlands start-up),

which was established to be a pioneer in the field of transgenic animal
technology, was a merger of two companies (Genfarm of Netherlands
and Chimera Biotech of California), both of which had been established
earlier in 1988. Transgenic animals are animals whose genetic structure
has been altered by introducing or deleting DNA. This engineered
alteration aims to produce either human proteins in the animals’ milk or
human antibodies in their blood. Over its path to commercialization,
Genfarm had multiple cash infusions (from venture capital firms, from Big
Pharma and from government grants) to maintain its ability to progress
towards final customer revenues. When it was acquired by Medarex in
1997, Genfarm had minimal revenues (US$ 6.141 million in 1996) but
had made significant progress in the milestones to commercialization.
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Subsequently, Medarex was able to benefit greatly by the eventual
market success of the products it acquired with the Genfarm acquisition.

B. Acquisition and development. Another approach for a start-up in
life sciences is to focus on the back end of the period from research to
commercialization. Jazz Pharmaceuticals (2003 US start-up) focuses
on acquiring drugs that are about to be commercialized or are very far
along in that process. The company noted that its approach requires
“an unusually large initial financing designed to allow the company to
pursue multiple developmental programmes and to run a true portfolio
process, without allowing funding constraints to unduly narrow that
portfolio.” One year after its founding, Jazz Pharma raised US$ 250
million in private equity financing. Relative to start-ups focused on the
high upstream end of the research commercialization process, Jazz
Pharma’s revenue pipeline started at a very early stage in its company
life. Founded in 2003, the company reported revenues of US$ 21 million
in 2005, and by 2009 the revenues were US$ 128 million.

1.6.3 Extractive Industries Sector

A. General. The extractive industries have a large number of start-ups
in many parts of the globe. For example, the Australian, Canadian

and South African stock exchanges have numerous exploration or
production companies in mining, metals, oil and gas.

B. Early exploration. Many extractive companies are involved in

early exploration. Here there is very low probability of finding significant
reserves for any one company but very high payoffs if that discovery is
made. Paladin Energy (2003 Australia start-up) is a uranium exploration
and production company with significant uranium mining rights in Africa.
It acquired mining rights in both Namibia (in 2002) and Malawi (in 1998).
Further exploration proved that these sites have significant bodies of
uranium oxide ore. Paladin then had to build the production
infrastructure both to mine the uranium and to bring it to market.
Paladin’s first 12 months of production spanned 2007 and 2008, and
its revenues for that period were US$ 102 million. Two years later, its

BOX 1-4
FORTESCUE METALS JOINS THE BIG 3 GLOBAL IRON ORE COMPANIES OVERCOMING DAUNTING
CHALLENGES AND LONG ODDS - REVENUES OF US$ 1.800+ BILLION IN YEAR ONE OF PRODUCTION:
Founder Andrew Forrest Gives His Views

For many decades, three companies have been the dominant global producers of iron ore — BHP Billiton, the world’s largest mining
company with over a 100-year heritage; Rio-Tinto, a British-Australian multinational mining company also with a 100+ year heritage;
and Vale, a Brazilian-based multinational mining company with over a 60+ year heritage. In 2003, Andrew Forrest started Fortescue
Metals Group out of Perth, Australia. Forrest had previously founded Anaconda Nickel (now Minara Resources), which is a major
global nickel mining company. The targeted iron ore exploration area was the Pilbara region of Western Australia, where Forrest had
spent much time as a child. Both BHP and Rio-Tinto were the dominant producers of iron ore from this region and had built a railway
(over 100 kilometres long) to carry the iron-ore from the inland areas of the Pilbara to a port where it was loaded onto boats going to
large markets, such as China and Japan. The first milestone Fortescue passed was discovering a major new iron ore deposit.
However, this was a “stranded asset.” Without a railroad or a port, it was uneconomic to start mining. Unfortunately for Fortescue,
BHP and Rio-Tinto were not willing to allow the new entrant extensive use of their railway and port. Legal challenges and political
lobbying did not enable quick resolution. Forrest’s resolve was to raise the money to build his own railway and port. He was determined to
overcome the blockages put in front of him by the two heavyweight incumbents operating in the Pilbara. Forrest made the following
observations on his uphill journey: “Becoming the ‘new force in iron ore’ was a vision and a cultural mantra adopted throughout the
company. The long term vision and ability to expand rapidly and take on the three major incumbents have been core components

of every project design since day one. Even though Fortescue has become the ‘new force in iron ore’ in an amazingly short period

of time, its vision remains firmly fixed on expanding the scale of its current output almost tenfold. The capital cost to fund the
construction and early operation of a mine, rail and port is a massive barrier to entry. For a company with no production track record
and few assets, apart from stranded iron ore deposits, securing approximately US$ 2 billion from the high yield bond market to
overcome that barrier to entry was extremely challenging.” On 15 March 2008, less than five years after its start, Fortescue loaded its
first ore onto a ship bound for China. It had overcome some of the biggest odds ever to face a start-up mining company with such
high aspirations. Its revenues in its first 12 months with full production were over US$ 1.800 billion!
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annual revenues had grown to US$ 204 million. Fortescue Metals
Group (2003 Australia start-up) is another company that highlights the
extreme nature of the payoffs from a successful discovery and successful
building of an infrastructure to mine and deliver product to market.

From 2003 to 2007, Fortescue was in its iron ore exploration and
development mode. After overcoming multiple obstacles, its full first year
of production in 2009 yielded revenues of over US$ 1.800 billion. See
Box 1-4 for more information.

1.6.4 Opportunities and Risks of Discovery Ventures

A. Opportunities. The Executive Cases include many examples

from the “high-tech” sector where innovative products were based on
research breakthroughs. Silicon Spice (1996 US start-up) had a major
failure with its first attempt to build “a single communications modem
chip that would greatly reduce the bandwidth problems facing users
of the Internet.” After this first failed effort in late 1998, Vinod Dham
brought his own team of engineers to Silicon Spice. Dham was one of
the architects to develop the Pentium processor at Intel (1990 to 1995)
and was known as “the Father of Pentium.” The new team was able

to make substantial progress, and by 2000 they had achieved an
important technical breakthrough — but as yet were pre-revenue.

The new product, Calisto, “enabled a new generation of high-density
carrier-class voice gateways. It dramatically reduced our customers’
system power and cost while operating on a single device.” In October
2000, Dham completed the sale of Silicon Spice to Broadcom in a
US$ 1.2 billion equity transaction.

B. Risk selection. Discovery or technical feasibility risk is the single
largest risk factor for many of the start-up companies in this category.
No commercial discovery is often the outcome of many investments

in this category. Note, however, that start-up companies have much
flexibility on the risks they choose to face. In both the life sciences and
extractive industries, there are many alternatives available. Companies
can focus on fundamental new discovery or new exploration in areas
where there is very high uncertainty. Alternatively, they can focus on the
lower risk areas where discoveries have been made but there may still
be uncertainty as to the commercial significance of the discovery. Some
life science companies have partnership agreements with Big Pharma
that provide front-end cash in return for Big Pharma’s receiving a portion
of any subsequent revenue stream. These agreements mean less value
capture by the new venture but may be essential to their survival. Often,
the Big Pharma agreements enable the new venture to seek projects
with larger upside than they could do on their own.

C. Commodity price risks. An important market value capture risk

for extractive industry start-ups is commodity prices. Commodity price
movements can greatly affect a company’s ability to capture rents from
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its exploration and production activities. Paladin Energy faced a bleak
future for many years as a uranium producer when the world price of
uranium was below US$ 10 per pound for much of the 1990 to 2002
period. From 2007 to 2009, however, the world uranium price was in
the range of US$ 40 to US$ 90 per pound, which dramatically increased
Paladin’s ability to capture economic rents from its exploration and
infrastructure-building effort that had occurred over the prior 15-year
period. New ventures in oil exploration and production face the same
issues as uranium producers, shown by the following US spot prices
per barrel of oil published by the US Energy Information Administration:
January 1990, US$ 78; January 2000, US$ 22; January 2005, US$ 33;
January 2007, US$ 57; January 2008, US$ 88; July 2008, US$ 133;
January 2009, US$ 37; and January 2010, US$ 74. These major shifts,
from a low of US$ 18 to a high of US$ 133 per barrel, can greatly affect
the economics of oil production by a new venture with proven

oil reserves.

D. Governmental and regulatory opportunities and risks.
Governmental and regulatory actions can have major impacts (either
positive or negative) on discovery ventures, as illustrated by the
following: (1) Stem-cell regulations. Companies that were formed

in the US to pursue stem-cell research have encountered major shifts
in their regulatory environment. The legality of stem-cell research

has shifted several times over the Clinton, Bush, and then Obama
administrations. These major shifts have dramatic impacts on the
ongoing viability of stem-cell ventures. (2) Mining restrictions.
Ventures in the extractive industries face governmental and regulatory
risks in multiple areas. In several countries, there have been
governmental restrictions on new uranium mining activities, effectively
capping growth by many companies in this sector. (3) Taxation.

In early 2010, the Labour government in Australia proposed a new rent
resources tax that would have dramatically increased Fortescue Metals’
taxation obligations. Fortescue and other large extractive industries
companies mounted an intense lobbying effort that was partially
successful in reducing the magnitude of this proposed tax.

1.7 Rollup (Aggregation) of Existing Player’s Ventures

1.7.1 General. Acquisitions, mergers and joint ventures are an important
element in the growth strategies of both existing and new companies.
In many cases, these activities are opportunistic and are additional to a
more mainstream focus on organic growth. A subset of new ventures
(or restarted ventures), however, explicitly make acquisitions a core and
major engine of their growth strategy. We refer to this new venture
strategic classification as a rollup (aggregation) of existing players.
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1.7.2 Acquisition to achieve scale. WPP (1985 United Kingdom
restart by Sir Martin Sorrell) is a highly successful example of the
aggregation strategy. An early landmark in WPP’s history was the 1987
acquisition of J. Walter Thompson, which represented over 10 times the
revenues of WPP at the time of its acquisition. An important benefit of
this strategy is the potential to achieve scale quickly. In its first 10 years,
WPP grew its revenues from £ 23 million in 1986 to £ 1.554 billion in
1995. Verio (1996 US start-up) is a more recent example of achieving
scale via a rollup strategy. Its focus is on the Internet service provider
(ISP) and Web-hosting market. The company was founded by Darin
Brannan with the object of quickly becoming a major ISP and hosting
company targeted at the small- to medium-sized business market.
Brannan raised over US$ 1 billion in private capital over a four-year
period and used much of it to acquire more than 40 ISPs (mostly in the
US). The company’s revenues increased from US$ 35 million in its first
full year to US$ 258 million in 1999 before it was acquired by Nippon
Telegraph and Telephone in 2000 for over US$ 5 billion. The company’s
1999 annual report stated that a key part of the company’s strategy
was to “build scale, market presence and service offerings through
acquisitions and strategic relationships.”

1.7.3 Opportunities and Risks of Rollup (Aggregation) Ventures

A. General. Two of the key opportunity and risk areas shown in Exhibit
1-2 are (j) financial and liquidity, and (i) execution and scaling. Both are
very important for rollup new ventures.

B. Financial risks. Financial risks for aggregation ventures include at
least two key aspects: (1) Overpaying for the company and assets
acquired. The stellar companies that pursue an aggregation strategy
typically operate with strict guidelines on what to pay. CRH is an Irish-
headquartered building-material company that is now one of the top two
companies in its sector worldwide. Its genesis was a 1970 merger of
two Irish companies (Irish Cement and Roadstone) that had a combined
revenue of 26 million euros at that time. The company’s global growth
has been fuelled by an aggressive roll-up strategy (16 acquisitions in

the 1970s, 49 in the 1980s, 189 in the 1990s and 556 in the 2000s).

[ts 2009 revenues were over 23 billion euros. The company’s acquisition
strategy includes (a) maintaining tight discipline over the maximum price
to pay for each business acquired and (b) providing strong incentives to
the management and employees of the companies it acquires. To set
acquisition price guidelines, CRH uses a database consisting of over
800 acquisitions of building-material companies. (2) Heavy reliance on
debt financing. Debt financing is a two-edged sword. It is beneficial in
expansionary times where there are appreciating assets. However, debt
can greatly reduce flexibility in recessionary times, especially when there
is a major decline in the value of the underlying assets.
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C. Execution risks. Acquisition integration is a key area of execution
risk with an acquisition strategy. This can be especially challenging

in acquiring early-stage companies because there is typically no
established in-house knowledge as to what works and what does not
work for mergers or acquisitions of early-stage companies. One
executive who lived through the merger of two early-stage online
companies in the early 2000 period stated that it was “like two people
with very bad coughs getting together for a bout of pneumonia.”

1.8 Governmental/Political/Regulatory Change Ventures

1.8.1 General. There is a diverse set of contexts where governmental,
regulatory or political factors have been important prompts

to the creation or growth of new ventures, as discussed in the
following subsections.

1.8.2 Regulatory Changes Attracting New Entrants. The global
telecommunication industry has seen many start-up ventures that
benefit from, or indeed are only made possible by, changes in
governmental regulations. Digicel (2001 Jamaica start-up) has benefited
greatly by deregulation of the telecommunication market in many
Caribbean countries. For example, in 1997 Jamaica opened its
telecommunication market to broader competition where, for many
years, Cable & Wireless had had a preferred position in obtaining
licenses. Digicel has experienced explosive growth in many of the
countries in which it has set up operations. By 2010, it had grown to
over 11 million customers across 32 countries in the Caribbean,
Central America and the Pacific and had over 5,000 employees.

Bharti Airtel (1995 India start-up) likewise has benefited from changes
in the Indian regulatory environment with regard to the granting of
telecommunication licenses. By 2010, it was the largest cellular service
provider in India, with over 140 million subscribers. It now operates in
over 20 countries across Asia, Africa and Europe.

1.8.3 Privatization of Governmental Activities. Privatization efforts
by many governments worldwide have often led to the formation of new
companies to acquire the assets being transitioned from public-sector to
private-sector management. This process may involve varying degrees
of wealth creation versus wealth transfer. Wealth creation can occur,

for example, when the new venture is able to effect significant cost
reductions and efficiency gains, often through early sizeable reductions
in headcount. Many such examples have occurred in the transportation
sector — such as with railroads, airports and toll roads. Wealth transfer
can occur when new ventures acquire previously owned government
assets at below-market prices.

1.8.4 Outsourcing of Governmental Activities. Two examples of this
business opportunity include new ventures in the private security area
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and in the prisons area. A side effect of the wars in Afghanistan and Irag
is the setting up and growth of new private companies due to the US
government’s decision to allow private companies to assist in its
activities in war zones. Mission Essential Personnel (2004 US start-up)
is a “professional services company that provides human-capital
solutions and programme support to government and corporate
clients.” A major breakthrough for the company was being awarded the
“Operation Enduring Freedom — Afghanistan Language Contract.”

1.8.5 Governmental Programmes Promoting Environmental
Causes. There are multiple ways that governments can promote new
ventures in green technologies and other environmental causes. Tesla
Motors (2003 US start-up), according to its website, was “founded by
a group of intrepid Silicon Valley entrepreneurs to prove that electric
vehicles could be awesome”. One of its key aims is to “lessen global
dependence on petroleum-based transportation and drive down the
cost of electric vehicles.” The US Department of Energy has provided
Tesla with US$ 465 million in advanced-technology loans to help the
US to be competitive in battery technology. In addition to loans,
governments can provide other types of incentives, such as taxation
benefits, incentive programmes for potential customers, and lower
charges for governmentally provided services and products. In addition,
many green technology ventures have been aided by government
policies that either directly subsidize their growth or place penalties on

competitors using more conventional fossil fuels.

1.8.6 Governmental Programmes Promoting Economic
Development. Etihad Airways (2003 UAE/Abu Dhabi start-up) is the
fastest airline start-up to reach global scale in this highly competitive
industry. A major motivation of the government was “to diversify and
build additional strong and growing sectors of the Abu Dhabi economy
and to complement its already strong oil sector.” Although the Abu Dhabi
government provided seed capital, Etihad is expected to operate on a
stand-alone commercial basis, and the company undertakes its own
fund-raising activities in the bond markets of the world. From 2003 to
2005, Etihad’s passenger count grew from 0 to 1.5 million. By 2009, the
airline carried 6.2 million passengers through a greatly expanded network.

1.8.7 Opportunities and Risks of Governmental, Political
and Regulatory Change Ventures

A. Opportunities vs risks. Governments and regulators can be the
source of both opportunities and risks. Multiple sources of such
opportunities are described in the preceding subsections. However,
“what the government can give, the government can take.” Governmental
policies and regulations are not set for perpetuity. Changes in governmental
parties or changes in the policies of an existing party can have dramatic
impacts on the viability of relatively new ventures. Many start-ups typically
have little expertise in what some call “the beyond markets arena.”
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This includes, at a minimum, understanding the various forces that
affect the flow of regulations. More importantly, it includes being able to
influence the flow of regulations. Start-up companies can benefit
greatly by having in their management team or among their advisors
knowledgeable individuals who can navigate the regulatory/political
playing field.

B. Risk of regulatory changes. Suntech Power (2001 China start-up)
is now a leading solar energy company, but regulatory changes made
by the Spanish government in 2008 resulted in a dramatic reduction in
Suntech’s 2009 revenues from Spain; see Box 1-5.

BOX 1-5
SUNTECH POWER FEELS THE PAIN OF GOVERNMENT RISK -
A US$ 658 MILLION
ONE-YEAR DROP IN ITS SPANISH REVENUES:
Founder Shi Gives His Views

Government based incentives have played an important role in the
growth of many new green-tech energy companies. Suntech Power
(2001 China start-up) is a leading manufacturer of photovoltaic
(PV) cells and modules. Two countries — Germany and Spain —

have been pivotal to the rapid growth of its revenues. Year by year
revenues (in US$ millions) for 2005 to 2009 were:

2005 | 2006 2007 | 2008 | 2009
German Revenues| $102 | $255| $686| $571| $702
Spanish Revenues 18 124 466 719 61
Total Revenues $226 | $599 |$1,348 |$1,924|$ 1,693

(in US$ millions)

Suntech in its 2009 10K includes the following comment in the
Statement of Risks section: “Government economic incentives
could be reduced or eliminated together. The rapid rises of the
German and Spanish markets were largely due to the government
policies of those countries that set feed-in tariff terms at attractive
rates. However, in September 2008, the Spanish government
introduced a cap of 500 megawatts, or MW, for the feed-in
tariff in 2009, which has resulted in limiting demand in the grid-
connected market in Spain.” This factor is central to Suntech’s
2009 Spanish revenues declining to US$ 61 million in 2009
from its US$ 719 million level in 2008. Shi, founder of Suntech,
commented: “l always say we are swimming in the ocean and
often encountering waves. Our main strategic response to such
government incentive risk is trying to reduce manufacturing
costs. This is achieved by the development of the supply chain,
improvement of manufacturing technology, and achievement of
scalability. Lower manufacturing costs will enable the market for
solar energy to expand quickly.”
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C. Risk of market incumbents with vested interests. Another risk
of regulatory change as a key underpinning of new ventures relates to
the power and influence of incumbent companies. The telecommunication
markets in many countries have one or more companies with a long
history of competing in their market. These companies invariably will
have established a network of both market and political connections
and will have a vested interest in protecting their incumbent advantages.
Attempts by policy-makers to encourage new entrants will be affected
by the role played, or allowed to be played, by incumbents. Consider

a telecommunication network backbone developed by an incumbent
with governmental support. Should new entrants be charged a marginal
cost or an average cost for using that network? New ventures that are
economically viable under a marginal cost structure might not be viable
under an average cost structure. Moreover, terms like marginal cost and
average cost are far from precise. Without detailed guidance, it can be
challenging for a new venture to develop financial budgets where operating
costs are predicted under various demand scenarios.

1.9 Idea Transfer or Transplant Ventures

1.9.1 General. Great ideas can arise anywhere, and, in many cases,
multiple groups in different countries may simultaneously be working
on the same problem and arrive at similar solutions. In other cases,
individuals or groups who monitor new ideas or new ventures in one
part of the globe aim to be an early mover in taking an already proven
idea to other geographies. We call this approach an Idea transfer or
transplant strategy.

1.9.2 First Mover vs First Scaler. In many cases there is little ambiguity
in terms of timing as to which venture had an initial idea and which
ventures came later. From a commercial perspective, it is useful to
distinguish between the “first mover” and the “first scaler.” It is the first
scaler that typically attracts the commercial interest of others in terms of
replicating that success elsewhere. Indeed, to many in the commercial
world, debates about who was the first mover are of little interest unless
there is litigation associated with intellectual property rights.

1.9.3 Varying Entrepreneurial Motivations

A. Pragmatism. Kai-Fu Lee (founder of Innovation Works in China,
previously head of Google China) has emphasized the very pragmatic
approach of many Chinese entrepreneurs. He noted, “A lot of Chinese
companies started being inspired by ideas from the US and elsewhere.”
However, he expressed concerns about the “over eagerness of

some to make quick money at the expense of long-term company
building. There is not always a built to last mindset or a readiness to
build a strong company culture.”
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B. Planning horizon. James Liang, co-founder and Chairman of
Ctrip (1999 China start-up), noted a timing aspect to the motivations
of some entrepreneurs: “At the end of 1999, during the bubble times,
more than any other time, entrepreneurs tended to have a short term
perspective, and not just in China. After the bubble burst, an IPO
requires making significant profit again, so | had to start thinking of
building the business for the long term.”

1.9.4 Transplanted Knowledge. Amjad Aryan of Pharmacy 1 (2001
Jordan start-up) stated, “Born to a pharmacist father in Palestine, | have
spent my entire life in the pharmacy business.” After emigrating to the
US at age 18, he graduated with a specialty in retail pharmacy management
from the Massachusetts College of Pharmacy. He worked at CVS (a
large US pharmacy chain) and then, with his family, acquired a small
chain of pharmacies in Miami. When he decided to start a pharmacy
chain in Jordan, his US background gave him deep domain experience.
Pharmacy 1 is now the leading retail pharmacy chain in Jordan with 47
outlets in 2010. It was selected as Jordan’s fastest growing company in
the All World Arabia 500 in 2010.

1.9.5 Transplanted Idea. Many successful ventures draw on aspects of
prior ventures or prior ideas. Debates and differences of opinion about
who was first with a given idea are common. There can also be

differing viewpoints on who was the source of an idea transfer or
whether there really was an idea transfer. For example, the paid-search
business model that is key to Google’s (1998 US start-up) early commercial
success had antecedents in the pay-per-click search engine that GoTo.
com (1998 US start-up; subsequently called Overture Services) had
used. Many commentators now label Baidu (2000 China start-up) as
the “Chinese Google.” One inference by some is that the genesis of
Baidu occurred when its founder, Robin Li, observed the early success
of Google and then replicated Google in China. Li had worked on search
algorithms well before the formation of Baidu, and in 1996 he received
a US patent related to a scoring algorithm subsequently used by Baidu.

1.9.6 Opportunities and Risks of Idea Transfer
or Transplant Ventures

A. Opportunities. Being able to adapt a proven idea to a new geography
has much upside. In some cases, there is a window of opportunity for

a new venture when the company that was either the first mover or the
first scaler does not have the breadth or the financial capacity to quickly
take its proven idea onto a more global stage. There can also be an
early mover advantage if the adoption of a proven idea has an
associated network effect or virtuous circle. Where network effects
operate, the value of a product increases with the number of adopters.
Early to market companies that build scale create barriers to entry for
late entrants who start with a minimal number of adopters. A classic

Global Entrepreneurship and the Successful Growth Strategies of Early-Stage Companies



example of this is eBay’s (1995 US start-up) entry in 2000 into the
Japanese market. Matt Bannick, a member of eBay’s executive staff
from 1999 to 2007, noted: “Japan was a challenge for eBay. We
arrived too late. By the time we arrived, Yahoo had already established
a dominant position and had network effects operating.”

B. Market value-creation risk. Value creation in a new geography is
an important risk for some ventures that are based on idea transfer.

The success of a new venture or new product in one region of the world
does not mean that it will be successful in other countries. There are
two issues: (1) Consumer appeal in a new geography. The food

and beverage industry has many examples of products that are highly
successful in their domestic markets but for which there is very little
market uptake elsewhere despite sizeable marketing outlays in the new
geography. The Vegemite breakfast spread that is hugely popular in
Australia has had minimal success in penetrating the potentially lucrative
North American market despite multiple attempts by successive owners
of that brand. (2) Extent of product localization required. Localization
of the product could be necessary before market uptake will occur in

a different geography. The paradox here is that if minimal localization

is required, then the local new venture may have little comparative
advantage for market entry compared to the company with the original
success in another market.

C. Different roles of company that prompts the idea transfer.

The existence already of the company with the initial (or at least early)
success in a different country, but not yet in the target market of the idea
transfer company, has both positives and negatives. One positive is that
learnings are available for the new venture about things that work well/
do not work well in general and also about some likely challenges —
e.g., the importance of having a strong information systems capability
in advance of any rapid increase in demand for an online product.
Another positive is that the company with the initial success may use
acquisition of the idea transfer company as its new market entry
method. This can provide a profitable exit strategy for the investors and
management of the idea transfer company. Indeed, the expression
“built to flip” is sometimes used to describe the motivation of some
promoters of idea transfer new ventures. One negative of these prior
successful companies can occur if they end up competing against

the idea transplant venture in the new market. The prior successful
companies can have much leverage in attracting economically

and politically powerful local joint venture partners as part of their

global rollout strategy.
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D. Execution. Execution is an important aspect of idea transfer
ventures that represents both an opportunity and a risk. Following are
examples of companies with successful execution strategies: (1) Air
Arabia (2003 UAE/Sharjah start-up). The low-cost carrier (LCC) concept
is a well-established one in the airline industry. Both Southwest Airlines
(1971 US start-up) and Ryanair (1985 Ireland start-up) are standout
examples. However, this is an industry where multiple other attempts by
new ventures to replicate the LCC model have failed. Air Arabia is a recent
example of successful execution in implementing the LCC concept in a
new market. The company’s vision is to be “one of the world’s leading
budget airlines in terms of profit margins, innovation, reputation, and
operational excellence.” Its original target market was the Middle East,
but more recently it has expanded into Asia and Africa. The company
achieved break-even in its first year, and its EBITDAR-to-revenue margin
has increased from 15% in 2004 to over 35% in 2009. The founder

and CEO, Adel Abdullah Ali, is an airline industry veteran and received
the World’s Low Cost Airline CEO of the Year Award in 2007, 2008,

and 2009. (2) Ctrip (1999 China start-up). Ctrip exhibits elements of
previously successful online travel ventures elsewhere, such as
Expedia.com (1999 US start-up) and Travelocity (1996 US start-up).
One of the co-founders of Ctrip, Qi Ji, stated, “The eBusiness
environment with an online payment system turned out to be a
complicated issue in China at that time. Hence about six to eight
months into the operation, we converted the online travel agency into

a hotel reservation-focused company.” James Liang, another
co-founder, believed this was a major growth accelerator. He stated
that Ctrip’s “establishment of a call centre with high quality service
differentiated us from other online players.” The notion of an online
travel agency building a call centre with over 1,000 people taking
reservations runs counter to the business model of many online travel

ventures elsewhere in the world.

1.10 The Journey Begins

Exhibits 1-4 and 1-5 provide a summary of the eight growth strategies
and the eight opportunity and risk factors outlined in this Section 1,
with a company example for each one. As discussed throughout this
Section 1, there is great diversity in the strategies that new ventures are
adopting, whether for new ventures in any one country or new ventures
across many countries. Having chosen an initial strategy, each new
venture then moves into an execution mode. Section 2 of this report
provides an overview of some key issues that arise in the execution
(and also in the planning and decision-making) prior to the start date.
As in this Section 1, Section 2 draws extensively on the Executive Cases
that were developed for this report. B

' Geoffrey Moore, Crossing the Chasm: Marketing and Selling High-Tech Products to

Mainstream Customers, (Harper, 1991).

World Economic Forum 25

Section 1



EXHIBIT 1-4:
ALTERNATIVE STRATEGIES OF HIGH-GROWTH NEW VENTURES
WITH COMPANY EXAMPLES FROM EXECUTIVE CASES

1. Wave Ventures
e Microsoft (1975, US start-up) — Bill Gates, co-founder: “By delivering a strong PC operating system, Microsoft provided the platform
that was essential to making software and PCs high-volume industries. We worked with a lot of software companies and PC companies
to help get them off the ground and create a market for both software and PC’s. Building this ecosystem was critical to our success.”

2. New Product in a New Category Ventures
e eACCESS and EMOBILE (1999 and 2005 Japan start-up) — Sachio Semmoto, co-founder: “It may sound visionary and very ambitious,
but we believe in the impossible dream of the world ... | decided with Eric Gan in 2005 to enter the mobile market (phone and data).
EMOBILE introduced mobile broadband data service and created a totally new market. We need to be first in everything we do.”

3. New Product in an Existing Category Ventures
e NET-A-PORTER (2000 United Kingdom start-up) — Natalie Massenet, founder and CEO: “l logged onto the Internet one day back in 1998
and it was like a mind explosion. | saw the potential to start up a business selling fashion online to a global market. From the start | wanted
hot brands: the clothes that magazines were writing about but were hard to get hold of. We would sell them luxury service and style.”

4. Redesign of Business Value Chain Ventures
e Mindtree (1999 India start-up) — Subroto Bagchi, co-founder: “We believed every sector of the emerging services industry would need
IT as the differentiator. Additionally, we felt that we would live in a world in which every gadget around us would need software. To address
these two areas, we created a value proposition based on a consulting led company with IT (software) and R&D (embedded) services.”

5. Discovery and Research Knowledge Ventures
¢ Fortescue Metals Group (2003 Australia start-up) — Andrew Forrest, founder and CEO: “Over the course of five years the company
transitioned from being an exploration company to a construction company to a mining company. The long term vision and ability to
expand rapidly and take on the three major incumbents have been core components of every project design since day one.”

6. Rollup (Aggregation) of Existing Players Ventures
e WPP Group (1985 United Kingdom start-up) — Sir Martin Sorrell, founder and CEQ: “If you start at the old age of 40 — 25 years ago with
two people in one room — and your objective in your lifetime is to build a major advertising and marketing services company, you have to

do it primarily by acquisition otherwise you'd be dead before you got very far!”

7. Governmental/Political/Regulatory Change Ventures
* Norkom Technologies (2001 Ireland restart) — Paul Kerley co-founder and CEQO: “In 2001 and 2002 Norkom repositioned the business to

address one sector and one business issue, i.e., Financial Services and Financial Crime/Compliance. The drivers for growth come from the
increased volume of sophisticated criminal attacks on the financial institutions together with the increased introduction and enforcement of

regulatory legislation.”

8. Idea Transfer or Transplant Ventures
e Air Arabia (2003 United Arab Emirates start-up) — Adel Abdullah Ali, co-founder and CEO: “Air fares in the Middle East were overpriced.

Looking for alternatives and having monitored the progress of the low cost carrier (LCC) concept in North America and Europe, it was ideal

to introduce the same clever concept of low cost travel but customized to the region’s preferences.”
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EXHIBIT 1-5:
OPPORTUNITY AND RISK FACTORS ASSOCIATED WITH HIGH-GROWTH NEW VENTURES
WITH EXAMPLES FROM EXECUTIVE CASES

1. Market Size
e Skype (2002 Luxembourg start-up) — Niklas Zennstrdm, co-founder: “Having people around the world communicate with each other
in a clear way for free is a status quo changing idea. Hundreds of millions of people around the globe would be interested in this idea.
My belief was that if you could successfully address this basic idea you probably could create a good business out of it.”

2. Market Value Creation and Customer Adoption

e Brocade Communications (1995 US start-up) — Kumar Malavalli, co-founder: “The market for a very high speed data network was

poised to be very large. To make sure we were not smoking something, we crisscrossed the country for three months before we started

designing the exact product. We talked to future potential customers — IBM, HP... They gave us very valuable feedback.”

3. Market Value Capture and Business Model
e Yola (2007 South Africa/US start-up) — Vinny Lingham, founder and CEO: “We have a ‘freemium’ business model — we offer a basic
free product, but charge for upgrades and extras. Initially, we erred too much on the side of free. When you give your core functionality
away free, the number of people who are willing to pay to upgrade is relatively small.”

4. Management Team/People/Human Resources
e Genpact (1997 India captive start-up) — Pramod Bhasin, co-founder and CEO: “The first thing we tried was a call centre. We achieved
100% quality and still had huge margins to spare. We looked at the great skills available in India that you can deploy. It was a tremendous
opportunity. The economic proposition was just so compelling when you analysed it. You could save 30% to 40% on basic work.”

5. Discovery or Technical Feasibility
e Silicon Spice (1996 US start-up) — Vinod Dham, chairman and CEO: “The founding team had the initial idea to build a single
communications modem chip that would greatly reduce bandwidth problems. The chip failed in late 1998. It came at a prohibitive cost,
in terms of very large die size and snail-like speed — making it commercially unviable.”

6. Financial and Liquidity
e Medallia (2001 US start-up) — Borge Hald and Amy Pressman, co-founders: “Though several VCs expressed interest in us, the bubble
burst before we were funded. Overnight, our focus shifted from ‘Can we be the eBay of our space?’ to ‘Will we be alive tomorrow?’
We abandoned all efforts to get funding.”

7. Governmental / Political / Regulatory
e Suntech Power (2001 China start-up) — Zhengrong Shi, founder and CEO: “| always say we are swimming in the ocean and
often encountering waves. Our main strategic response to such government incentive risk is trying to reduce manufacturing costs.”

8. Execution and Scaling
e Betfair (1999 United Kingdom start-up) — Ed Wray, co-founder: “At the start of Betfair, | believed all the problems of high growth | had
heard about would be good problems to have. When we got there, | found they were horrible. When you are growing very fast you
always underestimate the resources you will need going forward. Many challenges related to scaling. Staying in front of the technology
demands of our growth. We sometimes had big challenges with our systems availability on Saturday afternoons, which is our highest
demand period. | know eBay likewise experienced operational systems problems (with both hardware and software) in their early days.
This is one area where our limited financial backing constrained us in making capital investments.”
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Section 2 - The Early-Stage Entrepreneurial Company Journey

2.1 Content and Format of Section 2

2.1.1 Content. The key players in new ventures with growth aspirations
must assemble the pieces of a complex puzzle in a relatively short time.
Exhibit 2-1 shows eight critical areas where decisions must be made
early in a venture and then re-evaluated on an ongoing basis.

2.1.2 Format. The 70 Executive Cases developed for this report
include rich descriptions of many aspects of the entrepreneurial journey
that relate to the eight critical decision areas shown in Exhibit 2-1.

The 70 cases are drawn from many regions of the world: North America
(19), Latin America (4), Europe (20), Middle East/Africa (6), Asia (16),
and Australia/New Zealand (5). Each Executive Case includes extensive
quotations from company founders and other early key players and is
available online with the full version of this Report. We use bold face
when we refer to a company with an associated Executive Case (and
italics thereafter) to highlight these companies. This Section 2 highlights
general patterns of several important phases of the new ventures

external world, where the new venture aims both to create value and to
capture value. Included in these decisions are identifying markets and
customers, creating awareness, reinforcing value for paying customers
and other adopters, and developing a business model that enables the
new venture to capture some of the value created.

B. Decisions relating to the internal world. The middle row in Exhibit
2-1 contains two decision boxes: management team/people/human
resources and product or service development. These decisions relate
more to the internal world of the company, although activities related to
these two boxes can involve heavy interaction with the top row of boxes.

C. Decisions regarding strategic partners and financing.

The bottom row in Exhibit 2-1 contains three decision boxes. The first
two boxes — partners and financing — involve third parties that can help
leverage the new venture, increasing the likelihood that the company
will achieve more of its objectives at an earlier date than it would on

its own. Partners in areas such as R&D, product testing, sales and

EXHIBIT 2-1: BUILDING THE ENTREPRENEURIAL-GROWTH COMPANY:
PUTTING THE PIECES TOGETHER

I N\
MARKET OPPORTUNITY CUSTOMERS / ADOPTERS BUSINESS MODEL
J 4
I N\
MANAGEMENT TEAM / PEOPLE PRODUCT /
/ HUMAN RESOURCES EARLY-STAGE COMPANY SERVICE DEVELOPMENT
J
¢ \
1
PARTNERS FINANCING ' THE UNEXPECTED .
: OR THE UNPLANNED '
\\ J ‘. S

presented in the Executive Cases: (A) key decisions for the entreprenedur,
(B) the source of the idea, (C) possible shifts in strategy over time, (D)
factors that promote high growth (growth accelerators) for the venture,
(E) challenges that arise in growing the company, and (F) dark moments
that the respondents encountered along the way.

2.1.3 Key Decisions
A. Decisions relating to the external world. In Exhibit 2-1, the top

row consists of three decision boxes: market opportunity, customers
or adopters, and business model. These decisions mostly relate to the
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marketing, and customer feedback can help leverage the internal
capabilities of the new venture. Financial partners can play multiple roles,
including (1) bridging the time gap between early outlays for the venture
and the receipt of cash from customers and other parties, and

(2) making or enabling investments that increase the rate of growth.

The last box in the bottom row has been deliberately left vacant.

It represents the unexpected or unplanned events that are not apparent
to the company or are not recognized at the outset. For many new
ventures, this last box is where a major part of the ongoing opportunities,
challenges and activities occur.

Global Entrepreneurship and the Successful Growth Strategies of Early-Stage Companies



D. Decision Milieu. All the activity related to Exhibit 2-1 occurs within
the context of a broader early-stage company eco-system. Appendix
2-A, which provides a schematic overview of this eco-system, shows

the richness of the arena in which many new ventures evolve and operate.

2.2 Source of New Venture Ideas

The following categories of the source of the “new idea” and how new
ventures get off the ground illustrate the rich diversity in the starting line:

2.2.1 Market Problem or Pain Point Prompts New Venture. Niklas
Zennstrom, co-founder of Skype (2003 Luxemburg start-up), sought

to solve a market pain point. There is a class of entrepreneurs who are
attracted by large problems and large potential markets, and Zennstrém
accordingly set a very high bar for the size of his target market.
Zennstrdom commented:

My co-founder and | have a drive to change the status quo. One
of the painful points all around the world is the size of monthly
telephone bill. Having people around the world communicate with
each other in a clear way for free is a very basic idea. It is also a
status quo changing idea. Hundreds of millions of people around
the globe would be interested in this idea. My belief was that if you
could successfully address this basic idea, you probably could
create a good business out of it.

In 20083, Zennstrom and his partner, Janus Friis, founded Skype to build
a business based on this basic idea. From 2003 to 2005, it operated as
an independent company. In September 2005, eBay (1995 US start-up)
paid more than US$ 3.0 billion (in upfront and deferred payments) to
acquire Skype. It then became a subsidiary of eBay. In November 2009,
eBay sold a controlling interest in Skype to an investor consortium, and
the venture again became a separate company. In 2009, Skype had
500 million registered users and had revenues of US$ 700 million.

The larger the problem or pain point and the greater number of people
with that problem, the greater the potential opportunity. The greater the
potential opportunity, however, the more likely it is that multiple companies
(new and existing) will attempt to play in that market. If a new venture
entering a large potential market gets traction at an early stage, there
likely will be a host of follow-on “me too” ventures. If this occurs, there
typically will be attrition as survival of the fittest, as well as acquisitions,
results in a smaller subset of entrants that eventually become long-term
players in that market.

Global Entrepreneurship and the Successful Growth Strategies of Early-Stage Companies

2.2.2 Market Niche Opportunity Prompts New Venture.
jetBlue (1999 US start-up) was founded by David Neeleman, a serial
entrepreneur in the airline industry who had been a co-founder of Morris
Air in 1984. Neeleman worked at Southwest in 1993 after it acquired
Morris (“After five months at Southwest we parted ways. | was actually
asked to leave.”) and then was CEO of Open Skies. At jetBlue he
pioneered the value category of airline service, which combines

the low cost carrier concept (LLC) with a higher quality airline
experience. In 2002, jetBlue went public with a market capitalization
of over US$ 1.5 billion. After leaving jetBlue, Neeleman established
Azure Brazilian Airlines.

2.2.3 Successful Venture in another Geography Prompts New
Venture. Section 1 of this report termed this the “idea transfer or
transplant” strategy. An example of this strategy is the repeated
attempts to take to different geographies the low-cost carrier

concept pioneered at least 40 years ago. Unfortunately, the company
carnage in this sector is high. New LCC ventures continue to appear in
an attempt to defy the industry odds, and some of them succeed.

The Executive Cases include two such attempts: Air Arabia (2003
UAE/Sharjah start-up) and Vueling (2004 Spain start-up). Since 2003,
Air Arabia has greatly expanded its routes, has three hubs, and employs
over 1,000 people in 2010. Since 2004, Vueling has grown to be the
second largest Spanish carrier. In 2009, Iberia which is the largest
Spanish carrier took a major equity stake and operational role in Vueling.

2.2.4 New ldea Rejected Internally Prompts Breakaway Venture.
With high regularity, new ventures are formed when an entrepreneur
working within an established company proposes a new idea for the
company, meets a lukewarm or cold reception, and then goes off to

do it on his own. China Lodging Group (2005 China start-up) was
founded by Qi Ji, a serial entrepreneur who had previously co-founded
Home Inn and Ctrip (1999 China start-up). Ji stated, “While working at
Home Inn as CEO, | realized that the market for economy budget hotels
is large. | believed that a multi-brand hotel group with differentiated
levels of service could lead to a strong position. However, the Home Inn
Board disapproved the idea and thus | decided to do it anyway with a
new team and other investors.”

Following are other examples in our Executive Cases of this manner

of starting a company: (1) Business Objects (1990 France start-up),
about which co-founder Bernard Liautaud commented, “Oracle was not
interested in pursuing in-house development of the software, so Denis
and | started our own company.” (2) Suntech Power (2001 China
start-up), about which founder Zhengrong Shi said, “After management
refused my third proposal, | decided it was time to set off on my own.”
(8) Air Arabia, about which founder Adel Abdullah Ali commented,

“| offered my previous employer the opportunity to introduce a
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low-cost carrier model to the Middle East and North Africa region,
but my employer declined. Therefore, | pursued it myself.”

An ongoing challenge with this prompt to start a new company is the
dividing line between intellectual property that was developed within

the established company (and therefore is the property of that

company) and intellectual property that is independently or subsequently
developed outside the established company (and therefore is the
property of the new venture). Issues can also arise if employees from the
established company leave to join the new venture. If the new venture

is successful, especially within the product arena of the prior company,
litigation may arise between the two companies.

2.2.5 Overlooked Asset in Existing Company Prompts New
Venture. Entrepreneurs sometimes identify an existing asset within an
established company that has fallen out of favour with that company’s
management. Following are two examples from the Executive Cases:
(1) ResMed (1989 Australia restart) had its genesis in the 1986 acquisition
by Baxter International of the technology patents related to sleep
apnoea from an Australian medical researcher (Colin Sullivan). Peter
Farrell, the founder of ResMed and the person who negotiated the
patent acquisition by Baxter International, gave the following as one of
his dark moments, “Baxter’s lack of commitment to the sleep-disorder
breathing market opportunity after its purchase of the Sullivan patents.
| became increasingly disillusioned with Baxter placing such low priority
on this opportunity.” Farrell then negotiated to acquire the patents from
Baxter and quickly established ResMed. This company is now one of
the two global leaders in sleep apnoea products, with 2009 revenues
of over US$ 900 million and net income of over US$ 140 million; (2)
Doug Bergeron, CEO of Verifone (2001 US restart from Hewlett-Packard),
is an excellent example of exploiting a neglected asset within an
established company. He commented, “One of the classic textbook
tactics of finding undervalued assets is to look at divisions within
companies that have had a CEO change.”

2.2.6 Accidental Opportunity or Unplanned Event Prompts New
Venture. Sometimes an opportunity accidentally presents itself or an
unplanned event occurs that “lights a bulb” for a new venture. lcebreaker
(1995 New Zealand start-up) is an example of the accidental

opportunity. Jeremy Moon, its founder, first became aware of the
product opportunity in merino wool clothing through a chance encounter
with a New Zealand Merino wool farmer. Pierre Omidyar’s “light-bulb
moment” for the genesis of eBay (1995 US start-up) illustrates how
unexpected feedback from the market can reveal the potential for a
larger market than previously envisioned. Prior to eBay, Omidyar had set
up an online marketplace called Auction Web. He commented, “When

| first came up with the idea for what | originally called Auction Web,
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it was really an experiment. | didn’t necessarily begin with the goal of
starting an online trading company.” Omidyar tested his new auction
website by posting a broken laser pointer, which he was about to throw
away. To his surprise, a collector bought it for US$ 14.83. This response
led Omidyar to think that there might be many buyers for such items.

2.2.7 Desire to Run an Independent Business
Prompts New Venture

A. General. Many entrepreneurs stress the importance of being
passionate about the business idea to be pursued. In some cases,
however, the passion for managing a new venture comes first, and
the specific business idea comes later.

B. Added Desire to Work With Friends or Family. There are multiple
examples of the desire to work with friends or family when forming a
new venture in the Executive Cases. (1) Tiny Prints (2003 US start-up)
began as an online company “specializing in unique baby stationery.”

It is now an “online retailer of stylish designs for every occasion.”
Co-founder Laura Ching described the company’s genesis as follows:
“In 2003, we got hit by the entrepreneurial bug after spending over three
years in corporate America post business school. We were really
drawn to the idea of starting a company together as friends and had
big dreams about building something great. For over six months,

Ed (Han, the co-founder), Kelly (Berger) and |, along with a small group
of friends would meet over Baja Fresh burritos every Wednesday night
in search of a winning business idea. Around this time, Ed and his wife
Polly were preparing to welcome their first baby into the world and

had gone through the painful experience of finding a suitable birth
announcement. The selection was poor and the ordering process was
extremely cumbersome. We knew there were huge innovation
opportunities in this space.” (2) Co-founder Guillermo Oropeza stated
about DocSolutions (2001 Mexico start-up), “All we knew from the
start was that we wanted to build a business, but we didn’t know what
type.” This was a family start-up. (3) Richard Reed of Innocent (1999
United Kingdom start-up) noted that, “the three founders had known
each other for seven years” before they started planning in 1998.

“We knew each other’s strengths and weaknesses.” The company’s
journey has deepened their friendship and mutual respect. All three
remain as co-CEOs after 12 years.

C. Challenges of Friends and Family Ventures. Multiple entrepreneurs
from the Executive Cases stressed the downside of “friends or family
going into business together.” They gave off-the-record comments
about “friends quickly becoming ex-friends” and the difficult challenges
of negotiating a friend’s employment terms (e.g. salary, bonus, or exit
package) in a hard-nosed business way. Guillermo Oropeza of

Global Entrepreneurship and the Successful Growth Strategies of Early-Stage Companies



BOX 2-1
A SKI WEEKEND IN DAVOS PROMPTS THREE FRIENDS TO COMMIT TO GOING
INTO BUSINESS TOGETHER OR STOP TALKING ABOUT IT:
Innocent (1999 United Kingdom start-up) Co-founder Richard Reed describes
the journey to their smoothie product launch.

Launched in 1999, Innocent by 2003 became the number one smoothie in the market in the United Kingdom. Distinctive features
include its exclusive reliance on fresh fruit rather than concentrates and its innovative marketing. Richard Reed, co-founder of Innocent
(initially called Fresh Trading) gave the following background: “The three founders (Adam Balon, Jonathon Wright and I) had talked
many times over the prior seven years, including our years at Cambridge University, about going into business with each other. At a
1998 skiing weekend in Davos, the three of us agreed to either to make a final serious attempt to see if this was possible, or to stop
the talking about that dream. We looked at three specific ideas after rejecting a marketing consulting company. One factor we agreed
on to guide any choices was that we wanted a venture that ‘makes life easier and better for people’. Our first idea was the amazing
electronic bath that fills itself to a pre-designated level and temperature. It was a terrible idea — mixing water and electricity was going
to make lives shorter rather than better. Our second idea was to rid the world of door keys and replace them with automatic cards.
Our third idea was the fresh fruit smoothie concept. As three 26 year olds living in London we were all too aware of the downside of
urban living— where it's so easy to eat too much pizza, drink too much beer, and not take care of yourself. Innocent was born out of
our desire to assist people to live a healthy life. Our early steps before leaving our day jobs involved some basic market tests. A very
memorable one was at the August 1998 Jazz on the Green Festival held in London. We sold smoothies that day based on fresh fruit
we squeezed. The feedback was great and that encouraged us to go further.” Five years later Innocent was the number one smoothie
in the market in the United Kingdom. Revenues in 2009 were £ 113 million.

DocSolutions noted the stresses that arise when family members go into
business together. He gave the following response to a question about
dark moments in the company’s history: “At the beginning it seemed

like it would take forever to reach the break-even point. There was a lot
of anguish initially with our family having to put more and more money
[into the venture].”

D. Desire to Avoid Working in a Larger Company. One expressed
motivation for starting a new venture was to avoid working in a large
company. Victoria Livschitz, founder of Grid Dynamics (2006 US/
Russia start-up), is one such example: “I had a growing dissatisfaction
working within a larger company (Sun Microsystems). | would always
have to be selling my ideas to some big suits. When you cannot get the
mother ship to do what is right, you have to do one of two things — put
up or shut up. So, at the age of 35, | founded Grid Dynamics.” The
management team of Technisys (1996 Argentina start-up) also included
co-founders with this motivation: “One of the co-founders was

inspired to think of working in his own company rather than for a large
company like IBM.”

Global Entrepreneurship and the Successful Growth Strategies of Early-Stage Companies

2.3 Shifts In Strategy or Business Model the Norm

2.3.1 General. Opportunity, risk and uncertainty are three characteristics
of all new ventures, especially those whose founders have high growth
expectations. In multiple Executive Cases, the evolving venture proved
over time to be different — in some cases very different — from that
planned at the outset. Some of the reasons for shifts in strategy or
tactics in a new venture are discussed in the following subsections.

2.3.2 Major new opportunity arises. Sometimes a new opportunity
arises that either did not exist at the start of the new venture or was
not recognized at that time. Box 2-2 illustrates that a key reason that
Baidu (1999 China start-up) made a major strategy shift during

its first two years was the emerging awareness of the “paid search”
market opportunity.
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the market and users with the best search technology and service.”

BOX 2-2
BAIDU QUICKLY REPOSITIONS ITSELF FROM BACK-END SEARCH TO FRONT-END BRANDED SERVICE:
Co-founder, Chairman, and CEO Robin Li describes
Baidu’s (1999 China start-up) rapid strategy shift and its prompts.

Robin Li, co-founder of Baidu, graduated from Peking University and SUNY-Buffalo in the US in computer science. In the mid-1990s,
he then worked in several US companies in the search engine area — first at IDD Information Services/Dow Jones, and then at Infoseek
(an early leading Internet search company). During this time, he filed a patent on an Internet search algorithm. Li returned to China in
1999 to co-found Baidu. In its first two years, Baidu underwent a dramatic shift in its strategy. One prompt was to take advantage of
a new opportunity (paid search). A second prompt was the changed environment post-2000. Li commented: “Baidu’s transformation
phase between 2000 and 2001 left a strong impression on many. At the time, our business model mostly aimed at providing
mainstream websites with search technology services — providing ‘powered by’ services for portals for which we received service fees
— without promoting Baidu as an independent brand. After the burst of the Internet bubble, mainstream websites no longer wanted

to invest further in search technology. In the summer of 2001, we decided that it was time for Baidu to undergo a major transformation.
Because we believed in the viability of the paid search business models that had emerged in the US (from Overture), we made the
decision to elevate Baidu from a back-end search service to a front-end standalone service with a strong brand. This was risky, of
course, because the major portal players would stop working with Baidu. But it was clear to us then that (1) the Internet would grow
in China quickly, (2) search would be a pivotal area benefiting from growth in all sectors of the Internet, and (3) there was an almost
endless supply of small and medium enterprises that were our potential customer base. In other words, there was tremendous growth
potential in this business. And more importantly, we could do a better job than anyone else.” Since 2001, Baidu has combined its dual
strategy of technology innovation and brand building to become the dominant search engine company in China. Li attributes its
success to two key areas: “The major reason for Baidu’s success has been its focus. We have never wavered in our determination

to focus on search. The second reason is technological innovation. Baidu has constantly increased investments in research and
development. We never dared to relax in the search technology front. Rather, the company has always worked hard towards providing

2.3.3 Existing Strategy Fails

A. Discovery ventures. For several of the strategies outlined in Section
1 of this report, failure has a reasonably clear meaning. For discovery
ventures, key signals can indicate with high probability that a change in
strategy (or tactics) is necessary or the venture should be terminated.
The continuing failure of a developmental, research-based drug throughout
multiple trials presents accumulating evidence that the current research
direction should be deemed a failure. A wildcat oil drilling venture that
continues to have a sequence of dry holes likewise accumulates
evidence over time of a failed strategy. Discovery ventures typically do
not fail with regard to market value creation or adoption. If a drug is
found that reduces breast cancer, or if a major oil field is discovered,
there likely will be a readily available market.

B. New product ventures. Section 1 of this report discussed the
following two product-related strategies: new product in a new category
and new product in an existing category. Although they may be viewed
as opposite ends of a spectrum, what they have in common is the need
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for the new product to demonstrate market acceptance at a reasonable
price. Developing early reliable indicators about the size of the
opportunity for the potential new product opportunity and about the
factors that will affect the timing and magnitude of that opportunity is
pivotal to resource allocation in these ventures. Knowing what is and is
not working, and why, at the earliest possible date is extremely valuable
information for any company. It is especially valuable for an early-stage
company, which typically has much less capacity to cope with major
product failures than more established companies.

C. Ventures experiencing a major market shift. A major market shift
can make any venture’s strategy no longer viable. The Executive Cases
include multiple examples of companies for which shifts in market forces
around 2000 (the burst of the dot-com bubble) made their then-existing
strategy unviable going forward. Keynote Systems (1995 US start-up)
was founded to provide on-demand test and measurement software for
companies building their Internet strategy. Umang Gupta, the chairman
and CEO of Keynote, stated, “The first five years was clearly riding the
Internet wave. Every large company on the face of this planet was coming
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up with an Internet strategy, so the demand for what we had was just
absolutely phenomenal. The second five years we were surviving the
tsunami. We had to find new customers to replace the old customers.”
Box 2-3 gives details of the Norkom (1998 Ireland start-up) experience.
From 1998 to 2000, the company had annual “revenue growth rates
running at 200+%” and received very favourable press. In June 2001,
following a 12-week evaporation of the company’s business, Norkom’s
board of directors gave the management team one weekend to come
up with a new strategy that would keep the company out of bankruptcy
or, failing that, the board would put the company into receivership.

BOX 2-3
WHEN PLAN A FAILS, WHAT NEXT?
DEMISE OR REINVENTION?
Co-founder and CEO Paul Kerley of Norkom
(1998 Ireland start-up) describes the backdrop
to the weekend that led to its reinvention.

Norkom first raised external funding in June 1999. Three
further rounds were raised in the December 1999 to September
2000 period. Norkom’s era one product focus was using
artificial intelligence to automate white collar decision-making.
The targeted sectors were financial services and
telecommunications. Revenue growth rates in their early years
from 1998 to 2000 were running at 200%+ and they had a
high cash burn rate. Kerley described the rapid change in

late 2000 as follows: “The markets stopped funding most 3G
license build-outs and 40% of our business evaporated within
12 weeks. Large contracts that were supposed to be signed
in May were delayed. There was a collapse in confidence.

At a key board meeting in June 2001 the management was
given the weekend to come up with a plan that was backable
and would stop the business from being liquidated or they
would put it into receivership.” Management came up with a
plan. Norkom’s era two focus would be on providing financial
crime and compliance software to the global financial services
industry. Although their revenue growth rates since 2002 in
era two have been dramatically lower than the 200%+ in era
one, they have successfully reinvented themselves and have
been consistently profitable. Norkom went public with an IPO
on the Irish and London Stock Exchanges in June 2006.

The growth accelerators in era two include new accelerators
not previously pivotal in era one. Kerley stated: “The drivers for
growth now come from the increased volume of sophisticated
criminal attacks on the financial institutions together with the
increased introduction and enforcement of regulatory legislation.”

Global Entrepreneurship and the Successful Growth Strategies of Early-Stage Companies

D. Idea transfer or transplant ventures. These ventures may require
a sizeable shift in strategy whenever the new deployment area has its

own features that are distinct from those of the original deployment area.

The phrase “cut and paste ventures” is sometimes used in a pejorative
way to describe efforts to take successful venture ideas from one
geography and mechanically apply them elsewhere. Successful companies
following a transplant strategy invariably make major shifts in strategy,
or at least in tactics, in their early years. The experience of Ctrip (1999
China start-up) is instructive. The 1990s saw the establishment in the
US of several high-profile, online, travel companies (e.g. Expedia, Orbitz,
Priceline, and Travelocity). Very quickly, similar ventures were brought

to the drawing boards in other countries. Qi Ji, a co-founder of Ctrip,
noted, “Initially we founders of Ctrip wanted to establish a full-service,
online travel agency to provide transparent packages. At the early stage
of operation, we recognized that hotel reservations were the most
profitable area and didn’t require delivery and logistics. In addition, the
eBusiness environment with an online payment system turned out to

be a complicated issue in China at that time. Hence, about six to eight
months into the operation, we converted the online travel agency into a
hotel-reservation focused company, in order to pioneer the business-to-
consumer model in this industry in China. Five to six years later, when
the company reached the number one hotel booking position in China,
we went back to the original idea and started to move the company into
a full service agent.” Had Ctrip stayed with its pure online strategy, it
probably would be much less a presence in the Chinese travel industry
than it is today.

Failure to make localization adjustments can also be a growth inhibitor
to idea transfer or transplant ventures. An extreme example is the

failed early strategy of eBay (1995 US start-up) in China. The company
acquired Eachnet (progressing from 33% ownership in 2002 to 100%
in 2003), which had a 70% market share in China in 2003. Then eBay
moved the Chinese company onto its own US trading platform for
buyers and sellers, in part to build global economies of scale. The result
was that eBay reduced its localization in China. Matt Bannick, an eBay
veteran, stated, “We made the mistake. \We were no longer a Chinese
firm but now an American firm in China. Being perceived as a 100%
American firm in China brings a host of issues that do not help grow the
business. We would have been better off with a Chinese platform and
product that was separate from that of eBay.” By 2007, eBay had less
than 10% of the Chinese market. In a contrasting case, Taobao (2003
China start-up), a highly local Chinese rival of eBay, had an astonishing
80+% market share in 2007.

E. Examples of successful linear strategies over time. Many
commentators, especially those concentrating on high-tech
entrepreneurship ventures, take major changes in the strategy of new
ventures as a given. Although admittedly in the minority, some founders
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or early executives from multiple Executives Cases describe their current
strategy as linear with respect to the company’s initial plan. Ventures
that require a sizeable infrastructure and long planning times have, not
surprisingly, linear strategies. Fortescue Metals (2003 Australia start-up)
raised over AU$ 3 billion to build a production mine, a railroad and a
port to take iron ore, which otherwise would have been “stranded”, to
global markets. If the market for iron ore had collapsed in a short time
frame, there was no alternative use for the railroad or the port. Although
the strategy succeeded in a linear fashion, it still had many obstacles to
overcome. Andrew Forrest, the founder of Fortescue, stressed his
“never say die” attitude and stated that his “resolve to realize our
dreams and an unwavering belief in the fundamentals that underpinned
Fortescue’s project were integral to overcoming some of those

initial setbacks.”

Many entrepreneurs in the Executive Studies stressed that while they
believed they had stayed true to their initial strategy, there were always
extensions, refinements or adaptations. Examples include Globant
(2002 Argentina start-up), Pharmacy 1 (2001 Jordan start-up), and
ResMed (1990 Australia start-up). What can happen with such ventures
is that the vision or aspiration about the growth opportunity can expand
as early years of success continue. In nine years, Amjad Aryan has built
the largest pharmaceutical chain in Jordan. He states, “The original plan
was to open 10 pharmacies in Jordan; today we have 47 outlets and
plans to open 13 new branches by the end of 2011. In Saudi Arabia,
we were initially aiming for a gradual growth: open one outlet, then add
one more, and so on. Our plans now are to roll out five new outlets

by the end of 2010 and 50 outlets in 2011.” Pharmacy 1 may be

linear in its rollout strategy, but it certainly is not linear in its aspiration
levels over time.

2.4 Growth Accelerators

2.4.1 General. Each of the 70 Executive Cases includes quotations
on the major growth accelerators for that company. The accelerators
mentioned in cases were coded using a set of 16 categories previously
developed by members of the project team for company field research’.
The total number of mentions in each coded category was expressed
as a percentage of the total number of mentions across all categories,
and the results are shown in Exhibit 2-2. Panel A of Exhibit 2-2 shows
the top five categories as ranked by each of three regions (Americas,
23 companies; Europe/Middle East/Africa (EMEA), 26 companies; and
Asia-Pacific, 21 companies) and the total for each category.
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2.4.2 Market Opportunity, Customers and Competitors. As shown
in Exhibit 2-2, this category ranks (1) first overall (17.7% of all mentions),
(2) first in the Americas (19.1%) and EMEA (18.0%), and (3) second

in Asia-Pacific (14.6%). There are several variants in this category, as
discussed below.

A. External forces. Bill Gates noted that two related broad forces
facilitated the development by Microsoft (1975 US start-up) of
“software that was increasingly easy to use and more powerful:”

(1) “microprocessors [becoming] more and more powerful very rapidly”
and (2) “a new kind of computer that was affordable, adaptable and
personal.” RNT (2005 Russia start-up), which developed telematic
systems that are used as an application on mobile phones, benefited
from the rapid growth in the mobile phone market. The company’s
entrepreneur said, “More clients have been able to afford the mobile

phone services.”

B. Lighthouse or signature customer. These major customers can
both validate the product offering and make it easier to sign up
subsequent customers. Two Argentinean companies cited this factor
in their growth. An entrepreneur of Globant (2003 Argentina start-up)
stated, “We grew with the likes of EMC, Google, Sabre, and Electronic
Arts. After we got Google, we didn’t have to explain ourselves
anymore.” Technisys (1996 Argentina start-up) noted that an additional
benefit came from having Deutsche Bank Argentina as its first client.
An entrepreneur from the company commented, “It was a major
lighthouse customer. We also benefited greatly by the rigorous due
diligence that Deutsche Bank out of New York required us to go through
as part of the bidding process. It gave us more industrial strength.”
The relationship of IONA (1991 Ireland start-up) with Sun Microsystems
expanded (1) from a customer, (2) to a partnership, and then (3) to
Sun’s becoming a 25% investor in IONA. Co-founder and CEO Chris
Horn noted, “At the time Sun was in discussions with us, we had been
approached by Motorola who wanted to use our products. They were
reluctant to buy such a major programme from us because of our

very weak balance sheet. When we were able (under a nondisclosure
agreement) to disclose the likely Sun investment and they confirmed
the investment directly with the Sun CEQO, then the situation changed
overnight, and Motorola purchased.”
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EXHIBIT 2-2:
REGIONAL RANKING AND OVERALL RANKING OF THE TOP 5 GROWTH ACCELERATORS,
GROWTH CHALLENGES AND DARK MOMENTS: RANKED BY PERCENT FREQUENCY OF MENTIONS
FOR CATEGORY RELATIVE TO TOTAL MENTIONS FOR ALL CATEGORIES

PANEL A: TOP 5 GROWTH ACCELERATORS

Americas EMEA Asia-Pacific Overall
1. Market Opportunity i 19.1% 1. Market Opportunity i 18.0% 1. Marketing / Branding i 16.7% 1. Market Opportunity i 17.7%
2. H.R./ People L 17.5% 2. Products L 141% 2. Market Opportunity | 14.6% 2. H.R./ People C141%
2. Products i 17.5% 3. H.R./ People i 12.8% 3. H.R./ People i 12.5% 3. Products i 13.6%
4. Marketing / Branding § 7.9% 4.R&D § 9.0% 4. Sales § 10.4% 4. Marketing / Branding i 10.9%
4. Partner / Leverage % 7.9% 4. Marketing / Branding % 9.0% 5. Strategy % 8.3% 5.R&D 3 7.8%

3 3 5. Products | 8.3% 3

‘ ‘ 5.R&D ‘ 8.3% ‘

PANEL B: TOP 5 GROWTH CHALLENGES

Americas EMEA Asia-Pacific Overall
1. H.R./ People i 22.8% 1. H.R. / People i 28.3% 1. H.R. / People i 25.5% 1. H.R. / People i 25.6%
2. Operations Mgt. 3 12.3% 2. Market Opportunity 3 13.3% 2. Top Mgt. / Board 3 14.9% 2. Market Opportunity 3 18.1%
2. Market Opportunity i 12.3% 3. Operations Mgt. i 11.7% 2. Market Opportunity i 14.9% 3. Financing / Liq. i 10.7%
4. Products § 10.5% 4, Financing / Liq. § 8.3% 2. Financing / Liq. § 14.9% 4. Operations Mgt. i 9.5%
5. Financing / Liq. § 8.8% 5. Top Mgt. / Board % 6.7% 5. Econ. Environment 3 8.5% 5. Top Mgt. / Board 3 7.7%

i 5. Reg. / Gov. Tax | 67% } }

PANEL C: TOP 5 DARK MOMENTS

Americas EMEA Asia-Pacific Overall
1. H.R. / People i 15.8% 1. Market Opportunity i 20.0% 1. Top Mgt. / Board i 20.6% 1. Financing / Liq. i 16.4%
1. Financing / Liq. i 15.8% 2. Financing / Liq. 3 16.7% 2. Financing / Liq. 3 17.7% 2. Market Opportunity 3 14.4%
1. Market Opportunity i 15.8% 3. Econ. Environment i 13.3% 2. Econ. Environment i 17.7% 2. Econ. Environment 3 14.4%
4. M&A § 10.5% 4. H.R./ People § 10% 4. Market Opportunity § 8.8% 4. Top Mgt. / Board i 12.5%
5. Econ. Environment § 10.5% 4, Top Mgt. / Board § 10% 4. Reg. / Gov. Tax § 8.8% 5. H.R./ People § 11.5%

4.Cap Mkt./Fin.Rep | 10%
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EXHIBIT 2-3:
GROWTH ACCELERATOR CATEGORIES IDENTIFIED IN EXECUTIVE CASES:
CATEGORIES RANKED IN ORDER OF FREQUENCY MENTIONED

1. Market Opportunity/Customers/Competitors (17.7%)

e ARM Holdings (1990 United Kingdom start-up) Warren East, CEO: “It was clear mobile phones were going to be a big opportunity
and the ARM design which features low power consumption was the technical hook to market to these partners/customers. The first
Nokia phone with the ARM technology shipped before the IPO in 1998. It was a very big volume opportunity.”

¢ Tiny Prints (2003 US start-up) Laura Ching, co-founder and chief merchandising officer: “We have invested a significant amount
of time in ensuring that we offer fanatical customer service, so that our people and our relationships with our customers continue to
be a point of differentiation.”

2. Human Resources/People/Organization Culture (14.1%)

e Scribd (2007 US start-up) Trip Adler, co-founder and CEQ: “Hiring great engineers accelerated our growth. Building a great product
and making changes quickly requires amazing engineers to make this happen. The difference between a good and a great engineer is
enormous, so we worked hard to attract the best talent and create an engineering-focused culture.”

3. Product/Services/After-Sales (13.6%)

e Check Point Software Technologies (1993 Israel start-up) Gil Shwed, co-founder, CEO and chairman: “Our business model focused
on making the software extremely easy to understand and use. Software, like our initial firewall product, usually sold in a complicated
transaction and took many weeks to complete. Our software fits on one 1.4 MB diskette, with installation that takes less than 10 minutes,
and a graphical user interface that is easy to understand.”

4. Marketing/Branding (10.9%)

e Atlassian (2002 Australia start-up) Scott Farquhar co-founder and co-CEQ: “The way we used online advertising was important to us. We
were very, very early adopting Google AdWords when they were five cents per click. So, you spend five cents to easily acquire a customer
which totalled US$ 10,000. We quickly gained traction and didn’t spend a lot on it. If we were smart, we would have spent much more.”

5. Research & Development/New Product Development (7.8%)

e NetLogic Microsystems (1997 US) Ron Jankov, president and CEO: “We bet everything on designing the most innovative and highest
performance products. We have always ploughed a big portion of our profits back into R&D; our R&D as a percentage of sales at 30%
is one of the highest in Silicon Valley.”

6. Operations Managements/Systems (6.8%)

7. Partnerships/Inter-Company Leveraging (5.7%)

8. Strategy/Planning (5.2%)

9. Sales/Distribution (4.7%)

10. (AEQ) Top Management/Board (3.7%)

11. (AEQ) Acquisitions/Mergers (3.7 %)

(AEQ - equal rank)
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2.4.3 Summary of Growth Accelerators

A. Rankings. Exhibit 2-3 provides further examples of growth
accelerators in each of the five top-ranked categories as well as the
names of the sixth through tenth-ranked categories. This exhibit and
quotations cited in Subsection 2.4.2 are illustrative of the many rich
comments about individual accelerators in the 70 Executive Cases.

It is important for the management of a start-up to identify the key
accelerators for growth and other company objectives. They then can
prioritize company resources so that the activities that facilitate these
accelerators operate in an effective and efficient way. The type and
importance of individual growth accelerators likely will change over time
for individual companies.

B. Differences among companies. There is a significant difference
across the individual 70 Executive Cases in the growth accelerators
each company cites and ranks. A mechanical approach of assuming
that the same set of accelerators inevitably applies from company to
company is misdirected. It is essential to conduct the analysis at the
individual company level, taking into account its competitive situation,
its internal capabilities, the chosen growth and other objectives.

2.5 Growth Challenges

2.5.1 General. Panel B of Exhibit 2-2 presents the ranking of the top
five growth-challenge categories by region and overall. Exhibit 2-4
provides individual quotations relating to the top five overall categories.
The Human Resources/People/Organization Culture category with
25.6 % of all mentions is by far the dominant one. It is first in each of
the three regions: Americas (22.8%), EMEA (28.3%), and Asia-Pacific
(25.5%). Examples of subcategories in this area are discussed in the
following subsections.

2.5.2 Organizational Structure. Gil Shwed, CEO of Check Point
Software Technologies (1993 Israel start-up), noted, “The biggest
challenges were around creating the right organizational structure.

We needed to build every function of the company, create a global
company, and recruit many people, all while operating at a very high
pace.” Shwed’s approach was to delay hiring until the right person
signed on: “While we needed to hire the best talent possible from all
over the world, the founders had to do every job until we got the right
person in place. While the three founders did not have much experience
in sales and marketing, we spent the years from 1994 to 1997 almost
exclusively travelling the world and building our sales and marketing
organization. Only in 1999 can | say we reached a stable organizational
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structure with all the relevant people in place.” This approach to building
out the organization can place great strains on the senior management
team, especially if the company either is born global (as with Check
Point, coming from Israel) or very quickly expands its global footprint.

2.5.3 Changing the Management Team

A. Fast pace with little infrastructure. The management team

of a rapidly growing start-up company is not the place for every
executive. Relative to larger companies, there is typically less infrastructure
to support management team members. Moreover, amenities such as
business class travel may be minimal, and functional boundaries

may be ill-defined. The pace of change in a fast-growing company can
be very high, which itself can place strains on an organization. Scott
Farguhar, co-founder and co-CEO of Atlassian (2002 Australia start-up),
noted the high turnover in the company’s management team: “We've
evolved the management team a full cycle. We're in version two of every
(non-CEO) person in the key roles. When you have a US$ 2 million
business, and two years later you're a US$ 15 million business, the
challenges are very, very different. We have replaced the entire
management team. That’s challenging.”

B. Executive hired from large company. Multiple people who were
interviewed gave anecdotes about poor outcomes when executives
came from large, well-resourced companies take responsibilities for key
functions in a fast-growing young company. One person, who lasted
three months, was described as “a cultural misfit who, before joining us,
had never turned right when entering an airplane. He missed his PA.
We decided that it was better for us and for him to move him on.

It actually was a very costly three months for both sides.” As with many
areas of early-stage company analysis, such an anecdote should not
mean a moratorium on such hires by young companies. However,
hiring a large-company executive for an early-stage company is a
red-flag area.

2.5.4 Capability to Evaluate Human Capital. Companies with extreme
growth quickly expand beyond the capacity of the top management
team to be involved in a detailed way with each individual hiring and
firing. Genpact (1997 India captive start-up) began within General
Electric as an India-based finance processing centre that operated

with a large amount of autonomy. In 2004, it became an independently
owned company when two private equity groups bought (in aggregate)
a 60% ownership stake from General Electric. Pramod Bhasin, founding
CEQ described Genpact’s approach to building a low-turnover,
high-quality labour force: “Our attrition is half the industry average, and
we pay average. And that’s vital for customer satisfaction. Otherwise,
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EXHIBIT 2-4:
GROWTH CHALLENGE CATEGORIES IDENTIFIED IN EXECUTIVE CASES:
CATEGORIES RANKED IN ORDER OF FREQUENCY MENTIONED

1. Human Resources/People/Organization Culture (25.6%)

e Grid Dynamics (2006 US and Russia start-up) Victoria Livschitz, founder and CEO: “Grid Dynamics is like an iceberg where 10% of its
body mass is observable to most of our customers. Many of the real brains are in Russia. Building a multinational so that we all operate
with the same values requires constant attention.”

e Technisys (1996 Argentina start-up) Miguel Santos, co-founder and CEO: “Major challenge was attracting and retaining talented people.
We are better at this for technical people than for the business side. We failed big time on one of our first senior management hires.
He came from a major technology company. Great resume. He did not understand and did not want to understand our start-up culture.
We learned that a hiring with a bad outcome can not only freeze you but set you back.”

2. Market Opportunity/Customers/Competitors (13.1%)

e VERITAS (1989 US restart) Mark Leslie, CEO: “When we first went public in 1993, | would ask people to write research on VERITAS,
and they would say we don’t have a storage management software segment, so we can’t cover you. We defined the segment. By the
time | left as CEO in 2000, there were 500 start-ups in storage management software.”

3. Company Financing And Liquidity (10.7%)

e Macromill (2000 Japan start-up) Yasunorki Fukuha, co-founder and EVP: “Just after establishing Macromill, nobody wanted to invest
in our company. The IT bubble collapsed at that time. We spent endless management time to visit potential investors, until we found a
corporate investor.”

4. Operations Management/Systems (9.5 %)

e eBay (1995 US start-up) Brad Handler, first in-house counsel for eBay: “The site outages were a huge problem for eBay. The core issue
was the failure to properly plan for the hyper-growth of the site. As long as the site was functioning, it was easy to ignore the engineering
team'’s pleas that the site was running on Band Aids and fumes.”

5. Top Management/Board (7.7%)

e China Lodging Group (2005 China start-up) Qi Ji, founder and executive chairman: “Major challenge is managing my own aspirations and
limitations. We transitioned successfully from a smaller company managed by a legendary entrepreneur and founder, to a larger company
managed by a professional management team. It is much hard than you think. Especially in China, where a CEO is considered to be God.”

6. (AEQ) Product/Service/After-Sales (4.8%)

6. (AEQ) Macro-Economic Environment (4.8%)

7. Government/Regulatory/Taxation (4.2%)

8. (AEQ) Research & Development/New Product Development (3.7 %)

8. (AEQ) Marketing/Branding (3.7 %)

8. (AEQ) Capital Markets/Financial Reporting (3.7%)

(AEQ - equal rank)

40 World Economic Forum Global Entrepreneurship and the Successful Growth Strategies of Early-Stage Companies



I’'m training up somebody in the supply chain every nine months. We
can’t do it. We basically dealt with hiring, not as HR, but as operations.
Core operations. It's our supply chain. So we dealt with it and built it
with that kind of rigor. We have 27 branch offices spread across India
where we hire people.” Bhasin emphasized the importance of quickly
exiting people who are not working out, even when high growth is
placing strains on adding headcount. He said, “Figuring out how to
weed them out early was a very vital part, so we didn’t waste training
time on them.” Started in 1997, Genpact had over 15,000 employees in
2003; 26,000 in 2006; and 38,000 in 2009. Reflecting on the extreme
growth rates in the early days, Bhasin noted, “The early explosive
growth frankly was too hard. And too fast. We were just pumping things
through as fast as we could. It was sardine land at times in our
operations. However, you want that energy in a pioneering effort.”

2.5.5 Challenge of Maintaining Company Culture with Rapid
Growth. Multiple companies stressed the strains placed on maintaining
a company culture either when there is a rapid increase in headcount or
when companies grow with locations in different geographies. Box 2-4
illustrates how one company makes this challenge a central one in their
human resources decision-making.

2.5.6 Small Companies with Large Companies as Customers

A. General. Relationships between small and large companies are
often at the extreme ends of a broad spectrum. At one end, they can
be a major accelerator for a start-up. The IONA relationship with Sun,
described in Subsection 2.4.2, was a major game changer for [ONA
in a strongly positive way. However, interviews with several small
companies revealed a very different end of the spectrum. These
included very dark moments at small companies associated with what
were viewed as “outrageous” or “obscene” demands by the larger
company, as discussed in the following subsections.

B. Difficulty of maintaining balance. Victoria Livschitz, co-founder
and CEO of Grid Dynamics (2006 US/Russia start-up) commented,
“Avoid the temptation when you are a small company of tying your
future to large companies like Oracle or Cisco. They require an
enormous amount of your energy and can drain you. They reorganize
frequently and you can lose all your relationships overnight. No matter
what the small company thinks about itself, you are not significant

to them.” Of interest is that Livschitz was a 10-year veteran of

Sun Microsystems prior to founding Grid Dynamics.
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BOX 2-4
WILL GROWTH EAT THE COMPANY CULTURE?
Borge Hald and Amy Pressman,
Co-founders of Medallia (1999 US start-up) take
proactive steps to maintain and build their
customer obsessed culture.

In 1999, Medallia sought to attract sizeable venture capital
financing for its customer experience management software
venture. Hald and Pressman, co-founders, noted: “To be
honest, when we first got started, we were drinking the
bubble ‘Kool-Aid’ along with everyone else in Silicon Valley.
We estimated that we would need a US$ 750, 000 seed
round followed within one year by a Series A of US$ 2 million.
The bubble burst before we were funded. Overnight, our
focus shifted from ‘Can we be the eBay of our space’ to
‘Will we be alive tomorrow?’” We saw only one near-term
option for funding: satisfied customers who continued to
buy from us. As a result, we focused on delivering to them
with fanatical zeal, channelling our resources into hiring top
engineering talent and top client services talent. Our mantra,
though unspoken, was ‘It's the customer experience, stupid’.”
Hald and Pressman have led Medallia on an upward growth
path since those early days. A major concern was
maintaining their customer obsessed culture. They noted:
“We have learned that culture is the dominant reason a
company fails or succeeds and that disciplined growth is
best. All our major challenges have involved resisting the urge
to cut corners on our traditional formula for success, most
notably in the hiring and firing practices that underpin our
culture. When we are growing rapidly, it's awfully hard not to
hire a really talented recruit who, though not quite a cultural
fit, might be ‘brought around” with the right training. It’s also
hard to let go of employees who can perform jobs well, even
though they may be toxic to the team. But to hire cultural
misfits, or refuse to fire them, is an assault on your culture.
Left unchecked, it always destroys the culture and, by
extension, the company and the growth it generates.”
Medallia has invested heavily in their disciplined recruiting
initiatives under the leadership of a People Officer.
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EXHIBIT 2-5:
DARK MOMENTS CATEGORIES IDENTIFIED IN EXECUTIVE CASES:
CATEGORIES RANKED IN ORDER OF FREQUENCY MENTIONED

1. Company Financing and Liquidity (16.4%)

e WPP (1985 % start-up) Sir Martin Sorrell, founder and CEQ: “The period from 1990 to 1992 presented the biggest challenge. People
would say we nearly went bankrupt. | overleveraged the company in 1989, and with the Ogilvy acquisition forgot that convertible
preferred stock in a recession becomes preferred stock. In those dark moments in 1991 and 1992, | never ever thought that we were
going to go down. Not even for one second.”

e GenPharm (1998 US and Netherlands start-up) Sam Colella, board member: “What was left in the US in 1995 (after a pulled IPO and
a lawsuit) was really a shrunk-down organization. At one point, we had about 70 people, but we had to scale that down to just nine
people. They were committed believers in what we were doing. We basically had to run things on a shoestring.”

2. (AEQ) Market Opportunity/Customers/Competitors (14.4%)

e Ctrip (1999 China start-up) James Liang, co-founder and chairman: “The SARS epidemic. Our sales dropped almost 90%. We faced a tough
situation of how to survive this period. We worked with our employees to implement a pay cut so that we did not have to lay off too many people.”

2. (AEQ) Macro-Economic Environment (14.4%)

e Kaspersky Lab (1997 Russia start-up) Natalya Kaspersky, co-founder and chairwomen: “The early years were the real ‘dark years’
— we needed everything from an office to international business expertise. In addition to this, in 1998, Russia went through a major
economic crisis. Most of our customers focused on covering their basic needs rather than spending on other goods. There was nearly
no demand for our product and nearly no chance for a small [T company to survive. The contract with a famous IT firm from Finland
was a lucky strike for us.”

3. Top Management/Board (12.5%)

e Suntech Power (2001 China start-up) Zhengrong Shi, founder, chairman and CEO: “Prior to IPO, management was in crisis. An important
member of the board of directors wanted to pursue an MBO — against all of the other directors’ wishes — without even notifying me. | saw
many things happening incorrectly and | could sense his motivations. Later on, the directors realized what he was trying to do, and
removed him from the board.”

4. Human Resources/People/Organization Culture (11.5%)

¢ IGN Entertainment (1999 US start-up) Mark Jung, co-founder, CEO and president: “Laying off the majority of your employees, especially
those that you have personally recruited, is not a task that | would wish on anyone. | will never forget the words of an employee who
said to me when | gave him layoff notification: ‘I’'ve stuck with you through thick and thin, have always been a believer and in return, you
shred me, and toss me into the street. Is this how you repay loyalty’?”

5. (AEQ) Capital Markets/Financial Reporting (4.8%)

5. (AEQ) Acquisitions/Mergers (4.8 %)

5. (AEQ) Government/Regulatory/Taxation (4.8%)

6. (AEQ) Operations Managements/Systems (3.9%)

6. (AEQ) Legal/Lawsuits (3.9%)

(AEQ - equal rank)
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C. Difficulty of maintaining control. The relationship between
Microsoft (1975 US start-up) and IBM in the 1980s had more

than its share of heartburn for the then much smaller Microsoft.
Consider the following quotations from the Microsoft Executive Case:

Dave Marquardt (first venture capital investor and long-time board
member of Microsoft): The first decade it was IBM that almost killed
us. | mean they were a great ‘angel’ in a way, but they also almost
killed us a few times. We were in a situation long before Windows
where we were totally at the behest of IBM. And IBM could have
crushed us on many occasions. They had huge demands on us and
sucked our resources. IBM was a large company and we were a
small company and every new code release would have to circulate
around to all these different divisions. It was very difficult to keep

our technical people motivated to serve the beast, as it were.

Mike Slade (Microsoft product and marketing executive, 1983-1990):
For most of the IBM relationship Steve (Ballmer) was just trying to
put out fires. When Windows 3.0 shipped, our tune began to shift
rapidly to Windows. We knew it was the right way to go. But, at the
same time, we had to figure out how to not get divorced from

IBM too quickly.

D. Aiming for a broad customer portfolio. The challenges of small
companies to maintain a productive ongoing relationship with a

much larger company have no time stamp on them. They existed 30
years ago, exist now, and will likely exist for some time into the future.
It is these difficulties that push many companies, as they grow

larger, to put a priority on building a broad portfolio of customers.
Unfortunately, early-stage companies in business-to-business settings
rarely have that luxury.
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2.6 Managing Through Dark Moments

2.6.1 General. The single question that generated the most animated
responses during interviews for the Executive Cases was: “Give
examples of dark moments or negative periods that your company or
you faced as part of your journey with the company.” Very rarely did
interviewees ask what we meant by a “dark moment.” Rather, with little
hesitation, many proceeded to give several examples that to them were
“dark.” Often there was vivid recall with precise detalils of the dates

and the parties involved. Panel C of Exhibit 2-2 provides the overall
ranking of the dark moment categories as well as the regional
breakdown. Relative to growth accelerators and growth challenges,
there is more heterogeneity across the regional rankings. Some
responses were at the company level and some at the individual level.
Exhibit 2-5 provides overall rankings of the 10 most-cited categories of
dark moments, with a company example for each of the top five.

2.6.2 Financing and Liquidity. Company financing and liquidity is the
most frequently cited category for dark moments in the overall sample,
at 16.4% of all mentions. Examples of responses are discussed in the
following subsections.

A. Inability to raise funding. MercadoLibre (1999 Argentina start-up)
raised US$ 7.6 million in its Series A round of financing in November
1999. At that time, the company was in a very high spending mode,
competing with a similarly high-financed competitor (DeRemate) for the
Latin American online auction market. Both companies were engaged

in the “idea transfer or transplant” strategy described in Section 1 of this
report. Unfortunately, the Latin American online auction market did not
evolve as quickly as either company had anticipated. By 2000 to 2001,
both companies were in need of another round of financing. Marcos
Galperin, co-founder and CEO of MercadoLibre, commented, “The
darkest moment we had to face was when NASDAQ crashed while we
were negotiating our second round of financing. There were moments of
great concern and tension because we needed capital to continue
operating, and many investors wanted to close the company.” The
company was able to arrange the second round, but it had to make
dramatic shifts in its operations to move rapidly to a positive cash flow
position. DeRemate presumably had its own super-dark moments as

it eventually shut down its operations.
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B. Inability to complete a planned IPO. GenPharm (1989 US/
Netherlands start-up) had several unsuccessful attempts to go public.
In February 1992, GenPharm filed for an IPO, but in April 1992, it
announced postponement of the IPO. Jonathan MacQuitty, the company’s
CEOQO, noted, “Essentially, the IPO window closed overnight for biotech
firms.” The cause was a major clinical setback suffered by a large
biotechnology company (Centocor). In early 1994, GenPharm again
planned to file for an IPO. However, days before its formal filing, a
competitor (Cell Genesys) filed a lawsuit charging GenPharm with
“having stolen a trade secret for inactivating a mouse gene.” This
derailed the IPO. (Several years later, Cell Genesys withdrew its lawsuit.)
MacQuitty had been counting on the 1994 IPO to infuse much-needed
cash into GenPharm’s research programme, which had been

making strong progress. He noted, “As a result of the (1994) lawsuit,
the company found it increasingly difficult to raise money or sign
additional R&D collaborations. This necessitated selling parts of the
business, renegotiating existing collaborations, relocating facilities, and
finally laying off 80 to 90% of the workforce.” Subsequently MacQuitty
navigated GenPharm being sold to Medarex (termed a trade sale),
albeit with the acquirer capturing much of the earlier rents created

by GenPharm.

44 World Economic Forum

C. Excessive pressure from debt. Exhibit 2-5 gives an example from
WPP (1985 United Kingdom start-up). From 1989 to 1995, WPP’s
annual report showed very high levels of reported total liabilities relative
to reported total assets (admittedly, for a service company, not a fulll
reflection of its underlying assets). Sir Martin Sorrell noted: “We ran into
severe trouble because | overleveraged the company in 1989.

The restructuring phase in 1991 and 1992 had two parts. The first was
the rescheduling of debt. The second was the debt-for-equity swap.
People would say we nearly went bankrupt.” However, he stressed that
while the 1990 to 1992 period “was a challenging time it was [also] a
very interesting time. The biggest test of companies, of people is in their
darkest moments, in their toughest moments. It’s not the easy times
that are the true test, it’s the difficult times.”

2.6.3 Going Global. For many companies, going global is an important
growth path. Increasingly, early-stage companies are adding a global
dimension to their architecture. However, the potential for dark
moments are expanded when a company goes beyond its own borders
in one or more areas, such as suppliers, partners, employees,
customers or adopters. Matt Bannick played a key role in eBay’s
international expansion. He gave the following example of a dark
moment in 2004 both for eBay and for an executive of its Indian subsidiary:
“Our head of the Indian website was arrested and placed in jail.

This arose when one of our sellers posted an item that the Indian
authorities perceived to be pornographic. This was a nightmare. They
held [our executive] personally responsible. We had to work intensively
at all levels to secure his release, which we did.” Box 2-5 provides
another going-global example of the difficult times that Karuturi Global
faced as it rapidly expanded its activities in Ethiopia and Kenya.
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BOX 2-5

GLOBAL GROWTH BRINGS BOTH OPPORTUNITIES AND CHALLENGES:
Ram and Anitha Karuturi expand Karuturi Global (1994 India start-up)
operations to Ethiopia and Kenya

Karuturi Global is one of the world’s largest cut-rose producers. The key move to achieving significant scale was the shift to the lower
cost regions of Ethiopia and Kenya. Revenues in the global expansion period are (in US$ millions):

2006 2007 2008 2009 2010
India $7 $ 8 $10 $ 11 $ 11
International $3 $15 $78 $ 89 $110

(in US$ millions)

and armed private security.”

Ram and Anitha cited the “move to Ethiopia followed by the acquisition of ‘Sher Agencies’ in Kenya” as a key to the major change
in their “vision.” Ram noted, “The biggest challenge for us was the business start-up in Ethiopia. We had to work with government
authorities to obtain the land, which includes understanding the country rules, policies and regulations. Above all, gaining the
confidence and acceptance of the localities proved to be cumbersome.” Two challenges with building this African growth
opportunity were described by Anitha: “(1) Hiring and relocating people into Africa. It was an immense task to convince good people
to work there. (2) Integration into Kenya. Local employees in Kenya initially found it difficult to accept us due to the poor image of
local Indian entrepreneurs, largely because of the local trading community. Our perseverance has helped us to gain the confidence
of the people.” Anitha described the following dark moment: “One of the difficult periods was during the Kenya riots when the

whole country was on fire and we were still getting into the saddle. We had to take bold initiatives, since we have 70% of our
employees stay in our colony. We dispatched flowers to the Airport in the middle of the night under the protection of the police

Global Entrepreneurship and the Successful Growth Strategies of Early-Stage Companies
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2.6.4 Emotional Roller Coaster. The following quotations highlight
(1) the enormous pressures on an entrepreneur and (2) the fact that the
individuals who take the entrepreneurial journey (often multiple times)
exhibit traits not regularly found in the general population.

Pierre Omidyar, founder of eBay (1995 US start-up): Being an
entrepreneur is a tough occupation. You have to believe in what
you’re doing, even when others are pointing out all the reasons why
your idea won'’t work. You have to develop a higher risk tolerance,
and be ready to find the lesson in each idea that doesn’t work.

Jeremy Moon of Icebreaker (1995 New Zealand start-up): It's very
confronting to start a new company, a new category and a new
product from scratch, especially when you’ve never done it

before. | had to work out how to get Icebreaker to work, even
when | felt like quitting.

Vinod Dham of Silicon Spice (1996 US start-up): As an entrepreneur
you have to have the DNA in you to not give up. | could have easily
given up on Silicon Spice and moved on to do something else.

This drive to succeed at any cost is part of every successful
entrepreneur | have worked with. You have to figure out whatever it
takes to make a success of the company.

Mark Jung of IGN Entertainment (1999 US start-up): Our market
capitalization peaked at over US$ 1 billion on our first day of trading
in 2000. Within two years, our market capitalization had fallen to
less than US$ 10 million. We survived out of sheer will and perseverance,
racing against the clock to raise revenue and reduce costs before
the cash ran out. We never gave up faith that we would right the
ship, stabilize and survive.
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Yasunori Fukuha of Macromill (2000 Japan start-up): In March 2000
the dotcom and IT bubble collapsed in Japan, which was the
equivalent to the ‘kiss of death’ for our company. We were
technically dead. However, entrepreneurs don’t give up easily.

Amjad Aryan of Pharmacy 1 (2001 Jordan start-up): The first three
years were very hard. Naysayers were all over the place, and
negative remarks were an everyday occurrence. There were times
where people around me did not only doubt the success of the
business but fought it wholeheartedly, driven by fear of change.

Victoria Livschitz of Grid Dynamics (2006 US/Russia start-up):
To start and build a company requires an incredible commitment
that takes all of you. This is both the most difficult thing that | have
ever done and also the most fulfilling. If you are absolutely driven
by the vision of creating unique value, of creating jobs, making
change, and making people’s lives better, you should go out and
start a company.

Character traits such as optimism, risk taking, adaptability, resilience,
determination, and the capacity to live with large amounts of
uncertainty appear to be over-represented, compared with the
general population, in the sample of entrepreneurs we engaged with
while preparing this report. B

' The 16 categories: 1. Top Management/Board related, 2. Human Resources/People/
Organization Culture related, 3. Strategy/Planning related, 4. Company Financing/Liquidity
related, 5. R&D/New Product Development related, 6. Products/Services/After-Sales related,
7. Operations Management/Systems related, 8.Market Opportunity/Customers/Competitors
related, 9. Marketing/Branding related, 10. Sales/Distribution related, 11. Partnership/
Inter-Company Leveraging related, 12.Capital Markets/Financial Reporting related,

13. Acquisitions/Mergers related, 14. Government/Regulatory/Political related,
15. Macro-Economic Environment related, and 16. Legal/Lawsuits related.
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APPENDIX 2-A EXHIBIT 1: THE EARLY-STAGE COMPANY ENTREPRENEUR’S ECO-SYSTEM

SALES / MARKETING »
PARTNERS “BACK-END” PARTNERS FINANCING PARTNERS

—Market Analysis
—Co-Marketing Partners
—Indirect Sales Partners
—International Partners

—R&D
—Product Trials
—Suppliers
—Manufacturing
—Outsourcing

—Own Wealth

—Friends and Family

—Individual Investors / Angels

—Professional Investment Firms
—Angels / VC's / PE

—Banks
—Lessors
—Financial Advisors / Inv. Banks
o / RN J
CUSTOMERS / ADOPTERS PROFESSIONAL ADVISORS
Role —Beta Testing —Business / Personal Network

—Market Validation
—Revenue Generation
Type —Large Companies
—Government Sector
—SME’s
—Early-Stage Coy’s
—Individuals

- J

MANAGEMENT TEAM /
EMPLOYEES

—Founding Team

—Executive Management Team
—Employees

—Subcontractors

\ J

EARLY-STAGE COMPANY
INFRASTRUCTURE

— Business / Society Attitudes
— Entrepreneurship
— Failure
—Faciltating Firms

Law / Accounting / HR etc.
— Funding Infrastructure
—Legal Infrastructure
—Legislation Enforcement

\ J

EARLY-STAGE

COMPANY

—Mentors
—Coaches
—Board of Directors
—Board of Advisors

. J

UNIVERSITIES /
INCUBATORS / IDEALABS

—Ildea Sources
—Talent Sources
—Resource Bases

. J

GOVERNMENT FAMILY & FRIENDS

—Assistance Programs

— Taxation

—Regulation / Deregulation
—Lobbying

—Lifestyle Issues

—Emotional Support
—Intellectual / Business Support
—Financial Support
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Section 3 - Early-Stage Company Growth and Decline: Creation and Destruction
Evidence for Revenues and Jobs from 10 Countries

Authors:
Antonio Davila, George Foster, Xiaobin He and Carlos Shimizu

This section presents evidence on key aspects of growth for a broad
cross section of early-stage companies. We examine the creation and
destruction of revenues and jobs by these companies in 10 countries.
The most extensive known database with information on the early years
of a company is ORBIS. This database includes both privately held as
well as publicly held companies from many countries and aggregates
local databases with employment and financial data from the individual
countries. Countries differ greatly in their regulatory mandates. In many
countries, there is minimal required public disclosure of financial and
other information for privately held companies. Countries like the US,
China, India and Australia fall in this category. In other countries,
privately held companies are required to regularly file information with
the government that is then made publicly available. This information

is of much interest to understanding the growth paths of early-stage
companies. Using the ORBIS database, we present evidence on
company growth for over 380,000 companies from 10 different countries

— eight European countries (United Kingdom, France, ltaly, Spain,
Belgium, Sweden, Norway and Finland) and two Asian countries (Japan
and South Korea). We will present data for the whole sample and at
times company data for two illustrative countries (United Kingdom and
South Korea). Appendices 3-A and 3-B provide further information on
ORBIS and the samples of companies we analyse (including their
general growth patterns in revenues and headcount).

The key takeaways from this Section include:

1. The growth path of many companies includes down years as well as
up years. Indeed, 42% of companies in their Year 2 to Year 5 era have
a combination of two up growth years and one down (negative) growth
year compared to 31% who have three up growth years. This finding
highlights that down years are to be expected and that managing
through these years so that a subsequent downward spiral does not
occur is a key aspect of early-stage company management.

2. There are net gains to the economy in both revenues and headcount
from companies in this early-stage company sector. This is a consistent
finding in all countries examined. However, underlying this net gain are
sizeable revenue losses and job losses by a subset of companies that
previously had experienced revenue gains and job gains. Focusing

on changes between Years 4 to 5, revenue losses run at 39% of total
revenues added in this sector, while job losses run at 61% of total jobs
added in this sector. An important extension of our research would be
to document how much of these losses are due to gains made by other
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sectors in the economy (such as large established companies entering
the product market areas opened up by the early-stage companies) and
how much is due to economy-wide losses.

3. A small number of companies contribute greatly to both (1) the
revenue or job creation, and (2) the revenue or job losses. We present
two new concepts — the Mountain of Creation and the Valley of
Destruction — that visually showcase the extreme contributions in

(1) and (2) made by a small percentage of companies. For example, the
top 1% of all early-stage companies ranked by the level of revenue (job)
creation contributes 44% (40%) of total sector revenue (job) creation.
The top 1% of all early-stage companies ranked by the level of revenue
(job) losses account for 53% (46%) of all sector revenue (job) losses.

3.1 Ladders and Snakes Growth Path of Early-Stage Companies

Many of the high profile success stories of entrepreneurial companies
exhibit a continuous upward sloping growth path for each of their early
years (be it their first five or first 10 years). Companies such as Baidu,
eBay and Mindtree all have this pattern. Using the ORBIS database,
we can determine the relative frequency of companies that have
successive positive growth rates over continued years. Exhibit 3-1
shows a decision tree format that focuses on the sign of year-to-year
company growth. We first partition growth in Year 2 to 3 for each
company into one of three categories — (1) positive growth (+), (2) zero
growth (0), and (3) negative growth (-). Next, we use the same
three-group partition for Years 3 to 4 and for each of the three groups
from Year 2 to 3. Finally, we use the same three-group partition for the
nine different combinations of growth paths for Years 2 to 3 and

Years 3 to 4. The result is 27 different combinations of successive
growth paths from Year 2 to Year 5. Only one of these 27 paths has

a +/+/+ sequence. Exhibit 3-1 presents the growth path trees for
revenue and headcount for the pooled sample of early-stage companies
from the 10 countries we are examining.
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We first focus on the revenue series in Exhibit 3-1. The growth path with
the highest per cent of observations in Exhibit 3-1 is +/+/+ with 31%

of the sample. This is an important finding. This 31% with an unbroken
sequence in positive revenue growth from Years 2 to 5 is a significant
subset of all companies. It is these companies that typically dominate
public discussions of entrepreneurial companies. However, it is also
important to recognize that a larger number of companies (69%) do not
exhibit this unbroken positive sequence of growth. The revenue growth
paths from Exhibit 3-1 with the highest per cent of observations after the
+/+/+ sequence are:

Revenue

Growth Path Rank in 27 Paths % of Sample
+/+/- 2 19%

-/+/+ 12%

+/-/+ 11%

Each of these three triplets has two out of three positive growth rates,
which is consistent with the general pattern of revenue growth across all
companies examined. We use the concept of the ladders and snakes
growth path to describe companies that have sequences of growth
paths that have years with positive growth and years with negative
growth. The percent of companies with a ladder and snake growth path
exceeds the 31% of companies that have positive growth in the three
growth periods from Year 2 to Year 5. The above three groups with
differing sequences of two positive (+) growth years and one negative

(-) growth year constitute 42% of the companies examined. This finding
highlights that management of early-stage companies has to anticipate
having down years as well as up years. Key aspects of successful
growth management of early-stage companies include (a) handling the
down years so that a subsequent downward spiral does not occur, and
(b) taking early actions so that either down growth years do not occur or
that their severity and duration are reduced.

The growth paths for headcount of Exhibit 3-1 have different characteristics
than those shown for revenue in Panel A. Not surprisingly, there is more
stickiness in headcount levels than for revenue levels. The growth

path with the highest percent of companies (20%) is 0/0/0 — that is,
companies with no headcount change in each and every year from

Year 2 to Year 5. The next highest per cent growth path (11%) is the
+/+/+ path. Whilst there is headcount growth on average for the whole
sample, this growth is much more concentrated for a smaller set of
companies than is the case for revenue growth. The ladders and snakes
growth path also is found for headcount. Companies with combinations
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of two positive (+) years of headcount growth and one year of negative
(-) growth constitutes very highly ranked growth paths in terms of their
relative frequency:

Headcount

Growth Path Rank in 27 Paths % of Sample
+/+/- 3 6%

+/-/+ 5%

The analysis in Exhibit 3-1 uses only the sign of revenue or
headcount growth rates. We now consider the magnitude of the
changes in revenues or headcount.

3.2 The Mountain of Creation and the Valley of Destruction
for Early-Stage Companies

Early-stage companies are rightfully heralded in many countries as a
vibrant and important source of growth. Statistics on the revenues
created or jobs created by successful new companies are often quoted.
What is given much less publicity is the simultaneous sizeable amount
of revenues destroyed or jobs destroyed in this early-stage company
sector of the economy. We highlight both the creation and destruction
aspects by the use of our Mountain of Creation and Valley of
Destruction concepts. We illustrate these two concepts using data for
the 55,618 companies in the United Kingdom with revenue data
available for years two to five. We will focus on revenue changes from
Year 4 to Year 5. First, we compute the Year 4 to 5 revenue change

for each company and then rank them from highest to lowest. For the
Mountain of Revenue Creation, we create a cumulative curve that starts
with the highest revenue creating company, and then adds the revenues
of the second highest revenue creating company, etc. This cumulative
curve will keep increasing until the point where companies have zero
revenue change. The curve will decrease when revenue-decreasing
companies are encountered in the ranked observations for Year 4 to 5.
The final British company in the Mountain of Revenue Creation curve will
be the one with the largest revenue decrease in Years 4 to 5. To facilitate
comparisons across samples and countries, we normalize the curve

by setting the maximum total revenues created to be 100% and then
express all points on the cumulative distribution relative to this 100%
figure. If there is net revenue creation for the sample, the curve will finish
above the 0% line. We use a variant of this approach to highlight the
Valley of Revenue Destruction. Here we take the same United Kingdom
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data for Year 4 to Year 5 revenue changes, but rank them from the most
negative revenue change to the most positive revenue change. We then
develop a cumulative revenue loss curve using the same methodology.

Exhibit 3-2 shows summary data for the Year 4 to 5 Mountain of
Revenue (Job) Creation and the related Valley of Revenue (Job)
Destruction for all 10 countries and for the total pooled sample. Panel A
shows revenue data and Panel B, headcount data. Exhibits 3-3 and
3-4 show the visual presentation of the cumulative growth curves for
both revenues and jobs respectively. Average net revenue gained and
net jobs gained per company per country are presented in Exhibit 3-5
for all 10 countries. The results in Exhibits 3-2 to 3-5 focus on Year 4

to Year 5 changes. Similar inferences are drawn from examining

Year 2 to Year 3 changes or Year 3 to 4 changes.

Country by country differences in Exhibit 3-5/Panel A should be
interpreted with caution. The country differences in Exhibit 3-5 could

be due to differences in the data collection procedures of ORBIS at the
individual country level as well as economic or cultural differences across
countries. Panel B separates the average gains from the average losses
per country. The green columns show the average revenue gain and
job gain per country from year four to five, while the red columns show
the average revenue and job loss. They are estimated by dividing the
total positive (negative) change in revenue and jobs by the number

of companies that created (destroyed) revenue and jobs. Those
countries that created higher average gains are also those that have
higher variation. Japan and South Korea gain and lose more average
revenues when looking at the variability in job gains and losses. This
variation across countries warrants further analysis. As noted before,
included here would be an investigation of the various ways individual
country data is collected by ORBIS.

Exhibits 3-2 to 3-5 highlight several important characteristics of early-
stage company growth and decline based on our large sample from
10 countries. First, there is net revenue creation and net job creation
for each country. Second, the net revenue (job) creation is the result of
offsetting sizeable revenue (job) creation and sizeable revenue (job)
destruction forces. The magnitude of the total revenue losses is about
39% of the total revenue gains for the sample of all companies.

While the headcount patterns are similar to the revenue patterns, in
general there is relatively more job destruction as a per cent of total jobs
gained than there is revenue destruction as a per cent of total revenues
gained. Net job destruction is 64% of the total jobs created in our sample
compared to 39% for the comparable figure for net revenue creation

in Years 4 to 5. Our sample selection criteria — using only companies
for which there is data for each of Years 2 to 5 — will underestimate job
destruction if companies, for which there is no data in one or more of
those years, is dominated by companies that stopped operations

(as opposed to being acquired, where the effect is less clear as
successful, as well as failing companies getting acquired). Third, the
slopes of the Cumulative Revenue (Job) Creation and the Cumulative
Revenue (Job) Destruction curves highlight what we call in the next
section the Elite Creating Few and the High Destroying Few.

3.3 The Dominant Contributions by a Few

The ORBIS database includes companies with a very broad cross
section of sizes. Many of the early-stage companies start small and stay
small. Of much interest is how the total gains and the total losses are
driven. One end of the spectrum would be a modicum of creation
(destruction) by a large per cent of the gainers. The other end of the
spectrum would be a few mega gainers and losers. Exhibits 3-3 and 3-4
plot the Mountain of Revenue (Job) Creation and the Valley of Revenue
(Job) Destruction for the 10 countries, the United Kingdom and South
Korea. The shape of the mountain and valley provides insight into the
distribution of gains and losses across companies. The horizontal scale
is from 0% to 100% of companies included in the analysis. The steeper
the mountain ascent, the more narrow the base of companies that
contribute most to creation. The flatter the mountaintop, the larger the
number of companies that make minimal contribution to creation
between Year 4 and Year 5. The steeper the mountain descent, the
more narrow the base of destruction.

Exhibit 3-6 speaks directly to how highly concentrated the significant
revenue and job creators are. Exhibit 3-6 reports the percentage of total
revenue created by the 1%, 5% and 10% of companies that generate
the most revenue. Across all 10 countries the summary percentages are:

Revenues Jobs
1% 5% 10% 1% 5% 10%
Creators 44% 72% 84% 40% 67% 80%
Destroyers 53% 81% 91% 46% 74% 87%
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Country differences in these percentages are apparent. For example,

in the United Kingdom, the top 1% of the revenue creators account

for 83% of the total revenue growth between Years 4 and 5. Even
more striking, 10% of companies are responsible for 94% of the total
revenue generated. The United Kingdom is the most extreme case of
concentration of growth for an elite few. However, this percentage is
significantly high for all the 10 countries ranging from the 94% of the
United Kingdom to 66% of South Korea, which is the country with the
least dependence on this elite few. The job creation pattern is similar,
albeit not as extreme. The percentage of total jobs that the top 10%
job creators create varies from 85% for the United Kingdom to 69% for
Belgium and South Korea. The top 1% of job creators creates between
25% and almost 50% of the jobs across the 10 countries.

The above analysis is the most systematic that has been conducted

on creation and destruction by early-stage companies in that we cover
both revenues and jobs, and we also conduct the analysis at a multi-
country level. Several implications come out of our analysis. Growth and
destruction are concentrated around a small percentage of companies.
The rule here is closer to the 10/80 or 10/90 rule where 10% of the
companies create and destroy 80% to 90% of revenue and jobs. In
addition to the general effort to set up policies that encourage the
creation of companies and the sustainability of SMEs, the tails at both
ends can benefit from additional attention to them. Governments can
devise policies to support the elite few that are responsible for a large
percentage of growth. At a minimum, they should avoid policies that
negatively target the most successful early-stage companies. Such
policies in the past have included extra taxation rates (e.g. an excess
profits tax), reduced taxation exemptions and reduced offsets for job
creation. The term “gazelles” is sometimes used to describe young,
high-growth companies that make disproportionately large contributions
to the economy. Careful attention to these companies leads to various
other benefits. For instance, it helps in better understanding what kind
of economic, social and political environment benefits these companies
to reproduce it more often. Copying Silicon Valley may be less effective
than understanding the local elite few in their own ecosystem. Looking
at the other extreme, analysis of the mega-destroyers can also be
informative. These massive fallouts suggest important gains from
understanding how much of this destruction is due to internal
self-inflicted wounds as opposed to external competitive market forces.

Global Entrepreneurship and the Successful Growth Strategies of Early-Stage Companies

3.4 Early-Stage Company Growth Rates and their
Multiple Determinants

The behaviour over time of early-stage company growth rates reflects
the impact of multiple factors, not all of which pull in the same direction.
These factors include:

(i) Individual company factors and activities. An example is
management building an effective sales force or aggressively expanding
into new geographies or new customer segments. Companies that work
effectively on their growth accelerators and reduce (or ideally eliminate)
the effect of potential growth inhibitors likely will be able to sustain higher
growth rates over time vis-a-vis companies that ignore such important
activities. Management aspirations and growth strategies can be pivotal
here. WPP was a restart in 1985 from a “shell company” that was
publicly listed on the LSE under the name of Wire & Plastics Products.

In its early years, it aggressively followed a rollup (aggregation) of
existing players strategy. WPP’s revenues grew from £ 23 million in 1986
to £ 1,264 million. Sir Martin Sorrell, its founder and driving force,
commented: “The period from 1985 to 1990 was essentially a growth
phase by acquisition, the largest of which were JWT in 1987 (13 times
our size) and Ogilvy in 1989 (twice our size). If, at the old age of 40, you
start with two people, and your objective in your lifetime is to build a
major advertising and marketing services company, you have to do it
primarily by acquisition otherwise you’d be dead before you got very far!”

(ii) Business gravity forces. Business gravity operates when a
company creates or benefits from a new “golden opportunity” or major
differentiator, but cannot continue to capture very high rents from

that new opportunity or differentiator. The golden opportunity or key
differentiator success indicators can spur other new ventures and
existing companies to enter the marketplace or replicate the success
drivers. Some early-stage companies are especially exposed “when the
big guns come to town.” They may have little prior experience defending
their early-won advantage. Indeed, some may not even have a game
plan that anticipates rapid entry occurring by some well-resourced
companies with very experienced management teams. Experienced
venture capitalists argue that “pattern recognition” is important when
determining the timing of a trade sale for an early-stage company.

Sam Colella of Versant Ventures noted: “Really good venture capitalists
develop pattern recognition skills not just in the creation and building of
ventures, but also about when those new ventures should consider a
trade sale. Larger companies can quickly enter a new emerging market
and effectively crush the market position of the young fast growing
company. Silicon Valley is full of stories about companies that waited too
long before embracing sound-outs from larger players seeking to enter a
market the new company may have even pioneered.”

World Economic Forum 53

Section 3



(iii) Market space dynamics. Different market spaces or industries can
have dramatically different growth rates. An early-stage company in a
rapidly growing market space can sustain continued high growth rates
over time, even if new competitors arrive and take market share. Some
online gaming and social networking companies that had initial high
growth rates were able to avoid dramatic slowdowns in their growth
rates due to the overall gaming and social networking market sizes
dramatically increasing. MySpace, for several years after Facebook
started in 2004, continued to have high growth rates in its user counts
(especially registered users) at the same time its market share was
declining due to the overall number of people joining social networking
companies rapidly increasing. Included in market space dynamics would
be possible network effects where one company is able to build and
sustain momentum due to powerful network effects despite new
entrants arriving. eBay is a classic example in its early years (say 1995
to 2000), where strong network effects were a pivotal growth
accelerator. Jeff Skoll, the first president of eBay, noted: “A virtuous
cycle evolved — buyers wanted to be in a marketplace with the most
listings, sellers wanted to be in a marketplace with the most active
bidders. In time, the virtuous cycle proved to be a core part of the
defensiveness of the company’s market share.”

(iv) Macroeconomic forces. Major shifts in the level of economic activity
can have large impacts on the growth opportunities of all companies,
including early-stage companies. The 2008/2009 sudden economic
downturn had a dampening effect on both market demand and the
availability of finance for many early-stage companies. Similarly, the

11 September 2001 events (9/11) in New York City had a chilling effect
on economic activity in many parts of the globe. New ventures in the
travel arena, for example, saw their growth rates stall in a very short time
period in late 2001.

(v) Mean reversion forces. A well-documented empirical phenomenon
for large samples of established companies is mean reversion over time
for key financial variables. Companies with above average performance
revert downwards towards the mean, whilst those with below-average
performance revert upwards towards the mean. The early accounting
and finance research literature, starting in the 1960s, focused on mean
reversion for earnings growth rates. Over time, the variables examined in
this literature have expanded to include series like accounting return on
equity (ROE) and accounting return on assets (ROA). More recently,
mean reversion has been documented for revenue growth rates and
sales profit margins'. There is limited evidence on whether mean
reversion applies to early-stage companies. One constraint for mean
reversion upwards forces showing up in the data is that early-stage
companies start from a zero base in their first year. It may takes several
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periods before there can be even a sizeable downward shift in any one
year, let alone a subsequent reversal of that downward shift towards
the mean in later years. The economics underlying mean reversion
(especially the reversion upwards from a below-average performance)
have not been well explored. The notion that “what goes down must
then go up” certainly goes against the organizational population ecology
literature, which documents sizeable exits in early-stage companies due
to bankruptcies and other forms of corporate distress. For these exiting
companies, what went down in one year continued to keep going down
in subsequent years, which is certainly the reverse of mean reversion.

(vi) Early-stage company sector high fluidity and high variance.
At several stages in this report we document that the distribution of
growth rates for early-stage companies becomes more compressed
over time as these companies age. The major part of this compression
comes from the top end of the high growth rate companies seeing
sizeable reductions in their growth rates. Published rankings of
high-growth companies report the top end of the highly ranked
companies have annual growth rates in revenues of 200%-+. Plots of
the 95th or 90th percentiles of revenue growth rates for early-stage
companies typically show much higher growth rates in the very early
years than we see for comparable percentiles of established companies.
This compression over time in the distribution of early-stage growth
rates appears to be a key factor to consider when evaluating
observed growth rates of an early-stage company at different points

in time as it ages.

The relative importance of the above factors (and potentially others) for
early-stage companies have not been well explored. Research here is
in its infancy and likely will be difficult. Understanding the importance of
several of these factors requires a deep analysis of the dynamic forces
operating within individual companies. This requires a major investment
in field research that few researchers appear willing to make and
sizeable cooperation by the management of those companies that is
hard to sustain over an extended period.

3.5 Early-Stage Company Intra-Sector Analysis vs
Inter-Sector Analysis

This section presents what is called an intra-sector analysis of revenue
and job creation and destruction. We examine only creation and
destruction evidence within one sector of the economy — that is, the
early-stage company sector using information on their revenue and
headcount from Years 2 to 5. An important and challenging extension
would be to take an inter-sector analysis, where the focus is on creation
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and destruction across different sectors of an economy. Some of the
creation we document by early-stage companies is likely a transfer

from other sectors of the economy. Consider an early-stage company
that grows quickly, because it has a disruptive technology. Some of this
growth is likely at the expense of established companies whose existing
products and customer relationships are being “disrupted.” Similarly,
some of the destruction we document for early-stage companies is likely
due to inter-sector forces. Some early-stage companies with initial high
growth subsequently may suffer declines when established companies
successfully focus their competitive guns on the new market opportunities
that first occurred in the early-stage company sector. This is yet another
area where important research remains to be conducted. This research
could be conducted at (1) a country level, or (2) an “industry level”.

The latter could recognize gains and losses within the same industry
across many countries. A challenge here is placing bounds on what is
an “industry”. The Executive Cases provide multiple examples (such as
Veritas) of early-stage companies establishing new areas that are not
well recognized by traditional industry classifications.

Appendix A: Sample Selection, Sample Description and
Growth Compression

ORBIS has information on companies of all ages for a rolling 10-year
period. We access ORBIS for the years 1999 to 2009 and then identify
companies with their year of incorporation in the 1999 to 2004 period.
This 1999 to 2004 restriction enables us to focus on companies that
have data available for their first five years. We concentrate on Years 2
to 5, as Year 2 for many companies is often the first year for which they
have a full 12 months of operations. We use multiple screens to identify
companies that are “Greenfield/Day one start-ups” as opposed to
spin-offs from existing companies, new names for existing companies,
etc. We look at those companies for which there is information available
for these first five years. We have Years 2 to 5 revenue data for Years 2
to 5 available for 381,865 companies (ranging from 98,267 for France
to 1,969 for Japan) and headcount data for Years 2 to 5 available for
168,685 companies (ranging from 72,031 for Spain to 1,919 for Japan).

3.A.1 Distribution of Levels of Revenue and Headcount
In Years 2 to 5

There is much evidence of revenue growth for the early-stage companies
in the ORBIS database. Exhibit 3-A plots selected points on the
distribution of revenue levels for the following three groupings — for all
10 countries pooled, for one European country (United Kingdom) and
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for one Asian country (South Korea). The left-hand side plots show the
90th, 80th, 70th, 60th, 50th, 30th...10th deciles of the distribution.

The right-hand side plots show the 99th, 98th...91st and 90th percentiles.

Across each of the revenue plots in Exhibit 3-A there is a very strong
upward pattern of the distribution of revenue levels from Year 2 to Year
5. For each event year in Exhibit 3-A, the revenues of all companies are
re-ranked so that each observation on a given distribution point (say the
90th decile) does not pertain to the same company each and every year.
There is broad evidence of revenue growth each and every year across
many points of the distribution of revenue levels. Exhibit 3-A showcases
the higher revenue levels for the 90th to 99th percentiles of the revenue
distribution. For the whole sample of companies in the 10 countries, the
99th percentile shows the level of revenues increasing from US$ 12.9
million in Year 2, to US$ 17.1 million in Year 3, to US$ 21.0 million in
Year 4, and to US$ 23.8 million in Year 5.

Exhibit 3-B plots similar distribution evidence to Exhibit 3-A for headcount
levels for the same three groupings of all countries, United Kingdom
and South Korea. The visual patterns for headcount show systematic
evidence of growth in the upper half of the headcount distribution each
year, but not as marked in the lower half of the distribution. Across the
10-country sample, the 99th percentile shows the headcount levels
increasing from 86 in Year 2, to 98 in Year 3, to 105 in Year 4, and then
to 111 in Year 5.

The general pattern in Exhibits 3-A and 3-B is typically observed for
each individual country. Plots of revenue per headcount (not included
in this section) reinforce the pattern in Exhibits 3-A and 3-B — that there
is more systemic growth across companies from Years 2 to 5 in their
revenue levels than in their headcount levels. These two exhibits also
illustrate that the ORBIS data includes a broad cross-section by size

of early-stage companies. For example, over 50% of the companies

in Exhibit 3-B have headcount levels less than 10 for each of their
Years 2 to 5.

Compared with Exhibit 3-1, the distribution of revenue levels in Exhibit
3-Ais upward pointing each year from Year 2 to Year 5 for large

parts of the distribution. The distribution of revenue levels in Exhibit 3-A
is separately computed (rebalanced) each year, which means that

the plots in Exhibit 3-A do not apply to any particular company.

In contrast, the growth paths in Exhibit 3-1 are computed at the
individual company level.
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3.A.2 Compression in Distribution of Growth
Rates as Early-Stage Companies Age

Exhibits 3-C and 3-D rank the companies according to their growth rate
in terms of annual growth rates for revenues and headcount respectively.
The population is rebalanced every year. The exhibits plot the overall
sample, the United Kingdom and South Korea. For each of these
samples, we present the 90th, 80th, 70th, 60th, 50th, 30th and 10th
and on the other side the 99th, 98th, 97th...91st, and 90th. As young
companies age, the distribution in their growth rates becomes more
compressed. There is sizeably more variation across companies in their
Year 2 to Year 3 growth rate than in their Year 4 to Year 5 growth rate.
This pattern can be attributed to multiple factors. One is commonly
called the “low denominator” effect. When revenues in year two are
US$ 10,000, a growth rate of 200% requires only an extra US$ 20,000
in Year 3 revenues. If revenues in Year 4 are US$ 200,000, this same
growth rate requires a larger dollar amount — an extra US$ 400,000 in
Year 5 revenues. An important area of research is in understanding other
explanations for this compression in the growth rate distribution as

early-stage companies age. Factors such as (1) the speed at which
early new market opportunities opened up by very young companies
are competed away, and (2) the inability of some very early companies
to quickly build effective management teams are factors that may be
important to examine.

The sizeable reduction in the extreme high-end growth rates of the
company growth rate distribution is of much interest to companies

and third parties (such as investors or potential partners) seeking to
benchmark the year-by-year growth rates of a company as it ages. For
example, a South Korean company that had successive growth rates
from Year 2-3, 3-4, and 4-5 of 800%, 700%, and 600% respectively,
would actually be increasing its relative ranking each year vis-a-vis other
fast growing companies in this same Year 2 to Year 5 period of its early
days. In Year 2-3, this South Korean company would be above the 97th
percentile, in Year 3-4 it would be above the 98th percentile, and in Year
4-5 it would be above the 99th percentile. In Section 5, we will extend
this observation, and provide benchmarks based on a set of companies
specifically selected for their having high revenue growth. Systematic

EXHIBIT: (FROM ORBIS)

Country: Belguim

1. Which companies have to file accounts?

SA, SPRL, Soc. Coop., SCS, SNC, GIE

2. How many companies does that represent? 270,000
3. Which type of companies legally does not have to file any form of accounts

even though they would meet the selection criteria for ORBIS? None
4. Can companies file less information than the previous years or not file No

accounts at all in some years ? If so, why?

5. Where are the accounts filed?

National Bank of Belgium

6. What is the maximum period a company can take to file its accounts

after its year end? 7 months
7. What is the average time of filing accounts by the companies? 7 months
8. Is the format of the accounts standardized? Yes

9. At what conditions are the accounts made available to the public?

e form
e price
e place

Microfilm, paper, magnetic tapes, CD-ROM
6.50 € per account
National Bank of Belgium

10. Do companies generally comply with the legal obligation?

Yes

Data provider for ORBIS?

National Bank of Belgium, EURO DB

11. What is the maximum possible period between a company filing its

accounts and the records appearing on the database? 3 Months
12. What is the average period between a company filing its accounts and
the records appearing on the database? 1 Month
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analysis of growth rate distributions like in Exhibit 3-C (and later in
Exhibit 4-3) enable much better calibration of the progress based on
revenue (and other variables) growth rates of companies as they age.

Appendix B: ORBIS Database

ORBIS integrates financial and non-financial information from a multitude
of countries around the world. Different information providers gather the
data across the various countries. The information is usually obtained
from company filings to the government. The information disclosure
requirements vary across countries in terms of which companies have
to report, the type of information, the level of detail and the updating
frequency. This heterogeneity means that only a broad set of variables,
such as revenues and headcount, can be compared. Here, we reproduce
ORBIS information for Belgium.

Appendix C: Links to Prior Research

The results in Section 3 have links to several different literatures. An
excellent overview is provided in Alex Coad, The Growth of Firms:

A Survey of Theories and Empirical Evidence, Cheltenham, United
Kingdom: Edward Elgar (2009). See also Enroico Santarelli and Marco
Vivarelli, “Entrepreneurship and the process of firms’ entry, survival and
growth,” Industrial and Corporate Change (Vol. 16 No. 3, 2007).

David Birch at Cognetics is credited with coining the term “gazelle”

to describe a company that experiences an extended period of rapid
growth. This arose out of his research on job creation, including The Job
Generation Process (Cambridge, Mass. MIT Program on Neighborhood
and Regional Change, 1979). Most “gazelles” are young companies.

He also coined terms to describe other companies — “elephants” were
large slow moving companies that contributed little to additional job
creation while “mice” were companies that started small and intended
to stay small.

Labour economists have long published on topics related to headcount
growth determinants. An excellent overview is in Steven J. Davis &
John Haltiwanger, “Gross Job Flows,” in: O. Ashenfelter & D. Card (ed.),
Handbook of Labor Economics, edition 1, volume 3, chapter 41, pages
2711-2805 Elsevier (1999). John Haltiwanger’s recent talks on his
personal website report US-based evidence showing job creation and
job destruction for early-stage companies, e.g. “Productivity &
Entrepreneurship,” Lecture Notes for NBER Entrepreneurship
Bootcamp (2010).
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The accounting and finance literature has long examined company
growth rates, especially in the context of capital market valuation.
Early evidence from this literature is overviewed in George Foster,
Financial Statement Analysis (Prentice-Hall, 1986, 2nd edition) and
William H. Beaver, Financial Reporting: An Accounting Revolution
(Prentice-Hall, 1989, 2nd edition). Evidence that includes early-stage
companies is in Christopher S. Armstrong, Antonio Davila, George
Foster, and John R.M. Hand, “Market-to-Revenue Multiples in Public
and Private Capital Markets; Company Size, Revenue Growth, and
Transitory Revenue Drivers” (Working Paper, Stanford University, 2006).
An overview of some evidence on mean reversion in company revenue
growth rates for established companies is in Chapter 15 (“Full
Information Forecasting, Valuation and Business Strategy Analysis”)

of Stephen H. Penman, Financial Statement Analysis and Security
Valuation (McGraw Hill Irwin 2010).

The organization ecology literature, especially the resource partitioning
perspective, has strong links to the topics covered in Section 4. An
overview is in Michael T. Hannan, LaszI6 Pdlos, Glenn Carroll, Logics
of Organization Theory: Audiences, Codes, and Ecologies, (Princeton
University Press, 2007).

The Kauffman Foundation Research Series: Firm Formation and
Economic Growth has published a sequence of important papers,
mostly on job creation and job destruction for young firms. These
papers are available on its website (www.kauffman.org) in the Research
& Policy section. An example is Dane Stangler, “High-Growth Firms
and the Future of the American Economy” (March 2010). An important
book from the Kauffman Foundation Series on Innovation and
Entrepreneurship is Josh Lerner, Boulevard of Broken Dreams:

Why Public Efforts to Boost Entrepreneurship and Venture Capital Have
Failed — and What to Do About It (2009). B

' Stephen H. Penman, Chapter 15 of Financial Statement Analysis and Security Valuation

(McGraw-Hill Irwin, 2010).
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EXHIBIT 3-1: REVENUE AND HEADCOUNT LADDERS AND SNAKES GROWTH PATH:

GROWTH RATES FOR YEARS 2-3, 3-4, AND 4-5

REVENUE HEADCOUNT
YEAR 2-3 YEAR 3-4 YEAR 4-5 YEAR 2-3 YEAR 3-4 YEAR 4-5

PATH # | EREQUENCY FREQUENCY FREQUENCY PATH # | FREQUENCY FREQUENCY FREQUENCY
1 31% (+) ! 1% (+)

2 50%(+) < 0% (0) 2 20%(+) < 3% (0)

3 19% (-) 3 6% (-)

! 0% (+) ¢ 3% (+)

5 70% (+) 1% (0) < 0% (0) 5 42% (+) 11% (0) < 5% (0)

6 0% (-) 6 3% ()

7 11% (+) 7 5% (+)

8 20% () < 0% (0) 8 1% (-) < 3% (0)

9 8% (') 9 4% (')

10 1% (+) 10 4% (+)

. 19%(+) < 0% (0) i 11%(+) < 4% (0)

12 0% (-) 12 3% (-)

18 0% (+) 1 5% (+)

14 2% (0) 1% (0) < 1% (0) 14 42% (0) 27% (0) < 20% (0)

15 0% (-) 15 2% (-)

16 0% (+) 1© 2% (+)

17 0% (-) < 0% (0) 17 5% (-) < 2% (0)

18 0% () 18 1% (-)

19 12% (+) " 3% (+)

20 19% (+) < 0% (0) 20 7% (+) < 2% (0)

21 7% (-) 21 2% (-)

2 0% (+) 2 1% (+)

23 28% (-) 1% (0) < 0% (0) 23 15% (-) 5% (0) < 3% (0)

24 0% (-) 24 1% (-)

25 5% (+) 25 1% (+)

2 8% (-) < 1% (-) 2 4% (-) < 1% (0)

” 3% (+) - 1% (-)
N.O.B 434,756 N.O.B 192,326
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EXHIBIT 3-2: CREATION AND DESTRUCTION AT EARLY-STAGE COMPANIES:
SUMMARY OF REVENUE CHANGES AND JOB CHANGES FROM YEAR 4 TO YEAR 5

PANEL A: REVENUE CHANGES

Total # of 3 Total Revenue 3 Total Revenue 3 Net Revenue 3 Net Revenue 3 Net Revenue 3 Net Revenue 3

Companies . Gained . Lost . Gained . Gained . Lost . Gained !

' (millions) ' (millions) ' (millions) ' Per Company " % of Total " % of Total !

! ! ! ' (thousands) ' Revenue Gained ' Revenue Gained !

United | | | | | | |

Kingdom 55,618 - 22467 - 9763 - 12,704 - 228 K o7 |

France 98,267 124,141 6870 L7272 1176 28 Lo72 }

Italy 36,935 28,103 15,038 13,064 . 354 . 54 46 :

Spain 96,617 | 34,058 L1214 L 22,844 | 236 33 Lo67 }

Belgium 6,845 1,802 - 673 Co1,129 - 165 e . 63 3

Sweden 45,609 11,153 4,662 6,491 142 L) B f

Norway 14,659 ' 3,800 | 2,687 L1113 76 LT 129 !

Finland 6,530 1,426 Lo912 | 514 179 | 64 | 36 |

Japan 1,969 | 2853 953 ' 1,900 ' 965 33 Y4 !

South Korea | 18,816 120,829 6,247 14,582 775 130 170 !
Total 381,865 150,632 59,019 91,613 240 39 61

PANEL B: JOB CHANGES

Total # of | Total Jobs I Total Jobs . Net Jobs . Net Jobs . Total Jobs . Net Jobs |

Companies ! Gained | Lost ! Gained ' Gained ! Lost ' Gained

! ! ! ' Per Company " % of Total " % of Total !

! ! ! ! " Jobs Gained " Jobs Gained !

United | | | | | | i

Kingdom 8,844 - 34827 - 16837 17,99 - 203 48 - 82 |

France 23,461 | 23,946 Lo12,622 Lo11,324 1048 | 53 Loar }

Italy 5,194 20,901 15,768 . 5133 ©0.99 75 25 :

Spain 72,031 ' 100,128 L 74,919 25,200 | 0.35 L 75 L 25 }

Belgium 7,737 6,907 3490 8417 044 - 51 49 3

Sweden 37,089 27,027 14,306 L 12,721 034 53 a7 f

Norway 3,505 12,342 2,241 101 1 0.03 96 L4 !

Finland 2,838 2,034 L1427 607 021 70 |30 |

Japan 1,919 4,966 L1234 | 3,732 L 1.94 25 L 75 !

South Korea | 6,067 119,904 L 12,413 L 7,491 1128 |62 38 !
Total 168,685 242,982 155,257 87,725 0.52 64 36
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EXHIBIT 3-3: MOUNTAIN OF REVENUE CREATION AND VALLEY OF REVENUE DESTRUCTION

VALLEY OF REVENUE DESTRUCTION

MOUNTAIN OF REVENUE CREATION
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VALLEY OF JOB DESTRUCTION
10 COUNTRIES

MOUNTAIN OF JOB CREATION AND VALLEY OF JOB DESTRUCTION

EXHIBIT 3-4
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EXHIBIT 3-5: CREATION AND DESTRUCTION AT EARLY-STAGE COMPANIES:
AVERAGE NET REVENUE AND AVERAGE NET JOBS GAINED PER COMPANY FOR YEAR 4 TO YEAR 5

PANEL A: NET GAINS

NET JOBS GAINED
PER COMPANY PER COUNTRY

NET REVENUE GAINED
PER COMPANY PER COUNTRY
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PANEL C: COMPANY DISTRIBUTION

PERCENT OF COMPANIES THAT ARE JOB CREATORS, NO

PERCENT OF COMPANIES THAT ARE REVENUE CREATORS, NO

CHANGES AND JOB LOSERS FROM YEAR 4-5 BY COUNTRY
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EXHIBIT 3-6: THE ELITE FEW CREATORS AND THE STANDOUT FEW DESTROYERS IN YEARS 4 TO 5

PANEL A: CREATION

Section 3

REVENUE CREATION JOB CREATION
AS % OF TOTAL REVENUE CREATED AS % OF TOTAL JOBS CREATED

TOP 1% TOP 5% TOP 10% TOP 1% TOP 5% TOP 10%

of Companies + of Companies 1 of Companies of Companies 1 of Companies 1 of Companies
United Kingdom 63 87 94 46 73 85
France 44 ‘ 74 ‘ 86 42 ‘ 68 ‘ 81
Italy 42 70 83 43 68 81
Spain 39 ; 64 ; 76 33 ; 61 ; 75
Belgium 47 76 89 26 53 69
Sweden 41 66 90 40 67 82
Norway 26 i 60 i 79 33 i 66 i 84
Finland 30 i 67 i 84 33 i 68 i 84
Japan 29 54 69 47 70 82
South Korea 26 : 51 : 66 25 : 52 : 69
Total 44 72 84 40 67 80

PANEL B: DESTRUCTION
REVENUE DESTRUCTION JOB DESTRUCTION
AS % OF TOTAL REVENUE DESTROYED AS % OF TOTAL JOBS DESTROYED

TOP 1% TOP 5% TOP 10% TOP 1% TOP 5% TOP 10%

of Companies + of Companies + of Companies of Companies + of Companies + of Companies
United Kingdom 67 ‘ 89 ‘ 94 37 ‘ 73 ‘ 88
France 58 ‘ 83 ‘ o1 37 ‘ 66 ‘ 81
Italy 46 73 85 39 70 83
Spain 43 : 73 ; 87 46 ; 72 ; 85
Belgium 63 86 %4 36 63 79
Sweden 55 87 94 41 73 88
Norway 50 i 78 i 88 49 i 76 i 87
Finland 40 i 72 i 86 38 i 76 i 90
Japan 67 88 9% 45 83 %
South Korea 36 : 7 : 86 32 : 63 : 78
Total 53 81 91 46 74 87
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10 COUNTRIES —UPPER PERCENTILES
FIRM AGE IN EVENT TIME

EXHIBIT 3-A: REVENUE GROWTH DISTRIBUTIONS
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FIRM AGE IN EVENT TIME

10 COUNTRIES—UPPER PERCENTILES

HEADCOUNT GROWTH DISTRIBUTIONS

EXHIBIT 3-B
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EXHIBIT 3-C: EARLY-STAGE COMPANY GROWTH RATE DISTRIBUTION COMPRESSION EFFECT:
REVENUE GROWTH RATE
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10 COUNTRIES—UPPER PERCENTILES
FIRM AGE IN EVENT TIME

HEADCOUNT GROWTH RATE

FIRM AGE IN EVENT TIME

EXBHIBIT 3-D: EARLY-STAGE COMPANY GROWTH RATE DISTRIBUTION COMPRESSION EFFECT:
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Section 4 - Early-Stage Company Growth: Evidence and Analysis
from “Fast Growth Company” Published Rankings

Authors:
Antonio Davila, George Foster, Xiaobin He and Rana Mansoor

Stories about early entrepreneurial companies often cite their very high
growth rates over one or two recent years. In many cases, these
companies do not reach mainstream commercial status despite that
being the expressed goal of their founders. Section 3 presented evidence
on early-stage company growth rates in revenue and headcount for
broad cross sections of companies from 10 different countries.

It is only a small subset of the companies examined in Section 3 that
have supra-high growth rates over an extended period. We document in
Section 3 revenue and job destruction as well as revenue and job
creation across each of the 10 countries examined. The ORBIS database
covers a broad set of companies. Many of the companies analysed in
Section 3 start small and remain small in their first five years. This
section examines a very different set of databases to gain further insight
into early-stage company growth rates and their determinants. We call
these databases the “Fast Growth Company” published rankings.

The key findings in this section are:

1. There is increasing interest in the rankings of companies by their
growth rates (typically revenue growth rates). Our analysis documents
the growing list over time of country or sector-based rankings. Moreover,
there continues to be additional new rankings appearing that, although
too recent to conduct extended research, showcase the high interest

in this area. An example of a recent addition is the “Arabia Fast Growth
500” by the All World Network.

2. There are systematic differences in the distribution of revenue growth
rates across countries. For example, in the high-technology sector the
US has sizeably higher revenue growth rates than found in this sector for
12 other countries covered in the Deloitte country rankings.

3. As companies age, there is a compression in the revenue growth rate
distribution. This compression comes largely from a reduction at the
high end of the distribution. When benchmarking company growth rates,
the age of a company is an important factor to consider.

4. There is a low probability that companies with high growth rates in
their early years will sustain those high growth rates over even a
subsequent two to three year period. Being labelled a high-growth
company in a published ranking is de facto being labelled as a “likely
very short-run, high-growth company”.

70 World Economic Forum

4.1 Fast Growth Company Published Rankings Examined

The last two decades have seen a growing number of regularly
published “Fast Growth Company” rankings — typically on an annual
cycle. These rankings vary greatly in their comprehensiveness and

the procedures used to “vet” the integrity of the reported numbers.
Several lists are restricted to privately held companies and rely on
information voluntarily submitted by the companies being ranked.

In some cases, a third-party certification (such as from an accounting or
audit firm) is required. In other cases, it is not required. Other rankings
include publicly traded as well as privately held companies. This section
analyses companies from three different published ranking groups:

1. Inc. magazine’s “500 Fastest-Growing Private Companies in
the US” rankings'. Inc. is a US-based magazine with its first issue
appearing in 1979. It was started by Bernie Goldhirsh, an entrepreneur,
who previously founded Sail magazine. In 2000, Inc. was sold to
Gruner + Jahr. In 2005, Gruner + Jahr sold all its American titles. Its two
business publications, Inc. and Fast Company, were sold to

Joe Mansueto, whose mutual fund and stock ratings firm Morningstar
was itself a five-time Inc. 500 honouree. Mansueto set up a new
company called Mansueto Ventures as the parent to the two magazines.
The Inc. 500 ranking has been published annually since 1982. It was
later expanded in 2007 to the Inc. 5000. Since 2005, the ranking has
been based on revenues over a four-year period. We call this a four/
three growth rate approach, as four years of revenues can be used to
compute the three-year compound annual growth rate (CAGR). Only
US-based, privately held independent companies are included in the Inc.
rankings. The eligibility criteria as regards minimum size have changed
several times. From 2007 through 2009, there was a US$ 200,000
minimum revenue in the “start year” used to compute the growth rate.
In 2007, for the first time, Inc. also imposed a minimum “end year” size
(US$ 2 million in revenues). A broad cross section of companies is
included in the Inc. rankings, although there are exclusions. For
example, until the expansion to the Inc. 5000 in 2007, franchisees and
utilities were excluded. We analyse the 2000 to 2009 rankings of the
Inc. 500 using the revenues, revenue growth rates, and the year of
incorporation information reported in their published rankings. We use
this data to compute a CAGR. Inc. reports a three-year “total” growth

rate in its rankings.

2. Fast Track 100 and Tech Track 100 rankings of privately held
British companies. These rankings are developed in association

with The Sunday Times. Fast Track is a leading group in the United
Kingdom developing growth-related rankings for privately held
companies. It started in 1997, after founder Hamish Stevenson secured
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cornerstone sponsorship from Richard Branson. An important mission
of Fast Track is to promote the development of entrepreneurial
companies in the United Kingdom. It has plans to expandinto Europe.
Published revenue-growth rate rankings of companies started in 1997
with the Fast Track 100. This is a broad-based ranking with companies
from many diverse sectors included. The rankings use a four/three
format to compute a compound annual growth rate (CAGR) in revenues
over four successive years/three growth rates. Fast Track also publishes
other rankings including Tech Track 100, International Track 100,

Profit Track 100, Buyout Track 100, Top Track 250, and Top Track 100.
We use the revenues, revenue growth rates, and the year of incorporation
information reported in their Fast Track (1997-2009) and Tech Track
(2001-2009) published rankings.

3. Deloitte Technology Fast Company rankings. Deloitte — a global
professional services firm with accounting, auditing, consulting, and

tax areas expertise — has built a broad number of individual country
revenue growth-based rankings of high technology companies. These
rankings include both private and public technology companies. Each
country manages their own rankings, but there is a sharing of knowledge
among the partners in charge of their Technology Fast 50 rankings in
different countries. While each country ranking uses a multi-year revenue
base to compute growth, they can differ in the time period used

(it is typically a four/three in our terminology). We analyse the published
Deloitte rankings from 13 countries — the US, Canada, the United
Kingdom, Germany, France, Sweden, Norway, Israel, China, India,
Japan, Australia and New Zealand. For 12 of these countries there is

a separate published list. For the US, we constructed the list using
information in Deloitte’s North America Technology Fast 500 list.

For most countries, Deloitte reports only the total growth rate over the
chosen period, which we then convert to a CAGR. The country surveys
start at different years. The earliest we have data for is the US (1997).
The most recent countries to start reporting Deloitte Technology Fast 50
rankings are China (2005) and India (2005).

There are several attractive features to using the above combination

of three “company ranking” lists. First, they are well established and
cover several years of data. There is a significant learning curve in the
collection and development of these rankings. Each of the organizations
developing such rankings noted to us that over time they had greater
confidence in the comprehensiveness of their lists as well as the integrity
of the rankings. Second, each list has its own inclusion/exclusion criteria
as to private vs public and multi-sector vs a specific industry focus.
Third, we can gain broad coverage of many high-growth companies in
many countries with all three combined.

Global Entrepreneurship and the Successful Growth Strategies of Early-Stage Companies

4.2. Annual Revenue Growth Rate Distribution Evidence

Exhibit 4-1 presents distribution evidence for the annual revenue growth
rates for the Inc. 500 (US) and the Fast Track 100 (United Kingdom)
rankings. Panel A includes companies from the 2008 (2004 to 2007)
and the 2009 (2005 to 2008) rankings. Panel B includes companies
from the 2000 (1996 to 1999) and the 2001 (1997 to 2000) rankings.
We present the distribution bar from the 90th percentile down to the
10th percentile. Each different band in the distribution bar represents

a decile range. For example, in Panel A the top band in the first bar for
Inc. 500 is the range of annual growth rates from the 90th percentile
(205%) to the 80th percentile (164%). Each growth rate is a compound
annual growth rate (CAGR) over the prior four revenue years (four years
of revenues/three growth rate periods). We chose the 2008/2009 and
2000/2001 ranking periods to showcase growth-rate distributions for
the second half of the current and the prior decade.

We present two versions of the Inc. 500. The first bar in Exhibit 4-1
shows the full distribution for the Inc. 500. For the 2008 and 2009
rankings, the 90th percentile is 205% while the 10th percentile is 94%.
We also report a bar for the top 100 from each year in the Inc. 500 to
provide a comparable number of firms vis-a-vis the Fast Track 100 in the
United Kingdom. For the 2008 and 2009 rankings, the distribution range
for the top 100 in the Inc. 500 is from 338% (90th percentile) to 170%
(10th percentile), while the comparable range for the Fast Track 100
companies in the United Kingdom is from 144% to 56%. Growth rates
for early-stage companies in different countries can differ for multiple
reasons — such as the relative size of the economies, the ecosystem
supporting entrepreneurial companies, and the availability of a deep
labour sector to attract employees when early-stage companies have
the potential to grow quickly. This section highlights the country
growth-rate differentials without attempting to systematically probe
explanations for these differences. On balance, there is systematic
evidence of the top end of the high-growth private companies in the

US having higher growth than their counterparts in the United Kingdom.
Panel B shows that the difference between US and British companies

is less marked for the second half of the 1990s.

Growth rate distributions from Deloitte’s Technology Fast 50 country
rankings and the top 50 from Fast Track’s Tech Track 100 for high
technology companies are presented in Exhibit 4-2. The individual country
bars in Exhibit 4-2 are for the top 50 high technology companies in each
ranking to keep the same number of observations underlying each bar.
The top two countries for high-growth technology companies in

Panel A are the US and China — the distribution for the US ranges from
346% (90th percentile) to 166% (10th percentile), while for China,
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it ranges from 193% (90th percentile) to 57% (10th percentile). The
dominance in terms of growth rates for the US in the 2008 and 2009
rankings is visually striking. It is illustrated, for example, by the 10th
decile of the US (166% compound annual growth rate) exceeding the
90th decile for nine of the other 12 countries, with the exceptions
being China (193%-90th percentile) and Canada (167%). In Panel B,
the dominance of the US high technology companies is very marked
over each of the other five countries with Deloitte rankings in the 2000
and 2001 rankings.

4.3 Revenue Growth Rates and Company Age

Section 3 of this report shows the decline in the extreme high growth
rates that a subset of companies have in their early years (see Appendix
3.A.2). This finding is related to prior research that shows that, on
average, there is a negative correlation between company growth rates
and company age?. Both Inc. and Fast Track report the year of
incorporation for each company in their rankings. Using this information,
we can examine the effect of company age on the growth rate of the
companies in their rankings. We use the start of the “end year” in the
growth rate period when computing the age of the company.

Given the four-year revenue period used to compute and rank total
revenue growth rates in the Inc. and Fast Track rankings, the first growth
“period “ with available data is Year 1 to Year 4. We convert this total
growth into a CAGR. The successive periods used to compute the
CAGR will be Years 2 to 5, Years 3 to 6, etc. Exhibit 4-3 reports

the results. While there is evidence across all three samples of the
dispersion of CAGRs reducing over time as companies age, it is most
marked for the two samples from the United Kingdom in Exhibit 4-3.

In all three samples, we see marked reduction in the high-end

growth rates as companies age.

The Exhibit 4-3 tests of the compression of the growth-rate distribution
as a company ages are noisier than those we presented in Section 3
and we will present in Section 5. In both Sections 3 and 5, the same
company is compared over time, and the analysed growth rates
represent non-overlapping periods. However, the consistency of our
findings here for large samples of US companies and British early-stage
companies with our prior results reinforces the prior general conclusion.
There is evidence from multiple approaches that the distribution of
revenue growth rates becomes more compressed as companies age,
and that much of this reduction is driven by a reduction in the high end
of the growth rate distribution.
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4.4 Growth Rate Persistence Over Time

A key idea underlying our Ladders and Snakes Growth Path concept
(see Section 3.1) is that the norm for many companies is not continued
growth year in and year out. Instead, executives have to anticipate some
up years and some down years. Section 3 reported sizeable evidence
of declining growth, zero growth and, indeed, negative growth. This
concept applies to both revenues and profits.

Business gravity is an important related concept. This concept
operates at the individual company level and reflects the forces that pull
a company with above-average growth in one period down towards the
average (norm) in the next and subsequent periods. An extreme version
of business gravity would be when the rate of growth goes negative
(the “snake” in the “ladders and snakes” concept). Empirically, the
question for almost all companies is not whether business gravity

will apply to them, but rather when it will apply to them. For instance,
Google in its early years had extremely high revenue growth rates:

2001/02 | 2002/03 2003/04 2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09

408% 233% 117% 92% 72% 56% 31% 8%

Google was a standout six-time member of the Deloitte Technology 500.
However, note that even it could not defy business gravity as regards its
revenue growth declining sizeably as it aged.

Evidence on the frequency with which companies appear on high
growth rankings over time provides insight into business gravity.

A powerful business gravity effect would imply a high turnover of
companies in the rankings over time. Exhibit 4-4 reports the per cent

of companies that appear once, twice, three times and greater than
three times for each ranking organization. The majority of companies in
every single ranking in Exhibit 4-4 appear on the ranking list only once,
implying a very high turnover. The per cent of one-time-only companies
is 70.6% for Inc. 500, 74.8% for Fast Track and an average of 75.5%
across the 13 Deloitte country rankings. Business gravity would imply
that after an extreme high ranking, there would be a progressive decline
in that ranking over time. A company may be in the top 100, then over
time decline to be in the top 500, and then drop out of the top 500.
The one-time per cent of companies in the top 100 of the Inc. 500 is
86.0%, and that declines to 70.6% for membership of the Inc. 500.

A similar pattern occurs for the “High Technology North American”
sample. The per cent of one-time-only companies in the top 50 is
89.2% for the US and 79.1% for Canada. For the Deloitte North America
500, the one-time-only per cent drops to 66.3%.
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One non-business gravity explanation for companies not staying on the
high-growth company rankings is that some high-growth companies
become public companies via an IPO. This explanation would apply to
Inc. and Fast Track but not to the Deloitte High Technology rankings.
Deloitte includes both private and public companies. A private company
that has an IPO remains on their rankings. Deloitte’s average per cent of
one-time only companies on their 13 rankings in Exhibit 4-4 is 75.5%,
which is similar to the private company only rankings of Inc. 500 (70.6%)
and Fast Track (74.8%).

4.5 The Elite Few as an Engine of Revenue Growth

Our Section 3 analysis of the Mountain of Revenue Creation and the
Elite Few Creators highlighted the asymmetric contribution of a small
percent of companies to total revenue creation by all early-stage
companies. The Section 3 sample includes a broad spectrum of
companies, ranging from those with high growth, those with minimal
growth, and those with negative growth. The companies in this current
Section are all high-growth companies by construction of the various
rankings. A finding of the Elite Few Creators for this potentially more
demanding sample of companies would reinforce the importance

of these companies to economy-wide revenue creation.

We applied the Mountain of Revenue Creation methodology outlined

in Section 3.2 to the two organizations that disclose revenues and
revenue changes for all the individual companies in their rankings.

The cumulative revenue curve starts with the company with the largest
revenue creation, and then adds the number two largest revenue
creator, etc. All companies in these high-growth surveys have revenue
creation, so the cumulative curve does not become flat and does not
decline as it did for the broader set of companies examined in Section 3.
Exhibit 4-5 shows strong evidence of the elite few having a very strong
revenue-increase contribution. In the US Inc. 500 sample, the top 1%
of the companies account for 20.5% of revenue growth, something like
a 1/20 rule. The top 10% of the companies account for 56% of growth
for the whole 500 companies. The broad United Kingdom sample in
Fast Track 100 shows a very similar pattern with the top 1% responsible
for 20.8% and the top 10% accounting for 55.2%. The elite few in

the United Kingdom technology sample in Tech Track is even more
noticeable, with the top 1% providing 31.4% of growth and the

top 10% giving 60.3%.

The elite few phenomenon holds when looking at the top end of the

growth population (Section 4) as well as the population (Section 3) of
early-stage companies. The fact that growth is highly asymmetrical

Global Entrepreneurship and the Successful Growth Strategies of Early-Stage Companies

indicates that the contribution of the new ventures’ sector to the overall
growth of the economy is focused on a very small number of companies.
The ratios of 1% generating 20% of growth and 10% generating 55%
indicate this high concentration. This elite few and the infrastructure
that exists for this elite few appears to need better recognition as an
important engine for growth in the economy. Bl

" An example of research paper using /nc. 500 ranking data is Markman, Gideon D. and
William B. Gartner, “Is Extraordinary Growth Profitable? A Study of Inc. 500 High-Growth
Companies,” Entrepreneurship Theory and Practice (September 2002: Vol. 27, No. 1): 65-75.

2 For a review, see Coad, Alex, The Growth of Firms: A Survey of Theories and Empirical
Evidence, Cheltenham, United Kingdom: Edward Elgar (2009).
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EXHIBIT 4-1:
GENERAL COMPANY SAMPLE: DISTRIBUTION OF ANNUAL REVENUE GROWTH RATES
FOR PRIVATELY-HELD “FAST COMPANIES” IN US (INC.500 COMPANIES AND
TOP 100 IN /INC. 500) AND UNITED KINGDOM (FAST TRACK 100)

PANEL A:

COMPANIES RANKED IN SURVEYS 2008 AND 2009

PANEL B:

COMPANIES RANKED IN SURVEYS 2000 AND 2001
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EXHIBIT 4-2: HIGH-TECHNOLOGY COMPANY SAMPLE:
DISTRIBUTION OF ANNUAL REVENUE GROWTH RATES FOR DELOITTE TECHNOLOGY FAST 50 SURVEYS OF

PRIVATE AND PUBLICLY-TRADED HIGH TECH COMPANIES IN 12 COUNTRIES AND
FOR TOP 50 IN TECH TRACK 100 SURVEYS OF BRITISH PRIVATE HIGH TECH COMPANIES

PANEL A: COMPANIES RANKED IN SURVEYS 2008 AND 2009
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PANEL B: COMPANIES RANKED IN SURVEYS 2000 AND 2001
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DISPERSION
COY. AGE PERIOD TO COMPUTE CAGR

EXHIBIT 4-3: ANNUAL REVENUE GROWTH RATE DISTRIBUTION COMPRESSION

Inc. 500 DECILES
COY. AGE PERIOD TO COMPUTE CAGR

USA:

Source: Tech Track 100 2001-2009
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EXHIBIT 4-4: PERSISTENCE OF RANKING MEMBERSHIP: FREQUENCY WITH
WHICH COMPANIES APPEAR IN ANNUAL RANKINGS OVER TIME

PANEL A: GENERAL COMPANY SAMPLE

Survey Years i # of Companies* i Once i Twice i Three i > Three i
USA: Inc. 500 2000-2009 L 2,725 | 70.6% L217% | 5.8% L1.9% !
DSA: Top 100 2000-2009 - 623 - 86.0% 7% 18% - 05% :
United Kingdom: _ 3 3 9 3 0 3 9 3 o 3
Pt K 1997-2009 | 837 | 74.8% | 18.8% | 5.5% | 1.0% |

PANEL B: HIGH TECHNOLOGY COMPANY SAMPLE: DELOITTE TECHNOLOGY FAST 50 RANKINGS

Survey Years i # of Companies* i Once i Twice i Three i > Three i
us 1997-2009 470 | 89.2% L 9.8% L14% ! !
Canada 1998-2010 L 405 L 79.1% L 14.1% | 5.9% L 0.9% !
United Kingdom 1998-2009 394 | 80.0% | 16.8% | 2.8% L 0.5% !
Germany 2004-2008 Lo113 | 69.9% | 20.4% | 6.2% | 35% }
France 2001-2009 | 235 | 68.9% | 18.3% | 8.5% | 4.3% !
Sweden 2004-2009 155 L 78.7% L 16.8% L 45% ! !
Norway 2002-2009 168 | 55.4% | 256% L10.1% L 8.9% !
Israel 2000-2010 L 267 | 55.1% | 251% L BT7% L13.1% !
China 2005-2009 - | 60.4% | 28.1% | 8.3% L31% !
India 2005-2009 L1121 | 95.0% L 3.3% Lo1T7% ! !
Japan 2003-2008 139 | 64.8% | 23.0% Lo7.2% | 5.0% }
Australia 2002-2009 207 | 68.6% L 17.9% l 0.2% L 4.4% !
New Zealand 2001-2009 279 | 85.7% | 13.3% L11% ! !
Total 3,069 75.5% 16.7% 5.06% 2.9%

PANEL C: HIGH TECHNOLOGY COMPANY SAMPLE: DELOITTE TECHNOLOGY FAST 500 RANKINGS

Survey Years i # of Companies* i Once i Twice i Three i > Three i
North America 1997-2009 | 3,657 | 66.3% | 20.8% L 81% L 4.8%
Asia Pacific 2003-2009 | 1,585 | 70.6% L 20.5% | 5.6% | 3.3% !

PANEL D: HIGH TECHNOLOGY COMPANY SAMPLE: TECH TRACK 100 (UNITED KINGDOM)

Survey Years i # of Companies* i Once i Twice i Three i > Three i
United Kingdom: ‘
(Tech Track 2001-2009 | 465 | 58.3% | 29.0% | 8.0% DA%

*Companies appearing first time in the last three years are dropped to avoid overstating companies appearing only once (or
twice) due to future years not being available for most recent first time appearers.
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EXHIBIT 4-5: ELITE FEW REVENUE CREATORS IN HOT COMPANY LISTS

PANEL A: US: INC. 500
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PANEL B: UNITED KINGDOM: FAST TRACK 100
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PANEL C: UNITED KINGDOM: TECH TRACK 100
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Section 5 - Early-Stage Company Growth: Management Systems Adoption as
a Growth Accelerator — Evidence from CEO and CFO Surveys

Authors:
Antonio Davila, George Foster, Martin Haemmig and Ning Jia

This section reports results of the most extensive research project done
on the association between management control system adoption and
company growth. As part of the research for this report, we developed
a rich database relating to 110 companies from around the globe.

We call this database the FORUM sample. The CEO and CFO of each
company provided us extensive internal data about when they adopted
various management systems as well data on aspects of their growth
on a year-by-year basis. There is a small but minimal overlap in the

70 “Executive Case” companies analysed in Sections 1 and 2 and

the 110 companies examined in this Section

One key finding of our research is that companies that adopt an extensive
array of management systems in their first five years have significantly
higher growth rates than companies with minimal adoption of management
systems in their first five years. This finding is consistent with the
adoption of management systems being a growth accelerator; the
related conclusion is that non-adoption of management systems is

a growth inhibitor.

We also report for these 110 companies that the distribution of annual
revenue growth rates of early-stage companies becomes more
compressed over time. The distribution of growth rates is most dispersed
in the earliest year for which we have extensive data (Year 2 to 3) for the
110 companies. It becomes less dispersed as these 110

companies grow older. This reduced dispersion in the distribution of
growth rates is largely driven by the reduction in the extreme high-end
(positive) part of the growth rate distribution as companies get older.
This finding for our sample of 110 companies is similar to what we
report for much larger samples in Section 3 (see Section 3.A.2) and
Section 4 (see Section 4.3).

The management literature has conflicting viewpoints on the association
of management system adoption and company growth:

e Growth inhibitor viewpoint: Management systems adoption by
early-stage companies adds to company bureaucracy and stifles
innovation, thus likely inhibits growth.

e Growth accelerator viewpoint: Adopting systems helps provide
a structure that enables management to better focus on key areas
and provides a communication mechanism that assists in
coordinating increasingly diverse resources and opportunities as

a company grows.

82 World Economic Forum

Prior research by several members of this Forum project team —
termed the SEMAS project' — found strong support for the growth
accelerator viewpoint based on a sample of 78 US companies.
This section of the World Economic Forum report presents further
strong evidence from CEO- and CFO-provided data supporting the
growth accelerator viewpoint.

5.1 Background on the Forum Sample of 110 Companies

We define a management system as one “that has a documented
process and periodically and purposely executes on that process.”
We collected information on the year of formalization of 13 different
management systems. The choice of 11 of these 13 systems was
influenced by results of the SEMAS project, where we examined the
adoption of 46 different systems. We also added two new categories
related to “marketing/branding” and “quality management systems,”
based on feedback from executives on our prior research and
subsequent interaction with many executives. Respondents indicated
the calendar year of “formalization” for each management system
adopted. Given our information about the calendar year in which each
company was incorporated, we can determine the event year (Year 1,
Year 2, etc.) that each company adopted each of its chosen systems.
Each of the 110 companies provided us with responses to both a
two-page CEO survey and a two-page CFO survey.

Our FORUM sample has very large differences across many of the variables
examined. Exhibit 5-1 provides the country and industry breakdown of
the FORUM sample. This 110-company sample is diversified on multiple
dimensions — the countries included, the industries included and the
wide distribution of founding dates. This diversification increases our
confidence that the findings reflect underlying factors affecting growth
rather than reflecting a particular industry (such as information
technology) in a particular region or country (such as Silicon Valley in

the US) at a particular period.

5.2 Summary Results

There is, on average, systematic growth from Year 1 to Year 5 for
headcount and revenues of the sample of companies. Exhibit 5-2 shows
the 90th, 70th, 50th, 30th, and 10th deciles of the distribution

of company revenues each year. The distribution is rebalanced each
year, so each decile over time does not refer to the same company

each and every year. The revenue growth is relatively faster than the
headcount growth, as is evidenced by the upward trending plots for

the revenue per headcount variable in Exhibit 5-2.
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Using information from the CEO and CFO surveys, we are able to
document the relative build-up of management systems from Year 1

to Year 5 for the 13 different management systems. Exhibit 5-3 shows
the relative build-up of management systems across the companies

in the sample. Financial planning systems are the most widely adopted
systems each and every year. Financial evaluation, HR planning and
strategic planning systems are also adopted more frequently and at an
earlier stage than many other systems.

There is much diversity across companies in both the number of
management systems adopted and the speed of adoption. This diversity
enables us to probe whether companies that adopt management
systems earlier or more extensively exhibit higher growth. Exhibit 5-4
shows the average headcount growth for three groups of approximately
equal sizes along with management systems adoption intensity — (1)
low, (2) medium, and (3) high — in Year 2 (Panel A) and Year 5 (Panel B).?
Panel C puts companies into three groups according to the change in
management system intensity between Year 2 and Year 5. (High
indicates the group with the greatest number of systems added, and
low indicates the group with the least number of systems added.)

The general finding is that either (1) the early adoption or (2) the systematic
build-up of management systems over time is significantly associated
with growth in headcount. We have conducted further econometric
analysis that strongly supports this finding. However, the relationship is
more complex than that shown in any one panel in Figure 5-4. There are
at least two different paths of systems-adoption build-up that are not
fully captured in one of the three panels in that figure. One path is rapid
adoption of systems by Year 2, which is captured by Panel A. Companies
that fall into the “high” category in Panel A, could well be placed in the
low systems adoption group in Panel C. This could arise if they add
minimal extra systems in Year 3 to Year 5, because they started from

a very high base in Year 2. A second path of adoption is to start from a
low base in Year 2 and then aggressively build up management systems
in Year 3 to Year 5 as management deems appropriate. These companies
get placed in the low systems intensity group in Panel A but high in
Panel C. Our econometric analysis takes both paths into account and
finds significant positive associations between (1) headcount growth,
and (2) aggressive management systems adoption by either Year 2 or
systematic build-up between Year 3 and Year 5. Section 2 of this report
includes quotations from executives on growth accelerators and growth
inhibitors. The most direct conclusion from the above analysis is that
the absence or limited adoption of management systems is a growth
inhibitor. There is little evidence in our sample of 110 companies that
companies with limited adoption of management systems in Year 1 to 5
exhibit high or even medium growth in their first five years.

Global Entrepreneurship and the Successful Growth Strategies of Early-Stage Companies

5.3 Management System Adoption Drivers

Management makes decisions on an ongoing basis as to the timing
and extent of management systems adoption. What are the factors that
drive these decisions? We conducted econometric analysis of this
question and conclude that headcount levels and headcount growth
explain company build-up of management systems better than do
revenue levels and revenue growth. While headcount growth and
revenue growth are positively correlated, we find that when both are
simultaneously included as potential drivers of management system
build-up, it is headcount growth that is the dominant factor.

5.4 Compression in the Distribution of Growth Rates as
Early-Stage Companies Age

Exhibit 5-5 presents the distribution of company growth rates as
companies age. The same pattern of the distribution compressing

as companies age occurs for both the revenue growth rate and the
headcount growth rate. This same pattern was observed in both Section
3 (for the 110 country database of companies) and in Section 4 (for the
Fast Growing Company Rankings database). One way to document this
compression is to compute a dispersion measure for the growth rate
distribution. The right-hand panels in Figure 5-5 report one such
dispersion measure — the difference between the 90th percentile and
the 10th percentile. The downward slope of this dispersion measure is
largely driven by the reductions over time in the very high growth rates
that sizably reduce as companies age in their first five years. Bl

" An overview of a series of research papers is in Davilla, Antonio, George Foster, and
Ning Jia, “Building Sustainable High Growth Startup Companies: Management Systems
as an Accelerator,” California Management Review (spring 2010: Vol. 52, No. 2): 281-311.
See also Strehle, Florian, Bernard R. Katzy, and Tony Davila, “Learning Capabilities
and the Growth of Technology-Based New Ventures,” International Journal of Technology
(2010:Vol.52, Nos. 1/2): 26-45

2 For Year 2 (Panel A), the cutoffs are low intensity (O to 1 systems adopted in Year 2), medium
(two to four systems), and high (five to 13 systems). For Year 5 (Panel B), the cutoffs are low
intensity (zero to five systems adopted in Year 5), medium (six to nine systems) and high
(10 to 13 systems). For the changes in management systems between Year 2 and 5
(Panel C), the cutoffs are low intensity (zero to one additional system adopted), medium
(two to four additional systems), and high (five to 13 additional systems).
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EXHIBIT 5-1: FORUM CEO/CFO SAMPLE OVERVIEW

PANEL A: COUNTRY AND INDUSTRY

Business & ' Consumer . Energy ! Healthcare ! Industrial ! Information Line
Financial Goon & Goods ‘ Technology Total
Services ! Services ! ! L& Materials !
Argentina 0 3 0 0 0 3 6
Australia 1 13 ) L2 13 L4 13
China 1 i 5 i 0 i 3 i 9 i 6 24
Ireland 4 i 3 i 1 3 2 3 2 3 7 19
Spain 4 L2 ) Lo L2 L4 13
USA 5 1 1 5 0 5 17
Other 3 i 4 i 0 i 2 i 0 i 9 18
Total 18 2 2 15 16 8 110
PANEL B: FOUNDING DATE PANEL C: FINANCIAL COMPOSITION
Total Percentage Total Percentage
1996-1998 14 3 13% 3 VC-backed 42 3 38%
1999 10 L% ! Non VC-backed 68 L62%
2000 17 i 16% i Total 110 3 100%
2001 10 i 9% i |
2002 7 6% }
2003 15 14%
2004 18 i 16% i
2005 12 3 11% 3
2006-2008 7 6%
Total 110 i 100% i
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EXHIBIT 5-2: GROWTH PATHS OF FORUM CEO/CFO SAMPLE OF 110 COMPANIES

PANEL A: HEADCOUNT

PANEL B: REVENUES
IN MILLIONS (US$ M)
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EXHIBIT 5-3: MANAGEMENT SYSTEM BUILDUP FOR FORUM CEO/CFO SAMPLE OF 110 COMPANIES

PANEL A

80%

60%

40%

20%

’ Year 2 Year 3 Year 4 Year 5
= Financial Budget = Investment Approval Financial Evaluation ~ == == Strategic Planning ~ ====** HR Planning HR Evaluation =~ ====Product Development ~ =r==s= Sales Target === Sales Pipeline
Marketing/Branding == Consumer Relationship == = Partnership =~ =ssese Quality Management
PANEL B
PERCENTAGE OF COMPANIES
HAVING ADOPTED THE SYSTEM BY THE END OF:

System i Description i Year 1 i Year 2 i Year 3 i Year 4 i Year 5 i
Financilal Budget 3 Financial Operating Budget 3 24% 3 44% 3 57% 3 67% 3 73% 3
Financial Evaluation Actual to Budget Performance Analysis 16% 35% 46% 56% 65%
HR Planning i Human Resources — Written Job Descriptions i 15% i 30% i 44% i 57% i 64% i
Sales Target Sales Targets for Sales Force 9% 27% 43% 55% 64%
Strategic Planning 3 Definition of Strategic (Non-Financial) Milestones 3 16% 3 33% 3 45% 3 55% 3 63% 3
HR Evaluation Human Resources — Written Performance Evaluation Reports 13% 28% 38% 46% 57%
Product Development New Product/Project Development Milestones 15% 32% 41% 50% 55%
Investment Approval Capital Investment Approval Procedures 10% 25% 34% 44% 55%
Customer Relationship Customer Relationship Management 13% 26% 35% 45% 54%
Sales Pipeline Sales Pipeline Information 10% 20% 31% 45% 53%
Marketing/Branding i Marketing/Branding Project Evaluation Analysis i 5% i 17% i 25% i 29% i 37% i
Quality Management i Quality Management System i 9% i 19% i 25% i 29% i 36% i
Partnership i Partnership Development Plan i 4% i 1% i 18% i 26% i 31% i
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EXHIBIT 5-4: HEADCOUNT GROWTH FOR YEARS 1 TO 5 OF
COMPANIES WITH DIFFERING LEVELS/CHANGES OF MANAGEMENT SYSTEM INTENSITY

PANEL A: PANEL B:
RANK BY MANAGEMENT SYSTEM INTENSITY IN YEAR 2 RANK BY MANAGEMENT SYSTEM INTENSITY IN YEAR 5
Headcount Headcount
200 200
180 180
160 160
140 140
120 120
100 100
80 80
60 60
40 40
20 20
Years Years
Low Systems Medium Systems High Systems Low Systems Medium Systems High Systems
Adoption in Year 2 Adoption in Year 2 Adoption in Year 2 Adoption in Year 5 Adoption in Year 5 Adoption in Year 5
PANEL C:
RANK BY MANAGEMENT SYSTEM INTENSITY CHANGE
BETWEEN YEAR 2 AND YEAR 5
Headcount
1 1 1
| | |
| | |
; ; |
120 ; ; i
; ; |
80 i i i
: | | |
:
20 | i
Years
Low Systems Adoption | Medium Systems Adoption | High Systems Adoption
Change between Change between Change between
Year 2 and Year 5 Year 2 and Year 5 Year 2 and Year 5
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EXHIBIT 5-5: GROWTH RATE DISTRIBUTION COMPRESSION OVER TIME FOR
HEADCOUNT GROWTH RATE AND REVENUE GROWTH RATE FOR CEO/CFO SAMPLE

PANEL A: REVENUE GROWTH RATE

DISTRIBUTION DISPERSION (90TH PERCENTILE - 10TH PERCENTILE)

88
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PANEL B: HEADCOUNT GROWTH RATE
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Appendix 5.A: Background on How the Forum Database
was Built

This study builds on a prior study, the SEMAS research project. This
project examined a sample dominated by California venture-backed
companies from the information systems/technology sector; the time
period was the early 1990s to the early 2000s.

Our FORUM sample had two main criteria in its build phase. The focus
was on companies that were: (1) a new venture in the 1996 to 2006
period, and (2) had achieved revenues of at least US$ 5 million at
some stage or headcount of at least 50 internal employees at some
stage or both.

The new venture requirement was central to being able to concentrate
on the early development of a company from its incorporation. At their
incorporation date, the companies in our FORUM sample typically have
only a small founder team and no revenues. Ventures that are spin-offs,
or much older companies that are restarts, have heritage systems and
infrastructure that often are the result of generations of prior company
and executive experience. The requirement to have the start date be

in the 1996 to 2006 period was to enable us to collect at least three to
four years of post-start data in key variables, such as headcount and in

some cases, but far from all, revenues.

The minimum size requirements were based on our prior SEMAS
experience that many companies start “small” and stay “small,” in part
due to the aspirations of their founders (such as owners/managers
trading off low growth aspirations in return for retaining control).

Our prior experience was that even with a minimum size requirement
we would observe dramatic differences across many of the key variables
of interest in the final sample. This turned out to be the case. The
headcount or revenue lower limit was used to include companies that
either (1) had revenue build-up with not a large headcount build-up, or
(2) had headcount build-up, but little or no revenues in the early years.
The (1) case could be due to a chosen business model or to extensive
use of outside contractors. The (2) case could be due to a company
having an extensive discovery period (such as with some life science

companies) or requiring an extensive brand recognition period.

Global Entrepreneurship and the Successful Growth Strategies of Early-Stage Companies

Many companies in our sample satisfy both the minimum revenue and
minimum headcount requirements. The stipulation that the minimum
was achieved “at some stage” rather than by the most recent year was
to allow for companies that scale beyond these minimums, but then
subsequently de-scale. Each of these restrictions results in the sample
having generalization limitations. However, the companies that qualify
for our restrictions are a very important set in many economies around
the globe. The results of our analysis do not generalize to the many
companies that have very few employees and very little revenues over
extended periods.

The current analysis extends the prior SEMAS research in multiple
ways. First, we use a broader sample of companies, both on the basis
of country or region and on an industry basis. Second, we also include
many companies with data for the decade from 2000 to 2009. Third,
we examine management system adoption, not just in Year 2, but also
(1) the build-up of management systems between Year 2 and Year 5,
and (2) the level of management systems in Year 5. Fourth, we look

at the relative headcount growth and revenue growth as a driver of
management system adoption. The build-up of management systems
is an important manifestation of the professionalization of management
in a company. It is part of a shift from a personal management style

to a professional management style that can occur in some companies
as they grow or age.
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Section 6 - Venture Capital Investment Activity for Early-Stage Companies

Around the Globe

Authors:
Bryan Pearce and John de Yonge (Ernst & Young), Martin Haemmig,
Antonio Davila and George Foster

Data provided by Dow Jones VentureSource
(http://www.dowjones.com/privatemarkets/)

Venture capital (VC) is one type of financing that some high-growth-oriented
founders and employees of early-stage companies find attractive.
Distinctive features of VC are that the investment is for equity in the new
venture and is made at a relatively early stage in the life of the company.
This VC leverages the ability of the venture to grow fast and build value
for the equity owners and other constituents. In some cases, the VC

is essential to enabling the new to be up and running. The US is generally
agreed to be the genesis of professionally managed VC funds.
Examples of early VC firms, which were started in Silicon Valley in the
1960s, include Draper and Johnson Investment Company, Sutter Hill
Ventures and Asset Management Group.

For several decades after the 1960s, there were two dominant features
of the VC industry:

1. Most VC firms (the investor) were based in the US, with the two
highest concentrations of firms being in Silicon Valley in Northern
California and Boston in the New England region.

2. Most individual companies receiving venture funding (the investee)
were based in the US, and the large majority of their early operations
were US centric.

The last 20 years have seen major shifts in both number 1 and number
2. They were driven by the mobility of technology, capital and people as
well as the establishment of entrepreneurial ecosystems orchestrated
mainly by governments in innovation hotbeds. The key shifts changing
number 1 are the establishment of new VC firms outside the US, which
are independent from the US firms, and the establishment by US VC
firms with offices outside the US. The two major shifts changing number
2 are VC-backed companies that start outside the US and some
US-backed investee companies that have a decidedly global component
to their activities at an early stage (sometimes from day one ). The
consequence is that the VC industry now has a growing global
dimension. This global dimension is consistent with highly motivated
and committed entrepreneurs existing in all parts of the globe.
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This section presents some summary descriptive statistics that
showcase both the global nature of where venture investments were
made in the second half of the 2000-2009 decade and some key
differences in the nature of the investments in different geographies.

Geographic Mix of Investments. Exhibit 6-1 (Panel A) shows the
still-dominant position of the US in terms of the geographies of investee
companies. From 2005 to 2009, the US per cent of total VC investment
was in the 65% to 73% range and in the US$ 23 billion to US$ 33 billion
range. Europe comprised 15% to 20% of total investments (in the

USS$ 5 billion to US$ 7 billion range). Countries with lower per cents are
Israel (in the US$ 1 billion to US$ 2 billion range) and China (in the

USS$ 1 billion to US$ 4 billion range). Panel B highlights the geographic
hotbeds for 2009. VC investment was largely dominated by Silicon
Valley and other traditional hotbeds of entrepreneurship, such as New
England, Southern California and New York. The importance of Silicon
Valley is still unmatched in this industry. The top 14 hotbeds in 2009
included three from Asia: Beijing, Shanghai, and Bangalore (Japan was
not part of this analysis).

Venture Capital Funding Stages. Exhibit 6-2 (Panel A) presents the
distribution across the life stages of companies with VC investment for
US, Europe, Israel and China. Dow Jones distinguishes four development
stages in its VentureSource database — two pre-revenue (start-up and
product development) and two revenue (pre-profit and profitable). The
US and Israel venture-backed companies receive higher support in their
two pre-revenue stages vis-a-vis Europe and China, in terms

of number of VC rounds. VC rounds in China are very heavily focused
on the last two of the four VentureSource life stages (pre-profit and
profitable). Europe lies between US/Israel and China in terms of number
of VC rounds in the last two life stages. Panel B presents the percentage
of venture investment amounts. Europe looks more like the US and
Israel with this measure of VC activity. The Panel A conclusion that
Chinese VCs are very much focused on later stages of the early-stage
company life cycle is reinforced by the Panel B information on

VC invested.

Venture Capital Investment by Sectors. Exhibit 6-3 presents a per
sector breakdown across geographies. VentureSource makes four
sector classifications: IT, healthcare, business and consumer, and other.
Panel A presents percentages based on the number of active private
VC-backed companies, while Panel B presents percentages based on
VC capital invested to date. The IT sector is very dominant in Israel,
and the strongest sector in the US, Canada and Europe. Healthcare is
increasing in the US, Europe and Israel. In 2008 and 2009, healthcare
was between 24% and 33% of all VC invested in companies in the US,
Canada, Europe and Israel. The two Asian countries of China and India
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have a much different profile than the other four countries in Exhibit 6-3.
Business and consumer is the main sector attracting VC investments in
both China and India.

Headcount of Venture-Backed Companies. Exhibit 6-4 (Panel A)
shows the average headcount per start-up across the various
geographies and for different industry groupings. China again follows a
very different pattern with an average headcount often five to 10 times
larger than the US, European and Israeli ventures. This headcount
evidence is consistent with Chinese VC investments being concentrated
more in the latter stages of the company’s life cycle. Interestingly,
Europe’s average headcount is below that of the US and Israel.
European early-stage companies typically are smaller than those in the
US and Israel. One of the reasons is that the average company receives
three to four times less capital in the same stage of development when
compared with the US. Panel B shows the average headcount per stage
of development and industry across the four geographies. Across the
four VentureSource development stage categories and across each of
the three industry classifications, the Chinese VC-backed ventures
consistently have a higher headcount vis-a-vis the US, Europe and Israel.

Pre-Money Valuations. Exhibit 6-5 (Panel A) provides information on
the valuation of start-ups across the various geographies. The US and
Israel start-ups have a similar pattern with growing valuations from 2003
to 2006. In both, there was a decline in 2009, in part due to the global
financial crisis. Valuations in Europe were much lower than in the US and
Israel. For example, the 2009 (2008) median valuations are US$ 20 (US$
23) million in the US, US$ 14 (US$ 30) million in Israel, while only US$ 3
(US$ 9) million in Europe. China’s valuations grew from US$ 10 million

in 2005 to US$ 43 million in 2009, reflecting the trend in China towards
later-stage and larger rounds with high PE ratios and typically fairly good
returns for investors when compared to the western countries. Panel

B presents valuations across stages in the life cycle, across industries
and geographies. China company VC investments are mostly focused
on “business and consumer services” with very significant valuations for
later-stage companies. The lower valuations in Europe vis-a-vis the

US show up consistently across each of the stages of development
categories and each of the three industry classifications.
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Exits of Venture-Backed Companies. Exhibit 6-6 (Panel A) provides
information across geographies on the number and amount of exits
through IPOs. The US had a sizeable IPO window between 2004 and
2007, with between 44 and 78 venture-backed companies exiting each
year. The amount raised peaked in 2007 at almost US$ 7 billion. In
2008, 2009 and 2010 (January to June), there were minimal IPO exits in
the US, Europe and Israel. In contrast, China IPO exits in 2009 and 2010
(January to June) were very active, both relative to prior years in China
and relative to the US, Europe and Israel in the same period. The large
increase of IPO exits in China mainly resulted from the opening up of the
two new SME and growth company exchanges that provide liquidity and
cater to this particular segment. The average holding time from the first
formal VC investment to an IPO in the US ranged from 6.2 to 9.4 years
between 2005 and 2010/1H, and from 5.8 to 8.1 years in Europe, while
it declined in China from 5.2 years to 2.6 years by 2010/1H.

Panel B provides information on exits through mergers and acquisitions
(M&A). An M&A exit in either the US, Europe or Israel is far more
common than an IPO exit, with the IPO window effectively shut during
the global financial crisis. In China, yet again a different pattern exists.
An IPO in China is relatively more frequent than an M&A exit. However,
Chinese acquirers prefer companies that are already profitable and
contribute instantly to the bottom line of the parent company, while
the Western corporations often acquire their target companies in the
pre-profit stage at much lower prices. The average holding time from
the first formal VC investment to an M&A in the US declined from

6.3 to 5.3 years between 2006 and 2010/1H, with 6.7 to 5.3 years

in Europe. In China during the same time period, it fluctuated from

3.4 years to 2.3 years — although the number of transactions

by Chinese entrepreneurial companies was rather marginal, and

the initial VC investments occurred again in a rather late stage of the
company’s development. B
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EXHIBIT 6-1: GLOBAL VENTURE CAPITAL INVESTMENT (US$ BILLIONS)

PANEL A: ANNUAL INVESTMENT 2005-1H 2010

2005 ‘ 2006 ‘ 2007 ‘ 2008 ‘ 2009 ‘ 2009

$50 | | | i | |

| | | | | |

‘ ‘ . ‘ . ‘ ‘ ‘

| | | | | |

$40 | | | | | |

| | | | | |

| | | | | |

s0 : : : : - : :

| | | | | |

| | | | | |

| | | | | |

$20 | | | | | |

: : : : : — :

| | | | | |

$10 | l | | l |

| | | | | |

| | | | | |

| | | | | |
s Canada | $0.6 : $0.8 : $0.9 : $0.9 : $0.5 : $0.3
—ndia | $0.3 3 $0.6 3 $0.9 3 $1.7 3 $0.6 3 $0.5
mmmmm= China | $1.1 | $2.3 | $2.9 | $4.5 | $2.0 | $1.3
— sl | $1.3 : $15 : $1.7 : $2.1 : $0.9 : $0.7
Europe | $5.4 $6.2 $7.5 $7.6 $4.9 $2.6
— S : $24.9 : $30.6 : $33.5 | $31.9 : $23.3 | $12.4
Total $33.7 $41.9 $47.4 $48.7 $32.2 $17.8

Source: Dow Jones VentureSource
“Israel HQ companies only
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PANEL B: ANNUAL INVESTMENT FOR 2009 BY HOTBED GEOGRAPHY

RANKING BY AMOUNT RAISED (US$ M)
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Source: Dow Jones VentureSource
Israel data based on Israel Site
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EXHIBIT 6-2: VENTURE CAPITAL INVESTMENT BY STAGE OF DEVELOPMENT

PANEL A: NUMBER OF VC INITIAL ROUNDS

UNITED STATES EUROPE
2003 ‘ 2004 ‘ 2005 ‘ 2006 ‘ 2007 2008 ‘ 2009 ‘ 2004 2008
100% [ | | | | | " | 100%

. | | | | | | w

2 ; ; | | . | 2

S gow | | | | i ' ! 2 80%

z | | | | | ‘ :

¥ | | | | | | y
— % ! 3 3 3 3 : o

w | | | | | | | w

2 am | [ | | | ! | [ 2 o

a 1 | | | | | | a
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£ 20% ' i i i i i i £ 20%

k4 | | | | | | | £

m Proftable Business % | 8% | 6% | 7% | 4% ' 8% | 2% | m Profitable Business 5% | 6% | 8% | 3% | 8% ' 1% | 1% |
m Revenue Pre-profit 35% | 35% | 39% | 38% | 39% | 40% | 38% | m Revenue Pre-profit 55% | 56% | 63% | 61% | 59% | 59% | 61% |
Product Develop. 50% | 44% 1 41% | 39% | 44% 1 40% | 41% Product Develop. 29% | 31% 1 25% | 30% | 34% 1 31% | 28% |
® Start-up 9% 1 13% | 14% 1 15% | 18% ' 17% | 19% = Start-up 0% 7% | 4% | 6% | 5% | 9% | 9%
Investment 670 ‘ 809 ‘ 920 ‘ 1024 ‘ 1180 ‘ 1092 ‘ 757 ‘ Investment 456 ‘ 510 ‘ 534 ‘ 658 ‘ 810 ‘ 630 ‘ 441 ‘
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2003 2004 2005 2007
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m Profitable Business 3% | 2% | 0% | 0% | 0% 4% 0% | | Profitable Business 28% |, 17% | 14% | 16% |, 21% | 19% | 19% |
m Revenue Pre-profit 16% | 23% | 22% | 32% | 26% | 28% | 19% | W Revenue Pre-profit 42% | 53% | 53% | 61% | 65% | 55% | 59% |
Product Develop. 4% | 65% | 56% | 47% | 61% | 53% | 60% Product Develop. 9% 1 12% | 8% . 12% | 6% | 22% | 15%
® Start-up 34% 9% 1 22% | 21%  13% | 15% | 21% | u Start-up 21% 1 18% | 25% | 11% | 8% | 4% | 8% |
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Source: Dow Jones VentureSource
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PANEL B: VENTURE CAPITAL INVESTED (US$ BILLIONS)
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EXHIBIT 6-3: SECTOR-COMPOSITION OF CAPITAL INVESTED TO DATE IN
CURRENT PRIVATE VENTURE CAPITAL-BACKED COMPANIES (US$)

PANEL A: CURRENT NUMBER OF ACTIVE PRIVATE VC BACKED COMPANIES
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PANEL B: CAPITAL INVESTED TO DATE IN CURRENT PRIVATE VC BACKED COMPANIES
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PANEL B: BY STAGE OF DEVELOPMENT
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INITIAL PUBLIC OFFERING (IPO) AND MERGERS & ACQUISITIONS (M&A)

EXHIBIT 6-6:

EXITS FOR VENTURE CAPITAL-BACKED COMPANIES
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Air Arabia | Sharjah, UAE

OVERVIEW:

Air Arabia is in the low-cost carrier (LCC) segment of the regional and global airline
carrier industry. It was founded in February 2003 by the Sharjah Government,
which is ruled by His Highness Dr Sheikh Sultan Bin Mohammad Al Qasimi.

Air Arabia is headquartered at the Sharjah International Airport - its first and still
its major hub - in Sharjah, one of the seven emirates in the United Arab Emirates.
It was the first and remains the largest LCC in the Middle East. The stated
company vision is “to be one of the world’s leading budget airlines in terms of
profit margin, innovation, reputation and operational excellence.” It achieved
break-even in its first year. Air Arabia has achieved consistent annual growth
while being profitable each year beginning in 2004. This is a remarkable feat in
an industry where the landscape is littered with bankruptcies and financially-
challenged carriers. Air Arabia’s business strategy from the outset was to be

a premier, low-cost, safe and reliable airline carrier for commercial and tourist
travellers. In 2007, it changed its status to a stock company listed on the Dubai
Financial Market (DFM). It was the first publicly-owned airline in the Arab world
and its IPO was the biggest in the UAE at the time.

AIR ARABIA

TIME-LINE / KEY EVENTS

Acquires two Adds 10 extra routes incl. Launches IPO on Adds second hub Adds third hub in
Airbus A320s Qatar, Egypt, Sri Lanka, Dubai Financial in Casablanca, Alexandria, Egypt
Sudan, Yemen, Saudi Arabia Market (DFM) Morocco

FEB
2003

MAR APR
2007 2009

v

Air Arabia founded Flies Sharjah to five Adds eight extra JVs in Morocco & JVin Jordan: Air | Opens Air Arabia
with Sharjah hub destinations: Bahrain, routes incl. India, Egypt: Air Arabia Arabia Jordan Centro Hotel,
Syria, Kuwait, Oman, Jordan, Kazakhstan Maroc & Air Arabia Sharjah
Lebanon Egypt

QUOTATIONS FROM:

Adel Abdullah Ali is the founding chief executive officer of Air Arabia and a driving force in its continued growth. He has over 28 years’ experience
in the aviation industry. Immediately prior to Air Arabia, he served as vice-president (commercial and customer service) for Gulf Air, where he played
a key role in the airline’s recovery. Prior to that, he worked at multiple senior positions with British Airways — including general manager (Middle East
and Africa). Ali received the ‘World’s Low Cost Airline CEO of the Year Award’ in 2007, 2008 and 2009. He has been ranked among the 28th most
influential Arabs by Arabian Business magazine.

Arif Masood Naqvi is the founder, chief executive officer and vice-chairman of Abraaj Capital Holdings. Abraaj is the largest private equity group

in the Middle East and an investor in Air Arabia. Nagvi was designated a New Asian Leader by the World Economic Forum from 2002 to 2003.
He previously worked with Arthur Andersen, American Express, Olayan Group and The Cupola Group, which he founded in 1994.
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What was the source of the initial idea, and how did that idea
evolve into a viable high-growth business venture? How did it
change over time?

Ali: “I have been in the aviation industry for some time and worked with
major airlines that had its footprints in the progress of the world’s aviation.
For a very long time, | believed the industry was too expensive and
legacy carriers do introduce products and procedures that didn’t add
real value to the business but had an inflating cost attached to it. At the
same time, air fares in the Middle East region were overpriced and, as a
result, the middle- and lower-income segment couldn’t afford this method
of transportation. Looking for alternatives and having monitored the
progress of the LCC concept in North America and Europe, it was ideal
to introduce the same clever concept of low-cost travel, but customized
to the region’s preferences. | offered my previous employer the opportunity
to introduce an LCC model to the Middle East and North Africa (MENA)
region, but my employer declined. Therefore, | pursued it myself and
based my business plan on introducing a dynamic low-cost airline

into the Middle East and North Africa region. Even though most of the
industry peers objected to the idea and predicted failure, claiming that
the region is not meant for low-cost travel, after completing my business
plan I was convinced more than ever that this region is no different than
the US or Europe — people would travel more simply if we allow them

to do so. In fact, in the absence of any other method of transportation
between Arab states, LCCs would allow people to travel and bring

the whole region closer — especially when you take into consideration
the demographic aspect of this region, where a big expatriate
population resides.

“Air Arabia took off in October 2003 with very modest capital and two
leased aircraft. The appeal for low-cost travel has been very welcoming
and, as expected, people shifted from busses and land transportation
to Air Arabia. We had very busy flights for a new airline and the fact that
we financially managed to break even after our first year of operations
is an indication of how badly this product was needed in this area. It’s
changing the philosophy of air travel in the MENA region that Air Arabia
was capable of bringing to this part of the world.”

What was the initial growth vision or aspiration of the founding
team? Was there a sizeable change in this growth vision
or aspiration over time? If a change, please describe.

Ali: “Air Arabia’s vision since its inception has always been about people
— offering people the chance to travel more often to more places. The
fact that the company was named ‘Air Arabia’ illustrates our very early
vision of serving the whole range of the Arab world and not only one city
or country. The focus has always been and remains on running profitable,
innovative and excellent operations to offer our customers

Global Entrepreneurship and the Successful Growth Strategies of Early-Stage Companies

the best rates in the market along with superb, value-added services.
At the same time, our main asset remains our people. We have
established young, motivated and multi-functional teams that are
passionate about the brand and what Air Arabia is all about. The aspiration
was for the airline to grow to about eight aircraft in five years, based on
the constraints that were imposed on air transportation and civil
aviation in the Arab world. As Air Arabia became more successful, the
philosophy of those airports changed and enabled us to grow to reach
25 aircraft in seven years. Air Arabia has grown fast to become a
distinguished airline among its global peers. The company received
many awards and recognitions along the way that developed its brand
equity and reputation. In 2009, Air Arabia was declared the world’s best
LCC by a highly-reputed publication.”

Describe the strategy or business model that enabled your
company to achieve its high rate of growth.

Ali: “The strategy will always remain the same: to be the preferred airline
serving all airports in the Arab world and providing value for air travel
stretching from the Atlantic Ocean all the way to the Indian Ocean. We
have built a very competitive cost culture and managed to continuously
run one of the lowest operational costs among all global airlines. Our
ruthless cost culture is reflected in the small and big decisions we make
on a daily basis. At the same time, we have been able to maximize our
operational efficiency and maintain the highest levels of operational
reliability. Air Arabia has been awarded the world’s best utilizer of an
Airbus A320 aircraft for the past five years by Airbus.

“After successfully introducing the low-cost business model to the
region, we have seen the great potential that exists. Air Arabia was
transformed into a publicly-owned joint stock company in March 2007,
floating over 55% of the company’s capital in the stock market. This
step took Air Arabia to higher levels. Not only did we become the Arab
world’s first listed airline, but we also raised the required funds to progress
with our expansion strategy. In 2007, we signed a confirmed order

with Airbus to acquire 44 Airbus A320 aircraft and broke ground on
constructing a 300-room budget hotel at Sharjah Airport. In addition

to our main base at Sharjah International Airport, UAE, we started
operations from our second hub in Casablanca, Morocco, in mid-2009,
which allowed us to extensively serve Europe. By June 2010, we started
operations from Air Arabia’s third hub in Alexandria, Egypt, and our
operations grew to reach over 65 routes from three strategically located
hubs. We are currently in the process of establishing our fourth hub in
Amman, Jordan. Over the past seven years, Air Arabia has managed

to sustain solid growth rates in terms of passenger numbers and profits
and as a result, the airline is considered among the world’s fastest
growing airlines.”
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What were the major growth accelerators for your
company in its high-growth years?

Ali: “It took a lot of hard work and dedication to build a brand that is
rated among the top 40 most admired brands in the Arab world.
Key accelerators for this growth can be summarized as:
1. Clear commitment to our customers to make air travel much more
affordable by allowing people to pay less and fly more
2. Running safe, secure and reliable operations
3. Clear and flexible business strategy with the right people and
empowered teams in place to achieve it
4. Financial well-being and cost-conscious culture on all levels
5. Best use of technology to utilize assets, increase productivity
and control cost
6. First mover advantage and dynamics of the emerging
Middle East market”

Naqvi: “Although MENA is one of the fastest growing passenger traffic
markets in the world, LCCs account for a marginal 4% of it versus about
30% in the US and Europe. Air Arabia has consistently followed an
aggressive growth strategy, including acquisition of new aircraft as well
as geographical expansion. A great strength of Air Arabia is that it has
proactively sought and identified new hubs in the region and established
these new bases as partnerships, which create immense growth
opportunities for the airline. Despite the current global conditions,

Air Arabia remains well positioned in an under-penetrated market, and
we expect it to continue growing its market share.”

Briefly describe the financing of your company and how this
financing impacted the growth of your company.

Ali: “Air Arabia managed to break even from first year of operations and
continuously recorded profits year after year. The company that started
with a modest capital of US$ 15 million seven years ago is worth over
US$ 1.2 billion today and is the Arab world’s biggest airline by market
value. This all hasn’t been achieved without a clear business and financial
strategy. The successful IPO that took place in 2007 has boosted the
company’s growth by allowing us to expand our fleet size and establish
new hubs and joint ventures. At the same time, we have always been
careful with the financing direction we take and every venture we pursue
takes into its life the return on investment to our shareholders. Air Arabia
has been distributing dividends to its shareholders since we went public.
Being a profitable airline is a core objective and part of our mission
statement, but also sharing the success and profits with our shareholders
has been part of Air Arabia’s journey.”
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Naqvi: “We believe that the region offers substantial growth opportunities
for Air Arabia given it has the ability to fund growth from internal cash
flow and needs limited further external funding. The company has a
strong net cash position of US$ 495 million as of 30 June 2010. When it
comes to managing costs, Air Arabia is the leader in its class. It managed
to consistently achieve the highest level of aircraft utilization in the A320
family, with a flying time per aircraft of over 14 hours per day and more
than 99% on-time performance.”

What were the major challenges your company had to handle
in its high-growth years, and how were they managed?

Ali: “Being in the aviation business, you have to accept the fact that
challenges are part of daily life. It is important to have the business
flexibility to overcome them.

1. In a region where luxury is emphasized, LCCs were originally met
with some scepticism when Air Arabia introduced the concept to the
region, but have since proved their legitimacy. This was the main
challenge we had to deal with — changing the way air travel was
perceived in this part of the world.

2. Open skies have been and will always remain a challenge in the
Arab World, holding airlines from further growth. Even though the
sky liberalization agreement between Arab states was originally
signed in 2004, implementing it in real life is still considered a challenge.

3. Protection of national carriers, which many Arab countries still
apply today.

4. The geo-political characteristics of the Middle East impose a
continuous challenge to all operating airlines. From political instability
to natural phenomena, economy implications and oil prices — airlines
do tend to pay a higher bill and this is always reflected in the
company’s bottom line.

5. Recruiting the right talent is always a challenge for airlines. In such
a complex business, human talent is considered the company’s
biggest asset, and with the fast-driven economy we are living in,
investing in the right talent and keeping them is considered a challenge.”

Naqvi: “The aviation industry is undeniably sensitive to economic
recession. However, in such an environment, LCCs benefit from travellers
switching away from more expensive, full-service airlines in order to
reduce costs. The industry is starting to see increased competition from
new LCC start-ups and aggressive expansion of existing carriers.
Flydubai, for example, is a new low-cost airline based out of Dubai,
Sharjah’s neighbouring city. Nonetheless, there is ample growth
opportunity for more LCCs in the region and Air Arabia is well-established
to grab its share of that growth.”
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Give examples of dark moments or negative periods” that your 3. Cost consciousness is very important in running an efficient

company or you faced as part of your journey as an executive business. Especially in our industry, where every penny really counts.

with this company. 4. The ability to take risks and not give up with the first battle you lose.
5. Be ready for the worst when times are good so you don’t have

Ali: “| don’t recall ‘dark moments’ per se. There have been periods to react in bad times.”

where we had to face serious challenges, but | believe every cloud has

a silver lining. During the recent economy downturn, over 30 airlines Naqvi: “Adel pioneered the low-cost model in the region at a time when

across the globe filed for bankruptcy in less than a year as the result of scepticism was high. His vision at a strategic level combined with his

soaring oil prices that reached US$ 148 per barrel and lowering demand — motivational capabilities and his obsessive attention to costs and

on air travel. The pressure of change was too fast and too heavy to efficiency have helped him build a successful, world-class operation and
cope with. Air Arabia had to weather the same storm and make tough have made him one of the most highly-respected executives in the
decisions to overcome this period of unprecedented instability. Even aviation industry. He was named ‘Airline CEO of the Year’ by Aviation
though we run an efficient and low-cost business operation, a major Business magazine in 2009, and received several similar awards in
review of cost structure areas, fuel hedging strategies and competitive 2007 and 2008. Adel has built, retained and grown a world-class team

margins had to take place to face the pressure on yield margins. At the with highly experienced management. The fact that many of the key
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end, we managed to surpass this challenge without having to go into members of the start-up management team are still in place today is
any redundancy or hold any expansion plans we had set earlier.” testimony to his leadership.” B
Prepared by George Foster, Max von Bismarck, Xiaobin He, Kerry Wellman,
What are the key lessons about entrepreneurship and successful  and Apraaj Capital, 22 November 2010
growth strategies you’ve taken from your company experience?

Ali:

1. “Being an entrepreneur has a lot to do with being a people person.
Creating a fun culture, motivating working environment, and
empowered teams is very important in building a successful business.

2. No matter how successful or big your company grows, you should
keep your feet on the ground. Complacency should have no place.
Nothing beats having a nice chat with on-board passengers or crew.
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Atlassian | Australia

OVERVIEW:

Atlassian is a software company that makes software collaboration and
development tools to help teams deliver products faster and cleaner. The company’s
flagship product, JIRA, is used for issue tracking and project management by
more than 11,000 organizations in 107 countries. Customers of JIRA and follow-on
hit products span the Fortune 1000, public enterprise, academic, science and
technology sectors. Co-founders Scott Farquhar and Mike Cannon-Brookes were
each 22-years-old when they started the company in 2002 with US$ 10,000 on a
credit card. The company was profitable from the outset, with sales tripling in its
first few years to US$ 15 million. With growth rates above 30% in 2010, Atlassian
is on track to break the US$ 100 million sales barrier in 2010-2011. In July 2010,
the co-founders received a US$ 60 million minority equity investment from a

US venture firm, Accel Partners, on sales of US$ 59 million.

ATLASSIAN

TIME-LINE / KEY EVENTS

Releases flagship Launches Australia’s fastest Releases new 10,000 US$ 60M Series A
JIRA product enterprise wiki: growing software products: Atlassian venture round with
Confluence company. Crowd and customers Accel Partners.
Opens US office Bamboo US$ 59M sales

FEB
2003

Atlassian JIRA achieves 1,000 Announces Acquires Amsterdam Acquires
incorporated less than US$ Atlassian partnership with Cenqua office opens BitBucket
in Sydney, 1.8Min sales customers Japan’s Imahima

Australia

QUOTATIONS FROM:

Mike Cannon-Brookes is co-founder and co-CEO of Atlassian. He was born in the United States, the son of a Citibank executive, and raised
in the United Kingdom, Hong Kong, Taiwan and Australia. Cannon-Brookes dropped out of an information technology scholarship at

Sydney’s University of New South Wales (UNSW) in 2000 to start his own company, which he sold. Prior to co-founding Atlassian, he joined an
Internet start-up called Internet.com based in Sydney.

Scott Farquhar is co-founder and co-CEO of Atlassian. He was born and raised in Sydney, Australia. Farquhar graduated from Sydney’s University
of New South Wales (UNSW) in 2001 with a degree in business information technology.
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What was the source of the initial idea, and how did that idea
evolve into a viable high-growth business venture? How did it
change over time?

Cannon-Brookes: “Scott and | were at university together on a
business information technology scholarship. | dropped out to work
for a start-up called the Bookmark Box, which another friend and |

had started. We sold that after about nine months. It wasn’t a huge
exit, but going back to university didn’t feel right, so | went to work for
another company called Internet.com (now Jupiter Media). After the
dot-com crash, | wanted to do something else and targeted Scott who
had finished university. We knew we didn’t want to join a big company.
We gave ourselves the time and space — one year — to explore a whole
series of different ideas and play with different things and try to find a
model that worked. Freedom mixed with desperation is a funny thing.
We were very motivated to find something that worked and we wanted

to create something where we would want to work.”

Farquhar: “We were doing third-party support for a Swedish software
services company, Orion Software Services. We did that for six months
but it was a terrible business to be in because you can’t fix bugs
because you can’t get access to the source code and it was hard to
find customers. So we ended up doing our own product, which was an
issue tracking system called JIRA, because we knew there was nothing
out there to track issues when you do software support, especially for
Open Source software, which is free but hard to use. We identified this
big gap in the market because software was both free and difficult or
really, really expensive and complex. Once we decided to build our own
software, we knew we wanted to build a lasting company that was the
best at what it did.”

What was the initial growth vision or aspiration of the founding
team? Was there a sizeable change in this growth vision or
aspiration over time? If a change, please describe.

Farquhar: “Our original vision when we left university was to earn the
same amount of money that our mates were making, but have more fun
doing it. So that was earning US$ 48,500, which is what graduates our
year made in bigger organizations. Once we decided to build our own
software and we were focused on JIRA, we always wanted to be a

big software company. We never said we wanted to do one product,
and so actually we wanted to build a long-term software company,
something enduring.”
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Cannon-Brookes: “JIRA had that kernel of value that customers
responded to and we could create a conversation with customers
around ‘can you make it do this; can you add this?’ It felt like we were
on to a problem that people were having. We had a very modern,
Web-enabled approach from the start, which was different than
competitors. It resonated. So we ditched everything else we were doing
and focused solely on JIRA. That was one of the pivot points for us

as a company. We were smart enough to ditch everything else until
JIRA had the right combination of features to have a life of its own.”

Describe the strategy or business model that enabled your
company to achieve its high rate of growth.

Farquhar: “People ask why we were successful. For me it was
three things:

1. Clearly defined need: We produced a simple-to-use product, when
there was nothing simple to use. We weren’t venture-backed, so
we couldn’t spend two years developing the software. We had to
sell something quickly.

2. Defined a niche market: We dominated a niche market and were
very strong in the Java community and still are, so we hired Java
developers even though we hire a broad range of software
developers for our products now.

3. Disruptive pricing: If you want to sell something quickly, as we did,
you can’t sell this stuff for hundreds of thousands of dollars. We’d
sell for under US$ 10,000. But we had a renew model, which was
50% of the original purchase price. Other software companies
renew at 15-20%. But if you sell something for a low price, you have
to sell a lot of it. And we needed to be global, so it needs to be on
a website, easy to download, easy to install. But we also made sure
the annuity stream is a higher percentage.”

Cannon-Brookes: “We certainly latched on at the right point in time
where we could sell enterprise software purely over the Web without a
sales team. We had a very low friction, high transaction business model.
We had the right mix of market size and low price to be able to build a
profitable business with that model. It is much more common now to do
that. But back when we started, enterprise software had many, many
zeros on the end and you needed sales people in many countries to sell
it. We also spend more on R&D as a percentage than other software
companies because we live and die by products that work and speak
for themselves.”
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What were the major growth accelerators for your company
in its high-growth years?

Cannon-Brookes: “Starting our second product (Confluence) when we
did was an envelope-stretching gamble that paid off in the end. It was
quite risky. We had a successful first product and a very small team of
six or eight developers at the time. The idea to start a second product
was not immediately received well internally. But it forced us to think
much more about the business we wanted to be, rather than just ‘those
guys that make JIRA'. That was the turning point that stopped us from
being a one-trick pony, which probably would have seen us sold to
another company, rather than being a viable company with a portfolio of
products. We had to think much more about the process of innovation
and the process of creating new products. It made it a much more
complicated business, but it is one of the reasons we are able to stand
alone and have unique brand.”

Farquhar: “Our growth was a pretty straight line actually. There were
probably a few inflection points that look pretty small now. The way we
used online advertising was important to us. We were very, very early
adopting Google AdWords back when Google AdWords were five cents
per click. So, you spend five cents to easily acquire a customer which
totalled US$ 10,000. We quickly gained traction and we didn’t spend

a lot on it. If we were smart, we would have spent much more. So that
was an accelerator for us — being early in that market was a very cheap
form of marketing, in the way that Facebook ads are probably more
fairly priced these days.”

Briefly describe the financing of your company and how this
financing impacted the growth of your company.

Cannon-Brookes: “Bootstrapping 2002-2010. We were bootstrapped
from 2002 to 2010, starting with around US$ 10,000 on a credit card.
Sometimes, being able to raise venture money too early is a dangerous
thing. In my experience with Internet.com in 1999-2000, | saw a lot of
good venture money go into really spurious investments that quickly
evaporated. | was jaded about the value of venture money at that time.
Also, we were lucky enough not to have a snowball’s chance in hell of
attracting venture money. We were two 21- to 22-year-olds who would
have pitched to VCs and said, ‘Look, we think we can figure this out
along the way’. But cash was not our problem. We were profitable and
kept doubling down on the company. We certainly evaluated venture
funding along the way. It just didn’t make sense for us to take in venture
money until recently.”
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Farquhar: “Venture capital investment July 2010. For us, the reason for
taking capital was we wanted to be a long-lasting company. We don’t
want something that we’re going to flip and sell. To do that you need

to eventually diversify your capital base. We also wanted to reward our
employees. No employees had any option or stock until now. So, over
eight years, everyone had been paid in cash, because we had always
said we wanted to remain private. And we do want to do an IPO, so we
really want Accel for the advisers and the connections — and to help us
hire great people.”

What were the major challenges your company had to handle in
its high-growth years and how were they managed?

Farquhar: “Managing growth — Specifically the management team.
We’ve evolved the management team a full cycle. We're in version two
of every person in the key roles. When you have a US$ 2 million
business, and two years later you're a US$ 15 million business, the
challenges are very, very different. So, we replaced our HR person,
our head of engineering, our head of support, our head of

product management — we replaced the entire management team.
That’s challenging.”

“Lack of mentorship — There was no mentor, probably arrogantly. In

the early days, everybody giving advice focused on the pricing model,
and the business model. We said, ‘No, that’s never going to work’. You
make US$ 100,000 you'll never make US$ 1 million. So you begin to
just ignore them. So there were people with experience in growing a
company. But | guess we were so burned by people saying we couldn’t
do it, or that we had to do it the traditional way.”

Give examples of dark moments or negative periods that your
company or you faced as part of your journey as an executive
with this company.

Cannon-Brookes: “Generally, one of the things we are bad at is not
celebrating along the way. It's a bit like boiling a frog slowly. It’s not like
the movies where there is this one big finish line. There are many, many
small victories along the way and one long grind to improvement. You
really have to learn not to get stressed out about a lot of things. It's one
of the reasons | think having a co-founder is important. You can balance
each other when you get too dark or too overconfident. Nothing is ever
as good as it seems or as bad as it seems.”
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What are the key lessons about entrepreneurship and successful
growth strategies you’ve taken from your company experience?

Farquhar: “Just go for it. The biggest thing preventing people from
starting their own thing is ‘I need to get some more money behind me,
or | need to flesh out my idea more’. No, no, no. Just go and do it,
because when | was at university, the biggest downside risk for me
was I'd have to go back and live with my parents for a few months.
The downside risk is so much lower when you're young.

“Start with a co-founder: If you can’t convince anyone else in the world
that you respect enough to be a co-founder that your idea is a good
idea, it’s probably not.” Bl

Prepared by George Foster and Sandy Plunkett, 15 November 2010
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Atrapalo.com | Spain

OVERVIEW:

Atrapalo.com is an Internet distribution platform for tickets and reservations
associated with entertainment, such as theatre and concert tickets, restaurants
and online travel agency services. The company was founded in 2000 and has
become the undisputed leader of urban entertainment in Spain. By 2009, revenues
were more than € 170 million, and the company had expanded operations into
Italy, France, Chile and Brazil. The company is privately held.

ATRAPALO.COM

TIME-LINE / KEY EVENTS
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QUOTATIONS FROM:

Manuel Roca is a co-founder of Atrapalo.com and has been its chief executive officer since the company’s inception. He is a graduate of the

Economics and Advanced Management Program, IESE, and his favourite pastime is mountain climbing, where he gets his best ideas. The other

three founders are Ignacio Giral, Marek Fodor and Ignacio Sala.

What was the source of the initial idea, and how did that idea
evolve into a viable high-growth business venture? How did it
change over time?

Roca: “The idea was to fill empty spaces, such as seats and beds,
using the Internet as an efficient and cheap tool to distribute these
products. The characteristic that is common to all the products we work
with is that they expire on the day the service is provided, so whatever
you haven’t sold one day you won’t sell the next day because it is not
there anymore. A seat to a concert or on an airplane is either occupied
or empty at the time of the show or the takeoff. If it is empty, it is lost
and cannot be sold. With this concept in mind, we have created a
platform where every hotel owner, airline, restaurant owner, show pro-
moter, etc., is able to give us, at a really interesting discount, the open
capacity that is about to expire. Nowadays, we work with seven main
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products that can be grouped into two larger groups: (1) travel-related
products such as flights, hotels, vacation packages and cars and (2)
urban-related products such as tickets, restaurants and urban activities.

“Our large growth comes both from being in a growing market and from
our unigue positioning in terms of having good deals from our suppliers
for our clients. In addition, we have been very focused on creating a
strong brand, in contrast to other competitors that have focused their
efforts on advertising in search engines.

“We started the company with the idea of building a large company to
offer to our users a unique Internet solution that covers all the activities
that someone can do in his/her free time. We see ourselves as a free
time organizing tool, and our aspiration is to replicate our model in
different countries, scaling our platform internationally.”
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What was the initial growth vision or aspiration of the founding
team? Was there a sizeable change in this growth vision or
aspiration over time? If a change, please describe.

Roca: “Our aspiration has been always the same: offering the best
possible deal for the user. If we achieve this objective, we satisfy both
parties — user gets a better price, and the supplier sells capacity that
otherwise would have been consumed with no revenue — making the
Atrapalo experience a happy one.”

Describe the strategy or business model that enabled your
company to achieve its high rate of growth.

Roca: “Our strategy is based on different aspects:

1. Network effect. We create a network effect in every product so that
users think we have all the deals for that product, and suppliers
think we have all the demand they need. It is very important for us
to have a good supply of events and travel products as well as to
have traffic to our website. If we manage to have these two sides
work, then the network effect makes it very hard for our competitors
to break into our market.

2. Complementary products. We build a portfolio of products that are
linked through a common concept. Atrapalo.com is a site that offers
the best deals for leisure time. We focus on options to fill your leisure
time — this is the common thread in Atrapalo’s products. The products
we offer complement each other. Users often get the first experience
of our service through our urban products, mainly because our
website makes it easier for them to buy, the average price is lower
and our repetition rate is high. Then those users are more likely to
come back to Atrapalo when they want to buy a travel product,
even if the frequency of these types of purchases is much lower.
The urban products are an important and distinctive feature that
allows us to move customers into the travel agency services.

3. Win-win concept. Our business model is simple and easy, based
on offering a win-win proposition to both our suppliers and customers.
The revenue model is also simple: if a user buys a product, we
receive a commission from the sale.”

What were the major growth accelerators for your company
in its high-growth years?

Roca: “We have two growth accelerators: A constant effort to update
our platform, with a high rate of change and evolution, to be ahead of
what the market demands. The customer experience and the customer
behaviour through our web are critical. How the information is
presented, the efficiency of the search process, the simplicity of the
purchasing process.

“The second accelerator is to work on content acquisition. We grow
through the traffic on our web that depends on the quantity of deals that
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we have on our website as well as its quality, interpreted as not only the
typical quality but also the discounts that we can offer to our users.

“These two growth accelerators have been supported by the constant
focus on the brand. The strength of the brand is an important aspect
that drives traffic to our website and also towards our suppliers. We built
our brand through word of mouth, offering a unique win-win proposition
to theatres and theatregoers, and then we extended our product line to
include hotels and travel.”

Briefly describe the financing of your company and how this
financing impacted the growth of your company.

Roca: “The initial funding was certainly an important aspect because we
started at the end of the Internet bubble and we did not find investors.
Yet, we all left our jobs to show that we really believed in the idea. We
put in our own savings, and we got additional funding from families and
friends. The initial capital was less than 500,000 euros.

The company has been cash-flow positive since the first year, so cash
flow has not been a worry since then.”

What were the major challenges your company had to handle in
its high-growth years, and how were they managed?

Roca: “We faced two main challenges:

1. Technology. The first challenge was to keep up with developing the
platform and scaling the systems to take advantage of the growth
that we were experiencing. The issue that we faced was not as
much from a customer perspective. The traffic that we were getting
was much higher than what we had initially expected. Also, our
proposition to the suppliers was an attractive one and we did not
find it that challenging to convince them to use Atrapalo as an
alternative distribution channel. Atrapalo offered them the option to
sell capacity that otherwise would go unused. The major challenge
in our early years was to keep up with execution. There were two
aspects to it: The first one was technological and we had to scale
up our systems fast enough to meet the demand that was coming
to our website. We addressed this challenge by investing heavily in
technology. Most of our investments during the first five years went
into technology. We did not invest in marketing, instead relying on
word of mouth, but we wanted users to have the best possible
experience at our website.

2. People. The second challenge was to structure the company
for growth and motivate middle management. As we grew beyond
the first few dozens of people, it became clear that the only way to
go forward was to create a well-defined organizational structure and
to find a way to reinforce the motivation of people that were coming
in. We addressed the latter one through coaching every selected
manager to be sensitive about the meaning of leadership in order to
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gain respectability from his/her collaborators. We also defined an
organization centred on products. Every product is a business unit
separated internally from others so we keep the management
focused on their responsibility giving freedom to ask for the
resources that they need.”

Give examples of dark moments or negative periods that your
company or you faced as part of your journey as an executive
with this company.

Roca: “The darkest moments | faced were during the first months of the
company. There was a lot of uncertainty about whether customers
would understand the service — what we offered and how to use it.
Every time we added a new product this uncertainty was present. In a
sense, we did not know if the business model would be simple enough

was confusion among us, and it was unclear who was doing what, what
should be delegated and how to supervise. Until the dust settled there
was tension and uncertainty in the company.

“Finally, there are always periods of tension around potential acquisitions
because the attention shifts to the acquisition, and we lose concentration

on what is important for our users and customers.”

What are the key lessons about entrepreneurship and successful
growth strategies you’ve taken from your company experience?

Roca: “These are my lessons:
e The most important thing among the great ideas you may get is
business execution and how you manage the company. Business
execution and managing people. This is the most difficult part above all.
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for people to understand, appreciate and use. So the first few months
were very challenging, with a lot of tension as well as excitement. But
| would say that the reality check on the business model was a tough
moment. After the business model was proved and the brand was
growing stronger, the issues were more typical around execution and
responding to competition.

“The second dark moment was creating middle management.
Operations are crucial in this business, and management has to be on
top of it at all times. When the company was small, all of us were on top
of it. When we created the middle management layer, however, there
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e Employees are the most important asset you have in your company,
at least in a company like Atrapalo that depends basically on talent.

* Focus, focus, focus.

e Understand the concept of being successful because the company
is always facing new challenges that could swap it out from the market.

e A combination of be patient, have common sense, and be
persevering to wait long enough to see your product/service grow,
together with being agile to change concepts if they don’t work as
they are expected.

e You can do excellent things with average people, but technical
engineers must be outstanding.” Bl

Prepared by Antonio Davila and George Foster, 18 November 2010
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Baidu, Inc. | China

OVERVIEW:

Baidu is the largest Chinese search engine company. It offers numerous search
and community services, including MP3 search, image search, video search,
Baidu Encyclopedia, Baidu News and Baidu PostBar. Baidu was founded in 2000
by Robin Li and Eric Xu, both of whom had studied and worked in the US before
they returned to China. The company is registered in the Cayman Islands. Baidu
went public with an IPO on NASDAQ in August 2005 and has undergone dramatic
growth since then.

BAIDU, INC.

TIME-LINE / KEY EVENTS

Receives Launches Launches Google establishes Establishes Launches
Series A official image and R&D center and partnership wireless search
venture capital website news search mainland office in with MTV service in Japan
financing products China
=
2000 2000 2000
Company Receives Launches Receives IPO on First globalization | Establishes
Incorporated Series B MP3 search Series C NASDAQ initiative —entry independent
venture capital product venture capital into Japan company to
financing financing provide online
video

QUOTATIONS FROM:

Robin Li is the co-founder, chairman and chief executive officer of Baidu. Prior to founding Baidu, Li was known as a leading search engine expert.
From 1997 to 1999, he was a staff engineer for Infoseek, an Internet search engine pioneer. From 1994 to 1997, he served as a senior consultant
for IDD Information Services. Li holds a BS degree in information management from Peking University and an MS degree in computer science from

the State University of New York in Buffalo.

What was the source of the initial idea, and how did that idea
evolve into a viable high-growth business venture? How did it
change over time?

Li: “We recognized that Internet search in Chinese (as well as other
character-based East Asian languages that, among other things, do not
separate words with spaces) was an underserved market. During my
years on Wall Street and in Silicon Valley, | had thought deeply about
not just how to deliver better relevance through searches, but also how
searches could be vastly improved for the Chinese.

“Baidu was set up as a search engine service providing ‘powered by’
search for portals when it was first founded in late 1999. We received
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service fees for doing that. But because we believed in the viability of
the paid-search business models that had emerged in the US (from
Overture), we made the decision to elevate Baidu from a back-end
search service to a front-end, stand-alone service with a strong brand.
This was risky, of course, because the major portal players would stop
working with Baidu. But it was clear to us then that (1) the Internet would
grow quickly in China, (2) search would be a pivotal area benefiting
from growth in all sectors of the Internet and (3) there was an almost
endless supply of small and medium enterprises that were our potential
customer base. In other words, there was tremendous growth potential
in this business. And more importantly, we could do a better job than
anyone else.
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“We rolled out our first pay-for-performance platform in September
2001. In 2005, we listed on NASDAQ, and on the fifth anniversary of our
IPO, our stock was trading at over 3,800% of its initial offering price.”

What was the initial growth vision or aspiration of the founding
team? Was there a sizeable change in this growth vision or
aspiration over time? If a change, please describe.

Li: “From the very beginning, Baidu’s mission has been ‘to provide the
best way for people to find information’. The company has stayed true
to this development goal ever since.

“On Baidu’s 10th anniversary, we decided on a vision for the next 10
years of its development: ‘We aim to increase revenue growth by 40
times, establish Baidu as a household name in one-half of the markets

in the world, and strive to become the world’s largest media platform’.”

Describe the strategy or business model that enabled your
company to achieve its high rate of growth.

Li: “Baidu’s initial strategy focused solely on search and optimizing
search for the Chinese market. Baidu was the most aggressive among
all competitors in this area in indexing Chinese content. We incorporated
search features that were better suited to Chinese users: related search,
a longer and taller search box to accommodate Chinese characters,

and search results tweaked to take into account cultural factors in
determining relevance. Baidu fortified its search position with many
products that could be integrated into search results, boosting the
company'’s brand and creating a stickier user experience. We have rolled
out, in succession, the following products: our community site, Baidu
Postbar; our community question-and-answer service, Baidu Knows;
Baidu Image Search; Baidu Video Search; and many niche vertical
search areas particular to China’s users. We continue to place the needs
of the users first, always striving to deliver whatever it is they’re looking
for. Today, that’s not just information or entertainment content; it can be
applications, software or many other services that we can now deliver
directly in search results.

Baidu realized that the business model for search is novel in China, and
the large majority of the company’s initial opportunity was with SMEs,
so we built a large sales force to educate and develop the market.

This was a competitive edge that came out of our recognition that the
Chinese market is simply less sophisticated and requires some hand-
holding to develop.”
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What were the major growth accelerators for your
company in its high-growth years?

Li: “The major growth accelerators have been the rapid growth in the
number of Chinese Internet users, the increase in time spent online by
the average user, and the expansion of the amount of information in
Chinese on the Internet.

A growing Internet user base simply means a greater number of potential
users of Baidu, and we have steadily increased market share to its
present 80%. Increased time online naturally increases the number of
queries per user, and each query represents an opportunity to deliver

a paid link. In addition, the growing volume of information in Chinese
makes search even more indispensable to users as they surf the web.”

Briefly describe the financing of your company and how this
financing impacted the growth of your company.

Li: “Baidu underwent three major financings before its initial public
offering, and each time has been critical to the company’s development.
This was especially true of the company’s public offering. For Baidu,

the IPO was not about how much funding we were able to acquire in
the process. Rather, it was significant as a major branding event. Many
came to know Baidu and began talking about it overnight. It was a great
marketing opportunity for Chinese businesses and consumers, and it
attracted many additional users for Baidu as a result. Ever since, not
only has Baidu been able to continue its high-speed growth in generating
traffic flow, but also Baidu’s clients have been increasingly convinced
that the prospects of search are promising and that there is much to
gain from working with our company. In this sense, Baidu has propelled
the Chinese search market towards a greater level of maturity.”

What were the major challenges your company had to handle
in its high-growth years and how were they managed?

Li: “The biggest challenge facing Baidu is to constantly improve services
for clients and users through continuous technological innovation.
China’s Internet population has surpassed 400 million, which means
more and more needs will emerge within China. A search engine must
continuously innovate in order to keep up with user needs and improve
user experience. Baidu’s ‘box computing’ technology arises from the
company’s 10 years of insight into user needs. The technology envisions
that, in the future, people will see nothing but a search box appearing on
their computer screens only a second after turning on their computers;
then, by simply telling the search box their questions and needs in their
own ways, they will be able to find the answers they need.”
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Give examples of dark moments or negative periods that your From then on, Baidu'’s road to success became increasingly pleasant
company or you faced as part of your journey as an executive and manageable.”
with this company.

What are the key lessons about entrepreneurship and successful
Li: “Baidu’s transformation phase between 2000 and 2001 left a strong growth strategies you’ve taken from your company experience?
impression on many. At the time, our business model mostly aimed at
providing mainstream websites with search technology services without Li: “The past 10 years have been a period of high-speed development
promoting Baidu as an independent brand. After the burst of the Internet  for Baidu. The company has grown from less than US$ 5 million in
bubble, mainstream websites no longer wanted to invest in search valuation to a US$ 35 billion market capitalization, achieving a valuation
technology. In the summer of 2001, we decided that it was time for growth of 7,000 times from its founding to now.
Baidu to undergo a major transformation.

“The major reason for Baidu’s success has been its focus. Baidu chose

“I had been in very heated debates with investors and the board of a domain that it enjoys and is most skilled at, and throughout the
directors on this issue. | recall being in a conference room at the development process we have never wavered in our determination to
Shenzhen branch taking conference calls from members of the board focus on search. The second reason for Baidu's success is technological
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of directors. | knew right then that consensus would not be achieved innovation. Baidu has constantly increased investments in research and
through logical reasoning, but through a demonstration of the founder’s development. Baidu never dared to relax in the search technology front.
fierce determination. Later on, one of the directors told me that the Rather, the company has always worked hard towards providing the
board was not moved by my theories or reasoning, but by my attitude. market and users with the best search technology and service.

Now it is proven that Baidu made the right decision.
“In the next 10 years, China will undergo rapid economic growth.

“We formulated a large-scale upgrade plan for Baidu in 2002, and our The continuous growth of China’s Internet population and Internet
goal was to surpass the biggest industry competitor in technical target, businesses will establish a solid foundation for China’s Internet industry
with a special focus on Chinese search. | took the lead on this ‘Project to globalize. | think the entrepreneurs of this generation share a very

Blitzen’ in the ensuing five months. At the time we had only 15 engineers  important responsibility, which is to do more and do better so that
to develop products that the competitor had 800 employees to produce.  China’s corporations will enjoy greater influence on the world stage.” B
Our long hours and hard work paid off, as we managed to seize the

commanding heights in user experience delivery in only nine months. Prepared by George Foster, Antonio Davila, Martin Haemmig, Xiaobin He
and Ning Jia, 15 November 2010
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Betfair | United Kingdom

OVERVIEW:

Betfair was founded to apply free-market principles to sports betting by creating
an exchange where customers come together to bet against each other, thereby
eliminating the need for a traditional bookmaker. Betfair launched operations in
June 2000 and has since grown into the leading sports betting exchange in the
world. In 2010, Betfair grew to more than 3 million registered customers and
processed more than 5 million transactions per day. In September 2010, Betfair
announced its intention to list on the London Stock Exchange.

BETFAIR

TIME-LINE / KEY EVENTS

Betfair Betfair Signs JV with Signs exclusive Betfair Creates Tradefair, Becomes official

launches merges with Australia’s deal with Yahoo! Mobile a new business betting partner of

operations Flutter.com Publishing and UK and Ireland launches for that provides Manchester United
Broadcasting Ltd. World Cup financial products and Barcelona

Parent Launches Wins Queen’s Listed on U.K. Signs deal to Presents the first | Completes Announces
company, telephone Award for Tech Track 100 allow European World Series of US$ 50M intention to
The Sporting betting Enterprise, in customers to pay Poker Europe acquisition of list on London
Exchange, service Innovation through PayPal US TVG from Stock

Ltd. formed Macrovision Exchange

QUOTATIONS FROM:

Edward Wray is co-founder of the Betfair Group and was chief executive until 2003, when he moved to Australia to set up Betfair’'s Australian joint
venture. He became chairman in 2006 and is now based in the United Kingdom. Prior to founding Betfair, Wray spent eight years at J.P. Morgan &
Co. as a vice president in the debt capital markets and derivatives area.

Josh Hannah was chief executive and co-founder of Flutter.com, which merged with the Betfair Group in 2002. Hannah is now one of the general
partners of Matrix Partners and has been a director of Betfair since February 2002.
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What was the source of the initial idea and how did that idea
evolve into a viable high-growth business venture? How did it
change over time?

Wray: “In the late 1990s, my business partner, Andrew Black, was
frustrated by the inefficiencies of the betting market, especially when
compared to the stock market. He believed that the betting market
would be more efficient if there was an exchange that allowed people
to trade freely with each other rather than all having to trade with one
designated group (bookmakers). We asked ourselves the key question,
‘Would a betting exchange idea have appealed 10 years earlier?’

We answered ‘yes’ to the appeal, but ‘no’ to the question of whether

it would have been possible 10 years prior to 2000, because the
necessary technology wasn’t available. We then looked at the growth
of the Internet and concluded that what we believed was an intrinsically
interesting idea was now possible as well as potentially broadly
appealing. The core of our initial idea has changed little since we first
started in 2000. While we have added other features, the core of our
business still comes through the betting exchange model we started in
2000. We facilitate individuals with opposing views to come together to
trade. It's interesting that we have often been called ‘the eBay of
betting’. The subtle difference is, at eBay the auction prices can only
go in one direction while at Betfair our prices can go up and down.

We are effectively a two-way eBay.”

Hannah: “In 1998, the SF (San Francisco) Bay Area was caught up in
a fever pitch of entrepreneurism where overnight success seemed
possible. My Flutter.com co-founders, Vince Monical and Mark Peters,
and | were in love with what eBay had created in a consumer marketplace.
At the time, there was vigorous debate as to whether eBay or OnSale,
an auction site that took inventory and sold its own goods, was a better
model. We loved the marketplace model, uniquely facilitated by the
Internet, and searched for other domains of application. Vince came up
with the idea of sports betting — an inefficient business, but very suitable
due to the purely digital nature (no shipping of goods). When we found
we couldn’t do it legally in the United States, we identified the United
Kingdom as the best initial market, raised US$ 5 million in venture
capital, and moved to London. We started operations in June of 2000,
and Betfair launched a month later. Our initial product looked more like
the eBay of betting — you bet against another individual — while Betfair
was like the NASDAQ of betting, with aggregated prices and orders, but
less social and more efficient. We quickly adopted the best features of
both products and within six months or so, they were essentially
identical and competing head-to-head. The core exchange product has
stayed pretty true to that vision over the intervening decade.”

Global Entrepreneurship and the Successful Growth Strategies of Early-Stage Companies

What was the initial growth vision or aspiration of the founding
team? Was there a sizeable change in this growth vision or
aspiration over time? If a change, please describe.

Wray: “When we started, we had little idea of how big it was going to
be. We believed we had something that was very interesting and likely,
over time, people would recognize the superiority of betting exchanges
over bookmakers. | never sat there and developed a business plan that
outlined the size of the market opportunity and our possible share. What
happened over time is, when we reached a certain level, we’d ratchet
up our expectations. This occurred multiple times in our early years.

We are now at a level we never dreamed of 10 years ago, but as a
result, our targets are even higher. As regards to our aspirations globally,
we have always believed that our model has general applicability to all
sports betting. It is a fundamentally better model and we are confident
over time this will be recognized. However, our global growth will be
impacted by differences in regulations across countries (such as the
current heavy regulatory constraints in the US on online betting).”

Hannah: “We believed initially this would be a very large business and
highly disruptive, and that has proven to be the case. However, we did
think the social element of betting against other fans would grow the
market, and the skew of customers would be more casual and social,
and the core of the business has turned out (to date) to have the highest
appeal with the most serious punters.”

Describe the strategy or business model that enabled
your company to achieve its high rate of growth.

Wray: “We have a straight-forward business model. We facilitate people
betting directly with each other. Unlike traditional bookmakers, we do
not take risks related to the outcomes of sporting or other events.

We are giving much more control and flexibility to the customer. When
customers place a bet, they are taking a risk by definition so they don’t
ask to be paid for the privilege. A bookmaker also takes risks but will
demand to be paid for taking those risks. We take the costs of risk
borne by a bookmaker out of the system and hence make it more
cost-efficient for those betting. We can offer customers better odds
than bookmakers. Better odds bring on more customers, which in turn
make the betting exchange even more efficient. The result is your classic
network effect that has played a powerful role in driving our growth.”

Natural Growth Rate: “We deliberately restricted our initial markets to a
limited number in horse racing and football where there would be liquidity.
We wanted markets where there would be a concentration of buyers
and sellers. We found that these markets had a life of their own as they
built up liquidity and attracted even more bettors. We had to let each
market grow at its natural rate. We were lucky to be a very early mover
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and the first to reach genuine scale and create a snowball effect. Indeed,
we called the 2001 initiative to merge with Flutter, which was our nearest
competitor, ‘Project Snowball’.”

Rewarding Loyalty: “We focused heavily on ways to make our customers’
money go further in contrast to our competitors. This gave us a huge
advantage. We aggregated pools of liquidity, which meant we were not
constrained by the pure P2P model that seeks exact matches for each
side of the transaction. We can aggregate and disaggregate (mix and
match) in the same ways that financial markets do. Building liquidity in
each of our markets was something that we made a priority (although
we never once used our own money to establish this liquidity — we
always relied entirely on our customer base). Our policy of only charging
a commission on winnings was a distinguishing feature. We only make
money from a customer who wins, whereas the traditional bookmaker
model is an adversarial one in which the bookmaker only makes money
when the customer loses. Aligning ourselves with our customers in this
way was instrumental in creating our customer-friendly proposition.

We also provided a classic loyalty scheme so that the more you used
the service, the cheaper it became.”

Hannah: “In my view, the core power of the Betfair proposition lies in its
simplicity. Many web businesses have very complex value propositions.
However, Betfair experienced rapid growth in a large part to a simple
idea that resonates: do exactly what you are doing today but cheaper.
We have recently seen this with start-ups such as Gilt Groupe and
Groupon. If you find a way to sell a product at a disruptively cheap price,
customer acquisition is easy. You just change the hard part of being an
entrepreneur from ‘how do | find customers?’ to trying to invent a way
to offer something at a price no one has ever before done. In our case,
the exchange and the fundamental efficiency it brings to the business
enable that to happen.”

What were the major growth accelerators for your company
in its high-growth years?

Wray: “Major growth factors include:

1. Network Effects. We got a lot of success out of our ‘member get
member’ programme. Members who really liked our service told
other members and the virtuous circle developed. It was classic
network effects 101.

2. Negatives of Traditional Betting Alternative. The traditional
bookmaking model that was our competitor is an adversarial one.
The bookmaker wins when the customer loses and vice versa.

In contrast, Betfair only makes money when our customers win, as
we charge a percentage of the winning bet but do not charge the
losing members. The traditional bookmaker model does not have

an incentive to make their customers win more often whereas
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Betfair does have this incentive. We provide our customers with
tools to make their betting more successful (e.g. form guides,
expert advice, etc.). Another negative of the bookmaker model is its
opaqueness. It is not readily transparent how bookmakers make
money whereas with Betfair it is totally transparent.

3. Attention-getting Promotions. When we launched Betfair in 2000,
Andrew and | walked around London in a mock ‘bookmaker’ funeral
procession. This got attention. We also appeared in the Sunday
Times business supplement posing with a bookie in a coffin and
holding a sign saying: ‘In loving memory of the bookie, who empties
punters’ pockets, took shirts off their backs, never made a decent
price and died with the birth of open-market betting’. It was very
tongue-in-cheek but it helped give us that all-important kick-start in
terms of publicity.

4. United States Regulations. In a perverse way, the US regulations’
severely limiting online gambling was a great help in our achieving
high growth rates for such a long period, especially in our very early
years. The regulations meant large well-resourced US online
gambling companies did not exist. We were not always looking
over our shoulders at US competitors (with access to huge armies
of technically-trained people). Such companies, if they had existed,
could have made our life very difficult. Loosening of these regulations
will be a growth accelerator for us. For example, the recent change
in California regulations (AB 2414) means that we can have
exchange-based betting in California. We believe this will be a
huge bonus for us.”

Briefly describe the financing of your company and how this
financing impacted the growth of your company.

Wray: “We tried to raise money in 1999. We were turned down by every
VC we approached. We tried to raise institutional money and we failed.
Our initial round was a little over one million pounds. We tapped friends
and family — some of my friends were investment bankers from the
days when | worked at J. P. Morgan — as well as putting in our own
money. In late 2001, we merged with Flutter, which had been backed
by Europ@Web, Benchmark Europe and Index Ventures, among others.
This was an all equity transaction and the investors in Flutter joined our
list of investors. Flutter had some cash remaining on its balance sheet
that did help provide growth capital.”

Cash Flow Focus. “Our inability to raise equity money in our early days
turned out to have had an important positive impact on the management
of Betfair. From day one, we did the non-Internet thing and said, ‘We
have to get this venture to cash flow positive at the very earliest date.’
We achieved that in about nine months. After that we could let it grow
at its natural pace. | have often said the best thing that happened

to us was that we failed to raise large amounts of money at the outset.
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Had we raised a lot of money, the danger was we would have built
a cost culture into the business and thrown a lot of money at a lot of
things that did not yield results. We had so little money we had to be
completely ruthless in our prioritization. We have always been very
focused on cash flow.”

Hannah: “What we lacked in understanding of the details of the UK
betting market, the Flutter team made up for in our understanding and
ability to finance a business. As was customary in the heady market of
1999, we raised a Series A round of US$ 5 million fairly quickly, and on
the back of a short PowerPoint deck. In September 1999, | moved to
London and by October we were quickly building the site. The financing
market in Europe got white hot at that time — US funds such as
Benchmark and Accel raised large funds dedicated to the market — but
there was not nearly the pool of entrepreneurs or deals to invest in that
existed in Silicon Valley. And we, uniquely, were the type of people they
recognized and trusted (Stanford MBA, Wharton MBA, ex-consultants,
etc.). Plus, we had a damn good idea. The fact that we had huge blind
spots in our knowledge of the local market and technology were glossed
over by the hot environment. With the urging of our Series A investors,
we decided to raise our Series B before the website was even built or
launched, or frankly even before we had much of a working prototype.
In April 2000, on the eve of the bubble bursting, we raised a US$ 39
million Series B round with five firms participating. This funding base left
us well capitalized through the bust, and gave us a competitive weapon
against Betfair, which benefited from better market knowledge. When
we merged the companies, the capital raised by Flutter proved sufficient
to carry the combined entity through to profitability.”

What were the major challenges your company had to handle
in its high-growth years, and how were they managed?

Wray: “At the start of Betfair, | believed all the problems of high growth

| had heard about would be good problems to have. When we got there,
| found they were horrible. When you are growing very fast you always
underestimate the resources you will need going forward. Many
challenges related to scaling. Important ones included:

1. Staying in front of the technology demands of our growth. We
sometimes had big challenges with our systems availability on
Saturdays afternoons, which is our highest demand period. | know
eBay likewise experienced operational systems problems (with both

hardware and software) in their early days. This is one area where
our limited financial backing constrained us in making capital
investments.

2. Finding how the whole organization was growing in terms of culture.
Finding that, as we got bigger, a higher percentage of the people we
hired viewed working at Betfair as a job and had less of an ownership
mindset that characterized our early day hires.

Global Entrepreneurship and the Successful Growth Strategies of Early-Stage Companies

3. Physical infrastructure. We moved into a building that we thought
would house our company for some time and quickly we were again
looking for space that was much, much larger. We did not see at
that time the amount of space that we would need in a very
short period.

“Several factors helped us to address these and other problems of
managing growth. First, being in the sports industry meant that many
people found us a very attractive company to work for or associate with.
Sports have a buzz factor and are a great calling card in recruitment.
Second, we further built a culture that put technology as a central priority
and we continued to hire a superb set of technology people. To this

day, we consider ourselves a technology company. Third, we did not
obsess about the short run profit implications of our decisions as long
as they did not cause us to become cash flow negative. Fourth, we
turned having a great product and great technology into an advantage
in our recruitment. The most important lessons | have learned have been
on the people side — getting the right people and letting them flourish.
When you see great people, hire them even if you do not have a specific
job for them in the short run. If you grow the way you want to grow, you

will have a job for them tomorrow.

World View: “Internationally, the biggest challenge is regulation. The
first big country beyond the United Kingdom was Australia, which was
very attractive in terms of distance and clock. We already were a 24/7
business in terms of sports covered, but adding Australia increased this
complexity, especially from an operational point of view.”

Give examples of dark moments or negative periods that your
company or you faced as part of your journey as an executive
with this company.

Wray: “Growth itself can bring dark moments. When you are climbing

a ladder, if you fall off the first rung it does not hurt. However, the higher
you climb the more painful any potential fall becomes. This is something
you have to live with. There is a realization that, if you mess it up when
the company reaches a sizable level, it will be painful. There were times
| went to bed thinking ‘game’s up’ and when you wake up you find

it is not. The many systems challenges in our early years created some
very stressful Saturday afternoons that were at times particularly

dark moments.”

Hannah: “| would highlight these (dark periods):

1. Marketplaces have the obvious problem of being great businesses
at scale but hopeless initially when there are few customers. We
went from bubble-era excitement — raising loads of cash and being
a high profile ‘success’ — on the back of nothing but hype. In May
of 2000, the bloom came off the Internet bubble in the United

World Economic Forum 125

Section 7 — Executive Cases: Betfair



Kingdom, and in June 2000, we launched to few customers. Quite
quickly, we found ourselves with a business doing maybe US$
20,000 a month in net revenue, and US$ 1M a month in costs.
While revenue was growing nicely at 30 percent month-over-month,
it would take a long time for those lines to cross. Moreover, the
whole mood of the market had turned sour simultaneously.

2. The process of merging the two companies was challenging for me.
| led the charge as | thought it was the right business move to
combine our user bases for more liquidity, remove duplicate costs,
and create a clear winner. However, it is hard to arrange a private
merger with all the disparate views of management and shareholders
on both sides, and it feels risky as a CEO to advocate it. If | tell my
board that | think we should merge with our competitor and take the
smaller share of the combined pie, and then the deal falls through,
what have | told them about me and my aspirations for the

What are the key lessons about entrepreneurship and
successful growth strategies you’ve taken from your
company experience?

Wray: “Some important lessons are:

1. The three Ps are important: Persevere, as you will have many
setbacks; be professional in everything you do; and be passionate.

2. Being able to overcome problems is a pivotal skill: After you
overcome each problem, you will feel good because you know you
are on the right end of that problem and that some other company
will have to handle it.

3. The most undervalued commodity in an entrepreneurial venture is
time: You must get things done in a time-efficient way and with
minimal distraction.

4. When you get lucky, two things are essential: (a) quickly take
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business? Will they lose faith in me? In addition, Ed was insistent

on being CEO for the combined company, and my ego was such
that | wasn’t going to take a lesser position, and so it would mean
leaving management. Moreover, by agreeing to be the smaller party
in a merger, we’d lose our brand and the identity we created. To me,
it was clearly the right business decision, and with hindsight, it was
also a good personal decision, but it was challenging at the time.”
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advantage of it; and (b) don’t kid yourself it was not luck. Be brutally
honest with yourself.” ll

Prepared by George Foster, Arvind lyengar, and Hamish Stevenson / Fast Track,
18 November 2010
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Business Objects | France

OVERVIEW:

Business Objects is a software company that was incorporated in France in 1990

when the founders, Bernard Liautaud and Denis Payre, pioneered a new market for

business intelligence analysis and reporting software. The company’s products

enhanced business-user access to Oracle’s complex relational database software.
In 1994, the company was the first European software company to go public on the
NASDAQ, raising US$ 25 million. From 1996 to 1997, Business Objects experienced

a crisis in investor confidence, with the share price plummeting from US$ 55 to
USS$ 5. It achieved a dramatic turnaround in 1997/1998. In 2007, Business Objects
was acquired by SAP AG for US$ 6.8 billion.

BUSINESS OBJECTS

TIME-LINE / KEY EVENTS

Signs France Opens UK & Raises Restates earnings; Co-founder Market Cap Business

Telecom & EDF | San Jose, US$ 2M in stock price Denis Payre reaches US$ Objects

as customers CA offices Series C round plunges; investor resigns 1B acquired by
founded confidence crisis SAP AG for

US$ 6.8B
1997

Incorporated Raises Raises NASDAQ IPO: Business Objects Liautaud initiates Acquires
by Bernard US$ 1Miin US$ 2Min US$ 250 Suite v 4.0 company Crystal
Liautaud and Series A round Series B round Market Cap on product ships late turnaround; new Decisions

Denis Payre US$ 30M with bugs products & web
revenue strategy

QUOTATIONS FROM:

Bernard Liautaud, co-founder of Business Objects in 1990, was the chief executive officer for 15 years. In September 2005, he became

the chairman and chief strategy officer, a position he held until the company was acquired by SAP AG in September 2007. Since 2008,

Liautaud has been a partner in the European venture capital firm of Balderton Capital and a member of the SAP AG Supervisory Board. Liautaud
was born and raised in France. He earned a Masters degree in engineering at Stanford University in the early 1980s and then worked for a

short period with the French embassy in Washington, DC. In 1986, he returned to France to work with Oracle in its Paris headquarters, where
he was responsible for product marketing.
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What was the source of the initial idea, and how did that idea
evolve into a viable high-growth business venture? How did it
change over time?

Liautaud: “| was working at Oracle from 1986 to 1990. Database sales
were growing fast in corporations, but use was limited to IT people.
The business users who most needed the information could not access
the data, because the data structure was too complex. In 1989, | was
approached by a freelance French developer who had developed a
primitive help tool for databases. My partner Denis Payre and | worked
with the developer some more. We came up with the idea of allowing
users to ask any question of the database by using more common
vocabulary, which we called ‘business objects’. This concept of a
semantic layer on top of a database was immediately appealing to
customers. Oracle was not interested in pursuing in-house development
of the software, so Denis and | started our own company and paid the
developer in royalties. We created a small direct sales force to sell our
software to enterprise customers, primarily Oracle customers. \We soon
expanded to any company in need of a tool to access and analyse
corporate data. As a French company starting out in the software
business, we immediately knew we needed to internationalize, so within
months we were in the US raising venture capital. Within a year, we

had raised US$ 1 million from US angels and European venture firms.
We immediately opened offices in San Jose, California as well as the
United Kingdom. Over time, we evolved the idea to include a full suite
of business intelligence, data management and enterprise performance
management products. However, the core of the product and the vision
remained unchanged throughout the entire company.”

What was the initial growth vision or aspiration of the founding
team? Was there a sizeable change in this growth vision or
aspiration over time? If a change, please describe.

Liautaud: “The aspiration of my partner and | was to create a US$ 50
million business in five years. Our contract developer was an artistic type
who was not interested in building a company, so we continued to pay
him quite hefty royalties for several years, basically 25% of every sale,
which was ridiculously high. But without immediate cash to pay him,

we had no other choice. As sales were doubling in those first three
years, we enhanced our vision to be the first European software company
to go public on NASDAQ and to be the number one company in the
business intelligence market. In 1994 as we were preparing to go public,
the contract with the developer became untenable, and we had a lot of
pressure from our venture investors to find a way to change it. It was a
tough negotiation, but we paid [the developer] a lump sum in cash and
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a portion of equity, and that ended the royalty agreement. This was a
win-win deal. We went public a year ahead of schedule. We continued
to grow our vision of the company as the global leader in business
intelligence, data integration and performance management. [We
became] one of the top three European software companies and one
of the top 15 global software companies.”

Describe the strategy or business model that enabled your
company to achieve its high rate of growth.

Liautaud: “Our strategy was to become the de-facto standard for
end-user access, packaged software on top of relational databases.
We had a great value proposition that was easy to explain to customers:
to make business information easier to access for any business user.
We also set out from day one to expand geographically. We had both
worked at Oracle and developed a strong partnership in the early years.
We worked with them exclusively, and they took us into their accounts
and helped with marketing. Then we opened our solution to work with
all databases. This weakened our Oracle partnership, but it
strengthened our position with customers. We could provide something
that no database vendor could ever provide: openness and database
neutrality. Our business model was a simple licensing and maintenance
model. We built a direct sales force to begin with, but complemented

it rapidly with a strong indirect channel. At the end, we had 45,000
customers, and 50% of our business came from our partners.”

What were the major growth accelerators for your company
in its high-growth years?

Liautaud: “It was critical to our growth to maintain clarity on our growth
drivers: product expansion, geographic expansion and customer-mix
expansion.”

Product Expansion: “At first, we had a high rate of repeat business from
our customers. After six months of a first deal (US$ 50,000 - 100,000),
they would come and standardize for a larger transaction (US$ 500,000
- 1 million). Meanwhile we developed new products based on new
operating systems from Windows 95, NT and Unix that we could
continually up-sell to them. We expanded our sales force 100% annually.”
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Geographic Expansion: “We expanded into new countries very rapidly
from the get-go. Although we started in France, we established a
presence in the United Kingdom and in the US after just one year of
operations, when we had fewer than 10 employees in Paris. After three
years, the US represented one-third of our revenue.”

Customer-Mix Expansion: We sold to companies of all sizes through
whatever channel — direct or indirect — was most appropriate.”

Briefly describe the financing of your company and how this
financing impacted the growth of your company.

Liautaud: “Financing was key. We knew from the outset that we wanted
to start the business based on the Silicon Valley model, so getting US
venture money was critical. After operating for seven months with no
outside money, we did three rounds of venture capital [financings]:

1. US$ 1 million in February 1991: US$ 200,000 from 10 US angel
investors led by Arnold Silverman and Donald Lucas; the remainder
from France’s Paribas Technologies and France Telecom
subsidiary, Innovacom

2. US$ 2 million in June 1992 from the same investors and Dutch-
American investors Atlas Venture

3. US$ 1 million in June 1993 with Round 2 investors

“Achieving that financing early allowed us to grow very rapidly. In 1993,
we had several hundred customers and were profitable on sales of
around US$ 15 million. However, we were extremely frugal from our
early beginnings. In 1994, we went public on NASDAQ. We raised US$
25 million. The pre-money IPO was approximately US$ 125 million, but
at the end of day one, the stock had increased significantly and the
market capitalization was US$ 250 million.

What were the major challenges your company had to handle in
its high-growth years, and how were they managed?

Liautaud: “We had many of them.
1. Managing the US and European operations simultaneously:

“The US is a key market and is generally where headquarters are
located. In 90% of cases, especially for software companies, France
is the sales subsidiary of a US company. Here, it was the other way
around. Finding the right talent and convincing top sales, marketing
and technical people in the US that they should work for a French
company was not easy. Maintaining the trust between the two
operations was a constant challenge. We succeeded by moving
people back and forth between Europe and the US. | moved to the
US and back to France a couple of times in those early years.

Global Entrepreneurship and the Successful Growth Strategies of Early-Stage Companies

2. Managing growth and evolving the executive team: | had to turn
the team over a few times to have people of the right calibre at the
right scale in the company.

3. Adjusting to life as a US public company: | had to learn how to
manage market and investor expectations and communicate
significantly more than in the early years. Maintaining the spirit of
a young company when you are a larger company is also an
ongoing challenge.”

Give examples of dark moments or negative periods that your
company or you faced as part of your journey as an executive
with this company.

Liautaud: “The year 1996 was a very tough time for the company and
for me personally. We went public in 1994, and the first year and a half
as a public company went amazingly well. We were growing 100% every
quarter and increasing profitability to 17%. We thought we were
invincible: in six to seven quarters, we had increased our value by 10
times. But we didn’t know what was coming and that we were going to
face serious trouble. In one year, we had a very large deal in Germany
turn bad on us, and we missed Wall Street expectations several times.
We also missed a major product release, and the stock price went from
US$ 55 down to US$ 5. All our glory and credibility disappeared. On top
of that, my partner left the business. Many of our people in the US left.
The company was declared ‘almost irrelevant’ by The Wall Street
Journal. Companies were circling around wanting to buy us, as we were
becoming quite cheap. But we decided we didn’t want to let the
company go. | wanted to turn the company around, and the board
supported me in that. So we made a number of key moves:
1. Relocated the management and headquarters to the US to be
closer to the customers, partners and the financial community
2. Changed our software development process completely to better
control releases and increase quality
3. Innovated with a brand new Web product at a time when the
Internet was just beginning to get commercial traction: We were the
first company in the business intelligence market to release an
Internet version
4. Hired a new CFO to tighten processes and expenses

Thanks to these changes, we turned the company around. We grew the

business at 50% for several years in a row. We expanded our margins
from 0 to 18%. Our stock went from US$ 5 to US$ 300.”
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What are the key lessons about entrepreneurship and
successful growth strategies you have taken from your
company experience?

Liautaud:

1. “The famous lesson from Jim Robbins’ book, Good to Great:
‘Confront the brutal facts but never lose faith in the positive
outcome’. This is essential to come through victorious from
difficult periods.

2. “Have a clear concept of value and innovation: We started with a
great innovative concept that was easy to explain to our customers
and we created a brand new market.

3 “Follow a proven entrepreneurial model: a) attract venture capital
and have options available for employees to participate in its
financial success, b) go global as early as possible, c) find the better
market for going public.
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4. “Encourage a culture of passion: Adapt quickly to changing
circumstances and always be clear about the growth drivers.
Cascade goals all the way down in the organization and measure
or monitor. Communicate [goals] heavily to your team, so they can
lead their own teams.

5. “Take advantage of a global talent pool: it completely changes
the fabric of an organization and creates new opportunities.” Bl

Prepared by George Foster and Sandy Plunkett, 22 November 2010
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Check Point Software Technologies Ltd | Israel

OVERVIEW:

Check Point Software Technologies Ltd had its genesis when Gil Shwed, the
company’s co-founder and long-time CEO, worked in the Israeli Defense Forces
and became dissatisfied with the available software solutions’ ability to ensure
only certain information passed between two classified networks. Started in 1993,
Check Point patented and was a champion of the “stateful inspection” technology
that was used in its first generation of firewall products. Check Point’s Firewall-1
product was released in 1993. In 2000, Network Computing named Firewall-1 one
of “the top 10 most important products of the decade”. From 1993 to 2001, Check
Point grew to over US$ 500 million in annual revenues through a sequence of
products that quickly gained leading market positions. Research and development
was based in Israel, and sales and marketing offices were set up in all its major
markets in its early years. It uses an indirect sales strategy with its own sales
engineers providing support. Check Point is known for its focus on customers and
financial management, as well as technical prowess. It is the winner of numerous
marketing awards. It has consistently had a net income-to-revenue ratio above
30%, in both up revenue years and the several down revenue years that occurred
during the early 2000s.

CHECK POINT SOFTWARE TECHNOLOGIES LTD

TIME-LINE / KEY EVENTS

Releases Firewall-1 Launches Launches Firewall-1 3.0 Wins RSA Acquires
product. Wins NASDAQ OPSEC wins Network security NFR Security
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Gil Shwed, Microsystems Firewall-1 OPSEC VPN-1 Product Alliance to Total Security
Marius Nacht | becomes a Version 2.1 | platform; builds Family include security Solution; wins
and Shlomo lighthouse interoperability assessment tools | VAR business
Kramer in Israel  customer award

QUOTATIONS FROM:

Gil Shwed is Check Point’s co-founder, chief executive officer (since the company’s founding in 1993) and chairman (since 1998). He was also
president from the company’s incorporation in 1993 until 2001. Shwed has received numerous awards, including an honorary Doctor of Science
from the Technion-Israel Institute of Technology, the World Economic Forum’s Global Leader for Tomorrow, and the Academy of Achievement’s
Golden Plate Award. Shwed is a member of the board of trustees of Tel Aviv University and chairman of the board of trustees of the Youth
University of Tel Aviv University. He attended Hebrew University in Jerusalem.

Jerry Ungerman is the vice-chairman of the Check Point board of directors. From 1998 to 2000, he was the company’s executive vice-president,
and from 2001 to 2005 he was president. He was appointed vice-chairman of Check Point’s Board in 2005, and is responsible for leading partner
and customer relations. Prior to Check Point, Ungerman had extensive high-tech sales, marketing and management experience at Hitachi Data
Systems (HDS). He began his career with IBM after earning a bachelor’s degree in business administration from the University of Minnesota.
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What was the source of the initial idea, and how did that idea
evolve into a viable high-growth business venture? How did it
change over time?

Shwed: “The original idea for security technology that could ensure
secure passage of information between networks occurred when | was
a 20-year-old soldier for a technology unit of the Israeli Defense Forces
(IDF). My task was to connect two classified networks and ensure that
only certain information passed between them. The solutions | found in
the marketplace didn’t satisfy my needs and drove me to come up with
my own solution, one that was flexible, programmable and very fast.

“A few years later, in the beginning of 1993, | saw the emergence of

the Internet. At that time the Internet made its first steps from a purely
academic network into an open network for everyone. The first question
every company’s system administrators asked before connecting their
network to the Internet was, ‘How do | keep my network secure?’

At this point, | realized that there was an exciting market for the idea
and we started Check Point with the vision of making Internet
connectivity secure.”

What was the initial growth vision or aspiration of the founding
team? Was there a sizeable change in this growth vision
or aspiration over time? If a change, please describe.

Shwed: “Check Point was founded with the vision of making Internet
connectivity secure. When we started in 1993, the Internet had several
hundreds of companies connected. It was a small yet exciting and
fast-growing market.

Our vision didn’t change, yet the use of the Internet has grown beyond
everyone’s expectations and so did Check Point.

“Initially, we thought that the addressable market included around
15,000 networks and that achieving US$ 10 million in sales would be a
great success. Check Point past the US$ 10 million mark in two years
and we just crossed the US$ 1 billion mark in sales in 2010.”

Describe the strategy or business model that enabled your
company to achieve its high rate of growth.

Shwed: “Our business model focused both on making the software
extremely easy to understand and use and distributing it through a
network of local value-added resellers (VARs). Software, like our initial
firewall product, usually sold in a complicated transaction that included

consulting, installation and customization services and took many weeks

to complete. Making the software fit on one 1.4 MB diskette, with
installation that takes less than 10 minutes, and providing a graphical

132 World Economic Forum

user interface that is easy to understand enabled us to bridge the
geographical gap, as Check Point started in Israel and our initial target
market was the United States. Working with local VARs enabled

us to reach many markets quickly — even before we hired our own sales
force. The combination of a product that can be distributed in high
quantities with a distribution network that scales easily enabled us to
accommodate the high growth of the Internet in the 1990s.”

What were the major growth accelerators for your company
in its high-growth years?

Shwed: “The growth of the Internet was the main growth driver for
Check Point. We built a product that could be easily distributed with a
distribution network that could take it everywhere. On top of that, one of
the key accelerators for our success was a distribution agreement that
we signed our first year with Sun Microsystems. Back in 1994, Sun was
the primary platform for Internet gateways and servers. Making them our
key distributor gave us quick access to a huge distribution network and
the credibility of a large company, as at the time there were only three
founders/employees at Check Point. However, that distribution contract
didn’t stop us from building and growing our independent network of
VARs and distributors, and from building our sales force — both are the
key pillars of our growth since 1997.”

Ungerman: “Some additional accelerators were:

1. Technology leadership. From the start we were technology
innovators. First, with ‘stateful inspection’, which we patented in
19983. In 1994, we brought to market easy-to-use, shrink-wrap
firewalls. In 1996 we were first to merge VPNs and firewalls.

2. High-profile Internet security breaches, network attacks, viruses,
worms, etc. The continuing number of such events highlighted the
importance of using state-of-the-art Internet security products,
which benefited us greatly.

3. Partnership programmes. Our OPSEC (Open Platform for Security)
was a powerful way to increase the attractiveness of our products to
potential and existing customers. By certifying the products of other
vendors in related spaces as OPSEC certified, we guaranteed to
decision-makers that a broad set of products would be integratable
and interoperable with our Check Point products. This overcame an
important barrier to companies wanting to purchase best-of-breed
products that may come from multiple vendors. Many hundreds of
companies became our OPSEC partners, which was a remarkable
achievement for a company that was still relatively young and far
from large.
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4. Choice of an indirect sales strategy. By choosing an indirect sales
strategy from the outset, we gained broad market penetration
across many parts of the globe in a short period. There is no way
we could have built the global presence we quickly achieved if we
had to set up direct sales offices in all major markets in our early
years. However, Check Point did build our own sales and sales
engineering organization in each local market to support our
partners. This extensive support was key to our rapid growth.

5. Gil Shwed was and is pivotal to Check Point’s growth. He quickly
mastered the leadership and business responsibilities of the CEO
role in addition to maintaining his key role in the evolution of our
technology road map. Unlike many technology-trained founders,

Gil was laser-beamed on customers and marketing. Gil evaluated
several models that Israeli companies could adopt, including (1) the
Israeli expatriate model, in which the company is based in Israel with
Israelis running subsidiaries around the world; (2) the ‘dot-com’
model, where the founders relocate to the US and try to behave like
Americans; (3) the American model, which US venture capitalists prefer,
where you appoint a US CEO but leave major development efforts in
Israel; and (4) the global model, where you build a global
management team with important members coming from each of
the major markets. Gil was adamant that the global model was

to be the Check Point blueprint. We have benefited greatly from that
choice, although it has meant large travel demands on all the

management team (none more than Gil himself).”

Briefly describe the financing of your company and how this
financing impacted the growth of your company.

Shwed: “When we started Check Point, venture capital money wasn't
easily available in Israel. We raised US$ 250,000 from another software
company in Tel Aviv. We never needed to raise more money and
became profitable after spending less than half of that amount. We have
been profitable every quarter since 1994, with net income of 40- 50%
of our revenues and profits are expected to exceed US$ 500 million in
2010. We became public in 1996. Being public helped in creating
currency for acquisitions and for sharing the wealth with our employees.
Today, Check Point has over US$ 2 billion of cash after acquisitions and
stock buy-backs of more than US$ 2 billion.”

Global Entrepreneurship and the Successful Growth Strategies of Early-Stage Companies

What were the major challenges your company had to handle in
its high-growth years, and how were they managed?

Shwed: “The biggest challenges we faced were around creating the
right organizational structure. We needed to build every function of
the company, create a global company and recruit many people, all
while operating at a very high pace. One thing we learned is that, while
we needed to hire the best talent possible from all over the world, the
founders had to do every job until we got the right person in place.

“While the three founders did not have much experience in sales and
marketing, we spent the years from 1994 to 1997 almost exclusively
travelling around the world and building our sales and marketing
organization. Only in 1999 can | say that we reached a stable
organizational structure with all the relevant people in place. The key
was to play every functional role in the company until we could put
the right person in place.”

Give examples of dark moments or negative periods that your
company or you faced as part of your journey as an executive
with this company.

Shwed: “There were many challenges that we faced during the years
since we founded the company. In the first years, we needed to
convince people that the Internet was a real market. Many potential
distributors thought that the Internet was a research network and had
no commercial potential. Thus, convincing people to be our first
distributors in 1993 to 1994 was by far the biggest challenge.

“The next big challenge came in 1997, when we experienced great
success and had many successful teams but we needed them to work
as a single global company — with R&D in Tel Aviv, marketing in Silicon
Valley, sales everywhere, and so forth.

“Creating scalable work processes and management structure was the
next big hurdle. In 2001 to 2002, following the dot-com bubble
bursting and September 11th, we had to work hard to create growth
(or actually face a 30% decline, like in 2002) instead of doubling every
year, as we had been doing. This was a big change in the company’s
culture and processes.”
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What are the key lessons about entrepreneurship and successful
growth strategies you’ve taken from your company experience?

Shwed: “There are many good lessons I've learned throughout
this process:

1. Key leaders in an organization need to be extremely flexible with the
ability to get into a completely new field and build a team and
strategy to handle it.

2. You never stop being an entrepreneur. At every step you need to
build a working and stable infrastructure, and yet still challenge
yourself with shaking things up and finding the next new opportunities.

3. In order to succeed, you need an innovative product, a growing
marketplace and a great team of people. It is impossible to succeed
without the right people, but the other factors are critical to

successful growth.

CHECK POINT SOFTWARE TECHNOLOGIES LTD

CHECK POINT SOFTWARE TECHNOLOGIES LTD
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“Whenever you do something, try to do it in the best possible way. If it
works, you will establish a precedent that will last for many years. So try
to do the right things in the right way the first time.” Il

Prepared by George Foster, Antonio Davila, and Ning Jia, 22 November 2010
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China Lodging Group | China

OVERVIEW:

The China Lodging Group, registered in Delaware, USA, with the HanTing Inns

& Hotels (NASDAQ: HTHT), is a leading economy hotel chain operator in China.
Founded in 2005 with headquarters in Shanghai, the company since 2007 provides
business and leisure travellers with high-quality and conveniently located hotel
products under three brands - HanTing Seasons Hotel (business), HanTing
Express Hotel (business), and HanTing Hi-Inn (budget). As of 30 June, 2010, the
company had 324 hotels (187 leased-and-operated and 137 franchised-and-
managed) and almost 37,782 rooms in 51 cities across China, with another

159 in development.

CHINA LODGING GROUP
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Establishes HanTing
Club, a loyalty Hotel and HanTing Hotel
Started to develop a multiple-

membership programme
product economy hotel chain

SEP JUN

Founded and First round of IOpens 100th hotel

opened first hotel financing with
proceeds of
US$ 85M

Suitable Economy Hotel
for Business Travelers”

Launches HanTing Express Awarded the “Most
by Qunar.com

Establishes a
national network of
236 hotels in 39
cities across China on NASDAQ

FEB MAR
2010 2010

Rebrands HanTing
Hotel to HanTing
Seasons Hotel

Completes IPO
with proceeds of
US$ 110M listed

4

SEP
2009
Launches HanTing
Hi-Inn, a third
product in portfolio

o
m
°

—

QUOTATIONS FROM:

Qi Ji is the founder and executive chairman of the board of directors of HanTing Inns & Hotels. Prior to founding HanTing, Ji co-founded

Home Inns and Ctrip.com, which are both listed on NASDAQ.

What was the source of the initial idea, and how did that idea
evolve into a viable high-growth business venture? How did it
change over time?

Ji: “While working at Home Inn as CEO, | realized that the market for
economy and budget hotels is large and the products and services
provided by Home Inn and most other economic hotels could be
substantially improved. | believed that a multi-brand hotel group with

a differentiated service level could lead to a strong market position.
However, the Home Inn board disapproved the idea and thus | decided
to do it anyway with a new team and other investors.

“When the Home Inn board decided to employ another CEO to replace

Mr. Ji for its IPO and lead it as a public company, Mr. Ji realized his
dream and founded HanTing, which uses a three-tier branding concept.”
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What was the initial growth vision or aspiration of the founding
team? Was there a sizeable change in this growth vision or
aspiration over time? If a change, please describe.

Ji: “After founding Ctrip and Home Inn, | realized that the huge potential
for China’s servicing industry was still underserved. China has the
biggest population in the world and China will become the largest
servicing market; hence, this will give birth to the largest servicing
companies. In the past 30 years, China was famous for ‘Made-in-
China’; during the next 30 years, China will become known for ‘Service-
in-China’. Unlike my first two companies, which | helped co-found,

| have a clear vision from the first day to build the HanTing brand to be
number one in the world in terms of number of hotels. Yes, you hear me
correctly, the largest in the world. The reason is very simple. If you are
the largest in China, you may likely be also the biggest in the world.”
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Describe the strategy/business model that enabled your
company to achieve its high rate of growth.

Ji: “Since HanTing is a late-comer to China’s hotel industry, its older
peers have grown fast and have become quite large already. In
conjunction with the decision to enter this industry, we decided to focus
at HanTing to be ‘premium positioned’ in the mind of our customers.
In return, they may be willing to pay slightly more and stay more
frequently with us without increasing our operating cost. We have a clear
target cost-per-room and are able to maintain it. The three-tier model
permits to build the mind-share early with customers through the budget
hotel, HanTing Hi Inn, and move them up the value chain to our
mid-level product, HanTing Express Hotel, and finally all the way through
to our flagship branded product, HanTing Seasons Hotel, as they
progress in their career; hence, managing them through the life cycle.
In summary, the three key strategies focused on differentiating from
competition include:
1.Service and products: Excel in service at the same cost per room
— total quality management (TQM) through ‘key customer
complaints’ — and act on it.
2.Location: Focus on economically more developed cities.
3.Branding: Three-tier brand with customer ‘Life-Cycle-Management'.
Establish ‘premium’ brand first, then focus on increasing loyalty.

We already reached 68% of repeat customers (registered members)
in 2009, but we need to strive even higher.”

What were the major growth accelerators for your company
in its high-growth years?

Ji: “There are four factors that drove growth:

1.Competition. This forced HanTing to grow very fast, especially since
2007. At that time, there were several existing large hotels chains
that targeted the same customer segment. As a latecomer to the
market, HanTing had to be better than its competitors, both in
the view of customers and in managing its operating expenses.
Otherwise, we would have experienced an early death.

2. Demand side. The requirement for hotels in our category in China,
like HanTing, is higher than the supply side and may stay there for
some time, especially in the second and third tier cities in the country.

3. Execution, execution, execution. We have to provide superior
service and a good infrastructure at the best cost in each hotel
category. We have a very disciplined, return-driven development
model, which we have strictly followed since inception. Economies
of scale at HanTing are in our favour.
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4. Human resources policy. HanTing hired more than 6,000

employees within the first five years, and have these core elements

in our HR strategy:

e Training: HanTing established the ‘HanTing College’ to train all
levels of management in our hotel chain.

e Qualification: Every employee and position has to be qualified.

e Measure and compensate: Use ‘balanced score card’ to measure
performance and compensate accordingly.

HanTing leverages and promotes internally its acronym for its own
corporate values, by focusing on: H (Humanity) T (Teamwork) / (Integrity)
N (No excuse) N (Novel).”

Briefly describe the financing of your company and how this
financing impacted the growth of your company.

Ji: “Given my background as co-founder of Ctrip and Home Inns,
we had a few good VC brand names that supported us early on.

We had to raise substantial VC/PE capital in order to scale rapidly to
specific milestones. CDH Venture Partners was a substantial investor
in Series A and took the sizable stake of Series B. It all culminated

in an exciting IPO in March 2010 that was not really a great exit
environment on NASDAQ.

Series A (07-2007): US$ 85 million
Series B (07-2008): US$ 55 million

Major VC/PE investors: CDH Venture Partners, Chengwei Ventures, IDG
Capital Partners, Northern Light and Pinpoint Investment Capital.

IPO: On 26 March 2010, the China Lodging Group Ltd went public on
NASDAQ, raising US$ 110 million (offering 9 million ADRs), and traded
12% higher at the end of the first day. The IPO price was set at US$
12.25 per share and traded in the first five months between US$ 13.50
and US$ 20.00 (5 August 2010).”

What were the major challenges your company had to handle in
its high-growth years, and how were they managed?

Ji: “Challenges focused on the company’s ‘growth and leadership’.
They include:
1.Managing a high-growth company. The key is to get everyone at the
company on the same page. If you can do that, then everybody will
stay calm and confident when facing problems or changes.
2.Managing my own aspirations and limitations. My ambitions for
HanTing have been high since | left Home Inn as their CEO. My
objective is to grow faster and bigger than Home Inn, which may
easily lead to mistakes; hence, | need to be careful. Yet, my
experience at Home Inn is very valuable this time round.
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3. Professionalizing management. We transitioned successfully from a

smaller company managed by a legendary entrepreneur and founder,

to a larger company managed by a professional management team
There are some principles to pursue, which are: (a) being open-
minded, (b) trusting others, and (c) respecting others. They sound
easy but, trust me, it is much harder than you think, especially in
China, where a CEO is considered to be God.”

Give examples of dark moments or negative periods that your
company or you faced as part of your journey as an executive
with this company.

Ji: “The negative period for the company was during the global economic

downturn in 2008. We had to slow down expansion due to fund limits

and the unfavourable environment. The company then focused more on

What are the key lessons about entrepreneurship and successful

growth strategies you’ve taken from your company experience?

Ji: “Being this my third company as a co-founder over the last decade,

| have learned a great deal.

First: To successfully start a company in China, entrepreneurship needs

to be combined with professional management because most
companies are very founder/CEO centric, and everybody expects the
CEO to know it all and to make most decisions. The CEO, therefore,
becomes the bottleneck in the company but also a major risk factor.
As a result, the growth rate of the company and its maximum size are
determined by the CEQ’s capability and his management team.
Second: In the service industry, quality is the key and the customer is
king. Given our strong culture in China, we should combine traditional
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strengthening the internal management and on hotel product fine-tuning
related to customer feedback. We enhanced our IT system and stream-

lined workflow processes and, as a result, we successfully reduced

costs and increased efficiencies. Eventually, our efforts during the tough

period turned out to become a solid base for the next stage of growth
when the economy recovers in China. The lesson we learned is that
customer satisfaction is always the first priority for our business as we
are in the service industry.”
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concepts with modern management (financing, technology, leadership).

Third: When the economic environment is changing, don’t gamble.
As a professional management team that builds and operates a
company, we should focus on the business itself — i.e. focus on
profitability, how to form a professional team, and how to establish
systems that help to scale the company. The problem in China is that

it is hard to find good schools that teach these basics. In manufacturing,

we have learned to scale, but in the service business, we are still
early in the learning curve.” i

Prepared by Martin Haemmig, George Foster, Xiaobin He, and Ning Jia, 22 November 2010

Supported by Sinolinks/Goshawk Group (Fernando Bensuaski)
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Ctrip.com International, Ltd | China

OVERVIEW:

Ctrip.com International, Ltd (NASDAQ: CTRP), registered in the Cayman Islands,
is a leading travel service provider of hotel accommodations, airline tickets and
packaged tours in China. Since its inception in 1999, Ctrip has experienced
substantial growth through high-quality services and has become one of the
best-known travel brands in China. In mid-2010, its market capitalization reached
approximately US$ 5 billion, and the company had more than 10,000 employees.

CTRIP.COM INTERNATIONAL, LTD

TIME-LINE / KEY EVENTS
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QUOTATIONS FROM:

Qi Ji has served as director of Ctrip.com since its inception and is the current executive chairman of China Lodging Group (HanTing). He was the
CEO of Ctrip from 1999 to 2000 and its president from 1999 to early 2002.

James Jianzhang Liang is the current chairman of the board of Ctrip and was the CEO from 2000 to 2006. He worked at Oracle for nine years

and holds a Master of Science degree from Georgia Tech.

What was the source of the initial idea, and how did that idea
evolve into a viable high-growth business venture? How did it
change over time?

Ji: “In 1999, there were many ‘black-box-operation’ travel agencies.
Initially, we founders of Ctrip wanted to establish a full-service online
travel agency to provide transparent packages. At the early stage of
operation, we recognized that hotel reservations were the most
profitable area and didn’t require delivery and logistics. In addition, the
e-business environment with an online payment system turned out to
be a complicated issue in China at that time. Hence, about six to eight
months into the operation, we converted the online travel agency into
a hotel reservation-focused company in order to pioneer the business-
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to-consumer (B2C) model in this industry in China. Five to six years later,
when the company reached the number one hotel booking position

in China, we went back to the original idea and started to move the
company into a full-service agent. The order of the service rollout was as
follows: 1) hotel reservation, 2) air tickets booking, and 3) package tours,
which remains the smallest business area as of today.”

What was the initial growth vision or aspiration of the founding
team? Was there a sizeable change in this growth vision or

aspiration over time? If a change, please describe.

Ji: “The co-founders never imagined building such a big company.
Given our international background and network, we believed that we
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could raise venture capital, get listed quickly and make a bucket of
money each. As the business started to pick up, the company was
offered millions of dollars to be acquired by Expedia from the United
States. However, because of 9/11 and its consequences, the acquisition
did not go through. In addition, it was only then when we realized the
potential value and decided to build the company to a larger scale and
get it listed on the NASDAQ. Once we became a public company and
had access to capital from the public market, we changed our scope
and envisioned becoming the biggest online travel agency in China.

Wall Street perceived us as the Expedia of China.”

Liang: “Each founder may have a slightly different horizon. The finance
guys usually have a shorter term perspective. | recalled in the early days,
Ji Qi and | talked about how we would walk into every hotel and get
treated like kings (sort of achievement oriented). But | would say at the
end of 1999, during the bubble times, more than any other time in the
history, entrepreneurs tended to have a short-term perspective, not just
in China. Being acquired by some foreign firms was never seriously
pursued, because listing was a much more common exit. Of course,
after the bubble burst and IPO required making significant profit again,

| had to start thinking [about] building the business for the long term.
Looking back, the five-to-10-year plan | did in 2001 and 2002 was
surprisingly accurate.”

Describe the strategy or business model that enabled
your company to achieve its high rate of growth.

Ji: “It was the ‘early-mover’ (not necessarily first mover) advantage in
the online reservation market with the focus on attacking the traditional
hotel reservation agencies. By using the Internet platform, we could
quickly reach customers nationwide at a very low cost and at their
convenience (24/7). The new business model offered another advantage.
We started to understand the value of digital information. The ability to
reach customers online allowed us to provide more services at a very
low cost and provide customers last-minute special discounts. None of
the traditional travel agencies could do this at a large scale. Apart from
market coverage and cost advantage, another growth driver was related
to company organization. Execution at every step in the value chain
and processes within our organization were key growth factors. This
was very difficult, because we couldn’t get experienced staff in this field,
and we had to learn quickly from mistakes.”

What were the major growth accelerators for your company
in its high-growth years?

Liang: “First of all, the establishment of a call centre with high quality
service differentiated us from other online players. Second, heavy
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investment in an online technology platform with an emphasis on
outstanding user experience. Third, aggressive offline sales and marketing
efforts, including the deployment of a team of 500 plus people to
distribute Ctrip cards at major airports. But ultimately, it came from the
right strategy and strong leadership that attracted an outstanding team.
Fourth, our human resources strategy and the development of a company
culture have been important. Since Ctrip was an Internet-based
company, we could easily attract and motivate young people in the early
years. From the very beginning, Ctrip had an employee stock option
plan (ESOP), although at that time nobody in China really

understood what it meant or how it worked. Since the travel industry
paid low salaries, we focused on above-average pay through
performance measures. We implemented the ‘Balanced Score Card’
system, by which executives could get 50% of their total package as
bonus; other managers, 50%; and employees, 10 to 15%. After the
NASDAQ listing, Ctrip strengthened its employee training and initiated

a career development programme. With the rapid growth of the
company, we started to strengthen the corporate culture of Ctrip,

which centred around: ‘C’ = Customer; ‘T" = Teamwork; ‘R’

= Respect; ‘I = Integrity; ‘P’ = Partnership.”

Briefly describe the financing of your company and how this
financing impacted the growth of your company.

Ji: “Early good VC (venture capital) brand names were key in order to
scale rapidly to reach specific milestones and to attract leading VC
(venture capital) investors into the second and third round of financing.

1. Series A: RMB 325 million (US$ 40 million) from China Enterprise
Investment. IDG China, Ecity Investment, etc.

2. Series B: RMB 543 million (US$ 65 million) from Carlyle Asia, CIPA
Company Investment, Softbank Asia, IDG, Sl Technology
Investment, Orchid Asia, etc.

3. Series C: RMB 181 million (US$ 22 million) from Tiger, IDG China,
Modern Express, etc.

“On the day of IPO (9 December 2003), Ctrip (NASDAQ: CTRP) opened
at US$ 24.01 and closed at US$ 33.94, representing an 88% increase
above its offering price of US$ 18. The company raised US$ 76 million
on its IPO. In H1, 2010, the stock traded between US$ 31 and US$ 44
per share, resulting in a market cap of approximately US$ 5 billion.”
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What were the major challenges your company had to handle in
its high-growth years, and how were they managed?

Ji: “They were very diverse and market-, founder- and company-specific
to Ctrip:

1. First was dealing with managing rapid changes in the industry. The
dot-com crash in 2000 and 9/11 reduced our business volume;
hence, we had to focus on profitability. Just prior to the market
crash, we acquired three leading hotel companies, which had low
P/E ratios.

2. Second was cooperation among four co-founders and keeping the
team together. Each of the co-founders is a great entrepreneur
and can run a company independently. We all had different views
and quarrelled about Ctrip’s future direction during challenging
economic times. Some co-founders even considered leaving the

found a way to do this, by using person-to-person selling at the airports.
“The second difficult period was during the SARS epidemic. Our sales
volume dropped almost 90%. We faced a tough situation of how to survive
this period. We worked with our employees to implement a pay cut

so that we did not have to lay off too many people. This arrangement
eventually allowed us to recover quickly when the epidemic was over.”
What are the key lessons about entrepreneurship and successful growth
strategies you’ve taken from your company experience?

Ji:
1. “The initial idea and business model of a start-up will evolve over
time. The key is to quickly adapt and navigate through uncertainty.
2. In high-growth companies, you need to respect and leverage
diversity in the skill set of the management team. However, everyone
should share the same values and dreams.

CTRIP.COM INTERNATIONAL, LTD
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company, but job options during the economic downturn were
limited. Luckily, our market in China bounced back, and we focused
again on moving the company forward.

3. Third was focusing on profitability, especially in an uncertain
economic environment. As we were worried about cash shortage,
we developed a plan to get the company to profitability quickly.”

Give examples of dark moments or negative periods that your
company or you faced as part of your journey as an executive
with this company.

Liang: “There were two difficult time periods for us. The first one was
during the dot-com bust period. We were not profitable at that time, and
all VCs seemed to disappear. We had to adopt a very down-to-earth
strategy and save every penny on sales and marketing. Fortunately, we
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3. When starting a company, try to leverage market hype and ride the
wave early. However, don’t lose sight of the fundamentals, which
are focus on customer satisfaction and early profitability. In other
words, ensure operational excellence, which is a challenge in China,
due to high staff turnover. This is why ESOP is helpful to keep
[employees]. And bonus paid on profitability also helps in this part
of the world.

4. When operating as a foreign company in China, you may need to
set up PRC and international entities to enable a manageable
business operation. For example, Ctrip today has over 17 entities
in mainland China, USA, Hong Kong and Taiwan, which are all
consolidated.” l

Prepared by Martin Haemmig, George Foster, Xiaobin He, and Ning Jia, 22 November 2010
Supported by Sinolinks / Goshawk Group (Fernando Bensuaski)
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DocSolutions | Mexico

OVERVIEW:

DocSolutions specializes in the design and operation of customized solutions
for document management and information processing. Founded in 2001 by
brothers Guillermo and Gabriel Oropeza Ibanez, their father, Gabriel Oropeza
Griffith, and their sister, Estela, the company is family held with 100% Mexican
capital. Currently, DocSolutions operates seven document centres covering over
10,000 square metres (107,000 square feet), located in two industrial parks in
the northern area of Mexico City (Cuautitlan). The company employs over

300 full-time workers, and the yearly average for project-based personnel is
typically between 500 and 1,000 employees. The company has evolved its
strategy over time to become a more forward-looking information management
company. It aims to cover the whole document life cycle, including the

front end of the document production process as well as the back end storage
of physical and digital documents. In 2008, DocSolutions was announced as

an Endeavor company.

DOCSOLUTIONS

TIME-LINE / KEY EVENTS

First year of operations. Increased Gains ISO 9001:2000 Begins international Begins regional

First document center employee base certification expansion to Spain. expansion within Mexico.

opened from 20 to 500 Gains I1ISO 27000 Becomes leader in the
certification Mexican Market

o

DocSolutions Wins the largest contract Strongly diversifies | Wins largest contract in Receives Endeavor Obtains government

founded in Mexican history with client base the history of document Entrepreneur of the certification to digitalize
INFONAVIT, a national processing and Year award customs documents with
mortgage loan provider database creation legal authority

QUOTATIONS FROM:

Guillermo Oropeza Ibaiiez is the co-founder and currently director of development and planning at DocSolutions. He has a BS and
a MS in mechanical engineering from the Massachusetts Institute of Technology. His brother Gabriel (Notre Dame: MBA) is the commercial director.
The current CEO/director is Marcelo Cohen.
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What was the source of the initial idea, and how did that idea
evolve into a viable high-growth business venture? How did it
change over time?

Guillermo Oropeza: “All we knew from the start was that we wanted
to build a business, but we didn’t know what type, so we defined a set
of principles and criteria around which our business would be based.
We wanted a business-to-business model with the biggest market
possible, with the ability to penetrate into many different companies

and industries, while adding value to our clients. We wanted something
that was not capital-intensive — a business that would finance itself
upon gaining some momentum. And we wanted to make it big. Luckily,
someone knocked on our door offering us record storage services, and
we said, ‘This could work with our requirements’. So we did a study of
the market and founded the company in 2001. However, the business
model we had chosen came up short. While it required low investment
levels allowing us to step in, these low barriers of entry quickly allowed
others to do the same, so it gradually started to fill up with competitors.
We realized our business then could be described and understood as

a real estate business, in which companies rented storage space for
their documents. Market opportunities and pressure at the same time
allowed us to change our paradigm. We began to understand that those
boxes we were storing at our facilities had information and that this
information once had a lot of value sometime upstream. With this subtle
emphasis shift, we began to realize that there was a lot of value to be
delivered and captured by managing information at the earliest stages,
rather than stepping in late only to store old documents. We understood
the value of information at its earliest stages, and developed a complete
set of services to manage it all throughout its life cycle. So we changed
from a real-estate company to a technology company in which we
connect directly with the information flows and the processes supported
by documents, offering a far more efficient, integrated and sophisticated

service than our competitors.”
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What was the initial growth vision or aspiration of the founding
team? Was there a sizeable change in this growth vision
or aspiration over time? If a change, please describe.

Guillermo Oropeza: “We knew from the outset that we wanted to
create a scalable business that we could make big and continue to
grow. But we didn’t even think as a joke that nine years later we would
have the goals that we have today. Our goals are now highly ambitious
and would have seemed completely unattainable when we were starting
up. We now see our goals as high, but reachable. We have grown 100
times from year two to year nine, and our goal is to grow 10 times more
in the next five years. When we look back, we now have the satisfaction
and confidence that things can be done. We've taken the bar very high,
and we need to keep up with our self-created aspirations, but we know
we should not be frustrated and that we should have the patience to
get there — it’s important to think towards the future and not forget that
entrepreneurs are long-distance runners more than sprinters. We are
endurance athletes and, consequently, our goals are long-term.”

Describe the strategy or business model that enabled
your company to achieve its high rate of growth.

Guillermo Oropeza: “Staying true to our initial vision around document
management, we began complementing our services and participating
in different but related industries — first in storage of hard copy of
documents, then we began moving backward to document-based busi-
ness process outsourcing, then one more step backward to develop the
technology for Enterprise Content Management (ECM). That integration
of operating and technological capacity put us in a ‘sweet spot’ that
made a lot of sense to clients. The integration of these three industries,
both on the physical and digital planes, really integrates a business’
entire model. But that’s only the theoretical element. The practical
element is our proven capacity for execution. This capability has
provided us with great references and increased our contracts
exponentially through reputation. We began to gain prestige based
upon our execution. Having a great idea is essential to any good
business, but it means nothing without being able to efficiently put

your idea into practice. Execution assures a business’ future. This is

the combination that has given us our success, our high growth rate.

“If the business grows, everyone that forms part of the business grows
with it. To get the best results you have to get your sleeves dirty, get
down in the trenches. This is fundamental because you can’t have a
winning team if it doesn’t feel like it is part of something bigger. You
must make your collaborators think like you, maximize risks, reduce
costs, deliver on time, exceed the client’s expectations and generate
long-term relationships. This type of execution allowed us to win our first
big contract and take the business, in our second year of operations,
from 20 to 500 employees in one month.”
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What were the major growth accelerators for your
company in its high-growth years?

Guillermo Oropeza: “What has given us our accelerated growth has
been successfully and repeatedly implementing our business model.
That is, we have hit home runs over and over again, while we have
built enduring and long-lasting relationships with our clients. The
experience and reputation that this has given us, directed intelligently
towards each subsequent project, is a great takeoff point for our next
big step. The sum of these steps is what gives you accelerated growth.
The key has been not to hit a home run and then be happy with it.

If we stay in our comfort zone then the motivation to grow is lost, and
growth is the principal objective of the company. That allows us to
create a company with ever higher standards and capacities. Each year,
we have at least one big project, and a huge reason as to why we are
continually able to hit home runs is due to the credentials that the
previous home runs have given us. More credentials lead to more
projects, which lead to more credentials. It’s a virtuous cycle.”

Briefly describe the financing of your company and how this
financing impacted the growth of your company.

Guillermo Oropeza: “We began with a relatively low investment. When
we identified the type of business we wanted to have, we drew up a
business plan, which laid out the required initial investment and what
kind of costs we would confront over X period of time. So we knew,
more or less, what was needed to start up. Our father handed us a living
inheritance so that we would have a boost to begin our lives, telling us,
‘Here is your inheritance, do with it what you will’. We decided to join
forces and used it as the seed capital for our business and that’s what
gave life to DocSolutions. In the beginning, the business was financed
with this money, and since it was not a capital-intensive business,

it quickly began to finance itself with the income. Today, the company

is totally solvent, profitable and debt-free. We are in a fairly enviable
financial position at the moment.”
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What were the major challenges your company had to handle in
its high-growth years, and how were they managed?

Guillermo Oropeza: “At the beginning there were some moments
where it seemed like it would take forever to reach the break-even
point. There was a lot of anguish initially with our family having to put in
more and more money, but we knew we would come out on top. You
have to be an optimist and try to believe that the business will succeed,
although that can be the most difficult part. Among the most difficult
challenges was to land the first big project, but more importantly was
actually executing. That was a mega challenge. | think that maintaining
a steady rhythm of growth has been, in itself, our greatest challenge.
That has translated into many sub-challenges: to go from losses to
profits, to get through that negative period. Then, to continue betting on
the company with process-oriented people, new technologies and new
process continues to make the company more efficient and increases
its growth capacity. Investing your resources drains you, but it’s a bet
for the future. It's also quite difficult to attract good people to come on
board and then inspire and incentivize them to stay on board. Since
you’re betting on a project that is just being born, those people must
also bet on the future of the company as much as you. Because the
projects are won by people, they must be motivated to look beyond the
obstacles, which are innumerable.

“Now that we have a more significant size and have gone international,
we have new kinds of challenges: communication, cultural issues,
wanting to be there face-to-face with a client but not being able to, and
having to trust and delegate to your people. We also need to be more
alert about what is going on in the world and continuously improving
and polishing our business model. That is, we must maintain a certain
degree of constant anxiety and unconformity about the way the
business is going in order to stay motivated to innovate and grow the
company. This is the engine that allows us to move the organization
forward and make it better at every level.”

Give examples of dark moments or negative periods that your
company or you faced as part of your journey as an executive
with this company.

Guillermo Oropeza: “Losing a project that you’ve worked hard for

really hurts. It is tough to put forth all your efforts and resources and

know you are among the finalists and then not win a project despite

displaying your best practices and principles. But after accepting the
loss, we must look up, and keep on going.”
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What are the key lessons about entrepreneurship and successful
growth strategies you’ve taken from your company experience?

Guillermo Oropeza: “These are the key takeaways for me:

e Diversify the client base; don’t service only one industry or sector of
the economy. Always have many fronts.

e Don't be afraid to take the first step and become an entrepreneur.
And by this | mean the continual process of entrepreneurship, to
create a new project or expand to a new region. Be cautious, of
course, but you must be ever more daring than shy. Trust your
feelings, and even without having performed all the analytical work,
bring the right people around you and you’ll have a winning strategy.

e Bring together a team of people that share your vision, and have an
attitude of winners. Especially those that are at the top, responsible
for the operations and development of the business.
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e Understand your business from the outside. Extracting yourself from
the day-to-day and looking at it from the outside in can be extremely
difficult, but ultimately a game changer.

e | ook towards the whole industry to be aware of what’s going on
and constantly compare your business to find new areas of
opportunities.

e Develop key strategic alliances with partners that naturally
complement you. Treat your partners fair.

e The last would be to look at every corner for the possibility to
innovate, and never pass up a business opportunity, regardless
of how challenging you might think it will be.” Il

Prepared by George Foster and Endeavor Center for High Impact Entrepreneurship,

24 November 2010
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eAccess & EMOBILE | Japan

OVERVIEW:

Listed on the Tokyo Stock Exchange (TSE), eAccess and EMOBILE are group
companies with a focus on broadband communications. Established in December
1999, eAccess is a leading ADSL wholesaler and was one of the fastest companies
in Japan to go public after its inception. About one-third of the cable broadband
market is ADSL (US$ 3.4 billion), which the company shares with the NTT Group
and Yahoo!BB (Softbank Mobile). Founded in January 2005, EMOBILE started
mobile, broadband, data-communication services in March 2007 with a proprietary
network across Japan. The US$ 100 billion mobile market in Japan is shared
among five companies that offer nationwide mobile phone service (NTT DoCoMo,
Softbank Mobile, KDDI/au, Willcom and EMOBILE).

eAccess & EMOBILE

TIME-LINE / KEY EVENTS

Launches ADSL Acquires ISP Establishes EMOBILE EMOBILE raises EMOBILE eAccess
commercial service business as a wholly-owned US$ 3.5 billion commences consolidates
from AOL subsidiary capital (equity voice service with EMOBILE
& loan) (reverse merger)

Establishes IPO at TSE, Listed in First EMOBILE EMOBILE eAccess fully Starts 42
eAccess Ltd. Mothers Section at TSE granted Japan commences integrated Mbps mobile
mobile license data service ACCA data services
Networks

QUOTATIONS FROM:

Sachio Semmoto is a five-time serial entrepreneur in Japan in the telecommunications market. A graduate engineer from Kyoto University, he
joined NTT, the national telecom company, in 1966. In the 1970s, a Fulbright scholarship enabled him to earn his PhD in engineering from the
University of Florida, and he then returned to NTT. With deregulation in 1984, he started DDI (today KDDI), a wire-line rival telephone company to
NTT, with the backing of Kyocera and Sony. Profitable within three years, KDDI spawned a wireless carrier (now called au) and the Willcom wireless
data service. After his tenure as a professor at Keio University (1996-1999), Semmoto launched eAccess (an ADSL provider) in November 1999
with Eric Gan, and the company went public in October 20083. In 2005, at the age of 62, Semmoto started EMOBILE, within eAccess, to expand
into the mobile broadband market. While the eAccess management team is Japanese (except for Hong Kong-born Eric Gan), the outside directors
of the board are predominantly from Asia, Europe and the US, which is uncommon in Japan. Semmoto is an outsider by any dimension,
challenging the status quo of traditional Japanese management practice.
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What was the source of the initial idea, and how did that idea
evolve into a viable high-growth business venture? How did it
change over time?

Semmoto: “There were three key elements:

e Market needs, which evolved historically from the Internet era to the
[T revolution and eventually to the broadband explosion

e |nternational survey, which showed that US companies (e.g. Covad,
Northpoint Communications and Rhythms NetConnections) are
modeled the way

e Filling gaps in the Japanese market, which started to evolve through
deregulation and the availability of venture capital with local exits”

“The changes over time were significant in the development of the
broadband market from fixed-line to the mobile communication market:

e One-and-one-half years later than eAccess, Softbank (led by
Masayoshi Son), entered the fixed-line ADSL broadband market and
slashed the prices in the Japanese market by 50%. This paved the
way to a dynamic, innovative and competitive environment.

e Despite its high-tech wizardry, Japan was trailing in the Internet age
due to monopolistic market forces. At the end of 1999, only about
20% of the population was online, compared with 40% in the United
States. Moreover, prices were high; a heavy Internet user would pay
up to US$ 200/month. In November 1999, we entered the ADSL
fixed-line market with eAccess to provide low-cost, flat-rate services
at US$ 25/month, and prices fell another 70% by 2006.

e With the ADSL business slowing, | decided with Eric Gan in 2005
to enter the mobile market (phone and data) with EMOBILE.
EMOBILE introduced mobile broadband data service and created

a totally new market.”

What was the initial growth vision or aspiration of the founding
team? Was there a sizeable change in this growth vision
or aspiration over time? If a change, please describe.

Semmoto: “It may sound visionary and very ambitious, but we believed
in the impossible dream of changing the world and providing ADSL to
the masses at affordable prices. This provided value for (1) the users and
society, (2) the shareholders, and (3) the employees and their families.
“Changes happened over time because consumer preferences for mobile
usage provided new and amazing business opportunities that had not
been part of our initial vision. We therefore jumped on the bandwagon to
complement our fixed-line ADSL business with mobile services by forming
EMOBILE, a subsidiary of the ADSL provider eAccess. EMOBILE was
one of three companies granted new mobile licenses by the Japanese
government in 2005. We subsequently carved out a niche in delivering
mobile broadband services via dongles and PC data cards. We have
steadily increased data speeds on our HSPA network over the past few
years in a bid to keep it ahead of our more established rivals.
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“According to the latest Wireless Intelligence database, EMOBILE (1)
controlled only 2% of the Japanese market at the end of Q2-2010

but took a 12% share of new customers during that quarter and (2)
accounts for 11% of the country’s HSPA (high-speed) connections.
EMOBILE has grown its connection base by 52% year-on-year, with
none of its competitors managing double-digit growth over the same
period. Needless to say, such a growth rate is associated with the pain
of growth, but we have been able to navigate through this quite well.”

Describe the strategy or business model that enabled your
company to achieve its high rate of growth.

Semmoto: “To be a good example of a startup in a competitive
environment that is dominated by a few 800-pound gorillas, we had to
be innovative, frugal and fast. We focused on (1) acquisitions and
partnerships, (2) business model innovation, and (3) cost leadership.

1. Acquisitions and partnerships. “To gain scale for eAccess in the
telecom market, in July 2004 we acquired the profitable ISP
business from AOL Japan. In January 2008, eAccess took a 9.5%
minority stake in UCQO (a fiber-optics communication unit). In
addition, eAccess acquired the ADSL business of Tohoku Intelligent
Telecommunications Co Ltd, a provider of communication services.
Finally, eAccess acquired the remaining shares of ACCA Networks in
June 2009, in order to almost double our ADSL market share in
Japan. EMOBILE Partnerships: we initially partnered with reputable
Ericsson for the large-city infrastructure rollout. Later, we teamed
up with Huawai (China) for the rest of the national network and for
some handheld consumer devices. For OEM devices (PCs and
telephones), we had our technology embedded to gain scale.
Finally, on the distribution side, we pushed for shelf space in
the most popular chain stores across the nation and gained
mindshare from the consumers through aggressive and innovative
marketing campaigns.

2. Business model innovation. For eAccess: ‘Coopetition’ in technology
and the market. For EMOBILE: Be ‘first” in everything we do
(technology and market approaches). We clearly understood the
customer needs, our competition (I had worked for three of them, of
which | was the founder of two) and the dynamics in the market. In
addition, we were riding the wave of deregulation with new licenses.

3. Cost Leadership with EMOBILE. We developed and partnered. Look
at our cost structure of the infrastructure vis-a-vis our competition —
1/10 per installation site, 1/9 for antenna space-rents, 1/5 for
electricity costs (no air conditioning needed), and 1/3 of backbone
cost (own IP).”
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What were the major growth accelerators for your company
in its high-growth years?

Semmoto: “They differ between the ADSL and mobile business. We need
to be first in everything we do: (1) technology, (2) market. We were first
in Japan’s mobile broadband market in 2007 with flat-rate for 3.6 Mbps,
2007 with 7.2 Mbps services, 2009 with 5.8Mbps uplink speed, 2009
Japan’s first 21Mbps services, and in October 2010 with 42Mbps services.

eAccess accelerators
e Deregulation
e Tough competition (speed and price) and market growth
e Cost sensitivity

EMOBILE accelerators
e Flat-rate service
e Bundled service of PC and communication with low initial charge
e Pocket WiFi (mobile everywhere through mobile hot spot)

“EMOBILE's latest upgrade in October 2010 to 42 Mbps on our high-
speed 3G network is an attempt to maintain its unique position in the
Japanese market, where it is positioned more as an ISP than a mobile
operator. The latest upgrade also means that EMOBILE has attempted
to double peak download speeds every year since its inception (call it
Semmoto’s Law in telecom). Due in part to its highly-developed fixed
broadband market, mobile broadband has been less of a focus for the
larger operators in Japan, which has allowed EMOBILE’s data-centric
business model to flourish. EMOBILE is banking that HSPA+ (84 Mbps
in 2012) is more than a short-term solution. Even in a relatively small
geographic market such as Japan, nationwide LTE (long-term evolution)
coverage (+100 Mbps) will take time and will initially be limited to the
main urban centers. In the meantime, EMOBILE should be able to offer
Japan’s fastest network speeds in most local markets using HSPA+.

HR Policy: Our HR policy has been an important growth accelerator.
Key elements include:

e The initial core members of our team all came from the personal and
industrial relationships, so it was instantly a cohesive team that
could function from the very beginning. We all were business and
operating people and technology experts in the telecom world.

In addition, several key people joined us from the competition, since
we had a much more entrepreneurial environment.

e From the early days on, we had an employee stock option plan
(ESOP) for all employees. After the IPO of eACCESS, we launched
anew ESOP (2005-2009), and in conjunction with the re-integration
of EMOBILE into eAccess, we renewed another ESOP, since we
wanted to attract and retain the best talents possible into the future.

e \We continuously hire new and hungry graduates and instill our

Global Entrepreneurship and the Successful Growth Strategies of Early-Stage Companies

corporate culture in them early. They do not have to unlearn first.
In this manner, we ensure a continuous learning path to help them
grow. They are eager to do so, and we keep them hungry to excel.”

Briefly describe the financing of your company and how this
financing impacted the growth of your company.

Semmoto: “The financing for eAccess (established in November 1999)
and EMOBILE (established in January 2005) were very different.

eAccess (total of ¥ 160 billion over 10 years, approximately US$ 1.5 billion)
e Private equity financing (2000-2001; closed last round just before 9/11)
e Project financing (June 2002)
e |PO on TSE Mothers (October 2003)
e Euro-Yen convertible bond (June 2004)
e Domestic straight bond (March 2005)
e Bank loan (May 2008)
e Bank loan (July 2009)

EMOBILE (total of ¥ 363 bilion over one year, approximately US$ 3.3 billion)
e Equity financing, five rounds at different valuations within eight
months (August 2005, October 2005, November 2005, March
2006, April 2006), totaling ¥ 143 billion (US$ 1.3 billion)
e Loans, ¥ 220 billion (US$ 2.0 billion)

“The rollout of a nationwide mobile network with about 3,000 antennas
is very capital intensive, but that is the best way to differentiate our
company from the competition, both in technology and in services.”

What were the major challenges your company had to handle in
its high-growth years, and how were they managed?

Semmoto: “The two business entities experienced different challenges.

eAccess

e New entrant. Softbank Mobile, the major shareholder of Yahoo!BB,
introduced a flat rate at half the market price in 2001, shaking up
the market.

e Collapse of IT bubble. and tough financing — Raised ¥4.5 billion ($42
million) in 2000 and ¥4.0bn ($34 million) in 2001 through Carlyle,
just prior to 9/11.

e Failure of IPO. Withdrew December 2002 IPO plans (insufficient
demand).A new COO successfully prepared the September 2003 IPO.

EMOBILE
e Get mobile license. Softbank Mobile quarreled with the government,
and EMOBILE was the beneficiary from this process
(license for 1.7GHz).
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e Mobile network construction — 3,000 base stations required across
the country. Google Map was used to seek (cheaper) alternative sites.

e Huge financing needs — Extreme needs within 1 year of ¥ 363 billion
(US$ 3.3 billion) of which ¥ 143 billion (US$ 1.3 billion) in equity and
¥ 220 billion (US$ 2.0 billion) in loans.

NOTE: “eAccess and ACCA Networks Co businesses both suffered when
they failed in December 2007 to win licenses to supply next-generation
wireless services via WiIMAX technology. Consequently, eAccess took an
equity stake in ACCA and eventually completed a 100% acquisition and
integration in June 2009.”

Give examples of dark moments or negative periods that your
company or you faced as part of your journey as an executive
with this company.

What are the key lessons about entrepreneurship and successful
growth strategies you’ve taken from your company experience?

Semmoto: “They are related to markets, technology and leadership:

e Catch the wave of emerging trends early, but then drive for market
and technology leadership

e Plan well in advance, but be ready for radical challenges from the
market (then adjust quickly)

e Take bold risks (e.g. from ADSL to mobile), but try to mitigate as
much as possible

e Don’t compromise on partners, but be sure the partnership is
mutually beneficial for all parties involved

e Set high targets and be positive, but adjust (e.g. sales targets to
higher levels) if the market picks up faster than expected

e Never look back once you decided to go ahead, but make sure you

eAccess & EMOBILE
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Semmoto: “In June 2001, when a new competitor (Yahoo!BB/Soft-
bank) entered the ADSL market with extreme pricing (flat rate at half the
market price), | felt that our company might not be able to survive. The
competitor’s strategy was to acquire mass subscribers with extremely
low prices (although at a high acquisition cost), leveraging its financial
power. The competitor could tolerate considerable losses in an initial
stage and aimed to capture earnings over time. As eAccess was a pure
start-up with limited funding ability, we had planned for steady growth
over time, while focusing on profits in the short term. However, because
of the destructive new entrant, we were forced to fundamentally change
our business plan. We thoroughly reviewed the pricing strategy, subscriber
forecast, and cost structure and then developed a new business plan

in a very short time. Consequently, we were able to redesign a business
structure that led to further growth. In other words, the initial threat turned
out to be an opportunity in streamlining our business for the long term.”
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don’t repeat mistakes (self-inflicted wounds).

e Never give up and do continue until you succeed, but be open
to alternative routes to get there

¢ Be both bold and patient, but be willing to help drive policy changes
at the governmental level, even if it proves painful

e Always take the higher level of challenge, but ‘walk the talk’,
especially if you challenge the status quo or go for ‘mission
impossible’

e Thank all the people who support you, but be sure you give the
credit to those who really deserve it (don’t decorate yourself)
However, everything depends on the corporate culture you create
and the leadership team you hire to execute the company’s
strategy.”

Prepared by Martin Haemmig and George Foster, 17 November 2010
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eBay | US

OVERVIEW:

Short for Echo Bay Technology, eBay had its genesis as a person-to-person
Internet commerce site. It was set up as a trading platform that promoted efficient
exchanges between sellers and buyers. Formed in Silicon Valley, eBay grew out

of AuctionWeb, an online open marketplace Pierre Omidyar had launched in
September 1995. While not the first mover in the online auction space, eBay

was the first company to significantly scale. Its subsequent continued growth

has positioned it as a major online commerce company.

eBay

TIME-LINE / KEY EVENTS

Jeff Skoll Benchmark eBay goes Acquires Acquires iBazar Makes equity Sells Skype for

becomes first invests US$ IPO Alonde.de in with its investment in US$ 2.75B

President 6.7M Germany European sites China’s

from AOL EachNet
©
2009
Omidyar Online Hires Meg Whitman Enters joint Enters joint Acquires Acquires Skype
launches transactions as CEO/President venture in venture with PayPal for for US$ 2.6B +
AuctionWeb and listings Australia with NEC in Japan Us$ 1.5B future payments
site undergo rapid eCorp
growth

QUOTATIONS FROM:

Pierre Omidyar has been eBay’s Chairman since he founded the company in 2005. Before starting eBay, he had co-founded Ink Development
Corporation, which later became eShop and was acquired by Microsoft. After graduating with a BS in Computer Science from Tufts University,
Omidyar went to work at Claris, a subsidiary of Apple Computer. He is the co-founder and founding partner of the Omidyar Network, which aims to
“enable people to connect over shared interests and build individual businesses.” In 1996, Omidyar hired Jeff Skoll as the company’s first
President (1996-1998). Skoll wrote the original business plan, which laid out much of the path eBay subsequently followed. A serial entrepreneur
during his University of Toronto and post-graduation years, Skoll received an MBA from Stanford University (1993-1995). He then joined Knight
Ridder in the online media projects area. In 1999, he founded the Skoll Foundation, a leading supporter of social entrepreneurship. Skoll is also
active in producing movies that promote social causes via his company Participant Media. Brad Handler was the first in-house counsel for eBay
(1997-2001). He has degrees from the University of Pennsylvania and University of Virginia School of Law. In 2002, Handler co-founded Exclusive
Resorts, a successful vacation home concept aimed at the high-end of the market. Matt Bannick was a member of eBay’s executive staff from
1999 to 2007. He played a key role in the international expansion of eBay’s operations. He is now managing partner of the Omidyar Network.
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What was the source of the initial idea, and how did that idea
evolve into a viable high-growth business venture? How did it
change over time?

Omidyar: “When | first came up with the idea for what | originally called
AuctionWeb, it was really an experiment. | didn’t necessarily begin with
the goal of starting an online trading company. | wanted to take an
existing model around marketplaces and see if it could work in the
virtual world. | had a basic belief that most people are good, and |
started there. Today, | still believe that is true.

“One of the fascinating things | saw early on was the self-organizing
nature of the eBay community. They created their own set of values and
norms. Buyers and sellers saw opportunity in the platform, and the
community rallied around the opportunity. The technology played a

key role because it helped level the playing field and allowed users to
connect to one another in ways that would not have happened in the
physical world. Feedback Forum was added to the platform early on
when | realized that people had no easy way to verify the transactions
and share their experiences with others in the community. The trust this
created for both buyers and sellers has been critical. Ultimately, eBay
created opportunity for people to support themselves financially. The
platform provided a level playing field for millions of people.

“The original values were also essential to the success of the company.
We quickly learned that if we lived and truly believed in those values, the
entire community would prosper: the buyers, the sellers and eBay as

a company. We couldn’t tell the community, “You live the values’ while
we operated differently. Over time, eBay grew rapidly. We went from 20
employees to 200 to 10,000 globally. But at every point along the way,
we needed to live the values through our day-to-day actions. Eventually,
we created behaviours (the values in action). The values never changed,
and they were helpful to us as we were challenged — we always went
back to the values for guidance.”

Skoll: “The initial idea was that person-to-person trading was inefficient
and that the Internet could provide a more efficient way to trade.
Person-to-person trade typically took place at yard sales or via classifieds,
which were generally geographically dependent and unable to effectively
set market prices. The initial idea was to create a ubiquitous online
marketplace that would allow people to find each other and their wares
and bid on the items via an auction format. Over time, the auction
marketplace became divided into categories, international-specific sites
were set up, and other formats — including fixed price — were introduced
into the marketplace.”
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Handler: “The original idea of Pierre Omidyar (the founder of eBay) is
still the driving force of eBay. Person-to-person commerce on the
Internet can and will work if you provide people with background rules
and a friction-free platform for online commerce. Over time, certain
safeguards were added, such as trust and safety initiatives, credit card
processing and intellectual property protection programmes.”

What was the initial growth vision or aspiration of the founding
team? Was there a sizeable change in this growth vision or
aspiration over time? If a change, please describe.

Skoll: “The vision was to create the premiere online trading community
in the world. The company grew faster than the original business plan,
exceeding its five-year goals in the second year.”

Handler: “The initial plan was to reduce barriers to person-to-person
trading. That vision has not changed. However, over time, eBay has built
a large business, enabling business-to-consumer trading. eBay also
expanded into ‘Buy It Now’ offerings, providing a non-auction format for
person-to-person commerce.”

Describe the strategy or business model that enabled
your company to achieve its high rate of growth.

Skoll: “Buyers were able to bid for free, while sellers paid a listing fee
and a commission upon sales. Buyers and sellers were able to
comment upon each other with regard to the transaction, so over time,
community members developed reputations, which in turn made it more
transparent for people to do transactions with one another. A virtuous
cycle evolved — buyers wanted to be in a marketplace with the most
listings; sellers wanted to be in a marketplace with the most active
bidders. In time, the virtuous cycle proved to be a core part of the
defensiveness of the company’s market share. In countries where eBay
was the first online auction company and where it developed the
virtuous cycle, competitors were never able to dent eBay’s market
position. In countries where eBay was not first, eBay either acquired
(e.g. Germany, France) or joint-ventured (e.g. Korea, South America)

to become the number one provider. Yahoo got to Japan first and
developed the virtuous cycle, so eBay was never able to dislodge
Yahoo in Japan.”
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Handler: “eBay was not the first or the only site to offer an auction
format for commerce. The reason eBay succeeded was our belief

that individual sellers could be trusted. This belief manifested itself in
creating an open site where anyone could buy or sell without needing

a credit card. Circa 1996-1998, eBay was alone in this belief. Other sites
required a credit card for access to their platform. By not requiring this
obstacle, eBay was able to grow much faster than its rivals. Later, when
a credit card requirement was added for sellers, it was not required

for buyers. By opening the site in this way, we were able to maintain a
sizeable lead over all of eBay’s competitors.”

What were the major growth accelerators for your company
in its high-growth years?

Skoll: “The initial introduction of the auction format, traffic deals
(particularly with AOL) and the entrance of competitors who spent
vastly to attract people to the auction space — only to see those
customers go to eBay (Onsale, Excite, Yahoo, Amazon, MSN).

“The use of stock options was a huge advantage in the early days of
the company as it attracted top talent yet kept costs down. Once the
company had gone public, this took a bit of a flip as many of the early
people left after they had vested their options, but by then, the
management and team had been well-expanded and professionalized.”

Handler: “eBay is a creature of the times. Pierre’s idea perfectly
captured the growing relevance of the Internet for the everyday
consumer. A few years earlier, eBay would have failed due to its inability
to get critical mass in buyers or sellers. A few years later, and others
would have stumbled onto the secret for success.

“Additionally, Pierre understood that the role of eBay was to provide a
framework for commerce and then get out of the way. This minimalistic
approach was responsible for making sure commerce was as friction-
free as possible.

“Finally, we recognized that our customer was more than the winning
bidder. Our customer was every seller, every bidder and every browser
on the site. Building for the experience of all three constituencies

was core to eBay’s success. This small recognition ensured a balance
between buyers, sellers and browsers.”
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Bannick: “Some additional general growth accelerators were:
1. The addition of the fixed price format to the auction price format.
2. PayPal’s continued growth after the acquisition. Adding PayPal to
the eBay website helped fuel the growth of the core eBay market
place business as it added to the ease of use by our buyers
and sellers.”

“Some growth accelerators in the international arena were:

1. The flexible approach to international expansion. We did organic in
the United Kingdom (Greenfield), acquisitions in Europe (Alonde.de
and iBazar), joint venture in Australia and minority equity in Latin
America (MercadoLibre).

2. PayPal’s international growth was very important.”

Briefly describe the financing of your company and how this
financing impacted the growth of your company.

Handler: “eBay was cash-flow positive from inception. In mid-1997,
eBay took US$ 5 million in venture funds from Benchmark Capital.
The funds were never needed as cash flow supported eBay’s growth.
In September of 1998, eBay went public on NASDAQ.”

What were the major challenges your company had to handle in
its high-growth years, and how were they managed?

Skoll: “The company had numerous challenges in its first five years.
Technology: the initial version of the site was written in a shareware
environment and was not well-structured to scale. The first several years
of the technology brought numerous outages and glitches that were a
constant frustration for the company and its customers. The system had
a major collapse in 1999, nine months after going public and was down
for most of several days. That finally forced a complete system changeover
— team, technology, software — that was implemented in 2000 and 2001.

“Growth: the company was one of the fastest-growing companies in

the history of the world in its first five years. HR, infrastructure, changing
management (hiring Meg Whitman as CEO) were all challenges for the
company — as were keeping up with the business end, including
questions of whether to take venture investment (we did, Benchmark
Capital in 1997), be acquired (rejected several offers in 1997-1998) or go
public (did in 1998).

“There were many challenges keeping up with the legality of items on

the service, ranging from outright illegal to illegal in certain places but not
others, to copyright issues and moral issues.”

World Economic Forum 151

Section 7 — Executive Cases: eBay



Handler: “The biggest challenge for eBay was making sure the site was
a ‘clean, well-lighted place for commerce’. To do this, we partnered
extensively with law enforcement and spent a tremendous amount of
revenue on trust and safety initiatives. Most of this activity was invisible
to the community. However, our focus on these areas was critical to the
long-term success of the site.”

Bannick: “Growth challenges in international arena included:

1. Integration challenges with acquisitions. These always occur. For
example, in Germany, we converted Alonde.de from a site where
listings had been free to one where a paid listing model was
implemented. The inevitable result was a big reduction in listings on
the German site. This caused fear and tension with some of the
original German management team members who had stayed on
after the acquisition. They saw their listings go way, way down. This,
however, was not a long-term problem. When you have a paid
listings model, the quality of listings (as in the conversion factor)
is much higher.

2. Japan was a challenge for eBay. We arrived too late. By the time
we arrived, Yahoo had already established a dominant position and
had network effects operating. We also had site issues in Japan,
with the site coming down several times.

3. In China, we made the mistake of moving from a 33% equity
position in EachNet to a 100% ownership position. We were no
longer a Chinese firm but now an American firm in China. For any
company in China, this will create a problem, and it did for us. Being
perceived as a 100% American firm in China brings a host of issues
that do not help grow the business. Switching over to the eBay
platform rather than staying with the EachNet platform in China also
did not help the growth of our business there. We would have been
better off with a Chinese platform and product that was separate
from that of eBay.”
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Give examples of dark moments or negative periods that your
company or you faced as part of your journey as an executive
with this company.

Omidyar: “In the early days of eBay, my view was that as long as it was
legal, we could sell it on eBay. That changed over the years. We decided
there were instances where it made sense to limit sales of certain items.
One of the few times we made a decision to limit legal items was when
a member of our board became very upset about Nazi paraphernalia
being sold on the site. It was a tense time, and there were lots of
discussions — you could argue that some of these items hold significant
historical value despite the fact that they offend many of us (me included).
The community had key input into these discussions and helped us
figure out how to proceed. In the end, | think we made the right decision
to prohibit those items from being sold on eBay. Since then, we’ve

also limited other items that promote hate, racism, etc. | think it was

the right decision.”

Handler: “Obviously, the site outages were a huge problem for eBay.
The core issue was a failure to properly plan for the hyper-growth

of the site. Compounding this problem was a push on the part of the
executive team to funnel money into marketing rather than site
maintenance. As long as the site was functioning, it was easy to ignore
the engineering team’s pleas that the site was running on Band-Aids™
and fumes. Engineering was telling the executive team that resources
must be poured into a complete site overhaul. Unfortunately, those pleas
were discounted by members of the senior team until it was too late.”

Bannick: “One particularly dark moment in the international arena was
when our head of the Indian website was arrested and placed in jail. This
arose when one of our sellers posted an item that the Indian authorities
perceived to be pornographic. This was a nightmare. They held him
personally responsible. We had to work intensively at all levels to secure
his release, and we did. One lesson we took from this was that we had
to do a better job about educating the authorities in different countries
about our business model. We also have to recognize that some people
at times want to grandstand. What one group in the country’s authorities
wants to do may not always be what other groups in those authorities
want to do. Relationship building is very important, as is building greater
understanding of how eBay’s business operates. When we go into new
countries, both relationship-building and education (on both sides) take
time and hard work but are essential.”
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What are the key lessons about entrepreneurship and successful
growth strategies you’ve taken from your company experience?

Omidyar: “Often when you are successful, people want you to keep
doing the things you did to become successful — versus what you need
to do in order to continue being successful/growing, including taking
risks. One of the things | found really rewarding while working in Silicon
Valley is that risk is not only accepted — it’s encouraged. There are tons
of experiments going on there all the time. Risk is, in part, how work
gets done there. For me, failure only happens when you don’t learn from
your experiences.

“I'll be honest, | like to challenge preconceptions. When | was working
on eBay, there were a lot of people who told me it would never work.
| was taking an old model and applying it in a new way. If | hadn’t
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taken that risk, eBay most likely wouldn’t be here today. In order for
entrepreneurs to contribute, they first have to take risks. Being an
entrepreneur is a tough occupation — you have to believe in what you’re
doing, even when others are pointing out all the reasons why your idea
won’t work. You have to develop a higher risk tolerance and be ready to
find the lesson in each idea that doesn’t work.”

Handler: “Listening to your customer is always important. That is a
pretty well-established rule for successful companies. However, if you
are fortunate enough to have hyper-growth, the call of your customer
may be distorted. Rather than listen solely to your customer, you have
to make sure your infrastructure can support 10 times the growth you
are seeing. You need to invest time and resources into the behind-the-
scenes part of your business or risk a total failure.” il

Prepared by George Foster, Antonio Davila, and Ning Jia, 15 November 2010
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EnOcean GmbH | Germany

OVERVIEW:

EnOcean GmbH is the originator of patented self-powered wireless technology.

It was founded using technology originally developed within Siemens AG.
Headquartered in Oberhaching near Munich, EnOcean manufactures and markets
maintenance-free wireless sensor solutions for use in buildings and industrial
installations. Its solutions are based on miniaturized energy converters, ultra
low-power electronic circuitry and reliable wireless. EnOcean and its product
partners offer sensor systems that operate without batteries or an external power
source to promote energy-efficient buildings.

EnOcean GmbH

TIME-LINE / KEY EVENTS
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QUOTATIONS FROM:

Markus Brehler has been chief executive officer of EnOcean since its founding in 2001. He started his career at Siemens AG, holding a
number of management posts. The first eight years were in R&D. Before joining Siemens Technology Accelerator — where he helped prepare
the launch of EnOcean — he managed the marketing department of the mobile phone accessories division. He has management qualifications
from Massachusetts Institute of Technology, Stanford University, INSEAD and the Indian Institute of Management. He became a Technology
Pioneer of the World Economic Forum in 2006.
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What was the source of the initial idea, and how did that idea
evolve into a viable high-growth business venture? How did it
change over time?

Brehler: “The invention of ‘energy harvesting wireless’ was initially done
within Siemens Corporate Research. With first prototypes, Siemens
decided around December 2000 not to commercialize the technology
due to a change in corporate strategy. An internal incubator —

Siemens Technology Accelerator (STA) — was asked to evaluate options
to capitalize on the IPRs and decided to found a company. One of the
later co-founders, who was venture manager at STA, started to develop
the business model and | was asked to volunteer with advice on the
strategy/business model. In parallel, the (future) founders called on
potential lead customers and agreed on a milestone to start the
business with one lead customer only. With that lead customer (which
faltered six month later) we founded the legal entity and started
fundraising with German VC firms. We expanded the business model
and two founders attended executive education at Stanford/Geoff
Moore to provide a ‘whole product’ solution. Since then we’ve
commercialized Energy Harvesting Radio Technology to Enable Smart
Building Automation Solutions.”

What was the initial growth vision or aspiration of the founding
team? Was there a sizeable change in this growth vision or
aspiration over time? If a change, please describe.

Brehler: “The founding team of five former Siemens employees started
with the vision of building a multimillion dollar company within three
years. We learned a few things the hard way:

1. The change our technology delivered to the target industry
was disruptive.

2. This led to a multiyear phase of confidence building and a change
in agent training for market growth.

3. Our OEM business model allows us only limited control over sales
to the final customer. In addition, our aspirations on the product and
technology side were very ambitious. It took us several steps and
high investments until 2010 to create the full feature set needed in
all aspects of the business. As a consequence, our sell-through
started soft in 2003 and growth started in 2005. On the other hand,
our long-term vision grew over time and we are now defining a
global industry standard where we:

e Have customer lock-in

® Help each of our existing customers grow steadily

e See a gravity field of our eco-system where new customers state:
‘We have to use EnOcean’

e Serve a market that has a several billion potential
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The trail of orders gets longer every month and the hurdles we had to
pass are now hurdles for those that try to follow us. We have more

and more convinced the world that devices with batteries create issues
and we maintained our head start in this market by being the only
commercial enabler of energy harvesting wireless solutions.”

Describe the strategy or business model that enabled
your company to achieve its high rate of growth.

Brehler: “During the preparation of the company foundation, the
business model of EnOcean was developed: We do OEM business
supplying modules — energy harvester, radio, microprocessor, and
firmware — for automation solutions, starting in building automation.
This business model is still in place today with some minor sidesteps
to speed the development of the market. Our customers integrate
EnOcean modules into their finished goods like wall mounted switches,
occupancy sensors, daylight sensors or gateways to backbone systems
like BACNET or TCP/IP. Our strategy involves:
1. Scalability: A small number of different modules can serve all
target applications.
2. Interoperability: All solutions created by different product
manufacturers can be combined.
3. Branding: We created the need for “energy harvesting wireless”
and branded it as a synonym for EnOcean.
4. Make market: We are not just a technology supplier to our OEMs
but educate the market and all stakeholders.
5. Qur vision: EnOcean is an enabling technology usable in many
markets (building management systems, manufacturing automation,
automotive and many others).

In 2004, we focused very narrowly on building automation in lighting
for flexible office space in buildings larger than 5,000 square metres,
widened this year to get closer to our vision.”

What were the major growth accelerators for your company
in its high-growth years?

Brehler: “The growth accelerators included:

1. A product platform designed in a modular way and easy to
integrate for many customers in multiple applications. We lowered
the threshold to use radio technology as we take care of all hurdles,

e.g. type approvals.

2. We did market education with training of specifiers and facility
managers to create a market pull (value chain: we ship to OEM
customers like Leviton; they ship to wholesalers like Rexel, who sell
to installers and then to the customers).

3. We support the installation and commissioning of our solution in
buildings every time and everywhere to make sure it works.
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4. We initiated write-ups of case studies by customers to initiate
peer-to-peer communication and reach the ‘pragmatists’.

5. We created our own trade magazine, Perpetuum, in high-quality
print to spread the word and build confidence.

6. Extensive PR work and applying for (and winning) many awards.

7. We exhibit at all major industry shows, even if those shows are
created to attract final product customers and our OEM customers
are exhibitors as well.

8. Our strategy from the very beginning was to create interoperable
products with our OEM customers. This enabled us to be perceived
as a ‘standard’, a multi-vendor solution for end customers, and
lured more OEMs into the newly-created ecosystem.

9. In 2005, we founded EnOcean Inc. in Boston, Massachusetts, and
hired a seasoned serial entrepreneur, resulting in 50% revenue
contribution from North America in 2009.

10. Eventually in 2008, we founded the EnOcean Alliance, a non-profit
Inc. in San Ramon, California, to create standard and spread
the word.”

Briefly describe the financing of your company and how this
financing impacted the growth of your company.

Brehler: “We incepted EnOcean GmbH with TEUR 200 of equity,
shared by Siemens STA and the five founders. Six month later in
February 2002, we were able to close the first fundraising with VC
firms Wellington Partners, enjoyventure and Siemens VC. Since 2002,
we raised around MEUR 30 in total equity from VC firms. As financing
rounds in Europe are generally smaller than in the US, we were forced to
make efficient use of our resources and focused on European markets
first, expanding with a small subsidiary in the US from 2005 (with a staff
of one until the end of 2007). Doing all sales and marketing from our
local headquarters has limited our growth. Right now, we are adding
people in different promising markets (US, France, United Kingdom)
and evaluate further markets. We are still investing heavily in the
development of our technology and could have grown faster with more
resources. However, we doubt that, within the markets where we were
very active, the growth could have been accelerated significantly by
more money. We realized that the industry we serve is conservative
and slow in building confidence. We built that confidence over

nine years and can answer the question asked in 2003: ‘Where does
that technology work for 10 years?’ with the reply, ‘in over

100,000 buildings!™”
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What were the major challenges your company had to handle in
its high-growth years, and how were they managed?

Brehler: “Our initial OEM clients wanted to keep our unique technology
on an exclusive basis. We added further OEMs, proving that open
standard systems will end with a much wider adoption and business
success for everybody. The ramp-up from zero volume to more than a
million per year was a major challenge. We had to ‘learn” about all
features of our products during ramp-up of mass manufacturing.
Tangible products, close to the borders of physics, need very cautious
and rigid engineering and experience at all stages of development and
suppliers. We went through a learning curve within EnOcean and with
our suppliers that included:

1. Finding that we not only developed products, but had
manufacturing processes in parallel.

2. Introducing tighter processes, quality management and much more
intense communication with suppliers. We moved suppliers from
remote locations in Romania to a couple of hours driving distance
and right now substitute manual work by automation.

3. Facing low-cost battery-powered competition and the need to get
our value adds to the OEM. Energy harvesting wireless has better
total cost of ownership and the EnOcean solution is demanded by
the market — we created the market pull.

We needed to do fundraising in parallel with growing the business and
could only do this with a strong and broad management team where the
CEO is not a bottleneck for all decisions.”

Give examples of dark moments or negative periods that your
company or you faced as part of your journey as an executive
with this company.

Brehler: “The dark moments were:

1. Founding of EnOcean GmbH four weeks after 9/11 meant we
faced a tough time for fundraising. Although we did not close our
Series A until February 2002, we were still one of the earliest VC
investments in Germany after 9/11.

2. Revenue in 2004 was 80% under budget. This created high
pressure from VC investors and added the need for more funding.

3. Leading-edge technology, a new team and new suppliers led to
major delays in some product introductions.

4. CFO got severely sick.

5. Another tough fundraising started in October 2008 with many
diverse existing shareholders.”
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What are the key lessons about entrepreneurship and successful

growth strategies you’ve taken from your company experience?

Bre

hler:

1. “A great and sustainable idea and vision is needed to enter

conservative industry.

. The target industry defines the sales cycles and needs to be taken

into consideration, or else tons of marketing money would have

been just burned in the early years.

. We are innovators who do not rely on intermediaries to identify

customers who are visionaries as well as those who are end-users.

. Visionaries are not usually the incumbent market leaders, but small

companies and often owner-managed.

5. We needed a lot of stubbornness to push EnOcean through.

6. Our business model needs deep and trustful relationships with all
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stakeholders as product cycles are greater than 10 years.

. OEM business gives limited control over sell-through so there is a

need to make the market.

. Innovation is a social phenomenon so getting talked about is crucial.

9. Hardware-based inventions need time to mature and require a

10.

learning team of knowledgeable people and suppliers.
A stable but growing and learning management team
(all founders on board) is very helpful.” B

Prepared by George Foster, Max von Bismarck and Kerry Wellman, 24 November 2010
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eSilicon | US

OVERVIEW:

Founded in 2000, eSilicon is a fabless semiconductor company based in
Sunnyvale, California. eSilicon designs and manufactures custom application-
specific integrated circuits (ASICs). The world’s largest independent fabless

ASIC supplier, eSilicon is considered a pioneer of the fabless ASIC (semiconductor
Value Chain Producer) model. Since its founding in 2000, eSilicon has received

a total of US$ 86 million in venture capital across six series (A-F). By 2011,

eSilicon will have grown to more than 300 employees with offices located across
North America, Europe and Asia.

eSilicon

TIME-LINE / KEY EVENTS
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team UltimateTV US$ 17M US$ oM US$ 15M of Marketing SwitchCore Business Development
chip Inc.’s products
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Venture leads Series camera chip PortalPlayer/ leads Series E: | Bucharest- Skulick as VP | manufacturing Vietnam-
Partners leads | B: US$ 19M Apple iPod Us$ 21M based Sycon of Worldwide operations centre | based Silicon
Series A: chip Design, Inc. Sales in Shanghai, Design

US$ 5M China Solutions

QUOTATIONS FROM:

Jack Harding is chairman, president and chief executive officer of eSilicon. He brings over 25 years of management experience in the
semiconductor industry, spanning the electronic document access (EDA) and integrated circuit (IC) sectors. Prior to co-founding eSilicon in 2000,
Harding was president and CEO of Cadence Design Systems. He joined the company when Cadence Design Systems acquired Cooper & Chyan
Technology (CCT), where he had served as president and CEO and was responsible for leading the company to an IPO. Prior to CCT, Harding
served as the executive vice-president of Zycad Corporation. Harding began his career with distinction at IBM. He holds a BA in chemistry and
economics from Drew University, and he attended the Stern School of Business at New York University.

David Spreng is founder and managing general partner of Crescendo Ventures. With over 20 years of experience in the venture capital business,
Spreng represents the investor Crescendo Ventures on the eSilicon Board. He has been active in the formation and development of nearly 50
technology companies, with 17 IPOs and a dozen trade sales. Spreng graduated with distinction from the University of Minnesota. He currently sits
on the boards of Compellent (NYSE: CML), Envivio, eSilicon and Gale Technologies. He is a member of the World Economic Forum’s Technology
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What was the source of the initial idea, and how did that idea
evolve into a viable high-growth business venture? How did it
change over time?

Harding: “In the realm of start-ups, it would fall into the ‘idea spinout’
category. | had been CEO of a much larger company (Cadence Design
Systems), and | felt that the market in which Cadence operated was
going to flatten and stagnate. | believed that the business model of
eSilicon would be a viable path out of that conundrum. It was clear this
was not going to happen at Cadence, so | simply decided to do it
myself. It wasn’t a spinout in the financial sense — it was arm’s length.

It evolved out of the larger company’s commitment to its existing
strategy. “We are a services company that monetizes our value by
shipping silicon and chips. But we are more of a service and infrastructure
company than we are a chip company per se. It’s just that shipping
products was the easiest and most predictable way to monetize

the value.

“There are two factors that are critical here. The first is the undeniable
growth and complexity of the semiconductor industry. It's just getting
harder and harder and harder to make chips in each new semiconductor
process generation. The second is this notion of what | call the complexity
paradox. As the complexity increases in the semiconductor industry,

a broader supply chain that is more disintegrated than previous generations
serves the industry. So the communication gets worse as the solution
set to resolve the complexity gets greater. The gap between the
complexity and the communication links among the entities expands.
That created a business model opportunity that we filled with eSilicon.”
What was the initial growth vision or aspiration of the founding team?

Was there a sizeable change in this growth vision or aspiration
over time? If a change, please describe.

Harding: “The vision and our expectations have not changed at all.
We’ve changed tactics, we’ve become more sophisticated, but the
vision to be who we are today was quite literally crafted 10 years ago.
We set a vision based on undeniable secular trends that proved to be
durable and reliable, and therefore, our activity had to do more with how
we spun ourselves around those trends.

“The market opportunity has grown along a very predictable curve.

The semiconductor business, in total, is smaller than Wal-Mart Corporation.
So it’'s not an outrageously difficult job to get your arms around the
market segments or the growth rates and monitor them. And it’s a highly
monitored industry. The curveballs have all come in the forms of
exogenous variables such as the dot bomb or the 2008-2009 recession
—things like that, which were not predictable. But the fundamental
trends have held true to quite a narrow band.”

Global Entrepreneurship and the Successful Growth Strategies of Early-Stage Companies

Describe the strategy or business model that enabled
your company to achieve its high rate of growth.

Harding: “The business model was to be balance-sheet-friendly and
capital-light. We make chips for other companies (with their names on
the chips); we don’t own the finished goods inventory. And so we’re not
stuck with one of the big problems of the semiconductor industry, which
is the ageing or irrelevancy of an inventory base. Secondly, we leverage
everyone else’s R&D investments, so our R&D is limited just to our
connectivity methodologies. Thirdly, we don’t own any capital equipment,
so we don’t have a CAPEX issue that looms over us every 12 to 36
months. We try to navigate around the bad things of the semiconductor
business but still tap into the value proposition of high-performing,
high-growth rate chips.

“The business model might have the additional attribute of being highly
automated and one in which we untangle the cords that run between all
of the suppliers in the ecosystem. We make it easy for people to engage
with us on one end and get chips on the other.”

What were the major growth accelerators for your company
in its high-growth years?

Harding: “Since we earn money by shipping silicon for customers, we
are somewhat dependent upon their chips’ success in their channels.
We made a chip for a customer at about year four that went into the first
Apple iPod, so we enjoyed all of the fringe benefits of being associated
with Apple’s gigantic growth. In the last six years, we’ve repeated that
over and over again. We’ve been very successful at having chips in
other people’s product lines that have been sold to OEMs with high
volumes — or they’ve been sold as fabless chips, and we don’t know
where those go — where the volumes are high when they purchase them
from us. Think of it this way: we have a customer portfolio that looks
much like a mutual fund. And we cover multiple segments of multiple
customer types, so we get the hedge of having different types in
different markets, and we don’t have the high beta of being stuck in

a very tall, skinny market that is all or nothing. So that mutual fund
portfolio effect is key to our strategy and sustainability.

“There are two other aspects. One is where we do invest — specifically,
we have the ability to utilize and exploit available technologies from the
supply chain to make a very complex chip. As a merchant supplier of
chips (someone who makes custom chips for third parties), we're as
advanced as any company in the world because we focus our R&D on
the methodologies used to do that successfully.

“Point two is that, and this is unusual for companies of our type and our
size, we've invested tens of millions of dollars in our IT infrastructure
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to automate the business to do two things: keep our labour overhead
down and keep the quality of our data and customer experience the
best in the world. We’ve achieved both of those by investing in what
we would call generally an ‘e-hub’. The central automation allows our
business to run without the interference of humans.

“Early on, we focused a lot more on the corporate marketing part of the
business — that is, making the brand bigger than the balance sheet.
And we applied the smart-guy model. | recruited the absolute best
people | could find in the industry and paid them whatever it took to
engender confidence in the marketplace and get a few toeholds that
we could reference later on. As we grow, the smart-guy model ceases
to work because we can’t scale those people. We had to supplant that
with processes and infrastructure practices that were repeatable.”

Spreng: “Jack Harding’s deep industry expertise, years of experience
and over-the-horizon perspective made him the perfect CEO to found
and build this company. In an industry that was becoming increasingly
disintegrated, complex and capital-intensive, Jack pioneered a model
that is coordinated, simple (for the customer) and extremely capital-
efficient. He recruited top talent to serve as executives of the company,
worked hard on corporate culture and invested heavily in IT to give
customers unprecedented visibility of their chips’ status. Over the 10
years since eSilicon was founded, Jack’s vision, strategy and execution
have redefined the industry and created a whole new segment called the
semiconductor Value Chain Producer (VCP) market.”

Briefly describe the financing of your company and how this
financing impacted the growth of your company.

Harding: “The company was venture-backed. eSilicon was incubated
with a terrific guy named Seth Neiman at Crosspoint Venture Partners.
He and | had spent a lot of time sharpening the axe before we set out to
get the company ramped. We set up a capital structure that was friendly,
preferred and common so the board and the management team were

in synch, and we had the philosophy that a great idea in a big market
only fails if it's undercapitalized. | always worked with the knowledge that
| would receive as much money as | needed, provided we met some
reasonable milestones. | also continue to stay in the fat part of the curve
when it comes to the trends that were driving the semi industry.

“Crosspoint led Series A. They were the first investor. There was no
angel funding here. We went right to a full round of investment and had
five subsequent rounds.

“We thought about the business for probably six months before we

decided to fund it. And that turned out to be valuable time. If you're
going to launch a missile to the moon, and you're one degree off here,
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it means that you miss it by 100 million miles up there. And | think the
thoughtfulness we applied early on to the fundamental notion of the
business paid great dividends.

“We've had different leads for each of the five rounds, and we raised
money for the first five years. After the fifth year, we were actually able to
fund ourselves through our own cash flow. So we were very successful
in the sense that we got off of the VC intravenous drip pretty early on.
“We raised US$ 86 million dollars in the first five years. One of the things
| try to measure is how much money you waste along the way. | believe
that we’ve probably wasted somewhere around US$ 15 million — not too
much. When | can articulate where the waste was, and show up with
the corrective actions to not do things like that again, it leads my
investors to believe that their capital was applied very efficiently.

“My view is that one should only start a company that has IPO capabilities.
It’s an interesting, although distant, filter by which you measure the
sustainability of a company. It’s always been the goal. The practical
matter is that if an acquirer comes in and sees a company that has no
option to go public, the purchase price drops precipitously. Even if you
decide you want to be bought, you can’t act that way. Today, we’re
doing about US$ 25-30 million per quarter, and we're profitable. In
absolute value terms, we're at a size where we could go public. Now,
it's more of a strategic decision as to the overhead of becoming a public
company and what we would do with the proceeds.”

What were the major challenges your company had to handle in
its high-growth years, and how were they managed?

Harding: “I'd say they fall into two categories. The first one was credibility.
Our average transaction size was about US$ 10-15 million over the life
of a project. Getting someone to give us that project early on was quite
a challenge from the credibility perspective, which is why | hired the
senior people | did.

“In the second half of the life of the business, the challenges had to do
with the fact that the major competitors, the major suppliers of chips
that are in our general marketplace, all swung their cannons around on
us, and said, ‘We have to slow these guys down’. At first, the competitors
didn’t believe us, nor did the customers. When the customers started
believing us, then the competitors did, and they applied the heat. So

it was the worst of both worlds. | know the executives of the larger
companies, and just socially or over a beer, they’d make no bones
about saying, ‘Jack, if you keep this up, you know that we’re going to
have to come after you’. That’s not only a truthful statement, but it's also
an artefact of Silicon Valley, where you could have those types of
comments in a social setting, but they’re very real nevertheless.”
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Give examples of dark moments or negative periods that your
company or you faced as part of your journey as an executive
with this company.

Harding: “One general and one specific. The general worst moments
are as you're running out of cash and your board has given you a
verbal commitment to fund you at some date, and there’s no term sheet
yet, and you know if someone has a bad day, you run the risk that you
could have a fight over the funding. So that was a periodic dark

day as | call it. That would come somewhat predictably, but it always
and nevertheless hung heavily in the back of my mind. It was one of the
few things that could interrupt my sleep. It would last three or four days
until I had the paperwork. | didn’t like it.

“A specific one: We were shipping a lot of chips indirectly to Apple for

What are the key lessons about entrepreneurship and
successful growth strategies you’ve taken from
your company experience?

Harding: “Point number one is about the motivation for entrepreneurs.
On a risk-adjusted present-value basis, no rational person would

ever be an entrepreneur if they did it just for the money. Most young
entrepreneurs go into this thinking it’s a quick route to the gravy train.
And in fact it's not. It's more about creativity and self-actualization than
it is about compensation.

“Point number two is about having the right venture capital behind you.
| encourage people to seek senior partners who hold central power in
the VC firm and will be your long-term funding champion.
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the iPod. Apple had notified us that a huge corporation, Samsung, had
said, ‘If you buy our flash memories from us, we’ll bundle in that
processor for free.” And so our customer went into a death spiral, and
we lost our biggest revenue source, which was probably at the time
somewhere around 65-70% of our revenue. That was a nightmare.
There’s no diving catch to be made because of the nature of the business.
Whether someone uses chip A or chip B is a very discrete and highly
thought about decision because chips are generally not fungible. So,
once the decision was made to go with Samsung, there was no
putting the horse back in the barn. The thing that saved us was the
resiliency of our portfolio. Even though six years ago when this
happened, our portfolio wasn’t anywhere near as robust as it is today,
it did carry us through those tough times.”

Global Entrepreneurship and the Successful Growth Strategies of Early-Stage Companies

“Point number three is about the people. A great product or technology

misapplied in the market cannot be recovered by a bad management
team. But a great management team can take a B product and win by
making the right chess moves at the right time.

“Point number four is our three S’s: speed, simplicity and self-confidence.
Winning requires speed. Speediness is achieved through simplicity
(non-bureaucracy and non-territorialism). Self-confident people feel good
about their position in the company and deliver speedy solutions without
behaving bureaucratically. A CEO has to ensure that the three S’s are
engrained into the company culture.” B

Prepared by George Foster and William Croisettier, 15 November 2010
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Etihad Airways | Abu Dhabi, UAE

OVERVIEW:

Established in late 2003, Etihad Airways is the fastest growing global airline
start-up in the history of commercial aviation. Both its planned growth and its
achieved growth have redefined audacity for a start-up in this industry sector.

The milestones it has achieved in its first seven years have earned it very early
membership in the elite global carriers club, both in terms of customer satisfaction
and attracting high-quality management and employees. Its 2010 awards include
World’s Best First Class from Skytrax, Best First Class — Business Travel Awards,
ME Leading Airline and Best Long-Haul Airline - Business Travel Awards. At the
Farnborough Air Show in 2007, Etihad placed one of the largest orders in airline
industry history, purchasing US$ 43 billion in planes from Airbus and Boeing.
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QUOTATIONS FROM:

James Hogan has served as chief executive officer of Etihad Airways since September 2006. His aviation and travel industry expertise spans more

than 30 years. Hogan started his career in 1975 at Ansett Airlines and subsequently held senior positions in marketing, sales and operations with

bmi, Hertz, Forte Hotels and Gulf Air. He is a fellow of the Royal Aeronautical Society and a former non-executive director of Gallaher Group. He is

the 2010 chair of the World Economic Forum Governors Meeting for Aviation, Travel & Tourism.

What was the source of the initial idea, and how did that idea
evolve into a viable high-growth business venture? How did it
change over time?

Hogan: “The Emirate of Abu Dhabi was one of four original shareholding
owner states of Gulf Air (Kingdom of Bahrain, Sultanate of Oman, Abu
Dhabi and Qatar). As the dynamics of the region changed and economic
development and diversification in the United Arab Emirates (UAE)
accelerated, it became apparent that a single regional airline couldn’t
adequately meet the requirements of the respective owning states.

“The government of Abu Dhabi decided that the needs of its rapidly
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growing economy would best be served by an airline with undivided
interests, and Etihad Airways was established by government decree
in 2003.

“From 2003 to 2006, Etihad Airways grew faster than any other airline in
commercial aviation history, according to a study by Booz & Company.
As the three-year start-up phase came to an end, the airline embarked
on a programme of consolidation, aligning its growth and development
more closely with the Emirates’ economic aspirations and development
strategy outlined in the 2030 plan, especially in the areas of tourism

and aerospace.”
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What was the initial growth vision or aspiration of the founding
team? Was there a sizeable change in this growth vision or
aspiration over time? If a change, please describe.

Hogan: “Etihad had three mandates from its owners at the outset,
which we still have: (1) to be the best-in-class airline, (2) to support the
aspirations of the Abu Dhabi economic plan, and (3) to make money.
“Although we are a government-owned carrier, we were established and
have to operate as a commercial business. We have to ‘stand on our
own commercial feet’. We were formed with high expectations, and,

if anything, those expectations keep increasing with our progress.

A recent study by a major consulting firm reported to our board that,

in the last five years, we have exceeded the 2005 performance
projections in multiple areas. From 2005 to 2010, we have gone from
9 to 55 aircraft, from 1.5 million to 7.1 million passengers, from 2,000
to 8,000 staff, from a load factor of 60% to 75%, from 16 destinations
to 64 destinations. And recognize that in 2008-2009, there was

a global financial crisis. My mandate is to create a smart airline and not
the world biggest airline — ‘smart’ equates to factors like customer
satisfaction, price elasticity, load and yield factor.”

Describe the strategy or business model that enabled
your company to achieve its high rate of growth.

Hogan: “As a completely new airline with a blank sheet of paper, we
had the opportunity to break new ground without the baggage associated
with more established airlines. With a view to becoming best in class,
we have made a considerable investment in fleet and product. In the
critical area of aircraft acquisition, we took into account the objective for
Abu Dhabi to be a global aerospace hub. It is our aim to make a major
impact on the economy and global stature of Abu Dhabi.”

What were the major growth accelerators for your company
in its high-growth years?

Hogan: “No airline has ever grown as fast as Etihad in its early years.
Major growth accelerators include:

1. The Middle East’s location on the globe. We sit perfectly between
East and West. There are hundreds of millions of potential
passengers within several hours of Abu Dhabi. We are well-situated
to benefit from growth in the Indian market. For long-haul flights,
the Middle East can be a one-stop flight as opposed to a
two-stop flight.

2. Our customer segmentation. While we receive many awards for our
premium classes, our economy cabin has several strong groups that
help fuel our growth — including the religious pilgrimage traffic, the
labour traffic from Asia and Africa to the Middle East and the leisure
traffic. Our religious traffic and the labour traffic continue relatively
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strong, even with economy downturns or when health concerns
cause tourism to drop. We can regularly run 85%-+ load factors in
our economy cabin out of Indonesia, Malaysia and the Philippines
to the Middle East.

3. The product itself. We have best-in-class service in each of our
cabins, and our many awards attest to this. Having a clean sheet
of paper gave us huge advantages in achieving best in class.

We have more than 110 nationalities in our workforce, and that
helps us be much attuned to how service and care needs differ
for different countries and for different groups.

4. Destinations. In addition to the major global destinations, we have
also been successful in cities like Dublin, Brussels, Milan and Geneva.

5. Code-sharing. For example, our code-sharing with American Airlines
has generated strong business out of Chicago and New York.

6. Quality of our people: the flight crew, staff and management teams.
As a new venture with bold plans, we set out to hire a superb team
of employees both for our flights and for our sales, marketing, etc.
Very few airline executives will ever have the opportunity to be a part
of such a new and bold start-up. Within the airline industry, Etihad
is a very attractive place to work. Moreover, when executives move
to Abu Dhabi, it heightens the buzz and a sense of feeling that we
are altogether changing the airline industry and going at a pace
unequalled before. This is an exciting challenge many want to be a
part of. It was and still is very much of an ‘all-in, sleeves rolled up’ place.

7. Targeted brand promotion. We have rolled our sponsorship
agreements in the sporting and entertainment industry to promote
and build our brand in a targeted way: rugby in the United Kingdom
(Harlequins), football in the United Kingdom (Manchester City),
hurling in Ireland and stadium naming rights in Melbourne. We are
now using a Bollywood Actress (Katrina Kaif) as our Brand Ambassador.”

Briefly describe the financing of your company and how this
financing impacted the growth of your company.

Hogan: “Like any start-up, we required and were given seed capital by
our shareholders. After that, we went to raise capital in the global
financial markets. The shareholders’ capital provides a base for building
the rapidly growing business in support of the Abu Dhabi 2030 Vision,
but the majority of the capital required to finance major assets such as
aircraft is raised in the global financial markets, most notably in the
aviation finance markets. Twice a year, we undertake financial road
shows where we cover strategy and the financial implications of our
plans with existing and potential lenders. Etihad has actively broadened
and diversified its access to the global markets by diversifying the
range of lenders, geographical markets and the types of structures
used. Ultimately, our mandate is to run Etihad as a financially
independent entity.”
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What were the major challenges your company had to handle in
its high-growth years, and how were they managed?

Hogan: “We literally started from scratch. There were an enormous
number of pieces of the puzzle to put together in a short time. Some
key ones were fleet decisions and acquisition negotiations, hiring and
training of crew and staff, operations setup for maintenance, marketing
offices in multiple cities and so on. There was a programmed ramp-up
in all of these areas, which meant that it was essential to attract and
retain experienced industry players. We placed high priority on having a
hard-nosed attitude to cost management with our rapid growth. When
you ramp up an airline as fast as we did in such a short timeframe, there
are inevitably big setup costs. We are now starting to see the benefits of
cost economies associated with some of the scale we have achieved as
we enter a more mature phase of operations. These scale benefits show

Give examples of dark moments or negative periods that your
company or you faced as part of your journey as an executive
with this company.

Hogan: “The global financial crisis certainly was a dark period for the
airline industry in general and, to a lesser extent, for Etihad, as reduced
demand for our business and first-class cabins impacted our bottom
line. Luckily for us, the Middle East and Southeast Asia were still growing
(albeit more slowly) in 2008-2009. The GFC did push our break-even point
back a year. However, many of us have been in the airline industry a long
time and know that periods and events like this come along. The Swine
Flu pandemic, and later, the Iceland volcanic ash airspace closure were
also certainly negatives. You have to be flexible and be able to adapt quickly
in this industry, or else you will not be a long-term player. We have worked
very hard at building our resilience to move forward in these shock periods.”

ETIHAD AIRWAYS

ETIHAD AIRWAYS

NUMBER OF PASSENGERS
IN MILLIONS

HEADCOUNT

10,500

9,000

7,500

6,000

3,000

up in areas such as aircraft utilization, productivity and cost per mile

measures. We have partnered with other Abu Dhabi groups, such as our

outsourcing with Abu Dhabi Aircraft Technologies for the maintenance,
repair and overhaul of our fleet. This has benefited our cost structure as
well as helping them build scale and stature.

“One concern with managing our growth is balancing the too early versus

too late acquisition of capacity. For a global airline, this is a big issue,
especially given the costs of acquiring and maintaining our fleet of planes.”
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What are the key lessons about entrepreneurship and successful
growth strategies you’ve taken from your company experience?

Hogan:

1. “People and behaviour. You should never lose sight of what drives
the behaviour of your paying customers, and this has to be forward-
looking. For example, we have to stay in front of the curve in terms
of customer expectations as regards in-flight entertainment.

2. Recognize and embrace the diversity in your customer base.

A global airline, by definition, draws customers from diverse
geographies, religions, food requirements, economic status, and so
on. You have to build your whole customer experience model

so that the way you manage this diversity is a source of competitive
advantage.” B

Prepared by George Foster and Xiaobin He, 15 November 2010
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Financial Technologies India Ltd. | India

OVERVIEW:

Financial Technologies (FT) India Ltd operates one of the world’s largest networks
of 10 financial exchanges connecting the fast-growing economies of Africa, the
Middle East, India and South-East Asia. The group also has six ecosystem ventures
addressing the need for clearing, depository, information vending and payment
gateway for these exchanges. The group is among global leaders offering
technology Internet protocol (IP) and domain expertise for creating next-generation
financial markets that are transparent, efficient and liquid. It was co-founded by
Jignesh Shah and Dewang Neralla. The group’s exchange ventures include the
Multi-Commodity Exchange of India (MCX, 2003), National Spot Exchange (NSEL,
2005), Dubai Gold and Commodity Exchange (DGCX, 2005), Singapore Mercantile
Exchange (SMX, 2006), Global Board of Trade (GBOT, 2006), Indian Energy
Exchange (IEX, 2007), MCX-Stock Exchange (MCX-SX, 2008), Bahrain Financial
Exchange (BFX, 2008), as well as Bourse Africa (2008). The Group’s Ecosystem
ventures include IBS Forex (2001), Atom Technologies (2005), National Bulk
Handling Corporation (2005) and TickerPlant (2006).

FINANCIAL TECHNOLOGIES INDIA LTD.

TIME-LINE / KEY EVENTS

ODIN software FTIPL and e.Xchange on Introduced the Launches DGCX, the first int’l MCX-SX commences

suite goes live the Net Limited merged — | first derivatives commodities and currencies trading of currency

on NSE named Financial trading platform derivatives exchange between derivatives

Technologies (India) in India Europe and Far East
©©0©0© 0o =

Jignesh Renamed Financial Implements India’s MCX kicks off operations using | Receives ISO Three new international
Consultancy Technologies India first Multi-Exchange end-to-end Exchange certifications exchanges going live:
Services Private Limited (FTIPL) Internet trading Technology Operations 27001:2005 and SMX, GBOT, BFX
incorporated platform from the company 9001:2000

QUOTATIONS FROM:

Jignesh Shah is co-founder and group CEO of Financial Technologies. A leading creator of next-generation and tech-centric financial markets,
Shah has promoted public-private partnerships (PPP) with several countries and government entities in order to promote various global exchanges.
He has been featured in the “Top 30 Global Innovators in E-finance’ by Institutional Investor magazine. Shah was also listed among the ‘Dominant
Financial & Futures Industry Leaders’ by the Futures Industry Association. He graduated with a BE in Engineering from Bombay University. Starting
at the Bombay Stock Exchange (BSE) in 1990, he worked on Project BOLT (Bombay Online Trading System). Shah was named a Young Global
LLeader by the World Economic Forum in 2007 .

Dewang Neralla, co-founder and director (technology), is a technology strategist at the Financial Technologies Group. He has been instrumental
in establishing a strong global product portfolio and has laid down the technology infrastructure that is the growth driver for the Financial
Technologies Group’s various divisions and subsidiaries. He holds a bachelor of engineering degree in computer science. Prior to FT, he worked
at the BSE, including helping the exchange team design the BOLT trading system.
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What was the source of the initial idea, and how did that idea
evolve into a viable high-growth business venture? How did it
change over time?

Shah: “My co-founder, Mr. Dewang Neralla, and | studied in the same
college and had a common interest in stocks.

After having completed electrical engineering, | joined the Bombay Stock
Exchange (BSE), India’s oldest exchange for trading in stocks.

In January 1991, BSE decided to automate the numerous manual
processes of the exchange, and the Technical Projects Department

was in charge of this. Mr. Dewang Neralla had also joined BSE in the
same team. Dewang and |, along with the rest of the team, were sent to
Singapore, the US and other countries with developed financial markets
to study their stock exchange operations. It was during this time that we
both studied the history of Indian stock markets and deliberated upon
its immense potential. We realized that every financial product could be
digitized and internationalized, and we decided to explore this avenue.
We quit our corporate careers and ventured out as entrepreneurs to
start our own technology company. The company commenced
operations in 1995 with a 15-member team and for the next three years
we concentrated on developing the core product. In April 1998, we
introduced our flagship electronic trading solution — ODIN — to the world.
From then on, there was no looking back. Our company went on to

set up a commodity exchange, gold exchange and mercantile exchange
with a spotlight on fast-growing economies in Asia, Africa and the
Middle East.”

What was the initial growth vision or aspiration of your
founding team? Was there a sizeable change in this growth vision
or aspiration over time? If yes, please describe.

Shah:
e “We were envisioned to capitalize on the immense potential that
India’s financial markets posed.
e \We always wanted to create and operate transparent and efficient
financial exchanges.
e We had a very clear vision to become a ‘specialized IT product

company’ and not a just a ‘commercial IT company’.

Describe the strategy or business model that enabled
your company to achieve its high rate of growth.

Shah: “One of the main strategies of Financial Technologies Group of

Companies that led to a high rate of growth has been the self-fuelling
growth business model:

166 World Economic Forum

Technology solutions, exchanges, and ecosystem technology solutions:
Our three lines of business drive each other. Thus, the demand for

each line is created by the other, causing a ripple effect, which ensures
revenue and growth for these businesses. From the technology
solutions perspective, over 80% of Indian brokers are on our clientele list
by becoming members on our exchanges. Hence, it's a close-knit
community with whom our Group does business, and their association
with FT is special and indispensable.

“The FT Group offers a product-centric business model and a highly
robust and scalable exchange technology platform, which gives the
highest level of reliability, scalability and functionality to its clients.

FT has earned its reputation by offering highly differentiated products to
its clients, as compared with any other competitor, along with a strong
orientation towards customer service and excellence, thus enabling us
to have a clear and competitive advantage.

“Our domain expertise has been most critical to the growth of our business.
We have developed a highly specialized knowledge in creating and
operating financial markets. We possess the know how to leverage
technology and operational synergies, which enable us to enjoy economies
of scale for pre-trade, trade and post-trade. FT is a leader in offering
global technology and domain expertise to create next-generation
financial markets that are transparent, efficient and liquid. We establish,
build and manage next-generation markets at the lowest operational
and capital costs.”

What were the major growth accelerators for your company
in its high-growth years?

Shah:

e “Our founders shared a clear vision not just to be a commercial IT
company, but to be an IT company that creates and operates
transparent financial exchanges.

e |t was liberalization and globalization that opened the doors to
various sectors and seeded the idea of this company.

e |In 2002, the Forwards Market Commission (FMC), the regulator for
commodity markets in India, granted a green signal to private
companies to set up commodity exchanges.

e |n 2008, capital market’s regulator, the Securities and Exchange
Board of India (SEBI), encouraged the entry of more players in the
stock exchange arena, thus inculcating a competitive environment
in the marketplace.

e The different skill sets of our founders became a major strength
for our company. While the Group understood financial products
very clearly, Mr. Dewang Neralla went about creating exciting codes
for digitizing them.

e The company strongly believes in giving intellectual challenges and
satisfying its employees.”
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Briefly describe the financing of your company and how this
financing impacted the growth of your company.

Shah: “Fifteen years back, we began with a meager start-up capital of
rupees 5 lakh (approximately US$ 10,000), which was self-funded. We
gradually grew from being a small company of few work terminals to

a multibillion dollar company today, with a strong league of over 3,000
employees across 10 countries.”

What were the major challenges your company had to handle in
its high-growth years, and how were they managed?

Shah:
e “Human Resources. During the IT boom, many key employees of
our company were poached by others. Hence, employee retention

Give examples of dark moments or negative periods that your
company or you faced as part of your journey as an executive
with this company.

Shah: “| have always believed, right from my first day at the Bombay
Stock Exchange, that results matter, efforts don’t. Since then, we have
faced many challenging moments, although I’'m not sure | would call
them dark moments. But, as an entrepreneur, | have been determined
to succeed against all odds. One of the many challenges we faced was
in transforming FT from a product company to a product-based service
(IP) company as an ‘exchange service provider’. This involved setting
up Greenfield Exchange Ventures in emerging, but fast-growing regions
from Asia to Africa. Back then, very few believed in the opportunities
these regions offered and fewer believed in our ability to successfully
shift the orbit. Today, a decade later, we are a global leader in this space

FINANCIAL TECHNOLOGIES INDIA LTD.
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was a major challenge. In order to confront this challenge, we
continuously focused on providing intellectually stimulating projects
to our employees.

e Entering the ‘financial exchange’ game was a huge challenge as
the company had to compete with larger and older institutions
in the marketplace.”
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operating 10 Exchanges and six ecosystem ventures in four of the
fastest-growing international financial centres of the world.”

What are the key lessons about entrepreneurship and successful
growth strategies you’ve taken from your company experience?

Shah:
e “One has to create one’s own intellectual capital
e Eat, breathe, sleep and sweat the idea — only then will it succeed
e (o for a sector with infinite depth
e Question the norm and evolve” B

Prepared by Martin Haemmig, George Foster and Xiaobin He, 19 November 2010
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Fortescue Metals Group | Australia

OVERVIEW:

In 2003-2004, Fortescue Metals Group (FMGQG) identified a potentially sizeable iron
ore body in the Pilbara region northwest of Western Australia. This ore body was
“stranded” 250+ kilometres inland, and FMG did not have any easy access to rail
and port facilities operated by two other major global mining companies in the
region (BHP Billiton and Rio Tinto). Fuelled by the growing demand from Chinese
steel producers, FMG conducted feasibility studies in 2004-2005. Then in 2006-
2008, innovative financing of over US$ 3 billion enabled FMG to build both a
railroad and port facility. Shipment of iron ore to Chinese steel company customers
commenced in April 2008. Revenues in its first full fiscal year of shipment (2008-
2009) were US$ 1.831 billion. During its first seven years, Fortescue Metals Group
has grown to become the fourth-largest iron ore producer in the world (after BHP,
Rio Tinto and Vale).

FORTESCUE METALS GROUP

TIME-LINE / KEY EVENTS

Purchases Raises Begins port Begins rail Completes
first ore AU$ 70 million construction construction railway
tenements
60660060 6 © -
2003 2004 2006 2006 2006 2008 2008 |4
Forms Makes first Conducts Raises AU$ Begins Loads first
company ore sales definitive 3.2B commercial ore shipment
agreement feasibility study mining
AU$ 1.95B

QUOTATIONS FROM:

Andrew “Twiggy” Forrest is an Australian mining entrepreneur. He is the founding CEO and chairman of FMG (2003), which he built on a vision
of creating a major iron ore company in the Pilbara region of Western Australia. Forrest previously founded and was CEO (1995-2001) of Anaconda
Nickel (now Minara Resources). Many of the challenges Forrest faced while FMG battled major industry players he had previously encountered
while with Anaconda.

Mark Barnaba is a member of the Fortescue Board. He is co-founder and executive chairman of Azure Capital, and an adviser to multiple
Australian and global companies. Previously, he was co-chairman of Poynton and Partners, and GEM Consulting. He also worked for Goldman
Sachs and McKinsey and Company. Barnaba holds a BCom (Hons) from the University of Western Australia and a MBA from Harvard University,
and is an adjunct professor in Investment Banking and Finance at the University of Western Australia.
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What was the source of the initial idea, and how did that idea
evolve into a viable high-growth business venture? How did it
change over time?

Forrest: “There were two initial circumstances that helped the development
of the initial idea and were the starting points for the Fortescue story:

(1) a view that the major incumbent producers, BHP Billiton and Rio
Tinto, were too comfortable in their Australian duopoly status, and (2)

a realization that China (and Asia in general) was emerging as a
powerhouse of the international economy.

“It became obvious China (and Asia) would need raw materials to enable
it to achieve the growth and standard of living for its citizens that its leaders
required, and that steel — and therefore iron ore — was essential as China
transitioned through industrialization, urbanization and globalization.
“Once the market demand was identified, we began the real work to
discover sources of high-grade iron ore and new, innovative, low-cost
methods to supply that demand.”

What was the initial growth vision or aspiration of the founding
team? Was there a sizeable change in this growth vision or
aspiration over time? If a change, please describe.

Forrest: “The iron ore industry relies on scale. It is a bulk commodity,

so there was a determination right from the outset to grow the company
and its output to achieve the critical mass that serious participation in
the industry requires.

“Becoming the ‘new force in iron ore’ wasn’t a marketing slogan — it was
a vision and a cultural mantra adopted throughout the company. The
long-term vision and ability to expand rapidly and take on the three
major incumbents (BHP, Rio Tinto and Vale) have been core compo-
nents of every project design since day one.

“Even though Fortescue has become the new force in iron ore in an
amazingly short period of time — making it the fourth largest sea-borne
iron ore exporter in the world — its vision remains firmly fixed on

expanding the scale of its current output almost tenfold.”

Describe the strategy or business model that enabled
your company to achieve its high rate of growth.

Forrest: “High-quality people and a company culture demanding that
we challenge orthodoxy were instrumental in Fortescue’s growth. A
commonality of purpose through a clear vision and an attitude of never,

ever, ever, ever giving up were also critical.
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“In the company’s formative years, none of the managers and employees
who started with Fortescue was actively looking for work with the
company. We targeted them because they had the personal attributes
we needed to accelerate Fortescue from another Australian junior
minerals explorer to a major, global mining company that achieved its
vision. As momentum built, the public persona or personality of the
company attracted like-minded people to our vision.

“If Fortescue had not challenged the status quo, BHP Billiton and Rio
Tinto would have remained the only large-scale iron ore producers in
Australia. We empowered our staff to challenge traditional thinking and,
in doing so, to create new and innovative techniques and processes.
That extended from executive management through to exploration,
construction, mining and even administration.”

What were the major growth accelerators for your
company in its high-growth years?

Forrest: “Our relationship with China was and continues to be extremely
important to our long-term future.

“Fortescue invested considerable time in talking to potential customers,
starting a relationship and proving our capability to deliver to commitments.

“Talking to customers openly and clearly and honestly isn’t rocket
science, but it is often neglected by business, particularly big business.
Having a very strong and experienced marketing team provided Fortescue
with a competitive advantage when it was trying to sell its product into a
market dominated by huge existing players. The marketing strategy had
the top 60 steel mills of China identifying with us and dealing personally
with the decision-making senior executive.

“Once people realized Fortescue’s fortunes were largely tied to
China’s rapidly expanding fortunes, they quickly realized the potential
of the company.

“We set stretch targets and then worked with our staff and business
partners to do everything humanly possible to achieve them. As a result,
we built a massive project in record time, and we ramped up our mining
production at a rate never before seen in the Australian iron ore industry.”

Barnaba: “Andrew is clearly a brilliant entrepreneur. He has now built
two companies from nothing, with FMG literally rising from US$ 100 million
to US$ 20 billion within six years, a feat managed by only a handful of
companies globally over the last half-century. But that is not what makes
Andrew so special. It is his devotion to the north of Australia (the Pilbara
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region), to the indigenous population of this country and to philanthropy
in general. Andrew is one of those people who is universally liked and
makes you feel so special when you are with him. There are literally tens
and tens of stories that can be recounted about how Andrew helped
this person or that cause. What drives Andrew is making a difference
and building something special — not wealth creation. He arguably is the
best-known Southern Hemisphere businessman in all of China. There
are very few Andrews anywhere in the world.”

Briefly describe the financing of your company and how this
financing impacted the growth of your company.

Forrest: “In its very infancy, Fortescue was largely convertible note and
equity funded. Then the company was high-yield bond funded to US$ 2
billion for the major capital-raising to develop the rail, port and mines.

“The capital cost to fund the construction and early operation of a mine,
rail and port is a massive barrier to entry. Until Fortescue came along,
that barrier to entry had prevented every iron ore explorer in the Western
Australian Pilbara from breaking the BHP Billiton and Rio Tinto duopoly
— regardless of the size of their reserves or the skills, drive and desire of
their board and management.

“For a company with no production track record and few assets apart
from stranded iron ore deposits, securing approximately US$ 2 billion
from the high-yield bond market to overcome that barrier to entry was
extremely challenging.

“The bondholder covenants placed restrictions on Fortescue’s ability to
expand. These have proved challenging at times, but we have been able
to work within those covenants to build a platform for growth.”

What were the major challenges your company had to handle in
its high-growth years, and how were they managed?

Forrest: “The largest challenge was the changing nature of Fortescue’s
business. Over the course of five years, the company transitioned from
being an exploration company to a construction company to a mining
company. Now, as a miner focused on expansion, it is a hybrid of all three.

“Each of those phases of evolution has had competing objectives that

require different management skills and experience to achieve the best
result for the company.
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“The changing nature of Fortescue prompted a massive recruitment
programme as the company was transformed from a largely
Perth-based company overseeing the planning and construction of
mine, rail and port to a mining company employing almost 2,000
people. This change occurred within just 12 months.

“Attracting the right employees during a period of severe labour shortage
was not without challenges. However, the appeal of working for a
company with a mandate to grow and excel was attractive to many
workers who wanted to break out of the traditional large corporate
mining mould. It is clearly much more exciting to work for a company
with strong growth prospects and vision than for a more bureaucratic,
slower moving corporation.

“The global financial crisis (GFC) challenged all global commaodity
producers, and Fortescue was not insulated from its effects. While the
pace of some projects was decelerated, there was a clear resolve that
its effects would be temporary, and Fortescue needed to position itself
to take advantage of the opportunities that would be created once the
worst of the GFC was over.

“Fortescue has always planned for the future. We were conscious of
the issues we would face 12 months ahead and worked to identify and
address them before they became problems.”

Give examples of dark moments or negative periods that your
company or you faced as part of your journey as an executive
with this company.

Forrest: “Securing US$ 2 billion in finance was the most challenging
period of Fortescue’s short corporate history. Most debt funders
weren’t interested in providing finance to a company that had no
production track record, despite the skills and expertise of its board
and management.

“A never-say-die attitude, a resolve to realize our dreams and an
unwavering belief in the fundamentals that underpinned Fortescue’s
project were integral to overcoming some of those initial setbacks.

“The arrival of the global financial crisis when the company was only a
few months into revenue also provided some significant cash flow and
cash management issues, but our focused and rapid management
action and the stimulus programme implemented by the Chinese
government helped to overcome these concerns in short order.
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“Tragically, there were fatalities associated with an accident in the
construction of the company’s infrastructure and a major cyclone
(hurricane) event at the project’s construction sites. The loss of life
has left an indelible mark on the company. These were Fortescue’s
darkest days and affected everyone within the company.

“The Australian government’s threatened imposition of the Resources
Super Profits Tax in early 2010 was another dark period for the
company. Without warning and without consultation, the government
sought to impose a specific tax on the entire Australian mining industry.
The company’s strong view is that the tax would have rendered the
Australian mining industry much less competitive with the rest of the
world due its flawed design.

“We believe the subsequent replacement of the mooted Resources

“The list of faults with both the Minerals Resources Rent Tax and the

Resources Super Profit Tax is comprehensive and long, but the

principles of both were flawed from the beginning. Taxation measures

should promote investment, not penalize it, and governments should

consult with industry before imposing significant reforms on it.”

What are the key lessons about entrepreneurship and successful

growth strategies you’ve taken from your company experience?

Forrest: “Hard work and determination are absolutely crucial, but they

will only get you so far. They need to be complemented by a team that

is empowered not just to provide solutions to problems, but to challenge

orthodoxy and pioneer new approaches, methods and technologies —

all driven by a clear vision and very strong never-say-die, achievement-

based culture.” B
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also suffered from the same lack of consultation and warning. The

proposed MRRT again was deeply flawed and, in addition, gave protection

to large, established, multi-commodity miners while undermining the

ability of developing mining companies to obtain the necessary financing

to develop their projects. We believe that if this tax is implemented in

the future, the effects of that capital shield will be felt for decades to

come as would-be profitable projects — and the export revenue and jobs

they create — lie idle to the lack of infrastructure caused by the Minerals

Resources Rent Tax.
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Globant | Argentina

OVERVIEW:

Globant was formed in 2003 by four founders (Martin Migoya, Martin Umaran,
Nestor Nocetti and Guibert Englebienne) to combine the technology skills of Latin
Americans (initially Argentineans) with the IT needs of global companies. The
aspiration was to be the leading Latin America outsourcing company. The Latin
America advantages Globant promotes include real-time communication,
geographic proximity and integrated teams. The ‘Day 0’ focus on software
development includes design and innovation to meet scaling as well as engineering
and infrastructure needs. Products are built using a combination of open source
technologies and proprietary software. In July 2005, Globant was selected as an
Endeavor company by meeting criteria of being an emerging entrepreneur-driven
market leader with high potential and a passion to excel.

GLOBANT

TIME-LINE / KEY EVENTS

Globant in First place Acquires Globant named
Global honors in Top 5 Accendra and as Cool Vendor
Services Global Service Openware by Gartner
100 list Providers list
v v y
) ©0—© ©
F N F N y N
Globant formsin | Founding team | Google selects Equity Equity
Buenos Aires selected as Globant as its Financing financing (US) Equity financing
by four Endeavor first outsourcing (local) round round of round of
co-founders entrepreneurs partner of $2M $7.8M Us$ 14M

QUOTATIONS FROM:

Martin Migoya, co-founder and CEO, has an engineering degree from National University of La Plata and an MBA from the University of CEMA,
both in Buenos Aires. Prior to Globant, he was Director of Business Development and Regional Business Manager for Latin America at a large
consulting and technology company. He has worked in Argentina, Brazil, Mexico and the United Kingdom.

Guibert Englebienne, co-founder and CTO, has a computer science/software engineering education from UNICEN University in Buenos Aires.

He previously worked as a scientific researcher at IBM and later headed technology for CallNow.com. He has worked in Argentina, Venezuela, the
United Kingdom and the US.
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What was the source of the initial idea and how did that idea
evolve into a viable high-growth business venture? How did it
change over time?

Migoya: “After the Argentine financial crisis in 2001-2002 and the
destruction of the currency, my salary plummeted. | had US$ 20,000 in
savings and | thought | could make more money trading. The only stock
I made money on was an Indian-based outsourcing company. That
started me thinking about starting a business from Argentina by packaging
up Latin American talent for software development and selling these
services to first world global customers. The financial crisis devastated
many Argentine businesses but the devaluation of the currency allowed
us to compete on price and talent with other outsourcing companies

in other countries. | called Guibert, (Englebienne), Martin (Umaran) and
Néstor (Nocetti) — all engineers working for multinationals — and said,
‘Look, we have a big opportunity here and we need to take it.” We
started the company with US$ 5,000. We had a very clear idea from the
start to build better and more software products for global audiences.
We wanted to make a change in the IT services industry and build a
service organization oriented to develop premium software for global
markets with a fresh approach from Latin America. While | didn’t expect
the success we have had to date, we started the company with a long-
term view and every decision was about building for the long term.”

What was the initial growth vision or aspiration of the founding
team? Was there a sizeable change in this growth vision
or aspiration over time? If a change, please describe.

Migoya: “From day one we were clear about two things. We wanted to
change the status quo of the software industry in terms of how to
design and build software, and we wanted to build a company for the
long term. We always wanted to be the leader in what we did outside

of Latin America. From the beginning, we operated differently than

most Argentine IT companies that tend to hire contractors and extract
dividends immediately. We hired everyone as direct employees and
re-invested 100% of everything we earned. We were also prepared for
our ownership to become diluted as we sought outside investors to help
us grow. In 2004, when we had reached 100 employees, we realized
we had something bigger than we had imagined and that’s when we sat
down with our first group of investors. It took us nine months to raise
our first venture capital round, which was US$ 2 million. We held onto
the right to sell the company or take it public when we — as founders
—wanted to. That is still very important to us today. After that, Google
selected us as their first outsourcing partner, and with Google as a
customer it became easier to introduce ourselves to other companies,
so our growth exploded. We raised another US$ 8 million in 2007 and
another US$ 14 million in 2008, which was amazing because it was in
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November, just after the global financial crisis, when we asked for this
money. We used the cash to make a couple of small acquisitions in
Argentina that gave us important relationships and customers.”

Describe the strategy or business model that enabled
your company to achieve its high rate of growth.

Migoya: “We create innovative software products that appeal to global
audiences. That's what we do. But the key concept was to change how
this was done to create more intellectual property for our customers.
Software creation has been driven by an engineering approach.

We brought more innovation in design to the industry because this is
something we (Argentineans) have a unique sensibility for. We also
leveraged our expertise in both Open Source software and commercial,
proprietary software and blended them in a very smart way to get the
lowest cost of ownership for our customers. To service big global
customers, we created the concept of a software service company
where robust engineering, innovation and design meets scale, and that’s
how we sell ourselves. Our development methodology is also unique.
We use a methodology called ‘Agile’ which breaks down large design,
development and implementation projects into smaller pieces that

we call ‘sprints’. It is very efficient, allows for more flexibility and the
customer gets to see results at every step.”

What were the major growth accelerators for your
company in its high-growth years?

Migoya: “Part of our growth has been due to geopolitical or cultural
differentiators in that we have exploited a huge talent pool for software
creation in Argentina and Latin America. We are also working on the
same time zone as our US and European customers for the bulk of
the day, unlike in India or China. But there are other Globant-specific
reasons for our growth:

1. Engineering: We base a lot of what we do on open source
technologies whereas most companies are not doing that because
they are restricted in their partnerships with big commercial
companies. We have partnerships with big commercial software
companies, too, but from the outset we blended both open source
and proprietary technologies to create better software at a lower
cost. This is key.

2. Design: The Argentinean creativity and taste, when applied to
software design, has resulted in better interfaces. We have excellent
art and design teams at Globant.

3. Innovation: We are constantly innovating and challenging and
have structured the company to foster those traits. Therefore,
instead of having a centralized team of innovators to solve specific
customer challenges, we send the challenges out company-wide.
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We choose the best handful of solutions and then work through
them. This approach to problem solving has won us big projects like
Nike and many others and is very important to our growth.

4. Infrastructure: We know that our applications must be up and
running 24/7, so we have a team of experts working to enable high
availability and security of our products.

5. Signature customers: We grew with the likes of EMC, Google,
Sabre and Electronic Arts. After we got Google, we didn’t have to
explain ourselves anymore.”

Englebienne: “We learn fast. Like any organization, we make mistakes
but at Globant we put a huge premium on learning from them. Growth
factors include:

1. The complementary nature of the founding team. \We each have
different skills that we respect. We also found extra strengths of

each other over time.

2. Organization structure. Each of our areas of expertise (such as
gaming, mobile and consumer experience) is now run as a studio
with its own founding team. Each team is now managing a studio
organization larger than Globant was for several years after 2003.

3. Communication within the company. We share our plans with
everyone within the company. Our telephone operators can tell you
our revenue budget numbers. We also run an ‘Accounting for
Non-Accountants’ programme every month to improve our
employee knowledge base.”

Briefly describe the financing of your company and how this
financing impacted the growth of your company.

Migoya: “We started the company in 2003 with US$ 5,000 and we
self-funded through revenues and by reinvesting everything back into the
company until the end of 2004 when we needed additional investment
to grow in scale and infrastructure. In 2005, we raised US$ 2 million
initial capital from Argentine investors managed by FS Partners. By
then, we already had 150 employees. We raised an additional US$ 8
million in October 2007 from Riverwood Capital, a US venture fund.

We raised a second US$ 14 million round with Riverwood Capital and
FTV Capital a year later, right after the global financial crisis exploded.
We used the money for headcount growth, to bring in experienced
executives and professionals, and for a few small, strategic acquisitions.
In 2008, we acquired Accendra, which is headquartered in Buenos Aires
and had cultivated a strong relationship with Microsoft that we wanted
to leverage. We also bought Openware, based in the city of Rosario

in Santa Fe, Argentina. Openware had expertise in infrastructure and
security software, and that acquisition resulted in consulting firm Deloitte
& Touche becoming a Globant customer. So, our acquisition strategy at
the time was for technology or customers.”
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What were the major challenges your company had to handle in
its high-growth years, and how were they managed?

Migoya: There were two major challenges:

1. “Finance: Financing was a nightmare in the early stages. Although
we were earning revenue from day one (doubling revenue each year
until 2008), we were trying to build the company for the long term
and that meant we had to re-invest everything we earned for
working capital and to hire people not as contractors, but as full-
time employees. This consumed everything we had. We worked
hard to get outside financing, but this was a learning experience
because we also wanted a lot of control. We had to learn how to
hand over certain rights without losing control of the company.

This is a huge psychological challenge.

2. Scale: In the early years we did not have enough power and
influence to convince big customers that we could scale as fast as
they wanted from a software services company. Each new customer
helped give us more infrastructure in a sense. Many VCs were also
concerned about scale challenges. Being a services company tends
to have a lower return than a pure product company. But we are a
services company and we do it very well because we are doing it
from Latin America and can compete on talent and price.”

Give examples of dark moments or negative periods that your
company or you faced as part of your journey as an executive
with this company.

Migoya: “The global financial crisis (October 2008) was a painful hit. We
had been growing at 100% per year since 2003. Then, in 2008, it was
15% in terms of revenue. We had grown to more than 500 employees.
This changed the dynamics of the company and we worked very hard
to get through it. We turned it around by exploiting customers’ need for
value-added services at a lower cost, which is what we can deliver using
Latin American talent for software services. This was the idea from the
start of the business, but after the crisis, we ran even harder and had

renewed focus.

Money crunch. “Other dark moments have more to do with the
entrepreneurial side of things like financing and not having enough
money to pay salaries or enough power to convince customers they
could scale as fast as they want. There are particular problems of every
entrepreneur that once you’ve lived through, you don’t want to face
again. Another dark moment was a failed attempt at a spin-off.

We started a small spin-off company for VOIP. We thought we could be
successful in everything we started, but the people we placed to
operate it were not very good and it failed. We suffered because of that.
We found we were not as good as we thought.”
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Englebienne: “There have been many dark moments, but our ability to
learn fast has meant we have been able to leave those moments behind
without regretting so much. We learned a lot from the 2008 global financial
crisis, including the need to remain close to our customers. We also
learned to run a tighter ship and trim our sails to survive the rocky seas.”

What are the key lessons about entrepreneurship and successful
growth strategies you’ve taken from your company experience?

Migoya: “We are trying to continually teach and inspire new rounds
of entrepreneurs in Latin America. There are several key lessons
we try to convey:
1. Think Big. | think if you want to be a successful entrepreneur you
can’t afford not to. You need to really believe that you can alter your
environment with what you are doing.

1. It’s essential to build a strong team

3. Develop an ability to learn fast” Bl

Englebienne: “Beyond Martin’s points | would add:

Prepared by George Foster, Antonio Davila, Xiaobin He, Pilar Parmigiani and
Endeavor Center for High Impact Entrepreneurship, 17 November 2010
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2. Money will follow. Don’t pursue entrepreneurship for money alone.
You need to pursue your convictions and your passion instead
of just the money. It took us a long time to learn that. This is
very important.

3. Serve others. If you are starting a company and you think that you
are doing this just for you and your partners, then you are wrong.
You are doing it for a lot more people. What you are doing will affect
many, many families and people. You have to teach, learn, and
influence all the way.

4. Enjoy it. Because if you are not, then you will be suffering a very
long time.”
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Grid Dynamics | US and Russia

OVERVIEW:

Grid Dynamics was founded in 2006 by Victoria Livschitz, who previously worked
at Sun Microsystems helping tier one enterprises scale extremely complex and
large IT systems. The company was founded with the mission to become a global
leader in scaling mission-critical enterprise systems. Housing 90% of its engineering
organization in Russia, Grid Dynamics helps top enterprises like eBay, Macys.com,
Cisco, and GE Money Bank build scalable and elastic application infrastructures
for mission-critical business systems.

GRID DYNAMICS

TIME-LINE / KEY EVENTS

Grid Launches Russian Macys.com & Adds engineering Buys Russian

Dynamics operations; hires eBay signed as centres in engineering

Incorporated development team clients Moscow and company Mirantis
St. Petersburg

v

Grid Dynamics CEO First Enterprise Becomes consulting Funding by DFJ / Selected by
designing SunGrid — Client — PayPal arm of GigaSpaces; VTB Aurora Microsoft to help
first private cloud at leader in in-memory venture fund define cloud services
Sun Microsystems data grid technology roadmap

QUOTATIONS FROM:

Company president and CEO Victoria Livschitz spent a decade as a principal architect for Sun Microsystems pioneering the use of Java in
factory automation, designing the industry’s first real-time fraud detection system and architecting the first utility-computing product for software
developers. She is the winner of numerous awards, including Sun Systems’ Engineer of the Year. She holds a BS in computer science from Case
Western Reserve University.

Boris Renski, EVP of Marketing & Alliances, joined Grid Dynamics with its acquisition of Selectosa Systems, a product development consultancy

he had founded. He previously served as VP of business development at R&K, one of Russia’s largest IT conglomerates. He holds a Bachelor of
Science in information systems and business operations from Santa Clara University in California.
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What was the source of the initial idea, and how did that idea
evolve into a viable high-growth business venture? How did it
change over time?

Livschitz: “At Sun, | was product architect where we developed the first
cloud computing utility called SunGrid. | saw that computing in the next
10 years was going to change dramatically, driven less by the Moore’s
law and more by the fact that data on the Internet doubles every 11
hours. We were going to see enormous aggregation of computing.
Things will have to be designed to be able to scale and most companies
do this very poorly. Designing applications to extreme scale was my
career specialty at Sun. | had a growing dissatisfaction working within

a larger company. | would always have to be selling my ideas to some
big suits. When you cannot get the mother ship to do what is right, you
have to do one of two things — put up or shut up. So, at the age of 35,

| founded Grid Dynamics.”

Renski: “Victoria Livschitz was deeply involved in projects for over

15 years with major corporations. Having very early exposure in the role
of key architect to the problems associated with engineering highly
scalable application infrastructure of unprecedented scale, she was able
to foresee the emergence of great demand in professional services in
that space. It was clear that continuous evolution of internet technologies,
coupled with the change in IT resources delivery model from on-premise
to cloud would fuel the increase in complexity and scale of next
generation data centres. Grid Dynamics was founded with a vision

to offer this, much needed, engineering expertise in delivering highly
scalable and elastic application infrastructure for mission-critical
enterprise systems.”

What was the initial growth vision or aspiration of founding
team? Was there a sizeable change in this growth vision
or aspiration over time? If a change, please describe.

Livschitz: “If you are a small company and you want to be an expert
and a leader, you have to narrow your focus, especially if you are in a
huge emerging area. At the outset, we narrowed our focus to applications
scalability. As we progressed and the market evolved, we have been
adding areas of scalability beyond applications scalability — areas such
as high performance computing and cloud computing. We are now also
adding specific industry areas of expertise like ecommerce

and life sciences.”
Renski: “Grid Dynamics originated as a product company, focused on

developing a set of tools for helping enterprise applications leverage
various cloud services. Grid Dynamics professional services division was
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envisioned as a vehicle for subsidizing the expenses associated with
product development. However, over a short period of time, the market
took the company where the need was the most acute — services in the
space of delivering highly scalable application infrastructure. The
impressive rate of enterprise adoption of the new, cloud based delivery
model of IT resources constitutes a dramatic paradigm shift in the IT
industry as a whole with many, very significant consequences.”

Describe the strategy or business model that enabled
your company to achieve its high rate of growth.

Renski: “After we identified our market niche and service-based
business model, we started to look into resources to bring our business
idea into reality. From the very beginning, we realized that key growth
factor is people with top engineering and computer minds. The Russian
market has a high concentration of high-tech specialists that meet these
criteria. And what is more important, Russia as a country with strong

tradition in fundamental sciences.

On the sales and marketing side, our strategy is based on building
partnerships with product companies delivering new, innovative solutions
in the cloud computing space. As mentioned earlier, there are hundreds
of companies in the space that focus heavily on pushing their products
to market. They do not have the bandwidth to deliver professional
services around their products, but do understand that it's a key
component. Such companies are eager to spend resources to promote
their new products and advertise Grid Dynamics as the professional
services partner of choice. Leveraging marketing dollars of our ‘product
partners’ gives us a great edge over competition in putting ourselves on
the radar in this increasingly crowded space.”

What were the major growth accelerators for your company
in its high-growth years?

Renski: “We believe that our major differentiator is being able to inject
cost-efficiency into the process of innovation, or, so called optimization
of IQ per dollar. In other words, there are many professional service
companies that know how to deliver cost-efficiency and execution
excellence when it comes to solving well understood, predicable
problems. However, there are very few that can predictably and cost-
efficiently go to places where no one has been before; solve extremely
complex engendering problems and do so in an efficient way. We
believe we can and here is why. The secret to our success is based

on three pillars:

1. HR and recruitment process optimized to source the best problem
solvers and out of the box thinkers that Russian talent pool has to
offer, augmented by Silicon Valley-based veterans of the IT industry
with deep understanding of customer problem sets.
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2. Investment in R&D in new technology offerings in the space of cloud
and enterprise scalability. We have an internal R&D department that
constantly monitors and evaluates new technologies that become
available from start-ups, as well as large industry giants.

3. The idea of co-innovating with the leaders on one end and helping
facilitate adoption in extreme use cases on the other. To give an
example: we are vendor to Microsoft; responsible for helping them
define roadmaps for their product offerings in the cloud and
scalability space. The reason why they want our input is because we
work with customers like eBay and Agilent (largest players in their
industries) and are exposed to their problem sets. We help the likes
of Cisco, Microsoft and Oracle (all of which are our clients) build their
next generation products on one end and help the largest and
biggest customers — like eBay, Agilent, Macys.com etc. — adopt
these new technologies to build systems with unprecedented
requirements in scale and availability.”

Briefly describe the financing of your company and how this
financing impacted the growth of your company.

Livschitz: “| created a company without external financing. | was a first
time entrepreneur. | needed to prove the business worked before going
out for financing in a serious way.”

Renski: “Grid Dynamics started in February 2006 as a conventional
‘garage start-up’ with a few friends who invested in future growth. In
2008, after the initial stage of business development was over and the
company was ready for the next strategic move, Grid Dynamics raised
US$ 5 million in venture capital from DFJ/VTB Aurora venture fund.

| believe it was the right time to do the right thing.”

What were the major challenges your company had to handle in
its high growth years, and how were they managed?

Livschitz: “Grid Dynamics is like an iceberg where 10% of its body
mass is observable to most of our customers. Many of the real brains
are in Russia. Building a multinational so that we all operate with the
same values requires constant attention. | have a Silicon Valley mindset
where you share value with those who help create the value. Stock
options are a very effective way to do this. Yet, in Russia stock options
are not easy to implement and some versions of them are illegal.

In addition, labour laws can differ. These are all part of the ongoing
challenge of having a global HR policy.”
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Renski: “Both challenges and upsides that face our company are
consequences of hyperactive growth cycles. As a fast growing
company, we always need to optimize our corporate structure to avoid
misbalances, i.e. misalignment of sales and back-end operations when
you over-sell or under-perform. In a fast growing start-up, each new
client could be both a new opportunity and a disaster. For example, in
the very beginning of our history, when we were a small company of 50
people, Microsoft signed a contract with us. It was a big event for us
with huge growth potential, on the one side, but a project that required
substantial resources to be relocated from other projects to this new
one. As a fast moving start-up company, you always have to predict and
be prepared for such situations.

“As a fast growing company you are usually ahead of the market and
are never 100% sure what will be the next market trend. Constant fine-
tuning is a necessary part of our life.

Attracting and retaining talent is central to our growth. Currently, most
members of our Russian team are recruited from Saratov, Moscow
and Saint Petersburg — cities known for the quality of engineering
education. We have special programmes to track talent from the

very early stages, supporting university programmes, sponsoring
programming competitions etc.”

Give examples of dark moments or negative periods that your
company or you faced as part of your journey as an executive
with this company.

Livschitz: “We certainly had our share of them. In our first few years

as a start-up, especially one being bootstrapped, we had to worry about
survival, about cash flow, about making the payroll, and so on. There
were moments where | could see a sequence of unfavourable events
putting us in the position of not making the payroll, such as a major
customer putting an ongoing project on hold. To make this venture
work, we had to be very street smart.”

Renski: “Grid Dynamics is quite a young company, yet, | wouldn’t say
that we’ve faced a lot of dark moments in our history. Of course, as
many other high tech companies, we were affected by the global
financial crisis of 2008, it was kind of a test of strength for all of us.
Fortunately, our business started to recover in mid 2009 and most
financial indicators looked quite encouraging for Grid Dynamics by
the end of the year.”
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What are the key lessons about entrepreneurship and successful
growth strategies you’ve taken from your company experience?

Livschitz: “To start and build a company requires an incredible
commitment that takes all of you. This is both the most difficult thing
that | have ever done and also the most fuffilling. If you are absolutely
driven by the vision of creating unique value, of creating jobs, making
change, and making people’s lives better, you should go out and start
a company.

“You have to listen to what the market says. You have to ideally find a
perfect blend between (1) being right about what the market wants and
is evolving to, and (2) the capabilities you have and are building up.
You have to be very open to what the market is telling you, no matter
what you would like to be hearing.

Renski: “For me, the major lessons from our company’s growth story are:

To be able to rapidly grow, you naturally have to regularly take a lot of
risks. There are many events constantly taking place that can either
make or break the company. It’s a rollercoaster of dramatic ups and
downs non-stop. Being able to stay focused with your eye on the goal
at all times is key. It is important not to get overexcited about something
great or de-motivated by something bad...keep steady and consistent
all the time, despite non-stop ups and downs. Some days you wake up
and feel — the company has made it. Others — you feel like bankruptcy is
imminent. You have to show excellence in tactical execution and stick to
the strategy no matter what your short-term feeling and impressions are.

“Corporate culture is a key to success. You must create a culture of
excellence and commitment that motivates people to constantly deliver
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“Avoid the temptation when you are a small company of tying your
future to large companies like Oracle or Cisco, You cannot tie your
strategy and operations to a single large company and expect to be
able to continue to ride that wave. There are multiple problems with a
small company partnering with a much larger company: (1) they require
an enormous amount of your energy and they can drain you, (2) they
reorganize frequently and you can lose all your relationships overnight,
and (3) no matter what the small company thinks about itself, you are
not significant to them. You can quickly become collateral damage from
decisions made at high levels where they are optimizing different things.”
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the best quality of services and with each project to find of a one-of-a-
kind solution that meets individual customer needs.

“Importance of financial planning is often underestimated in rapidly
growing companies. You always have to find a balance between a next
stage of business expansion and profitability.” l

Prepared by Martin Haemmig and George Foster, 16 November 2010
Supported by Russian Venture Company (. Agamirzian, G. Bikkulowa)
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Icebreaker | New Zealand

OVERVIEW:

Icebreaker is a Wellington, New Zealand-based marketing company whose product
is Merino wool-based apparel. Merino wool-based apparel provides buyers with
an all-natural alternative to apparel made from synthetics. Its heritage is Merino
thermal wear apparel developed by Brian and Fiona Brakenridge, who raised
Merino sheep in New Zealand. Their apparel had minimal sales over several years.
Jeremy Moon, with the help of Peter Travers and Noel Todd, developed a business
plan for the marketing of Merino apparel that led to Icebreaker’s formation in late
1994. Moon, at age 25, was the managing director. He has led the marketing of the
Icebreaker brand and its products to a growing number of countries — two in 1998,
five in 2003, 14 in 2008 and 32 in 2010. The customer count (retail outlets) has also
expanded rapidly — from 180 in 2003 to over 2,200 in 2010. Icebreaker outsources
its manufacturing and warehousing. The company is the winner of multiple awards,
many for its creative marketing. The company is committed to sustainability

and animal welfare, and in 2008 began a programme called “Baacode”, to enable
consumers to trace the fibre in their garments starting at the sheep stations
(farms) that grew the Merino through its supply chain.

ICEBREAKER

TIME-LINE / KEY EVENTS

Jeremy Moon | Icebreaker Introduces Enters Enters US market — Baacode Programme.
chance formed, Moon | disciplined merino European first entry with Consumers can trace
meeting with is Managing procurement policy | market ineffective distributor fiber in garment to a
Brakenridges Director sheep station
v v
© 0 —©—
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QUOTATIONS FROM:

Jeremy Moon, before launching Icebreaker, was a project manager for CM Research. He holds a bachelor of commerce and a master of
commerce in marketing from Otago University. He is the winner of numerous awards, including Sporting Goods Business “40 under 40” Award,
and chairs the New Zealand government’s Better By Design Group. Noel Todd is a director of Todd Corporation, one of New Zealand’s largest
companies. Peter Travers is a retired executive from the Bank of New Zealand. Travers and Todd have been key advisers and financial backers
of Icebreaker from its genesis.
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What was the source of the initial idea, and how did that idea
evolve into a viable high-growth business venture? How did it
change over time?

Moon: “Icebreaker, like many great things, started by accident. In 1994,
an American girlfriend introduced me to a Merino wool farmer she had
stayed with as she backpacked around New Zealand. Brian Brakenridge
lived on an isolated island in Marlborough with his family and 8,000
sheep. He had developed some prototype thermal underwear made
from 100% pure New Zealand Merino wool. He threw me a piece of

this extraordinary fabric across the lunch table. It felt soft and sensual,
looked lustrous and was totally natural. It was nothing like the wool | had
grown up with, which was heavy and scratchy. And you could throw
this stuff in the washing machine. My first thought was that maybe

| could sell this to the Americans, and pay for a ticket to the US to see
my backpacking beau. Hey, | was 24. But as | wore this fine wool T-shirt,
it proved to me — and to the others we showed it to — how well Merino
wool performed in the outdoors, and how wonderful it felt. | was so
enthusiastic about this discovery that | never saw my American girlfriend
again — she was jilted by sheep.

“To evolve the idea, | wrote a business plan, which had a clear future
vision of growing an international brand from New Zealand. | broke it
down into the different components which were: manufacturing, product
design, brand design, channels to market, team and finance. Then got
my thinking clear on each of those areas and used the business plan to
raise US$ 200,000 from eight investors, who were people in business
who could make some sort of contribution through their own experience
or contacts. That was enough to incubate the business. Over time, the
board and | have been the same for 15 years, so we have had to evolve
the structure of the business based on the change and complexity, due
to growth and markets that we were in. Every two to three years we
have to tear up our operating plan and write a new way to go forward,
or we would get constrained by the thinking of the past.”

Todd/Travers: “Jeremy shared his vision after meeting the Brakenridge’s
with a family friend and corporate banker, who was similarly inspired.
They spent a few weeks modelling a possible business development
way forward, concluding to find five additional shareholders with ‘quite
significant investment funds’. They responded, ‘If you invest, we will
also!” and so ‘lcebreaker NZ' was created in 1995, all with the objective
of realizing the ultimate potential of this very distinctive New Zealand
clothing product.”

Global Entrepreneurship and the Successful Growth Strategies of Early-Stage Companies

What was the initial growth vision or aspiration of the founding
team? Was there a sizeable change in this growth vision or
aspiration over time? If a change, please describe.

Moon: “In the initial business plan in 1995, the vision was to ‘be the
world leader in Merino outdoor clothing’ — so this has not changed in

15 years. The founding challenge was ‘how do you build an international
brand from New Zealand’. The business model we have created is a
response to that.”

Todd/Travers: “The initial challenges were twofold: to establish market
awareness of the integrity, character and culture of New Zealand pure
Merino wool and the distinctive wearable value of pure Merino made
clothing. At the same time, there was the challenge of establishing New
Zealand-based Merino garment manufacturing. Market recognition was
firstly established in New Zealand, and progressively into the Australian
market. Manufacturing of pure Merino garments was well established

in the South Island, near the mountainous regions of the predominant
Merino clans. This was successfully achieved over the initial two to three
years, with market awareness and demand spreading beyond to the UK
market and progressively elsewhere. The first year of operations was
around US$ 60,000. Growth has continued to accelerate over the

15 years, now reaching in excess of NZ$ 135 million (US$ 100 million).”

Describe the strategy or business model that enabled
your company to achieve its high rate of growth.

Moon: “The strategy was to enter the outdoor market and offer a
natural alternative to synthetics that still had technical capabilities,
and use design to create a powerful meaning for consumers through
language, imagery and product.

“The business model is to outsource everything that we don’t have a
competitive advantage in. So we in-house all the core functions,
including product design and brand design. But we outsource all the
supply chain and logistics, so we have no manufacturing investment,
which gives us the flexibility to create independent of the constraint of
what it’s possible to make and it lets us draw on the best technology
all over the world.

“Around 2005, we evolved further when we shifted from being an
exporter to being a global business — by that | mean we used to sell
product from New Zealand into other markets, and now we have wholly-
owned subsidiary companies in offshore markets, including Germany,
Australia, the US, Canada, France, Switzerland and Eastern Europe.
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“We start with the Merino wool growers, where we have three-year
forward contracts, where we pay a premium for the best quality — we
now buy 25% of New Zealand’s fine wool — and ship the wool to our
manufacturing partners in Shanghai, and then export finished products
to our eight operating companies around the world, led and coordinated
by our head office in Wellington, New Zealand.”

Todd/Travers: “The fundamental strategy was to initially build a very
focused product range, which was based on intensive and wide-ranging
market research within initially New Zealand and Australia; concentrating
production on the most positive distributor and market reactions, and
progressively applying this process to global markets. The effect of this
approach was positive in multiple respects, effectively being strongly
market demand driven, minimizing of surplus product types, and thereby
maximizing use of available working capital. These strategic principles
were applied as the Icebreaker product range was progressively
marketed country by country globally. The business model concentrated
on focused selection of distributors, marketing strategies per country
culture and characteristics, and recognition of distributor out-performance.”

What were the major growth accelerators for your company
in its high-growth years?

Moon: “It took us about seven years to reach a tipping point, where

we had enough people creating a positive word of mouth which rapidly
increased our awareness. We have always relied on below the line

word of mouth and grass roots marketing campaigns, we never spend
money on advertising. The last eight years have been learning how to
commercialize this internationally and set off a sequence of these tipping
points in every market we enter. This has let us build a business with
sales in excess of US$ 100 million.”

Todd/Travers: “Fundamentally, the globally growing awareness of the
nature and benefits of clothing made from New Zealand Merino wool
(i.e. no itch, no odour, warm, breathable); in turn endorsed by the
location and character of the New Zealand Merino sheep, primarily
located in the mountainous, often snow-clad country of the South
Island. Another major growth accelerator was the strict inherence to the
business principles of debtor and stock controls to ensure continued
liquidity within the company. Jeremy Moon is himself a growth
accelerator. He understands every facet and every nuance of the
brand as if it were a family member. He has never dubbed himself as a
‘thought leader’, but all logical interpretations of the phrase confirm he
is. He matured very quickly as a CEO, recognizing that delegation was
important and employing the right people for the right job.”
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Briefly describe the financing of your company and how this
financing impacted the growth of your company.

Moon: “We are a private company and | am CEO and the majority
owner. My challenge is to empower the business and grow with it, and
not to catch ‘founders’ disease’.

“Our long-term intention is to remain a private company. This means
we have the freedom to work in the best long-term interests of the
organization without being driven by the needs of the share market or
by external investors.

“This meant that initially we needed to get disciplines in place around
sustainable growth from very limited capital base, but also that drove
great efficiencies in our thinking. We have excellent disciplines around
how we use work and capital and minimizing capital expenditure to get
the best use of our scare capital, we also reinvest the vast majority of
profits onto our business, so this year’s profits funds next year’s growth.
For example, this year we grow by US$ 20 million, and that’s funded by
last year’s profit (retained earnings).”

Todd/Travers: “The investment funding by the initial shareholders,
together with commercial bank funding, enabled Icebreaker to establish
and build growth during initial years. As growth accelerated globally,
increased bank funding became readily available, reflecting the belief
and trust the bank had in Icebreaker’s marketing and growth strategy,
the diligent concentration on matters financial, including, for example,
full use of growing annual net cash flow to fund expanding growth

of business globally with the first modest dividend distributions in
Icebreaker’s 15th year of operation.

“The initial capital was introduced to the company by way of existing
shareholders, participation and capital increases.”
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What were the major challenges your company had to handle in
its high-growth years, and how were they managed?

Moon: “Every aspect of the business needs to be redesigned every few
years, so it’s Icebreaker’s state of perpetual flux and change as we learn
to evolve. That means me as a CEO - | have to change my operating
style every few years or | become the biggest constraint in the business.
To do this, | have an active network of business people internationally
who | draw on for insight and inspiration. My objective is to learn how
to be a CEO of a billion-dollar business and that’s an exciting growth
curve for me and keeps me very challenged and engaged (but we are
not in a hurry).”

Todd/Travers: “The principal challenge from early days to present times
has, simplistically, been to manage growth on a controlled, sustainable
basis as distribution has expanded globally, seeking in the process to
achieve concentration in countries of greatest longer term potential,
such as the US and certain European countries. These challenges are of
an ongoing nature and will continue to be so as awareness and demand
for pure Merino clothing products continue to grow globally.”

Give examples of dark moments or negative periods that your
company or you faced as part of your journey as an executive
with this company.

Moon: “At the end of the first year, Icebreaker made a US$ 176,000
loss on total sales of US$ 110,000. We were aimost out of cash. | paid
myself and my first employee, Michelle Mitchell, a pittance. Within three
years, sales had risen to US$ 750,000, and we made a profit of US$
800. | remember one director saying, ‘This is the first company I've been
involved in where you can drink the profits and still remain sober’.

“Having burned my bridges in those early days, failure was not an option.
I had to work out how to get Icebreaker to work, even when | felt like
quitting. | remember driving home one day almost in tears of

frustration at 2 am after an 18-hour day. We had made our first delivery
and the sleeves were six inches too short, as the fabric had shrunk after
it was cut. | was exhausted. | always felt that | knew what to do next,
but not how to do it. Every day was a huge learning experience.

| became a good listener and learnt how to ask the right questions,

and how to find people who could help. They were always there if

I looked for them, and | made sure | thanked them.
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“It’s very confronting to start a new company, a new category and a
new product from scratch — especially when you’ve never done it before
and don’t know what you’re doing. But when you start with nothing, it's
also very unconstrained and free. Every day and every dollar counted
so we learnt to learn quickly. And | had Peter and Noel — they were my
conscience. They were rocks for me.

“No one liked us much in those first few years. We were trying to disrupt
the status quo and ask questions like: ‘When you’re in nature, does it
make more sense to wrap yourself in nature, or in plastic?’” Ouch. The
big guys didn’t like us much but most of the time we were under their
radar because we were tiny and nobody believed in us for many years.

“The most challenging area for me was learning to delegate when | saw
myself as the expert in this area, as | had run all the parts of the business
at some stage. But as we have brought on stronger management and
have learnt from each other there is a down-deep trust between the
senior management, and delegation is a pleasure not a chore.”

Todd/Travers: “This is a ‘challenging’ question as, while there have
been moments of frustration, Icebreaker has not encountered ‘dark
moments or negative periods’ as such. These moments of frustration
have been periodical operational problems (e.g., too much stock), there
have not been any specific strategic negative periods. On reflection,
this more positive result has primarily been the consequence of a
combination of a few primary factors. For example, a very talented,
strongly committed management team, which contributes to strategy
and operations on a collective basis, i.e. effectively 1+1=3 — consistent
with defined growth priorities and performance criteria. Leadership by
example is an inherent culture, demonstrated inherently by our
managing director, Jeremy Moon, 41 years old and originator of
Icebreaker. One other aspect, which is important to Jeremy, is creating
a family culture within the business, because everyone is important.”
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What are the key lessons about entrepreneurship and successful
growth strategies you’ve taken from your company experience?

Moon: “Firstly, the most important outcome we can have is a positive
customer experience that generates word of mouth.

“To do this, we need to integrate our design and identity across every
aspect of who we are and how we behave and what we make. So,
| believe deeply in the vision of a deeply design-integrated company
based on unlocking the creativity of the people within the business.

“Secondly, having very good financial reporting systems so we have an
accurate gage of where we are and how we are progressing. The bank
tells us that they get better reporting from us than some other publicly
listed companies.

Todd/Travers: “There are numerous lessons, in particular for Icebreaker.
When defining a ‘vision’ for establishing and expanding a business,

test the reality of the concept with a range of already well experienced
‘entrepreneurs’, who have been ‘around the block’” multiple times
already, who can define the possible pitholes, the critical performance
criteria, the best performance team leaders and structure, and so on.
Address and define the start-up and initial growth and investment
strategy; to define the most viable financing structure, investment
partners and financing sources; and consistently and stringently review
development and performance on a regular basis.

“Another lesson which we have taken from the company experiences
is constantly reviewing your forward plans. Jeremy has never wavered
from his vision of a global approach.” i
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“Thirdly, growing a strong management team and having a very dynamic
culture based on exciting and excited people who enjoy each other’s
company is critical to our success.

“Lastly, we are all passionate about our superior product, which really
makes a difference to our customers’ lives — we have a deep belief in
our product and provide the world with a superior alternative to plastic-
based outdoor clothing.”
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Jazz Pharmaceuticals | US

OVERVIEW:

Jazz Pharmaceuticals was founded in March 2003 as a specialty pharmaceutical
company focused on identifying, developing and commercializing innovative
products to meet medical needs in neurology and psychiatry. It combines the
internal development and acquisition/in-licensing activities to build a broad
portfolio of products and promotes them to target markets using an experienced
and motivated sales force. Jazz Pharmaceuticals went public in 2007 and its

revenue reached US$ 128 million in 2009.

JAZZ PHARMACEUTICALS
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QUOTATIONS FROM:

Bruce C. Cozadd is co-founder and has been chairman and CEO of Jazz Pharmaceutical since April 2009. From 1991 to 2001, he held various

positions with ALZA Corporation, a pharmaceutical company now owned by Johnson & Johnson. He serves on the boards of Cerus Corporation,

a biopharmaceutical company, Threshold Pharmaceuticals, a biotechnology company, and The Nueva School and Stanford Hospital and Clinics,

both non-profit organizations. He received a BS from Yale University and an MBA from Stanford University.

What was the source of the initial idea and how did that idea
evolve into a viable high-growth business venture? How did it
change over time?

Cozadd: “In working with two venture firms, | summarized my thoughts
on the best recipe for a successful specialty pharmaceutical company.
This included thoughts on the ideal management team, financing strategy,
portfolio strategy, and characteristics of products and development
programmes that would be attractive targets, along with pitfalls to avoid.
| then set out to execute on this plan by recruiting the management
team. When it became clear that the team would include people | had
worked with before, | elected to join the team rather than serving only

as an organizer.”
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What was the initial growth vision or aspiration of the founding
team? Was there a sizeable change in this growth vision
or aspiration over time? If a change, please describe.

Cozadd: “The initial vision was to build a leading, independent,
sustainable specialty pharmaceutical company. We felt it important to
invest in both commercial and development activities and to promote
our products to targetable physician audiences. On the development
side, we wanted to use a portfolio approach with multiple ‘shots on
goal’. The company would be patient-focused and would strive to be

an excellent place to work.”
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Describe the strategy or business model that enabled
your company to achieve its high rate of growth.

Cozadd: “The business model called for a commercial business initially
formed around an acquired product, with a focus on high gross margin,
promotional sensitivity and a targeted physician audience. Our sales
force would consist of experienced representatives with an incentive
plan closely aligned with our objectives. The development business
would consist of a portfolio of projects where small investments could
be used to de-risk potentially valuable opportunities, each of which
would be a product that could be launched in the US through our
specialty sales force. Ex-US partnerships could be used to help fund the
development programs. One source of development programs would be
combining drug delivery technologies with known compounds to create
better therapeutic solutions to unmet medical needs. Our model called
for an unusually large initial financing designed to allow the company

to pursue multiple development programmes and run a true portfolio
process without allowing funding constraints to unduly narrow that
portfolio. This required attracting a unique mix of investors, including
private equity firms.”

What were the major growth accelerators for your company
in its high-growth years?

Cozadd: “Growth accelerators included the following:

1. Rapid recruitment of an executive team that had substantial
experience working together on a very similar business model, and
with a track record of success that would attract financing

2. Completion of an unprecedented US$ 250 million private equity
round less than 12 months after founding

3. Acquisition of a small but growable commercial business through a
US$ 150 million acquisition (including US$ 80 million in debt
financing) in 2005

4. Using ex-US partnerships and project funding of more than
US$ 60 million to expand our development portfolio

5. Licensing a second commercial product candidate in 2007,
with launch in 2008

6. Completion of a US$ 100 million + IPO in 2007

7. Positive clinical trial results on our fibromyalgia development
programme in 2008 and 2009

8. Strong sales growth of both commercial products, reflecting volume
and price gains.”
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Briefly describe the financing of your company and how this
financing impacted the growth of your company.

Cozadd: “Our Series A financing (US$ 15 million) with two venture firms
enabled recruitment of our management team and development of

our business strategy. Our US$ 250 million Series B financing allowed
aggressive growth and execution of our strategy, while combining the
expertise of venture capital and private equity investors. We were able
to leverage our commercial product acquisition to raise US$ 120 million
in debt financing, and to use partnerships and project financing to grow
our development portfolio. Equity financing, including our IPO, was then
sufficient to get the company to profitability in 2009.”

What were the major challenges your company had to handle in
its high-growth years, and how were they managed?

Cozadd: “We faced a number of challenges:

1. QOuir first attempt to acquire a commercial product ultimately failed
when the selling company refused to honour our acquisition
agreement. We walked away as we could not afford the time or cost
of litigation.

2. After we successfully acquired the product Xyrem, we were
subpoenaed in conjunction with a government investigation of
promotional practices at the company we had acquired. This
resulted in substantial legal expenses, investor uncertainty, and a
US$ 20 million fine (we had acquired the liabilities of that company).

3. We had development programme failures (as predicted),
including one late-stage failure. Fortunately, we had somewhat
de-risked this investment through risk-sharing project financing.

4. Our 2008 product launch substantially underperformed relative
to our forecasts. We managed through this by quickly and decisively
reducing related expenses (including head count).

5. The worsening of the financial markets (including the market
collapse in 2008-2009) left us unable to raise capital we had
assumed would be available. This was managed though a strong
will to survive and commitment by the entire company. All options
and risks were evaluated and the executive team chose a
challenging path with the goal of bringing a new product to market
and serving patients for the long term. Among other difficult choices,
we elected to default on our debt while focusing on getting the
company quickly to profitability. We were able to work with our
lenders to allow the company breathing room. Once profitable, we
were then able to resolve the debt default and refinance obligations
to strengthen our balance sheet.

6. Our former CEO resigned in 2009 during the difficult period
mentioned above. The rest of the team worked closely together to
restore confidence and maintain a positive working environment.
Employee turnover remained exceptionally low throughout this period.”
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Give examples of dark moments or negative periods that your
company or you faced as part of your journey as an executive
with this company.

Cozadd: “Some dark moments included:
1. The need to reduce headcount substantially (approximately 50%)
during the recession was clearly a dark moment, particularly as

we realized that laid off employees would have a difficult time finding

other employment. We treated them with great compassion and
did everything we could to ensure they found other jobs. With
our improved performance, we have been able to rehire some
of these employees.

2. The ‘dark cloud’ of the government investigation caused great
uncertainty and angst. We made a commitment to a real
investigation, transparency with the government, and a strong

What are the key lessons about entrepreneurship and successful

growth strategies you’ve taken from your company experience?

Cozadd: “Key lessons learned:

1.

Operating and financing strategies must be aligned, and depending
on the continued availability of capital, is a risk factor.

. It is critically important to understand and plan for realistic

downside scenarios.

. With a strong focused management team, a company can

succeed in a constantly changing environment.

. Building a strong corporate culture can enable a company to

survive significant challenges as employees feel a strong
commitment to each other and the company.

. Hire the right people and keep them motivated.” Bl
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commitment to ethical practices and compliance. In the end, our

strong commitment to compliance convinced the government that
the problems we acquired had been adequately addressed before
we even knew of the investigation, and that our liability would be
limited to fines for the acquired company’s past practices.

. During the period when the company was in default on its debt and
at risk of being forced into bankruptcy, our prior CEO had resigned,
and our stock was trading at less than US$ 1.00 a share, the stress
was intense and my personal life suffered. It took great teamwork,
commitment and resilience to manage successfully through this time.”
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Karuturi Global Ltd | India

OVERVIEW:

Established in 1994 in India, Karuturi Global Ltd (KGL) has a deep-rooted and
diversified presence in agriculture (maize, rice and palm), floriculture (cut roses),
and food processing (gherkins). KGL is the world’s largest cut-rose producer, having
a 9% share of the European market. KGL has 292 hectares of greenhouses under
cultivation for its floriculture business and 311,700 hectares developed for agricultural
production. KGL has revenues of US$ 122 million with a market capitalization of
US$ 460 million. It is led by the husband and wife team of Ram and Anitha Karuturi.

KARUTURI GLOBAL LTD

TIME-LINE / KEY EVENTS
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QUOTATIONS FROM:

Ramakrishna Karuturi (MD) is a serial entrepreneur from an agricultural background. His family owns over 2,000 acres of land in the rice belt

of Karnataka, India. He started with his father’s company, Deepak Cables — the largest producer of aluminium conductors in India — but within

two years moved on to set up Karuturi Floritech, now named Karuturi Global. Karuturi set up his key team, which has diversified experience in

agriculture, floriculture and marketing, and most of the initial management team is still with the company. Karuturi holds a BS degree in mechanical

engineering from Bangalore University and an MBA from Case Western Reserve University in the US.

Anitha Karuturi, wife of Ram, is the co-promoter and an executive director of the company. She is responsible for finance and compliance

functions. She holds a BS degree in computer engineering.

What was the source of the initial idea, and how did that idea

evolve into a viable high-growth business venture? How did it

change over time?

R. Karuturi: “After receiving my mechanical engineering degree from

Bangalore University and an MBA (dean’s honour) from The Weatherhead

School of Business at Case Western Reserve University in the US,

| joined my father’s business, Deepak Cables. However, | had always

wanted to do something different. On Valentine’s Day | planned to offer

ared rose as a gift to my wife. This was the moment when | realized that

there was a large demand for this product, yet insufficient supplies.

| then started to study the rose and flower business, and | setup a

10-hectare farm in Doddaballapur in Bangalore, India. That was the

boom time of India’s Silicon Valley, where lots of entrepreneurs and

large business houses had land in the vicinity of Bangalore because this

region is well suited for roses. It was a not easy to grow the business.
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There were no international flights into Bangalore, logistics were a big
challenge and the local market was still in its infancy. | took the lead in
forming the South India Floriculture Association. As its president,

I worked with the government not only to create incentives, but also to
initiate charter flights on special occasions to channel roses from different
growers to the flower exchange market in Holland. However, | realized
that the logistics cost was too high to export from India to Europe on an
ongoing basis. In addition, land prices were increasing in India.

“In 2004, | ventured to Ethiopia, which was promoting rose production
and providing a lot of incentives to investors, besides having the logistical
and weather advantage over India. It turned out to be the right place

at the right time with the right product. The investment climate was
favourable so | started this venture on a 10-hectare farm. As time
passed, the company bought more land in Ethiopia for the floriculture
business. The strategic move from India to Ethiopia gave a serious
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boost to the company, both in terms of revenue and profitability. In
2007, the company acquired Sher Agencies Ltd, in Naivasha, Kenya,
which was already a mature farm. As a result, we become the world’s
largest producer of cut roses. While the company was busy expanding
its greenhouses for roses, the Ethiopian government approached our
company to cultivate land for agriculture. This again turned out to be
well timed. The world was going through a food crisis, and the need for
developing Africa as a food bowl was being debated worldwide. Initially
we leased 11,700 hectares of land, followed by another 300,000
hectares. The leases were on favourable terms for the company.”

What was the initial growth vision or aspiration of the founding
team? Was there a sizeable change in this growth vision
or aspiration over time? If a change, please describe.

R. Karuturi and A. Karuturi: “The aspiration was always to provide
the best product to the customer at the right time with a decent vase
life. We always maintained the quality standards and turnaround time to
provide the freshest product to the consumer. Over time, there were two
major changes in our vision. The first was our move to Ethiopia followed
by the acquisition of Sher Agencies, and the second was our move into
agriculture business, which could be revolutionary. Our new vision is to
become one of the largest food producers in the world. We are currently
rated in the top 25 transitional corporations in agriculture by UNICAD.”

Describe the strategy or business model that enabled your com-
pany to achieve its high rate of growth.

R. Karuturi: “Our strategy for growth was to be cost effective, so we
took all necessary measures in terms of achieving high growth and
trimming costs. Our strategy to move from India to Ethiopia was the
biggest change for our company, as Ethiopia and Kenya are very low-cost
producing countries. This move gave us an advantage on various
parameters in terms of freight cost, labour cost, suitable climatic conditions,
tax holiday, land availability, logistics, government thrust, etc. There were
significant savings in freight costs (25% of the total cost) and transportation
costs (50% price difference compared to India), which helped the company
boost its profitability. The company’s high rate of growth is linked to the
promoter’s ability to take giant steps and calculated risks. The acquisition
of Sher Agencies was one big jump, and now the entry into agriculture
production will become even more significant.”

What were the major growth accelerators for your
company in its high-growth years?

R. Karuturi: “The key accelerators to our sustained growth included:

1. Change of Location. The major accelerator for our growth was
venturing into Ethiopia and later acquiring Sher Agency, the largest
farm in Kenya. These moves changed the company’s revenues from
US$ 4 million to US$ 120 million between 2006 and 2010.

2. Cost controls. We did major cost cutting in our Kenyan farm.
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3. Distribution Channels. We increased our distribution channels in
countries like Australia, Japan, Germany and North America.
4. Diversification. Venturing into agriculture production”

A. Karuturi:
1. “Our move into Ethiopia, Africa
2. Adapting swiftly to new situations and new locations
3. The main accelerator at this point is the acquisition of large acreage
of agricultural land in Gambela, Ethiopia”

Briefly describe the financing of your company and how this
financing impacted the growth of your company.

R. Karuturi: “Our company required a lot of capital to finance its
growth. We started by raising money from the market and from financial
institutions. We were the first Indian floriculture company to pay back
our loan from IDBI Bank, while others struggled for SOPs. The 2004
entry into Ethiopia was financed by us, the promoters, bringing the initial
capital and then we raised US$ 75 million through convertible bonds

in 2007. Our company was highly regarded in the market, thanks to its
innovation and unique business model. Subsequently, we faced some
challenges in 2008 but were able to raise US$ 20 million in bank loans
for the agricultural venture, while we continued to grow the floriculture
business with internal accruals. Most recently the company raised US$
16 million from IL&FS in private equity and currently has a US$ 15 million
Global Depositary Receipt (GDR) issue underway. We are also in the
process of raising another US$ 250 million through a mix of debt,
Overseas Corporate Bodies and equity through its overseas subsidiary.”

What were the major challenges your company had to handle in
its high-growth years, and how were they managed?

R. Karuturi: “We had major challenges all along the way. Some examples:

1. Venturing in a foreign country. The biggest challenge for us was the
business start-up in Ethiopia. We had to work with government
authorities to obtain the land, which includes understanding the
country’s rules, policies and regulations. Above all, gaining the
confidence and acceptance of the localities proved to be cumbersome.

2. Climate conditions. Since floriculture and agriculture mostly depend
on climate conditions, we are often faced with drastic change in the
weather and its impact on our crops.

3. Human resources. This was a big challenge for the company. We
faced this challenge by using the given resources effectively, even
by moving them to different key locations. The promoter himself
moved with his family to the main location of growth in Ethiopia.

The voids were filled by hiring locals and expats from India. Experienced
manpower was hired in Holland, India, Kenya and Ethiopia from
varied fields. Since our company is a listed company, we used an
employee stock option plan to provide the stickiness. In addition,
we provide our expat employees with all possible benefits, such as
furnished accommodations, transportation, health care benefits and

World Economic Forum 189

Section 7 — Executive Cases: Karuturi Global Ltd



meals on site. We built houses for the supervisors and middle

managers on farm sites, and we provide freshly cooked meals to all

employees. In Kenya, our company owns and provides housing for

all levels of employees,from a worker to the CEO. It runs a full-

fledged hospital with state-of-the-art facilities. It also runs a school

for 2,200 students and runs a football club, which is among the top

teams in the premier Kenyan league. The company has many such

initiatives, and we are replicating this structure in Ethiopia.”

A. Karuturi:

1. “Hiring and relocating people to Africa. It was an immense task to

convince good people to work in Africa. People had a typical

perception about Africa in general and Ethiopia in particular. This

continues to be a challenge, although it has improved because of

our success there.

business model time and again. The challenges thrown up by the recent
financial meltdown strengthened the company’s operations. Challenges
with integration after the acquisition in 2007 of the Kenyan facility
required changes in our style of management, where we shifted from a
centrally controlled system to a decentralized, delegation system.”

A. Karuturi: “One of the difficult periods was during the Kenyan riots when
the whole country was on fire and we were still getting into the saddle. We
had to take very bold initiatives because 70% of our employees live in our
colony, which is part of the farm. We were able to get a helping hand from the
other family members as they could not go for work. We made arrangements
for meals onsite and dispatched flowers to the airport in the middle of the
night under the protection of police and armed private security. We adapted
ourselves and worked as a local company rather as an Indian company.”

KARUTURI GLOBAL LTD

KARUTURI GLOBAL LTD

REVENUE
IN MILLIONS (US$ M)

HEADCOUNT

$140 1 1 1 1 1 1 1 i 1 1 1 1 1 | 8,400 1 1 1 1 i
I I I I I I I I I I I I I I I I I I !
I I I I I I I I I I I I I I I I I I !
I I I I I I I I I I I I I I I I I I !
I I I I I I I I I I I I I I I I I I !

$120 | | | | | | | | | | | | | | 7,200 | | | | i
I I I I I I I I I I I I I I I I I I !
I I I I I I I I I I I I I I I I I I !
I I I I I I I ! I I I I I I I I I I !
I I I I I I I T I I I I I [l I I I I T

$ 100 | | | | | | | I | | | | | | 6,000 | | | | I
I I I I I I I I I I I I I I I I I I !
I I I I I I I I I I I I I I I I I I !
| | | | | | | ! | | | | | | | | | | :

L 1

$80 | | | | | | | [ | | | | ! 4,800 I | | | [
I I I I I I I I I I I I I I I I I !
I I I I I I I I I I I I I I I I I !
I I I I I I I I I I I I I I I I I !
! ! ! ! ! ! ! ! ! ! ! ! | ! ! ! ! :
i i i i i i i T i i i i i i i i i

$60 i i i i i i L i i i i i 3,600 i C i |
I I I I I I I I I I I I I I I I I !
I I I I I I I I I I I I I I I I I !
I I I I I I I ! I I I I I I I I I !

$40 | | | | | | L | | | 1 | 2,400 | o | i
I I I I I I I I I I I I I I I I I !
I I I I I I I I I I I I I I I I I !
I I I I I I I I I I I I I I I I I !

: i

$20 | | | | | | | ! | | | | | 1,200 | | | | !
I I I I I I I I I I I I I I I I I !
I I I I I I I I I I I I I I I I I !
| | | | | | | ! | | | | | [ ‘ —

$0 0

1996 |1997 | 1998 | 1999 | 2000 | 2001 | 2002 |2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 1996 | 1997 (1998 | 1999 |2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009

2. Integration in Kenya. After our acquisition of Sher Agencies, local

Kenyan employees initially found it difficult to accept us due to the

poor image of local Indian entrepreneurs, largely because of the

local trading community. It was a difficult process, but our

perseverance and our employee benefit initiatives helped us to gain

the confidence of the people.”

Give examples of dark moments or negative periods that your company
or you faced as part of your journey as an executive with this company.

R. Karuturi: “Black Swan Events have tested the tenacity of our
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What are the key lessons about entrepreneurship and successful
growth strategies you’ve taken from your company experience?

R. Karuturi: “Some important lessons:

1. Act on principles

2. Be permanently agile

3. Create a culture of competitiveness, challenge and passion for the
workplace so that your employees are satisfied and happy

4. Tolerate and learn from failure

5. Adapt key personnel to handle ambiguity and develop systematic
flexibility, while constantly striving to lower the risk profile

6. Never give up; believe in the impossible” B

Prepared by Martin Haemmig and George Foster, 17 November 2010
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Kaspersky Lab | Russia

OVERVIEW:

Kaspersky Lab (KL), the world’s largest privately held anti-malware company started
as an R&D initiative in 1994. It commenced operations in July 1997, becoming the
fourth biggest player in a global IT security market. KL holds a strong top position
in the B2C sector, and is a security IT leader in Western Europe and EEMEA
(Eastern Europe, Middle East and Africa). About 300 million users worldwide get
system protection from KL’s technologies and 150,000 new customers are added
weekly. The technology is also incorporated in the products and services of
approximately 100 of the industry’s leading IT, networking, communications and
applications solution vendors. In 2009, revenue was US$ 391 million, a 42%
increase over 2008. The company employs 1,700 professionals in more than 100
countries around the globe. Since 2007, Kaspersky Lab has received multiple
international awards for its security products.

KASPERSKY LAB
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QUOTATIONS FROM:

Eugene Kaspersky is a founder, chief executive officer and main shareholder of KL who previously worked at the KAMI Information

Technologies Centre, where he developed the AVP (antivirus project) with a group of associates. He graduated from the Institute of Cryptography,

Telecommunications and Computer Science and was named CEQ in 2007.

Natalya Kaspersky is the chairwoman and co-founder with previous background at the Central Scientific Design Office. She graduated from the

Moscow Institute of Electronic Engineering in 1989 with a degree in applied mathematics, and was KL's CEO from 1997 until 2007.

What was the source of the initial idea and, how did that idea
evolve into a viable high-growth business venture? How did it
change over time?

N. Kaspersky: “It started in the early 1990s when Eugene Kaspersky,

a young IT professional at that time, accidentally found a virus on his
computer. After being able to detect and fix it, he realized that this could
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become a great opportunity with enormous market potential for the IT
industry, when providing virus protection for both the corporate sector
and individual users. KL's team was created with four soul mates and
co-workers who initially worked in a small antivirus research department
of KAMI (large system integration firm). Later on, the core team left KAMI
and set up a new company in 1997.
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What was the initial growth vision or aspiration of the founding
team? Was there a sizeable change in this growth vision or
aspiration over time? If a change, please describe.

N. Kaspersky: “Our initial vision was to develop exceptional antivirus
products that could generate economic profit. We understood that

the only chance in Russia to get the company financed at that time
was through our own sales and profits; hence, the task to bring in new
clients early on was our top priority. Our first client was an IT company
from Finland. With the completion of this first contract, its profits and
reputation enabled us to attract more projects. Later on, with more
clients and services in hand, we reviewed KL’s vision, mission and goals
and set a new target to become ‘global number one for endpoint
security’ and we keep this aspiration today.”

Describe the strategy or business model that enabled your com-
pany to achieve its high rate of growth.

N. Kaspersky: “The company’s strategy is based on several key
areas such as:
1. Product and engineering excellence
2. Focus on core areas of competence
3. Brand development
4. Open and entrepreneurship-driven corporate culture with low
bureaucracy and high level of trust
5. Global scope of operations with high autonomy of local
business operations
6. Highly flexible business strategy adaptive to changing market realities”

What were the major growth accelerators for your company
in its high-growth years?

N. Kaspersky: “Without ranking them by priorities, they were:

1. HR strategy. We believe people are the main asset in the IT
business and that corporate culture is a vital element for business
success. The main objective of our HR strategy was to create an
open, friendly, and professional culture based on trust, creativity and
collaboration. We were looking for professionals from larger
companies who might be tired of bureaucracy and the lack of
opportunities common in the large corporate world; hence, we offer
an alternative. Our incentive strategy is reasonable and our
compensation is above the market average, but we do not
overcompensate. We believe that our team is inspired by
opportunities and personal growth in a global firm, rather than just
focusing on financial compensation. The absence of constant
control and rigid regulations, as well as a friendly atmosphere, are
important motivational factors as well. We value positive attitude and
an optimistic approach and believe in trusting people instead of
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focusing on control. We are confident that a sound company mission
shared by the majority of our team will inevitably lead to success.

2. Success in consumer-targeted products. Our big competitors
generally underestimated the value of ‘niche market’ thinking as
they perceived IT security as a low-profit market. As a result,
Kaspersky products for private users are our main profit source.

3. Exclusive agreements. Development of a wide network of partners
working exclusively with KL.

4. Focus on the Western Europe market. Market needs exceeded our
expectations and fast growth provided exceptional opportunities
despite the existence of competition.”

Briefly describe the financing of your company and how this
financing impacted the growth of your company.

N. Kaspersky: “We have always been a ‘boot-strap’ company with no
external financing. This naturally slowed down the company’s growth
trajectory in its early years, but also generated a profit-driven and healthy
financial culture, with healthy scepticism toward mega-projects and
useless investments. It forced us to focus on positive financial results
and ongoing development to optimize business projects.”

What were the major challenges your company had to handle in
its high-growth years, and how were they managed?

N. Kaspersky: “The first challenge was finding the resources for

initial development. We addressed this by expanding our markets
internationally as well as locally. The larger client pool brought more
profit and allowed us to develop additional services and products.

The second challenge was the lack of resources for brand development.
We therefore based our communication strategy on low-cost yet
efficient tools such as:

1. News-based PR. No general statements but rather focus on
current issues and future needs.

2. Extensive teamwork with experts and evangelists in the
security communities.

3. Personal branding. Eugene Kaspersky personalized the PR
approach by talking directly to the customers via various PR tools.
This led to the Kaspersky brand being very open toward end users
and providing a human face of the company and its products. This
approach differentiated KL from its IT competitors and created a
stronger client bonding.

The third challenge was attracting professionals from abroad. With limited
payroll budget, freedom of expression and outstanding professional
growth opportunities were key aspects they were looking for. Later on,
such policy inspired our corporate culture and led it to what KL is today.”
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Give examples of dark moments or negative periods that your
company or you faced as part of your journey as an executive
with this company.

N. Kaspersky: “The early years were the real ‘Dark Years’ as we
needed everything from an office to international business expertise.
In addition to this, in 1998 Russia went through the major economic
crisis. Most of our customers focused on covering their basic needs
rather than spending on other goods. In such a scenario there was
nearly no demand for our product and nearly no chance for a small IT
company to survive. The contract with a famous IT firm from Finland
was a lucky strike for us. It gave us cash to keep the team up and to
look for new business opportunities. Those years were also the time
where today’s corporate culture — one of fundamentals of our business —
was established.

efficiently, we opened representative offices abroad. The first challenge
we faced was recruiting people who had knowledge of local markets
and an affinity with our corporate culture. In addition, the strategy
correlated with the global dot-com and the telecom market crash.

Sometimes it seemed the process would last for ages, and we were

about to give up and sell the business to some strategic investor.

However, our efforts paid off. We changed several partners and lost
money but learned extensively and found several business areas that
later became growth drivers for us.”

What are the key lessons about entrepreneurship and successful
growth strategies you’ve taken from your company experience?

N. Kaspersky: “Without ranking them, they are:
1. Focus on future opportunities rather than on immediate profits, and
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Retail Strategy Works. The years 2001-2003 were critical as we faced
many challenges trying to establish solid positions internationally. Again,
we were lucky to pick the right time to go globally with our ‘box’ product
distributed via retail while most our International competitors decided

to shift their sales online. KL products were in such demand that all our
business processes were driven by the market, not by our strategy or by
thorough analysis of market space, etc. We just didn’t have the time and
resources to properly manage all our strategic goals and daily business
tasks. Our goal was to build an International company, to expand into
new markets, to hire bright people, to establish new corporate culture,
and at the same time ensure that our products are delivered to the
growing number of our customers every day and at stable quality.

Strategic Partners. \We quickly realized that our partner network, which

proved to be an effective business model in Russia, was getting out of
our control outside of the country. To make the business run more
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looking for something that can change business dramatically without
extensive investments.

2. Do not keep all the eggs in one basket. Work on several projects to
achieve success.

3. People are a key asset. However, it is important to have the right
people at the right place and not always the best people in any place.

4. An entrepreneurial culture and spirit that is nurtured and encouraged
as much as possible. This is often the only available option to make
a business successful.

5. Brand is very important, both for customer loyalty, and internal
culture consistency.” i

Prepared by Martin Haemmig and George Foster, 18 November 2010

Supported by Russian Venture Company (. Agamirzian, G. Bikkulowa, Kasperski Lab,

(Alexander Erofeev)
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Keynote Systems, Inc. | US

OVERVIEW:

Keynote Systems (NASDAQ; KEYN) is a provider of on-demand test and measurement
products for the Internet and mobile communications. Led by Umang Gupta,

the company serves 2,600 customers through the world’s largest real-time
measurement and testing infrastructure. Incorporated in 1995, it was effectively

a restart in 1997 when Gupta became chief executive officer and positioned the
company as the Internet Performance Authority. Keynote rode the Internet boom
in its first years. It was floated as a public company in 1999 on US$ 40 million in
revenue from one subscription product and a telesales distribution model. The
dot-com crash in 2000 forced a new era of consolidation and reinvention for the
company. It expanded its product range into mobile communications and built an
experienced direct sales force. In 2004, the growth strategy earned Keynote its
first profit of US$ 4.6 million on US$ 42 million revenue. In 2010, Keynote is a leader
in its market with more than US$ 80 million in revenue.

KEYNOTE SYSTEMS, INC.

TIME-LINE / KEY EVENTS

First Product Umang Gupta Closes 2nd Second public Buys Velogic: Reports first profit:
released appointed CEO venture capital offering raises first of 15 acquisitions US$ 4.6M on US$ 42M
round $US 287M 2000-2010 revenue

A 4
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Incorporated Closes Series B Closes 1st IPO on Dot-com crash Company Turns 15
by Jim Barrick & angel financing venture capital NASDAQ forces layoffs reinvention period
Andy Popell round @ $14/share

QUOTATIONS FROM:

Umang Gupta, chairman and chief executive officer of Keynote Systems, is a well-known Silicon Valley entrepreneur and seasoned technology
industry executive. Gupta was an early angel investor in Keynote and became its largest shareholder when he took the helm as CEO in 1997.
Gupta started his career in 1973 with IBM. Less than 10 years later, he joined the fledgling Oracle Corporation and wrote the Oracle business
plan with founder Larry Ellison. In 1984, he left Oracle to start Gupta Corporation, which he took public in 1993. Gupta Corp. was one of the first
companies to define the era of enterprise client/server computing. Gupta’s experience and vision was critical for reinventing Keynote first in 1997,
then again in the 2000-2004 period after the dot-com crash.
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What was the source of the initial idea, and how did that idea
evolve into a viable high-growth business venture? How did
it change over time?

Gupta: “The original two founders of the company were two young
Harvard MBA students who had been engineers at Hewlett-Packard.

As the Internet was getting going in 1995/1996, their basic idea was
around the measurement of Internet speeds and technical problems that
could be used for customer support and other benefits for people who
were putting up websites. | got involved in mid-1997, first as a series

B (angel) investor. That December | took over as the CEO and ended

up becoming the largest shareholder. | figured at that stage, the idea of
monitoring the health of the Internet was a great idea, but we needed to
figure out how to monetize it a different way. So we hit upon the idea of
positioning ourselves as the JD Power of the Internet. We would provide
quality testing for the digital economy. So we positioned ourselves as
the ‘Internet Performance Authority’. We evolved our business into a
software as a service (SaaS) business model. We were probably among
the world’s first SaaS companies and we started selling our services to
pretty well anybody that was building a website — ranging from [then]
small dot-coms like Amazon.com, to American Express, Fidelity and others.”

What was the initial growth vision or aspiration of the founding
team? Was there a sizeable change in this growth vision
or aspiration over time? If a change, please describe.

Gupta: “The company hadn’t really delivered anything until about the
end of 1996. It wasn’t until the middle of 1997 that its first product was
ready for customer review. It was basically a restart when | took over
as CEO. I'm a serial entrepreneur. My previous venture was a company
called Gupta Technologies that | took public in 1993. Before that, | was
involved with Oracle. | was employer number 17 at Oracle and had
written its first formal business plan with Larry Ellison in 1981. So | was
used to 100%-a-year growth rates. We had no qualms that what we
wanted to build was another company that over the next few years
could grow at 100% a year. As a start-up guy, you think in terms of
‘how long will | keep growing at those rates?’ because it’s a land grab
business and the whole idea is to basically be the first to get going and
at some point you either sell out or take it public. So, our aspirations
were really to take it public or sell. We went public in September 1999.”
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Describe the strategy or business model that enabled your
company to achieve its high rate of growth.

Gupta: “7997 to 2000: The era of hyper growth and the dot-com
bubble was clearly the SaaS business model. But the product was
relatively simple. It was one product, which did web measurements
24-hours a day, and you could see the results of your web measurement
on a browser. We had a telesales distribution model in the context of a
subscription-pricing model. And that model stood us in very good stead
for the first era. By the end of 2000, we had 40 sales people on the
phone smiling and dialling for dollars; there were no field sales people
and not much technical support. But it wasn’t like we had really
anticipated that we would end up with the mother of all bubbles,

which ended up happening.

2000 to 2005 Period: When the bubble burst in 2000 we all looked
around and said; ‘What do we do next?’ We had a US$ 40 million
company losing US$ 20 million a year. We had three choices: 1) to sell
out; 2) literally shut off the lights and return the cash to the shareholders;
or 3), we could revive and essentially reinvent the company. We felt that
we could do a better job of rebuilding the business and we were all
motivated to build a business that truly lasted. We concluded that since
we were still the Internet Performance Authority, our goal should still be
the same, which is to improve the quality of e-business worldwide. So
within that context, we evolved our product line from a single product
that simply did home-page measurements to a plethora of products that
measure every aspect of quality and performance that you could think of
on the Internet and for mobile services. But we had to build or buy
technology very fast and we had to change our distribution model
because the complexity of products we were selling dictated that we
couldn’t just sell over the web or telephone anymore. We bought a
dozen little companies to be able to buy technologies at fairly cheap rates.”

What were the major growth accelerators for your company
in its high-growth years?

Gupta: “We like to think we are a company for all seasons because the
first five years was clearly riding the (Internet) wave. | would say in the
second five years, we were surviving the (post-bubble) tsunami.”

Riding the Internet Wave

“The period from 1997-2000 was an amazing time when anybody could
go off and get venture capital and start a new company. Every large
company on the face of this planet was coming up with an Internet
strategy, so the demand for what we had was just absolutely phenomenal
because the Internet was still young, unreliable and uncertain. So
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building a service that helps monitor and manage its reliability — as
everyone said, “You can’t manage what you can’t measure’, it was such
a no-brainer, basically.

Surviving the Tsunami

“We went from a US$ 40 million company losing US$ 20 million to a
US$ 40 million company making US$ 2-3 million. So we didn’t grow our
revenue one bit from 2000 until 2005. But what we did do is change the
composition of the revenues. So while some parts of our revenue were
going down, including simple measurements of home pages, or when a
dot-com company went down and that customer went away, we had to
replace that revenue with other new, more complex products like mobile
or streaming. We also had to find new customers to replace the old
customers. So that process is what consumed all of us for those five
years. It was like being in a leaky boat where all you were trying to do
was just survive. You basically have a bunch of people constantly bailing
water and making sure you were staying afloat.”

Briefly describe the financing of your company and how this
financing impacted the growth of your company.

Gupta: “Keynote raised a total of US$ 3.9 million through angel investors
in 1996 and 1997. It raised another US$ 4.7 million from venture capital
firm Bessemer Venture Partners in March 1998 and an additional round
of US$ 17.2 million from Bessemer, GE Capital and Verisign in May
1999. It went public in September 1999, raising US$ 58 million on a
valuation of US$ 290 million. Five months later, a secondary offering
raised another US$ 287 million on a US$ 2.8 billion valuation.

“We were able to take the company public five months earlier because
of the (dot-com) financial markets situation. But luckily enough we were
also able to use that time to prepare for a secondary offering, and it was
a huge secondary offering in February 2000. Luck is a wonderful thing
because we literally did it before the market bubble burst and we were
able to raise US$ 350 million cash at almost a US$ 3 billion valuation
for this little company. It was the most critical transaction we did. | feel
especially good about that. The dumb luck occurred because of the
value we got. But the fact we did a secondary offering was absolutely
planned. From the time we did the initial public offering we knew we
were going to do it. In fact, | hired a new CFO just before the IPO and

| put a bonus plan in front of him to make sure he really understood
that the initial offering was just a starting point. The real goal was the
secondary. And | had seen it done before. We had done a secondary
offering at Oracle in the early days that really helped the company.”
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What were the major challenges your company had to handle in
its high-growth years, and how were they managed?

Gupta: “Dealing with uncertainty: The biggest challenge of all is simply
the uncertainty of whether you have a viable business. When you are
making a product and you don’t have any customers, how do you know
that there are going to be thousands of people wanting this? And yeah
the theory says they will, but you really haven’t figured it out yet at that
stage. So the first thing was just handling the uncertainty and maintaining
the vision. You build products either based on very good vision or very
good hearing. For a start-up like ours in the early days, it is 90% vision
and 10% hearing because you don’t have customers to listen to. So you
have to have your own internal compass driving you that says, ‘I know
this will work and | know people will buy it’. | had kind of done it before
and | knew how to do it and | had people around me who knew how to
do it and relished it.

Executing on the Vision:

You have all this hyper-growth, but you can screw it up. It's so easy to
hire the wrong people, to upset a bunch of customers, to do things
where your billing systems don’t work or your product doesn’t work.

So what do you do when those things happen? You have to have the
management ability to say, ‘Whoa, hold it. We had better fix this now or
we won't be in business a year from now’. And of course competition is
coming up. So handling the competition, handling your customers and
hiring people, those are all parts of the start-up management style and
the challenge of execution.”

Give examples of dark moments or negative periods that your
company or you faced as part of your journey as an executive
with this company.

Gupta: “For the first five years it is hard to recall any dark moments
because we were all in a flush of enthusiasm making it work. By the
end of 2000, when the dust settled, the entire market of people buying
products like ours was about US$ 50 million dollars and we were a US$
40 million company, so we literally had 80% of the total world market.
However, the next five years we had a lot of dark moments. | mean,

the big decision is do you sell the company, do you turn off the lights or
do you just keep going? That was a very big decision-making process
and it was very personal for me. | had to decide what | wanted to do.

I had to talk to the management team and find out what they wanted
to do. They were very introspective times. The dark moments really
came when we started to execute on the restart plan and the execution
included firing a lot of people. But there are two parts to that darkness.
One is letting them go because that is always a hard thing. But the
second part is there are people all around you who are just gloomy and
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many feel it’s like the end of the world. So how do you keep their spirits
up during this period of letting go and seeing your business go down
month-on-month from 17% month-on-month revenue growth to losing
9 to 10% of our customers in a quarter. So that was hard. We had to
remind people ‘from profitability comes stability’. That was our mantra.

| think 2001-2002 were dark. But by 2003, we knew we could do it.
And we also had a lot of cash so whatever terror we may have faced we
were confident we wouldn’t run out of cash.”

What are the key lessons about entrepreneurship and successful
growth strategies you’ve taken from your company experience?

Gupta: “Technology is the ticket to the game but not the game itself.
You can build a good product and yes, the world may come to you as it
did with Keynote during the Internet bubble, but your ability to beat the

“As a business leader, you have to play with the hand you are dealt.
You have to know when to hold ‘em and fold ‘em. There is no business
in the modern world, in my opinion, that you can safely say you are
going to pass it on to your kids or that it is going to last 100 years.
Maybe it will. Maybe it won’t. But whatever you do to build a business
will last for the current business cycle — maybe two. So you have to be
constantly re-evaluating your options. Not just as a company that does
what it does, but also as a steward of other people’s money. It may
sound corny but it has got to the point where this is endemic in me.” B

Prepared by George Foster, Sandy Plunkett, and Mateen Syed, 15 November 2010
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competition depends not just on your product development acumen,
but also your marketing, sales, management and financing acumen —
a lot of things. So the technology does get you a ticket to the game.

It gets you a business plan, the ability to raise some funds or get some
early customers. But your ability to survive the tsunami effect of a wave
that is in your favour, or the tsunami of a big wave against you, it really
does come down to everything else beyond technology.
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Macromill, Inc. | Japan

OVERVIEW:

Macromill Inc. is the leading B2B online marketing research company in Japan.
Launched in Tokyo in January 2000, Macromill quickly differentiated itself from many
traditional competitors by providing higher quality, faster speeds, and lower cost
quantitative research, qualitative research, global research and database marketing
services. The company ranked 43rd on the Deloitte Technology Fast 500 Asia
Pacific list in 2004 and placed 5th in Japan. In August 2010, Macromill merged with
the number two player in the market, Yahoo! Japan Value Insight, strengthening its
current top position in Japan and boosting further domestic and global expansion.

MACROMILL, INC.
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QUOTATIONS FROM:

Yasunori Fukuha, is Executive Vice-President of Macromill. Fukuha, along with the current chairman and president of Macromill, Tetsuya Sugimoto

came from Recruit Ltd, a company in the fields of advertisement, publication and human resource placement. Fukuha obtained his MBA from Case

Western Reserve University. Sugimoto has won multiple awards, including EOY JAPAN 2005 (Entrepreneur of the Year by Ernst & Young).

What was the source of the initial idea, and how did that idea
evolve into a viable high-growth business venture? How did it
change over time?

Fukuha: “Before 2000, when Macromill was established, marketing
research was conducted through inefficient ways, such as postal service
and fax delivery. It normally took one to two months to complete a
survey and clients had to pay more than US$ 20,000 per project.

We saw big potential for an online business to solve this complex
environment for marketing research. From our viewpoint, the marketing
research industry looked like an old fashioned industry that had not
evolved for a long time.

“By merging research with technology, we had the clear view that
Macromill could provide more efficient research services at much lower

198 World Economic Forum

prices and faster delivery. As soon as we set up the company, we
started to develop our own research system named AIRs (Automatic
Internet Research system). At the beginning of the Internet boom, there
were more than 100 small online research firms. In 2003, a large new
Internet service provider (ISP) entered the market, and by 2010 a
massive consolidation happened, leaving only five key players.
Therefore, we had to rethink and reposition ourselves.”

What was the initial growth vision or aspiration of the founding
team? Was there a sizeable change in this growth vision or
aspiration over time? If a change, please describe.

Fukuha: “The objective when establishing Macromill was to make marketing

research more efficient through the use of technology. It was challenging
since many clients were familiar with old-fashioned research and did
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not want to change their way of doing business. Especially many older
people who engaged in decision-making were anti-computer

and anti-Internet. As marketing research relies on human perception and
skill, it was not easy to transform professional skill into the system. But
we have been trying to make a research system where clients can make
questionnaires easily on the web and collect the data automatically
themselves. In addition, we built Quick Cross tools, which enable clients
to make cross tabulation and graphs according to their needs. For

a long time, we have built and kept improving research systems and
finally succeeded to provide customized, high-quality research service
at a very reasonable price. As the online research market grew, so did
opportunities for firms like Macromill. The forecast for overall research
market size was about US$ 1.5 billion with about 30-35% expected to
be earned through online tools (US$ 500 million). It became clear that
we had to grab at least 30% of the online revenue (US$ 150 million)

in order to remain a significant and respected player in Japan. To grow
further, we had to consider global expansion.”

Describe the strategy or business model that enabled
your company to achieve its high rate of growth.

Fukuha: “There were many small online research players in Japan and
none of them tried to establish an efficient research system like
Macromill. Most traditional surveys would require more than one week
for completion, but in Macromill’s case, we could deliver the data within
24 hours. Needless to say, our speed, quality and low-cost strategy was
highly valued by our clients. Macromill developed guiding principles:
1. Offering ultimate services and systems through continuous reform of
existing clients and creation of new online research business.
2. Providing education for our staff (talented human resource
recruitment and best education)
3. Establishing a long-term profitable business model set of
management principles for a lasting company).”

Changes over Time: “We never intended to establish our own physical
sales force; however, we had to do it, in order to raise the Macromill
brand awareness and to obtain complex projects.”

What were the major growth accelerators for your
company in its high-growth years?

Fukuha: “Being a service company with high labour costs and rapidly
changing markets, we focused on three areas:
1. Automatic Research System: Substantially differentiates us from
other online research companies.
2. Strong Sales Force: Establish clear sales targets and align them with
a financial compensation system. Historically, market research
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companies never marketed their services aggressively. Our younger
staff was not only Internet savvy but also achieved the sales target.
3. Effective PR Activity: We used several media such as TV,
newspapers, and magazines to show the results of our ‘own
designed’ research, which focused on ‘curious’ findings in people’s
life. We could successfully leverage these media through articles
to let consumers know the name of Macromill, which saved us lots
of advertising costs. In addition, our surprising findings started to
stick in people’s mind.”

Briefly describe the financing of your company and how this
financing impacted the growth of your company.

Fukuha: “We have been recruiting highly self-motivated people who are
full of energy and ambitious. The average age of an employee is around
27 to 28 years old and has not changed over time. At the early stage

of the company, we did not prepare training curriculum; hence, we

had to hire self-driven people who could train themselves. We also

had a transparent personnel management system, which gave
high-performance people a chance to get promoted early in their career.
Regardless of how many years they work or how old they are, the
promotion is decided solely on performance. We also set up an
Employee Stock Option Program (ESOP), in which all our employees
could participate and benefit in conjunction with the IPO.”

What were the major challenges your company had to handle in
its high-growth years, and how were they managed?

Fukuha: “We overcame three major obstacles:

1. Initial Financing Problem: Just after establishing Macromill, nobody
wanted to invest in our company as the IT bubbles collapsed at that
time. We spent endless management time visiting potential investors
until we found a corporate investor.

2. Early Quality Problem: Before 2003, as the Internet penetration
was very low in Japan, few clients believed they could rely on online
research. In addition, some respondents answered a survey without
really reading the questionnaire, which impacted the reliability of our
online research. As a result, we set up the strict survey management
policies, including a function to find our dishonest participants.

3. Post IPO Syndrome: We all worked hard for our target, which was
the IPO. Once the event was over, we realized that everybody was
out of steam and out of future goals. In order to overcome this
situation, we had to promote younger people and set the bar higher.”
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Give examples of dark moments or negative periods that your What are the key lessons about entrepreneurship and successful
company or you faced as part of your journey as an executive growth strategies you’ve taken from your company experience?
with this company.

Fukuha: “Four key ingredients for success are:

Fukuha: “Our darkest moment happened during the foundation of the 1. Corporate vision: This is a very important factor to attract capable
company. The five co-founders financed the first 10 million yen (US$ people and let them devote themselves to their work with full energy.
95,000) to start the company in January 2000. Our estimated capital 2. Innovation: Create new services that are new to this industry and
requirement for systems development was in the range of 50 million satisfy many clients. This will stimulate employees to excel further.
yen (US$ 0.5 million). We looked for venture capitalists (VCs) and other This leads to rapid growth, which in turn provides opportunities to
investment firms to finance the balance. It went smooth since many plan and engage for the next steps to move the company forward.

people were investing in entrepreneurial IT ventures at that time. Actually, 3. Build a company to last: Create opportunities for employees and
one firm offered us 200 million yen (US$ 1.9 million).” you will find continuous growth with your company.
4. Investor relations: The relationship between founders and investors

Technically Dead is often frustrating as financiers are often short-term
“Many of us thought that fundraising would be a piece of cake. Suddenly, and profit-driven.” Il
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) ) Supported by BDTI/Board Director Training Institute of Japan, Nick Benes
was equivalent to the ‘kiss of death’ for our company. Investors became
reluctant to make any payments into Macromill since they first wanted
to see a final product. Hence, they withdrew their initial offers and within

two months of incorporating the company, we were technically dead.”

The Entrepreneur Spirit

“However, entrepreneurs don’t give up easily and as result, my
ex-colleague who was a CEQO in another firm and believed in our team
and the company, made the necessary investment and let us pay him
back with some interest over time. That investment enabled us to attract
another financier who invested 200 million yen (US$ 1.9 million). As a result,
four months later, in August 2000, ‘AIRs’ was completed and we
started our service.”
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Medallia, Inc. | US

OVERVIEW:

Medallia is the global leader in software as a service (SaaS) customer experience
and enterprise feedback management, providing solutions to Global 2000 companies.
More than 50,000 businesses and business units around the world use the Medallia
system to track customer satisfaction. Medallia’s solutions enable companies

to gather, monitor and act on feedback from customers, partners and employees.
Customers include global financial services, retail, high-tech, business-to-business
and hotel companies. The company is headquartered in Silicon Valley

MEDALLIA, INC.

TIME-LINE / KEY EVENTS
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Borge Hald is the co-founder and chief executive officer of Medallia. He is a former project manager at Boston Consulting Group. He has worked

at Morgan Stanley and Procter & Gamble and served as a Norwegian Air Force lieutenant. He has a BBA from the University of Michigan and a

MBA from Stanford University.

Amy Pressman is the co-founder and president of Medallia. She developed the idea for Medallia as a consultant for the Boston Consulting Group

while working on marketing strategy and competitive benchmarking projects. She has also worked as an independent consultant for technology-

based companies in Silicon Valley and as a legislative aide on Capitol Hill in Washington. Pressman has an AB from Harvard College and an MBA

from Stanford University.

What was the source of the initial idea, and how did that idea
evolve into a viable high-growth business venture? How did it
change over time?

Hald and Pressman: “The source of the initial idea was a convergence
of several trends and one observation based on personal experience.

Trend I: TQM for manufacturing. “There was an important total quality
management (TQM) movement in many parts of the globe in the mid-
1990s. Unfortunately, the services industry was missing in action from
this movement. Both of us (the co-founders), while working for the
Boston Consulting Group and being frequent stayers at well-recognized
hotels, frequently encountered ongoing bad service.
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Trend Il: the Internet. “Just coming into its own in the late 1990s and early
2000s, when we conceived of Medallia, the Internet promised tantalizing
benefits that could transform customer satisfaction tracking from ‘nice
to have’ research to ‘must have’ operational data. It was cheap: It could
drive the cost of collecting information about specific service interactions
from dollars per survey to near zero. It was accessible in real time: It could
provide results of customer satisfaction surveys as soon as they were
completed, so companies could act on the information in a timely manner.

The initial business idea. “We envisioned getting consumers to willingly
provide feedback about service interactions, 