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Ladies and Gentlemen,

The ability to transform knowledge quickly into new

products and services is becoming increasingly important

for the technological capacity and the competitiveness of

our economies. In order to accelerate the application of

innovative ideas, close cooperation among research

institutions, companies and the financial community is

necessary. KfW itself is going new ways to finance

innovations at the interface between research and

industry. Before I describe these ways to you, please allow

me to briefly introduce KfW.

KfW is the promotional bank for the German economy and

a development bank for developing countries. It is owned

by the German federal government and the federal states.

We have a triple A rating and our main activities include

support for projects by small and medium-sized

enterprises as well as export and project finance. In the

SME sector, we offer long-term loans at favourable interest

rates and related advisory services.
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One important objective of our activities is to support

investments in the fields of technology and innovation as

well as equity investments. In 1999, we funded almost

2,000 innovative projects by SMEs or equity investments in

SMEs with more than 1.3 billion euros. Since 1995 we

have increased the volume of support for equity

investments almost fivefold. As regards the commitments

of venture capital companies, KfW is funding more than

one out of two equity investments in Germany. Of the more

than 300 companies listed on the Neuer Markt in Frankfurt,

we have promoted a total of one third, including Intershop,

Brokat and Qiagen – to mention just a few.

<< In all our fields of operation we made in 1999 new committments of more than 43

billion euros. >>
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In the area of equity financing, KfW’s offer ranges from

start-up over growth to bridge financing and the financing

of buy-outs. In so doing, KfW does not participate directly

in a company but instead works together with venture

capital or private equity corporations. We fund venture

capital corporations wishing to invest in an SME on a case-

by-case basis at favourable interest rates. The venture

capitalists then invest this money in the SME as equity.

However, we do not just finance equity investments: we

also assume a large share of the default risk, which the
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investor bears. This means, that if the SME becomes

insolvent, the investor only has to pay a portion of the

funding loan back to KfW. These two principles of funding

and sharing the risk form the basis of all our equity funding

programmes.

In addition to promoting single equity investments through

specialized programmes, we have also developed an

instrument for venture capital and private equity firms

which is tailored to the specific needs of unlisted

investment funds. This is KfW’s so-called fund financing.

By way of this fund financing we provide entire investment

funds to carefully selected private VC companies which

then operate parallel to their privately sponsored funds.

The management of the KfW fund is therefore completely

private and all investment decisions are taken by the

private VC company. Since 1997, KfW has closed

approximately 30 such parallel funds with a total volume of

1.1 billion euros. To date we have financed 350 SMEs with

these KfW funds alone. << 28 funds: 1.1 billion €  exclusively for equity

investments + 0.3 billion €  for management, interest and additional expenses >>

With both our specialized programme financing and our

fund financing, we have made a substantial contribution to

the growth of the venture capital market in Germany. Both

instruments also show that we have made it our mission to

strengthen the supply side of venture capital in Germany.
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In other words, we strengthen and encourage the market

forces instead of displacing them.

By applying these instruments, KfW has gained many

years of experience and developed essential competences

in the area of innovation and equity financing. Using this as

a basis, we have designed a model to finance the transfer

of know-how and knowledge from non-university research

institutions to industry.
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The problem, ladies and gentlemen, is that this knowledge

transfer is not taking place on the required scale. For the

most part, knowledge transfers are taking place in the form

of employee transfers. That means, existent companies

are hiring specialists from research institutions and

universities. But it is not enough. We could accomplish

much more if the transfer of knowledge were to occur on a

continuous basis. To do this, research institutions should

cooperate more intensively with companies and providers

of funds. In this connection it is especially important that

experts in the field of science leave the research

institutions and become self-employed: researchers found

their own company in order to transform their research

results into marketable products. These so-called spin-offs

in particular are an ideal example of a transfer of research

results to industry. Spin-offs are a quick way to apply
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knowledge; they promote the innovative capacity of an

economy and create jobs.

Unfortunately, at the moment there are not enough spin-

offs from research institutions. One reason for this is surely

that the financing of such spin-offs is difficult to organize.

Under these circumstances, venture capital seems to be

the most logical form of financing and often also the only

form available.

In Germany in the early 1990’s, financing by means of

venture capital was still very uncommon; since then,

however, much has changed for the better. The market for

equity capital has seen continuous, double-digit growth in

the past few years. The figures for the year 2000 are also

quite promising.

Based on our experience, however, there are still deficits

at the interface between research and industry, in other

words when it comes to financing the spin-offs from

research institutions that I just described. VC companies

have not yet really developed this market for themselves.

It is precisely this point at which KfW’s model for financing

research transfers is put to use.
Klick

And what does such a financing model require?

First of all, the instrument must be able to mobilize the
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necessary financial resources. A sufficient financial basis

is one precondition for the development of competitive

products or for a rapid – and also international – market

entry. In all likelihood you already know that the capital

needs of such young enterprises can quickly add up to

several million euros. However, these young enterprises

also involve extremely high risks in the seed phase which

cannot be predicted. Therefore, these companies need to

find various partners prepared to take on these risks

jointly.

Furthermore, the model must make it possible for spin-offs

to reduce their “time-to-market.” In a fast-paced

“e-something” environment in particular, time-to-market is

a competitive factor that is becoming increasingly

significant. << ”e-something“: e-commerce, e-banking, e-procurement, e-selling

etc., i.e. all e-business activities >> Accordingly, the financing funds

need to be provided quickly and without difficulty to such

young companies.

A financing model also has to offer the research institution

incentives for market-oriented research. For this purpose,

corresponding incentives must be provided in the form of

participation by the research institution in the success of

the spin-off.

Finally, a financing model must distribute the opportunities

and risks which arise adequately among the partners
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involved so that the spin-off, the research institution, the

VC corporation and KfW are all in the same boat.

On the basis of KfW’s fund financing, we developed a

model which specifically complies with the stated

requirements. We call our model ”Research Transfer

Model“:

KfW and a research institute join forces to set up their own

venture capital fund: Let’s name it Venture GmbH. Most of

the fund resources are contributed by KfW and a smaller

portion is provided by the research institute. The resources

are granted not only for equity investments in spin-offs

from the research institute but also for start-up companies

based on the research institute’s results.

Venture GmbH is directed by a management company

founded specifically for this purpose: Let’s name it

Management GmbH. As is the case with Venture GmbH,

this Management GmbH normally is a fully-owned

subsidiary of the research institute. The tasks assigned to

Management GmbH are company management of and

capital management for Venture GmbH.

A particularity of the entire construction is, that Venture

GmbH is not the only company investing in the spin-offs. A

prerequisite for Venture GmbH to enter into an investment
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is, that a private VC corporation must also invest. To this

end, KfW and the research institute select a pool of

suitable VC corporations. Apart from persuading one of the

chosen VC corporations to make an investment, the duty

of Management GmbH lies first and foremost in identifying

appropriate spin-offs. Due to its knowledge of the market,

experience and management capacity, the VC enterprise

assumes the leading role in each investment project.

The equity investment amounts of the VC corporation are

usually equal to those invested by Venture GmbH. Losses

incurred as a result of individual investments are – as is

generally the case with funds – compensated on the fund

level using profits from other investments. The dissolution

of the fund, more precisely of Venture GmbH, and the

distribution of any surplus profits that - hopefully - have

accumulated do not occur until the end of the fund’s term,

which is 10 years. KfW and the research institute

participate in the surplus generated by Venture GmbH in

accordance with the risks each has assumed.

<< kurze Redepause >>
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I would like to briefly illustrate how this works by giving you

an example. Let’s assume that a spin-off requires 4 million

DM in equity for initial financing. It receives 2 million DM

from Venture GmbH and another 2 million DM from a

private VC corporation which could be motivated to make a
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parallel investment. After 5 years the company takes a

chance and has itself listed on the stock exchange. The

sale of the shares generates proceeds of DM 30 million.

Of this amount, Venture GmbH is entitled to DM 15 million

and the private VC fund has a claim to the other half.

Of course not all investments will be as successful. Losses

are also to be expected. Overall, however, we assume that

the research transfer fund will produce a surplus.

<< kurze Redepause >>

Ladies and gentlemen, KfW laid the foundation for the

implementation of its research transfer model three weeks

ago by signing a corresponding Memorandum of

Understanding with GMD-Research Centre for Information

Technology GmbH. << GMD is a well-known publicly owned German

research institution. >> The German Ministry for Education and

Research is also involved.

This will surely be a pilot model. We consider it a market-

oriented instrument which successfully uses research

results for commercial purposes, thereby supporting the

transfer of know-how from science to industry.

However, our pilot project with GMD is only the beginning.

KfW has established further contacts to research

institutions, for example to the German Research

Foundation (DFG), the Fraunhofer-Gesellschaft, the

Research Centre in Karlsruhe, the German Aerospace
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Centre (DLR) and the Max-Planck Gesellschaft. I am

certain that these contacts will also give rise to new bases

for cooperation. In addition, KfW, as Germany’s largest

promotional bank, is also open to more detailed

discussions with new partners – and this expressly applies

on a European level as well.

In conclusion, I would like to summarize the advantages of

the described research transfer model, some of which I

have already mentioned separately throughout this

speech.

For research institutions, the creation of a feasible basis

for financing spin-offs is a top priority.

Profit-based investments by research institutions in R&D

projects also offer a greater incentive for market-oriented

research. It is the close cooperation with VC companies

which provides research institutions with market signals

indicating future developments. In this way the research

institution can adjust its research work to meet market

needs even more.

The fact that a research institution has a share of the

profits generated by the results of its research enhances

employee motivation. In addition, it also facilitates the

acquisition of a new generation of qualified researchers.

Klick

The VC corporation also clearly benefits from the KfW
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model. Through its readiness to supply spin-off capital and

thereby to take risks, the research institution accents the

fact that it stands behind the project. This is an

exceedingly valuable quality check for the VC corporation.

In addition, at a very early stage the VC company has

access to research results and therefore also to promising

start-ups which it would not be able to contact otherwise.

Through the capital provided by the additional KfW-fund,

the VC company is able to invest a smaller amount of

capital, enabling it to invest in more companies. It can

diversify its portfolio and reduce its overall risk.

Further, the VC corporation profits from the broad network

of contacts of the research institution. In this way, it is

provided with access to valuable specialists and other

institutes.

Finally, due to its investment in a very early phase the VC

enterprise clearly has a competitive edge over its rivals in

terms of information received, which pays for itself in

subsequent financing rounds in particular.

What does this mean for spin-offs? What gives them their

additional value?

The inclusion of a good VC corporation first gives the spin-

off the opportunity to access the VC company’s entire

network. This point is often essential, especially for
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scientifically oriented start-ups. A VC corporation has vital

contacts to highly qualified consultants, lawyers and

investment banks, among others. It provides assistance by

way of management support, has gained experience and

made contacts during the internationalization of

companies. If additional team members need to be

recruited, it can help by acquiring suitable personnel via its

network. All these represent vital added values which a VC

corporation offers, above all in the start-up phase. Thus,

the VC corporation not only supplies money, it supplies

“smart money.”

Apart from the network of the VC enterprise, the start-up

can also access the network of the research institution. It

can obtain other scientific results and has personal contact

with other researchers. Last but not least, a renowned

research institution, such as GMD, can open doors for the

start-up which were previously closed. This is another

definite advantage.

<< kurze Redepause >>

Ladies and gentlemen, I am convinced that this new

direction in which we are going – namely research

transfer– is sending important signals. It provides

specialists with new incentives to become self-employed

and turns founding a company into an attractive alternative

to simple research work.
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I thank you for your attention and am looking forward to an

animated discussion afterwards.


