Raising Early Stage Capital

Class #2

Negotiating Venture Capital: 

Simulation Exercise Logistics

· The General Idea

· Five Phases

· Important Points to Keep in Mind

The General Idea: Term Sheets
The simulation is focussed on learning how to negotiate more effectively in a venture capital setting
The class sessions are intended to support the simulation, by giving you a chance to discuss “live cases” about term sheet negotiation

Five Phases
0. Form a Group! (3-4 people)

1. Find a lawyer

This is very important and often neglected

“Find a Lawyer Assignment Description”

2. Strategize with a lawyer

How to use this key resource?

“Stealth Networks, Inc. Fact Pattern”

“Strategize with a Lawyer Simulation”

3. Negotiate with a VC

What should you ask for and how?

“Stealth Networks, Inc. Fact Pattern”

“Negotiate with a Venture Capitalist Simulation”

4. Network with VCs and lawyers 

This is important (we think)

You must be in groups by the end of class on Tuesday, April 10

Inside the Group

There is a division of responsibility (i.e., you have roles)

You are all founders, but have different backgrounds and different interests

(see the fact pattern on Stealth Networks)

For phases 2 and 3, you should act in these roles (not important for phase 1)

This will give you a sense for the very important dynamics and interests within a founding group

Take this seriously 

(you do an intra-group evaluation at the end)

Thursday, April 12 (at start of class)

“Find a lawyer” conclusions due.

Idea: decide who would be the right lawyer for you to hire

Steps:

1. Figure out what kind of business you have (just for this phase; for the other phases we will tell you)

2. Think about what kind of legal advice you need (not trivial)

3. Find out about lawyers (yes, network)

Don’t actually hire a lawyer!

April 18-May 2: 

Lawyer strategy sessions.  

Sessions take place at law firms’ offices.  

Teams individually schedule times (Adrian will put the sign-up sheet on Simon’s office door, E52-562; he will notify you by e-mail when this sheet goes up; first-come, first-served).  

Each session: 60 minutes + 30 minutes feedback  (Shari or Adrian will attend)

Teams will provide written agenda 24 hours prior to meeting reflecting the team’s priorities and goals for the meeting (and also who has what roles/background in Stealth Networks).

Teams will provide written summary of meeting and evaluation of their effectiveness in the meeting.

Tips and Requests

Go in character.  Talk in character.

At the end you can introduce the “real you”

And have feedback from the lawyer/ask questions

We will give you the term sheet you have been offered.  This is what you need to ask advice about from the lawyer and negotiate with the VC.

You have a fact pattern about your firm.  Do not obsess about this.  

Don’t spend a lot of time researching “your industry.”  Learn about venture capital negotiation instead.

April 30-May 10

Venture capitalist negotiation sessions. 

Sessions take place at VC firms’ offices. 

Teams individually schedule times.  

(Adrian will put the sign-up sheet on Simon’s office door, E52-562; he will notify you by e-mail when this sheet goes up; first-come, first-served).

Each session: 1½-2 hours.  

(Shari or Adrian will attend)

Teams will provide written agenda 24 hours 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 in the meeting.

Tips and Requests

You are NOT supposed to negotiate valuation!

We want you to understand the details and the complicated issues.

But you can offer to change something in return for a different valuation (in general terms)

Go in character.  Talk in character.

At the end you can introduce yourselves and get feedback

The networking is very important

Be open to feedback

Make friends

Figure out how you can help them
Try to involve people in other MIT activities

Everyone will come to a big party at the end of the course (yes, we are paying), but that is not enough

Use the webpage!

-course webpage: web.mit.edu/15.990

· almost all the readings are posted under schedule

· see also “resources”

· send breaking news/interesting stories or deals to Adrian to post

make sure Adrian has your correct e-mail.  His email is aperica@mit.edu

