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Technology Venture Capital’s Cost of |

® Venture capital as an asset class is
normally assigned one of the high-
est cost of capital hurdle rates in
the capital markets

An early-stage company’s technology must not only be
feasible, but disruptive, able to be commercialized and
not become rapidly obsolete

Competition among venture capitalists for the best
companies may result in over-valuation and poor

e In a building block formulation of
investment performance

the cost of capital, venture capital
is exposed to the risks of “less risky”
assets plus its own unique set of
risk factors

The asymmetric information problem in private equity
is further compounded in venture capital by short
operating histories and nascent markets

Paradoxically, venture capitalists must be able to
identify, access and analyze 50-100 of the hardest to
find companies in order to make a single investment

Technology Venture
Capital Hurdle Rate

No matter how transformative a technology, the
day-to-day and strategic challenges of navigating an
early-stage tech company are myriad

Small-Cap Hurdle Rate ‘

The numerous rounds of capital a start-up technol-
ogy company normally raises materially increases the
risk of diluting previous investors’ equity and control

Large-Cap Hurdle Rate

The lack of liquid capital markets to trade shares
results in long lock-up periods and diverts attention
to an exit strategy

The standard 2.5% management fees and 20% carried
interest significantly increases venture capital’s gross
hurdle rate

A unique confluence of conditions in Texas is mitigating the level
of risk in the first six factors for Texas venture capital investors...
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Technology/R&D Risk Mitigant:

Texas Universities

47 colleges and universities in
Texas offer graduate degree
programs in science and
engineering

33 Texas institutions awarded
science and engineering
Ph.D.s in 2006; 2nd highest in
nation

1,930 Ph.D.s awarded in science
and engineering from Texas
colleges and universities in
2006; 3rd highest in nation

82 Ph.D.s awarded in agricul-
tural science in 2006; 1stin
nation

R&D spending at Texas
colleges and universities in
2007 was $3.42 billion; 3rd
highest in nation; larger than
the entire 8-state mountain
region

8 of the 130 U.S. institutions
that spent in excess of $100
million on R&D in 2007 were
in Texas; 2nd in nation

37 Texas colleges and univer-
sities spent over $1 million on
R&D in 2007; 1st in nation

® Cancer Prevention & Research

Science and Engineering Ph.D.s issued by Texas Universities in 2007 Institutional ®
o ) - Texas Woman's University 29 Support for
Universities awarding Baylor University 26
Ph.D.sin 2007 UTEl Paso 24 Research
L . 7 UT Medical Galveston 24
s Universities sponsoring . UT Health Science Center [
graduate programs in I| o= q N at San Antonio 23
science, techn()logy — = Sam Houston State University 13
and/or engineering I ‘ Tex;?sTech University Health
—_— ° pre - -~ Sciences Center 9
- Baylor College of Dentistry 8
= Health Science Center .
- at Forth Worth 7 Dlverse a nd .
b UT San Antonio ! Substantial
Texas State University-
San Marcos 7 Pool of
St. Mary's University 7
UT Austin 489 Texas A&M Kingsville 6 Intellectual .
Texas A&M College 4 Texas Christian University 4 .
Station 428 Lamar University 3 capltal
University of UT Dallas Texas A&M Commerce 2
Houston 146 UT SW Medical University of Dallas 2
Rice University 132 Center at Dallas Texas A&M Corpus Christi 1
Texas Tech University 111 University of North UT M.D. Anderson Cancer Center 56 Stephen F. Austin State Prodigious b
UT Health Science Texas 64 Baylor College of Medicine 36 University 1
Center at Houston 108 UT Arlington 63 Southern Methodist University ~ 32 Texas A&M Prairie View 1 Research &
Research & Development Spending by Texas Universities in 2007 (>$1 million) Development
Investment
. . ('000s) U.S.Rank
2007 University UT Arlington 32734 199
Research & = UT San Antonio 30,542 201 *
Development Health Science Center
Spending and | I at Forth Worth 28,187 206
National Rank l| Texas Tech University Health
Sciences Center 21,006 229
- = | 1= University of North Texas 14,207 254
| BN I _ Texas A&M Kingsville 13,794 257
- = Southern Methodist University 13,381 260 et
= Texas A&M Prairie View 12,019 266 Competltlon ¢
L - Il Texas A&M Corpus Christi 11933 267 Among
I Tarleton State University 9,151 281 . ..
‘ Baylor University 8951 285 Universities
Texas State Univ.-San Marcos 7,890 297 f S
('000s) U.S.Rank - I Stephen F. Austin St. University 6,957 309 or ou Pport
Texas A&M College Station 543,888 22 UT Pan American 5,217 327
UT M.D. Anderson Cancer Cnt. 496,539 26 Lamar University 4,638 338
UT Austin 446,765 32 - Texas Christian University 3,924 350
Baylor College of Medicine 438,280 34 . . ('000s) U.S.Rank Texas Southern University 3,688 357
UT SW Medical Center at Dallas 341,090 50  University of Houston 73542 146 Sam Houston State University 2,500 399
UT Health SC at Houston 191,724 88  Rice University 69,772 150 Texas Woman's University 2,047 420
UT Galveston 183,492 95  Texas Tech University 57,878 160 Texas A&M Commerce 1,616 451
UT Health SC at San Antonio 160,282 98  UT Dallas 46,477 175 UT Tyler 1,395 463
Texas A&M Health SC 77,957 141 UTElPaso 39965 180 UT Permian Basin 995 505

Institute of Texas (CPRIT) $3
billion budget and the
recently approved Texas
proposition 4 intended to
increase the number of tier 1
universities in Texas






