New Enterprises

15.390A

Syllabus for Spring Term 2003

Monday and Wednesday, 16:00 – 17:30, Room E51-151

Overview

This class guides students through the steps required to start a new company, with focus on emerging technology. We begin by examining the business idea, which forms the basis of the company, and then we develop that idea through marketing, finance, organization, implementation, and funding. Students will devise and write a business plan for a company that they plan to have at a $50 million market capitalization minimum within three years of launch. We also will use cases and real companies and bring entrepreneurs to class who have faced each of these business problems. 

Instructors

Howard Anderson, William Porter Distinguished Lecturer
Office: YankeeTek, 1 Memorial Drive, 12th Floor, Cambridge
Tel: 617-250-0555
Email: handerson@yankeetek.com
Ken Zolot, Senior Lecturer and Entrepreneur in Residence
Founder, Egenera, Inc.
MIT Office: E39-115 
Tel: 617-354-6565
Email: zolot@mit.edu
Teaching Assistant 

Phil Lapsley
Tel: 510-381-0356 (cell)
Email: plapsley@sloan.mit.edu
Office hours by appointment 

Course web site: http://sloanspace.mit.edu/
THIS IS VERSION 0.8 OF THE SYLLABUS, 2/9/2003.

REGULARLY CONSULT “SLOANSPACE” FOR MORE UP-TO-DATE VERSIONS OF THIS SYLLABUS AND ASSIGNMENTS.
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	Howard Anderson is a founding partner and the Senior Managing Director of YankeeTek Ventures. He is also founder and chairman of The Yankee Group, a high-technology research and consulting firm, where he served as President and CEO from 1970 until 1999. The Yankee Group was sold to Reuters in 1996.
 
Howard was one of the three founders of Battery Ventures, a Boston-based venture capital firm specializing in technology companies. He has served as a Managing Partner and a Special Limited Partner since the company's inception.

Network World recently selected Howard as one of the 25 most important people in communications. He has presented keynote addresses at both Comdex and Networld+Interop.

	Ken Zolot
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	Ken Zolot is co-founder, first investor, and first employee of Egenera, which provides a radically new approach to deploying and managing data-center processing capacity. Egenera has raised $94 million in venture financing, and was recently named to Red Herring’s list of “100 companies most likely to change the world.” Prior to Egenera, Ken co-founded YankeeTek Ventures with Howard Anderson. His previous startup, Geer Zolot Associates, was a spin-off from MIT Project Athena. Geer Zolot developed network security software for electronic trading and commerce, and designed the Internet security architecture for much of the financial services industry. After the sale of Geer Zolot Associates, Ken was retained by Goldman Sachs to guide its technology strategy. His first startup, Spectra Communications, developed satellite telecommunications equipment.

Ken holds a Master of Science degree from MIT Sloan's Management of Technology program, a B.S. in Computer Science, and a B.A. in Philosophy.



	Phil Lapsley
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	Phil Lapsley is a second-year MBA student at MIT Sloan.  Prior to Sloan he co-founded two technology start-ups: Berkeley Design Technology, Inc., which provides software and advisory services in digital signal processing, and Indivos Corporation, which provides a service that allows a consumer to pay for goods using only his or her fingerprint.   Phil was a contributor to the Berkeley UNIX project and developed Network News Transfer Protocol, a computer protocol used by millions of people to access Internet newsgroups.  He is the author of one book, five patents, and numerous technical articles.  He holds Masters and Bachelors degrees in electrical engineering and computer science from U.C. Berkeley.


Guest Speakers

We will have many guest speakers over the course of the semester.  These speakers will be entrepreneurs or CEOs who have started their own companies, or people who are otherwise involved in new venture creation (e.g., venture capitalists or attorneys).

Business Plan

In 15.390, we don’t just study entrepreneurs, we become entrepreneurs. The result is a complete business plan for a viable new venture.  Before the second class each student will turn in a one-page summary of an idea for a new business.  Students will then vote on which ideas are the most interesting and in the third class students will form teams to work on the most popular of these ideas.  Over the course of the semester each team will develop the sections of their plans, including an executive summary and sections on competition, sales and marketing, technology/product, manufacturing/logistics, and financing.  Sections will be turned in roughly every other week, graded, and returned with feedback.  Each team will make an in-person presentation of their executive summary to Howard and Ken.  At the end of the semester each team will submit a revised, final business plan, and will make a presentation to the whole class.  We encourage students to revise all sections before submitting their final plans.  

Other Assignments

In addition to the business plan, there is one other written assignment: a two-page “take an entrepreneur to dinner” paper.  This is an individual (not a team) assignment. 

Comprehensive Exercise

At the end of the course there will be a comprehensive exercise in which individual students (not teams) will have three hours to develop a PowerPoint-style (i.e., bullet point) presentation outlining a business plan given an idea for a new venture.

Class Participation

Class participation is expected; we will “cold call” students who are not participating on a regular basis.   

Readings

Readings will be from the course reader or materials to be distributed in-class or on SloanSpace throughout the semester.  Readings are to be read before class, and will be discussed by Howard or Ken before the speaker presentation, as well as by the speaker.  We expect students to come to class prepared to discuss the readings, and familiarity with the readings will count towards class participation.

Grading

25% class participation
25% presentations and written assignments (including business plan sections, executive summary presentations, and “take an entrepreneur to dinner” paper)
25% final business plan
25% comprehensive exercise at end of course 

	
	Date
	Lesson
	Readings
	Assignments

	1.
	Feb 5 (W)
	Course Introduction and Objectives
	“Fluoropolymer, Inc.” (15.390A Final Exam from Fall 2002)
	#1 One-page description of an idea for a technology-based venture due by Fri, 2/7


	Feb 10 (M)
	Disruptive Technologies
	Clayton Christensen, MIT Sloan Mgt Review, Spring 2002, Foundations for Growth,
pp. 22-33

Mastering the Dynamics of Innovation, Jim Utterback,
Ch. 7 & 8, pp. 145-188
	Read and vote on student submissions
by Tue, 2/11
	

	3.
	Feb 12 (W)
	Ideas for the Startup, Presentations by Team CEOs, Team Selection
	Rules for Revolutionaries, Kawasaki, Ch. 1-3, pp. 1-63
	

	Monday, February 17 is a holiday… Monday classes are held on Tuesday.

	4.
	Feb 18 (T)
	Viable Business Ideas
	Bloomberg by Bloomberg,
Ch. 1-3, pp. 1- 66
	


	Feb 19 (W)
	Communicating Your Ideas in a Business Plan
	The Entrepreneurial Venture,
Ch. 9, Some Thoughts on Business Plans
	
	


	Feb 24 (M)
	Business Plans,  Part 2: PowerPoint Pitches
	The Entrepreneurial Venture,
Ch. 10, How To Write A Winning Business Plan
	#2 1500-word Executive Summary
	

	7.
	Feb 26 (W)
	Market Analysis and Segmentation
	Modern Competitive Analysis, Oster, Ch. 3, pp. 31-48
	

	8.
	Mar 3 (M)
	Competition
	Done Deals, Gupta, pp. 83-91
	

	9.
	Mar 5 (W)
	Selling
	Selling for Dummies, Ch. 2,
pp. 19-28
	#3 Power point presentation to be used for prospective investors; Schedule meeting with Howard and Ken to present business plans

	10.
	Mar 10 (M)
	The Entrepreneur as Sales Person
	(None.)
	

	11.
	Mar 12 (W)
	Sales and Marketing 
	ZIPCAR CASE 

Venture Catalyst, Laurie,
pp. 197-226
	

	12.
	Mar 17 (M)
	Product Planning, Roadmaps, Life-Cycles
	DOCUMENTUM CASE
	#4 Competition Section of business plan

	Sloan Spring Break is Wednesday, March 19 through Friday, March 28… enjoy your break!

	13.
	Mar 31 (M)
	Licensing, Intellectual Property 
	TBD
	

	14.
	Apr 2 (W)
	Angels vs. VC 

Lies VCs Tell
	TBD
	#5 Sales and Marketing Section of business plan

	15.
	Apr 7 (M)
	The Deal: Term Sheets, Structure, and Negotiation
	The Entrepreneurial Venture,
Ch. 14, The Financial Perspective 

The Money of Invention Gompers, Lerner, Ch. 3 pp 41-59
	

	16.
	Apr 9 (W)
	How Much Money Does Your Venture Need, What is it Worth?
	The Entrepreneurial Venture,
Ch. 15, pp. 262 – 303
	#6 Technology / Product Section of business plan

	17.
	Apr 14 (M)
	Obtaining Capital
	The Entrepreneurial Venture,
Ch. 13, Bootstrap Finance

BATTERY VENTURES CASE
	

	18.
	Apr 16 (W)
	Managing Cash Flow
	TBD
	#7 Manufacturing, Service, and Logistics Section of business plan

	Monday, April 21 is a holiday, no Monday classes held.

	19.
	Apr 23 (W)
	The First 180 Days: Company and Teambuilding
	TBD
	

	20.
	Apr 28 (M)
	The First 180 Days: Legal and Incorporation Issues
	TBD
	#8 “Take an Entrepreneur to Dinner” 2 page analysis

	21.
	Apr 30 (W)
	Troubles Ahead
	The MouseDriverChronicles, John Lusk and Kyle Harrison,
pp. 1-12, pp. 72-87
	

	22.
	May 5 (M)
	Student Team Presentation
	
	#9 Financing section of business plan

	23.
	May 7 (W)
	Student Team Presentation
	
	

	24.
	May 12 (M)
	Course Wrap-Up
	
	

	25.
	May 14 (W)
	Comprehensive Exercise
	
	Complete Business Plan


MIT Sloan School of Management

15.390A New Enterprises
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Assignment #1: One page summary of a business idea; student biography


Due: Friday, February 7, 8 pm (via sloanspace)

One-page summary of a business idea:

Submit a one-page summary of an idea for a new venture (no consulting businesses, please).  In your summary you should address the following points:

· What is the problem your product or service is going to solve?

· What types of people or what types of companies suffer from this problem?

· How widespread is this problem?  How critical is it that customers solve this problem?

· What is the technology behind your product?

Over the weekend and Monday you and your fellow students will read each others ideas and vote on the most promising… these will be the ones we develop into full-fledged business plans over the course of the semester! 

Student biography:

In a separate file from your business idea, tell us about yourself in a paragraph or two.  Include your name, what school you're enrolled in, what year you're in, your major or area of study, what schools(s) you've been to before, where you worked before, your business interests, things you'd like to get out of the class, and anything else you’d like us to know about you. Please include a jpeg or other photo of yourself to help us recognize you.
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Assignment #2: Executive Summary.

Due: At the beginning of class Monday, February 24, 2003.

Many books assert that this is the last part of the business plan you should write.  We would like you to write this part first to help you outline the plan and guide you through the semester.  What you write here is not set in stone and will most likely change by the time you submit your final plan.  It should include a concise (1500-word) summary of what you think you will have in your business plan.

· Market opportunity

· Marketing strategy

· Sales strategy

· Product description

· Financial projections

· Financing needed and planned exit

· Team biographies

You may want to review the handout “Tips for Researching Your 390 Project” for ideas on how to get the background information you’ll need to write the above sections.
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Assignment #3: Investor PowerPoint presentation.

Due: At the beginning of class Wednesday, March 5, 2003.

The investor PowerPoint presentation should be a direct reflection of your Executive Summary with the intention of selling your company to potential investors.

You will give this pitch in person to Howard and Ken sometime during this week.  Schedule your presentation time with the TA when you hand in your PowerPoint slides.

Additional information about this assignment will be posted in SloanSpace and discussed in class.

MIT Sloan School of Management

15.390A New Enterprises

Spring 2003

Assignment #4: Competition section.

Due: At the beginning of class Monday, March 17, 2003.

Use the Internet, trade magazines, trade shows, Dewey library resources, etc. to figure out whom else is competing in this space.  You want to answer questions like:

· How long have they been in business?

· What are their revenues?

· What is their annual growth?

· Who do they have partnerships with?

· What VC’s funded them?

· What geographical locations are they targeting?

· What are the advantages of their product?

· What are the disadvantages of their product?

· What patents do they hold?

· Etc.

Create a comprehensive list of features offered in these products.  Then compare your product to the other products in a feature-by-feature grid, showing how you do everything they do and more.
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Assignment #5: Sales and Marketing section.

Due: At the beginning of class Wednesday, April 2, 2003.

This section describes how the sales projections will be attained.  The marketing plan needs to detail the overall marketing strategy that will exploit the opportunity and your competitive advantages.  Include a discussion of sales and service policies, pricing, distribution, promotion, and advertising strategies; and sales projections.

Overall marketing strategy:

· Describe the specific marketing philosophy ad strategy of the company, given the value chain and channels of distribution in the market niches you are pursuing.

· Describe which geographic areas will your initially target, how will you expand geographically, and why this makes sense.

· Describe any seasonality to your business and what can be done to promote sales off-season.

Pricing:

· Discuss pricing strategy vs. competition.

· Analyze gross margin per product sale and show that you can cover other expenses to reach your desired profit margin on a cost accounting basis.

· Justify the difference in price between you and the competition.

· Describe discounts for early payment.

Sales tactics:

· Described the method (direct, distributors, sales representatives, etc.) that will be used to make sales and distribute the product or service and both the initial plans and longer range plans for the sales force.  Include any special requirements (e.g. refrigeration).

· Discuss the value chain and resulting margins to be given to retailers, distributors, wholesalers, and sales people.  Describe special policies, e.g. discounts, regional exclusivity, etc.

· Describe how your sales force will grow and how you will shape its growth.

Include a sales schedule with a budget including sales, advertising, and service expenses.  Include what you expect the volume of each sales person/distributor to be and how that will grow.

Advertising and promotion:

· Describe appropriate methods you will employ to drive customers towards your product.  Consider different tactics depending on whether you are selling through channels, direct sales, OEMs.

Distribution:

· Describe methods and channels of distribution you will use.

· Describe shipping costs if applicable.
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Assignment #6: Technology/Product section.


Due: At the beginning of class Wednesday, April 9, 2003.

In the technology and product section you get to tell us about your product.  You will want to cover things like:

· What is the product?

· What is unique about it?

· How does it work?
· Can you obtain a patent?
· Are their technical risks associated with it?  (E.g., are you making a home fusion reactor that’s never been built before, or is your product a new type of plastic dog food dish?)  If so, how will you mitigate these risks?
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Assignment #7: Manufacturing, Service, and Logistics section.

Due: At the beginning of class Wednesday, April 16, 2003.

All great technologies must be effectively built, and then produced and serviced at a level such that the Company can react to scale, as well as service requests that the industry demands.

· How do you plan to manufacture your product?

· How will you distribute it?

· How will you service the product once it is shipped?

· How will your scale both of these functions as your company grows?

MIT Sloan School of Management

15.390A New Enterprises

Spring 2003

Assignment #8: Take an entrepreneur to dinner.

Due: At the beginning of class Monday, April 28, 2003.

This assignment has several purposes.  We want you to start to learn what it takes to be an entrepreneur.  

· What makes an entrepreneur tick?

· How did this person come up with the idea behind his or her business?

· What was this person’s background?

· Do you think you would want to start your own company?

We also want you to learn to network better, which is a big determinant of your success (or failure) as a business-person.  If you can’t find an entrepreneur, call one of the portfolio companies of a successful VC firm in the Boston area and tell them Uncle Howard said to call. Examples of good VCs:

· Atlas Venture

· Battery Ventures

· Bessemer Venture Partners

· Charles River Ventures

· Greylock

· Highland Capital

· Matrix Partners

· Polaris Ventures

· YankeeTek Ventures

· Zero Stage Capital
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Assignment #9: Finance / Ownership section.

Due: At the beginning of class Monday, May 5, 2003.

The financial plan is the basic evaluation of investment opportunity and needs to represent your best estimates of financial requirements.  The purpose of the financial plan is to indicate the ventures potential and present timetable for financial viability.  It can also serve as an operating plan for financial management using financial benchmarks.

Your financial analysis should include:

Pro forma income statements (monthly for year 1, quarterly for years 2 - 3)

· Using sales forecasts and accompanying production or operations costs, prepare pro forma income statements for at least three years

· Fully discussed assumptions (e.g., the amount allowed for bad debts and discounts, were any assumptions made with respect to sales expenses were general and administrative costs being a fixed percentage of cost or sales) made in preparing the pro forma income statement and document them.

Pro forma balance sheets (semi-annually for year 1, annually for years 2 - 3)

· Prepare pro forma balance sheets semi-annually in the first year and at the end of each of the first three years of operation.

Pro forma cash flow analysis (monthly for year 1, quarterly for years 2 - 3)

· Project cash flows monthly for the first year of operation and quarterly for at least the next two years, detailing the amount and timing of expected cash inflows and outflows; determine the need for and timing of additional financing and indicate the requirements for working capital; and indicate Howell needed additional financing is to be obtained, such as through the equity financing, through bank loans, were through short-term lines of credit from banks, on what firms and how is it to be repaid.  Remember they are cash based not accrual based accounting.

· Discuss assumptions, such as those made on the timing of collection of receivables, trade discounts given, terms of payment to vendors, plant celery and wage increases, anticipated increases in any operating expenses, seasonality cure for sticks of the business as they affect inventory requirements, inventory turnovers per year, capital equipment purchases, and so forth.  Again these are real-time (i.e., cash), not accrual.

· Discuss cash flow sensitivity to a variety of assumptions about business factors (e.g., possible changes in such crucial assumptions as an increase in the receivable collection.  Or sales level lower than that forecasted).

Breakeven chart

· Calculate breakeven in prepare a chart that shows one breakeven will be reached in any stepwise changes in breakeven which may occur.

· Discuss the breakeven shown for your venture and whether it will be easy or difficult to obtain breakeven, including a discussion of the size of breakeven sales volume relative to objective total sales, the size of gross margins and price sensitivity, and how the breakeven point might be lowered in case the venture fall short of sales projections.

Ownership Section

· Which of the founders get how much of the pie.  Talk about the investment sought, but do not allude to how much you are willing to give up.  In real life, this is the part you negotiate with the VC (valuation).

Cost control

· Describe how you will obtain information about report costs and how often, who will be responsible for the control of various cost elements, and how you will take action on budget overruns.

Financial Conclusions

· Highlight the important conclusions, such as what the maximum amount of cash required is and when it will be required, the amount of debt-to-equity needed, how fast any debts can be repaid, etc., that can be drawn.










