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Page 2 Far initial consultations, please call (888) 3a4-0077

For sales or other information, please
contact one of our product specialists
or consultants at:

Email: structureinfo@innomodsol.com
Phone: (888) 954-0077
Fax: (888) 940-0011

For additional information, please
visit www.innomodsol.com.

95 INNOMOD
SOLUTIONS LLC

BUSINESS ADDRESS:

Boston Executive Center

One Post Office Square, Suite 3600
Boston MA 02109

Tel: (888) 924-0077

Fax. (888) 940-0011

Web: www.innomodsal.com

E-mail: structureinfo@innomodsol.com

The arrangements of text and pictures in this
catalog constitute part of the intellectual property of
INNOMOD Solutions LLC

Copyright 2012, Oghenovo Obrimah/INNOMOD
Solutions LLC
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Our commitment to your firm

If you are interested in our services, please get in touch with one of our
consultants for initial consultations. Note that since all of our models
are proprietary in nature, we do not discuss the details of our existing
structural models with
clients until discussions
are at an advanced or
contractual stage. Our
commitment to your
firm, however, is that if |
we are unable to pro- |
vide support for our
claims, any initial or
contingent contract
(contingent on provision
of evidence in support
of the explanatory
power of our existing
models) is rendered null
and void. In addition to

this contingency, we

also commit to tiered
contracts within which the contractual value of our services is directly

tied to the explanatory power of our structural models.
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Our service lines

turing Services ¢

¢ Investment Advi-
sory Services ’

¢ Specialized advice

Our service lines consist of:

¢ Models of Industry
Structure or Risk

Return Tradeoffs

¢ General Business

Advisory Services

¢ Business Restruc-

acquisitions » x
¢ Regulatory bench-

marks for private

markets

¢ Management and

on mergers and

Strategy Consulting

¢ Performance Attribution Services
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Models of business and/or
industry structure

At INNOMOD Solutions LLC, we believe an understanding of the structure that under-
lies the industry within which your firm does business can contribute immensely to
the success of your busi-

ness model.

In light of this insight,
we have accumulated

expertise with respect to

the development of
innovative and relatively
parsimonious models of
the structure that un-
derlies different indus-
tries. Our structural

models are intentionally
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parsimonious because
we build them such that
they are directly testable
and verifiable, yet accu-
rate descriptions of a
particular industry or

market.

We are confident our

structural models will yield significant long-run benefits for all of your firm’s stakeholders.
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Our “Base” Model vis-a-vis
Porter’s Five Forces Model

While our models of industry structure are not derived directly
from “Porter’s Five Forces model” — Porter (2008) * — combined,
the models implicitly address the five forces, which according to
Porter are: “Existing
Competition”, “The
threat of new en-
trants”, “bargaining
power of suppliers”,
“bargaining power
of buyers”, and “the
threat of substitute
products or ser-
vices”.

Our “Base Model”
implicitly addresses
the “existing com-
petition”,
“bargaining power
of suppliers”, &
“threat of new en-
trants” components
of Porter’s five
forces model.

.* Porter, M.E., 2008, The Five Competitive Forces That Shape Strategy,
Harvard Business Review January 2008, 79-93.
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Add-on Model III: Empirical Structural Model of Market
Returns

This empirical structural model implicitly incorporates elements of each of the preceding

models and is currently developed for

[—+— AdualRetuns _—®&— Predicied Retums | securities markets

4

We have, however, also successfully

2

applied the model to the private equity

and commodities markets

=

Since the empirical model incorporates

Average Daily Returns to the DJIA
]

elements of each of the preceding models,

-4

0 90 100 110

D oo o f we are able to develop similar models for
Quarters 1980:01 through 2005:04

different industries by leveraging on the
outcomes of similar industry-specific models. The chart above juxtaposes predicted returns
to the Dow Jones Industrial Average (DJIA) with actual returns. The explanatory power of the

underlying structural model is over 80%

Add-on Model IV: Structural Model of Liquidity Risk

This model develops a variable that enables the determination of the effects of liquidity

changes on the price risk of fixed income securities

The model is currently developed within the Ry R AT O W [ G
context of the market for Mortgage Backed —*— Model Predicted Risk

Securities (MBS) and explains more than

o]

80% of the time variation in liquidity risk

within the secondary market for MBS

Proxy for MBS Liquidity Risk

The model can easily be customized to

other classes of Fixed Income Securities. —— ——
0 4 8 12 16 20 24 28 32 36

Month #
Month 1 starts 10/2002
. . Month 37 ends 10/2005
The chart above juxtaposes predicted

liquidity risk obtained using the structural model with actual liquidity risk. The explanatory

power of the underlying structural model is over 90%
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Add-on Model II: Model of Unexpected Ability

In industry-specific roles or positions where employee performance can be assessed on a

stand-alone basis E

(for instance, secu-
rities traders, sales
personnel, mutual
funds managers

etc.), this model

enables the disag-

gregation of aggre-

gate performance NN s
into expected and v o & . 4 ﬁl

unexpected com- ! A | T Vey y 49

ponents. For em- v . vy v 4 * 2

ployees whose i " Y +* v ¢ “-i 4 7:
performance can v z o 2 \\

not be directly tied M
to some measur- e g ‘5

able financial met-

ric, the model

enables the deter-

mination of em- \»;

ployees’ contribu-

tion to a firm’s

unexpected performance. We believe an understanding of your firm’s unexpected per-
formance and the factors that contribute to such unexpected performance will enhance
your firm’s competitive advantage and yield improvements in the design of employee

compensation contracts.

The model is currently developed and applied within the context of the venture capital

market

gt
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Our “Add-on” Models vis-a-vis
Porter’s Five Forces Model

By enabling firms to better identify and reward innovative em-

ployees, our Add-on models enhance a firm’s ability to reward its

employees appropriately.

Since the likelihood that
a firm’s most innovative
employees will become
its competition in the
future is relatively high,
structural models that
enhance a firm’s ability
to reward innovation
appropriately enable the
firm to mitigate both the
“threat of new entrants”
and “the threat of substi-
tute products or ser-
vices”.

Combined, our model of
prices within an industry
that consists of
“existing” and “new en-
trant” products and our
empirical bargaining
power model enhance a
firm’s ability to respond

proactively to changes in “buyers’ bargaining power”.
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How good are our models?

In just about every practical application of our structural models within
the venture capital, public
equity, and fixed income
markets, we have been
able to explain at least 80%
of the cross-sectional and/
or time series variability of
proxies for industry struc-

ture.

Why do our models per-
form so well? Because we
strive to understand the
basic structure of each
market that we attempt to
model. This results in
structural models that are
directly and empirically testable. We are confident our focus on parsi-
mony and an understanding of industry structure will yield significant
insights and value increments as it assists your firm with the achieve-

ment of its long-run performance goals.
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Base Model: Opportunity Set Risk Model

Models a market or industry that is segmented with respect to the risk or quality of its

inputs

Segmentation with respect to input quality or risk results in differences in product

quahty or risk Industry Proxy for Superior Performance - VC Market

——®—— Actual Performance
——=&—— Model Predicted Performance

Model currently devel-

1.25
L

oped within the context

1

of the venture capital

75
L

market

Current Period Performance
A5 B
L

The charts on this page

0

graph predicted values of &

. opr .25 5 .75
a venture capital-specific Industry Specialization - Prior Period
performance proxy
against actual values . The explanatory power of the underlying structural model on is

over 85%

Add-on Model I: Performance Attribution Model

This model enables a novel ranking of a

., . ) Industry Proxy for Superior Performance - VC Market
firm’s performance relative to the competi-

—— Actual Performance
tion and the disaggregation of a firm's —— Model Predicted Performance

.25

performance into idiosyncratic and system-

1

atic components; idiosyncratic and compo-

A

nents can be firm or industry-specific, while

.75

systematic components can be industry or

market-specific

Current Period Performance
.25 .5

o]

This novel ranking takes into consideration

differences in market conditions during

-.25

periods within which a firm commenced 5 6 7 8 9
. . Syndicate Size - Prior Period
business or introduced a new product 8

Model currently developed or applied within the context of the venture capital and public

equity markets



INNOMOD SOLUTIONS LLC Page 10

Modeling approach

While our existing models are developed within the context of a particular
industry or market, the frameworks within which the models are devel-
oped have broad applications. Specifically, our models are built to capture

the evolution of opportunities, returns, and risk within the real economy.

The foundation of

each of our industry-

specific structural

models is a model of

an industry or mar- \ w
bl

ket’s opportunity
set. We refer to
such models as our

“Base” industry

models. Depending
on client needs, we
next leverage any or
all of our existing
“Add-on” models on
the base model.
This modeling ap-
proach or philoso-
phy results in interlocking structural models that taken together provide a
good description of the ability-risk-return nexus within an industry, or
equivalently, forces that shape industry structure. We remain open, how-
ever, to developing new structural frameworks that are customized to your
firm’s specific needs. We delineate our service lines in detail on Page 14

of this catalog.
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Focus of our Models

Our focus in every model we build is on underlying structure. As a re-
sult, our models are not intended to replace detailed quantitative mod-
els that likely govern a firm’s day-

to-day operations.

Rather, by enabling a better under-
standing of industry or firm funda-
mentals, our models enable your
firm to design and implement long
-run strategies that help maintain
and/or increase your competitive
advantage relative to peer firms.

In essence, our models enable a
firm to adopt an integrated ap-
proach to its SWOT (Strengths,
Weaknesses, Opportunities, and

Threats) Analysis.

While our models are not intended to replace detailed quantitative
models of day-to-day operations, we will assist your firm with the proc-
ess of integrating our structural models with your existing quantitative
models in order for short-run operations to be consistent with struc-
tural or long-run insights gleaned from our models. This ensures your
short-run operations are consistent with changes to your long-run ob-

jectives that are the outcomes of insights gained from our models.
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What is industry structure?

Industry structure is difficult to define. This is why for the
most part it is described rather than defined. Here at INNO-
MOD Solutions, we make no attempt to define industry struc-
ture. Rather, we focus on helping potential and existing clients
understand the benefits of our unique approach to the model-
ing of industry structure.

Our unique approach to modeling industry structure leverages
on the expectation that:

An understanding of industry structure is enhanced if firms
understand how differences in the quality and quantity of fac-
tors of production endogenously induce cross-sectional differ-
ences in risk-return tradeoffs within a specific industry.

Our unique approach to the modeling of industry structure
also presumes:

Under the assumption that the quality and quantity of factors
of production is not time invariant, that an understanding of
industry structure becomes even more beneficial if firms can
anticipate the effects of changes in industry structure on prof-
itability, competitive advantage, and industry market shares.

We are confident that wesares

The New Standard in Innovative Models
of Industry Structure



