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Abstract:

Corporate Venture Capital (CVC) has experienced a tremendous growth over the past decade. A peak in
CVC funding has been observed in 2015 with more than $28B injected in young companies by CVC players
around the world. With such large amounts, CVC dgfitiserves attention, notably in Europe where

CVC is still in a rampp phase

This study foceson CVC activityecordedetween 2003 and 2017 in Frahrca.first part, we present

the general context and history of CVC and explain why France tepresienant focus for an analysis.

We also summed up previous key results from the literature concerning CVC. In a sectimpluybdid, w

data collected froonline databasen more than 2,000 deals relatddvwestments iRrench startups, we

wereable taanalyse CViDivestmenstrategyusing sevemaletrics such as investment darg investment

stage oexit strategies. We also compared these metrics to those of Independent Venture Capital (IVC)
identify specific features of CVC firms inwbeturecapital ecosystem. Finally, thied part, we tried to

organize and suap the results of efield investigations and interviews to explain more qualitatively the
guantitative results obtained i n t manolgeetivkegnd par
involvement in startups, conflicts of interastie mp | obpokgeosindl.

Among our key results, we found that VCsdieain 2003 to 2017 were bydaminated by IVC players,

with more than 85% startups having conducted VC rounds tvathoCVC fund involved. However,
simultaneously to the surge of CVC funds creation, the weight of CVC deals have constantljtiecreased.
proportionof VC rounds with a CVC fund involved has increased from 5.3% in 2003 to 14.6% in 2017.
We showed that @¥/firms invested at a later stage on average than IVC firms and that CVC firms tend to
lead more likely the startup funded towards IPO in comparison to IVC firms. In our sample, CVC firms
also tend to liquidate their positions sooner than IVC firms.

In terms of qualitative feedbacks from our interviews, we bs@lliat the main objectives@¥VC

players were to establish strategic monitoring and partnerships with startups before looking specifically for
financal return. Managementgatential conftts of interest appears agey issue in an ecosystem where
interaction between businesses, startups and investors themaeluadéniable determinant towards
succesi. ooki ng at French CVC firmsd empl oywyaéieng, it s
experienced employees coming from the mother companies itself with often little experience in the
investment and venture capital seétowever, it seems thaby looking ablderCVC firms in the US,

CVC playersend to professionalize themsshand to reinforce their independeyear after year by

shifting towardseams oprofessionahvestors rather than experienced corporate employees

Key words: Corporate Venture Capital, Independent Venture Capitgtment duration, selection
effed, stagef investment, exit strategynergies, conflict of interest
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1.CVC landscape ahastory

Introduction: how do big corporates boost their internal innovationgfforts?

Innovation has always been key for a corporation to survive antitiwieeer, the classitérnal
development procesd new products or offersan sometimes hmimbersome. Alternative forms of
innovationthrough external commitments have therefore gradually emergednTpmye successful if
wellimplemented and monitored to drive the corporation towards short derongew growth
opportunities. The tools companies can engagetivdh gganizations are varied and can be classified
into four big families.

First, companies can favddergers & Acquisitions (M&A) transactions and therefore take
benefit from developed companies and theiestblished business to quickly boost innavatio

Second, companies can &feategic Rartnerships and Joint Ventures (JV), relying on
cooperation to go forward more efficiently and drive incremental reVaisieategory also encompasses
all kinds of licensing agreements between the company and another one.

Third, leading groups can choBsesinessin cubation, assisting startups and eathge projects
in their pursuit of growth through dedicated incubatiod accelerators

Finally companies camand this will be our focus in this stddget onVenturing practices,
decidingto take quity stakes in other companies, generally startups and therefore access new growth
opportunities.

We drew the diagrarhave to illustrate this classification.

VENTURING

STRATEGIC PARTNERSHIPS

INTERNAL R&D

BUSINESS INCUBATION

M&A

Proximity to core business
HE B B B =

Time to impact for business unit

Inside venturing, specific tocés be distinguishedenturing can be conducted indirectly through
fund of fund strategies, which metires mother company accepts to fund an external and professional
structureand teanthatwill invest the money independetdlypuy equityBut venturing can also take an
active form throughdirect equity invesientsfrom the companyThese investments can be either
conducted by the motheompany itself or eithenade through dedicated 100%wned investment
vehicle. This very last kind of structure is a specific foranaire Capital (VC)which is oftemeferred
asCorporate Venture Capita(CVC).



1.1General presentation oVenture Capital?

Among private equitinancing schemggenture Capital (VC) focuses on providing funds to small,
earlystage and emerging companies that are presumed to bear high growth potential. Operating very early
in the development phase of a startup, VC is a key player in the fmareinga young venture and
represents a valuable source of money when capital markets are not accessible yet. In exchange for the fund:
brought, the company financed gives an ownership stake to the VC fund which henceforth bear a part of
the risk. Whileisk is substantially higher for VC investors than foistaige private equity investors, it is
compensated by potentially abaverage returns in the case the startup proves successful.
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VC firms are traditionallgrganized through a GP/LP model. Fund managers calledalGene
Partners (GPs) usually estabéishinvestment vehicle (fund) by collecting money from institutions,
investment banks, big corporates or weialttividuals which are generically calleitédfartners (LPs).

LPs serve as a primary source of capital into the venture fund aadiméeerole in the dayo-day
management of the investments made. Conversely, GPs manage the fund. They look for valuable
investment opportunities, execute themiabed on liquidate them through various forms of exits (usually
between three to ten years). In most cases, VC firms charge management fees to the fund23$toviders (1
of committed capital) and guarantee in exchange a minimum rate of return for LPaté)uRfieceeds

coming from the final liquidation of the fund is also split between the GPs and the LPs when capital gains
exceed the minimum level of return required by LPs. In the rest of this paper, we will denominate these
traditional VC firms undehné Independent Venture Capital (IVC) acronym.
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When corporates use venturing with an indirect fund of fund appregctvill typically make a
specific commitmeirito one fundand acts asl&P. However, as we mentioreatlier, corporations can
alsochoose to follow partly this VC model on their own to establish an inner investment vehicle run by the
company.

1.2 What is GorporateVenture Capital?

A. General Presentation

In parallel tdVCs, an alternative form of VC firms have gradually emerged. From tthe 60s
nowadays, an increasing number of powerful angbdelegted corporations from various industries have
been attracted to taking minority stakes in young venigesaw previaly that different forms of
venturing existed. Bubrme companieshave gone a step further by establishing internal VC firms.
Consisting in another source of funding for startups, these distinct VC firms are called Corporate Venture
Capital (CVC) as thengan nearly all cases 100%ned subsidiaries. By esseneg,dtifer from IVCs by
the fact thathe primary source of money injected in the investment vehicle does not come from LPs but
is constituted out of dedicated cash lines from the parent catsginhe CVC is also characterized by
a relative monitoring power exerted from the parent company through required consultation and veto rights
when investments decisions must be taken for instance. While IVCs final aim is to generate profits through
largest capital gains possible, CVCs goals cannot be reduced to financial objectives. By nature, as industrial
companies often act in a specific business and develop a given expertise, they are not meant and properly
skilled to act as financial speculatorshis context, motivations for CVC creation and activity often
includes strategic reasons.



B. The history of Corporate Venture Capital
Corporate venture capital (CVRistory is tightly linked to the rise of private equity and more
specifically tondependent Venture @tal firms (IVC). In fact, CV@evelopment and decline phases have
naturally been in with the great cycles the world economy experienced thiase yeetsthNonetheless,
if CVC downturn periods are often correlated with a badoement for investment generally speaking
(bubble explosion, economic crisis), the reasons why they experienced periodic booming phases have been
constantly evolving through the past decades.

Using the US as an accurate model to be exported ghadialtyy in Europe, four successive
waves can be distinguished across the CVC history. The first wave appeared in the 60s. The conglomerate
model was actually thriving in the US and CVC became an opportunity for big groups to diversify away in
an environmdnwhere strict pogbreat Depression a#tust rules incentivized company to contemplate
alternatives to vertical integration. Among CVC investors during this early period, sevefahgian
American industry stdamut: Boeing, Dupont, Ford GE. This first wavdrutallyendedn the early 70s
mainly due to the massive economic downturn subsequent to the oil shocks and the stagflation crises. The
IPO market was severely affected and with it, cash flows dedi€At&dftmding gradually vanished.

WAVE 1 WAVE 2 WAVE 3 WAVE 4

The Internet
bubble bursts

GLOBAL CVC
FINANCING

1987 stock
market crash
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CVC funding

motel thives s‘"lcorl il
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appear

1960 1977 1978 1994 1995 2001 2002 2015 YEARS

The second wave of CVC oceudtrin the early 80s. This reviwals triggered mainly by the
emergence of promising new technologies and especially the effervescence arising around the computer and
the secalled Silicon Valley. The first bidders to take advantage of these new opportunities were IVCs with
the amount dedated to venture capital growing from $2.5B to $6.7B between 1977 andsl88adTh
was undoubtedly bodsy the two successive new favorable tax regulations on capital gains voted in the
US. If IVCs took the lead, CVCs rapidly followed the trendoR#¥% total $6.7B invested by VC firms
in 1982 originated from CVCs and internally managed CVC funds grew year after year in number with 76
CVCs registered in 1988 against 28 in 1982. AN ®r Xerox are examples of Ci@ds developing
in the 80s. Thend of the 80s brought the end of the second wave: the 1987 stock market crash put a severe
blow to the CVC ecosystem while the cancelling of the Xerox VC proghach was initially very
successfuldue to internal rivalry around compensation stristioreed the limits of internadiynbedded
investment vehicles. Between 1987 and 1992, the number of companies conducting CVC programs fell by
a third.

CVC experienced a new wave as soon as #@®snidth the surge of intermretated companies.
Netscape&Communications and its outstanding IPO paved the way for what we usually call the dot com
boom. The intensity of this third wave deviated from previous standards in terms of both size and scope.

1The History of CVECBInsights 2016
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Between 1995 and 2011, nearly 100 CVC invested for thedimtstartups while 2000 was a banner year

for CVC with 20 new CVC entering the game and one fourthlod&iked deals. Two reasons can describe

this impressive wav@n the one hand, CEOs of big groups wanted to take a part in the huge upsides
interne startups were generatiag success stories such @&y ar eBay were multiplying. e other

hand, the efficiency of central R&D started to be called into question. Corporates were realizing that small
startups, much more agile, proved very coimpetitcomparison to slow internal programs. Between 1981

and 2009, the share of total R&D spending recorded from small firms increased by 20 points. Intel Capital
or GE equity were remarkable players during this gastotbmpanies without any R&D cudtsuch as

German media conglomerate Bertelsmann AG also started to establish their CVC programs. Unfortunately,
with the burst of the internet bubbheZ000, this great momentbnutally ended. In 2001, wyitewns

related to venture losses amounte®t6Bsand several iconic companies such as Microsoft and AT&T
shut down their CVC structures.

C. Recent CVC trends : an update on the fourth wave

If the burst of the dot com bubble put aywbkard blow to the CVC dynaméome companies,
notably in the bietth and pharma sectors, managed totaimitneir CVC programs. Bodst the
emergence of billiedollar startups called unicorns and the move towards more and more externalization
of R&D through the new concept of open innovation, CVC ecosystem exgaxi@orstant growth
globally from 2003 to 2015. Even if a small hiatus is to be noticed in the late 2000s with the global economic
crisis striking across the US and in Europe, total investment amounts followed an exponential increase with
a $28.4B peakaerded and 1384 deals realized in 2015.

Quarterly global CVC financing
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This trend has been confirmed looking at CVC creation statistics. While the number of CVC groups
newly created in 2011 amounted to 35, it tripled in 2016 with 107 new CVCs recorded. However, looking
at CVC financing trends in 2016, it is visible that €¥€tually declining with a 2% decrease over 2015.

If these results can seem contradictory at first sight, there may be explained by opposite moves between the
US and Europe. While Europe CVC deal share was 15% in Q1 2016, it increased impressively to 27%
Q4 2016. Meanwhile, North America CVC deal share went from 61% to 54%. European CVC is therefore
gaining momentum while CVC in other regions and especially in the US is declining. In faeted016 full

US CVC deal decreased by 12% over 2015 in theakig at investment statistics for the-fiedf of
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2016, European deals for Q2 2016 have increased to 385 corresponding to a 5% increase over Q1 2016.
Meanwhile, the number of deals in North America fell by 8% at 1117 deals

Global CVC deal share by continent
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This trend seems to bleiven by particularly virtuous dynamics in VC funding towards tech and
earlystage startups in Europe. During the@212016 period, \M8acked tech deals declined in number
by 12.5% in the US and by 16.7% in Asia. Meanwhile, they increased by 25% witBlaaund 500
VC-backed tech deals reted. Crosshecking with invasient amounts, the trend is confirmed at least in
intensity. V&backed tech deals total amount invested increased by 18% in Asia, 33% in the US and by 50%
in Europe.

Early-stage equity funding in European tech startups
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D. Afocus on France : a new startup nation
If Europe seems to be hosting a great part of CVC momentum right now, most of the activity is

actually captured by a little group of leading countries, the UK, Germany and France ahead. Among these
hotbeds, the Frneh case is particularly remarkable as the country operated an impnassinghe past
decade. From a country lagging behind, France has gradually become a new startup nation. Once again, it
seems that tech deals were the key driver for this ghifty b support this findingne can observe that
the amount invested iach companidsas tripled between 2012 and 2@&6hing $2B. The number of
tech deals also amounted to 484 versus 134 back in 28&arFubjections expected tech fundirgpto
beyond the $2B threshold at $2.2B and that the number of dealgramtld@uble over 2016 to 730.

This change was mainly supported by government programs such as thregpgjoédlyd French
Tech brandingor the enhanced investment power given to pufdtialycel innovation funds such as
Bpifrance. From 500 startupsfemnced in 2012, this public initiative is now helping more than 3000
startups. Meanwhile, the average size of investment funds wénsfloli t o 014 0 M. Anot h
is the amount raised by French spart&ince 2015, several companigls as OVH, Sigfox and Devialet
have managed to go beyond the 0100M thrddladnol d fo
companieghree unicorns were finally recorded in 2016 in France with $3B Vente Privée, $2.6B Criteo and
$1.6B Bl ablacar . Finally, during Spring 2017, F
campus in Paris.

In this favourable context for VC fir@ng, French CVC also experienced a booming period.
Among investors in previougjyoted companies Sigfox and Devialet, CVC invéssush as Total
Energy Ventures, Air Liquide Venture CapitahgideENew Venturgswereleading investors. Above all,
the number of French CVC increased exponentially. If 11 new CVC were established between 2003 and
2013 in France, 11 new CVC were created duringdlae 20142016 period alonk.is worth noting that
this boom has been incentivized by the Statdlitgelfha specific fiscal measure set up in 2016. Thanks
to it, investments made by corporate vehicles can be amortized over five years within the limit of 1% of the
total assets of the mother company. This special measure can be applicable to estrogtytsnanly
with a maximum threshold of 20% of the startup capital.

In this blossoming period for French CVC, it seemed particularly relevant for our study to focus
on CVC activity in France. We notably aimed at confirmisggaghgmomentum around CVC in France
analyzing data related to-Warked deals from 2003 to 2016, both in terms of number of CVC deals and
in invested amounts. Characterizing stage of investments or investment duration also constituted part of
our study to furter understand the investment philosophy of active French CVC. Following this
guantitative part, we tried to explain these regithtéeedbackrom CVC IVC professionals and CYC
backed startups.

1.3Literature review& Contribution of this study

In this part, we analysed the contribution of previous papers to the analysis of CVC, and following
this analysis, we explain what the contribution of our paper to this subject is. Several key areas have been
investigated so far. First, the overwhelming iyapgdi/ C investors, have an active role for the startup they
have in portfolio. It is interesting to compare what CVCs and IVCs are providing to the startups they have
in their portfolio, depending on their area of expertise. Second, the key speCNiCigy/isfthat they are
controlled, in several respects, by a corporate company. The difference between the strategy of the corporate
and that of the startup may result in conflict of interests. Third, the objective of CVCs and IVCs may differ.
Synergies i startups in portfolio is a key component of CVCs investment rationale, whereas it is not
applicable to IVCs. The importance of financial return on investment may differ between CVCs and IVCs.
Fourth, analysing of exits is highly insightful. It is stitegeo determine if CVCs invest in a startup with
a view to acquiring it later. It is also relevant to analyse the proportion of IPO, acquisitions and liquidation
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depending on whether a CVC has invested or not. Fifth, research has been made acitshefSpecif
investment framework for corporates. It is relevant to know why corporates use the CVC framework or
other frameworks to invest in innovation, and why corporates may shift. Finally, research has been made
on the background of CVC investors,civttias been evolving a lot over the past decades. Starting from
internal hires from the corporates, companies are increasingly hiring former experienced VC investors. For
each of these topics, we are describing the literature and we explain the oaftobuoti@per.

A. Comparative support ofCVC and IVC fundsto startups in portfolio
Chemmanur (2013Provided statistical evidentteat CVCbacked firms in the US are more

innovative, considering the number of patents granted, and the number of citation of theBeupatents.
Steensma (201 pyoved that CVC is beneficial for startups when they use parent company product
development, manufacing, legal, sales, distribution and customer service, to commercialize new products.
New ventures that require high development costs benefit the most from this help. As far as they are
concerned, IVC investors provide managerial advice, referraisnmeisjslliance partners, management
talent, and help to find other investors. CVC objsectixe tofind other suppliers or buyers, develop
internationally, identify novel product that may replace theirs. Managerial contribution of CVC may be
heterogenags compared to IVC, depending on the CVC team experience.

In our study, we rank by order of importance the respective contrith @M@ and IVC investors
to startups they have in portfolde interviewed CVC and IVC investors, as well as startuprec lipac
at least one C\V/@ collect the corresponding datée identified difrent patterns, differing between
industrieswhichwe analysin the third part of thistudy.As French venture capital landscape has been
booming in terms of number of investments and total amount invested, our study provittesiate up
view of investor practices.

B. Potential conflicts of interest
According toChemmanur (201,3CVCbacked fims may be subject to invasive corporate
interventions that impede their development, and create conflicts okimtarest. Steensma (2011)
explairthat he first typef conflict of interesthappensvhen the startup cannot partner witompetitor
of the CVC, or d business with a competitor of the parent CVC. The second type of conflict of interest
occurs when the parent company products compete with those of the startup.

In our studyye analyse further the different types of conflict of intrd#ie context in which
they arise, based on interviews with CVC, IVC investors and staftitipaugh strategic intersesof
corporateand need for independerioestartu are difficult to conciliatey natureour study shows that
CVCs have incrsimglyimplemented procedures @woid conflict of interesBbove all, CVC general
partners, mainly former IVC investors, strongly advocate independence from the corporate parent, for the
benefit of the startup.

C. Comparative objectives of CVC and IV@hvestors
Chemmanur (2018uggest€VC investors have greater tolerance for failuresasured by the

amount of time that VC allow startups to have before sgpppéir investmenivhen their portfolio
company is in difficultfhe paper posits thatshyreater tolerance for failure is due to the higher strategic
focus of CVC funds, compared to IVC funds, for whom return of investment is the key abjective.
Lou (2015provided similar conclusions in terms of tolerance for failure and investniant. V&
backed startups remain longer in portfalial &C investor@are more patient than INi@vestordo realize
financiateturns. As a consequence ®4Cked firms receive more funding before discontinuation of their
activity. The paper suggstt IVC investors stop investing in a distressed company earlier, as their track
record is important to raise their next funds.

In the second part of our studye use upo-date quantitative data to analyse CVC and IVC
investment strategi@¥e built adatabase of 2,095 venture capital funding rounds, acquisitions and IPO,
from 2003 to 2017. We compatages of investment and investment dusdtetween CVC and IVC
investorsWe complement this analysis in the third part with interviews from CVCCaingd$stors.
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D. Exit strategy
In terms of investment exituo. Lou (2015xplain thalbngernvestmenduration increases the

probability of a strategic acquisition, while more important funding increases the likelihood of an IPO.
Future potentiahcquisition is not the main motivation of corporate parents as only 5% of CVC backed
startups are acquireg the parent companyimitrova (20133uggests that US corporates with lower level
of innovation tend to acquire more startups in portfolio. Bsetfirmsstrategic acquisitions are a bad
signal for markets, as they are interpreted as a bad prospect for parent company future innovation. When
the number of CVCs davestors increases, strategic acquisition are more likely to occur and earlier. When
the level of uncertainty is high (low number of patents, low number of citation), CVCs tend to wait longer
before an acquisition.

Using our database, we analysed startup exits in France between 2003Téedb2€4Kdown
between acquisitions, IPO amgidation differs depending on whether a CVC was part of the investment
club.This analysis has several caveats, the main one being that some transactions are not disclosed publicly
Another caveat is that some acquisitions result from successful \eamduotisersare acquisitiaof
distressed venturdn.the third part of our study, we give explanations of the difference observed in the
exits of startups, depending on whether a CVC hatethwee not.

E. Stability and longterm focus of the CVC practice
From the parent company perspectiagha & Dokko (20155uggests that the CVC practice is

unstable. US IT firms haggperienced was of adoption and abandonmeintheir CVC practicsince
1990.The tallengs facingCVC funds are to attracexperiened investors antb define long term
objectivedor the CVC Explanations come from social thegrascorporatesreate CVC when their
competitors do sas a mimicryAbandonmenof the CVC practiceomes whefuture performancef
the portfolio isuncertairor when historical financial performance of the CVC has been below objectives
The background of CVC investment team has a significant influence on CVCX3talpligctice isnore
likely to be abandoned whéere is a high numbef internalhiresin the investment tearbecause they
maylack specific skills for the ja&y contrastCVC practice igess likely to be abamaa when managers
come from IVC, as they are more tiedivhen defending the practieerk & Steensma (20Jptecise
CVC main objectives: finding other suppliers or buyers, develop internationally, identify novel product that
may replace theifsompers & Lerner (2008xplain that CVC programs tend to be slhart and instable,
because first CVC are useful for the pammpany during technological disruption period, and not outside
these periods, secondly, key CVC managers may leave once they have establishemda @ACk
programs are also shtived when there is not a strong strategic focus from the @argydny.

In the firstpart of our study, we analy®¢C creatiomand abandonmesin differentindustries
until 2017, and the consistencyCMC strategiesising data from interviews with professiofaisn
thoughcreating £VC has become very commond corporatanimicry effect and the lack of long term
vision for CVCs is stilampant.

F. Background of CVC investors
Park & Steensma (20showed that managerial contribution of C¥@ay be heterogeneous
compared to IVC, depending on the GY&am experience.

The composition of CVC investment tedras been evolving a lot over the past five yeavar
study, we analyse thackground of investors of the 6¥C funds that invested in French companies
between 2003 and 20172003, as CVCserne structured as a fully controlled subsidiary of the parent
company, investment teanmeyevprimarily made of manager ftbmcorporate, with little or no previous
experience in VC. CVC has gradually turned into independent companies owned by tRar@emsyal
and 100% funded by commitments from the corporate pat@oh is the unique Limited Partifes a
consequence, corporates, which havesiponsibility of choosir@vC investment teamnincreasingly
tend to use external hir@&is has sevdranplications. First, CVCs tend to bring an increasingly similar
contribution to startup in portfolio to IVCs. Second, CVCs have a better footprint in the venture capital
ecosystem, and consequently invest less as only investor, and more in inviestimelotdahg 1VCs.
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2.French CVQlealglataanalysis

Goalsand methodology

We built a database of 2,095 venture capital funding rounds, acquisitions, drairi003 to
2017. The first objective is to have atougate view of the venture capital ecosystem in Fréacae
motivated by the fact the¢nture apital investment has been growing tremendaustgnceover the
past three year82% CAGR 146 in amount invested, 31% CAGRI1B4in the number of investments
The second objective is to base our comparative analysis between CVC and IVC on firm and quantitative
groundsHowever, nmerical analysis and numbers themselves are not sufficienrstancdehat is
driving the evolution of the CVC market. We will consequently complement this numerical analysis with a
more qualitative part (l11), based on data from interviews with CVC, IVC managers and startupers.

To build our database, we used data f@apial Finance (Les Echos), as prinsayrceof
informationfor French deals in venture capigé focused on venture capital investments between 1
January 2003 and January 2017, as explained in partMg).only included investments in French
companies, i.e. companies whose head office is located inFenati@purpose of our studyenture
capital investmenase defined asjuityor quasequity capital increase in companies that have neeer rais
deb®, and did not go IPCror each investment, we have collected the date, the investment stage (Seed,
Series A, Series B, Series C, Series D, and following rounds), the total amount invested, and the name of
each investor in the financing roukdditiondly, we have establisteelist of 6 orporate Venture Capital
funds that have investedFrench companiéetween 2003 and 20Td.analyse investment duration and
types of exits, we also used data from Capital Finance, but we selected IPO of French companies, and
majority investments in French compaikies.exits, we crossetieckedCapital Finance databagéh
Merger & Acquiditns database from Thomson Reuters.

In summary, we find that of all CVC funds that invested in French targets over the period 2003
2017, approximatelgne fourthare foreign CVCLVC creation and amount invaekthas grown
significantly betwe@®14and2017 In great majority, there islpione CVC in a startup capitdiefle can
be more han one CVC investing in a given stafbup the underlying markets of the parent companies
hardly eveoverlapThe number of VC investments and the amount invessdablomed since 20aad
CVC isthe fastest growing sub segméhé average amount invested per funding round is bigger when a
CVC is involved, which we explain by the selection effect, as CVCs and IVCs do not target the same type
of startupsln terms @ investment stage, CVCs tend to inaestaterstage From this perspective, two
effects counteract. On the one hand, CVCs are not afraid of ingestigly valuations, provided the
synergies are high, and late stage investments are less risBp €¢@sher hand, CVCs are iasiagly
acting as traditionBf'Cs, trying to invest in Seed or Series A, gcHreget a higher participation with
lower valuationgnd a more exclusive relationship with the stharttggms of exit, CVC backed stpgu
are going more IPO than IVC backed startups, which we deem as a measure of better success, even if this
reasoning has some limits. Finally, investment duration of CVC funds is on average one year lower than
IVC funds. This result is related to investrstategies and stage of investment, as CVCs investing late
stage often keep only one or two year their investment in portfolio before exit.

2|n our study: preferred shares, convertible notes.
31n our study, debt is definad any security that requireandatory cash repaym@nincipal or interesst a given
maturity
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2.1 Corporate Venture @pital funds in France

A. 20032017 overview
41 Corporate Venture Capital funds have investecench companies over 2037 Among these 38
CVCsthat invested in Francg7 (4%) are C\C funds of foreign corporatesf(dm the USA, 3 from
Germany, 3 from Japdifrom Switzerland, from the Netherland%,from Norvegial from Finlandl
from Swedef). In the array, French CVCs are in light grey and CVCs from foreign corporates are in dark

grey.
Corporate Venture Capital investors (2003-2017)

Airbus Ventures Edenred Capital Partners Nokia Growth Partners SFR Développement

Aliad Engie New Ventures Orange Digital Ventures Sodexo Ventures

Arkéa Capital Investissement Genzyme Ventures Philips Venture Capital Fund SoftBank Capital

Aviva France Hi Inov (Norbert Dentressangle) Qualcomm Ventures Suez Ventures

Axa Strategic Ventures Hitachi Venture Robert Bosch Venture Capital  Thales Corporate Ventures
Bouygues Développement Intel Capital Safran Corporate Ventures Via ID

Open CNP Macif Innovation Salesforce Ventures Danone Manisfesto Ventur
Daiwa Corporate Investment MAIF Avenir SAP Ventures Total Energy Ventures
Debiopharm Investment Mérieux Développement Schibsted Développement

Deutsche Bank Venture Motorola Ventures SEB Alliance

Deutsche Telekom Capital Nestlé Health Science SEB Ventures

As precised in part Wwe have defined CVC fundsiragestment vehicles set up by a corporate,
whose investment team has been hired by the cerpanat whose majority Limited Partner is the
corporateln particular, these does not imply that the corporate is the majority shareholdeW@f the
managing compangs an examplé&gVCs may ban investment company (SAS: Société par Actions
Simplifiées), controlled by the investment team, but foundedrgmyate parentand in whichthe
corporate parens the unique Limited PartnBy contrastCVCs maye an investment company fully
controled bythe corporate parerind not by the investment te&@onsidering our definition, botif
themare CVCs. Howevet, is worth noticing that a significant number of corporates idivestly
minority stakes in startups, without setting a dedieat®edaind investment vehi@g.definition, we did
not consider them as C\V®@sitto a larger exterdprporate investment in iowvation isanother interesting
topic of research.

Our first remark is that the proportion of foreign CVCs is significant} &latosf all CVCs
investing in French companies over the period. Unsurprisingly, countries that have a strong entrepreneurial
culture, come on top, as the USA, where CVC activity has been existing since the 1960s. This analysis is
also true for Japan, @Gwiny and Nordicdt would be highly relevant to know the motivation of such
CVCs to invest in foreign countries. For Nordics, and Japan it seems relatively clear, as big corporates may
not find enough investment opportunities in their home country, sacbbeome major globalized
companies, like Nokia or Hitadhar the USA, it seems less clear, as the domestic market itself is already
huge in terms of investment opportunities. This could be the topic of another study.

4 One should not mix SEB Ventuf(&kandinaviska Enskilda Banken, a leading Swedish bank), and SEB Alliance (the
large Frertconsortium producing small appliances).
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B. Ageing analysis
CVCs that invested in France over 2003 - 2017 - date of creation
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We found tha#1% of CVCs that invested in French companies ove2BdFHave a ndfrench
parent company. However, we have to look more precisely at historical figures to understand this trend
better.The graph here above shows the date of creation of each Cx@#tatliin France between 2003
and 2017, by country of origithis graph gives a good insight into how CVC activity developed in each
countryln terms of adoption, the CVC model seems to have been adopted first in the USA and Japan, then
Germany and Noids, and then in Franégench CVC activity was very limited before 2005, the only two
CVCs existing being Genzyme VentanesArkea Capital. Arkea Capital is a particular case, being the body
of Crédit Mutuel Arkéa, one of the main French banking caaphlinvas created in 1987, but very much
like an IVC, they were targeting financial return first, and there was limited strategic influence from the
parentAs for Genzyme Ventures, they are operating in the very specific segment of biotechs, one of the
oldest of venture capitdhis analysis confirms the trend we assumed befoch, is that FrencE8VC
creatiorhasboomed since 2015

French CVC creations 2003-2015
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When we look more closely at French CVC creations between 2003 and 2017, we see that 2015 was
a landmark, since as many CVCs erestedetween 2015 and 2016 as over the ten previous years. We
see that many different industries are represented (teledoation operators, aerospace, high tech,
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mobility, transportation, insurance), but some are not (banking). In most cases, the leader was the first
mover for the CVC creation. From this perspective, 2015 was a shifting point for the insurance industry,
with four CVC creation over two years (AXA, Maif, Macif and CNP Assurances). Each industry follow a
specific trend, and we will go deeper into this analysis in the third part (IlI) of this study, with feedback
from professionals in different industries.

Distribution of CVCs by asset under management (€m)
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*of the 41 CVCs included in our study, asset under management is not publicly disclosed for 14 of them.

Looking at asset under management for both French affdremmi CVCs, we can see two
different patterns. The great majority of French CVCs have assetamatgement below 50 million euros,
as opposed to nefrench CVCs whose asset under management are in majority above 500 million euros.
There are several limits to this analysis,d#s¢t under managementas available for some CVCs.
Second, the ¢pgest notirrench CVCs are the most likely to invest outside their home country. Therefore,
we cannot make a direct comparison between the two data series, as French CVCs are for most of them
only investing in their home country.

Taking into account theldmitations, the key insight is that French CVCs asset under management
is limited compared to other CVCs in the world. French biggest CVC as of today is Axa Strategic Ventures,
with 250 million euros under management. French corporate have not devrdsttmssively in CVC
as did SAP (Sapphire Ventures, 2.2 billion euros), Deutsche Telekom (2.0 billion euros) or Intel Capital (1.2
billion euros). Even more interestingly, some French CVCs seem to be of very limited size, like Orange
Digital Ventures2Q million euros), and Macif (15 million euros). The underlying reason is that these CVC
do not work like traditional VC investment vehicles. These 20 million euros and 15 million euros are
commitments from the corporate that can be renewed once thbgdraused by the CVC. Usually, this
is not the case, as private equity investment vehicles (FPCI in France), have clearly contractual periods
(subscription, investment, divestment). These mechanism reflects the willingness for some French
corporates to takless risks, and keep more control on the CVC, as the corporate can decide to continue or
discontinue the CVC after looking at the performance of the first investments. The French CVC activity is
on the rise, and is consequently deemed to evolve arltiteomext decade. However, it is not clear if
French corporates would like to adopt the model of SAP, Deutsche Telekom or Intel, since a more than 1
billion euro VC fund is a business itself, and a strategic choice. Indeed, in a setup with siginifickant ass
management, the CVC has to invest beyond his parent core business. We will answer this question in the
part 11l of this study, using data from interviews with CVC professionals.
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2.2 CVC investments over 2003017

A. Number of investments

Between st January 2003 ané January 2017, 2,094 venture capital investments were closed,
among which 5.9% (123 investments) included at least or@@/af.the times, whenCVC invest in
a company, he wdase unique CVCErom the corporate side, this reflabes willingness to create a
somewhat exclusive relationship with the st&tamthe startup side, this imphe choice of the CVC
that will answer the best to its financial and operational Weedsll elaborate on this trend in the third
part of tke study.

VC deal analysis : 2003 - 2017

0.6% _0.1%

5.2%

94.1%
min which zero CVC inwhich1 CVC  min which 2 CVC in which 3 CVC

Between 2003 and 2015, only four dealslattlmore than one CMvestor. In these situations,
corporates involved in the deal waog direct competitors, irerms of product, angeographykor
instance, DO Labs was invested by both HiX&afitures (Japan), and Thales Corporate Ventures (France).
In the same way, Sequans Communication was invested bi.ddeatglFrance) and Motorola Ventures
(USA). Criteo was invested by SAP Ventures (USA), and SoftBank Capital (Japan).

2015 marked aifthin investmenstrategieswith 10 investmentgith CVC coinvestors between
2015 and 201The main novelty ihat somestartug areonlyfinanced by CVCs. For instance Symbio
FCell has only two investors, Engie and Michelin. In the same way, B8ad Serie B in November
2016 with Orange Digital Ventures and Sodexo Verltuadbthesecases, there is no overlap between
CVCs underlyingharket, but these investments pose enba in term of governance and conflict of
interess. From these pegsctive, a sound analysis of the governance clauses and liquidity clauses of the
shareholder agreement would be highly insightfellast revolution since 2015, is the rise of several
French unicorns with all time high fundragdimg-ranceFor instanc&igfox, whiclhas raised 250 million
euros since 2015, was invested by 15 different VCs among which 7 are corporate related (Intel Capital,
Engie New Ventures, Eutels@iftal Energy Venture§alesforce VenturedTT, SK Telecom and
Telefoni@).  In this case, not only governance issues are key, but alsedineealfjeach CVC in the
deal. Indeed, it is worth determining the degree of involvement of each investor, and the way they interact
with the startup without cripplimtpwnits developmnt. Finallycultural issuesre centralinvestors are
French, American, Japanese, South Korean and Spanish).
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Number of VC investments
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Venture capital investments in Framee been growing steadier the 2002016 periodd%
CAGR 0316).The share of CVC investments has followed different patterns over this period. Between
2003 and 2008, the share of Corporate Venture Capital has been stable with around 6% of all investments.
2009 was marked with a sharp decline of CVC activity, dov@&atof Investments, which reflects the
willingness from corporates to refocus on internal R&D and core adtindilys.since 2011, CVC activity
has beebooming, and reached itstatle high with 14.6% of venture capital fundraisings inGdI@.
are several possible explanations to this boom. GDP growth slowdown in Western Europe encourage
corporates to look for alternative sources of growth, which wanted to find in dBasighess, by
externalizing R&D startups proved to offer to corporateseaagibe path to innovation, albeit more risky.
In parallel, there have been a tremendous development of the entrepreneurial ecosystermhba France.
number of creatioof new firms in France went from 239,000 in 2003 to 554,00051T204 hovement
wassupported bgtrong incentives to create startup$fench universities and Grandes Eciledents
(Paris Saclay Seed Fudiversity incubatgrghe creation gfrivateincubators and mentorship programs
for startups Station F, Agoranov, Partechalgdr, Microsoft Spark, in addition to Nurme)d the
devel opment of public support ( BWewilslaboratefarther h Te c
on this trend in the third part of our study.

% of VC investments with at least one CVC
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B. Analysis of the amount investedh France
Amount invested in VC (€m)
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When it comes to value, the picture is slightly different. Total amount invested by Venture Capital
funds over the period 20@814 has been stable around 500 million &uwrosince 2014, this amount has
almost tripld to 1.5 billion eurosMore specifiglly, the amount investdy CVC funds was almost
multipied by 5It is worth noticing the overall volatility of the amount invested by CVC funds, mainly due
to the limited number of deals in France. In 2010 for instance, 80% of amount investeddiudieals i
CVCs were in only two deals, Cerenis Therapeutics (40 million euros) and SuperSonic Imagine (35 million
euros).This trend has kept going on since 2010,thdtbverall amount raisedaped by few startups.
However, since 2014, France was wéddbkg birth of new unicorns and the number of fundraising over
20 million euros has explod2815 wamamelymarkedby BlaBlaCar ($200n8,i g f o x), Scalitp 0 ma
(45 mBi) m8UWmpai jNetatmad(36 G fundraisingdn the same way, 2016 was markesidfpx
(150Dmi9gzer (100ma)AcCche d(DBalyma()3,4 nr)i,vy (31mad) fundr
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Albeit quite volatile, because of the limited number of deals, the average amount invested
in deals including CVCs has always been higheil([@r20 a v eharadgats)without CVCsridllion
0 )As we said above, booms and busts are mainly due to one or two startups reaping significant fundraisings
every year. However, since 2014, deals including CVCs have been consistefttigréaayer several
possibleexplanations. Recently created CVCs have significant amount of new money to invest, with less
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diversification constraints than IVCs. As a consequence CVCs have a tendency to invest bigger tickets.
Moreover, it important to keep in mind selection effe@V&s does not invest in the same type of
companies as most IVCs. In general, CVCs target more mature companies, in very targeted sectors, that
may have higher financing need. For instance, Sigfox, which has raigémhZb0 o ver t he past
(namely fromthe following CVCdntel Capital, Engie New Ventures, Eutelgaiial Energy Ventures,

NTT, SK Telecom and Telefonica), face significant capex to develop its Internet of Things network over
the world.

Sigfox Wireless 150.0 Internet of Things (hardware and sc
Sigfox Wireless 100.0

Biom'Up 31.3 Biotec
Drivy 31.0 Internet marketplz
Nawa 30.0 Driverless and autonomous transp
Wynd 30.0 Software (Sag
Actility 225 Internet of Things (hardware and sc
Cedexis 21.0 Software (Sag
Alkemics 20.0 Internet marketplz
Koolicar 18.0 Internet marketpl:
Enterome 145 Biotec
Chronocam 13.8 Artificial vision (hardware and so
Lendix 12.0 Fintech (internet marketp
Alan 12.0 MedTech (Internet marketg
MaaT Pharma 10.0 Biotec
Coorpacademy 10.0 Internet marketpl

When we look more precisely at thdigi§est fundraising that make more than 80% of the total
amount invested by CVCs over 20056, we notice that selection effect is actually imp&ans
targeted deep tewblogyindustries with highly specialized assets, significant capex, that yMigs ma
reluctant to invest in. For instance, we can highlight Internet of Things, Biotech, Autonomous
Transportation and Artificial Visioohemmanur (201%ad identified that CVCs tended to invest in
startups that required higher capex, and more R&Divetehan traditional IVC&ur study confirms
this patternHowever, CVCs are als@reasinglinvesting in internet marketplace and SaaS, which were
traditionally the sweet spot of IVCs (Drivy, Alkemics, Koolicar, Lendix, Alan, Coorpacacdemy).

The main limit of this analysis is the confidentiality over the aimestedoy each investor in
each fundraisingndeed, we only have access to the total fundraising, and more than 85% of fundraisings
that included a CVC included also IMB#Cs are wstly in minority compared to IVCs in such deals. As
a consequence, it is not possible to determine if the higher amount invested in deals including CVCs is
explained by CVCs investment strategy or by the specialized nature of the deal (seledtienveffect).
elaborate further ondtselection effect in this part of the study.
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C. Stage of investment
As we previously saichmparisorbetween CVC and IVC figures may not be straightforward
because of the selection effect. Specifically, in this sectinalyse at which stage of development of the
startup the CVC fund intervene, compared to investments in which only IVCs are present

Distribution of investments by VC funds

4% 27% 32% 24%,
2 . 3% 12% 1% 4%

Seed 1st round 2nd round 3rd round 4th round 5th round

M Investments without any CVC Investments with at least one CVC

Analysing our deal database over-2003, we can confirm that the distribution of stage of
intervention is different, whether a CVC is involved oWioen it comes to IVC only deals, more than
half (54%) of investmenare made at a Series A sfBigis. distribution is not surprising as, most IVC
funds arrive after a first seedind including business alsy IVCs invesh startups that already have a
proof of concept or a proof of principle, as it is reducing the risk of their investment. Onrtharathe
IVCs do not want to invest too late, because it implies higher valuations, and sometimes higher
commitments. In general IVCs invest at theodnd, and keep a reserve to participate to the following
rounds. Overall, the investment strategy o$ ligdictated by the risk/return traafée

By contrast, CVCs tend to invest at a later, on average at the SerieghB diafydaution is more
evenly spread over the development stages, from Seed to |&e sfmesed to IVCs, CVC investment
strategy is not only dictated by financial rekirst, CVCsmay not be afraid of high commitments at a late
stage if the strategic interest is Hgi.instance, considering Sigfox, corporates like Engie, Air Liquide,
Eutelsat and NTT arrived at Serie$SEcond, historicall@VC investment teams were madaafagers
from the corporat@arentwith little or no experience in venture capital, which was detrimental to their
ability to source deal at an early st&gawill elaborate on CVC investment teamposition in part 3 of
this studyThird, and related to the previous observation, CVCs are eager to invest in startups in which big
names of IVC have already invested. For Drivy, Nokia Growth Partners arrived at Series B, after Index
Ventues and Alven &pital invested in Series A.

On the other handhis trend is clearly disappeaiimdg-rance, as CVC investment teams are
increasingly made of experienced VC investors, which are not relsctanéetdeal themselves, iandst
as lead investors at @early stage. For instance, in 2016, MACIF invested as sole and unigue investor in
Drust Series A (21illion 0 )In.the same way, SNCF investadilBon0 as uni que investc
Series AAt this point, it is worth noticing that CVCs are bringingtartups benefits that IVCan
traditionally not provide at an early statfen it comes to technical development of produ€s,usually
havea lower level of skills than a specialized E¥Cinstance, CVCs like Orange Digital Ventures or
EngieNew Ventures can perform more accurate due diligences on deep tectasthcampsring a highly
valuable technical expertise at a seed Stagemmanur (201,3had already identified that CVCs were
starting to invest at earlier stage. Our study cartfiahthis trend has kept going on until 207 will
elaborate further on the composition and the background of CVC investment teams in the third part of our
study.
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D. Exits
To compag the contribution of Cvénd IVC teams to the startup they have irfigdiartanalysing

exits gives relevant insighige can consider four different types of exits for a startup: IPO, successful
acquisition, distressed acquisition and liquidatiermain caveat is that startups are usually not liquidated
even if not succsfl. 90% of startups in the world are unsucésbfutl most of them are still acquired at
a discount by corporates that berigdin the tean(acquihire), the technologg,customer base or other
assetskFrom a statistical perspective, it is difficutlifferentiate successful acquisitions and distressed
acquisitionsBy contrast, IPOs areb&ttermeasure of success of the staragpretail investors would
obviously not be attracted by a distressed company.

Exits - no CVC Exits - at least one CVC

m Acquisitions IPO

In our analysis, we did not makediffgrence between the different types of acquisitions, and the
corresponding financial health of the startup. Looking at the result of our analysis, we see that startups in
which a CVC had invested were more likely to gd2BP® versus 17%). As we sagduming that IPO
is a measure of success, this nebidh suggests that entrepreneurial firms backed by better.

a. Focus on CVCs

This analysis is too broad and needs to be refined. For each investment made between 2003 and
2017, we wanted tietermined precisely if the startup was acquired, or liquidated or went IPO. IPO is a
binary criterion, thus very easy to know. Successful acquisition is a bit less clear, as we said, since some
acquisitions may be distressed, and the financial tenagrahtaction are always confidential. When the
VC did not communicate on the exit, we considered that the startup was liquidated, i.e. the equity stake of
the VC in the startup was totally wri tot em oofufr.
study, even if the startup is usually not liquidated and most often taken over by another investor, and keeps
existing.

For example, in 2008, three VC funds invested in Supertec, a startup that built a sensor system to
track customers in stofiéhe startup was put in a safeguard procedure in May 2013, and the equity stake of
the three VC funds have been 100% wsdfenThis example illustrated the information asymmetry
problem, since VCs communicate a lot on successes, but no informadandd ol failures. For the
example of Supertec, we have been aware of the equitffveegizause one of the VC is OTC Asset
Management, which invests through FGPlofin d s Communs de Pl @)cement dan:

Therefore, as LPs are retail investbesGP has an obligation of publicity. However, most VCs,
and especially CVCs, are using investment vehicles that are not opened to retail investors. As a consequence
there is no obligation of public reporting. Over our analysis scop2d20f)3nordian 4000 investments
were made by VC funds, and we decided not to check by hand, on by one, the status of each of these
investments, as is it highly time consuming (we need to check reports of the commercial court). However,

6 CBInsights
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for the 114 investments in wii@ CVC was involved between 2003 and 2017, we did check the status of
each investment individually. When we look at the numbers, 49 of these investments were exited, and 65
are still in portfolio. If we focus on the types of exits for the 49 startugisl that we have the following
breakdown:

Exits of CVC-backed startups (2003-2017)

23%

17% 60%

m Acquired = IPO Liquidated

The key learning point of this analysis is thatli2&ed startups seem to be more successful
compared to IVC only backed startups, as 77% of investments ends in an IPO or a successful acquisition,
and only23% in liquidation. We will try to understand the underlying mechanism behind these numbers in
part lll, using with interviews from CVC investors. At this point, there are several limitation we have to
keep in mind. First, selection effect is influeAgalve saw in the previous subpart, CVC target later stage
investments compared to IVC, thus with less risks. Second, 58% of all investments of CVCs over 2003
2017 are still in portfolio, and we may argue that startups that fail remain longer inbeadfmio of the
disposition effeétWe could argue that we underestimate the proportion of failures because some of them
are still in portfolio, whereas successful startups are already exited.

b. Future acquisition by the corporate
Another insightful metriconcerning CVC is the percentage of startups they invested in which are

acquired by the corporate. Indeed, if a corporate tends to acquire massively startups in which its CVC has
invested in, it means that CVC is a first step in the external growtl efrétegcorporateésuo, Lou
(2015showed that only 5% startups in which a CVC has invested is acquired by the corporate later. In our
case, over the 114 investments of CVCs in French startups ox2012008e found that the corporate
parent of the CV@ever acquired the startup so far. The limit of this analysis is that our statistical sample
only includes French startups, and is thus quite limited. Sitill, the key learning point is that CVC does not
come as substitution to external growth, and hagntasefulness.

In our database, some examples are interesting. First, even when a CVC is the only investor in a
startup at a seed stage, it does not mean that the corporate is going to acquire the startup later. For instance,
Motorola Ventures investeddidCast in 2006 as a unique VC, and the startup was acquired five years later
by OneAccess. In the same way, Hi Inov, the CVC of the French transportation company Norbert
Dentressangle (XPO) invested in Mensquare in 2013 and the startup was acqéigat dytihee years
after. These observations indicates that even when the CVC is the only investor, the startup keeps a
significant level of independence. We will investigate further on the potential for conflict of interests in the

7Taylor, Luke, 2000 : disposition effect is described in behavioural finance as a tendency to sell assets whose value has
increased, and keep those whose price has dropped, hoping that they will recover.
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third part of our stug The trend of CVCs acquiring minority stakes in startups as unique VC is on the rise,
with SFR Developpement, Salesforce, MAIF or Malakoff Médéric also adopting this strategy.

Coming back to the existing literatriejitrova (20133howed in the 8 maket that when more
than ore CVC had invested in startup, the likelihood of a future acquisition by one of these CVC increased.
Looking at the data for French companies, no such trend can be seen, as even there are no case of acquisitior
by a CVC investoeven when more than one CVC had invested. Howewavestments by CVCs is a
recent trend, a most startup in such cases have not exited yet. For instance, it would be interesting to follow
the case of Wynd, which was invested by Orange Digital Vemiuseslaxo Ventures in 2016, or Sigfox,
which was invested by 7 corporalated VC funds.

Nonetheless, the overall trend observed in the U.S in other papers is confirmed, as we see that the
great majority of CVCs do not invest in startup with a viesgu@iag the company later.

E. Investment duration

a. Comparison between CVCs and IVCs

To understand the difference in the way CVCs and IVCs manage their investments in startups, we
looked at the duration of each investmieot.all exists that were publidigclosed, we calculated the
investment duration, and we made statistics for CVC investments and IVC investments separately.

Investment duration by year of investment

2003 2004 2005 2006 2007 2008 2009 2010 2011
m Without any CVC  m With at least one CVC

Statistics are based on the year of investment, so we only took into account exits between 2003 and
2017, but only for investmte made before 2011. Otherwise, we would have introduced a biais in our
analysis, because most recent investments may not be eXitedayetlate the investment duration, we
consider as starting point the first investment of the VC fund in the, stattthe additional rounds in
which the VC fund participate for the same startup.

Analysing our resslithe first remark is that figures for CVC investments are more volatile than
those of IVC. This is mainly due to the fact that less deals are @¥@sBypr instancayve do not have
any figure for CVCs in 2009, because the only investments made by CVCs this year are additional equity
injection in a startup they already had in portfiol2009Qualcomm Ventures participated to an additional
fundrasing in Streamezzo, SFR Développement did the same in Digitick, and idem for Motorola and Alcatel
in Sequans Communications.

The main result is that CVC investments remained shorter in portfolio, on average 3.9 years over
20032017, compared to IVC oniwestments, which have an average of 5 years in pdrtidicesl
seems to be counterintuitimsGuo, Lou (2015pased on US statistics, found that- ®%€ked businesses
remained longer in portfolio, as CVC investors had long term strategic goals, and were more patient to
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realize financial return. Severalamgiions exist for this discrepari€yst we only angbed data from
investments in France targets. Investment sést@gly not be comparable to thafs@C funds in the

US. As we explained art | and Il, CVC boonoccurred later in Frantean in the US. And CVC
investment teams have progressivelyafiiim internal hires from the corporate parent, to former IVC
professionald herefore, CVC teams with little or no previous experience in VC had a tendency to invest
at a later stage (Series C and D), as investment opportunities were easier td sowgsemants less
risky. Moreover high valuations at late financing rounds were not a problem for CVC whixstdedicl

dry powder, and lower financial return targets tharFig@. this perspective, it is very insightful to analyse
liquidity claussas VC fundsisuallyexitall at onceregardless of the fabey area CVC oranlVC, and
despite the fact that they have different investment hol¥ensill dive deeper in this analysis the third
part of the study.

b. Disposition effect

In this subpart, we would like to determine if CVCs are subject to disposition effect, i.e. if CVCs
are waiting longer to liquidate a bad investment compared to a successful inviestmeatur (2013)
suggest€VC investors have a greater tolerancaifard, measured by the amount of time that VC allow
startups to have before stopping their investment, when their portfolio company is in difficulty. Contrary
to the study here above, we are not going to compare the difference in the amount of timklCREs a
spend before liquidating a company in difficulty. We prefer to compare, only for CVCs the difference in the
investment duration between successful investments and failures.

Analysing the results, the main takeaway is that CVCs wait on avecagey@ars before
liquidating an unsuccessful investment compared to successful investments. Standard deviation of
investment duration are roughly the same, except for acquisition. We can easily explain the higher standard
deviation for successful acgigaitbecause this type of exit can happen at any time after the VC has
invested. A most recent example is Finsquare, which was acquired by Lendix in 2016, just one year after
Aviva France, Edenred Capital Partners and Virtual Network invested. Thisyuvariabith less likely
for IPOs and liquidations.

CVC average investment duration (years)

Std dev: 1.1
6.1
Std dev: 1.9
Std dev: 0.7 ?
42 I 43
Before IPO Before sucessful acquisition Before liquidation

In conclusion of this panve find that CVC activity boomed between 2014 andr2Biance
Over the world, and espegiati the US, CVC investments have been going 60 farars. This activity
hasbeen subject to booms and busts, especially during financi@hersisiation of France is different,
as there was a lag in the adoption of this investment @d@ehctivity in France has been stable until
2014, and between 2014 and 2017, bothuthbar of investments of CVC funds and the amount they
invested has been multiplied by faageign CVCs were not subject to thisds§yerican CVCs, namely
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Intel, Motorola, Qualcomm and SAP started to invest in France as earhyfas »00@n of CVC hieeen

2014 and 2017 in France was dragged by mega investn&igfsdjke which CVCs were highly involved.

On average, funding rounds are bigger when a CVC is involved, which can be explained by the selection
effect. CVCs target sigps that have specialized assets, and often high capital expenditures requirement.
In this situation, CVC role is complementing that of IVC, as they can replace IVCs that are afraid of high
cash burning rate, and create synergies with theSayfgats a perfect exampl&e cannot rule out the

fact that newly created CVCs since 2014 had substantial dry poisdezneduraged them to invest
highertickets As for the stage of investment, CVCs arrive on average later on the startup capital. CVCs
not only focus on financial return, therefahey are not afraid of entering the capital at high vatation
provided the strategic fit is important. T tee stage investmeints proven business moded less risky.
However, the composition of investmhteams is changing, as former VC professionals are progressively
replacing internal hires of corporakesally, CVC investments have a tendency to more IPO than those

of IVCs, and to remain for a stemramount of time in portfolio. The latter is higklated the stage of
investment, as a lot of CVC investments remain only one or two years in portfolio before exit, as the CVC
arrived at a late stage.

In the third part of our study, we will explain the mesutiur quantitative analysis using data we
collected from interviews with CVC, IVC investment team members, and st@uaeitative analysis
of VC investments does not make sense if we do not relat@MCtand IVC investment strategies
relationsips between startups and their investors, and the background of VC investment teams. We will try
to confirm the tentativexplanations we gave in part 2
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3. On-field investigations : an attempt to corroborate
qualitatively CVC specifeatures

Goals and Methodology

In pat 2, we observed different metrics on inwesnt by CVEand IVG. In part 3,we will
substantiate the quantitative analysis with on ground data from VC irVastprevious analysis was
based on various featutbs: number of CVC investing in France, the number of deal made and the amount
invested, the average amount invested by deal, the exit type, the stage of investment and the investment
duration.

In part 3 we are first going to explain the boom of CV@&sins of number of investments and
amount invested, analysing the CVC creation strategy by big corporates. ;wealarthigoing to use
data from interviews with CVC, IVC investors and startieernd, we argoing to analyse how CVC
and IVC complement each other, and how they envision their relationship with startup, and possible conflict
of interest. This will support our analysis our previous analysis on investment club composition in VC deals.
Thirdly, weare going to dive deeper in CVCs and IVCs investment stratgi#sey source and choose
investments and what they bring to startups in porffli® analysis will support the results we obtained
in part Il on the stage of investment and the selexdfent. The final subpart will be about the analysis of
CVC investment teams over time. We mainly want to confirm the shifting pattern from corporate internal
hires to VC experienced professiofdls analysis will support the results we obtainedt it parthe
stage of investment

In terms of methodology, we intervieweafessionals frorB0different structuresacluding CVC
firms, IVC firm andstartug whose investors comprise a Ou@estor We selectedlayersn different
industriezo have asomprehensiva view as possible: Insuran@nkihg, Energy & Utilitiedgerospace
& Defense, DigitaFor each question we asked during our interviews we ranked order of importance each
item of the answer of the interviewaehis part, we will quoentrepreneurs and investors on ename
basis for matter of confidentiality. Theaenplesve useare only illustratiafrom our databasanddo
not come from our interviews.

3.1 Understanding CVC firms motivations
A. A strategic step towards more opeimnovation

The startingpoint to better assess Cif@estment philosophy, strategy and perfornantéhe
results obtained in part 2 is to understand what are CVQdisaisd 6 ° Ih 2086, a study by Jaideep
Raje from luxreseafciind conducted thugh the UShowed that the main objectiveAnfierican CVC
managersvere to be enable the group to dtmategically aligned with relevant and emerging
companieswhile they admitted as second motivatiorfitietcial returns were a core objective

8 CVC 2.0 Demosntrating Added Value to the Corporate Bottom Line
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Objectives and Motivations of US CVC funds
- Q4 2015 kbs+ Ventures

79% 76%

47%
26% 24%
I l b

Strategically Listed financial Increases the Establish early Increase sales or Leverage

aligned with returns as a core ability to be a  relationships  profits of the portfolio

relevant and objective  thought leader in with potential incumbent companies to
emerging the category acquisition companies improve internal
companies targets efficiencies

This assessment proves to be corroboraitddthe testimonies we got from our interviews.

fact,akey motivation for corporates to create a CVC is to screen new disruptive trends as early as possible.
Some industries, like Banking and Insurance have edtlessoutbreak of neparadigmsfintech,
blockchain and uberization.

CVC1 0 Wereated a CVC because we wanted to spot new technologiestearlye watgatad by a
new trend, as was BNP Paribas witN Campte | 6 .

CVC20 We d i dhowmtodsseds theimpact of the sharing economy. More precisely, we wanted to
fast the insurance market was going to be uberized. If peopleadkef BlaBiag draimgtar, this represents
as many insurance contract that we wondt sell

CompteNickel is a French startup founded in 2014, which offers consumelesbadcounts

that can be opened in French convenience stores, with only and ID and a phond hersbearice
includes a credit card, a web interface to manage the bank, arwbcosts 20 euros per yEampte

Nickel was acquired by the French bank BNP Paribas itn2&Estingly, Compidickel was supported

by oneangeb Conf ®d ®r a tandoone IMCeParteéhwWentutes, Isut ne &8kErance, the four

bigegest retail barskBNP Paribas, Société Générale, Crédit Agricole and BPCE, do not have BimgyCVC.
have chosen to manage innovation and R&D internally, with multibillion investments for internal
innovation prograrisand acquire startup if needed, whew prove to be successfiliis choice is really
specific to the banking and insurance industry, in which players have a massive investment power.

As for the uberization, insurance market is a case irFooiimsurers, creating partnerships with

carsharing platforns keybecause this new consumer hahitisar source of loss of revenues for insurers.
As a consequence, we can see that Allianz partnered with Drivy, Axa partnered WittABufoanir
went a step further by investing Koolaad TravelerCar.

CVC30For our company, which makes sever al bill
business is pretty much nothingo.

CVC4o0Most retail banks, epsptatastaglTHisys aveny lo® poatifon , 8
t hem, and margi nal on their bal ance sheet 6.

9 «We are going to invest 3 billion euros between 2017 and 2020, mainly for digitalization; this is the right time to
ac c el e rladrentBpnnalée GEMes Echos 02/07/2017
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BNP Paribas made 8.1 billiearos net income, Société Générale made 2.9 billion euros net income.
Therefore, spotting digstive startups early and creatirdedicated structuikd a CVC, to invest little
money at low valuations is not a priority.

On the other hand, in industries where profitability @std generation is more strained, setting up a CvVC
is the preferred way of optimizing investments.

- CVCs501 n our @edple verywgeod bt spotEng startups at an early stage. This is good for us,
we can spend little money while having a sigt

Setting up a CVC managed by VC professionals is good way to source deals earlygrand to ent
startups at a low valuatidiis substantiates the results we obtained in partthie atage of investment
of CVCs. Before 2011, corporate investments in startups were mostly late stage acquisitions, but corporates
are increasingly hiring experien¢€ professionals to investment in startups éarbther obvious
motivation of early investment for CVC is to obtain an exclusive relationship. We will elaborate further on
this point later in the second subpart.

At this point, it important to precise that CVCs are not the only way for corporates to increase their
awareness on their marKétere is a different set of complemerttois, whictdo not necessarily imply
equity injection.

- CVC80 We hup areaeleragot, bootcamps, mentorship programs, to increase the awareness of ou
on the market. These programs are the best suited to early stage startups. Then for Series A, Series
much ocused investments for digitalizationo.

Even if spending a lot of money in late stage acquisitions is not a constraint for most retail banks and
insurance groups, it appears that having more refined tools addressing all maturity stages forces these groups
to have a clearamovationstrategy.

B. The holistic approach : ucturation of both ecosystem andralue chain

A key learning point durimgir interviews is that CVCs dot only invest in startups in order to
secure business with them, or in order to acquire themtateecond key motii@t is to structure tlire
market and the ecosystem, ind@&ler reasoning.

- CVCr:o I n nsurarteeh,la lot of young startups come up willeasstugtivey lack financing, mostly
because traditional IVCs do not have the level of expertise to understand their valuegmdposition. We \
this very young ecosystemoé

- CVC80Our objective allaoburstatapn gortfoli¥e @rdyworledirdctiyl®ithn e s s w
of themo

We will elaborate further on the independence issue of startups in which CVCs havAtithviegieiht,

we have to keep in mind that some CVCs have a strong degree of independence withtéhparerisra

This is the case when the investment team of the CVC owns the capital of thah@®/gituation, the

corporate parent is only a LP, often the unique one, which dictates the investment strategy and is consulted
as a strategic advisor, buéslmot have veto rights on investments of the €\&ich a case, the CVC

does not have strong incentives to create business with the startup, as the former wants to let the startup
develop business independently, and maximize his financial return.

Bestles, some ecosystems need to be structured and supported, teidreatscacle between
VCs, Universities, Incubators and companies. This is what has been done in London for fintech for the past
5 years, and what Paris wants to achieve for fintech and insurancetech now.
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- IVC1L:0 Our L Pscorporatese fli v eal \Boskipgnirothe same industhey gave us the
mission to suppor aup petosystemdby makiegtment in startups and SMESs, because the reliability of
suppliers is key for the business of our LPs.

- IVC2:00Our mi s s i on heinstwoelofsuppliero Today, ow oPkhisadeastdrendred
of suppliers. I n the end, they expect to have

This quotes illustrate the fact that corporates are not using only one tool to invest Masadtihem

are also investirindirectly as LPs in IVQsis may be a first step before the creation of a CVC, as indirect
investment does not require the same level of knowledge of investment pvimcessgsortantly, in this
example, some big corporates do not want to investiydin suppliers. The first reason, is strategic, as
acquiring companies ongls of the value chain may not necessarily deettenove for corporates.

Our study is not about the choice of the best tool for corporates to invest in innovtht®is, asopic of

research in itsefbverall, CVC creation is motivated by two reasons: increasing the awareness of the parent
company on new disruptive trends, and structuring an eco§}é@ims. often not the unique tool that
corporatesiseto investin innovation. But thiform of investment brings the advantage of setting up an
independent investment team, and letting an indispensable independencesia patfofio. This is

the topic of the following part.

C. Is the rationale that clear andsustanable?

Part of the investment instuyd IVC funds ahead sees undex quite unfavourable light the role
and purpose of CVC funds. Skeptics often blame CVC for its lack of professioial@mranvestment
philosophy. In 2012, Mahen&amsinghaniutghor of The business of Venture'Gapitadt: O CVCs ar e
notoriously fickl® either its strategy du jouradrange of the guard. Its misalignment of financial interest
or lack of accountabilifyat times, CVC even invest in compepiogfolio companies to gain access to
technol ogi eso. Even if this kind of quotation c
some players with few confidence on describing a clear arirtoatyategy for their fund.

- CVQQ:0We start ed -stagecempanieslgtwe are revaemting us @waldymore mature, re
generating startups. The corporate direction has been quite unclear at the beginning about the key cr
the choice of an investstegitegic investments can encompass many different realities.

It was clear during our investigations that part of the CVC ecosystem rely on quite weak foundations with
CVC firms smewhat created to surf on an upward wave sgiattap ecosystelahenda Ramsinghani

has also questioned the legitimate creation of CVC funds, blaming them for being market followers only.
ol f corporates are getting back in the market, [
that they get in at the tothen get frustrated and sell a the bottom. That is historical pattern of most
corporate VCs.

- CVC100By facts, we are following aldgdoimiggapproach and, step by step, Wimdirggfihallideal
investment philosophy for thestpse@s if weere a young venture ourselves. But to be 100% honest, r
one in the compaowd our CVC will be sustainable ovettehm land which criteria will the corporate
direction take into account for keeping it or

Critics gainst CVC funds may be heard but it seems hazardous to generali$értugin. our
investigations and discussions, it appears that this alleged lack of professionalism from CVC funds is often
unjustified, especially looking at the dynamism of large@fai@é. Moreover, doubts could be mitigated

simply by the fact CVC is new for compadifes French ones ahead as the phenomenon has appeared

10The Business of Venture Capital: Insights from Leading Practitioners on the Art of Raising a Fun@rBa@bStructuring, Va
and Exit StrategMahendra Ramsingha2011

11 Down with CVE Yeah, You Know, A& Huh May, 31 2012 by Mahendra R.
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later in Europe. With time passing by, these structures may gain in experience and establish themselves more
clearly as efficient and valuable investment players in the ecosystem. This aspect would be studied in the
|l ast par through the specific angle of employees

3.2  The potential for conflict of interests between CVCs and startups

When aCVCfund entesthe capital of a startup, there is a clear potential for conflicts of interest.
According toChemmanur (201,33VGbacked firms may be subject to invasive corporate interventions
that impede their developmerark & Steensma (20€Xplainthat the first type of conflict of interest
happens when the startup cannot partner with a competitor of the CVC, or to business with a competitor
of the parent CVC. The second type of conflict of interest occurs when the parent company products
compete \th those of the startu@verall corporates do not like to see other cortgétivesting in the
same startup. On the other hand, for startup, each partnership aridréastaaclery precious assets. The
ability to remain independent is thus cruldiese two motivations may collide.

A. Conflict of interests and investment strategies of CVCs
- IVC30Conflict of interests are obviously a key
round, because they are afraid of exclesivei ons hi ps. Negotiation of ¢

The issue highlighted in the previous quote is that startupers are afraid of being categorized as
exclusively tied to a corporate. This issue for future financing roundsd &or the overall development
of the busines®Ve can link this statement to the qudisitaesults we obtained parA2 a reminder, we
found that, on average, CVCs invested later thanTg@splain this result, we posited that CVCs were
more riskaverse than IVCs and less experienced to source deals at an early stage. Another explanation can
be found on the startup side, as entrepreneurs may not want to be tied to a corporate atliedalsgt stage.
entrepreneurs themselves are aware of the issue.

- STARTUP1OWhi |l e raising funds abroad, we reali ze:¢
we already have a CVC fund in our capital. They feared our product development will be oriented excl
the satisfaction of the egoparagr and that we would eventually lack of scalability. They also thought ti
scenari o was too much reduced to an acqui siti

With this kind of issueshareholdr agreement is a key document, as it contains clauses onygxclusivit
governance, and liquidity at exit. A very interesting topic of research, which is not that of our study, would
be the analysis of shareholder agreements between, startups, CVCs and IVCs.

On the other hand, we see another counteracting$@né. staujps make the choice of opting for a CVC
at a seed stage, and live with any problem of exclusivity and categorization.

- STARTUP20 Our CVC is our unique sharehol der, and
CVC, and becauseofthecent rati on of our industry, we ha
- CVClLoFor a CVC, the advantage of i nwreosnteiyndg at

From the CVC point of view, the clear advantage of entering at a seed stage is to invest small tickets at a
low valuationAs we said in the previous subpart, some CVCs made the clear choice, of hiring experienced
investors capable of sourcing deals araearly stag@verall, the investment strategy of CVCs, is
influenced by many different factors. From the startup side, we have to take into account the willingness of
the entrepreneuo remain independent, burt the other hanthe necessity to finéh&incing at an early

stage. From the CVC point of view, the degree ohvekion of the CVE€oncerning early stage
investmentss a decisive factor, but on the other hand, CVCs want to tie relationships early with startups
for strategic reasons, andythgant to enter at low valuatioWdl these factors are central during
negotiations, and the shareholder agreement formalizes the outcome of the negotiations.
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B. Composition of the investment club
- CVCl2 0 Wh e n fand<alfgady shareholdaly ithothers a lot other CVC urmise parents
compete on the same marketé

- CVCl3oWe ask for exclusivity in our industry i
are opened, since it is in the best interest of the stanegtdhEN@dvhich works in a different
industry, the startup is totally freeo

Some practices are wadtablished in the CVC world. When the parents of two CVCs compete on
the same market, they will usually not invest in the same startup, engnstakes. As an illustration
(and only), Axa andlllianz would not probablye co-investors in a startup SerieE#en in terms of
partnerships, that do not imply equity ownership, most CVCs ask for exclusivity in their industry.

Then each setup idfdrent. For instance, if the clients of a startup are competitors of a CVC that invested
in this startup, the latter may be more epemed. Our interviewees are more eager to let as much freedom
as possible, as it is in the best interest of the slaxelpment.

Another setup is the situation when two CVCs from different industries invest in the same startup.
For this point we can refer to partr@sults, when we found that 85% of CVC deals only included one
CVC. Using our deal database, a very interesting example is the Series B of Koolicar in April 2016, which
had only two investors, MAIF Avenir and PSA Peugeot Citroen. This is a typicalnhemplere than
one C\C is involved, because two different industries, automotive and insurance are impacted by a new
consumption habipeetto-peer car rentalhe other typical example where more than one CVC invests in
a funding round is when parentgrany of the CVC have their core business in different geography. The
typical example is Sigfox, which has significant capex and is developing very specialized and technical
infrastructure assets over the world. As a consequence, it made sense fanateisotopnvest through
their CVC (Telefonica and SK Telecom), but also CVCs that had interest in 10T to a larger extent (Intel,
Air Liquide, Engie).

- CVCl40The startups we have in portfoliporathave a
force exclusivity. Some of our startups have

- CVC1% This is in |ine with our governance stru
objective is financial retunanitiex one objective is revenue growth. There is @ abnflict of interest

After 2015, rag newly created CVC firrhave adopted a governance structure in which the CVC is owned

by the investment team, with a strong degree of independence from théequapenéTlhis form of

structure is prevalent when the corporate does not necessarily want to acquire the startup, but more to
structure the ecosystem, or increase its awahetieisscase, CVC investors behave as if they were an IVC

in terms financiagoals, as they hasienilar compensation scheme, Witir own carried intere$tere is

hardly any risk of conflict of interest in this situation.

- CVC16edDo notdieve that CVCs are rookiebelttaaae professionally, and they have clear procedures
conflict of interestso

Finally most conflicts of interest are addressed in a preventive way, in the shareholder agreement,
with clear procedurdslauses about competition, partnerships andiitylare explicitly. Exit is another
important topic for entrepreneur, and a potential source of conflict of interests. For instance right of first
offer and right of first refusal may prevent entrepreneurs from maximizing their financial return, as a
corporate whose \IC is already a shareholderdragcentive to push the valuatidrihe startuglown
at exitOnce again, the use of such clauses would be another very interesting topic of research.

In summary, in the venture capital world, there éaapdtential for conflicts of interglsétween CVCs
and startups. They occur mainly when it comes to negotiating exclusivity with the corporate, in terms of
customers, partnerships and competition. The second source is the negotiation of exitEmrditans.
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analysis, we can conclude that relationships between CVCs and startup may either be strongly exclusive,
with a CVC being the only investor at an early stage in a fully committed startup, or very loose, with a CVC
very independent from the corgerparent, that give a lot of freedom to the startup to détsdlapiness.

Finally conflict also exidietween CVCs that want to invest in the same startup. From what we have seen,
CVCs with an identical underlying market will never invest togetkemplementarities are increasingly
common when CVCs from different industries or different geographies are impacted by a same disruptive
model.

3.3 CVCs and IVCs investment strategies
A. The contribution to startups in portfolio

Chemmanur (201 provided statistical evideri@éC-backed firms in the US are more innovative
in terms of patent®ark & Steensma (20pigved that CV@irmscreate synergies with startups when the
latter use parent company product development, manufacturing, legalistibution and customer
service, to commercialize new products. New ventures that require high development costs benefit the most
from this help. As far as they are concerned, IVC investors provide managerial advice, referrals to customers,
alliancepartners, management talent, and help toofhmet investors. CVC objectives aréirnd other
suppliers or buyers, develop internationally, identify novel pthdtiobay replace theirs.

As we indicated previously, the investment strategy of CVi@ehashang@na lot over the past three
yearsaandwhenthe literature we make reference to here atmwveeleasebh this subpart, we are going

to analyse how CVCs help develop business of startups in portfolio, and how it has evolvedTgince 2014.
each professional we interviewed, we asked to rank by order of priority their key inputs indhéGtartup
relationship.

- STARTUP30 Our CVC contributes to the devel opment
and we-develapir products, data sharing. To write a long story togethernygouinesthke ateea
startup, a partnership is not enougho.

Some startups opt for CVCsugque investors at a seed stage. In those situations, the startup is
guasiintegratd to the business of the parent corpoBadth parent corporatind the startupenefit from
significant synergies. The startup benefits from the experience of the corporate and his knowledge on the
market. For instance, corptes collect a lot of datehichis very valuable for startufpsaddition to that,
for the entrepreneur we met, the CVC was sharing its distribution network and providing a significant help
for marketingMentorship works in both wagsworking sessions are scheduled betweenttieprenesr
and managers of the corpordieese interactions enable the corporate to increase its awareness on the
market, and learn best practices from entrepreAsus. previously stressed previously, this setup is very
engaging for the startupghich could probably not survive without the corpofdts. dependence is
formalized in the shareholder agreement, and is a conscious choice from entreprenes the met.
entrepreneur says above, having an equity link, instead of a loose patwerghipportant, because it
is a guarantee of long standing collaboratioof@idgnment of interestnvestments where CVCs invest
alone in early stage startups have become very common since 2015, with for instance OnePark (Keolis),
Ignilife (MalakoffMederic), Koolicar (MAIF Avenir, PSA), or Wynd (Orange Digital Ventures, Sodexo
Ventures).

- CVCl70For startups we have in portfolio, a par
a big support. We organize meetingstvegeiathe managers of the corporate and entrepreneurs. We he
startugfor all financiedated topics

Synergies between the corporate, and the startup is the first reason why CVCs invest Evarstartup.
CVCs that have a high degree oéfreshdence with the parent corporate, as the one we quote above,
partnerships and meetings betwherentrepreneurs and corporate executives is highly-ategfthe

main explanation is the following. Even if the corporate is not the controllingldaacétibe CVChe
corporate is the unique Limited Partner of the fnthis point, we need to keep in mind that Limited
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Partners first negotiate the contract sigeshviae buy shares of thend. Being the only LP, it heas
significant bargaining ywer when the investment strategy is defined. This includes the investment
opportunities eligible, and the governance issues between startups andThen@\RS. are member of

the strategic committee of the CVC, and there are consulted before evargnneéshe CVC. In

practice, this is almost a veto right on investnitantsll these reasons, and however independent a CVC

may be from his corporate parent, synergies with the corporate is the first reason why an investment is
made.

- CVCl80 We f i r Fhen vieerbiing @ydidsaokeRperiermee market, startups enjoy the seniority
of our corporate comex nfdmabdrzving more than 10 startups in portfolio, we not only create synergies
startups and the corpordse between startups thdwsehating an ecdsystem

From the two latest quotes from CVCs above, a key learning point is that the second main contribution of

a CVC is a help for all the finaneialated topicsThey first bring casfthe CVC we que here above

even stressed that they targeted early stage investments, because entrepreneurs were likely to accept ar
investor, on condition that théying cash.

Synergies between startups in portfolio is another big contrdfu@gs, as most of the CVCs
created since 2014 have invested in more than 10 s&wQpdry to foster collaboration, and sharing of
best practices between entreprendinis.is mostly done through incubators in addition to the equity
investmentUsudly, this is more a feature of IVCs, which develop themselves incubators as Partech
Ventures with the Partech Shaker, or Bpifrance with leQdriorates have adopted later this form of
support to startups, as PSA in 2016.

Symmetrically, CVC unable toyide startups with effective synergies sometimes fail to maintain a long
term relationship.

- CVCl96Due to political reasons within the grou
business we had initially planned to develphéimdartunately, the startup was no longer finding in the
relationship what it had looked for at first place, meaning a business case. In 6 months, our links go
we had finally to disinvestéd

- STARTUP40 To me, t hifisancedfiom a GVE ts o taeastaelcpgment pgogedt with the
fund. Having a business case formalized is ke

From the startup poirdf view, this aspect is ajgsaramount as the choice towards a CVC can be made
precisely to benefit from synergies.

B. How CVCs and IVCs complement each other
In our quantitative analysis pamv2 saw that in 2016, 15% of VC deals included at least one CVC,
a figure that grew up from 5% in 2014. On the othed,hn 2016, 21% of deals that included a CVC
included onlpne CVCTherefore, most VC fundraising include a mix of IVCs, CVCs and also government
related funds (Bpifrance and regional fuidssaw in the previous part the rising trend of CVCs investing
alone early stage. However, VC funds and startups lgoknfdementarity in investment clubs.

- IVC40We help companies that we have in portfol
CVCs are offering that we cannot, is the find the right person to whom they cargapeaitionblg, complex
structures of corporateso

Financial advisory for external growth and fundraising seems to be the domain of expertise of IVCs, where
CVCs bring less to startugidn the other hand, CVCs give to startups a better access and a better
understading of the organigram of corporates, which is key in certain indestirestance in Aerospace

& Defense, most startups are suppliers of big corporates as Airbus, Safran or Thales. As a consequence,
building the right connection is essertighe ed, even if CVCs role and input is becoming increasingly
similar to those of IVCs, they still remain complementary. This analysis is a good explanation why the
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percentage of VC investments with CVCs has been increasing to 15% as of 2016, but 85%owaitlthe dea
a CVC, only includes one CVC.

Complementarity can also be understood with the selection effect, the fact that CVCs and IVCs
will not target the same opportunitigée saw in part two that CVCs emanating from large industrialists
had, as expecteatlclear tendency to invest in startups developing specialized assets inititistogvn
(IoT, Biotech, Embbeded networkdhd CVCs and startupers we interviewed clearly indicated that CVCs
are most welcomed by startups developing capital intensieeyaspkcialized assets, as CVCs understand
much better the potential of the startlip.illustrate this complementarity, ekWateur is an alternative
electricity provider that raised 2 million euros in a seed roun®@@B#l from Aster Capital, BNP
Develppement and Bouygues Telecom Initiativethis investment club, BNPedeloppement is a
traditional IVC with a financial expertise, Bouygues Telecom Initiatives is a CVC with a deep technical
expertise in networks, and finally Aster Capital is awith@ hybrid structure, as its LPs are Schneider
Electrics, Alstom and Solv&inally, we have to keep in mind that even IVC are targeting different types
of investment opportunities, depending ofrtdemain of expertis&rom this perspective, CVCeg ar
nothing but VCs il a very focused domaihexpertise.

3.4 Background of CVC employees

Earlier in this studyve saw that C\&Qend to invest atlater stage than typical V&3sthe former
aretargeting series B financorgaverageAmong the variowexplanations that could be found, one could
think that CVC look for more mature projects so as to guarantee immediate synergies or business cases to
their groups. However, we wondered if this feature could be also explained looking at CVC employees
backgrond. In fact, we made the hypothesis that this aversion to early ventures may be explained by
employees being less used to the world of venture capital and startup and beexpef@mce in the
earlystage funding.

A. Methodology
To further elaborate around this assumption, we reviawagtails the background of 186

employees currently working for CVC and VC fulRatseach profile, we focus on theiperience before
joining the CVCTo do so, we use the public information available on the internet through social network
LinkedIn.We looked for experience in the fields of investment banking and finance (PE, M&A), within VC
firms, in startups or in specific structures nurturing thedtion ecosystem (incubators) andlirialthe
mother company of the CVC they are working for or in industrial groups which core business is directly or
indirectly linked to the mother company busiokttse CVC fundcompetitor, supplier).

For eactcategory of experience (finance, VC, startup, corporate), we analyse the number of years
of experience to add further depth to the analysis. For each profile, only the pperienséefore
entering the XZC fund d were taken into account. If a pifiad worked in another CVC before entering
the CVC he is currently working for, we considered it as an experience in VC, not in corporate. We also
considered that bgj in the board of a startup could betlabelled as an experience in startup. Only
empoyees having founded or worked for a startup in the past have been granted years of experiences in
this category.

For the people working for French VC funds, any experience in a group which was not operating in the
finance, banking or consulting sest@s considered as corporate experience.

Among the 186 profiles reviewed, 62 were people currently working for a French CVC fund, 62 for a foreign
CVC fund and 62 for a French VC fund. Using this split, we could compare efficiently the background of
FrenchCVC employees to VC employees first and to foreign CVC employees in a second analysis.

B. Profile ofthe French CVC funds employees
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Reviewing the background of téens working in FrencBVC, we found that CVC employees
are more corporate employees Ya investorsin fact 76% of CVC employees havsignificant in
corporated meaning in an industrial grouge | at ed to the CVC fundds mot h
companyitsel® while only 1% of them know the world of VC. More strikingly, onl% X8 CVC

employeebave experiencedstartup projecQuite interestingly, 39% of French CVC employees have
worked in financial positions in the past.

French CVC employees background

76%

39%

18%
13%

PE/M&A/Banking VC Startup Corporate

Looking now deeper into the profiles, we saw that talents with past corporate experiences have
worked 13,5 years in average for big groups. Meanwhile, the talents who have had previous VC experiences
only have worked 3,6 years in average for the VC Tinedaverage number of years of experience for
startups and financial positions are quite similar with 4 and 4,1 years. This second analysis strenghthens
further the idea that French CVC employees are more corporate workers than VC investors or startup
friendly profiles.

French CVC employees background

- average number of years of experience

135
4
] ] l
Finance VC Startups Corporate
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C. French CVC employees vs French VC employees

As a second step and to further elaborate our analysis, we analysed 62 extra profiles but from French classic
VC, so as to compare them with the 62 French CVC talents we analysed previously.

Backgrounds of CVC and VC employdsssector

76%

50%
W French VC

W% 40% %
39% 39% 31% m French CVC
0
18%
13%

Finance Startups Corpo

It is striking how different French VC and French CVC employees differ from background. While
76% of French CVC employees have a corporate background, only 31% of Fremgbyé€shave so.
Reversely, with our sample, French VC employees are 39% and 40% to have a past experience in a startup
or in another VC before joining their current VC firm while only 18% and 13% of French CVC employees
are in this situation. It is al@rth noting that half of the French VC employees have had a working
experience at a financial position while this is slightly do8886 - for our sample of French CVC
employees.

Backgrounds of CVC and VC employea®&rage number of years of experience

13.5

m French VC
m French CVC

Finance Startups Corpo

This result igonfirmed looking at the average number of years of experience for each category.
French VC employees have only 4,4 years of experience in average in a industiedegstigs figure
hits a 13,5 level for French CVC employees. However, for theatégary, whether it is a French CVC
employee or a VC employee with background in finance, VC or startups, it seems that their number of years
of experience are quite similar around 4 years roughly.
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D. French CVC employees vs Foreign CVC employees

We alsodecided to checik French CVC employees diffey backgroundrom foreign CVC
employees. Quite interestingly, French CVC employees are more corporate than foreign ones and foreign
CVC employees know significantly better the world of VC than French ones.

Backgrounds of CVC employedsy sector
76%

66%

39%

34% 39% Foreign CVC
m French CVC
18%
I 15% 1304
Finance VC Startups Corpo

Foreign CVC employeesth VC background amount to 32% while on B8 French CVC
employees have had presgienperiences in VC. And only®66f foreign CVC employees have a corporate
profile while it reaches 76% for French CVC employees. Frencke€WQo hire more easily people
coming from the corporate itself than people wiperence in VC or in startup.

CVC employees backgrounav. experience by sector (years)

14.2
9.6
Foreign CVC
6.1 m French
3.8 4
3.1 30 I 2.8
Finance VC Startups Corpo

This result is even clearer looking at the average number of years of experience by sector. Foreign
CVC employees with VC background lwvaverage, byears of experience in VC firmkile the few
French CVC employees knowing the \W@dionly totalize an average y&ars of experience in this field.
Reversely, looking at experience within industrial companies, French CVC emplayedikahg tm be
veterandrom the group with more than Yéars of experience. It seems that French CVC value a lot
corporate profile with significant experience in the corporate itself when foreign CVC tend to hire people
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with strong background in VC fun@ne explanation to this result could be explained by the level of
maturity of CVC firms. With CVC firms which are generally-aldesample have a lot of American CVC
funds & foreign companies may tend to have priofesiized through the years hiring more and more
professional investors through the years and recruiting less for the mother company (corporate) itself. In

France, where CVC funds are still young, big groups may favour internal recruitments with corporate
profiles.
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Conclusion:

VC activity has experien@ethassive booaround the world over the past two years, in terms of
number of dealsind amount invested. France especially is a fast growing market, sypihertese of
several unicorrand sucessfalt ar t up s, namely Bl aBl aCar, Sigfox,
investments, Corporate Venture Cap@aiC) is a fast growing segment. Amounts invested in French
startups by CVCs has been multiplied by 5 sidde &0d around 15% of VC investments in French
investments include at least one CVC in the investment club.

As opmsed to France, CVC activity had alrbadn strong since 1990 in the US, Japan, German
and Nordics. In those countries, CVCs generallysbageal hundred million euros under management,
and thus adopted a crdgwder investment strategy. In this respect 41% of CVCs that invested in French
companies since 2003 are not French. In France, CVC creation has been booming since 2015, with 9
Corpoiate Venture Capital furdeations. To a larger extent, CVC momentum is very much related to
corporate investment in startups, which comprises other strategies, namely direct investment or funds of
fund.

CVCs were present in 15% of investmengtartupsn 2016, but represented 32% of amount
investedTherefore CVCs average investment ticket is higher than that ofhgds.due tdwo main
factors. First, CVCs tend to invest at & faggdhan IVCsAs a consequendhey need to invest more
moneyto own a given stake of the startup capital. Second, CVC target companies in very specific industries,
often with high caperequirement, and thus high funding needs (néoitelyirtual Reality, Biech or
Autonomous transportatioigontrary to what weould expect, CVC do not invest in startups with a view
to ease a future acquisition by the corporate phreas. never been the case for French startups since
2003. Finally, we found that investment duration of CVCs is 1.1 year lower than fordvVé&ulflisidue
to the fact that CVCs arrive on average at a later stage, while in most cases, all investors exit at once for
liquidity purposédn terms of exit, we find that a greater proportion of-6&&ed startups are going IPO,
compared to IVC onlyacked startup, which we consider as a clear measure of success for CVC. From this
perspective though, we have to keep in mind the aforementioned selection effect.

Our qualitative analysis shows that CVCerararilylooking for a strategfit and syneyies,
contrary to IVCs, that are looking for financial return. For a startup, CVCs give access to the whole network
of the corporate parent, from the R&D to the client, and collaboration is key. As a consequence, for a given
startup, CVCs and IVCs are gbementing each oth&8% of CVC investments since 2003 included only
one CVC, but we are witnessing an increasing number of startup with 2 or 3 CVCs, provided that they are
operating in different industries or geographigfax is a case in poinboking at the background of CVC
investment teams in France, around 75% of CVC investors have a corporate background, with a significant
experience (13 years on averagecdmarisononly 31% of IVC investors have a corporate background,
and more than 50%orked in finance beforEhe same analysis for foreign CVCs shows the same tendency
for CVCs to hire internally, but background distribution is more evenly spread.

CVC investment strategy has been fast moving over the past years. CVCs are indr@asingly hi
former experienced VC investors, and more and more acting as traditional IVC investors. They are
increasingly trying to spot early stage investments, looking for lower valuations, and a more exclusive
relationship with the startuBesides, some CV@se not trying to secure exclusive relationships with
startups in which they invested, but more to support an innovation ecosystem in their very specific industry.
Of all startups in which they have invested, some prove to be a source of disruptiordimtiyebut
others will just be seen as financial investments. CVCs are differing a lot when it comes to tackling conflicts
of interests. Some are implemented clear procedures to avoid such conflicts, and are giving a lot of
independende startups wheit comes to securing business with clients, and partnétehipser, other
CVCs try to invest at a very early stage to secure highly exclusive relationships, and weork on a co
development mode with the corporate parent. In this situation, partnelighipand exit strategy are a
clear source of conflict of interéshally, we have to keep in mind that CVC development in Frsiiite is
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recent, and that mo€C investments are still in portfokar this reason, a siarilstudy in few years
wouldbe highly insightful.
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