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Raising Early Stage Capital, 15.990


How much money can you raise at this difficult time?  How much should you raise?  When should you raise it and from whom? What's a reasonable valuation of your company?  How should your funding be structured?  These are key questions that face all entrepreneurs, and often have to be answered under tremendous time pressure.  This course aims to prepare you for these decisions, both as an entrepreneur and as a potential venture capitalist.

The course will examine the elements of raising early stage capital, focusing on start-up ventures and the early stages of company development.  Emphasizing how the rules have changed in the last year, we will look at how to negotiate venture capital investments effectively in a very cold funding environment.

The course will consist of two primary components: “live case studies” and  negotiation exercises.  Using live interactions with leading figures in the venture finance community, most of the class sessions will consider in depth key aspects of the venture-capital investment process, with a particular focus on demystifying the term sheet.

During the course, students will work in teams to apply the principles in practical negotiations.  In two simulations, they will deal with working lawyers and venture capitalists, attempting to structure the best deal for their businesses.   These exercises are designed to both help understanding of the venture capital process, and to foster relationships that can help students as they develop businesses.  

Course Requirements

1) Regular class attendance.  Participation in class will account for one-third of the grade.  Students should be prepared to discuss the case in each class session.   There will be cold calling throughout the session – these are not guest lectures but rather live case studies in which participation is critical.


There will be a seating chart and students are requested to occupy the same seat in all sessions.  Attendance at every class is expected.  Please talk to us if you need to miss a class.

2) Negotiation Exercise. This will account for two-thirds of the grade.  Grading will primarily reward the process of the negotiation, including effectiveness of teamwork and thoroughness of preparation, rather than any particular goal achieved.

Students will work in teams (3-4 people) on three discrete projects:

a) Find a lawyer.   Teams will identify what kind of lawyer they want to hire for their new venture.  Using practical resources, they will identify a shortlist of appropriate candidates. (10% of negotiation grade)

Written work product: a short memo summarizing investigation process, and justifying selection. 

b) Lawyer strategy session.  Teams will assume the role of founders in a new firm and meet with practicing corporate lawyers at their offices.  This simulation round is not an adversarial negotiation, but rather an exercise in using and managing outside advisers.  Using a model term sheet, teams will formulate their legal and negotiating strategy for meeting with venture capitalists. (40% of negotiation grade)

Written work product: agenda and prioritized task list pre-meeting; summary of effectiveness post-meeting.  

c) Venture capitalist negotiation.  Armed with insight from their lawyer round, teams will meet in a head-to-head negotiation with a local venture capitalist.  The premise for this simulation is that the team is negotiating the final provisions that remain open between the team and the VC.  The teams will choose the provisions in question.  Leading Boston VC firms will be participating in the rounds.  Teams will meet at the VCs’ offices.  (50% of negotiation grade)

Written work product: agenda and task list pre-meeting; summary of effectiveness and conclusions post-meeting.
Note: To accommodate the professional participants’ schedule, the simulation exercises take place during the week, in the evening.  You must be able to allocate ~2 ½  hours (including travel time) on 2 separate evenings.  Sign-up procedures will be discussed at the second session.

Very Important: There will also be an intra-team evaluation at the end of the course (you get to say who did the work).

Other Important Points
1) We have no fixed office hours.  Please send an e-mail to make an appointment.

2) Overheads, handouts and other important announcements will be posted on the course’s website: web.mit.edu/15.990

3) Everyone should submit a face card as soon as possible.  

4) Auditors are welcome to the class sessions, as long as they do the readings and are willing to participate in discussions.  Priority in seating will be given to those on the waitlist.  Only registered students can take part in the negotiation exercise.

Schedule for 15.990 (Raising Early Stage Capital)

H2, Spring 2001 

1) Tuesday, April 3

Introductory Class

Discussion the syllabus, course goals and structure.

2) Thursday, April 5

Essential Logistics

Explanation of the simulation exercises, beginning with “find a lawyer” assignment.  All deliverables will be discussed in detail. 

All students should be in teams by the start of class on Tuesday, April 10.  Teams must be 3-4 people (no exceptions).  

3) Tuesday, April 10

The Lawyer’s Perspective on Term Sheets & Early Stage Finance

Guest: Mark Macenka, Partner & Vice-Chair of Business Practice Group at Testa,  Hurwitz & Thibeault.

Readings

1. Testa, “The Legal Process of Venture Capital Investment”
2. Model term sheet

3. The webpage www.tht.com (click on “private company or entrepreneur” and explore the information provided)

4. “The Low Down on Start-Ups” by Jonathan D. Gworek, Morse, Barnes-Brown & Pendleton

All of these items will be important reference materials for the entire course.
Study Questions

1. What is the main role of lawyers in helping to raise early stage capital?

2. What can you reasonably expect your lawyer to do?

3. How much should you expect to pay for good legal advice?

4. How has the legal environment changed in negotiating funding in the last 12 months?

Start of class, Thursday, April 12: “Find a lawyer” conclusions due.

4) Thursday, April 12

Successfully Raising Money from VC 

Guest: Kristen Rauschenbach, Founder and CEO, PhotonEx

Readings: www.photonex.com (please explore this website extensively to understand the company and its technology)

Study Questions

1. How can you raise investment capital in this difficult funding environment?

2. What is venture capital looking for today?  How can an entrepreneur convince potential investors?

3. What are the key issues to think about in negotiating a term sheet?

No class on Tuesday, April 17 (MIT Holiday)

April 18-May 2: Lawyer strategy sessions (see below for detail)

5) Thursday, April 19

Problems and Difficulties

Guest: Ken Lownie, former CTO, GreenZebras

Reading: look carefully at www.greenzebras.com (where Ken used to work)

Study Questions

1. What can go wrong when raising early stage capital?

2. What are the warning signs to watch for?

3. What kind of changes should you make when part of your fund raising strategy is not working out?

6) Tuesday, April 24

Seed Financing: Strategy for Getting to a Term Sheet

Guest: Matt Westover, CEO, Storability [to be confirmed]

Reading: Explore www.storability.com to understand the company and its current situation

Study Questions

1. What does an entrepreneur need to do before even trying for a formal term sheet?

2. Who are the sources of seed financing and what are they looking for?

3. What are the advantages and disadvantages of pursuing seed money?

7) Thursday, April 26

Tightening the Term Sheet, from a VC’s Perspective

Guest:  Bob Greene, Managing Partner, Flatiron Partners

Reading: Explore www.flatironpartners.com to understand Flatiron and the investments they have made so far.

Study Questions

1. What are the main concerns of venture capital investors in spring 2001?  How are these concerns affected by what is happening in their existing portfolio?

2. How are these concerns manifest in the terms they offer?

3. What can you reasonably expect to accomplish in a term sheet negotiation today?

April 30-May 10: Venture capitalist negotiation sessions (see below for detail).

8) Tuesday, May 1

[Biotech entrepreneur, to be confirmed]

Reading: to be provided

Study Questions

1. What is different about raising capital for biotech?

2. How are these differences reflected in the term sheets initially offered in this industry?

3. What can you sensibly negotiate to achieve in a biotech-related term sheet?

9) Thursday, May 3

Flouting Conventional Wisdom: Strategic Investors in the First Round

Mara Aspinall, President, Genzyme Genetics

Reading: to be provided

Study Questions

1. What are the advantages and disadvantages of strategic investors in general?

2. When you should begin to talk with strategic investors?  What are the disadvantages of approaching them early in the investment process?

3. What is the case in spring 2001 for involving strategic investors in the first round?

10) Tuesday, May 8

Trends in Valuation, from the VC’s Perspective

Guest: Bill Frezza, general partner, Adams Capital Management

Reading: Consult www.acm.com for important background information, particularly on their portfolio companies.

Study Questions

1. What is the latest VC view of valuation?

2. What can you do or say to persuade a VC to change his or her mind about your valuation?

3. What are the things you can do or say that will either have no effect or actually lower your valuation?

11) Thursday, May 10

Conclusions:  Comparisons and contrasts of VC rounds, in substance and process

Reading: review the most important materials from previous classes

Study Questions

1. What have you learned from this course (distinguish between class sessions and the negotiation simulations)?

2. What were the most serious mistakes you made in your negotiations?

3. What potential issues among team members are you now more aware of?

12) Tuesday, May 15

Networking Party: offsite reception for all professional participants, speakers and students

Detailed schedule for team work

Thursday, April 12 (at the start of class)


“Find a lawyer” conclusions due.

April 18-May 2

Lawyer strategy sessions.  Sessions take place weekday evenings at law firms’ offices.  Teams sign up on posted schedule outside Simon Johnson’s door, first-come, first-served basis (no team may sign up for more than one slot).  Each session: 1½-2 hours.  Teams will provide written agenda prior to meeting reflecting the team’s priorities and goals for the meeting.  Teams will provide written summary of meeting and evaluation of their effectiveness in the meeting.

April 30-May 10

Venture capitalist negotiation sessions. Sessions take place weekday evenings at VC firms’ offices.  Teams sign up on posted schedule outside Simon Johnson’s door, first-come, first-served basis (no team may sign up for more than one slot).  Each session: 1½-2 hours.  Teams will provide written agenda prior to meeting reflecting the team’s strategy, priorities and goals for the meeting.  Following the meeting, teams will provide written summary of meeting and evaluation of their effectiveness and conclusions from the meeting.

Tuesday, April 15, 6:00 pm (location to be confirmed)

Offsite reception hosted by RESC for all professionals in appreciation of their participation in the course.  

