Venture Impact

The Economic Importance of Venture Capital to the Texas Economy

Jon Bayless, General Partner
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Texas Entrepreneurial Ecosystem

The Good 11— “The Gap” il The Ugly

e Most Texas university IP is
commercialized out of state

e Steady Flow of IP from
Texas Universities

e Entrepreneurs relocating to obtain
funding

e Abundant Entrepreneurial Energy

¢ “Brain Drain”
Negative Impact on Job Creation

o# 2 in enrolled college students
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Historically Every S1 Invested by Local VCs Resulted in $4 - S5 from Out-of-State VV/Cs
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Texas Drops from 3'9 to 8t in -
Venture Funding

= Venture Capital is declining
= Series A funding is the MOST difficult to acquire

= Many startups leave Texas to go to California,
Boston, or New York for funding



Texas Drops to 8t" Place Regionally
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“Brain Drain”

“Here’s one that few people know about. Sad story.”

https://www.miragentherapeutics.com/10/Founders

Dr. Eric Olsen founded and runs the molecular biology/hear lab at UTSW.
Miragen is his latest company that spun out of the lab. Myogen, which
was sold to Gilead Pharmaceutical in 2006, was his first. He couldn’t find
investors here so started both companies in Colorado where investors
were interested.

It was a S2.5 Billion exit...
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https://www.miragentherapeutics.com/10/Founders

“Brain Drain”

“I'm in San Francisco this whole week due to the issues mentioned below. I've
spent 10 weeks here since September hiring folks... and will be setting up an office
here where most of our engineering and marketing will be. And if our investors are
here or from NYC/Boston, which is most likely, then HQ and board meetings will be
held here.

| say this as a proud 7th generation Texan on both sides of my family — it is

painful. I'd move heaven and earth to prove to the folks on the coasts that Texas
has what it takes to be a true innovation center — and it starts with engineers and
risk capital of which Texas is lacking, especially outside of Austin. Texas VC and
early stage risk capital is a joke compared to our economic might as the 9th largest
economy in the world. I've raised 52.5mm of angel money and is has not been
easy... Itis embarrassing but more importantly costs Texas high paying jobs.

Go get em and shake the trees in Austin to keep Texas as a center of innovation.”
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“Brain Drain”

“RiseSmart, a job Internet service... | helped formed this company and
did a lot of hand holding for 2 years only to have a funded client ... vaporize

because it had to move to California...

The lack of capital not only affects the companies but the service
providers necessary for a technology community that can’t make a
living any more and have had to abandon the space and move on to

other things”.
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Importance of Series A Funding

= “The number of startups getting seed funding in 2012 jumped by 65% over
the previous year to a total of 1749, according to a recent report by CB

Insights.”

= “The explosion in seed funding, without a corresponding explosion in
investors willing to lead the next round (Series A), may mean that you can’t
get a second round and will be “orohaned” or die.”

= “Only 40% of seeded companies get follow-on financing.”

C. Richard Kramlich
Chairman & Co-Founder
NEA
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http://www.cbinsights.com/blog/trends/seed-investing-report
http://www.cbinsights.com/blog/trends/seed-investing-report

The Importance of Venture Capital to the '
Texas Economy

= “Texas is facing a shortage of startup capital. Capital has not flowed to
Texas as freely as possible because the state’s major institutional investors,
including UTIMCO, have not adequately supported our state’s venture
community by committing large amounts of capital to the state’s venture
capital funds.”

= “Despite our entrepreneurial culture, our vast research and development
capabilities, and our wealth of talented human capital, we have a woefully
inadequate amount of start-up capital to take advantage of the investment
opportunities that exist within our state’s borders.”

= “Entrepreneurs built successful companies like Dell Computer, Compaq
Computer, Brinker International (Chili’s Restaurants), and Whole Foods
Markets.”

©2013 Sevin Rosen Funds. All rights reserved.



The Importance of Venture Capital to the '
Texas Economy, cont.

= “Texas Is now at a competitive disadvantage to states like California, New York, and
Massachusetts in its ability to create and fund the companies that will drive our
economy for the next several decades.”

= “every $22,700 invested in Texas-based companies created a new job, making
Texas venture capital significantly more efficient in creating jobs than either
California ($56,000 per job) or Massachusetts ($49,000 per job).”

= “In addition to employing our citizens, Texas’ venture-backed companies generated
$188.1 billion in sales which, in turn, generated multi-billions in tax revenues for the
State.”

Bob Boldt, former CEO and CIO, UTIMCO
Trey Thompson, former Managing Director — Private Markets, UTIMCO
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Virtuous Cycle of Innovation

Knowledge » Technology
Creation Transfer
A Proof of Concept  Incubation/
Testing Research Parks
Licenses )
Patent Wenture Capital
Universities and Clinical Trials/Prototype
Research Institutions
Collaborations/
Parnerships
Federal R&D Conception | Formation
Regqulatory Environment Regulatory
: Maturity Growth
Industry Consortia . .
and Part hips Business Planning
Industry R&D Job Creati
M&A Activity
IPOs/gazelles
Product Pipeline
Economies Labor Market! Graduates
of Scale Value-add 4§

Clusters and
Networks < Commercialization

Source: Milken Institute
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Summary

All major Texas submarkets have strong research institutions,
substantial IP and a strong and growing level of patent activity

Research and innovation is the fuel for our economy

New businesses require IP and capital

There is a large unmet need for early stage capital in Texas
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Appendix -

Sevin Rosen Fund Overview
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A History of Success

Including 51.4 billion in exits since 2004

SRF by the Numbers SRF Highlights
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Diverse Group of Emerging Winners

Top-line growth, category leaders, explosive markets, IPO pipeline

Tracking to 5800 million revenues in 2010
@ GEMBAND * Dominantin multiple carrier equipment categories
5-1 planned for 2011

* First 585 million payment from Bristol Myers Sguibb
“ALDER 585 million payment fi vers Sq
. + Part of 5964 million arthritis drug partnership

+ 528 million projected for this year * Projecting 60 million in 2010 revenues—double 2009

w Vidyo - 230% year-over-year growth Splunk = = 1,750 licensed customers in 67 countries

* Resold by HP as desktop solution for Halo Telepresence 5-1 planned for 2011-12

.,.--j * Tracking to 525 million in 2010 revenues
* 60% year-over-year growth

565 million projected in 2010 revenues
Tier-1 carrier customers in 5 continents

YOUSENDIt . 12 million registered users — adding 300,000 per month XTERA * 5-1 planned for 2011-12

/o » * Projecting $12 million in 1* year CPG bookings @ Kroger " 556 million in 2009 recurring revenues
M‘t_'& e ) Tang.ne * Telecom Expense Management share leader by 2x
et L + Kroger alone = $50 million in 2011 recurring revenue « 5.1 filed 2010

Tracking to 552 million in 2010 revenues; up 33% yoy
‘b. ethertronics = 200 million antennas shipped; limited competition
5-1 planned for 2011

il

Tracking ta 512 millian in 2010 revenues

METABOLOMN * Year-over-year growth of 58%

« 527 milli t d—up 120% from 2009
= Ontrack to exceed 510 million in 2010 revenues y N ) Eurremrlt I:Sdf;"h;i;hb;::::ﬂi::mn up m
Airwalk * Supplying Sprint’s enterprise ferntocell deployment EXIE ﬂET e
pa Ll bl Ll sriteas * 5300 million in backlog

\ World's only 3G CMOS power amplifier a2 Unparalleled 19% efficiency with proprietary Si-ink
JAI‘IE LIN - 1 design wins with large customers nnovaLis: Central to JA Solar's strategy and differentiation
* Production rev in 3"10; bankers engaged Unigue capital-efficient, lower-risk strategy
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Venture Capital

The venture capital industry drives U.S. job creation
and economic growth by helping entrepreneurs turn
innovative ideas and scientific advances into products
and services that change the way we live and work.

Companies Founded With Venture Capital:
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Ground

Venture Capital Creates

New Industries

Breaking Innovation
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Venture Capital’s Impact on America SEVIN

ROSEN
FUNDS

= Venture capital activity has a significant impact on the U.S
economy

* Venture capital is a catalyst for job creation, innovation,
technology advancement, international competitiveness

" Venture-backed companies accounted for 11.87 million jobs
and over $3.1 trillion in revenue in the United States

= Represents 21% of GDP and 11% of private sector employment

Source: 2011 Venture Impact study, produced by IHS Global Insight
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