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Overview:
Early stage companies exist in an environment of extreme risk. Even in the U.S., well over 50%
of new businesses fail within their first 4 years of existence - fundamentally because they simply
run out of financing and / or because they fail to capitalize on market opportunities. In certain
sectors, like Information Technology which is a hotbed for venture capital, these failure rates
often exceed 60%, according to Labor Bureau statistics. At the same time, perhaps more than in
any past era, entrepreneurs and the venture capital professionals that finance them both have the
potential for tremendous reward, both economic and psychological, if they are successful
identifying, financing, and building prosperous startup companies.

This course offers the theoretical tools, real world insight, and practical knowledge necessary for
managers and financiers of early stage companies to make smart financing decisions in the
context of such high-risk / high-reward environments. This course will focus most of the time on
“early stage” financings – in particular, venture capital and growth capital. It is targeted to those
who need to understand the unique issues related to starting and financing an early stage
company from idea conception to harvesting or exit. It is suitable for anyone who is interested
entrepreneurial opportunities; early stage private equity (particularly venture capital); or anyone
with an interest in industries servicing entrepreneurs, startup companies, or venture capital and
private equity firms (for example, consultants, accountants, bankers, lawyers etc.) This course
will cover topics that span different industries (high and low tech) and geographies (domestic
and international).

This course aims to provide students with the following skills as relates to entrepreneurial
finance:

I. A solid theoretical understanding gained from:
1. standard lecture format
2. readings
3. class room discussion



II. Applied skills developed from students' analysis of
1. written case studies
2. real world (“live”) case studies
3. problem set exercises

III. Practical role playing experience
1. Presenting cases from the perspective of an entrepreneur seeking financing
2. Evaluating presentations from the perspective of a venture capitalist making a

recommendation to an investment committee

IV. Real word perspective gleaned from practicing guest speakers in the following 3 areas
(time permitting):

1. The entrepreneur perspective
2. The venture capitalist’s perspective
3. The advisor’s perspective

Most classes will consist of a standard lecture format, followed by active discussions centered on
case studies. It is also expected that students will learn from each other through a highly
interactive environment that emphasizes class participation (both questions and comments). In
select classes throughout the term, students will also do a small group presentation (based on an
analysis of a case study). In addition, time permitting, we will depart from the theory and hear
from a handful of guest speakers who will give a practionner’s view of the topics we are
discussing.

Course Requirements / Evaluation:
Numerical grading for this course will be based on:

• Class participation (including discussions, problem sets, and case preparations) – 30%
• Group presentation – 30%
• Final paper – 40%

This nature of this course and the material requires substantial preparation and active
participation by the entire class in order maximize the learning experience, therefore class
participation will likely accounts for nearly 1/3 of the grade. The method of teaching is often
Socratic and students will be randomly called on in class and should come to each class prepared
to lead the opening discussion of the case or reading. In order to facilitate this, each case is
supplemented by questions to which students are asked to prepare a very brief case memo. In the
second half of the course, students in groups will be given a case to analyze and, applying what
was discussed earlier in the course, will prepare a venture capital pitch from the perspective of an
entrepreneur seeking financing. At the same time, a different subset of the students will be asked
to evaluate the pitch (in the form of an investment committee memo) from the perspective of a
venture capitalist evaluating the deal for his/her partnership.

Course Materials:



Course materials will be provided in readers and primarily consist of case studies, various
research papers, trade articles, and articles from periodicals. A few books and articles will also
be made available for additional supplemental reading and background. Please DO NOT
research or read any additional outside information as it pertains to the companies covered in the
case studies. Read and prepare cases based only on the information we provide. While
"hindsight is 20/20", our purpose is not to simply "arrive at the right answer" but to understand
the process of how to get there through evaluating the entrepreneur's perspective at the time the
case was written.

Primary Course Readings: (TBD)
Economics of Private Equity Market; Federal Reserve report. (free on Internet)
How Much Money Does Your New Venture Need?, HBSP#86314
How VCs Evaluate Potential Opportunities, HBSP# 805019
How VC works, HBSP# 98611
What do VCs do and where do they learn to do it; Fred Dotzler (free on Internet)
The VC vs Entrepreneur, HBSP# 9800170
How to write a great business plan, HBSP# 97409
You can negotiate with VCs, HBSP# 87207
Note on Due Diligence in VC, Tuck 50014 (free on Internet)
Note on IPO Process, HBSP#200018

Course Case List (HBS cases unless noted):
Corbin Motors
Aspen Aerogels HBS#803068
Zipcar
Growing up in China: The Financing of Babycare in China
Hotmail, HBS Case 9899165
SAIF: May 2004
Netflix IPO

Course Textbook: (not required)
The Handbook of Financing Growth: Strategies and Capital Structure, Kenneth H. Marks,
Larry E. Robbins, Gonzalo Fernandez, John P. Funkhouser, ISBN: 0471429570



Tentative Syllabus: (modules and timing subject to change)

Session 1: – April 3: Introduction - Startup process, lifecycle, and modeling (Lin)

After a brief administrative introduction, we examine the startup process and financing life-cycle
for early stage companies. We discuss how entrepreneurs (and VCs) identify great startup
opportunities and touch on financing issues for early stage companies and their various sources
of capital, including venture capital. We will also introduce the importance of financial
budgeting and modeling for early stage companies (intro to problem set #1).

Cases: John A. Davis, Corbin Motors, HBS Case 9-800-023.

Readings: (1) Economics of Private Equity Market; Federal Reserve report
- http://www.federalreserve.gov/pubs/staffstudies/1990-99/ss168.pdf

(2) James McNeill Stancill, How Much Money Does Your New Venture Need?,
HBR May-June 1986, Reprint# 86314
Optional reading: Udayan Gupta, Done Deals, Harvard Business School Press
(September 2000), esp. chpts by Arthur Rock, Don Valentine, Bob Kagle.

Deliverables: form groups of up to 4 after class#1.

Session 2 – April 10: Articulating, and valuing great entrepreneurial concepts -- Biz plans
to Biz models to Valuation (Lin)

We examine how they entrepreneurs and VCs overcome the asymmetry of information
problems; how an entrepreneur articulates opportunities and value to a financier; how to connect
business plans to business models; and how the VC industry values companies at various stages
in their lifecycle (particularly the venture stage). We will also cover valuation methodologies
and introduce problem set #2.

Cases: William Sahlman, Taz Pirmohamed, Aspen Aerogels, HBS Case 803068.
Mihir Desai, Mark Veblen, Growing up in China: The Financing of Babycare,

HBS Case 20402

Readings: William Sahlman, How to write a great business plan, HBS Press# 97409
Michael Roberts, Shripriya Mahesh, Hotmail, HBS Case 9899165, pages 11-35

only
Optional reading: TBD

Deliverables: Problem set #1 to be handed in via email before start of class #2. No late
work accepted.

Session 3 – April 17: Capital for early stage companies – Angels, Bootstrapping, Venture
Capital (Dearing)



We introduce sources of financing for entrepreneurial companies including Angels,
bootstrapping (financing with your own resources), and venture capital.

Case: Myra Hart, Michael J. Roberts, Julia D. Stevens, Zipcar: Refining the Business
Model, HBS Case 9-803-096.

Readings: (1) Josh Lerner, A Note on Private Equity Securities, HBS Note 9-200-027; (2)
Amar Bhide, “Bootstrap Finance: The Art of Start-ups,” HBR No. 92601.

Session 4 – April 24: Capital for early stage companies – Venture Capital Process (Dearing)

We hold an in-depth discussion of the venture capital process with an interactive exercise and
guests from a leading venture capital firm.

Case: Stefanos Zenios and Joshua Spitzer, EndoNav, Stanford GSB Case E214.

Readings: (1) Michael J. Roberts and Lauren Barley, How Venture Capitalists Evaluate
Potential Venture Opportunities, HBS Note 9-805-019; (2) Paul Gompers, A Note on the
Venture Capital Industry, HBS Note 9-295-065.

Session 5 – May 1: Financing - Sources, Structure, Term Shts (Lin)

We examine the primary ways that early stage companies are financed as well as the unique
concerns, issues and challenges that entrepreneurs and VCs share in the financing/investment
process and what structural considerations they employ in a term sheet to address these concerns.
We also discuss the negotiation of term sheets. Finally, we discuss what an entrepreneur can
expect in a due diligence process.

Case: (1) Michael Roberts, Shripriya Mahesh, Hotmail, HBS Case 9899165
(2) TBD

Readings: Robert Robertson, Noam Wasserman, The VC vs Entrepreneur, HBSP#
9800170

Session 6 – May 8: Doing the Deal - Negotiation, Valuation, Founder’s Equity, Closing, Due
Diligence (Lin)

An entrepreneur will face many challenges after identifying a source of capital, including but not
limited to negotiation, valuation, due diligence, and closing issues. In addition, the founding
team may face issues of internal conflict in this time. We will explore these issues through case
studies and a term sheet exercise.

Cases: G. Felda Hardymon, Ann Leamon, SAIF: May 2004, HBS Case 805091



Readings: (1) Harold Hoffman, James Blakely, You can negotiate with Venture
Capitalists, HBSP# 87207

(2) Hal Nelson, Note on Due Diligence in Venture Capital, Tuck# 50014

Session 7 – May 15: Running the business - Allocating scarce resources (Dearing)

This session focuses on the allocation of scarce resources post-funding (aka running the
business). We will consider cash, equity from the employee pool, and product development
resources in an interactive format. To make the session successful, please carefully and
thoughtfully prepare the assignment questions below. (These will not be turned in, but your
preparation will make the discussion possible.)

Assignment Questions

Assume that you just closed a $4 mil A round of venture financing on your business. Post-money
valuation of your company is $10 mil. You have an option pool of 15% for new hires (the
founding team has already been taken care of via option grants pre-financing).

1. How would you manage the cash -- where would you put the money? what process would you
use to spend it and monitor it? -- after you close your financing? As you think about your
options:

• Consider what matters to you as CEO, to your board, to your customers, to your
employees;

• Visit some websites: http://www.svb.com/ , http://www.comerica.com/ , others that you
find;

• Talk to some entrepreneurs who have taken money.

2. What principles would you use to allocate the employee pool of options that were reserved for
future hires in the cap table post-financing? As you think about your decisions, consider the
following scenarios:

• Director of Engineering, 10 years experience, hired three months after the closing when
things are going great and there's lots of money in the bank;

• Office Manager, 2 years out of community college, hired a week after closing the round;
• Product Manager, 3 years experience post-Stanford MSE Masters;
• Reserve enough options for future hires.

3. Consider the scenario 4-6 months after the financing when your engineering team is built out
and you have a long list of product / service innovations to build. How do you decide what to
build first? Or what to cut from the list? Develop a framework for thinking about allocating
scarce development resources. You can consult any outside sources you like, but be ready to
explain your thinking.



Session 8 – May 22: Failure (Dearing)

Unfortunately, the most common outcome is failure, which comes when the company runs out of
cash to fund operations. There are multiple options to deal with failure if it occurs. But
entrepreneurial leaders not only have to decide what to do, they have to decide how to do it.

Case: Tom Piper, Butler Lumber, HBS Case 9-292-013.

Readings: (1) Howard Stevenson and Michael J. Roberts, Bankruptcy: A Debtor’s Perspective,
HBS Note 9-898-278. (2) TBD on non-bankruptcy liquidation.

Session 9 – May 29: Harvesting private companies - IPO, M&A (Lin)

Successfully creating, financing and operating a great company is just half of the challenge.
Until one successfully exits a company, all the gains and value created are unrealized, and,
history tells us, sometimes subject to evaporation especially in the volatile world of technology.
We examine, from the view of a entrepreneur and VC, the issues of if, when and how to exit an
investment. We also explore the inherent conflicts and considerations involved in this process.

Cases: Charles Holloway, John Morgridge, Alicia Seiger, Netflix: Going Public, Stanford
E155

Readings: Josh Lerner, Note on IPO Process, HBS Press# 200018

Final project – June X

Students in groups will be given a case to analyze and, applying what was discussed earlier in the
course, will prepare a venture capital pitch from the perspective of an entrepreneur seeking
financing. At the same time, a different subset of the students will be asked to evaluate the pitch
(in the form of an investment committee memo and term sheet) from the perspective of a venture
capitalist evaluating the deal for his/her partnership.



Instructor Biographies: Teaching Team

Phil Lin

In addition to teaching at Stanford, Phil has taught Entrepreneurial Finance as a Visiting
Professor at the Chinese Academy of Sciences in Beijing, and at Cheung Kong Graduate School
of Business in Shanghai. He currently teaches in the MBA program at Tsinghua University in
Beijing and is on the adjunct faculty at Columbia University Graduate School of Business. Phil
has also been active as direct investor in early stage companies and is a LP in funds. In the past,
he was a senior executive at Kluge & Company, the private equity arm for billionaire investor
John Kluge and Metromedia Company. While there, he executed a number of late stage venture
capital, growth capital, leveraged buyouts, and distressed investments. He was also an EIR in
Silicon Valley and, in 2001 was actively involved in raising a series A round in excess of $400
million, at the time the third largest seed financing. More recently, Phil led a team bidding for
distressed assets in Asia.

Michael Dearing

Michael Dearing joined the faculty in Spring 2006. Since that time, he has co-developed and
co-taught five gradual-level courses at the d.school and STVP. In addition to his work at
Stanford, Michael is an active investor in entrepreneurial ventures through Harrison Metal, an
early-stage venture fund he founded. He was among the early investors in AdMob, CafePress,
d.light, Doostang, LiveOps, LumosLabs, Mocospace, Panjiva, Widgetbox, and Xoopit. Michael
has co-invested with Sequoia Capital, Accel Partners, Shasta Ventures, Benchmark Capital, and
Foundation Capital. Before joining the d.school, Michael spent nearly seven years at eBay
(NASDAQ – EBAY) serving most recently as Senior Vice President & General Merchandise
Manager for eBay. Prior to eBay, Michael held leadership positions at Bain & Company, Filene's
Basement, The Walt Disney Company (NYSE-DIS), and Industrial Shoe Warehouse. He holds
an AB in Economics, with a focus in economic history, from Brown University, and an MBA
with Distinction from Harvard Business School.

Emily Cox
Emily Cox is a Ph.D. candidate in Strategy and Organizations in the Department of Management
Science & Engineering at Stanford. Her dissertation explores the impact that funding has on
innovation in medical device ventures. Emily holds a B.S. in Botany and an MBA with an
emphasis in Finance from Brigham Young University. Prior to pursuing doctoral studies, Emily
worked as a financial analyst for Agilent Technologies and in operations for Gap Inc.
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