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Introduction

This session will cover the options available to researchers, entrepreneurs and small-midsize firms to finance entrepreneurial ventures based on sustainable product design.  The objectives of the session are as follows:

1. Provide an outline of the sources of funding currently available for such ventures

2. Provide a framework to analyze the various types of funding available from the perspective of those seeking capital

3. Describe the barriers to accessing such capital (including insight into the mindset of those making the investments)

4. Provide methods to overcome those barriers and access capital

This presentation will outline the results of research designed to ascertain the barriers, both real and perceived, preventing risk capital (venture capital) from flowing at higher rates into industries which offer investment opportunities in technologies (other than information technologies, such as alternative energy or advanced materials) with both environmental and economic benefit. 

The research compared the following four industries:

· Information technology (specifically software and semiconductors)

· Healthcare (specifically biotechnology and medical devices)

· Energy (specifically alternative energy)

· Materials science
Statement of the Problem

When traditional venture capital and other high-risk investors are asked why they are unwilling to invest in so-called “green” industries there a number of reasons cited.  Most often they are viewed as too risky, incapable of producing the returns on investment desired, lacking strong entrepreneurs or facing too many market hurdles, among others.  However, when probed, these same investors admit to basing these views on feeling and not on any significant analysis.

The lack of capital inflow to sustainable technologies poses significant risks.  The first is that without an influx of capital to these firms, they will either fail or be extremely slow to develop, thereby delaying the benefits of these technologies to society.  Such technologies can help mitigate problems such as pollution, global warming, ecosystem destruction, soil erosion and fresh water supply. Second, major profit opportunities may be forgone without this capital.

Background on Venture Capital Uses and Flows

Since the mid-1990 the flow of venture capital into information technology and biotechnology industries in the U.S. has increased from  $5.6 billion to over $102 billion in 2000.  While that number dropped to $37.6 billion in 2001, it still represents a 7-fold increase from 1995
.

This investment flow has funded over 26,000 new ventures
.  This sort of high risk capital has flowed into industries where the returns are potentially very high, often exceeding 100% or even 1000% return on investment (ROI)
.  Most venture capital investors cite the following four characteristics as the most important when considering an investment:

· Market size/Potential Returns – is the market opportunity for the innovation large enough to bring the type of returns VC’s expect on their investments?

· Management team – is an experienced team in place, or are there personnel readily available, who are well-suited to making this venture a success?

· Quality of the innovation/Uniqueness – how unique is the innovation and how efficacious is it? 

· Exit – what is the exit strategy and how likely is this firm to achieve it?

· Risk - includes financial, operational, technological, political and other risk types 

· Location – sources of needed inputs such as talent, services, innovations etc. are within close proximity of each other to ensure their interaction

While there are many additional criteria venture investors use to decide whether to fund a business, most, if not all, can be grouped under these headings.

There are many industries that meet the criteria above yet lack the vast inflow of venture capital that characterizes the information technology industry.  Industries such as energy, water, and waste treatment have vast opportunities for improvement in efficiency, flow and utilization similar to those characterizing the investments in information technology.  These industries are rivals to, if not larger than, the information industries.  There are many experienced professionals available to staff new ventures, and there are any number of innovations available to improve the performance of such industries.  Yet, there is significantly less flow of venture capital into these areas than into information technology.

Session Outcomes

The conclusions to be presented in this session are as follows:

1. There are economic, strategic and psychological barriers to capital flow into sustainable ventures.

2. Some of these barriers are real and many are merely perceived but not real.

3. Sustainable entrepreneurs need to better understand the perspective of risk capital investors.

4. A forum to educate investors and entrepreneurs about each other is needed

As a result of the session, attendees will better understand the available funding sources, funding processes and potential barriers to obtaining capital.  In addition, they will also be better prepared to seek and obtain capital for ecologically sustainable ventures.  Lastly, they will have the opportunity to better understand the mindset of potential investors in order to be more effective in the sourcing of capital for their ventures.  By gaining a stronger understanding of the sources of risk-based capital, the entrepreneurs can help foster the growth of various sustainable industries.













