SYLLABUS:  FINANCE 4397

VENTURE FINANCE

DODGEN

CLASS

Finance 4397

CONSULTATION

Email: katuofh@yahoo.com

Office: Melcher Hall  

Office Hours: Immediately before/after class or by appointment.

COURSE MATERIALS

Text:
Entrepreneurial Finance by Paul Gompers and William Sahlman

Required:  Course Packet available in copy center.  Course packet includes readings and cases.

Mandatory:  Name Card 

Highly recommended: Financial Calculator

COURSE DESCRIPTION

This course is the study of private equity/venture capital and entrepreneurial finance.  The primary objective of the course is to provide an introduction and general understanding of the private equity markets. To do this, I have purposely designed the course to be broad and comprehensive. We will explore private equity finance from a number of perspectives, beginning with the structure and objectives of private equity and venture capital funds; moving to the analysis and financing of investment opportunities; and finishing with harvesting strategies for investments.

The course is important as there has been an increase in both the supply of and demand for private equity.  On the supply side, the amount of private equity under management - by partnerships investing in venture capital, growth investments, leveraged buyouts, distressed companies, real estate, etc. - has increased from under $5 billion in 1980 to over $250 billion in 2002. On the demand side, an increasing number of individuals are interested in starting and growing their own businesses.  The recent economic stimulus package is directly focused on stabilizing and growing small and medium sized businesses.  Collectively, small and medium businesses employ the largest portion of the U.S. economy.  Therefore, they are a very important segment of our economy.

CLASS FORMAT

This course will use real world cases to convey the material.  Each week case studies along with discussion topics for your memorandum will be assigned.  We will discuss these topics and the material in the case for most of the class period.  All assigned memorandums will be collected and recorded.  Some memorandum will require financial analysis as well as written analysis.  This is a class were you are expected to learn outside of class.  Class time is used to discuss cases in a risk-free environment.  The case discussions are designed to further develop and guide what you learned outside of the classroom.

For certain cases, outline questions may be assigned in place of a memorandum.  An outline should consist of short/concise bullet points for every question.  The primary purpose of the outline is to assist you in the class discussion.  All assigned outlines will be collected and recorded.

COURSE PROCEDURES

This course will be time-consuming, challenging, and fun.  Unless you have the time to prepare one case and/or one outline per week, I strongly recommend not taking the course.  For each case, I will assign study topics concerning the case.  For most of the class we will discuss the assigned topics and the material in the case.  You are encouraged to meet in groups (maximum of 3 people per group) outside of class to discuss and analyze the cases.  In the past, students have found that groups complement class discussion well. 

The readings and articles that I assign are largely non-technical in nature and summarize the findings of academic research.  These articles are meant to serve as background material to help you analyze the cases.  However, they should not be cited in the case discussion. The logic and reasoning you use to arrive at your conclusions are as important as the conclusions themselves.  Because of the nature of this course (and its grading criteria), it is extremely important that you attend every class, arrive on time and be prepared to participate. It is mandatory that you bring a name card to each class.  I may not remember who said what without those cards.

Memorandum

Before each case discussion, each student or group is required to submit a memorandum (up to three pages) of analysis and recommendations for an assigned case. Memorandums will not be accepted after the first 15 minutes of class. The three-page limit is for text only.  Financial calculations will be needed on several cases and should be attached to the memorandum. Group work is encouraged, but not required on these short memoranda.  If you choose to work in a group, the group may not exceed 3 students.  If you are working in a group, I will accept one memorandum from the group and count it for all students in the group. 

Write your memorandum as if you are writing a recommendation to the major decision-maker in the case. Each memorandum should be typed and double-spaced.  A memorandum will be given credit if it is complete and handed in and no credit if it is not.  I will also use the memoranda to help determine final participation grades.  In addition, I will grade 1 random memorandum graded, the midterm and the final memorandum.  The lowest random/midterm memorandum grade will be dropped.  However, all cases must be turned in for the lowest grade to be dropped.  Please bring two copies of your memorandum and outline questions to class; one to be turned in and a second for you to use during the class discussion.  

GRADE DETERMINATION

Grades will be based on class participation, case memorandums, outlines and a final examination. 

Class Participation 



20%

Memoranda/Discussion Outlines


15%

Random Graded Memorandum


10%

Midterm Memorandum



20%

Final Case Memorandum


35%

Class participation

This type of class can only be successful with participation.  You must come to class prepared and you must participate.  Class participation will count for 20% of the final grade.  I will judge your performance based on the quality, and not the quantity of your comments.  Because so much of the learning in this course occurs in the classroom, it is very important that you attend every class.  I will randomly call on people and ask questions.  Memoranda and outline questions will also be considered when determining your class participation grade (see further explanation below).

For those of you who think that 20% is high, remember that in the post-UofH real world, almost 100% of your "grade" is based on how you communicate with your colleagues.  This class may be the last low-risk environment for you to work on communication skills.  Students will also have the opportunity to have input in the class participation grade.  If you are uncomfortable with a 20% weight on class participation, do not take this class.  

Memoranda/Discussion Outline Questions

The submission of your case memoranda and outline questions will count for 15% of the final grade.  A memorandum will be given credit if it is handed in and is complete (i.e., all assigned topics discussed) and no credit if it is not.  In addition, I will review the memoranda and outline questions to help determine preparation for class, which will contribute toward the final class participation grades.  All memorandums and outlines must be typed.   NO LATE MEMORANDA WILL BE ACCEPTED.  MEMORANDAS WILL NOT BE ACCEPTED VIA EMAIL.

Graded and Midterm Memoranda

There will be one random memorandum and one midterm memorandum that will be graded.  These memoranda will make-up 30% percent of your final grade.  The lowest grade on the memoranda (random or midterm) will be dropped.  However, all graded memoranda must be turned in on time for the lowest grade to be dropped.  Memoranda will be graded based on your analysis, logic, reasoning and original ideas that build the case to support your conclusions.  If you repeat the case, you will not receive a satisfactory grade.  A and B papers all use original analysis and ideas.

Final Exam

The final examination will count for 35% of the final grade. The final examination will be an individual, take home case analysis.  FINAL CASES WILL NOT BE ACCEPTED VIA EMAIL.

Guest Speakers

It is my policy to invite guest speakers with relevant expertise to class.  On occasion, a guest speaker may be in class to discuss a relevant topic.  

Final Semester Grade 

Final grades will be assigned on a competitive curve based on your overall performance in the class.  Letter grades will not be assigned to individual assignments; however, individual scores will be given along with the aggregate class performance so that students can evaluate how they performed relative to their peers.

CLASS ASSIGNMENTS

This schedule is subject to change due to guest speaker schedules and the time required to complete discussions.  Memorandum topics and outline questions will be assigned in class the week before they are due.  

(P) - Packet; (B) - Textbook

Required - An assignment that must be turned-in at the beginning of class.

MODULE 1:  PRIVATE EQUITY PARTNERSHIP, LEGAL STRUCTURE & FUNDRAISING 
WEEK 1: (1/20)
Discussion
Case Method Overview
Private Equity Market Overview 

Legal Structure of Private Equity Funds and the Role of Partnerships

Investors in the Private Equity Market
WEEK 1 AND 2:
Readings  
Introduction to Entrepreneurial Finance (B)

A Note on the Venture Capital Industry (P)

A Note on the Private Equity Fundraising Process (P)

A Note on Private Equity Partnership Agreements (P)

WEEK 2: (1/27) 
Required
Memorandum: Columbia Capital Corporation 


Case

Columbia Capital Corp. (P) - A venture capital/investment bank focused on telecommunications must decide whether to raise a fund from outside investors or to continue its venture investing. 

WEEK 3: (2/3)
Required
Memorandum: Francisco Partners




Outline: 
Adams Capital Management 

Case

Francisco Partners (P) - An LBO Fund with a strong investment record plans to expand into technology leveraged buyouts.  The case looks at how to sell the concept when a technology LBO is an oxymoron in the industry, how to structure partnership agreements, and how much money to raise.

Case

Adams Capital Management (P) - ACM has developed a strict set of guidelines for the assessment of early-stage venture capital opportunities.  The case presents one situation in which ACM found itself contemplating investment in an attractive company that fell far outside its stated focus, leading it to question the benefits of its investment approach.
MODULE 2: BUSINESS PLAN EVALUATION 

WEEK 4: (2/10)
Readings 
Some thoughts on Business Plans (B)


Required
Memorandum: Cachet Technologies




Outline: 
Topics to include investment criteria, how to approach the private equity community, and the factors that affect the success or failure of an investment


Case

Cachet Technologies (B) - The team has just finished last in the MIT $50K business plan contest and must decide rather to move forward. 
MODULE 3: PURCHASING COMPANIES, BUYOUTS & VALUATION

WEEK 5:  (2/17)
Readings
New Venture Financing (P)

A Note on Valuation of Venture Capital Deals (P)

A Note on Valuation in Entrepreneurial Ventures (B)




Note on Valuing Private Businesses (P)


Required
Memorandum Fenchel Lampshade Company 


Outline:  
Topics to include how private equity valuation differs from public company valuation.  When to use a particular valuation.  How can a transaction be closed when two parties do not agree on value?


Case

Fenchel Lampshade Company (B) - A young couple looks at purchasing a private, family-owned lampshade company.  They must access the pro forma financials, value potential, risks, and ability to raise capital to buy the company. 

WEEK 6:  (2/24)
Required
Memorandum: Carlton Polish Company




Guest

Mergers and Acquisitions Specialist Discussion





Buying and selling small and mid-sized companies.




Closing transactions with LBO and Growth Equity Funds.  The Due Diligence Process.


Case
Carlton Polish Co. (B) - The case contains a description of a decision confronting Charlie Carlton who owns 50% of the stock in a small, family owned business.  Carlton has management disagreements with the Co-owner, Jim Miller.  Now Carlton must decide whether he should buy his partner out or whether he should sell his partners shares.

WEEK 7: (3/2)
Discussion
Valuation
 




Required
Outline Questions: To be assigned.  

WEEK 8: (3/9)
Required
Memorandum:  Record Masters

Case

Record Masters (B) - A successful Private Equity investor, must decide whether to invest in certain franchises of Record Masters, a medical records storage business.  An investor must decide whether he wants to purchase the firms, how to negotiate and structure the deal, and how to integrate operations and increase value.
MODULE 4: FINANCING THE ENTRPRENEURIAL COMPANY 
WEEK 9: (3/16)
SPRING BREAK NO CLASS


WEEK 10 (3/23)
Guest
  
Partner Catalyst Hall

Discussion
To Be Determined

Readings
A Note on Private Equity Securities (B)






A Note on Angel Financing (B)




Required
Memorandum:  Honest Tea


Case

Honest Tea (B) - The case looks at the strategic and financing decisions facing the co-founders of Honest Tea, a start-up in the ready-to-drink tea market.  The company has been extremely successful growing sales and brand awareness and plans to expand nationally.  The company requires another equity infusion; the case will look at how much financing they need and to whom should they turn?

WEEK 11: (3/30)
Readings
A Note on Strategic Alliances (B)






A Note on Venture Leasing (B)

A Note on Franchising (B)



Required
Memorandum: Parenting Magazine

Case

Parenting Magazine: The case describes a set of decisions confronting Robin Wolaner, who is negotiating a strategic alliance with a representative of Time, Inc. about investing in a project to launch a new magazine called Parenting.  The negotiations have reached an impasse.  

MODULE 5: STRUCTURING AND NEGOTIATING TRANSACTIONS 

WEEK 12: (4/6)
Required
Memorandum: Xedia and Silicon Valley Bank Series



Outline:  Negotiation notes for edocs, Inc. 


Case
edocs, Inc. Series (B) - Case looks at the negotiation of a venture capital investment between the founders of edocs, Inc. and Charles River Ventures.  This case will be taught by assigning one half of the class the role of the founders and one half the role of venture capitalist.

Case

Xedia and Silicon Valley Bank Series (B)- Case discusses the decision of the CFO of Xedia to seek a bridge loan from Silicon Valley Bank.  The financing need is being driven by the possible delays in raising Xedia's next round of venture capital, Xedia and Silicon Valley bank must come to an agreement on terms. 

MODULE 6: HARVESTING INVESTMENTS

WEEK 13: (4/13)
Reading
A Note on the Initial Public Offering Process  (B)

Securities Law and Public Offerings (P)


Required
Memorandum: Himscorp, Inc.


Case
Himscorp, Inc. (B) - The case looks at harvesting an investment.  A medical records company has experienced significant growth by completing a number of roll-up transactions.  Now the owner must decide whether to continue to grow the business, sell or complete an IPO.

WEEK 14: (4/20)
Required
Memorandum: Nantucket Nectars



Outline: Topics - When and why should a company go public?  What are the advantages and disadvantages of going public?


Case
Nantucket Nectars (B) - The case describes a number of financial and strategic decisions confronting the founders of Nantucket Nectars.  The case provides an opportunity to look at harvesting an investment via an IPO or sale to a strategic buyer.  


Hand-Out
Final Exam 

WEEK 15: (4/27)
Required
Case for Final Exam
