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The commercialization of inventions is very complex and challenging therefore it requires the collabora-
tion of several actors in an economy. Even when an invention possesses significant added value, its suc-
cessful commercialization could only be executed in a stable macroeconomic and innovation environment
and also if proper innovation management expertise is provided. ValDeal Innovations Zrt. was established
to foster the commercialization of Hungarian, high business potential inventions by providing its busi-
ness expertise. The company used an — already in various markets and countries probed — US innovation
management method consisting of the tasks of technology evaluation as well as the commercialization of
inventions. There were major changes necessary while probing the US method residing in the different
macroeconomic circumstances and the attitudes for innovation in Hungary. The article details the above
mentioned issues together with the conclusions the members of ValDeal have drawn during the innovation
management process.
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The level of innovativeness is mostly regarded as one
of the most significant factors in determining the de-
velopment level of an economy. There have been rel-
evant changes in the last several years in innovation
management as a result of the increasing amount of
information and its availability. Therefore achieving
the business success of an invention has become a very
complex process (Buzds, 2007a). The first step and one
of the most important part in innovation management
is the selection of the proper inventions ready for fur-
ther development. The main reason for that is that an
improper project is due to fail even with a background
of the most professional business development activity.
The filtering process of inventions consists of a compe-
tition of the projects in multiple rounds. At each stage
of the competition of the projects, the most appropriate
ones are selected in order to find the most valuable pro-
jects eventually (Terwiesch — Ulrich, 2009).

ValDeal Innovations Zrt. (hereafter referred to as
ValDeal) was established in 2006 to foster the com-
mercialization of Hungarian inventions of high busi-

ness potential by providing its business expertise and
connections to the Hungarian inventors and by ob-
taining ample funding for further development of the
inventions. ValDeal probed an American innovation
management model, which has already been adapted
to and tested in various markets outside the US. That
model contained the evaluation, development and com-
mercialization of innovative projects. However, the
American model had to be aligned with the Hungarian
circumstances, e.g. with the specifications of the Hun-
garian capital market. ValDeal organized contests of in-
novative projects in 2007 and 2008 with the aim first
to screen and then to choose the top quality Hungar-
ian inventions from a market potential point of view.
More than 500 inventions were screened and used to
probe the US model. ValDeal changed the focus of the
original project selection criteria. The main focus in
Hungary was on human factors, besides, the Hungarian
model also concentrated on the feasibility and the mar-
ket potential of the projects. The main role of the model
was to decrease the risk of investors. Therefore Val-
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Deal’s managers helped the further development of the
technologies and tried to provide additional leverage
for future investors by attaching the investment process
to grants or regional funding possibilities.

I worked for ValDeal as a project manager partly
administering the project selection procedure as well
as the business development of some inventions. The
article mainly introduces the project selection process
of ValDeal by detailing the selection criteria at each
stage. The article firstly describes the macroeconomic
environment including the description of the need for
the activity of ValDeal in Hungary. Secondly, the ar-
ticle introduces the experience and activity of the US
organization as well as the professional background
and connections of ValDeal; then it details the major
changes which had to be executed in order to use the
US know-how in Hungary. The core lessons learned
are described by three case studies introducing the
business development work of ValDeal on two medical
and one ICT technologies.

Description of the problem

First of all let me discuss the reason why a new innova-
tion management model was needed in Hungary; and
what kind of void was ment to be filled by ValDeal
in 2006. The problem of low-level ability to convert
scientific research results into wealth-generating inno-
vations is present in most EU countries, which is called
the ‘European paradox’ i.e. EU countries’ weakness
is in the ability to convert excellent scientific research
results into wealth-generating innovations (Dosi et al.,
2006). Focusing mainly on Hungary, while several Sci-
ence, Technology and Innovation (STI) policy meas-
ures were put in place to enforce innovation, still the
performance of the National System of Innovation re-
mained weak (Havas — Nyiri, 2007).

The majority of US indicators on global innovation
and competitiveness leads the EU-15 members, as well
as US well ahead (60% more) of EU-15 members in
terms of Venture Capital investments (Atkinson — An-
des, 2009). The US is ahead of EU-15 with 30% more
new firm formations (Atkinson — Andes, 2011). The
rate of enterprises with innovation activity is 31% in
Hungary, it is well below the EU-27 level of 52.9 %
(Eurostat, 2013). (For more information about the Hun-
garian entrepreneurship, please read the Global Entre-
preneurship Monitor — GEM Hungarian National Re-
ports).

There are several actors in the National Innovation
System to create favourable macroenvironment and
provide incentives to develop inventions and commer-
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cialize new products. The main reasons for the weak
innovation performance of Hungary are the unfavour-
able framework conditions for innovation. “In brief,
the macroeconomic environment in 2006 and 2007 is
unfavourable for innovation activities of firms: growth
is slow, the domestic market is weak, government in-
vestment is falling, inflation has been on the rise and
net foreign direct investment inflow was small or nega-
tive” (Havas — Nyiri, 2007: p. 7.). The innovation per-
formance of Hungary lags behind its possibilities. Sev-
eral indicators for measuring innovation performance
confirm that the level of Hungarian innovation activity
is generally low, and innovation based on R&D activity
is even weaker. Hungary has a dual economic structure:
multinational enterprises with foreign ownership and
with an internationally embedded R&D network, and
SMEs with low level of productivity and innovation
activity (OECD, 2008).

In general terms, in the EU there are very few in-
vestment funds of appropriate size to work effectively.
The small investment funds specialized for start-up
companies do not work effectively, while for big in-
vestment funds it is not effective to concentrate on
small — and mostly risky — investments. This problem
was effectively tackled in the US by the Small Busi-
ness Investment Company (SBIC) program by pro-
viding loans for investment companies. SBIC there-
fore supports well-functioning seed-funding. The EU
cannot catch up with the US in terms of financing by
business angels, which is the major source of funding
to finance the development and commercialization of
early-stage inventions. There is collaboration in the
US between business angels and venture capitalists by
specific roles assigned to them. Business angels pro-
vide funding mostly to early-stage inventions in order
to develop them, and make some kind of ’pre-selection’
for the venture capitalists, who provide investment for
advanced and hence less risky technologies. Thus the
risk and cost of financing late stage inventions are de-
creased in the US (Karsai, 2004). There was a gap in
Hungary (and also in the EU) because of the low level
of business angel investment and network. The most
profound problem was that the projects were not pre-
screened for venture capitalists in most cases, and there
was also a low-level of pre-selection and seed-funding
provided by business angels. That was the main gap
ValDeal wanted to fill.

In 2006, when ValDeal was established, one of the
significant hindering factors of commercializing re-
search results was the insufficient financing of early-
stage technologies. Venture capital invested in Hunga-
ry targeted mainly mature companies with low level of

XLIV. EVF. 2013. 10. SZAM / ISSN 0133-0179

25



risk. Altogether, in the period of 2000-2005, a yearly
average of only 34 investments targeted innovative
companies introducing new products or services [Kar-
sai, 2006). (Karsai in her recent book highlights that the
relative amount of venture capital investments com-
pared to GDP sent Hungary down from the 5% place
of 2006 to the 22™ in the ranking of European invest-
ments in 2010 as a result of the economic crisis (Karsai,
2012].) Additionally, a research was conducted on the
readiness and ability of SMEs to attract venture capi-
tal, which determined that altogether only 0.25% of the
whole Hungarian SME sector is appropriate for venture
capital funding (Szerb, 2009). The spread of venture
capital investments is hindered in Hungary not just by
the lack of SME’s knowledge about venture capital, but
also by the lack of intermediary organizations provid-
ing assistance to match the demand and supply on the
capital market and also by the low level of innovation,
competitiveness and the inappropriateness of the man-
agement of companies intending to involve venture
capital into their resources (Karsai, 2012).

Hence, the effect of venture capital investment on
innovation was hardly noticeable in Hungary in 2006.
The reason for the low-level of investment on early-
stage projects is two-fold: on the one hand, venture
capitalists mostly regard Hungarian projects offered
for investment not mature enough and of a low level of
commercialization potential, on the other hand, the pro-
ject owners complain about the lack of available ven-
ture capital. There is a mismatch in the amount required
by project owners on the one side, and the amount of-
fered by venture capitalists on the other. Innovators
mostly need small amount of investment, while small
investments are generally not attracting and not suffi-
cient for investment funds (Karsai, 2004). So there is a
specific problem of early-stage projects: there is a gap
between the ’demand’ and ’supply’ of venture capital.

The main problem of commercializing innovations
is that there is no real working relationship and collab-
oration between the Hungarian owners of innovative
projects and the investors. There is an underdeveloped
business culture because of a low level of collabora-
tion among education, research and business actors and
because of the lack of mechanism providing informa-
tion on the potential markets (Government of Hungary,
2007).

Thus, it is required in the economy to evaluate the
market potential of inventions and then manage their
innovation processes with professional innovation
management knowledge and experience. The financial
obstacles of commercialization should be eliminated by
decreasing the risk level of innovations and by build-
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ing a bridge between business angels, venture capital-
ists and early-stage inventions. The main initiatives to
tackle the problem before the establishment of ValDeal
— beside the mentioned Hungarian STI policies — were
to create intermediary organizations, incubators pro-
viding their legal, financial and business development
services and physical space for early-stage companies.
In the followings, the organization background of the
breakthrough model is introduced on the European as
well as on US side.

The organizational background of the ValDeal
program

ValDeal, as a member of the ISC Group is located close
to Budapest, it is in the centre of the Budaors Industrial
and Technology Park (BITEP). The strategic partners,
other members of the company group are the Budadrs
Property Developer and Service Company (ISC Ltd.)
and the Central Hungarian Innovation Centre Nonprofit
Ltd. ISC Ltd. acquires new tenants for the Central Hun-
garian Innovation Centre and it provides infrastructural
services for SMEs settled in BITEP. There are already
more than 300 companies located in the industrial park
employing around 3000 people. Central Hungarian In-
novation Centre aims to improve the innovation activ-
ity and the competitiveness of the companies with such
services as targeting networking, consulting, education
and product development.

ValDeal, a member of the ISC Group was estab-
lished to tackle the problems described above and to
deal with innovation management. ValDeal’s method
of innovation management includes technology and
project evaluation as well as determining and execut-
ing the commercialization strategy of an invention. The
adapted innovation management method consisted of
a long screening process with several milestones as a
result decreasing the risk of future investors. ValDeal
— with the background of the well-functioning infra-
structure and network of the ISC Group-offers start-up
companies both business incubation and acceleration
services including counselling tailored to each indi-
vidual project. ValDeal has set up a business angel net-
work in order to provide co-financing opportunities for
future investors. In sum, ValDeal has provided innova-
tion management services covering all major aspects
of commercializing an invention. The chief aim of Val-
Deal was to develop an innovation management model
applicable to Hungarian circumstances and provide in-
novation management services for the Hungarian in-
novators as well. The business environment of ValDeal
is detailed in Figure 1.
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Figure I  mercializing research results.
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Source: Polgdrné, M. 1. (2010): From Mind to Market — the story of ValDeal. Presentation at the

ValDeal Group onsite evaluation of BIC, Budadrs

The partners of ValDeal in developing the proper
methodology of innovation management have been the
IC? Institute of the University of Texas at Austin (IC?)
and INNO AG. The latter is located in the Karlsruhe
region in Germany. The IC? Institute of the University
of Texas at Austin (IC?) was founded in 1989 with the
purpose to identify the most innovative inventions and
foster their market introduction. IC? currently provides
technological development services for more than 140
companies. IC? subserves the accumulated knowledge
to be utilized as much as possible and spreads the
knowledge towards other incubators as well. IC? has
gained a lot of experience outside the US in the im-
plementation of complex development programs. IC?
regularly organizes innovation management programs
in order to identify the commercially viable technolo-
gies, which are also appropriate for being incubated,
further developed and introduced to the market. The
program of IC* was implemented in more than a doz-
en countries including Poland, Mexico, India, Chile,
South Korea, Egypt, Russia, Armenia, Kazakhstan and
Malaysia (IC?, 2012).

ValDeal has chosen INNO AG as its professional
partner principally because of INNO AG’s 20 years of
experience in innovation management and in commer-
cializing the intellectual properties of public financed
research institutes, and in order to involve INNO AG’s
European experience into the program. INNO AG cur-
rently runs complete services of technology transfer
and regional development in various German regions
thus functioning as a “one-stop-shop” system for com-
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created by ValDeal was to
gain seed financing as soon
as possible. Highlighting the
differences in the US and
Hungarian innovation systems, one can find that there
is a more collaborative approach in the US one. Af-
ter considering the differences in the macroeconomic
as well as in the innovation management environment
ValDeal’s staff came to the conclusion that the know-
how of IC? had to be adapted to the region-specific fac-
tors. The know-how contained the main elements of
project selection, screening and evaluation practices,
as well as the practice of business development and in-
cubation which also had to be adapted to Hungarian
circumstances.

The model was probed on more than 500 projects
in two waves of project collection in 2007 and 2008.
Before the adaptation, during the learning-by-doing
period, it turned out that major changes were neces-
sary to be made on the model owing to the financial
and cultural differences in the Hungarian and US in-
novation environment. The main points that required
modification and the differences between the US and
the Hungarian model are summarized in Table 1.

Modifications in the project selection process
ValDeal initially assumed that the market-centric
model of the IC? could be used in Hungary without
any specific modifications; however, due to the funda-
mental differences between the US and the European
entrepreneurial culture, ValDeal had to modify the
project selection method. During the pilot phase, while
probing the IC*'s method, the most important conclu-
sion ValDeal drew was that the business skills of the
project owners were far more important for achieving
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Table 1

Comparison of the ValDeal and IC2 Innovation Management Models

Adaptation issues

IC? model

ValDeal model

Project screening

Focuses on the market.

Complex evaluation of the technology, market and
people; business skills are highly important.

Access to capital

IC? does not put a huge emphasis on creating investable
business cases. Capital markets are accessible in the US,
financial constraints regarding product development do
not create problems or bottlenecks.

The focus is more on early-stage partnerships,
licensing and the development of start-ups. The focus
is on creating investable business cases, as the capital
markets were not well-developed in 2006.

Services required

US inventors/project owners mostly need services in
finetuning value proposition, market value, and early-
stage business development.

Hungarian projects are developed most efficiently by
applying interim management.

Business skills

Inventors have entrepreneurial mindset, and are willing
to take risk. Inventors are ready to collaborate with
technology managers, therefore training and personal
counselling are not necessary in the US model.

Most of the project owners have low level of business
skills. They need help and mediation, therefore
ValDeal had to implement training about basic busi-
ness skills and personal counselling.

Inventors are willing to pay for the innovation mana-

Inventors are not willing to pay for the innovation

Cost of services

gement services.

management services.

Source: ValDeal Innovations Zrt. (2012): Innovation management know-how of ValDeal Innovations Zrt.

business success than the scientific excellence or the
possible market acceptance of an innovative project.
ValDeal’s role was to provide its expertise in this field,
but the collaboration of the project owners in business
development was also required. Therefore, the empha-
sis of the Hungarian model’s project selection process
was put rather on the innovators and their experience
than on technology. ValDeal changed the importance
of the selection criteria but also focused on the fea-
sibility of the technology and its market potential. In
order to find the right technologies IC* mostly focuses
on assessing the market applicability and the market
potential. The main element of the IC*’s method is to
determine the market and commercialisation potential
of a given invention by exactly finding its competitive
advantages. It is understandable, as the aim of innova-
tion management is mainly determining the commer-
cialization potential and the necessary further develop-
ment needs of an invention. As ValDeal regarded the
personal aspects more important, the project selection
process was modified in 2008: a US expert gave a pro-
fessional written opinion and ValDeal’s experts were
mostly focusing on personal aspects of the project
owner instead of on the business potential of the tech-
nology during a personal meeting. In-depth interviews
focusing on personality and business skills were ex-
ecuted and then scored in later stages of the selection
procedure. By later stages of the selection, the initial
selection procedures in order to select the projects with
minimum market potential and technological feasibil-
ity had already taken place.

Modifications to the different financial markets

In 2006, entrepreneurs in the US and Hungary had
different access to capital. As capital markets were eas-
ily accessible in the US, financial constraints regarding
product development did not really created problems
or bottlenecks. Therefore, the focus and main possibil-
ity of innovation management was on creating early-
stage partnerships, licensing and developing start-ups.
The IC? model focuses more on further developing the
technology before out-licensing it and does not put a
huge emphasis on creating investable business cases,
which was required in Hungary. Therefore this part of
the model required changes in its focus. The role of the
modified innovation management model was therefore
to decrease the risk of investments and select the tech-
nologies attracting investors as well as create a financ-
ing strategy which provides additional leverage for in-
vestors (e.g. with grants, regional funding).

Modifications in the services required by the
inventors working with ValDeal

The clients of IC? and the Austin Technology Incu-
bator mostly need help in fine-tuning their value propo-
sition, market value and early stage business develop-
ment. In the case of ValDeal the projects are developed
most efficiently by providing interim management for
the partner companies. Therefore the adapted model
had to be changed accordingly. The ValDeal model in-
corporates all aspects of company management in or-
der to establish a company and create a product with a
possibility of future business success. In contrast, the
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model of IC? is more focused
on further developing the in-
ventions instead of creating
new companies.

There is a huge difference
between the US inventors
and the Hungarian ones as 100
the US inventors have more
entrepreneurial mindset and 60
are more willing to take risk
and to cope with technology
managers. While most of the
project owners or inventors
working with ValDeal have
never prepared or even read
a business plan. It is a chal-
lenge for ValDeal to train the
inventors to become success-
ful entrepreneurs and to have
them understood the strategies and the services offered
by ValDeal. Researchers working in academic environ-
ment usually find it hard to deal with external innova-
tion managers; therefore they need help and mediation.
The entrepreneurial spirit and abilities are completely
different in Hungary compared to the US. ValDeal had
to teach very basic marketing skills for the inventors,
such as presentation techniques, basic knowledge re-
quired for company establishment and most important-
ly how to understand and accept a business-oriented
approach or viewpoint.

Finally, it is worth emhasizing that US inventors
generally accept that they have to pay for the incuba-
tion services. They also understand that, by paying an
innovation manager they can increase the chances of
the successful commercialisation of their new products
or technologies. In contrast, Hungarian project owners
are not willing to pay for the innovation management
services: in case the external partner only offers knowl-
edge and time, but cannot provide any capital to enable
commercialisation, their work will be usually regard-
ed as worthless by the project owners. The inventors
working with ValDeal do not have money to take risk
and the compensation is principally success fee based
which is paid from the investor’s or partner’s invest-
ment or licence fee as a result of the successful work
of ValDeal. This affects all tasks of ValDeal’s work,
as the innovation managers are pressed to execute fast
and effective deals even if its subject is not always in
alignment with the project owner’s expectations. The
ValDeal method had to take this compensation mecha-
nism into consideration and adapt the US model in a
most effective way to create a stable and sustainable
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Figure 2

The project selection process of ValDeal’s applied methodology
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Source: ValDeal Innovations Zrt. (2012): Innovation management know-how of ValDeal

financial background while providing services required
by the Hungarian inventors working with ValDeal.

The project selection process

The previous paragraph highlighted the major changes
on the US model, and now the focus is on one of the
most important part, the project selection process of in-
novation management. As introduced by Terwiesch and
Ulrich: “Just as the perfect production of a poorly de-
signed product will lead to commercial failure, so will
the perfect development of a bad innovation opportu-
nity” (Terwiesch — Ulrich, 2009: p. 31.). The screening
process — introduced in the book published in 2009 in
the topic of innovation tournaments — consists of three
rounds including web-based voting, innovation work-
shops and a multiattribute analysis of each opportunity
(Terwiesch — Ulrich, 2009). This concept was published
later than ValDeal’s project was executed, thus its main
aspects could not be involved in ValDeal’s work. The
information given about the evaluators in that book is
limited to the employees of a company heading an in-
novation tournament. Therefore it is important to in-
troduce what an expert in commercializing inventions
considers while evaluating the inventions in an early
stage of development. The details of ValDeal’s project
selection process is introduced in this article in the fol-
lowings step-by-step, highlighting on the main selec-
tion criteria.

The project ideas that were being screened were usu-
ally in the phase of proof of concept (POC) or working
prototype from the medical technology, information
technology, engineering or the consumer goods area.
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There was a four-step screening methodology applied
in the ValDeal model. The methodology of ValDeal had
the 300 > 100 > 60 > 30 > 25 reduction steps. There
were 100 projects selected in the first round from 300
then with ever stricter screening factors, the final top
25 projects remained for further assessment (Figure 2).

The target of the first selection phase (300 > 100)
was to exclude the projects with obvious lack of busi-
ness potential. The possible main reasons for the lack
of business potential:

* The development level of the project is well be-
low the expected technological or industrial level
that would likely attract business partners (e.g. it
is only an idea without any technological back-
ground and proof).

* The project could not be executed with the ex-
isting or expected financial and professional re-
sources anyway.

* The project has no competitive advantages com-
pared to other already existing and available

Main elements of project evaluation
in the 100 - 60 project selection phase

STUDIES AND ARTICLES

technologies, which tackle and satisfy the same
need of the target market.

The pre-selection process is executed with a simple
questionnaire. It is easy to fill in as only 5-10 minutes
are enough to answer each point. The questionnaire
consists of 8 statements that can be answered simply
by Yes or No:

1. The product/service provides clear added value
for the user.

2. The product/service is innovative and its novelty

is clear.

The target market(s) is identified and reachable.

4. The size of the target market(s) is significant and
its growing tendency is expected.

5. There is real possibility to commercialize the
product/service and the time required to reach
this development stage is short.

6. The product/service can be commercialized by

an appropriate and feasible business model.

7. The IP background and ownership
structure of the invention are clear and
confirmed.

8. The barriers of successful market entry
are identified and these difficulties can

(98]

Table 2

Clear benefits

Clear problem addressed by technology
Products or services enabled by technology

be easily overcome.

The sophisticated way and simpleness of
the questionnaire shows how great experi-
ence the evaluators have in determinig which
projects are fit for being selected for the next
phase of the selection process. The deep ob-

Technology roadblocks

Potential Market . .

Opportunities C()'mpe':t?ng Te.chnologles .
Scientific merit and sustainable advantage
Market size, growth, channels, etc.
Barriers
Development Status

Technology Status Time to Market

jective evaluation by answering these state-
ments in a Yes/No form is obviously not pos-
sible; but it is not a requirement either at this

Elements of IP
Report of disclosures
Intellectual Properties
IP protection
Partners

Identification of ownership / ownership rights

stage. The projects are selected for the sec-
ond stage of evaluation after the subjective
evaluation of experts as well as after the ob-
jective evaluation of this short questionnaire.

Key Stakeholders
Stakeholder Support Process champion
Commercialization ability of owner
Management issues

Recommended stakeholder support and issues

The second selection phase (100 > 60)
aims to narrow the range of projects appropri-
ate enough for business development. The du-
ration of the evaluation procedure was about
2 hours per each project. The opportunities

Type of resources required
People resources required
Financial resources required
Potential Partners or licensees

Resource
Requirements

and necessary further steps of how to develop
and commercialize the projects could be de-
termined based on the desk research and by
considering and filling in a 0-3 scale evalua-

Technology description
Response to identified challenges
Response to questions

Other

tion sheet. This step contained the evaluation
of the necessary human and financial resourc-
es as well as the business skills of the project

Source: ValDeal Innovation Zrt. (2006): Evaluation sheets of the 100 = 60

project selection phase

owner. The main elements of the 0-3 scale
scoring were:
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0. Unacceptable — Not suitable for commerciali-
zation at this time; no problem clearly addressed;
insufficient information

1. Acceptable — No significant problems or barri-
ers to commercialization identified but NO evi-
dence provided

2. Good — No problems or barriers to commer-
cialization identified AND supporting evidence
provided

STUDIES AND ARTICLES

3. Excellent — No significant problems or barriers
to commercialization identified AND compel-
ling evidence provided

These scores were addressing the following 6 top-
ics, in relation to the commercialization potential (0-3
scale) of the given invention (7able 2).

The third phase aimed at evaluating the projects
by building on the opinion of acknowledged experts.
Evaluating the projects by experts is mostly a very re-

Table 3
Main elements of project evaluation in the 60 = 30 project selection phase

Is it clearly described?

The Are the benefits clearly described?
Technology In your opinion, are the benefits significant enough to support commercialization?
Do you see any additional benefits that the inventor did not mention?
Does the inventor have a realistic awareness of the applications and markets for the technology?
Are the markets realistically identified?
Ao Is each markeF rea}listically defined and size.d?. . o . o
and Markets Does each application of the technology offer significantly more VALUE than similar/competing technologies in the market?

Has the inventor shown any real market interest for his invention?
Do you see any additional applications for this technology?
Do you see any additional markets this technology could reach?

Business Model

Is a business model clearly defined?
Does the business model make sense?
What other type of business model would you recommend?

Are the competitors and competing technologies realistically identified?

and Barriers

Competltors. Are the strengths of this technology realistic and significant relative to the competition?
and Competing o . . o
Technologies Can the technglogy compete within the given strqcture .of the 1dent.1f1ed markets?
Do you feel this technology could compete effectively in the described markets?
Is the technology sufficiently developed to an end user / buyer?
Technology Is there a technology or product roadmap or plan developed?
Development In your estimation, how much time or work is needed to create a commercially ready product?
Status Have risks been clearly identified that would inhibit commercial product delivery?
In your opinion, how likely can these risks be mitigated or overcome?
Is the IP clearly described?
Has the IP been patented?
Intellectual If so, where?
Property (IP) Is IP ownership clear and unencumbered?
In your opinion, can the IP be sufficiently protected to retain its value?
Do you see any additional IP possibilities from this technology?
Are the business risks and barriers to success clearly identified?
Risks Have realistic solutions been offered to address the risks and barriers?

In your opinion, what is the most significant Risk/Barrier and to what degree would it inhibit success?
Do you see any additional risks or barriers?

About the Is the inventor interested and willing to participate in the commercialization of the technology?
Inventor and Does the inventor have a strong enough team or set of collaborators to move the technology forward?
People In your opinion, does the inventor seem capable of guiding the technology through commercialization?
If everything is done correctly, can this technology be successful?
Your Instinct If everything is done correctly, what impact on the market would this technology have?
and “Gut Feel” | Who would you recommend the inventor (or ValDeal/IC2) to speak with about commercializing this technology?

Any impressions, comments, ideas, concerns about this technology, the inventor or the commercialization process?

Source: ValDeal Innovations Zrt
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source demanding process: finding the appropriate ex-
pert in the given technology field and the preparation
of expert evaluation documents require a lot of time
and money. Therefore this step of the evaluation pro-
cedure was taken for really promising projects of high
business potential. 25 projects of the highest possible
business potential were selected in each contest based
on the expert opinions and personal intuitions. On the
basis of the previously mentioned detailed analyses
and expert opinions, all projects got a project evalu-
ation with a detailed description of the further neces-
sary development and modification requirements. The
evaluation was based on the main categories listed in
Table 3 (Table 3).

The final project selection phase included a presen-
tation of the project owners in front of a professional
audience consisting of international venture capital
and innovation management experts who had the ex-
perience to evaluate the projects as well as provide
suggestions for the utilization process of the technolo-
gies. The project owners present their projects with the
help of a preset slide show. The slides were provided
by ValDeal in order to get the same information about
each project. Each presentation lasted for about 15-20
minutes and consisted of about 10-15 slides followed
by brief questions from the jury members. The main
elements of a presentation were the added value of the
technology, competitive advantages, present develop-
ment status, business model, description of the target
market, market position — competitors, IP status, in-
troduction of project owners and the resource need of
the project. The aspects of the negotiations in the final
selection phase are the followings:

Technology: The evaluators inspect if the technolo-
gy is backed up with relevant expertise and is elaborat-
ed enough in detail. It is also important to check if the
technology is ready to target the market and satisfies
the needs of the customers. They also estimate if there
are any other possibilities to utilize the technology.

Market and applicability: The jury evaluates if the
market of the invention is clear and there is significant
competitive advantage of the technology. The jury al-
ways asks if the inventor executed an initial market
survey already (if so, what were the results, in which
market[s], what is the realistic size of the market[s]).
Based on these estimations and analysis the possible
latest revenue and the volume of production can be es-
timated.

Business model: 1t is evaluated if there is a clear
business model behind the technology, and which
models are suitable for commercialization. It is also
evaluated if the competitive advantages of the tech-
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nology are strong enough to help successfully com-
mercialize the technology with the possible business
model(s) applied later.

Competitors and competing products: It is esti-
mated if the competitive advantages of the technology
is realistic and provide added value on the long term.
The difference between the present technologies, their
strengths and weaknesses are also evaluated and com-
pared with the invention.

Development status: It is evaluated if the technol-
ogy is developed enough for commercialization based
on realistic (financial, technical) considerations, or if
not, can it be developed any further to create a real
product/service. In case there is further development
needed, the evaluators examine if there are detailed
plans already elaborated on developing a product or
service from the invention and if the project owner
is appropriate to develop the technology further. The
length of time and all the efforts, resources that are re-
quired are also the target of evaluation. The evaluators
identify and assess all the risks and the things to do to
overcome those risks.

Intellectual Property Rights (IPR): The evaluators
check if there is any IPR protection behind the technol-
ogy, and if so, is its ownership clear and is the mode of
protection appropriate for commercialization.

Risks and obstacles: The evaluators estimate all the
risks of commercialization. They try to visualize how
to solve the problems that caused the risk and they try
to minimize the risk. Then they estimate the time and
cost required to solve those problems and determine if
it is worth dealing with those issues and commercialize
the products.

The skills and motivation of the inventor and the
project owners: The evaluators are able to draw the con-
sequences that derive from the skills and motivation of
the project representatives during the presentations; and
so they can determine if there is any interim manage-
ment needed to be able to execute commercialization.

After the project selection there was a detailed mar-
ket assessment prepared for each invention. ValDeal
used the elements of the so called ‘QuickLook® ‘report,
which is a tool elaborated by the IC? Institute. It pro-
vides a real overview of the market potential of R&D
results, possibilities for commercializing technolo-
gies stemming from university, government, public
financed research institutes, innovative companies or
individual investors. The report was applied to prepare
detailed market research for the most promising pro-
jects in order to define the market value of the tech-
nologies or products. ValDeal also assisted inventors
in defining their business model to be followed as well
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as in introducing their products to the international
market. During the pre-incubation phase of the pilot
project some tailored services were offered to the pro-
ject owners, e.g. the elaboration of business strategies,
teasers, licensing dossiers and market studies. As a last
step, ValDeal prepared business plans, organized inves-
tor presentations and supported investor negotiations to
find the best deals for the project owners.

There were lots of lessons learnt during the imple-
mentation of the US methods, but the most important
one was that the biggest risk laid in the human factor
in innovation management. It is absolutely not wise
to believe in and work on projects if the human fac-
tor is problematic. As a result of the effective and de-
tailed project selection process, ValDeal had effects on
increasing the innovation potential of the Hungarian
economy.

The results and effects of ValDeal’s work

It is a general practice that at an average of 3-4 pro-
jects from 100 business plans read by the investors gain
funding, which is also confirmed by AIG New Europe
Fund and Fast Ventures (Venture Capital Partners,
2001) investing in 3-4% of the projects possessing a
clear business plan. In contrast, ValDeal managed to
gain 8 investments, which is more than 10% of all the
projects selected into the final stage; additionally, as a
result of ValDeal’s work, one of the former ValDeal
projects, “HIO-Technology” won 20.000 EUR, the first
price of the “Innovation of the Year 2007 in Serbia,
and got a huge publicity and support from high level of
state administration.

As an indirect effect of the ValDeal program 1 pro-
ject of the 4 investments of the Portus Buda Group and
approximately 13% of the Jeremie 1. program invest-
ments targeting Hungary was also selected and then
participated in the ValDeal program for business devel-
opment. It should, however, be emphasized, that Portus
Buda Group uses a methodology that has been devel-
oped at Harvard Business School in order to evaluate
the projects before investing.

In addition, one of ValDeal’s alumni members has
become a co-founder of an innovative financial services
company. The business development of that company is
partially based on ValDeal’s know-how. An Initial Pub-
lic Offering (IPO) is envisaged to it in 2013. The know-
how of ValDeal was teached at the Central European
University and the Moholy-Nagy University of Art and
Design Budapest. The results of ValDeal’s work are be-
ing depicted a little more in the followings by some oth-
er examples of the business development of inventions.
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Case Studies

Case tudies from the ’Medical technologies’
category

A telemedical device was developed with the col-
laboration of a small enterprise and two public fi-
nanced research institutes between 2004 and 2007.
That device was easy to use, considerably automated
so that pregnant would-be mothers could do cardio-
topography (CTG) examinations at home by them-
selves, completely unassisted by a medical worker.
This novelty has created new possibilities in modern
baby care by providing an easy way of measurements
in the last months of pregnancy by sending messages
between the doctor and the pregnant woman through
GSM network hence decreasing the time and cost of
monitoring of problematic pregnancies. The competi-
tive advantage of the device was clear after testing;
as in contrast to the traditional ultrasonic devices the
monitoring was executed by passive sensors. There
were several medical publications appeared that time
about the harmful effects of traditional gynecologi-
cal ultrasonic devices, which confirmed the signifi-
cant added value of the invention. The product was
ready even to the US market; possessed the appropri-
ate medical tests and the relevant permissions. There
was no other significant competitor on the US market,
and the strategy for introducing the product was clear
by 2008. The experts of ValDeal focused on searching
for a partner and quickly contract for a license agree-
ment. At the beginning of 2008, an expert with much
experience in the field of prenatal care — one of the
ex-managers of Johnson&Johnson — was involved in
the process and as a result, negotiations were started
among others with the General Eletric Healthcare
(GE). GE declared at the end of 2008 that they re-
quired the proof of business model on the US market
for contracting a licence agreement. ValDeal immedi-
ately started to make an awareness raising campaign
in the US market proving the appropriateness of the
business model. In contrast to the Hungarian model of
selling the devices for pregnant women, the US model
was based on a monthly renting fee. Then, the device
could have been rented by companies as members of
the partner network providing similar services in this
business model.

There was a possible joint venture partner dealing
with venture capital investments identified in 2009;
which proved itself to be willing to invest in the tech-
nology and launch the service with this business model
as well as additionally pay for the project owners for
the worldwide utilization rights of the technology and
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product. The termsheet containing the conditions was
signed in 2010, but after 6 months of negotiations the
project owners refused to sign the contract.

The concluson: The project owners did not under-
stand the business model and the conditions of the con-
tract even if it was explained by ValDeal (they trusted
their own lawyer who had no experience in the US
business language and law). They were afraid that the
contract hindered them from utilizing the project with
better conditions. They asked for additional guarantees,
which were unusual for a venture capitalist, used to the
US business culture. Thus the service/product was not
utilized later on.

Besides that case, ValDeal had several similar prob-
lems as a result of the inventors’ mistrust. ValDeal has
experienced many times that even if the technology is
promising, and there are possibilities and favourable
business conditions if the ‘human’ part of the project
is not appropriate, successful business development is
hard to be executed. In contrast, if the human factor
is favourable, and the project owners are collabora-
tive, the problems with the technology can be solved
with an appropriate model for further development.
Additionally, commercialization can be achieved and
the acceptance of the market can be gained if the pro-
ject owners agree on an appropriate business strategy
leading to business success. That conclusion can be
confirmed with another ‘medical technology’ project,
which had a positive ending:

A technology providing real-time in vivo identifi-
cation of cancerous tissue during a surgery was also
submitted to ValDeal’s project collection and then se-
lected as one of the most promising technologies pre-
sented to ValDeal. The technology is a knife, which is
attached to a mass spectrometer. The success rate of
operations can be improved significantly by using this
technology. The invention became one of the winners
of ValDeal’s project contest in 2007. ValDeal prepared
a business plan, assisted in the grant application pro-
cess and negotiated with a business angel. ValDeal ad-
ditionally identified R&D partners (Harvard Univer-
sity and Sonic Healthcare, GE), then finally the project
gained two investments and the further development
of the prototype was launched.

All that success was most probably a straight con-
sequence of the fact that there were no misunderstand-
ings between the project owners and ValDeal’s team
during the business development process, therefore
the project could be managed properly. One should
consider that the evaluation, testing and the com-
mercialization of medical devices are part of a long
and expensive process as a lot of time is required for
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testing, evaluating and licensing these kinds of tech-
nologies. The lesson of this project is that in countries
where the possibilities to gain seed funding are few,
but the local R&D grants are more available; the in-
vestments of business angels, venture capitalists can
be completed with a grant. In this case the investment
provided can be used as an ‘own contribution’ in order
to gain grants. There is an additional leverage with this
construction by decreasing the risk of seed financing
provided for the investors.

Besides these two cases there is another case study
confirming the importance of the ‘human factor’, and a
real need of a bridging institute providing its business
expertise from the category ‘information technology’
described:

Case study of a start-up company investment —
Gravity R&D Ltd.

A group of PhD students attending the Budapest
University of Technology and Economics won the
competition of ValDeal in the ‘information technolo-
gies’ category in 2008 with their Internet recommenda-
tion system which was able to learn the visitors’ taste
in real time and showed them similar offers to their
taste later on. The PhD students realized the need of a
manager who was experienced enough in business de-
velopment in order to attract an investor and achieve
business success. Thus they requested and accepted
the services of ValDeal. Beside the market entry and
business development strategy, ValDeal developed a
business plan for them; prepared investor presentations
as well as conducted several business development ac-
tivities in order to gain new partners. The company had
real high growth potential; which was convincing for
investors.

After all, the preparation before the deal required
6 months from ValDeal, and as a result, two venture
capital investments were gained totaled up to 500 mil-
lion HUF. Additionally, as the start-up company could
not find an appropriate CEO for itself with start-up
and international experience, a business development
manager of ValDeal undertook that role and became
the interim manager of the start-up company. By 2012,
the company — named Gravity — Rock Solid Recom-
mendations — with its services of the highest quality,
personalized recommendations and search solutions
employs nearly 50 people at offices in Budapest,
San Jose, London and Philadelphia. Their clients and
partners are located in 20 different countries includ-
ing well-reputed multinationals as well as small and
medium-sized enterprises.
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Conclusion

The article describes the problem of financing the de-
velopment and commercialization of early-stage inven-
tions in Hungary and the low level of ability to turn
scientific results into innovations. It is also highlighted
that as a result of the low-level of the available busi-
ness angel funding, there is a gap in Hungary in the
pre-selection and screening of inventions. That kind of
gap does not exist in the United States. ValDeal was
established to fill that gap and; screen, select, prepare
for funding and eventually commercialize Hungarian
inventions of high business potential with the use of an
already probed US know-how.

There were several modifications applied in the US
method regarding the services provided for the inven-
tors who were willing to work with ValDeal. There
was a sensible difference between the US and Hungar-
ian project owners regarding their attitude towards and
knowledge about business processes. Thus their ser-
vice needs were also different. US project owners are
far more business oriented than the Hungarian ones,
and their projects require only fine-tuning in order to
prepare them for investment. Hungarian project own-
ers focus mainly on the scientific excellence of their
inventions. Therefore they need more support; that’s
the reason why innovation management training was
provided by ValDeal.

It was clear during the two-round project screen-
ing process that the Hungarian project owners require
much more preparation work and closer collabora-
tion and coaching; therefore the role of an innovation
manager who is working with a Hungarian inventor
is broader. For example, to achieve business success,
mentoring an innovator and considering the human
factor weigh more than the experts of ValDeal has ex-
pected before. The know-how has been generated step
by step and all elements had to be reused during the
implementation process with special attention on the
‘human’ element. The word ‘collaboration’ has dif-
ferent meanings for Hungarian and for US inventors;
therefore ValDeal had to learn how project owners
can be motivated for cooperation. They have differ-
ent experiences, fears and business competences; so
the services (including management, consulting and
technological support) were reformed to make them
appropriate for the project owners.

There were two project competitions organized in
2007 and 2008 with more than 500 inventions collected.
The majority of the projects were not ready for com-
mercialization mostly because of their immature level
of technology development and because their market
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potential was either not identified or did not even exist.
As the Central-Eastern European countries have similar
characteristics of their innovation management back-
ground and conditions, the Hungarian model could be
applied and also further developed in those countries
too. Beside the earlier mentioned success stories; Val-
Deal also provided business development services for
the owners of several Hungarian inventions among oth-
ers in the field of medical technology, information tech-
nology and engineering sciences. To date — as a result of
ValDeal’s contribution — companies assisted by ValDeal
have collected more than 1.5 billion HUF (~6.8 million
USD) venture capital investment.

The ValDeal project has incorporated the experi-
ences of a learning-by-doing process; but more em-
pirical research is needed to confirm the main results
that have been summarized in this paper. This research
should be elaborated with a significant number of new
inventions collected from the territory of Hungary
and be evaluated especially by focusing on the results
summarized in this paper in order to verify the current
findings. The empirical analysis should be based on
a questionnaire in which the business skills and atti-
tude of inventors for collaboration and the utilization
of the technologies are analyzed. The comparison of
ValDeal’s results with the experiences of technology
transfer centres located in abroad would also provide
significant added value to the analysis of the Hungar-
ian innovation potential.

In sum, it can be preliminarily stated that in order to
find the proper way to increase the innovation potential;
based on the project findings in Hungary the attitude and
knowledge of project owners are among the most impor-
tant factors in commercializing innovations.

References

Atkinson, R.D. — Andes, S.M. (2009): The Atlantic
Century: Benchmarking EU & U.S. Innovation and
Competitiveness. The Information Technology and
Innovation Foundation

Buzds N. (2007a): Innovaciémenedzsment a gyakorlatban.
Budapest: Akadémiai Kiadé

Buzds N. (2007b): ValDeal — Hungary’s First Integrative Innova-
tion Management Company. US roadshow presentation

Dosi, G. — Patrick, L. — Mauro, S.L. (2006): The relationships
between science, technologies and their industrial
exploitation: An illustration through the myths and
realities of the so-called ‘European Paradox’. Research
Policy, 35: p. 1450-1464.

Economist Intelligence Unit (2009): A new ranking of
the world’s most innovative countries: Notes on
methodology. The Economist

XLIV. EVF. 2013. 10. SZAM / ISSN 0133-0179

35



Eurostat (2013): Seventh Community Innovation Survey.
Press release

Government of Hungary (2007): Economic Development
Operational Programme (GOP)

Havas, A. — Nyiri, L. (2007): National System of Innovation
in Hungary. Background report for the OECD Country
review, 2007/20081

C? Institute of the University of Texas at Austin: 30 years
of research, education and service; Downloaded at: 6
December 2012: http://www.ic2.utexas.edu/

INFSO - Directorate-General for the Information Society
and Media (2009): Living Labs for user-driven
open innovation — An overview of the Living Labs
methodology, activities and achievements. Brussels

Karsai, J. (2004): A kockazati tSke helyzete, szerepe az inno-
vativ véllalkozdsok finanszirozdsdban Magyarorszagon.
Rész-anyag a ,,Gazdasagi versenyképesség erdsitésére
irdnyulé tevékenység” cimii MTA —VKI kutatds szdmdra

Karsai, J. (2006): Kockézati tSke eurdpai szemmel:
A kockdzati- és magantSkeipar mdsfél évtizedes
fejlédése Magyarorszagon és Kelet-Kozép-Eurépaban.
Kozgazdasagi Szemle, LIIL. évf., nov.: p. 1023—-1051.

Karsai, J. (2012): A kapitalizmus 0j kirdlyai. Kockdzati tSke
Magyarorszdgon és a  kozép-kelet-eur6pai  régidban.
Kozgazdasdgi Szemle Alapitvany, Budapest: MTA KRTK KTI

STUDIES AND ARTICLES

OECD (2008): OECD Reviews of Innovation Policy:
Hungary. Paris: OECD

Polgdrné, M.I. (2010): From Mind to Market — the story
of ValDeal; Presentation at the ValDeal Group onsite
evaluation of BIC, Budadrs

Szerb L. (2009): A magyarorszagi kis- és kdzepes méretd
véllalatok kockdazatit6ke-finanszirozasi lehet&ségei.
Megjelent: Ulbert Jozsef (szerk.): Az iskolateremtd.
Tanulményok Bélyacz Ivan 60. sziiletésnapja tiszteletére.
Pécs: Pécsi Tudomanyegyetem, Kozgazdasdgtudoményi
Kar: p. 247-258.

Terwiesch, C. — Ulrich, K. (2009): Innovation Tournaments:
Creating and Selecting Exceptional Opportunities.
Perseus Books Group

ValDeal Innovations Zrt. (2006): Evaluation sheets of the
100 > 60 project selection phase

ValDeal Innovations Zrt. (2006): Evaluation sheets of the 60
- 30 project selection phase

ValDeal Innovations Zrt. (2012): Innovation management
know-how of ValDeal Innovations Zrt.

Venture Capital Parmers (2001): Kockaztato tSke. Cégv., 36. sz.

Article provided: 2012. 12. hé
Article accepted: 2013. 2. h6

VEZETESTUDOMANY

36

XLIV. EVF. 2013. 10. SZAM / ISSN 0133-0179



