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THIS MONTH'S MEETING

TUESDAY,
JANUARY 13, 2009

WPI, WORCESTER
Campus Center Odeum

NETWORKING: 5:30 — 6:30 P.M.
MEETING: 6:30 —9:00 P.M.

$15.00 members
$25.00 non-members

Register online at
wpiventureforum.org/Programs /
Registration/

Online membership at
wpiventureforum.org/Membership /

Directions at
wpiventureforum.org/directions.html
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Fund It! Business Life
Cycle Financing

ow is today’s environment for raising

capital? Where should entrepreneurs

seek funding? Can start-ups raise
money without superstar status? Three financing
experts will answer these questions and more at
the January 13th meeting of the WPI Venture
Forum.

No matter what stage their business is in, entre-
preneurs may face financing concerns. Growing a
business requires capital, and even a stable
business looks to financing sources to build a
strong capital foundation.

Jerry Schaufeld,
Professor of
Entrepreneurship at
WPI and business
consultant, will address
the topic of finding

the money for start-up
and growth. Schaufeld

JERRY SCHAUFELD has both broad and

deep knowledge of

start-up financing. Co-founder of the
Cherrystone Angels in Rhode Island, he has
served as Director of the Rhode Island Slater
Fund, is Past President and CEO of Mass
Ventures, and is a member of the Launch Pad
Angel Group in Wellesley. Schaufeld is also an
advisor to the recently formed Boynton Angels
group, a charter member of the national Angel
Capital Association (ACA), and a founder and
participant in the regional New England Angels
ACA group.

He has held a variety of executive roles,
including international sales and marketing,
finance, engineering, manufacturing, and
operations. Founder and the first chairman of
the MIT Enterprise Forum — a resource group
for early stage companies with global outreach,
Schaufeld also founded the Incus Group, a
business acquisition and resource organization.
He has a graduate engineering degree, an MBA
and a professional engineer’s license.

Presenter Dr.
Abbott Weiss will
discuss turnaround
funding. Currently an
independent
consultant and a
Senior Lecturer at
. MIT, Weiss is also a
Visiting Senior

Lecturer at Simmons

College School of Management. Leveraging his

background, Weiss will discuss financial
challenges facing distressed organizations. For 35
years, he was an operating executive and
consultant in logistics and supply chain
management. Throughout his career Weiss has
been on the leading edge of supply chain
thinking and practice, designing and executing
powerful business solutions integrating global
transportation, logistics, customer services, order
fulfillment, manufacturing, forecasting,
planning, and materials systems.

CONTINUED ON PAGE 6
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LETTER FROM THE CHAIR

Funding Each
Growth Stage

usinesses that grow from

seed capital to a successful

$100 million exit are as
prized as birch trees with
outstanding bark characteristics
and graceful, delicate foliage.
During every growth phase, capital
enables the company to make
sound business decisions that allow !
the tree to flourish and build a 4 ‘
deep and healthy root system to
support the tree’s future development.

At the seed stage, often a small amount of
capital is required from the friends and family
or angels, often known as the three Fs —
friends, family and fabulous people — to
prove that the technology is possible and that
the business model is sound.

Once the concept is proven and potential
partners validate the unmet need, more
capital is required to allow for proper
maturation. Without the new source of
capital there is slow or no growth. Not all
capital at this stage of the company’s growth
is the same. Smart capital comes with
seasoned angels or VCs that can help direct
the company and prevent it from getting

burned by a corporate partner or diluted by
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Mitchell Sanders

missing milestones or using
capital during an economic
drought.

At the expansion stage, it is
time for the company to bear
fruit. Another dose of capital is
required to pay for clinical studies,
regulatory approval, manufac-
turing, sales and marketing
expenses, and product launch.

At each phase in the
company’s growth, the management team
needs to adapt to new challenges and make
critical decisions that could require trans-
planting a seasoned CEO to take the business
to the next level.

Please bring your green thumb and join us
on January 13th for the monthly WPI
Venture Forum program “Fund It! Raising
Money through the Entire Life Cycle of the
Business.” Learn from seasoned entrepreneurs
and investors the best way to cultivate your

business for growth and successful exit.

Sincerely,

Mitchell Sanders ’88, PhD ’92

Chair, WPI Venture Forum

Executive Vice President and Founder, ECI Biotech

Read this newsletter online and
forward it to your network
of business associates.

New subscribers welcome.

Visit
wpiventureforum.org
and click on Newsletter
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Qutsource to Grow Your Business

CONTINUED FROM PAGE 5

Dr. Ted Acworth, MBA, PhD, founder and
CEO of Artaic, LLC

build the first robot, they collaborated with
Elm Electrical, a production equipment,
designer and integrator in Westfield,
Massachusetts. Elm has the expertise and
personnel to be an excellent outsource
partner. Acworth said they are truly industrial
artists, differentiated by being cheaper and
faster, with full service.

The tile market is huge, $70 billion globally,
but mostly in solid color tiles and is 70 percent
consumer. Artaic’s competition is further up
the market pyramid — custom patterns hand
made by mosaic artists. This is a $250 million
market, with customers in the Middle East,
Asia, and Russia consuming the most mosaics.

Distribution is an issue that Acworth

sought advice about. To reach the consumer
market directly, he would need a showroom
in every town in America. Artaic has an
OEM deal as an outsourced manufacturer
with an existing larger company that already
has a distribution partner.

They have a three- to five-year sales plan
and three sales strategies: direct to architects
and designers, to OEMs and to distributors.
Artaic has a certain amount of investment
today, but depending upon revenue, growth
can be modest or aggressive. They have exit
strategies and industry comparables for a
sense of what price they can exit, in an IPO
or through an acquisition.

Acworth concluded that at the core, Artaic
offers a disruptive innovative technology. Not
just robots, it is a systems engineering
company that can move custom mosaics
through the pipeline quickly. They can be a
mass customization company with large long-
term opportunities as well as practical short-
term opportunities.

Panelist Richard Gilles asked the first
question. An entrepreneur, designer and a
local town official with a focus on sustain-
ability and market transformation, Gilles
inquired about operating in the current
economic environment. In response, Acworth
said they want to make sure they are still

around in a year, so he wants to raise money

and grow his business. Acworth is positioning
Artaic as an affordable luxury brand, and
ready to deliver its product extremely quickly.

Panelist and keynote speaker Vaibhav
Nalwaya wanted to know if the business is
scalable. Wouldn't it be possible for someone
to copy this process? Acworth had reviewed
this possibility during his due diligence. The
technology is not easy; it is not cutting-edge
science but it is sophisticated engineering.

In addition, Acworth has aggressive IP
positioning.

Panelist Brigid Oliveri Siegel, partner,
Polachi & Company, Inc., and executive
board member for the WPI Venture Forum,
addressed Acworth’s interest in finding a
VP of sales. She advised him to focus on
which is most important — experience with
a disruptive technology or someone who
understands the market in distribution and
in architectural design.

The panelists concluded that investors
want scalability. They recommended Acworth
outsource sales and marketing and take in
orders as a mass manufacturer, but
concentrate on selling to businesses rather
than consumers, for the growth in a

timeframe that venture capitalists seek.

ARM Azad, PhD, MBA is President & CEO of
Prospeed in Nashua, NH. He can be reached at
armazad@prospeed.net.

Fresh Business News Daily

Sign up for the FREE
WBJ Daily Report at wbjournal.com
and don't miss a beat!

www.wbjournal.com
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Fund It! Business Life Cycle Financing

CONTINUED FROM PAGE 1

His extensive operating background
includes VB, Consulting at i2 Technologies,
where he led a professional services business
for this leading provider of advanced supply
chain software; VP, Worldwide Logistics for
Polaroid, designing and implementing a new
supply chain strategy; and senior
management roles at Digital Equipment
Corporation. Weiss holds a Doctor of
Business Administration in logistics from
Harvard Business School and an MS degree
in management from MIT. His bachelor’s
degree is in Naval Architecture & Marine
Engineering from the Webb Institute.

VC screening and due diligence will be the
subject for Paul Tu, Principal at
Massachusetts Technology Development

Corporation (MTDC), a leading edge
venture capital firm that invests in the start-
up and expansion of early-stage technology
companies operating in Massachusetts. At
MTDC, Tu is responsible for reviewing
business plans, interviewing entrepreneurs,
identifying marketable technologies, and
making new and follow-on equity
investments.

Tu has more than 18 years of experience in
operating and managing businesses, and
investing in and financing high-technology
companies. Prior to joining MTDC in 1999,
he served as Vice President, Commercial
Lending Division, Eastern Bank and Assistant
Vice President in the Business Banking Group
at Fleet Bank (now Bank of America).

Solve Problems with WPI MBAs

raduate students in the WPI MBA

Program must complete a final

project that ties together various
business functions such as marketing, finance
or accounting, and operations to address a
real-world problem. Working individually or
in teams of up to five people, students spend
the semester defining the problem,
conducting their analyses, developing and

screening their alternatives, and framing their

recommendations and implementation plans.

One organization avoided a money losing
investment of $10 million as a result of a WPI
MBA project! Another based its entire
reorganization plan around the team’s recom-
mendations. To discuss project sponsorship,
please contact McRae C. Banks, Management
Department Head, at 508-831-5218 or
macb@wpi.edu. Y

Paul Tu

Currently, he serves as a member of the Board
of Directors of Ntirety, Inc. and uTest, Inc.,
and as a Board Observer of Courion, Inc.,
PermissionTV, Inc., and Polatis, Inc. Tu led
MTDCs successtul exit from Inceptor, Inc.,
which was acquired by Idearc Media. Tu
earned an MBA from Suffolk University and a
BA from Boston University. V'

WPI Venture Forum
RADIO SHOW

Are you looking for an entertaining,
educational and interesting way to
spend a couple of hours on a Saturday
evening? Tune into the WPl Venture
Forum radio show, every Saturday* from
5107 pm on WTAG 580 AM or 94.9 FM
to hear interviews with area business
professionals from a variety of industries.
Call 508.755.0058 to participate.

*Sports events or late-breaking news  stories may
occasionally pre-empt the regularly scheduled program.

Johin C. Ayers, CiMa®™

Sacond Woa Presadant-Waakh Managemant
Finaniisl Sdveor

A01.276-5935

David W. Wright, CFP®

Senior vice President-Weahh Manags=mnent
Smnkor Inwestmant Managament Corsiltant
Financial Planning Specalist
401-275-597F

Rickhard G. Carrlere, CFP*

Firs] Vics President='Wealth Manageamen!
Firancial Planning Specalist
40027650967

citi smith barney

One Citizens Plaza, Suite 600
Pravidence, Bl 02903
B00-556-7757
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Q&A on Federal Reserve Plans
with Bank of America Chief Economist Mickey Levy, PhD

Levy answers questions about the Federal Reserve
plans to buy housing-related debt and support
the issuance of new securities backed by student,

auto, credit card and small business loans.

WHY IS THE FEDERAL RESERVE
NOW ANNOUNCING THESE NEW,
LARGE LIQUIDITY PLANS?
The Federal Reserve has been increasingly
concerned about the deepening recession and
credit crisis. In particular, the biggest risk is
of a sustained contraction in the availability
of credit, which could lead to prolonged
recession and possible deflation, and ongoing
decline in general price levels. This combi-
nation could lead to an even more serious
deterioration of economic conditions, in part
by increasing the real costs of repaying debts.

Despite the Fed’s interest rate reductions,
the massive liquidity provisions by the Fed
and Treasury, and capital infusions into
financial institutions, the credit channels that
normally support household and business
spending are still clogged. Many of our credit
markets, including those that trade debt
securities backed by mortgages, auto loans,
credit cards, student and small business loans,
remain largely dysfunctional.

So the Fed took the aggressive step of
shifting to “quantitative easing” and
providing additional liquidity to support

auto, credit card and small business debt.

WHAT IS “QUANTITATIVE
EASING™?
Normally the Fed conducts monetary policy
by setting an interest rate target (the Federal
Funds rate). Through buying and selling U.S.
Treasury debt securities on the open market,
the Fed keeps interest rates at the targeted
level. This leads to fluctuations in monetary
growth, which generates aggregate demand in
the economy.

Recently, as the financial crisis intensified,

the Fed’s dramatically lower rates had proved

ineffective and the institutional mortgage
market was stuck.

The Fed shifted gears. It announced that it
would effectively “abandon” interest rate
targeting, and through open market
purchases of securities, it would quantitatively
ease the money stock. While it had been
moving in this direction through its various
liquidity facilities, this is the first time ever
that the Fed has explicitly announced a shift
to quantitative easing.

Moreover, in a significant departure from
prior open market operations, the Fed
announced it would implement quantitative
easing through the purchase of government
agency bonds and debt (rather than U.S.

Treasuries).

How DO THE NEW PROGRAMS
ADDRESS LIQUIDITY AND
LENDING?

By purchasing both the direct obligations and
the mortgage-backed securities now on the
balance sheets of the government’s housing
related agencies — Fannie Mae, Freddie Mac
and the Federal Home Loan Banks — the
Fed expects to reduce mortgage rates to boost
housing markets and help improve the
financial markets more generally.

This $600 billion initiative of “quantitative
easing” addresses two issues head on. First, by
reflating — increasing money and pumping
liquidity into the system — the Fed signifi-
cantly lowers the probability of prolonged
recession and deflation. Second, this initiative
is explicitly aimed at loosening up the
mortgage market by purchasing government
agency debt and mortgage-backed securities.
Think of turbocharged monetary easing
aimed directly at reducing mortgage rates.

Through the Term Asset-Backed Securities
Loan Facility (TALF), the Federal Reserve
aims to meet the credit needs of households
and small businesses by supporting the

issuance of securities backed by student loans,

Bankof America _
7

auto loans, credit card loans and loans
guaranteed by the Small Business
Administration. In this program the Federal
Reserve will lend up to $200 billion to
holders of highly rated asset-backed securities
backed by new or recently originated
consumer and small business loans. The U.S.
Treasury will provide $20 billion of the $200
billion in credit protection, from the

Troubled Assets Relief Program (TARP).

WHAT CAN WE EXPECT FROM
THESE NEW PROGRAMS?
The initial financial response has been
dramatic. Interest rates have fallen sharply and
the decline in mortgage rates has been even
more significant. Other asset-backed securities
have loosened. Once the TALF is under way
we should also see more new issues in the
credit markets that trade securities backed by
other consumer debt. Those markets should
also function more normally.

Mortgage applications are expected to
jump in response to the lower rates and these
programs are also expected to eventually

support lending to small businesses.

As chief economist for Bank of America, Mickey
D. Levy, PhD analyzes and forecasts national
and international economic performance and
financial market behavior, and conducts research

on monetary and fiscal policies. 7
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A LOOK AT DECEMBER’S MEETING

ARM Azap, PHD, MBA

Vaibhav Nalwaya, Principal, Key Venture
Partners (KVP)

|
WPI

enture
FORUM

CALENDAR OF EVENTS

JANUARY 13
Raising Money through the Entire
Business Life Cycle

FEBRUARY 10
Market It and Sell It — or Die!

MARCH 10
Finding the Right People for Each
Enterprise Stage

APRIL 14
Transition, Exits and the Future

MAY 12
‘War Stories and Lessons Learned

JUNE 9
Five-Minute Elevator Pitch Contest

Outsource to

n Tuesday, December 9, 2008 the

WPI Venture Forum presentation

focused on outsourcing to scale up
and grow. Co-moderator Raghu Nandan,
Founder & President, Soltrix Technology
Solutions introduced the keynote speaker and
panelist, Vaibhav Nalwaya, Principal, Key
Venture Partners (KVP).

Nalwaya discussed the methodology to use
when outsourcing — under contract with an
outside supplier — and when off-shoring —
outside the country — for growth. In terms of
market size, the 2007 outsourcing market far
exceeds the offshore market, $173 billion
versus $24 billion.

“There is a good way and a bad way to
outsource,” he said. The depth of the
partnership with the outsourcing company
determines the value of the engagement, he
pointed out — greater depth yields a higher
value. “So why outsource?” When seeking:

* Expertise in specific technology/business

process;
« Efficient time-to-market/time-to-execution;

* A way to transform a fixed expense to

variable;

* Non-core function that is not a competitive

advantage to provide; and

* Cost advantage, which is never the first

consideration.

He cited as case studies two KVP portfolio
companies who use outsourcing, and two
who provide outsource services:

Axentis — Strategic objective: lower
operating expenses. Off-shored to captive
unit in India and outcome was successful.

AirBand — Strategic objective: fill the CFO
role. Hired local firm to provide CFO and

controller services to lower operating expenses.

Outcome was not successful, due to inability to
hold someone in-house accountable for success
or failure of outsourced service and reduced
visibility of critical financial issues to the board.
OpSource — Provides outsourced
technology operations for SaaS companies.
Selling points and customer value proposition:
software companies should focus on core
competency of developing software; many
find it hard to transition to services-based
model. Fixed infrastructure costs become
variable, leading to improved gross margins in
early years, with successful outcome.
TechBooks — Provides outsourced data
conversion services from off-line to XML-
enabled format in off-shore delivery model.
Selling points and customer value proposition:
customer should focus on its competitive
advantage that lies in the content, not in the
process to transform that content which
should be outsourced; cost savings due to off-
shore delivery model and scale, and conversion
in shorter time, using technology-enabled
processes. Outcome was successful — healthy

top-line growth followed by successful exit.

Nalwaya offered a few lessons he’s learned:

¢ Fit: Outsourcing isn't always the right answer

* Factor: Need in-house accountability to

make it work

¢ Form: Need to define the function being
outsourced (if it didn’t work in the first

place, outsourcing isn't going to fix it)

* Function: Better chance of success, where

deep/process domain expertise is required.

And he shared this advice for those who offer

outsource services:

* Differentiate yourself, especially in research
and development and quality assurance

business
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Grow Your Business

Panelists (from left) Vaibbav Nalwaya, Richard Gilles and Brigid Oliveri Siegel listen to the case

presentation.

* Have an appreciation of the cultural divide

between the parties

* The best companies invest in hiring and

retaining people.

Case Presentation:

Artaic, LLC
Dr. Ted Acworth, MBA, PhD was introduced
by Richard O’Brien, WPI Venture Forum
program co-moderator and program chair.
Founder and CEO of Artaic, LLC, Acworth
started the company in 2007 with a deep
appreciation for design and the art of mosaic.
A scientist and engineer by trade, as well as
an award-winning entrepreneur, Acworth has
been developing and commercializing
innovative technology for twenty years.
Artaic is developing a unique design and
production technology that aims to revolu-
tionize the industry using the technical expertise
in ultra-precision metrology systems design.
Mosaic is art made from tiny tiles of
materials, typically glass or marble, cut to fit
into a mosaic design. Labor makes up 25 to

50 percent of the cost. Glass and marble

suppliers are quite limited. The process is
complicated, entailing finding the artist,
fabricator, shipper, and finally, an installer.
Marble can cost about $350 per square foot.
Artaic’s solution is a high speed robotics
technology that can produce one square foot
in 12 minutes compared to 2.5 hours
manually for the competition.

The company’s value proposition is the
creation of an innovative mosaic brought to a
new level, a new art form that is both more
sophisticated and more accessible for
consumers. A fast, flexible provider, it offers a
full service solution at client locations, then
fabricates and ships the mosaic work. Artaic’s
current projects include an 85-square-foort,
LED-backlit mosaic as the center piece of an
Italian restaurant, a high-end residential
kitchen with 45 sq. ft. of custom mosaic, and
a 500-sq. ft., three-story lobby mosaic that
was completed in one week versus five to six
months for the competition.

Due to the current capital crunch,
Acworth has been able to accomplish things
with very scarce resources, for strategic as well
as financial reasons. This means in-sourcing,

out-sourcing, and deals with partners and

START-UP

STATION

NO UP FRONT COSTS

NO LONG TERM CONTRACTS

NO SET UP

NO HASSLES

Manage cash burn and
focus on business growth

while we take care
of everything else.

HIGHLAND-MARCH
OFFICE BUSINESS CENTER

1900 West Parls Dirve
Westhot

o MLA 01581

wowew highland-march.com

customers. Tile manufacturing is expensive in
the United States compared with India and
China, but outsourcing to those countries
can be risky and slow to ship product back.
Tile is very heavy, too expensive to air freight,
and it is easily broken.

The Boston-based company employs seven
people, plus in- and out-sourced consultants
and advisors, including five artists for
commissioned work. There is a patent
pending and several other filings planned for
2009 on the robotic fabrication and
computer aided design they developed. To

CONTINUED ON PAGE 7
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