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Entrepreneurship and Venture Capital Professor Chandra S. Mishra
Florida Atlantic University 207C DeSantis Center
Barry Kaye College of Business Phone : 561-297-0251

E-mail : cmishra@fau.edu

Course Objectives and Career Focus

The course is primarily geared to students who may be interested in starting a business, buying
or selling or restructuring an existing one, playing a managerial role in a rapidly growing
business, providing financial and other resources to entrepreneurial businesses, or pursuing
careers in investment banking, business brokerage, venture capital, private equity, commercial
banks, money management, management consulting, or new business development in larger
companies.

This course is designed to give each participant an understanding of the private company finance
and related issues including due diligence, valuation, financing, deal structuring, mergers and
acquisitions, buyouts and roll-ups, deal sourcing, within an overall framework of strategic
decision making for value creation. The course provides a framework of tools, concepts, and
exercises to enable you to make better investment and financing decisions.

Required Readings

A course packet is available through the Harvard Business School Publishing web site at the
following link: http://harvardbusinessonline.hbsp.harvard.edu/relay.jhtml?name=cp&c=c96833

Reference Books

Equity Finance: Venture Capital, Buyouts, Restructurings and Reorganizations, Volume 1, 2, and
3, Joseph Bartlett, Panel Publishers

Office Hours

My office hours are on Tuesday/Friday 9:00-12:00 noon. I am also available by appointment and
before and after the class on Wednesday. Please e-mail me for an appointment prior to your
coming from off-campus.

Grade Determination

Deal Structuring Exercise 40%
Midterm Exam 40%
Case Quizzes 10%

Class Participation 10%
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Investment Memorandum, Deal Structuring Exercise, and Team Participation

The team exercise is based on an assigned business plan. All business plans will be collected at
the end of the course. Each team is designated either as an investor team or a management team.

The exercise consists of three parts.

In part one each management team makes a fifteen-minute in-class PPT presentation to its paired
investor team followed by a fifteen-minute due diligence question and answer session by the
investor team. Before the presentations begin, a copy of the PPT presentation is due from each
management team and a list of due diligence questions due from each investor team. The part
one is ten points. Each management team will be graded on how well the team pitches their plan
for funding, how well the team fields the questions, and how well the team manages its time.
Each investor team is graded for how well the team understands and critiques the company’s
business model, does the team focus on the most important issues for that company, and does the
team establish a professional rapport with the management.

In part two each team prepares an investment memorandum. A template will be provided during
the first meeting. The report is limited to maximum 15 pages (not including the attachments such
as proposed term sheet, tables, graphs, charts, and spreadsheets). The report should consist of the
following: Executive Summary, Reasons to Invest, Key Risk Factors, Business Description,
Business Model Analysis, Competition, Strategy, Management Assessment, Financial Analysis,
Valuation Analysis, Deal Structure, Due Diligence Plan, and Proposed Deal terms. The report is
due in the last meeting before the negotiation exercise begins. The part two is twenty points.
Each report will be graded on how well the team identifies the key risk elements with the
company, how well the team identifies the specific milestones whose achievement is critical for
the company to be successful, how well the team crafts the term sheet to meet the key issues
referenced above, how well does the team understand the fundamental operation of each
business, and how well the team demonstrate knowledge of the venture capital investment
decision process.

In part three, team pairs will negotiate (two hours in the class) a deal structure, and after the
negotiation, each team will fill out a post-negotiation deal structure form and an opposing team
evaluation form. The part three is ten points. The negotiation exercise will be graded for how
comprehensive and creative the deal outcome is and to what extent the two teams meet their
negotiation objectives.

" Individual grades will vary according to each member’s contribution to the team effort. Each
member of the team will fill out a peer evaluation form at the end of the class.
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Case Quizzes and Assignments

Each student is expected to read the case and assigned readings and adequately prepare the
class preparation questions before coming to each class. Each student is expected to take all
case quizzes and keep up with the class assignments on a weekly basis.

Class Participation

Each student is responsible for all in-class and e-mail announcements. You must check your e-
mail and blackboard accounts regularly.

Effective participation is when a student provides regular and substantive insights into the
problem and its solution while taking into consideration the ideas provided by others.

In assigning class participation grades, the following scale will be used:

0 points Student is absent, unprepared or makes no comments
5 points Student adds minimally to the discussion.
8 points Student makes a significant contribution to the discussion.
10 points Student provides regular and substantive insights
Honor Code

Students of the FAU College of Business subscribe to a code of academic honesty and affirm
that they will not participate in plagiarism, cheating, violation of test policies, or complicity in
dishonest behavior, nor will they tolerate in their midst students who violate this code.

The faculty of the College of Business considers academic dishonesty as a serious breach of
academic ethics that cannot be tolerated in an environment of learning and the free exchange of
idea.

Academic dishonesty is defined as representing another's work as one's own, active complicity in
such falsifications, or violation of test policies.
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Tentative Schedule of Sessions

Aug 23

Aug 30

Sept 6

Sept 13

Case:

Additional
Readings:

Class
Preparation
Questions:

Case:

Additional
Readings:

Class
Preparation
Questions:

Case:

Additional
Readings:

Class
Preparation
Questions:

Introduction and Overview

Walnut Venture Associates (A)

¥

2
3. Equity Finance for Entrepreneurs (Handout)

How Venture Capitalists Evaluate Potential Venture
Opportunities
Note on Business Model Analysis

. 'Who are angel investors? Why are they investing in start-

ups? Why would an entrepreneur seek financing from an
angel?

Evaluate the potential investment in RBS from Walnut’s
point of view. ,

As a Walnut investor, what critical issues do you see as
requiring more investigation or due diligence on your part
prior to investing, and how would you accomplish that?

Walnut Venture Associates (D)

[

B

Note on Structural Analysis of Industries
Note on Valuation of Venture Capital Deals

. What is a reasonable valuation for RBS in June *98?
. Assume that in five years RBS is liquidated for $3 million. If

the deal proposal in the term sheet is accepted, who will
receive the $3 million? If RBS is liquidated for $10 million
or $30 million in 5 years, who will receive the money?

Walnut Venture Associates (D) Contd.

1.

Note on Private Equity Securities

2. A Guide to Venture Capital Term Sheets (Handout)

b =

What do you think the investors are trying to accomplish?

. What proposal terms do you find most troubling and why?

What would you try to renegotiate and what might you will
be willing to give up to get what you want?
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Sept 20 Case:
and 27

Additional
Readings:

Class
Preparation
Questions:

Oct 4 Case:

Oct 11

Oct 18

Team
Presentations:

Additional
Readings:

Oct 25 Case:
and Nov 1

Additional
Readings:

Class
Preparation
Questions:
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Paint-Pen Inc
Speaker (To be confirmed)

Note on Valuing Private Businesses

Would you buy this company? Why or why not?

What are the key risk factors?

What additional information would you try to get and how?
What is the company worth?

What should Blake and Hammer do?

el L o

Paint-Pen Inc. (Contd.)
Speaker (To be confirmed)

Midterm Exam

Deal Structuring Exercise (Part one)

1. Management Presentations and Investor Q&A
2. PPT Presentations and Investor Questionnaires Due

Developing an Elevator Pitch for a New Venture

John M. Case Company
Speaker (To be confirmed)

1. Note on Valuation of Equity Cash Flows
2. LBOs for Smaller Companies

1. What are the most important operating and financial
characteristics of the Case Company?

2. Is the company worth Mr. Case’s $20 million asking price?

3. Can the $20 million purchase be financed so that
management can retain at least 51% ownership? What
sources should management tap? In what amounts? Is the
return being sought by the venture capital firm reasonable?
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Nov 8 and Case:
15

Additional
Readings:

Class

Preparation
Questions:

Nov 22

Team Report
Due:

Additional
Readings:

Nov 29

Negotiation
Exercise:
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Car Wash Partners Inc.
Speaker (To be confirmed)

How to Structure and Manage Leveraged Build-Ups (Handout)

1. Is the car wash industry an attractive industry for
consolidation? What are the economics of operating a car
wash? Are there economies of scale?

2. Are Brown and Burgin value added investors? What are their
experiences that are relevant?

3. Do the two proposed acquisitions make sense? What price
should CWP pay for them?

4. What is an appropriate valuation for CWP? How much
equity should they receive?

Deal Structuring Exercise (Part Two)

1. Investment Memorandum Due

2. Peer Group Evaluation forms are due.

3. Teams are briefed.

4. Teams meet for final preparation for negotiation.

Venture Capital Negotiations: VC vs. Entrepreneur

Deal Structuring Exercise (Part Three)

1. Team pairs will negotiate a deal structure for the investment.
The exercise is about two hours in the class.

2. Each team will fill out a post-negotiation deal structure form
and an opposing team evaluation form.

3. Business plans are returned.



