


Corporate Governance

The Cornerstone for Building the Corporate and Human Infrastructure for
Growing Technology Ventures

David S. Milstan
dmilstain@mbal994.hbs.edu

December 20, 2002



I’ s the People

“1 manage people.” —best CEO in the Fidelity Ventures Portfolio

ENTREPRENEUR

Market
Opportunity

Technology

There are no great businesses with bad management.
There are many with bad technology.



True entrepreneurs —
what do they look like?

e Clear vision of the future
 Willing to challenge the status quo
* Poor management skills

o Started many companies — successes and
failures

e Great human network in the industry

« Ability to use resources which belong to
others



Corporate Governance—Large Corporations .
Can’'t make good apple pie
with bad apples

e Strong profit focus creates great people

 Increase individual responsibility

* Rewards which reflect accomplishments
— Not always monetary

 Leadership focus

» These are the people who can be thelife
blood of new ventures (not necessarily the
entrepreneurs)



Corporate Governance—VC firms

Only large corporations can force

the VCs to Improve governance

e Should most local VC firms be able to raise
money?

 Who Isresponsible for their investments?

e Few individualsat local VC firms put their own
money in to deals
— Upside alone is poison, deal-by-deal upside isworse
e What do bankers and stock brokers know about
building technology businesses?

» LPs can reguire drastic changes



Where the help is—

Spread the word

e Typical deal catalysts— lawyers,
accountants, bankers, other entrepreneurs
— What’ sthe secret?

e VC Industry association
— Vertical and stage focus
— Education of both VCs and entrepreneurs
— JVCA —isthis promoting anything beyond the
status quo?



Safety net — an ugly word?

* Best entrepreneurs tend to come from other
successful ventures

* Doesthis encourage the right people to
pecome entrepreneurs?

 Doesit matter to true entrepreneurs?

» Safety net makes us feel good today, but Is
It truly an effective policy?




Fallure = seeds of success

 Welearn the most from our failures
— Trite but true
— FV portfolio review process example
— | started afailled business and then a successful one

« Unfortunately, Japanese companies, except avery
few, look down on failure

 Failed entrepreneurs understand the traps of

building a new business

— Cash flow, people, expenses, partnering, product
development, fund raising, personal guarantees



Other thoughts

Personal guarantees

Qualified investors
Acceleration of write-offs

Don't lose site of the big picture



Action items

Publicized principles of best corporate governance

— We can draft these to fit Japanese corporations, there
are lots of examples

— Current governance isn’'t working effectively

Publicly encourage corporate investors to
challenge VC firms to change
— Embarrass them in to change

Get successful entrepreneurs to talk about thelr
own failures
— Reduce the stigma for those people with ideas

— Unfortunately, there must be more failures to have

IMOore SUCCESSES
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e Early Stage Capital Program VUTC
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