A?

Aalto University

Tu-E4031 Startup Finance

5 ects

Course Brochure — Spring 2022
Period IV (Thursdays 09.15 — 12.00), hybrid mode

Peter Kelly

Connector & Senior Lecturer, High Growth Entrepreneurship, Aalto University

Visiting Professor of Business, Trinity College Dublin

Academico Visitante Internacional, Escuela de Diseno MADA, Pontificia Universidad Catolica
de Chile Santiago

Office: Tuas Talo (2168) Maarintie 8, next to AVP Space (2" floor)
Mobile: +358 41 503 4508

Email: peter.kelly@aalto.fi
Skype: theideastudio

Learning Objectives:

This course has been designed to enhance students' understanding of the dynamic
challenges faced by entrepreneurial ventures in securing financial backing to support future
growth and development. We shall examine these challenges in a variety of industry settings
and stages of venture development both from the capital seeker (entrepreneur) and capital
provider (investor) perspectives.

After this course, participants can:

Identify and assess various sources of finance to support entrepreneurial ventures
Interpret information presented in historical financial statements and forecasts
Evaluate the “value” of a venture

Understand the dynamics of negotiation and structuring deals
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Target Audience:

There are three distinct groups to which this course has been targeted:

e Entrepreneurs who are intent on raising financial support for their ventures;

¢ Individuals who wish to pursue careers in venture capital or private equity; and

e Those wishing to pursue careers professionally supporting entrepreneurial ventures
(banking, consulting, legal, etc)

Pre-Requisites:

My starting assumption in the course is that students have a limited knowledge of finance and
financial statements. A major objective of this course is for participants to become more
astute consumers of accounting information. It is essential for entrepreneurs to have financial
literacy (an ability to read financial statements) even though they are not editors (auditors) of
the books. Sound financial information is absolutely vital to make informed decisions about
pricing, scaling and financing a business.

You will discover that entrepreneurial finance is more ART than science. In the murky
world of startups, you are dealing with incomplete and in many instances, non-existent
financial data (and no projections don’t qualify as data!). A lot of intuition and common sense
underpins investment decisions in startups. Is there an opportunity here? (does it make
sense?) Is the proponent credible? (do | believe what they are saying and in their ability to
deliver?) Is the opportunity big enough to scale up and thereby open up exit possibilities?
(can | see some capital gain potential?)

Teaching Method:

Traditionally this course has been an immersive face-to-face experience mirroring the
approach of entrepreneurs raising support for their ventures — which involves meeting people
and making presentations, in person. Social distancing has opened up possibilities to connect
but the ever present challenge of building bases of trust with strangers at a “digital distance”
is an open issue. Can you really get a level of comfort investing in someone who you
typically do not know and have never met in person?

Midway through this course in 2020, we pivoted from “face-to-face meeting mode” to online
only mode. The subject matter of the course lends itself to lively discussion that will take place
in regularly scheduled “meet ups” (not lectures). Deeper background information is provided
in the “Materials” and “Online Resources” sections of MyCourses. We will also use practical
case studies and insights from practitioners.

Before each “meet up” session, | expect all course participants to read the assigned material
and cases studies thoroughly. For each meet up, | shall provide you with question(s) to
consider beforehand. For topical questions, | expect you to seek out and integrate
contemporary insights from the business press. The case studies lend themselves to both
gualitative and quantitative analysis. In my experience, group discussions are an excellent
way for individuals to prepare for class and | strongly encourage you in this course to "talk
through the issues" with others. Having said this, the task of writing up reports is an individual
endeavor.



Reference Material:

There is no formal textbook for the course, but you will find a wealth of material and online
resources on the MyCourses page. As you havigate your journey in the course and uncover
other materials or resources that you consider helpful, please reach out to me and | will
upload them onto the MyCourses page.

Many students use this course as a springboard for their Masters’ thesis work. By putting so

much material “out there”, you get a better sense of what work has been done and what
questions need to be explored further.

Peter’s Library

| maintain an extensive library of materials in my Otaniemi office. Here is a curated list
available “on loan” if you “promise to return”:

Gompers, Paul; Lerner, Josh. The Venture Capital Cycle. MIT Press; 1999; 0-262-07194-0

Benjamin, Gerald; Margulis, Joel. Angel Financing: How To Find and Invest in Private Equity.
John Wiley; 2000; 0-471-35085-0

Benjamin, Gerald; Margulis, Joel. Finding Your Wings. Wiley; 1996; 0-471-14151-8

Bygrave, William; Timmons, Jeffry. Venture Capital at the Crossroads. HBS Press; 1992; 0-
87584-304-2

Van Osnabrugge, Mark; Robinson, Richard. Angel Investing. Jossey-Bass; 2000; 0-7879-
5202-8

Coveney, Patrick; Moore, Karl. Business Angels: Securing Start Up Finance. Wiley; 1998; O-
471-97718-7

Quindlen, Ruthann. Confessions of a Venture Capitalist: Inside the High Stakes World of
Start-up Funding. Warner Books; 2000; 0-446526-800

Bhide, Amar. "Bootstrap Finance: The Art of Start-ups" Harvard Business Review. 70(6)
November/December 1992

Ernst & Young Guide to Financing for Growth. Wiley; 1994; 0-471-59904-2

Amis, David; Stevenson, Howard. Winning Angels. FT Pitman; 2001; 0-273-64916-7

Smith, Janet; Smith, Richard. Entrepreneurial Finance. Wiley; 2000; 0-471-32287-3

Frykman, David; Tolleryd, Jacob. Corporate Valuation: An Easy Guide To Measuring Value.
FT Prentice Hall2003; 0-273-66161-2

Mullins, John. The New Business Road Test: What Entrepreneurs and Executives Should Do
Before Writing A Business Plan. FT Prentice Hall; 2003; 0-273-66356-9

Hill, Brian E; Power, Dee. Attracting Capital From Angels. John Wiley & Sons; 2002; 0-471-
03620-X

Adelman, Philip J; Marks, Alan M. Entrepreneurial Finance. Pearson Prentice Hall; 2004; 0O-
13-184205-6

Godin, Seth. The Bootstrapper’s Bible. UpStart; 1998; 1-57410-103-X.




Allen, Terry. No Cash No Fear: Entrepreneurial Secrets to Starting Any Business With No
Money. John Wiley & Sons; 2001; 0-471-41532-4.

Matthew Bishop & Michael Green. Philanthrocapiitalism: How The Rich Can Save The World.
Bloomsbury Press: 2008; 1-59691-374-6.

Greg Gianforte. Bootstrapping Your Business: Start and Grow a Successful Company With
Almost No Money. Booksurge.com: 2005: 978-1-4196-6955-2.

Anthony laquinto & Stephen Spinelli. Never Bet the Farm: How Entrepreneurs Take Risks.
Jossey-Bass; 2006; 0-7879-8366-7.

Kenneth Hess. Bootstrap: Lessons Learned Building a Successful Company From Scratch. S-
Curve Press; 2007; 0-9711873-0-4.

Jeffrey Cornwall. Bootstrapping. Pearson; 2010; 978-0-13-604425-3.

Norm Bromsky & Bo Burlingham. The Knack: How Street-Smart Entrepreneurs Learn To
Handle Whatever Comes Up. RH Business Books; 2008; 978-1-847-94033-9.

Ries, Eric. The Lean Startup. Crown Business; 2011; 978-0-307-88789-4.

Forbes, William. Behavioral Finance. Wiley: 2009: 978-0-470-02804-9.

Rees-Mogg, Modwenna. Dragons or Angels? Crimson: 2008: 978-1-85458-433-5.

Farleigh, Richard. Success from Pitch to Profit. Collins: 2007: 978-0-00-726355-4.

Mullins, John & Rand Komisar Getting to Plan B: Breaking Through to a Better Business
Model. Harvard Business Press: 2009: 978-1-4221-2669-1

Mullins, John. The Customer Funded Business. Wiley: 2014: 978-1118878859.

Aulet, Bill. Disciplined Entrepreneurship: 24 Steps to a Successful Startup. Wiley: 2013: 978-
1-118-69228-8.

Kneebone, Roger. Expert: Understanding the Path to Mastery. Penguin Viking: 2020: 978-0-
241-39203-4.

Wasserman, Noam. The Founder’'s Dilemma: Anticipating and Avoiding the Pitfalls That Can
Sink a Startup. Apress: 2012

Horowitz, Ben. The Hard Thing About Hard Things: Building a Business When There Are No
Easy Answers. Harper Business: 2014

Lerner, Josh. Boulevard of Broken Dreams: Why Public Efforts to Boost Entrepreneurship
Have Failed and What To Do About It. Princeton Press: 2009: 978-0-691-15453-4.

John Kay & Mervyn King. Radical Uncertainty: Decision Making for an Unknowable Future.
The Bridge Street Press: 2021: 978-0-349-14399-6.

Course Material:

A number of cases will be used throughout the course. Arrangements for distribution will be
discussed during the first scheduled meet up. In a fast moving, dynamic domain like
entrepreneurial finance, it is also advisable to keep on top of developments by developing a
habit and appetite for reading the contemporary business press.



Grading Scheme:

Your final grade in the course will be determined by two components:

Individual Submissions 60%
Course Project 40%

Individual Submissions:

1) Meetup Assignments (25% - 5 write ups x 5% each)

Question related to specific issues/cases to be discussed during our meet up sessions. As we
have 6 meetup sessions scheduled, you can freely choose any 5 to be submitted in
MyCourses by the beginning of the respective session.

To practice the discipline of “getting to the point”, aim for impactful 1 page executive
summary submissions (bullet points acceptable) that are supported by exhibits &
citations as appropriate (no page limitations).

2) State of Financial Market Personal Forecast (10%)

Address the following question: “Do you think the market for startup finance is due for a
correction?” We are in the midst of an unprecedented white-hot market that has in many
senses defied expectations amid a pandemic. 2 page maximum (excluding exhibits and
citations) and you are strongly encouraged to support your arguments — trust me there
is LOTS of business press coverage on this!

3) Take Home Exam (25%)
I will also distribute early in the course a case study that will require a more detailed (3
pages maximum excluding exhibits) write-up from each student. This individual case

assignment will be due at a date to be determined at the beginning of the course and it will
count for 25% of the total course grade.

Course Project:

The major course assignment will be a project to be undertaken by groups of no more than 4
students. Regardless of option selected, the report submitted must not exceed 20 pages
(excluding exhibits). There are five options available to satisfy the course project
requirement:

= The financing plan option is targeted those who have a specific entrepreneurial
project in mind to launch in the future. You will be expected to produce a detailed
blueprint of your intended capitalization strategy or in simple terms, how you propose
to garner the resources to start! If you choose this option, the scope and focus of
the project will be negotiated with the course instructor.

= The valuation option is targeted at those who wish to "benchmark" the valuation
placed on an entrepreneurial company that has recently been listed on a public
exchange. You will need to obtain a copy of the offering prospectus and will be
expected to establish and critically evaluate the basis for valuation. | expect you to
comb through information available across different markets. You can search the
SEC Edgar database (https://www.sec.gov/edgar/searchedgar/companysearch.html)
for prospectuses lodged in the US. Another search strategy is to navigate to a
company’s investor relations site or search with the company name + prospectus.
You do not have to restrict your search to US based companies!



https://www.sec.gov/edgar/searchedgar/companysearch.html

= Thetechnical note option is targeted at those who wish to explore a specific aspect
of entrepreneurial finance in detail, such as management issues related to the
management of cash flow in high growth firms, the role of corporate venture capital,
exit mechanisms, business models, challenges associated with raising money in
family business settings, crowdfunding, Bitcoin and basically any other topic of
interest to your team and acceptable to the instructor.

= The unicorn/decacorn/hectacorn option — a growing number of private companies
have achieved valuations exceeding $1 billion (unicorn), $10 billion (decacorn) or
$100 billion (hectacorn). According to CBI Insights (2022) there are currently (as of
January 22nd) 937 unicorns, 42 decacorns and 2 hectacorns (Bytedance & SpaceX).
The cumulative number of companies on the list is 87% higher than one year ago
(n=525) and the combined valuation of $3,22 trillion more than 3x higher than 2021
($1,04 trillion). You can access the updated list here:
(https://www.cbinsights.com/research-unicorn-companies) Choosing any company
you like from that list, | would like you dig into the reasons why such a high valuation
is warranted relying on company provided and secondary sources of information as
well as personal insights for perspective.

= The freelance option of your creation — the focus and scope of which is proposed
to and negotiated with the course instructor.

Regardless of option selected, the topic must have prior clearance from the instructor
to ensure the scope will satisfy course requirements and the project can be completed
in atimely manner. There are three particularly useful "compendium" web sites that can
help spearhead the process of identifying relevant background literature that you may find to
be invaluable:

¢ www.entrepreneurship.org (starting your business, growing your business)

e http://www.babson.edu/Academics/centers/blank-center/bcerc/Pages/frontiers-
of-entrepreneurship-research.aspx (bleeding edge entrepreneurship research)

e  https://www.cbinsights.com/research-unicorn-companies

Schedule of Coming Attractions:

3 March Course Introduction
The “Landscape of Opportunity”
Founders, Friends and Fools (FFFs)

10 March Crowdfunding
Customer Funded Models

17 March Internally Funded Growth (Working Capital Models)
Bank Finance

24 March Business Angel Finance

31 March Venture Capital Finance
Exits

7 April Building and Leveraging Networks

Buying an Established Business (Funded Search)


https://www.cbinsights.com/research-unicorn-companies
http://www.entrepreneurship.org/
http://www.babson.edu/Academics/centers/blank-center/bcerc/Pages/frontiers-of-entrepreneurship-research.aspx
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Submissions & Deadlines:

Due to the large number of participants, the following guidelines will be strictly enforced:

1. While I encourage you to discuss issues in groups, individual assignments must be
completed on your own in your own words ...

2. Individual assignment instructions will be provided one week in advance and
submissions are to be made through MyCourses by 09.30 on the meetup date where
the respective topic/case will be discussed. There will be no makeups.

3. The take home exam must be submitted through MyCourses by 17.00 on 4 April
2022.

4. The final project must be submitted through MyCourses by 17.00 on 21 April 2022.
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