SPECIAL REPORT - UNIVERSITIES EMERGE AS AN IMPORTANT CATALYST
'IN THE NEW BUSINESS DEVELOPMENT PROCESS

Venture capital, once Though+ of only as a high s?akes, hlgh roliers game, !s .
belng percelved more and more as a panacea to the nation's economic problems, In
many areas without local venture capital, a key concern has become how to attract
venture capitalists to actlvely Invest In the area or, better, to locate there in
order to spur new company formaflons. : .

Although many In the publ!c sector concerned wifh economic development bel feve
that local venture caplital sources must be developed, analyses by Venture
Economics show that there Is no necessary correlation between the amount of -
venture capltal belng managed In a region and the share of natlonaily avallable
venture capltal that entrepreneurs In that region attract. For example, entre-
preneurs In |1l1nois recelved only 1.2% of the venturé capital disbursed 1n 1982
despite the fact that, at mid-1982, 12§ of the nation's venture capltal was being
managed In that s+aTe. Nor have signiflicant increases over the past few years In
the amount of venture capital being managed in Connecticut led fo proportionate
Inureases in venture Investment acfivlfy there,

Others, ma!nly In the prlvafe secfor, cIflng states such as Colorado and
Washington, argue that venture capltal Is drawn Into new areas as entrepreneurs
emerge, While this Is to 2 varying extent frue, the Northern Callfornia experi-
ence does suggest that mare entrepreneurs "come out of the woodwork" when they
percelve numerous sources of seed and startup caplital.

While the absence of loca! venture capltal can mean opportunities to develop new’
companles are lost, Its presence is not of Itseif enough. Other ingredients for a
fertile new business developmenf cllmate Include: a fliscal, regulatory and politi-
cal environment supportive of new enterprise development; a business community
famifiar with the problems of rapidly growing young companles; major corporate and
government R&D centers; a skilled labor force; technical and professlona)

- services; and commercial banks experienced In lending to non-tradltional flrms.

The relative signiflcance of each of the above-listed Ingredients may be debated
put [+ Is increasingly hard to escape the conclusion that universitles are playing
a key roje as catalyst in bringing ail these factors together to enhance the new
business development process. :

Analysls of the Route 128 and Silicon Valley phenomena have fed many, and righ?ly
so, fo the conclusion that MIT and Stanford made a significant contribution to the
deva!opment of these two reglons. That these technically orlented universities
had the benefit of large federally funded R&D programs should not mask the fact
That 11+ was 2 few entrepreneurially orlented facuity (llke Terman of Stanford who
lured Packard back to work with Hewlett) that made 1t happen.

As awareness of the MIT and Stanford contributions helghtens, numerous universi-

- ties. across the country are becoming Increasingly involved 1n a wide range of
acflvlfies to stimulate the new business development process. and entrepreneurial
activity In thelr region. VENTURE CAPITAL has observed fiva dlfferent ways In
which universitles are making an Impact:

1. Educa?lon and Tralning _
-~ 2. R&D Providing the Technology Base for New Ventures
3. Incubator Units/Science Parks
‘4, Technical and Management Assistance to Enfrepreneurs and lnvesfors
5. lndlrecf and Direcf Investing _
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Education and Training

Unlversities are Increasingly providing education and tralning for entrepreneurs
through entrepreneurship programs. “The professort's role Is to ignite the entre-
preneurtal spirlt," says Aibert Shapero, professor of private enterprise at Ohlo
State. Karl Vesper at the University of Washington has been active for many years:
in promoting entrepreneurship studies. Surveys he conducted Indlcated that In
1969 fewer than 10 colleges and unlversities offered entrepreneurship courses.
That number grew to over 200 by 1980 and has more than doubled since, - Each year a
conference is hefd at Babson College which brings together leading educators In
+he fleid In an attempt to further improve enfrepreneurship education,

Last year two leading venture capifalls+s, Arfhur Rock and Fayez Sarofim,
recognizing the Importance of the universitles! role'in entrepreneurship education
as well as technologlcal Innovatlion, endowed a chalr at the Harvard Business
Schoo} devoted to the creation and management of new business ventures.

in additlon to thelr programs for full-time students, many universities offer
courses and seminars on various aspects of business development Including how to
ralse venture capital. VENTURECAPITAL is co-sponsorlng two dozen seminars this
year on ralsing venture capltal about half of which are co-sponsored with univer-
slities and institutes of technology. These Include Carnegie Mellon, Case Western
Reserve, Duke, George Mason, Georgla Tech, Northeastern, Chlo State, Rensselaer
Polytechnic Institute (RPI), University of North Carolina System, the Unlversity
of Tennessee-Knoxv!lie, and the University of Texas at Austin. Interest in
sponsoring these semlinars has been expressed by a number of other universities as
well, What is Intriguing !s that, within these universities, the co-sponsoring
entity varles. in some cases, it is the business scheol or engineering department
but also Included are a patent offlce, the treasurer's office, the conflnulng
education department, and an advanced technology deve!opment. center,

University-sponsored courses and seminars are hetping create the understanding and
support required to foster new business deveiopment, particulariy where universi-
ties are making the effort o Involve professionals within their communities =--
lawyers, accountants, commerclai bankers, consultants, economlc development
officers ~- In these acfivifles as well as entrepreneurs and lnvenfors.

For example, The University of Texas at Austin's Chalr of Free Enterprise was
established In 1976 to encourage the development of reiatlonships between the
academic programs of the University of Texas and government, Industry, and other
educational centers In the United States. -

R&D Prov1ding the Technology Base for New Ventures

Universitles, through the research and development underfaken by their faculties,
'‘provide the technological base for many new venfures founded by enfrepreneurs and

- backed by venture cap!falisfs._

Stronger Ilnkages between R&D centers In the academic world and those in govern-
ment and Indusfry, active patent llcensing programs and more industry-sponsored
research at major universities throughout the country are at! contributing to the
commerciaiization of innovative technologles. Industry is continually looking to
universities and colleges for new ldeas and is, In turn, offering much needed
financial assistance to unlverslitles which are then able to improve research
faclllfles and develop new research centers. )
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Affhough I+ has been the pollicy of many unlversitles to conduct only basic
research, the Increasing collaboration of university researchers and buslness is
encouraging more applied research leading to more technology belng developed and
successfully commerciallzed. The willlngness of MiT and Stanford to allow thelr
faculty members to explolt the business potentlal of RAD conducted within thelr
wails and work with the business community was a critical factor In making Route
128 and Slllcon Valley the meccas for new technology which they have now become.

Cooperative R&D centers are springing up across the country at many major univer-
sltles: e.g. Carfiegle Meilon (robotics), Case Western Reserve (applled polymer),
MIT (manufacturing and productivity), North Carolina State (communications and
signal processing), Ohio State (welding research), Research Triangte universities
(microelectronics), RP1 (Interactive computer graphics), Rutgers (ceramics
research), Stanford (integrated systems), University of Massachusetts (polymer
research) and University of Rhode Island (robotics). This research is often
geared toward problem solving, may Include collaboration with industry researchers
and gives Industry timely access fo research results. :

The Washington Research Foundation In Seattle was set up In 1981 fo assist In the
patenting, licensing and fransferring of technology from Washington state's uni-
versities, Simllar programs are in existence at a number of other universities.

Case Western Reserve also has a new program calied "Quest for Technology" operated
Jointly with Control Data. Faculiy members are given the opportunity to present
any patents they hold for potential commerclaltzation. Control Data is currentiy
analyzing the first 40 nominations and Is expected to work with those they believe
commercially viable. - - '

Incubator Units/Science Parks

Startup companies In some areas are also discovering a haven In university
"Incubator" faclllities. Aithough the Incubators vary In terms of the services
they provide, generally, in addition to low cost space, the startup company Is

of fered access to a ready work force from the student population, faculty skilled
in advising on technical and managerlal problems, and laboratory, |lbrary,
computing and office service facllitles.

Such faclilties are located, for example, at Georgla Tech and RP!. RP! descrlbes
[ts incubator program as "the creation of an interactive environment between
Industry and education . . . where technologlical companles of tomorrow can develop
-and grow, honing their technical and entrepreneurta! skiils In an environment rich
In the knowledge necessary to bring Innovative ideas to the marketplace,®

The Unlversity City Science Center In Philadelphia, a Jolnt venture with 23 col~-
leges and universities founded 16 years ago, has one of the oldest Incubator
fac!ilties. Pennsylvanials recently created Ben Franklin Challenge Grant Program
- will help fund.four additional  Incubator centers: one is being developed near. .
- Carnegle Mellon and the University of Pltisburgh. and another at Lehigh
Unlversity, C o ' -

In 1978, the National Sclence Foundation awarded a grant o the University of Utah
to set up the Utah Innovation Center as a facillity to house fledgling companles.,
When NSF funding was ferminated In 1981, the program was continued as a private-
enterprise which malntains close university tles. o -
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Sclence parks or research parks, as fhey are somefimes called, are generally
|ocated near universltles and offer another |ink between universitles and indus-
try. The obJective of these parks Is to attract both R&D and/or manufacturing
operations of establlished technology-based companies, and new businesses from
Inside and outside of the state. The parks facllitate collaboration between the
university and indusfry which can resulf In Increased technological Innovation., .

Probably the most wel l-known such area s Research Triangle Park (RTP) in Nor+h
Caroilna located near North Carollna State Unlversity, Duke University and the
University of North~Carolina, RTP was established In 1956. Although its compa-
nies and research facilities employ close to 20,000 people, It has generated very
few splnoffs. Local communication networks befween entrepreneurs and support '
people are undeveloped and there has to date been no locally based venture '
capltal. Recently the three universities and the Idcal chambers of commerce,
(particularly the Durham Chamber) have set out to address the Issues of entre-
preneurlal education, support and the provislon of venture capital. Support from
the venture capital Tndustry could have a significant Impact on how rapidly this
area develops.

More than 18 states have or are In the process of se++lng up simitar though
smal ler sclience parks with tocal university support.

Technical and Management Assistance to Entrepreneurs and Inventors

Al Though There are only a few universities with ‘formal incubator space, many uni-
versitlies are actively Iinvolved dlrectly, or through their alumnl assoclations, in
programs designed to provide assistance to new and growing businesses. The MIT ,
Enterprise Forum, sponsored by MiT's alumni associatlion, meets regulariy to review !
and comment on the business plans of entrepreneurs. A speclal "Incubator forum" {
focuses on very early stage companles which make presentations to a panel con-

sisting of entrepreneurs, attorneys, CPAs, venture capitalists and members of the
flnancial community. The entrepreneur poses a problem which the panel and

audience can comment on. The Forum also conducts semlinars on varlous topics

related to business development; I+s Chicago branch Is co-~sponsoring a "How to

Ralse Yenture Capital™ seminar with VENTURE CAPITAL thls fall, :

Baylor Unlversity's Hankamer School of Buslness, among 1ts other activitlies almed
at preserving free enterprise and the entrepreneurial spirit, has an Innovation
Evaluation Program. The program Is designed to satisfy the need of the Inventor
for an objectlve evaluation of the commercial feasibility of an idea or Invention
and to provide guidance In Its commercial lzation,

Case Western Reserve'!s Business School operates an Innovation center which, in
additlon to conducting numerous seminars desligned to educate and assist entre-
preneurs and the communify, will soon have three graduate students avallable to
help new businesses with such things as strategy development and business plan
preparation.  The Center also provides advice and guidance 1n selecting profes-
slonals such as attorneys and CPAs and will Introduce entrepreneurs to venture
caplfallsfs. . : :

The PI++sburgh Enterprise Corporafion, a joint effort between Carnegie Mellon and
the University of Pittsburgh, operates as a condult between university, industry
and government to foster new business development. The Center has been instrumen-
tal In supporting and securing funding for a number of successful startup compa-
nies, one of which was Tartan Laboraforles which recelved several rounds of
venture capl+al f Inancing. :
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aBringlng these new ‘Ideas to the marketplace Is the ultimate goal of the unlversity
Incubator programs and universlty outreach programs. These universifies have
strong ties with the business and financlal communlties and work hard to help
launch these companies nurtured within their walls or developed with thelr advice

and counsel.

Strong ties with-the venture capltal community Is an objective of many univer-
si+les. Where there are local venture capltallists, the universities develop
relationships with them, Where there are no local venture capifalists, universi-
t+ies have made efforts to attract the interest of venture capitalists outside the
area to make Investments there or to start new local funds or branch offlices.

The Amerlcan Electronics Assoclation (AEA) seminar format, which brings venture
capitallsts and other lavestors together to listen to presentations by entrepren-
eurs, has been adopted by some unlversities. Georgia Tech has concentrated the
efforts of its Advanced Technology Development Center on bringing together
promising new local companles with venture capital Investors across the country.
Its Continuing Education Depariment has been operating such a conference for the
past four years and will conduct its fifth annual seminar in October. RPI
conducted a simllar conference In May and Southern Methodlst University will
sponsor one in the fall. In June, Georgla Tech sponsored I+s first seed capltal
~conference which will also become an annual university program.

Indirect and Direct Investing

Universitles also participate more directly In the venture capl¥al process through
investments in venture capital partnerships. To date, unlversitles have Invested
approximately $350 miillon kn partnerships, of which about $290 milllon was
Invested since 1980. Some of the more active Investors Include Boston University,
Carnegle Mellon, Harvard, MIT, Stanford and Yale, although there are a number of

. other unlversitles such as Dartmouth, Duke and Notre Dame which have made commlt-
- ments to venture firms. - -

Some universities wil| make direct Investments in companies, usually elther along
side thelr venture capital partners or occaslionally In companies which have spun
out from the university's |aboratory or research center. These universitles
Inctude Boston Unlversity, University of Chicago, Grinneil College In lowa,
Harvard, Lawrence University In Appleton, Wisconsin, The University of Notre Dame,
University of Rochester, RPl, and Stanford. Michigan Tech recently formed the
first university-funded SBiC, Michigan Tech Capital Corporation. Another mcde of
Involvement is [llustrated by Brown Unlversity which has recently acqulired a
~minority interest in a spinoff In return for Its contribution of technology.

These fypes of Investments are usually made from the university's endowment fund
_ with the capltal gain as Thg objecflva rather than new business development.

_ ‘ S | . : _ : _
.. Because the companies spinning out from the universities are often In need of seed
capital flnancling, much discussion Is golng on among universities anxlous to

establish seed capital funds, or support the formation of & seed capital fund
outside the university with which It can malntaln strong tles. Georgla Tech lIs
supporting the formation of a seed caplital fund In Atianta, Carnegie Mellon and
Case Western, among others, are contemplating how they might establish one.

The University of Pennsylvania's Wharton lnnovation Center recently entered into

an agreement wlth The Seed Company, under which Wharton will assist In the
formation and capitallzation of a venture capital partnership, provide analysls of
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- proposed Investments and-zssist [n the management of these investments. Since
1980, the innovation Center has been working with entrepreneurs and technology
oriented flrms In developing business and operating plans, market strategles and

helping to secure financing.

Conclusion

As +he universities garner more government and iocal industry financial support,
1t Is probable that they will expand their efforts toward supporting and funding
seed stage companies. They have the resources to nurture fledg! ing enterprlises
and, by maintalning close fles to industry and the financial community, they can
become more and more skiiled In Identifying and pursuing +he seedlings with the
most potential for commerclial success. ' : ' '

Much of this activity Is relatively new. Until recently, universitles had spurned
the commerciaj exploitation of their research, but changes in federal funding

pol tcy and the Increased costs for research, are forcing them to become more
pragmatic. Proflts accumutated through these new efforts can then be channeled
back to the baslc research centers of the universitles,

The success of the university research and cooperative commerclal deve!opment
conducted across the country will Impact significantly on the U.S.'s response to
competition from Japan and Eurocpe. Support from industry and strong ties to the
private sector are therefore imperative fo focus university research on critical
areas, Even more Important !s the need for collaboration among the universities
as well and not let them be too regionally orlented. Competition between areas of
‘strength can stimulate the dev@lopment of expertise, but, |ike the venture capital
business, niches must be found and exploited to avoid needless competition between
states. [f reglons can concentrate on deveioping unique resources and expertise
and cooperate with others that have a different focus, the end results can be
considerably enhanced. ' '

The successes of the Route 128 and Sillcon Valley deveiopments were not

unrelated. There was cooperation and coordination, even if It was not always
recognized as such. Venture capltal capabllities developed within these two
reglonal economic Infrastructures and often served as a connecting link between
the two areas when the resources and expertise of one could help developments In
the other., Mayfield, a leading West Coast venture caplital firm with ciose tles to
Stanford, was Involved with the formation of The Charles River Partnership in
Boston, which had a relationship with MIT. Numerous other venture capltal firms
In both areas were Instrumental In establishing working relationships between
porifollo companles on both coasts,

University/industry cooperation will continue to foster the development of new
technologles and Innovative new businesses. The venture capltal Industry should
‘be-one of the beneficlaries of the universities! efforts, so it is Incumbent upon
more venture capltalists to become involved In helping focus the universities!

ef forts towards reallizing commercial success. o ' '

Footnote: There are numerous other universities actively Involved In programs such
as these and similar programs. It was Impossible to mention them all. Our
objective was“to highlight the emergence and diversity of the Inltlatives and the
cal [ber of .the unlversitles Involved, , ' _ :
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