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Preface

Dear Reader,

This book presents a collection of case studies about entrepreneurs and those who
finance them. The cases treat a variety of management and finance problems encountered
at different stages in the development of entrepreneurial ventures across a wide range of
countries and industries. I hope that the study of these cases will advance your career as
an entrepreneurial manager or financier as it has those of many hundreds of Harvard
Business School students. The book works well in a classroom setting where cases can be
discussed with fellow students under the guidance of an instructor. It can also be a valu-
able component of a self-study program pursued by an aspiring entrepreneur.

In the following introduction I will elaborate on the book’s purpose and intended au-
dience and provide additional information helpful to the study of the cases.

Walter Kuemmerle
Boston, MA
January 2004

Purpose of This Book

The creation of new ventures is a central part of economic growth in industrialized and
developing countries alike. Risk capital and other critical resources for entrepreneurial
ventures are now available in many countries. It is often assumed that globalization af-
fects and is primarily driven by established multinational firms. This is not the case. The
forces that have made globalization such a powerful phenomenon, including technology,
geopolitical changes, and innovation in capital markets, are also very much at work in the
world of new ventures. Entrepreneurship has thus an increasingly global character and
understanding the differences and opportunities that exist across countries is a crucial
part of the modern entrepreneurial framework. Also, because of the forces of globaliza-
tion, international expansion, whether to access resources or markets, is a critical issue
for entrepreneurial firms at a much earlier stage than has traditionally been the case.

The case studies examined in this book relate how entrepreneurs, companies, and cap-
ital providers manage the entrepreneurial process and its financial aspects across a wide
range of countries. They focus on ventures in industrialized countries, such as the U.S.,
Western Europe and Japan, and on ventures in the developing world. The case studies an-
alyze a wide range of business models and suggest a wide range of solutions to over-
come financing and valuation challenges. Thus, while many of the cases address the
problems of valuation and finance that arise throughout the life of the entrepreneurial
venture, the overall approach is much broader. It includes a focus on the analysis of the
people and business models of entrepreneurial ventures as well as on the country context
in which these ventures operate.

Intended Audience

The cases specifically target students of business and economics and practicing man-
agers who plan to start a new or acquire an established business or to finance or work for
a fast-growing enterprise. The book also has value for those who plan to join venture

vii
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capital and private equity firms, investment banks, or multinational companies. It is in-
tended to be useful no matter where one works; there is much to be learned from care-
fully comparing and contrasting opportunities, financing contexts, valuation approaches,
and entrepreneurs in different countries. Finally, although the cases speak to the specific
problems of international entrepreneurship and finance, they also address important is-
sues in strategy, marketing, negotiation, organizational behavior, and operations and gen-
eral management.

Philosophy of this Book and Learning Objectives

The case studies in this book all in one way or another address the following core ques-
tion: “How do entrepreneurial managers and those who finance them design and execute
ventures that effectively match opportunities and resources in an international context?”
To answer this question one needs to apply the analytical lenses of entrepreneurship, in-
ternational business, and finance. First, one needs to determine the optimal venture
structure while considering constraints of the national context. This requires a detailed
understanding of the opportunity at hand and the resources potentially available to the
venture. Next, one needs to define an action plan to bring the venture to life. Third, one
needs to think about contingency plans if the initial scenario for the venture does not
work out. Answering the following questions (among others) will help to ensure an op-
timal structure for a venture. Where is capital for the present opportunity best sought?
What should be the design of the pay-offs? Are mechanisms in place to mitigate cash
flow shortages in the event of adverse contextual change? How are asymmetric infor-
mation problems to be addressed? It is frequently concluded by those who study the
cases in this book that a venture’s structure determined its performance because it
matched opportunities and resources available effectively.

A key insight of this book is that variance analysis is critical to learning about entre-
preneurship in an international context. Variance can occur on many dimensions, in-
cluding the nature of the entrepreneurial opportunity, the accessibility of resources and
the quality of the local context. None of the cases in this book is purely an entrepreneur-
ship, a finance, or an international business case; rather, all are located where these three
areas intersect. Each case requires readers to think about complex trade-offs that involve
not just business forecasts, but also the people who generated and are supposed to exe-
cute them. It is by design that the cases span a variety of industries, countries, and stages
of entrepreneurial ventures; readers are expected to learn from variance and develop
their own views of the spectrum of country contexts and entrepreneurial challenges.
Variance analysis is thus a central organizing principle that helps students develop the
skill of country assessment. It has been my experience that the spectrum view that results
from analysis of variance across the cases in this book informs managers’ assessments
of other country contexts that they encounter in their careers.

All of the cases also offer readers opportunities to develop and discuss an action plan.
Assignment questions for each case (see the Appendix) are helpful in this regard.

There are three overarching educational objectives of the cases analyzed in this book.

1. To help students develop an understanding of what constitutes an optimal local
context for entrepreneurial activity. The cases introduce students to a variety of de-
cisions that entrepreneurs and their financiers must make in an international con-
text. The purpose is to help students understand the nature of those decisions and
how the country context affects them. To give this analysis a frame it is useful to
have an archetype of the entrepreneurial society in mind. The archetype of an en-
trepreneurial society can be defined as the context that gives any venture the very
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best chance of success. This archetype context is characterized by strong property
rights, broad and speedy access to financial and human capital, institutions that cre-
ate new technologies, and a climate that both tolerates well-intentioned entrepre-
neurial failure and rewards entrepreneurial success. Students learn that no real-world
context perfectly matches the archetype but that entrepreneurs are more likely to
succeed in some contexts than others. The archetype optimal local context can be
kept in mind as an anchor for subsequent country analysis and is a very useful tool
to students as they become managers and launch their own entrepreneurial careers.

. To help students develop a comparative understanding of local contexts and improve
financing, valuation, and deal structuring practices in entrepreneurial ventures
across these contexts. Many successful entrepreneurs have a keen eye for the few
contextual factors that matter most to the businesses they started. This book provides
opportunities to (1) compare and contrast across major industrialized countries and
emerging markets the nature of opportunities and (2) apply to these opportunities
rigorous valuation and management techniques. Often, the trickiest question that
faces one who starts an entrepreneurial venture is, “What is it that I do not know that
I do not need to know?”” The cases in this book emphasize such relevant issues as de-
termining the scope of an opportunity and valuation of a company. Considerations
such as these feed into analysis of a venture’s optimal deal structure. The cases re-
veal that a venture’s success often depends on a deal structure that optimally matches
opportunities and resources. From the case on Georgia Glass and Mineral Water one
learns, for example, that an entrepreneur faced with weak property rights can never-
theless be successful by choosing a business in which assets are relatively easy to
specify and protect. A deep comparative understanding of country contexts will in-
form choices around different business ideas that might be pursued in a given coun-
try and specific countries in which to pursue a particular business idea.

. To help students develop an understanding of the nature and benefits of an interna-
tional expansion strategy. International expansion strategies for entrepreneurial ven-
tures involve consideration of costs, span of activities, and timing as well as of
attendant benefits.

The cases in this book help students understand the costs of cross-border expan-
sion. Entrepreneurs, | have found, frequently underestimate these costs, often with
disastrous consequences for their ventures.

Entrepreneurial opportunities, moreover, can be construed to range from purely
local to global. Whereas the Cityspace case, for example, revolves around a prima-
rily local opportunity situated in London, United Kingdom, the opportunity to be
pursued in the Internet Securities case requires that the company expand quickly into
a range of countries. One can also think of the resources available to a venture as lo-
cal or global. A typical venture initially pursues local opportunities with local re-
sources and, as it becomes successful, gradually begins to seek opportunities in other
countries supported by resources in those countries. Some of the cases in this book
describe ventures that followed this classic path, that used local resources to pursue
local opportunities and resources from multiple countries to pursue cross-border op-
portunities. Other cases describe ventures that deviated from this path, that pursued
cross-border opportunities using only local resources or pursued local opportunities
with resources from abroad. These alternative strategies, although they can be suc-
cessful, generate tensions within a venture. Students who study the cases in this
book become aware of such tensions and what can be done to ameliorate them.

Finally and most importantly, the cases go beyond the question of where and how
it makes sense to expand. The cases show that no matter what the venture, entrepre-
neurs will make better decisions and create more effective ventures if they develop
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an international expansion strategy. In other words, entrepreneurs should develop an
international expansion strategy during the very early stages of their venture. This
insight builds on the earlier observation that the critical determinant of new venture
performance is to connect opportunities and resources effectively.

Content and Organization

EXHIBIT 1
Organization of the
Book

Main Organizing Principle: The
Cash Flow Curve of the
Entrepreneurial Venture
Source: Author.

In selecting the cases for this book I looked for variance in entrepreneurial firms and con-
texts as well as in performance.' Case materials in this book cover more than 20 countries
ranging from highly industrialized nations such as the United States and Japan to emerg-
ing markets such as Pakistan and Nigeria. Cases also cover a wide range of industries and
management problems. A quest for general insights about international entrepreneurship
guided the selection and development of all cases. Roughly three-quarters of the cases
take the perspective of the entrepreneur, one-quarter the perspective of the financier.
Cases that focus on ventures of a purely local nature complement cases on ventures that
span borders.

The book is organized in five modules that reflect the cash flow curve typically fol-
lowed by entrepreneurial ventures. Exhibit 1 gives an idea of the book’s organization. The
development of entrepreneurial ventures can be divided into opportunity identification,
mobilization of resources, management of contingencies as ventures grow, and further
growth and harvesting or exit in later-stage entrepreneurial ventures. Valuation, a central
activity for every entrepreneur and investor that is relevant at all stages of ventures, is
treated in a separate module that follows the opening module on opportunity identifica-
tion. Risk assessment, like valuation, also pertains to ventures at all stages. Exhibit 2
summarizes the content of each case in terms of countries involved, business description,
and topics covered. It also indicates whether a case is situated primarily within one coun-
try or involves a cross-border element. An extensive technical note on valuing cash flows

! 1 selected these cases from approximately 150 potential case sites to which | had access through a
broad network of entrepreneurs and financiers. | selected only cases for which the protagonist was
willing to release full and accurate information, even if it shed negative light on the venture, on the
people involved, or on the local context. Note that in a few instances information might be disguised
to protect confidential information.

Module 2 Valuation and Risk Assessment

Module 1 Module 3 Module 4 Module 5
Fundamentals/ Mobilizing Managing Growth/
Identifying Resources Contingencies/! Harvesting/
Opportunities Changing Exit
Contexts
+
Cash /
Flow =
— w\—-»ﬁ_ S
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Preface

in an international context was developed specifically with the cases in this book in
mind.2 A brief conceptual overview of the financing of entrepreneurial ventures in an in-
ternational context and a bibliography are also available.?

Module content is explained at the beginning of each module in an introductory chap-
ter that includes synopses. Study questions for each case are provided in the Appendix.
Even outside of a classroom setting it is advisable to review the study questions before
reading the cases. These questions guide analysis and provide food for thought.

Case Exhibits Available as Fxcel Downloads

Analysis of the cases in this book is facilitated by having many of the case exhibits avail-
able as Excel spreadsheets. These spreadsheets can be downloaded from the website for
the book: www.mhhe.com/kuemmerle. Cases for which Excel downloads are available
are identified in the Appendix.

Supplemental Reading Materials and Videos

A manual of detailed Teaching Notes (ISBN 007297785x) for each case is available to
qualified instructors through their McGraw-Hill/Irwin representative. These detailed
notes each contain sections with overview/suggested assignments, analysis of case is-
sues, teaching plan, update and key learning points.

Other materials that can inform the study of the cases in this book can be obtained
from Harvard Business School Publishing. Copies of the following can be ordered by
calling 1-800-545-7685 or visiting http://www.hbsp.harvard.edu. All the materials listed
below are available to the general public.

Kuemmerle, Walter. 1999.

International Entrepreneurial Finance Overview (899-148). Boston: Harvard Business
School Publishing. This document briefly introduces the kinds of entrepreneurship
challenges that are considered in this book.

Kuemmerle, Walter. 2002.

International Entrepreneurial Finance Bibliography (802-186). Boston: Harvard
Business School Publishing. This document identifies some useful sources of data and
additional readings on the topic of international entrepreneurship and the financing of
ventures.

Kuemmerle, Walter. 2002.

A Note on Depository Receipts (803-026). Boston: Harvard Business School
Publishing. This document, which explains how a company can list its shares on a
stock exchange in another country, is particularly relevant to the cases on Promise,
Gray, and Infosys.

Kuemmerle, Walter. 2002.

Venture Capital Method: Valuation Problem Set Solutions (802-162). Boston: Harvard
Business School Publishing. (Solutions for: Sahlman, William A., and Andrew S.
Janower. 1995. The Venture Capital Method - Valuation Problem Set (396-090).

2 Kuemmerle, Walter, and Matias Braun. 2002. Valuing Cash Flows in an International Context
(803-028). Boston: Harvard Business School Publishing.

3 Kuemmerle, Walter. 1999. International Entrepreneurial Finance Overview (899-148). Boston: Harvard
Business School Publishing. Kuemmerle, Walter. 2002. International Entrepreneurial Finance
Bibliography (802-186). Boston: Harvard Business School Publishing.
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Boston: Harvard Business School Publishing.) These two documents, which describe
the approach venture capitalists typically take to valuing companies, work particularly
well with the Termsheet Negotiations for Trendsetter, @Hoc, Absolute Sensors,
Spotfire, and VacationSpot cases.

Kuemmerle, Walter, and Matias Braun. 2002.

Valuing Cash Flows in an International Context (803-028). Boston: Harvard Business
School Publishing. This document discusses extensively how cash flows, particularly
with respect to entrepreneurial ventures, can be valued in an international context.
Kuemmerle, Walter. 2002.

The Entrepreneur: A Test for the Fainthearted. Harvard Business Review (May):
122-127. This article distills from the cases in this book some general lessons about
entrepreneurship.

In the following videos (ISBN 0072977868) case protagonists reflect on the challenges
they faced at the time of the case. Videos for other cases in the book are in preparation.
Check the McGraw-Hill website for release dates and availability (www.mhhe.com/
kuemmerle).

Kuemmerle, Walter. 2002.

Cityspace: Product Demonstration and Reflections by Marc Meyohas, Founder (HBS
Case Video 802-806). Boston: Harvard Business School Publishing.

Kuemmerle, Walter. 2002.

JAFCO America Ventures: Reflections by Barry Schiffman, President (HBS Case Video
802-805). Boston: Harvard Business School Publishing.

Kuemmerle, Walter. 2002.

Spotfire Update: Reflections by Chris Ahlberg, CEO and Rock Gnatovich, President
(HBS Case Video 802-804). Boston: Harvard Business School Publishing.
Kuemmerle, Walter. 2001.

Narayana N. Murthy and Infosys: Reflections by the CEO of a Leading Indian Software
Firm (HBS Case Video 801-801). Boston: Harvard Business School Publishing.
Kuemmerle, Walter. 2001.

Singulus: Reflections by Roland Lacher (HBS Case Video 801-803). Boston: Harvard
Business School Publishing.
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