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Goals and Objectives
(1) Describe the role and contents of a venture capital term sheet for proposed financing and list some of the typical terms in such a proposal

(2) Be able to read and interpret option prices from tables in the Wall Street Journal and relate quotations to payoffs at option maturity

(3) Using data and assumptions, price call options using the Black-Scholes option pricing model and discuss the basic relationship between option values and inputs to option prices

(4) Evaluate stock warrants and conversion feature of debt using the Black-Scholes model being careful to adjust for dilution

Suggested Review Reading for next Week

RWJ, Chapter 22 to 24

Case Questions for Next Week  (Term Sheets for Trendsetter Inc.)
This is a challenging case but very realistic and of particular importance to the many of you who have indicated that at some time in the future you may want to start your own business.  As with all the cases, you will have a better appreciation of the issues after our class discussion, but your group can use the following questions as a starting point in considering issues relevant to the recommendation it makes:

(1) What are the main differences and similarities between the two term sheets?

(2) If you were an entrepreneur and could not negotiate any of the terms in either term sheet, which would you prefer and why?

(3) How would you seek to alter the terms in each term sheet during negotiations with each venture capital?  Which terms would you seek to alter first?

(4) Does it make a difference to you answers whether you expect Trendsetter.com to grow fast or grow slowly?

(5) Does it make a difference to your expected future wealth whether you expect to realize you gains on Trendsetter through an IPO or a merger?

(6) What other aspects other than term sheets would you take into consideration when choosing among venture capital investors?

Important Vocabulary List from Class 

TERM SHEETS

PRE-MONEY VALUE, POST-MONEY VALUE

FOUNDERS’ SHARE POOL, EMPLOYEE AND OPTION POOL, ESCROW SHARES

VESTING, CLIFF AND LINEAR VESTING

LIQUIDATION PREFERENCE, EXIT STRATEGIES

REGISTRATION RIGHTS, S-3 REGISTRATION

Important Vocabulary List from Class (Continued)
OPTIONS AND WARRANTS

ARBITRAGE PRICING THEORY (APT)

CALL OPTIONS, PUT OPTIONS, LONG OPTIONS, WRITING OPTIONS

OPTION-PRICING THEORY

CONVERSION VALUE, OPTION PREMIUM

IN THE MONEY, AT THE MONEY, OUT OF THE MONEY

STRIKE PRICE

IMPLIED VOLATILITY

WARRANTS

Suggested Wall Street Journal (WSJ) or other Articles

Continuing Stories (Multiple articles) 

Carl Icahn’s involvement in Time-Warner (several stories this week)

General Motors retructuring and pressure from Kikorian (e.g. Thursday)

Stories last week

January 30, 2006
“Sale of Fairmont Hotels Is Near, In a Possible Big Gain for Icahn” (A3), “Serono Discusses Selling to Glaxo At a Lower Price (A3) and “Halliburton to Sell 20% Stake in Unit” (A14)  – All good corporate restructuring stories as Icahn forces a sale, acquisitions and carve-outs all illustrated

“In Search of an Angel” (R4) – Great story describing search for “angel financing” as discussed abstractly last week

January 31, 2006

“Huntsman Is in Acquisition Talks” (A2) – Example of implementation of acquisition

February 1, 2006 

“Icahn May Have Another Ally in Dispute with Time Warner” (A10) – Minority shareholder finds support for asset dispositions

February 2, 2006

“Alternative Fuel is Attracting Venture Capital” (C1) – In line with our discussion last week

February 3, 2006

“Making Hedge Funds Less Secret” (C1) and “Mittal’s Unused Secret Weapon: Hedge Funds” (also C1)  – We discussed disclosure of hedge funds last week

“Which Steelmakers are In Play?” (C3) – Restructuring of industry suggests many mergers and acquisitions, spin-offs, etc. 

