
May/June 200312

T
he first step toward correcting a problem is to recognize that

one exists. 

Based on past BizVoice stories, there appears to be a near

universal acknowledgement that lack of early stage venture capital

in Indiana is a major detriment – one serious enough to threaten

the state’s economic future. Consider the following comments:

• SSeepptteemmbbeerr//OOccttoobbeerr  11999999:: “It’s very difficult for entrepreneurs

in Indiana to obtain financing of less than $5 million.” … “If

we’re not (public sector, private sector and academic community

working together) successful, the state is going to become an

also-ran and the quality of life is going to decline.”

• MMaarrcchh//AApprriill  22000000:: “For every $5 of state money invested, we should be able to leverage up to

five times as much in federal monies for advanced R&D efforts. You have to invest in order to

gain. It takes money to grow money.”

• MMaayy//JJuunnee  22000011:: “If we could have funded all the best (21st Century Research and Technology

Fund) proposals, the amount of leverage would have been over a billion dollars. That would

significantly enhance our movement toward high-tech projects.”

• MMaayy//JJuunnee  22000022:: “The funding traditionally available in Indiana is at the far side of the continuum,

for mature companies, ones with a cash flow or history. We have

wonderful funds in Indiana that do a great job. We just need

more of them across the spectrum.”

• MMaayy//JJuunnee  22000022:: “As the tech world passes us by and information

technology companies pass us by, hopefully we’ll get people’s

attention that the gap in funding has to be addressed. It’s not

going to be filled by itself. It’s not going to be filled by venture

capital firms flocking to Indiana of their own accord.”

The problem is statewide and encompasses a number of industries.

The issues have been discussed for years. One group, organizers of the Central Indiana Life Sciences

Initiative (CILSI) that was launched in February 2002, believes it has at least a partial solution.

Three CILSI subcommittees have focused on increasing Indiana’s share of federal funding that

is often used for early research, enhancing seed investments that further aid initial development

and providing the missing early stage capital that is so crucial to completing the transformation

to successful commercial companies.

Fund of funds
David Johnson, an attorney with Baker & Daniels, chairs the CILSI capital formation committee.

He says the pieces are falling into place for the third leg of the puzzle, the elusive early stage financing.

The key elements are combining investments from private sector endowments, university

foundations and public sector retirement funds. An anticipated

$50 million to $150 million will form Indiana’s Future Fund.

The manager of this “fund of funds” (expected to be named

yet this spring) will invest the money in a variety of existing

venture capital resources (primarily local and regional in nature),

which will make investments focused on Indiana-based life

science companies.

“Institutional investors (corporations, universities, public

pension funds) have something of a reluctance to be a direct
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investor,” Johnson notes. “They are not venture capitalists in

and of themselves, but they understand the marketplace and

how to put money into the market.”

He explains that such investors (five or six are expected to

be in the lead group, with ultimately 10 to 15 being part of the

effort) can carry out their mandate to make prudent investments

by serving on investment committees and working with the Indiana’s

Future Fund manager on investments that are ultimately close to

home. The stakes – and the potential benefits – are extremely high.

“This is not just community dollars.

It’s not a charitable contribution,”

Johnson emphasizes. “It’s money to

make a significant investment with a

rate of return, over time, that can be

very significant.”

John Aplin, managing general

partner of CID Equity Partners (which

started with a minmal state investment

in 1981), says CILSI has generated a

cohesive atmosphere that has been

missing in the past.

“It has brought together a lot of

people involved in life sciences who

in the past have gone about their own

business and not really worked together,”

Aplin believes. “We work in a lot of

different communities and Indianapolis,

until very recently, hasn’t had the

socialization, the outside of normal

work time gatherings, that take place

in a Kansas City, for example.”

He adds that the premise of the

Indiana’s Future Fund – generating

investment by utilizing a number of

existing funds – is not uncommon in

the industry.

“There is a tremendous amount of

co-investing between venture capital

funds. To develop a company today

takes a great deal more money. The

more capital around the table to invest,

the better. It’s common for us to co-invest

with two or three other investors.”

Public perspective
The Indiana Public Employees’

Retirement Fund (PERF) and the Indiana

Teachers’ Retirement Fund (TRF), in

documents presented to the General

Assembly, acknowledge participating

in discussions about the Indiana’s Future

Fund since mid-2002. Granted the

ability by the legislature to diversify

their portfolios in 1997, both funds

have proceeded cautiously.

PERF bylaws allow it to invest

up to $79.9 million in venture capital, but no commitments have

been made thus far. Only $5 million of the TRF target of

$51.3 million has been committed, with none in Indiana.

While unable to officially acknowledge the involvement of

the pension funds, Johnson points out that collaboration is

what sets the central Indiana effort apart.

“The coming together of the business sector, universities and

state funds to put together our program – that’s our greatest

strength,” he says. “You can talk about collaboration all you
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want, but until you’re willing to write the check …”

Planting the seed
The early stage venture capital recipients generally have already

spent seed funding on research, market analysis and/or product

development. The companies are on the road to commercialization.

In contrast, seed stage capital is generally used for the development

of a business idea. While an investor certainly possesses equity rights,

someone looking for a quick rate of return is in the wrong place.

“The primary purpose is not truly investment, but getting a

business idea ready for investment,” according to Johnson.

A good source for seed money, he says, is the state’s 21st Century

Research and Technology Fund. The $50 million fund, originated

in 1999, was later frozen due to the state’s budget crisis. Limited

amounts of money have been reinstated, with the administration’s

Energize Indiana plan (being debated in the General Assembly as

of this writing) including additional funding over the next 10 years.

“The 21st Century fund is one of the best kind of contributions

the state can make to this effort. It sends a great signal to the business

community that the state is doing its part,” Johnson asserts.

Aplin agrees. Providing the funding to boost commercialization

efforts and assist university efforts falls within the public sector

leadership role.

While admitting that universities “don’t have any exclusivity

on creativity,” he adds, “The engines for economic development are

engineering schools, medical schools. They are the drivers for technology

innovation. We have to make sure they are staying competitive.”

If significant 21st Century dollars are not allocated by the General

Assembly, Johnson says the business community is going to have to

take the lead. The seed funding is essential to taking the best and

brightest ideas and transforming them into Indiana companies.

Federal focus
Preceding and often complementing the seed funding is the

federal research and grant dollars that have been missing from the

equation, Aplin claims.

Johnson adds, “We need more of our fair share. There needs

to be a broader community effort to bring more of a federal focus.”

A big part of that is understanding how the process works.

Companies or universities don’t go knocking on the door of the

National Institutes of Health, he contends, asking for additional funds.

“Craig Brater (president of the Indiana University Medical

School) will tell you what it takes to get the IU Medical School into

the top 10 is research space and funding,” Johnson relates. “Researchers

often bring federal dollars with them. What it really takes is a focus

Venture Capital Investment 

BByy  SSttaattee  ((22000022))
SSttaattee DDeeaallss $$((mmiilllliioonnss))
California 1,037 9,467.3
Massachusetts 337 2,362.7
Texas 170 1,284.2
New York 51 804.2
Maryland 92 624.8
Washington 114 599.0
Georgia 85 587.7
New Jersey 88 567.8
North Carolina 88 547.3
Colorado 78 547.3

16. Illinois 64 229.0
17. Ohio 47 220.8
24. Michigan 27 73.0
29. Indiana 11 52.1

BByy  RReeggiioonn  ((22000022))
RReeggiioonn DDeeaallss $$((mmiilllliioonnss))
Silicon Valley 772 7,077.7
New England 404 2,672.1
Southeast 257 1,608
Texas 170 1,284.2
New York (metro) 230 1,249.9

9. Midwest 217 874.1
(Midwest includes Indiana, Illinois, Ohio, Michigan,
Kentucky, Missouri and western Pennsylvania)

BByy  LLeeaaddiinngg  IInndduussttrriieess  ((22000022))
IInndduussttrryy DDeeaallss $$((mmiilllliioonnss))
Software 799 4,318.5
Telecommunications 335 2,878.2
Biotechnology 288 2,798.3
Networking and equipment 209 2,232.2
Medical devices and equipment 217 1,862.2

BByy  SSttaaggee  ooff  DDeevveellooppmmeenntt  ((22000022))
SSttaaggee DDeeaallss $$((mmiilllliioonnss))
Start-up/seed 148 302.8
Early 805 4,068.5
Expansion 1,667 13,275.4
Later 391 3,532.4

BByy  SSttaaggee  ooff  DDeevveellooppmmeenntt  ((IInnddiiaannaa))  (2000-2002)
SSttaaggee DDeeaallss $$((mmiilllliioonnss))
Start-up/seed 3 3
Early 15 101
Expansion 21 219
Later 4 40

BByy  YYeeaarr  ((IInnddiiaannaa))  (1995-2002)
YYeeaarr DDeeaallss $$((mmiilllliioonnss))
1995 8 10
1996 12 23
1997 12 25
1998 10 27
1999 10 38
2000 25 254
2001 7 54
2002 11 53

Source: PricewaterhouseCoopers/VentureEconomics/NationalVentureCapital
AssociationMoneyTree™Survey
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Indiana’s life sciences strength includes areas such as this

production of the Zenith AAA Endovascular Graft (awaiting

final FDA approval) from Cook Inc. in Bloomington.
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on enhancing research facilities to attract the researchers to

come here.”

Additional federal support comes as a result of efforts of

members of Congress. More than $2.2 million was secured

earlier this year for IU’s Emerging Technology Center that was

scheduled to open in April in Indianapolis.

Building momentum
CID does not have one fund dedicated to life sciences

investments, but is looking at opportunities

through both an existing seed fund

and its later stage Fund 8, which had

a first close of $30 million but is still

in the fund-raising mode.

Cities that got a head start on their

life sciences efforts – St. Louis, Cleveland,

Pittsburgh among others – have

attracted CID investment. Aplin says

his company is in the advanced due

diligence stage on about a half dozen

additional life sciences investments,

including some within Indiana.

“We’re looking at several very

interesting deals. The life sciences

initiative is creating a certain amount

of momentum,” he declares. “We’re

seeing more activity. Our philosophy

is to invest in as many Indiana

companies as we can.”

A key to that taking place is the

greater deal flow that has begun to emerge.

“A small percentage of companies

seeking venture capital actually get

funding,” states Aplin, putting the

figure at 5%. “If you do five or 10

deals a year, you need to see hundreds

of deals to find the ones that reach

your criteria.”

Additional financing available

through Indiana’s Future Fund and

the resulting increased number of deals

will only lead to more opportunities.

Johnson tells of a West Coast

company contacting him concerning

the central Indiana effort and expressing

its interest in opening a Midwest

office “if you pull this off.” Enough

dollars and enough activity will yield

greater interest from all corners.

“It is a case where success builds

success,” Johnson says. “The fact that

you have investment capital available

convinces people you have serious

opportunities.” Noting that he has

been involved in financing and

development efforts in the state for

nearly 20 years, he concludes, “I’ve never seen anything cap-

ture people’s attention like the life sciences has.”

I N F O R M A T I O N  L I N K

Resources: David Johnson at (317) 237-0300 or 

e-mail: dljohnso@bakerd.com

John Aplin at (317) 269-2350 or 

e-mail: johna@cidequity.com

Central Indiana Life Sciences Initiative at www.cilsi.com


