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Q opinno Context
) ” open Lnnovation

New world economic landscape

Theprofile of globaleconomyis changing Thesupremacyof the triad US- Europe- Japan
IS diluting. Emergingmarkets are creating a much more diverse landscapeof powerful
economies

A Today,the developingworld represents49% of the world GDP ,whereasin 1990it usedto be
only 39%

Thisnew landscape characterizedoy multiple centersof prosperity and economicpower
Iscommonlyreferred asmulti-polar world




opinno Context

open Lnnovation The poles of the mulpolar world

Therole of countriesandregionsis no longerasimportant asthe role of innovation nodes

Challengedor companies
Whichpolesdo you needto be at?
Howwill you land and grow in those poles?
How will you take advantageof the opportunities arisingfrom that specificpole?

How canyou managea multi-polar company?What canl do from home, what should
| do outside?

Challengedor governments
Youneedto bethe bestin classin something Andthe classis the world
Youneedto specializetaking into accountyour current situation and market trends
Youneedto becomea magnet,attract and breedthe top performers
Youneedto gainvisibility andto interact with the mostimportant poles
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opinno Context

open Lnnovation The new meaning of internationalization

Internationalization of businessactivities hasbecomea much more complex Exportingis
not enoughanymore

Today,internationalization is a global managementattitude,, and a two way road for
sourcingand exchangeof:

Talentand knowledge

Competitive,market and customerintelligence

Resources

Capital(publicand private, from investors,VCspanks,consumers)
New consumers

Geopolitical advantages

o0k whE
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(--- ' oplnno Context

Q¥ open Lnnovation Hard times and great opportunities aheac

2008is the beginningof a new era. A time to learn from the past, and to quickly readapt
to get over the dangerousthreats andtake advantageof enormousmarket opportunities

1973 1987 2001 2008

BusinessWeek

After awild week
| on Wall Street,
A OnThe Valve the world is different

LI
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Context
Globalization spreads to finance

opinno

open Linnovation

The progress,sophisticationand diversification of technologythat happenedin the 90Q ¢
hasspreadto the world of finance

1. Lowinterestrates
2. Growthin securitizations
3. Leverageonthose products

Threemajor problemshavearisen

1. Equityvaluenot assetdriven. Riskratingsare not sophisticatedenough
2. Veryhighgrowth expectations Appearanceof intermediaries,inefficiencies

3. Theflexibility of the financial market has pushedthe consumermarket, made
pricesgo higherand deteriorated savingsrates

Thecurrenteconomiccontextwill pushusto GETREAIORGOHOME

pedro.moneo@opinno.comwww.opinno.com 8



opinno Context

open Lnmovation Financial realities and challenge:

Thecurrent scenario,will imposea seriesof new realities:

A$15m raise @ $100m post valuationis gone

ASeriesa will movetowards seriesb. Seriesb/c will be smallerraises
ACustomeruptake will be slower

ACutsare a must

ANeed to become cashflow positive. Businessplans need to be credible and show
profit

Also,this situation will introduce a seriesof increasedchallenges

AM&As will decrease

APriceswill decrease Valuationswill be lower
AAcquiringentities will favor profitable companies
AIPOswill continueto decreaseand will take longer
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opinno Context

open Lnnovation A New Knowledge Based Econon

Technologicaprogresshas producedimportant changesin the economicmodel. Most
developed countries, and now many emerging economies traditionally living in a
productivity basedeconomy have already or will needto shift to a knowledge based
economicmodel

Nat. Resources based economy  Productivity based economy Knowledge based economy
1. Quantity, quality and accessibility 1. Production costs i cost based 1. Innovation based product
to natural resources (NR) product differentiation differentiation
2. Low value added transformation 2. Repeatability, mass production, 2. High risk and high value added product
of NR long series, production capacity
3. Human resource and Intellectual
3. High profitability, low operational 3. Low man -hour costs capital as key competitive assets.
costs
4. Subject to aggressive and 4. International intelligence as a key tool
4. Limited exploitation time unsustainable global competition to identify opportunities, sources of HR,
to define strategies to attract, fix and
5. Difficulty to train high qualified 5. Automation increases productivity combine intellectual capacities
personnel and to adapt but produces unemployment
professionals to emerging sectors 5. Constant pressure on R&D intensity.

6. Strong investments on high technology
infrastructures

7. Multilocalization

pedro.moneo@opinno.com www.opinno.com 10



opinno Context

open Lnnovation Open Innovation as a must

OpenInnovation is quickly growing asthe most suitable strategy to take advantageof
the new opportunities and overcomemarket threats

Talentandtherefore ideasflow from one companyto anotherin shortertimes
Market cyclesare shorter. Technologiedbbecomeobsoletesooner
Knowledgeintensity and therefore R&Dintensity are increasinglyimportant

Technicaldifficulties are too big to be faced all at the same time by a single
company

5. Lowerbarriersto entry makecompetition very aggressive

e\ =
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¥ open Lnnovation Open Innovation

Open Innovation means that valuable ideas can come from inside or outside the
company(industry) and cango to market from inside or outside the company(industry)

aswell @

Licence, spin

Ooulft,

Other firmks

market
'o

Our new
market

Internal
technology base

O Internal/external Our current
O venture handling market
(LY External technology

iInsourcing

External technology base

. : H Chesb 2004
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F\iopmn 0 Context
\\/J open Lnnovation The Challenge

The challengeis to PLAYGLOBALPLAYREAL,PLAYOPENand PLAYIN MULTIPLE

DIMENSIONS

Talentand knowledge

Competitive, market and customer
intelligence

Resources

Capital (public and private, from
investors,VCspanks,consumers)

New consumers

Geopolitical advantages
pedro.moneo@opinno.comy 13
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opinno Opinno

open Lnnovation Who are we

Opinnois an open innovation network. We help technologyintensive companiesadopt
an openinnovation strategy and we help entrepreneursbring their ideasto the market,
mainly by bringinghightech startupsfrom the lab to seriesA venture capital funding.

Opinnohas5 businesdines:

Corporatelnnovation Strategy
BusinessAcceleration
TechnologyReview
OpinnoBusines$lanCompetition
Entrepreneursand InvestorsClub

a s~ wbdPE
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open Lnnovation How we play global

Opinnois connectedto the maininnovation polesthrough atwo way road

We havephysicalpresencein SanFranciscoMadrid and BuenosAires

Throughour alliancewith MIT TechnologyReview,we have collaboratingantennaein
Boston,Munich, Paris,Rome,Bangaloreand Shanghai

pedro.moneo@opinno.com www.opinno.com 16
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open Lnnovation How we play real

In times of crisis, it makes senseto try and get extra revenues from your IP, by
commercializingt in different ways,and alsoto reducecostsandtime-to-market

- technolo IP house,
. . gy Investor, VC,
Intensive consultant,
Angel Netw.
NEW company entrepreneur
REVENUES
REVENUES
Intelligence Opinno
Internal Internal and
Development External
Costs Development
CosTs
J ‘ Cost and time savings from
leveraging external development
CLOSED OPEN .
BUSINESS BUSINESS Business
MODEL MODEL

acceleration

Opinno playsreal by sharingrisk with entrepreneurs We are not consultants We are

c&entrepreneurs
pedro.moneo@opinno.comwww.opinno.com 17
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open innovation How we play open

We play openby:

Workingwith clientsspecializedn different sectorsand technologies
Sketchingopportunities to maximizeROlon IP
Exchangingnarketinsightand information with other TechnologyReviewpoles

Performing handson validation results, by interacting directly with potential
clientsandinvestors

5. A businessplan competition that links us to many R&D Centersin Spainand to
the top 50 businesgplan competitionsin the world

6. An open entrepreneurs and investors club that holds informal meetings,
presentationsand other socialactivities

7. An open and social platform _for our entrepreneurs,and open tools like blogs,
mailinglists, documentrepositoriesand chatting applications

A\
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Opinno Context

open innovation How we play multidimensional

We play multidimensionalby:

1. Directaccesgo talent from our businessplan competition andits socialplatform

2. Direct contact with all agents in the value chain through
, and

3. Market insightandintelligencethrough our local officesand contactpoints

pedro.moneo@opinno.comwww.opinno.com 19
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- opinno Strategic advice for technology companie:
P ores innovation Readapt or die

The economic cycle shift has been dramatic. Changesin cash burn rate intensive
companiesnaveto be agilein applyingcostcutsor risk entering death spiral

Death spiral: Slow demand creates less revenue Lessrevenue imposesneed for cost reduction or
innovation Bothtaketime to reflect on price,whichcausesiemandto slowmore, putting companyat risk

: DEATH SPIRAL
I /

|

1

1

|

EXPENSES

mmmm COMPANY A
mmmm COMPANY B

10/08
TIME
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opinno Strategic advice for technology companie:

open Lnmovation Manage what you can control

Reflectthe market growth assumptionsin your strateqgic planning by managingwhat
you cancontrol:

Impacton financialplanning Impacton OperationsStrateqy

Spending Engineeringdecreaseneadcountfor nextversion?
Growth assumptions Product what featuresare absolutelyessential?
Earningsassumptions Marketing: measuring& cutting g K I toforking?
Focuson quality Sales& busdev: gettingreturn on expensdancrease?
Lowerrisk Pipeline real probabilitiesof closingdeals?
Reducedebt Finance& cashburn: where canpaymentsbe deferred?

G&A what departmentsare essential?

pedro.moneo@opinno.com www.opinno.com 22
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Opinno Strategic advice for technology companie:

Open Innovation in the current economic scenar

Technologyintensive companiesshould OPENUP and try to make their |IP a revenue

sourcerather than a cost center. Thiswill provide them with higher and more stable
financingandalsoa better businesanodelto seekand deploy new technologies

REVENUES 2
Internal Internal and .
Development External
Costs Development
CosTs Costs

Cost and time savings from
Ieveraglng external development
CLOSED OPEN
BUSINESS BUSINESS
MODEL MODEL

pedro.moneo@opinno.comwww.opinno.com

Identify New Growth Opportunities

Define &
Strategies

Generate& DeliverBetter Ideas
RenewOQOrganizationalCapabilities

Implement New Innovation



Opinno Strategic advice fotechnology companies

open Lnnovation Focus on business mode

A Businessnodel approachcanleadto interesting strategiesin the current situation:

=

Recycléknowledgeand productswith more creativebusinessanodels

Adapt the businessmodel to a & O N& & i dzl: Spairthgsdeen selling high
techin this low profile for alongtime!

Consultings dead Focuson deliveringtangible and measurableresults
Includethe Openlinnovation prosand consin your businessmodelandb. plan
Reachout for the new customersglobalizationis bringing

Rethink your commercial strategy. We no longer sell products, we sell
experiencesWe no longersellto clients,we sellto couples

Client+ Situation=Experience

o

o ok W
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opinno Strategic advice fotechnologycompanies
PpoAissnpiiiion Adopta complete technology transfer strategy

Companiesshould draw a strategyto optimize the strategicuse of R&D&Iloutputs. Al
channelsof technologytransfer make senseand canbe combinedappropriately

Createand manageJointVentures returns but rapidly
increases complexity

1. Communicate

2. Teachandtrain

3. PerformR&D Vertical integration in
4. Patentandlicense Te;:'ondodggg ;Ir gﬂ::er
5.

6.

Createand managespin-offs

YouR 2 yh€eito do everythingyourself,especiallyif you are a newcomer!

pedro.moneo@opinno.com www.0pinno.com 25



opinno Strategic advice for technology companie:

open Lnnovation Perform ROI calculations

Performing ROI calculations can help companiesimprove all steps in the R&D and
technologytransfer value chains

1. Totalk to clients->makeR&D&Itangible. Talkin terms of profitability andrisk

2. Talkto investors (public or private) -> defend your budget and complement
your businessplan. Make a solid budget proposalto the O 2 Y LJI Joglrate
center

3. Focusyour R&D on customer needs and on market impact -> improve the
market orientation and market insight capabilitiesof your R&Dteam

4. Tomeasureyour results-> strategicplanning Closethe innovation cycle
5. Valuateyour IP. Putamarket priceto your R&Dwork

pedro.moneo@opinno.com www.opinno.com 26



N opinno Strategic advice for technology companie:
Qe opei innovation Promises versus reality

When launchinga spin-off, companiesshouldtake into accountthat investorswill seek
tangible investment opportunities. VC markets will tighten. This means less players,
more difficulty to getfunded, lessintermediatesand tangibleinvestments

Venture firms brace for cash crunch

Big investors turn away from VCs as the financial crisis takes its toll.
By Michael V. Copeland

“If you are a venture capitalist looking for a new limited partner. don't stop in here.
Don't try and sell me on a new fund, and good luck trying with everyone else.”

“If you're a second or third-tier venture firm trying to raise another fund. forget about it.”

“It will start first in private equity funds where there will be a substantial miss on capital
calls. Then we'll see it next in venture capital.”

"If you are start-up that is not cash-flow positive you are in a tough spot right now. If you
haven't figured out your business model yet yvou are in trouble.”

“It's going to be hard to get another round. You aren't going to get a second life this time."
pedro.moneo@opinno.comy\ 27




opinno Strategic advice for technology companie:

open Lnnovation Summary of best practices

Thisisa summaryof best practicesthat companiesn Spaincanapplyto themselves

1. Buildatalent driven organization

2. Collaborateamongtechnologycompaniesand alsowith externalagents

3. Intelligence Developintelligence Performsituationanalysisand ROlcalculations

4. Management Adaptquickly,reflect marketimperativesin planning Createalliances
Concentrateon highvalueaddedsegmentsof the valuechain

5. Finance Usea zerobasedbudgetingapproach Spendeverydollar asif it were your
last Make cuts Reviewsalaries Bolsterbalancesheets. Becomecashflow positive
assoonaspossible. Lowerrisk Reduceadebt.

6. Market approach Establishsolid revenuemodel Studyyour client and its ability to
pay.

7. TechnologyTransfer OptimizeOpenlnnovationchannelsfor tech. transferinwards
andoutwards Startwith a solidbusinesgplan,evenbefore R&Doccurs

8. SalesEmploya heavilycommissionedalesstructure.

GETREAIORGOHOME!!

pedro.moneo@opinno.com www.opinno.com 28
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opinno Opinno

open Lnnovation Who are we

Opinnois an open innovation network. We help technologyintensive companiesadopt
an openinnovation strategy and we help entrepreneursbring their ideasto the market,
mainly by bringinghightech startupsfrom the lab to seriesA venture capital funding.

Opinnohas5 businesdines:

Corporatelnnovation Strategy
BusinessAcceleration
TechnologyReview
OpinnoBusines$lanCompetition
Entrepreneursand InvestorsClub
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open Lnmovation Corporate Innovation Strategy

Opinno is an innovation booster and a high-tech businessaccelerator We work with
technologiesfrom the labsand optimize time-to-market and successatio.

AOpinno interacts with their customersas an outsourced department of open innovation We
establishiongterm relationshipso allow for businessriented planningof R&D Thisimplies

A Variablevs. fixed coststructure & immediate results. Asa subcontractor collaborationcanstart, stop and
resizeanytime Nolearningperiod, Opinnodeliversresultsfrom day 1.

A Broadsectorand technologyinsight Multiple applicationsfor one technology Competitorview.

A Ourwork with corporateclientsis structuredin three phases

1. Protectedby a confidentiality contract, Opinnoand the client build a catalogof the Ot A $hyelleual
capital (IC)(R&Dprojects,patents,spin-offs, joint ventures,etc).

2. Opinnoandthe clientthen mapa strategyfor the monetization of the I1C rangingfrom the patentingand
licensingstrategyto inorganicventure capitalgrowth andinternationalization

3. Forthe top 20% projects, Opinno launchesa one-on-one handson acceleration meaningthat every
projectismanagedrom the door of the labftill it getsVCfunding,getslicensedor sold

pedro.moneo@opinno.comwww.opinno.com 31
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open Lnnovation Business Acceleration

BusinessAccelerationis the core businessof Opinno. This service is applicable to
startups that have receivedseedfunding (300ke or more) and that are seekingstrong
venture capital funding and multinational disruptive growth. Accelerationoccursin four
steps

1. Projectvalidation and project back up: Opinnowill work closelywith the entrepreneursto examineand
improve their businesanodel and businesslan, adaptingthem to the USVCculture. We will alsoprepare
proposalsfor backup public funds from ICEXNeotecand Enisaor others if applicable(local government
grants,someangelfundingif needed) We will createsupportmaterials,asavideo pitch, corporateweb site
or corporateimageif necessarylogos,etc)

2. Projectlanding Opinnowill incorporate the companyin the US openvirtual headquarters and openbank
accountsin the US If necessaryye will start the paperworkfor USinvestor visa We will then concentrate
on protecting IP with our allied attorneys, specialistin that particulartechnology Simultaneouslywe will
perform a éhandson validationé meaningthat we will validatethe technology,businesamodeland market
with local potential clients,venture capital firms and entrepreneurs Last,Opinnowill interview a seriesof
professionalgo providearound 10 candidatesfor the position of EIR or Entrepreneurn ResidenceAn EIR
Is a professionalthat has wide experiencein that technology area and that, as an entrepreneur, has
participated in the launch of similar venturesin the recent past This personis normally familiar with
potential VCsclients, partners,will becomethe CEQof the companyand will bring along other important
team membersin the future.
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open Lnnovation Business Acceleration

Once completed the first two steps, the companyis officially operating and actively
looking for funding, clients, partnersand team members

Phase2 ends with a one week visit of the original team to Silicon Valley. Thisweek will be an important
milestonewherethe teamwill interview and selectthe final EIRcandidate andvisit severalventure capitalfirms
andpotential clients

3. Projectlaunch Theincorporationof the EIRwill representthe official USproject launch TheEIRwill be the
G S eaadiS | Ndkthe local team in the USand will work closelywith them to create and improve the
G 6 dza ALJR S @ddke companyto VCsand clients EIRwill work for a period of 4-7 months averageto get
the companyfunded andwill then becomeits formal CEO

4. Projectfunding and growth: The CEQwill leadthe companyfrom now on and Opinnowill ceaseits services
(andservicefees)on the date the fundingoccurs h LIA Yy gogheasationfor serviceancludesan upsidein
the companiesequity, Opinno will continue close to its clients and will provide assessmenton the
managementof the companyfree of chargeandat its own interest
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open innovation Technology Review

TechnologyReview and Technologyreviewcom are published by TechnologyReview
Inc., an independent media company owned by the MassachusettsInstitute of
Technology(MIT). Theoldesttechnologymagazinein the world (est 1899, Technology
Reviewaims to promote the understandingof emergingtechnologiesand to analyze
their commercial,social,and political impacts

Our insight into innovation assiststechnologyand businessleaders-- CXOsgntrepreneurs,
researchers,venture capitalists,and financiers-- as they drive the global economy With

international editions in Spain,China,ltaly, and Germany,TechnologyReviewreachesmore

than two million industry and R&D leaders around the world through its print magazine,
website,newsletters,andlive events

Opinnoisthe partner of MIT TechnologyReviewen Spainand Latin America

pedro.moneo@opinno.comwww.opinno.com 34



. ___/ OPEN ,/Lv' ./”'"'v

Opinno

Technology Review

Technology
Review

Videos | Blogs | Community | Magazine |

HOME COMPUTING WEE

Best of the Week: Sunday, November 16, 2008

Y

Better Wind
Turbines

By Kevin Bullis
Energy | 8 Comments
A more efficient
generator could
convert more of
the wind's energy
into electricity.

The Coming Wireless
Revolution

Communications | 2 Comments
Gadgets that operate over
television frequencies promise to
transform the wireless landscape.

Top Stories

New Drug Bypasses Gene Mutations

By Emily Singer | Biomedicine | 2 Comments

A compound that helps cells produce normal proteins from
wonky genes could have a broad impact on genetic
diseases.

Making Materials Untouchable

By Katherine Bourzac | Matarials | 2 Comments

COMMUNICATIONS

MIT News | Newsletters | Events | Resources log In |

ENERGY MATERIALS BIOMEDICINE BUSINESS

Register

Videos

Engineering
Edible Bacteria

Biomedicine

1 Comment
Synthetic biclogy
could yield microbes
that fight cavities and
produce vitamins.

PUBLISHED BY

Review

Tracking Traffic

with Cell Phones
Computing

3 Comments

A new project collects
traffic data from

GPS-enabled cell Il PausE ) = MENU
phones.
Now Playing
. . TR10: Reality Mining
Making Silicon "Full Story] [Larger Video]

Less Reflective
Energy | 4 Comments
A silicon coating could
boost the efficiency of
solar cells.

Latest Videos

TR10: Reality Mining

Maore videos »

Blogs

Launching a Wiki Government
David Talbot | 11/14/2008 | 2 Comments

Why A123 Didn't Get the Volt

Contract
by Kevin Bullis | 11/14/2008 | 1 Comment

Nanotube Loudspeake s

Katherine Bourzac | 11/13 08
0 Comments
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open Lnnovation Business Plan Competitior

Opinno holds an annual businessplan _competition. Our competition is fueled by

projects from universities, public and private research institutions, companies and
iIndependententrepreneursand hasa national coverage

A Thecompetition consistsof two phasesand hasa prize of €100,000for the winner, plus50ke
and 25ke prizesfor thosewho finishsecondandthird.

A Projectsthat makeit to the final round are automaticallyqualified for participationin the
g 2 NIt6pO5® BusinessPlan Competitions, out of which Opinno BPCis the only

representativefrom Spain Thisis done through h LJA Yy yliagrawith Younoodle(San
Franciscd. Planmanagemensocialnetwork)

AOur B. Plancompetition featuresan outstandingteam of judgesand tutors, strongalliances
with the best schoolsand labs in the country and a methodology that includes video

pitching, businessmodel building and a cutting edge technologyto managethe whole
competition
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open innovation Entrepreneurs and Investors Clu

Opinnoalsoruns an entrepreneursand investorsclub. Thisinitiative allows usto create
and breed a community of outstanding people that will be a sourceof interestingideas
and businessrojects. We divide our activitiesin the groupin two categories

Sociakctivities

ATechnology Wednesdays Opinno regularly organizestalks and activities with outstanding
charactersthat happento visit us. We spreadthe word of our activities through our social
community,our websiteandthrough our facebookgroup.

A EntrepreneurialFellows Opinnoencouragesexperiencedentrepreneursto look for youngtalent
and provide their financialsupport and expertiseunder a philanthropic perspective We have a
socialnetwork of youngandexperiencedentrepreneursthat we helpto match

Businessctivities

A OpinnoInvestment Clulr Ideasare presentedto a panelof private investors,who pay a monthly
fee andcommitto a codeof conduct Thepresentationof ideasis donein regularmeetingswhere
the Opinnoteam presentsthe latest opportunities and also through entrepreneur pitchesthat
happenduringthesemeetings
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open tnnovation Spillovers from being a client of Opinn

Becominga client of Opinno implies receiving spillovers from all businesslines and
joining a powerful network that will addincrediblevalueto the companyandits team

w TechnologyReview and Web Opinno visibility: Opinno owns the versionin Spanishof a L ¢ T@&nology
Review Thisallows us to generate content about Spanishcompaniesto be publishedin Spanishor even
pushedto the global versions We can also leverageimportant contactsin the industry, and also with
investors,clients,andentrepreneurs speciallyif they arerelatedto the MIT.

w Productprescription Opinnoonly workswith breakthroughtechnologyand outstandingteams Thereforeif
we work with you, we will believein your productandwill becomeyour best prescriptorsin the industry.

w Contestsand awards Opinnois networked with many innovation contestsand awardsworld wide and is
alwaysproudto encouragdts clientsto pursuetheseobjectives,with enormousbrandbuildingcapability

w Opinnocommunity of entrepreneurs Clientsare automaticallymembersof our communityof entrepreneurs,
whichmeanstremendousnetworkingopportunities

w Conferencesworkshopsand press Opinnois a regularspeakerat conferencesand workshopsin Spainand
alsoin the US We alsoorganizethis kind of eventwith our clients,sponsors(government,VCfirms, private
companiesandindividuals) Opinnoshowcasesis clientsat conferencesand networksthem by allowingthem
to participatein events Opinnois a very active communicatorand producesfreshinnovationnewsthat are
very attractiveto the press We usuallyshowcaseur clientsin pressarticles
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open Lnnovation 2008, the beginning of a new bear market

TheFinancialcrisisof 2007¢2008hasall the traits of the start of new globalbear market

A Dbull market tends to be associated with

increasing investor confidence, motivating
Dow Jones Industrials (solid line) Inflation (dotted line) INVEStOrs to buy in anticipation of future price
increasesand future capital gains In describing
financial market behavior, the largest group of
market participants is often referred to,
metaphoricallyasaherd.

15,0001 \ -15%

10,000 "';"E 10
Abear marketis described as being accompanied
by widespread pessimism. Investors anticipating
d , further losses are often motivated to sell, with
50009 A LN ) i negative sentiment feeding on itself in a vicious
N 4 circle. The most famous bear market in history was
/ preceded by the Wall Street Crash of 1929 and
| | | | | lasted from 1930 to 1932, marking the start of the
1970 1980 1990 2000 2008 Great Depression. A milder, ldevel, longterm
bear market occurred from about 1973 to 1982,
encompassing the stagflation of U.S. economy, the
1970s energy crisis, and the high unemployment of
40 the early 1980s.

"y
PEE
“‘-
-
-~

'
I i
- []
u et Y

pedro.moneo@opinno.com www.opinno.com



opinno

” open Lnnovation

Appendix

Consumer ability to spend has grown significant

Increasesn workforce and productivity, plus attractive financialproducts X

Size of global workforce

Indexed global productivity

Fed funds rate

10% 7

4B 150 =
34
2] 1254
14
0 ; ; 1 100
1980 1990 2000 2008 1996

U.S. inflation (annual year/year CPI change)

25% 9

154

——————————————— Average

1950 1960 1970 1980 1990 2000 2007

1 0

T 1 1 1
2002 2006

Yield on 10-year U.S. treasuries

16% 7

124

——————————————— Average

0 T T T 1 1
1960 1970 1980 1990 2000 June 2008

1
1990 1995 2000 2005 Sep 2008

X have fueled a nation of
consumers

U.S. current account / GDP

2%

1985 1990 1995 2000 2005

$ TRILLIONS 1987 1997 2007

TOTAL U.S. GDP 47 83 1338
CONSUMER SPENDING 3.1 58 1041
CONSUMER AS % OF TOTAL GDP 66% 70% 73%

DISPOSABLE PERSONAL INCOME 3.5 6.0 10.2



open innovation Debt and foreign ownership of treasurie:

Local consumersbuy fundamentally foreign goods and foreign companiesbuy local
treasuriesX asaresult, debt balloonsand foreign shareon treasuriesfollows

Total Debt as % GDP

SUUYe
280% -
260% +

KEEPS U.S. 240% -
LONGER- BUYS 220% -

FOREIGN 200% -

GOODS 180% -
160%

140%
120%

10 14 18 22 26 30 34 38 42 46 50 54 58 62 66 70 74 78 82 86 90 94 G5 02

Foreign Ownership of US Treasuries % Total Market Capitalization
FOREIGN COUNTRIES USE /U%

PROCEEDS TO BUY
TREASURIES

60% -
50% -

40% -
U.S treasuries being easily injected in 3%}
international financial markets through a  *™* ]

10% - N

hugeamount of new financialsecurities . T
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¥ opewn Lnmovation Consumer capability increases with liquidity on housi

Liquidity easingspreadto housing,causingunprecedentedincreasesn housepricing X

Single family housing starts Distribution of U.S. dollar mertgage originations

M9 100%

U.S. real home price index

80+
2501
1998-2006
Prime- 8.0% annualized
______________ 604 Conforming
Average 2001 1930 - 1997
17 0.7% annualized \

404 1504  1900-1929

-1.2% annualized

Subprime \

0 I f f t I 0 50
1980 1985 1990 1995 2000 2005 2008E 2002 2006 1910 1920 1930 1940 1950 1960 1970 1980 1950 2000 2007

The new financial products took the place and risk of personal funds in these
transactions
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Appendix

A New Knowledge Based Econornr

.. putting pressureon property owners. Personalsavingsrate evaporated, at the time
that real wagesstrongly erodedper consumptionexpenditure

HOUSEHOLD DEBT SERVICE RATIO
14 -

13 1
12 |

11 -

“| HOUSEHOLD FINANCIAL OBLIGATION RATIO
19 -

18 -
17 -

16 -

10

EEREEEERE N

- PERSONAL SAVINGS RATE

AR EEREEERE
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In the United States,during the dramatic rise in house prices MEW funded PCEL.1 to

1.7%from 1991to 2000, and almost 3% from 2000to 2005 2006wasthe first symptom

of stagnation

Therate of MEW has been linked to Marginal propensityto consume(MPC),as measuredby Personal

ConsumptiorExpenditurg PCE)
MEW CONTINUES TO FADE...

12
OActive
10 M Passive
8 L
Mortgage equity withdrawal,
as a % of disposable income,
6 4-quarter moving average
4 ]

1Q92

Q93

Q94
1Q95
1Q96
1Q97
1Q98
1Q99
1Q00

o

g
Mortgageequity withdrawal (MEW)is the decisionof consumergo borrow moneyagainstthe real value of their houses The
real valueis the current value of the property lessany accumulatediabilities (mortgagesJoans,etc.) Someauthorsalsouse
equity extraction and include net paymentsreceivedat time of house sale[1] In this casethe traditional usageof equity
extractionisthe purchaseof anew house



open innovation Derivatives take cover value and risk of the new transactic

Firstthe landlord owned the house Now A (itli2&ank that owns it. The ability of the
banks has been to turn accessto high leverageand cheap credit into higher housing
pricesX but again,this separatesthe value of credit (passive)rom the value of assets

Distribution of U.S. dollar mortgage originations

20 - 100% =
m_
804
=] mq
=
&
UI') BT 60
14
2 oo
3
w 404
s 85 LONG-TERM AVERAGE
s | N FONGTERUAVERASE
s o N W oo ... W .
84_
204
33_
Subprime
PEPLFLSLPPLPEPP ISP S PSS TS 2002 2006
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P open. Lanovation A booming future based new portfolio of financial produc

The booming of a new portfolio of sophisticatedfinancial products was not limited to
the housingsectorand helpedfeed the globalfunding demand
Qutstanding amount of open positions in OTC derivatives markets

$525T-
\l
350
36x
> U.s.
GDP
1754
u.s é;P
of=sssccsesmsocccccsgessesszos LIL
1995 1998 2001 2004 2007

World Fixed Investment (% GDP)

23% - tremendous amount of
capacity built up
22% -

21% -

20% T T T T T T T T T
: 90 92 94 96 08 00 02 04 06 08
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open tnnovation Structured products and regulatory changes compound these iss

A boomingfinancialand market causeshe appearanceof intermediaries,a subsequent
valuation increaseand no direct accesgo the measureof risk and real value. Structured
productsandregulatory changessompoundtheseissues

AGrowthin securitizations

AlLeverageon thosestructures
Alncreasedeverageon 6 | y hadcesheets
AOften missrated by agencies

ARepealof GlassSteagall
ARegulatorychangesncouraginghome ownership

The GlassSteagallAct of 1933 establishedthe FederalDepositinsuranceCorporation(FDIC)n the United Statesand included
bankingreforms,someof whichwere designedo control speculation SomeprovisionssuchasRegulationQ, which allowedthe
FederalReserveo regulateinterest ratesin savingsaccounts,were repealedby the Depositorylnstitutions Deregulationand
Monetary Control Act of 1980 Provisionghat prohibit a bank holding companyfrom owning other financialcompanieswere
repealedon Novemberl2, 1999 by the GrammLeachBlileyAct,
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Y opew. Lnnovation From virtuous to vicious cycle

The stagnationof consumerspendingcapacityforced an abrupt mortgagereset, which
actedasaninitiator of achainof eventsthat mayleadto a severerecession

MORTGAGE RESET UNEMPLOYMENT SPIKES HIGHER

4.5 4133 8.0

Morgage Delingquency rate r1.5

L —
b =
-l
=

'S unemployment rate (RA)

DELINQUENCIES/FORECLOSURES ., \\/ ' 'Ei
PRICES FALL \\ﬂ [+

194 1996 1998 2004 2002 2004 2006 2008

0=

¢

_ =

=

i3
[
i

MEWS DECREASE

wiyH Case-Shiller composite-10 home price index: by region yiye

{1Z-month change as of July 2008)
CONSUMER SPEND FALLS ® looston || Demer | [ F
JOB MARKET ERODES | |-
RECESSION = I

49 Source: Federa! Reserve, Haver, Burzau of Labor Statistics, Census Bureau, Factset, Morgan
Stanley Research, Cazse-Shier & DB Global Market Research.
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Symptoms of recession

Symptomsof arecessioncanalreadybe noticedin different indicators

pedro.
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opewn Lnmovation Problems related to the recessior

Thereare multiple problemsrelated to the recessionprocessexplainedbefore

AHousingled recession,generalized affecting the end consumeron most tangible
asset

AOverleveragedfinancials,forcinglongtime lagsuntil market readjusts
AFallingassetpricesdue to readjustmentworsenassetcoverageover debt
AFrozencredit marketsparalyzenew investments
AWeakhouseholdbalancesheet

AGlobally synchronizedslowing exacerbatingall of above and causinga significant
riskto gdpgrowth

The causeof this recessioncan be summarizedas ¢Credit not equity or assetR NA ¢
andthe maincharacteristicisthatitisad 3f 2aé Y OBRNR Y Al SR
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A New Knowledge Based Econornr

nghtech marketsare correlatedto the progressof national economyand alsosuffering
animportant deceleration

30% -
—
2[]%—\
10% -
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-10% -
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SR B R R - e R = = = = = == =] O O 0O O O O @
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— S&P 500 EPS Growth Tech Spending Growth

Source: Bernstein Strategy Group: First Call

Drop in earnings in Dec 07 was partly due to financial services industry write offs
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Thiseffect canbe observedon PCand mobile handsetsales,aswell ason the progress
of retail and advertisement
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