“We decided not to compete with the funds but to aaperate
with them, thereby enabling us enjoy the best of lib
worlds.”

Andrew Clark, Director of Strategy for IBM’s Ventur e Capital Group, visiting
Israel, explains why the model of business cooperah with startups instead of
investing in them lets everyone come out ahead.

by Batya Feldman

Last week, Andrew Clark, director of strategy f@M’'s Venture Capital Group,
arrived in Israel to take part in the Israel CdpMtssociation’s annual convention.

IBM’s model for involvement in the startup markatunique. In the past, IBM, like
any other giant corporation, used to invest monewenture capital funds and
companies directly. This model has changed, andyt®8M is building on business
cooperation with the fledgling companies. From IBNpoint of view, the new model
increases the exposure to companies of all typéb, less risk. From the young
companies’ point of view, the model enables themgé&in a certain amount of
exposure to a giant corporation and its many custsworldwide.

Clark claims that it's a winning model: “IBM did hetart investing in venture capital
quickly, like other corporations. We started in ®epber 2000 with a different model,
such that we were able to withstand the shocks gitoby the crisis. From the
beginning, we decided we wouldn’t get into compgtivith the venture capital funds
but rather partner with them, thereby enjoyinglikst of both worlds.”

When Clark talks about partnership, he’s not nerédgsalking about dollars: “The
funds put in the money and we can bring the congsatu market, to customers and
strategic partners. Therefore, we look at investmexs a strategy and not as a
financial element. We don’t get excited about evilugtuation in the market. It was
actually when there was less money in this mahagtit worked well for us.”

Why not invest capital and let the small companiesacquire their experience at
someone else’s expense?

“When you invest capital, you expect returns. The
main idea behind this partnership is to minimizesks.
Venture capital funds know how to identify risksuibd
teams, dive into technology, set up companies. \Afe c
bring these companies to the markets. We're good at
marketing, developing contacts with customers,
choosing the right channels.”

“Because when you invest capital, you expect ratuiifhe main idea behind this
partnership is to minimize risks. Venture capitahds know how to identify risks,

build teams, dive into technology, set up companiés can bring these companies to
the markets. We're good at marketing, developingtacts with customers, choosing
the right channels. In the past, we invested intwencapital funds but this model



doesn’'t work for us anymore. Reality has taughthes we have to do more. Our
name is known, everyone knows about us, and we tank to invest capital in order
to build a brand. We’'ve demonstrated enough valuesénture capital funds and we
no longer have a need to invest in equity.”

According to Clark, IBM’s model lets everyone comgt ahead: “We provide the
venture capital funds and the companies with theess to sales channels that no
startup can gain. The relationship begins as ealthe due diligence stage — before
the investment is made. We meet with the entrepireared help the funds study the
idea and see how realistic it is. Even if it's atbchnological idea, we can help them
study the idea. In many cases, the venture cafpitals will decide if they want to
make the investment on the basis of our respohd8M is interested, it's a good
idea to invest.”

What do you gain?

“Our close ties with the venture capital funds deals to see what's happening in the
market. Thirty-one billion dollars are investedvienture capital and we want to be
kept abreast of what they’re investing in. We dekl$ that we're very interested in

and we can leverage these investments into solutlat we offer our customers. It's

true that money doesn’'t change hands. We investerrtdcapital, i.e. we help them

reach the market and the right sales channelssthall companies, this can be a long,
expensive process if they do it independently.”

Clark says that a substantial percentage of IBMigenue comes from its business
partners: “It's important for us to create the ngaor of partners who will continue to
add to the company’s revenue. To identify them teetur competitors do. IBM is in
the service business and it's important for usdepkour products at a high level for
our customers.”

Therefore, in Israel we operate a division whosal ¢g® to further partnerships with

the young companies that are at the technologaaifront: “A 2001study showed

that the companies from Israel have an impact $h4abillion market, and, therefore,
IBM decided to set up a unique group whose goab iact in the Israel market to
develop partnerships with startups. That is the G3tdup. IBM doesn’'t develop

applications. We develop hardware, software inftestires and services. In order to
fill in this void in our chain we cooperate withrapanies that develop applications.
We can’'t compete in the application market, andrdfore, we prefer to work with

business partners. It's important for us to brindded value to the field of

applications, so for the past year and a half akb000 Israeli startups have
undergone our labs and worked on our software iderorto test their new

development. Out of these 1,000 companies, we hbawperation agreements with
200. GTU examines the companies and works closelisiael with the venture

capital funds, the Chief Scientist at the Ministfylndustry, Trade and Employment
and with the applications groups at the universitie

In Israel, IBM works with FIS, AMDOCS and Verintubalso with small companies
such as CyberArk, Spira, Iltemfield, Mainsoft, Vaka Shunra and Scibox.”

The current model does not completely remove IBdrfithe world of acquisitions.
As everyone knows, about a month and a half agoqguired Israel-based Unicorn for
$10 million. Before the acquisition, Unicorn haceheone of IBM’s partners.



