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                        By Dane Hamilton

NEW YORK, April 30 (Reuters) - Technology start-ups once scorned corporate partners. Not anymore.  With a moribund market for initial public offerings and crucial venture capital funding                        harder to find, small technology companies are flocking to big partners like Nortel Networks Corp. <NT.N>, Compaq Computer Corp. <CPQ.N> and Intel Corp.<INTC.O> like never before, executives at the big companies say.  "It's very cool to be in corporate venturing now," said Ken Bronfin, senior vice president of media company Hearst Corp.'s Interactive Media division. "It's grown by leaps and bounds."  The drive to invest in small start-ups shows little signs of abating even as tech giants are slashing thousands of jobs and expenses in the face sharply lowered                        sales this year.  Compaq, for instance, made more than $500 million in private equity investments                        last year, said Bud Enright, Compaq's vice president of corporate development. The company, which last week said it was cutting more than 7,000 jobs, is making these investments to get a first peek at new technologies, Enright added. "Anything that has a tech-association that will give us products and services, we'll grow those," said Enright, speaking at a New York conference this week. Compaq now has "well over" 100 private equity investments, he said.  The new corporate partnering vogue is several years in the making but is expected to skyrocket this year. Corporate venture funds nearly doubled to $15.5 billion in 2000 from $8.4 billion in 1999 and comprised about 15 percent of all venture capital last year, according to research firm Thomson Financial.                        The growth in corporate partnering reflects the new fund-raising challenges faced by thousands of budding technology companies at a time when investors are shunning risky "growth" stocks in favor of safer investments. Now venture capitalists who supply cash and management experience to these start-ups are pushing them to develop relationships with big companies, often laying the groundwork for eventual sale. "The exit strategy is no longer the IPO but to get bought," said George V. Cooney, vice president for corporate development and ventures at Nortel, the Canadian communications giant. "A lot of companies are struggling in the current environment. It's a real sea change from a year ago." Nortel, worried about losing market share to big competitors like Lucent Technologies Inc. <LU.N> and Cisco Systems Inc. <CSCO.O>, hired more than a dozen scouts in the last four years to buy into promising technology companies, effectively looking to outsource a portion of its research and development. In that period, Nortel has made 75 such investments, such as privately held Jetstream Communications, a broadband equipment maker, said Cooney. With the market down, even independent venture capitalists are happy to see the Nortel scouts. Previously, corporate partners were shunned since they often                        demand first right of refusal for products and other conditions for their investment.  VCs and entrepreneurs have a different agenda: to grow a company and enable it to maximize marketing opportunities independently. "VCs used to keep you at arms' length," Cooney said at the New York venture capital conference. "Now they're telling the entrepreneur: 'see if (the corporate investor) will put more money in.'"The relationship isn't always easy between the corporate partner and the start-up.  Intel, for instance, has had to work hard to convince corporate partners and their venture capital backers that a corporate investor brings benefits in experience, technology and marketing might.   Intel spent $1 billion last year on private equity investments, of which a portion was through its $500 million Intel Communications fund and another called IA64, which has outside investors, according to Jaime Robertson-Lavelle, Intel's director of strategic investments. "We can't say it's a trouble-free relationship," said Robertson-Lavelle. Sometimes, he said, venture capitalists "pushed against Intel as an investor, but (company) management tended to push for it."
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