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PREFACE

A Book for the Next Generation
of Entrepreneurial Leaders

Never in the history of the nation has the entrepre-
neurial spirit been more alive. Since the last edition
of this text in 1999, we’ve seen the explosive growth
in Internet and technology businesses followed by
the bursting of the bubble of irrational exuberance.

However, two enduring aspects of the explosion of

Internet startups are the reassertion of technology
as a driver of new ventures and the enhancement of

“entrepreneurial literacy” in the general popula-
tion. Entrepreneurship has become a recognizable
and supported part of the international landscape.
Irrational exuberance has been replaced by high ex-
pectations for knowledge, understanding, and expe-
rience. The need for entrepreneurship education
has never been greater. It is a testament to the
depth and durability of our model of the entrepre-
neurial process that the lessons of New Venture
Creation are as valuable and relevant today as they
were when they were introduced in the book’s first
edition in 1974.

In the new millennium, three major challenges
are in evidence. Larger corporations now realize the
necessity to think, act, and perform in more entre-
preneurial ways. The marketplace for top talent and
ideas poses no other choice: They have to adjust to
and invent entrepreneurial ways or competitors and
upstarts will displace them. Second, sustainability in
new ventures requires that they include strategies
and practices that are economically and environmen-
tally sane and sensible. The entrepreneurial genera-
tion also faces the ultimate and most demanding
juggling act: how to simultaneously balance the insa-
tiable requirements of marriage, family, new ven-
ture, service to the community, and still have time for
one’s own pleasure and peace.

An Edition for the 21st Century

When the first manuscript was prepared over 28 years
ago, no one knew just how gigantic this entrepre-
neundl revolution would be. At the time, few envi-
sioned the profound potential of such a revolution
both in education and in management.

Take, for instance, the original proposal and man-
uscript for New Venture Creation. In the fall of 1974,
the manuscript was flatly rejected by two of the
largest and most credible business, economics, and
mandgement publishers in the nation. Their reason-
ing shows why many large companies become bu-
reaucratic, risk averse, and afraid of innovating. They
seem afraid to lead, until it is such a sure thing that it
is too late to do anything but follow! Consider these
quotes from the editors’ re]ectlon letters:

“Unless you plan to make this a ‘new and up-to-date’
manuscript I don’t think the published book would have
much of a market.” [Of course, Timmons was planning
to write an ‘old and out-of-date’ book!!]

“We've had to ask ourselves if there is a substantial
market out there . . . Unfortunately our reading is in the
negative. We have not been able to assure ourselves of a
market for your project to justify commercial publication.”

To be fair, it was understandable that these pub-
lishers had difficulty seeing a market. After all, at the
time we estimated that there were at most 50 to 75
colleges and universities around America that offered
courses in new ventures or entrepreneurship. It is
most revealing how little vision they had of the po-
tential of this field.

As Mark Twain so eloquently put it: “T was seldom
able to see an opportunity, until it ceased to be one.”
Fortunately, the first edition of New Venture Creation
was published in the United States, by a fairly small, at
the time, and very entrepreneurial publisher: Richard
D. Trwin, Inc., of Burr Ridge, Illinois, now part of the



Preface xi

McGraw-Hill Companies. Editor Robert Dame was
the only one who could see the future opportunity.

Since that time, there has been a thunderous “en-
trepreneurial revolution” in America and now the
world. For nearly three decades, entrepreneurship has
become the fastest growing field in American business
and engineering schools. Today well over 1,800 col-
leges, universities, and community colleges offer such
courses, more than 100 Centers for Entrepreneurship
now exist, and many colleges and universities offer ma-
jors in entrepreneurship or entrepreneurial studies.
Innumerable entreprencurial initiatives among not-
for-profit foundations and organizations are further ac-
celerating, expanding, and deepening this trend. New
Venture Creation, in its fifth edition (1999), was be-
lieved to be the largest selling book for these courses in
the United States. Further demonstrating the acceler-
ation and boom of entrepreneurship that we have wit-
nessed since 1999, the authors note:

= In fall 2001, Olin College of Engineering, in

Needham, Massachusetts, and adjacent t() the
Babson College Campus, opened its doors to

the first entering class who will pursue an
undergraduate degree in engineering. This
innovative institution emphasizes the principles
of entrepreneurship and business as they relate
to engineering technology.

= The National Commission on Entrepreneurship
(NCOE) was launched in February 1999. As a
nonpartisan organization, the goal of NCOE is
to serve as a necessary bridge between
entrepreneurs and wanmkm s. The commission
has since launched a Web site and continues to
be a strong advocate for entrepreneurship.

= The Global Entrepreneurship Monitor (GEM)
was created in 1997 by Babson College and
London Business School, with strong support
from the Kauffman Center for Entrepreneurial
Leadership. The project brings together
worldwide experts in entrepreneurship to study
the relationship between entrepreneurship and
economic growth. Since 1999, it has published
two executive reports providing invaluable
information on the state of entrepreneurship on
a global level.

Dawn of a New Entrepreneurial Era
Worldwide

The 21st century is here, and the new millennium has
ushered in a new “entrepreneurial era.” It will spark
the creation and development of enterprises and a new

equity base not known previously. The glimpses of the
types of changes we have seen in America are very
likely to occur around the world. The clock and the
surge of the entrepreneurial process worldwide can no
longer be turned back. People in every nation have
enormous entreprenoun’aﬂ qualitios: avery competitive
spirit, willing team players and builders, play for long-
haul perspective, and value results and relationships.
The innovative and creative spmt 1S hndm(r its way into
nearly all world markets. It is a daunting and challeng—
ing thoutrht to imagine the future economic power of
so many emerging and developed nations, such as
Japan and China, once this cntr('prcneun'al genie gets
out of the bottle and fully blossoms.

Book About the Entrepreneurial
Process: the Basis for a Curriculum
as well as a Course!

New Venture Creation is about the actual process
of getting a new venture started, growing the
venture, successfully harvesting it, and starting
again.

There is a substantial body of knowledge, concepts,
and tools that entrepreneurs need to know before tak-
ing the startup plunge, during, and after, if they are to
get the odds in their favor. Accompanying the explosion
in entrepreneurship has been a significant increase in
research and knowledge about the entrepreneurial
process. Much of what was known previously has been
reinforced and refined, some has been challenged, and
numerous new insights have emerged.

New Venture Creation has been the product of ex-
perience and considerable research in this field,
rooted in real-world application and refined in the
classroom. The sixth edition updates and refines the
best of the first five editions and includes new insights
that have emerged.

As before, the design and flow of the book are
aimed at creating knowledge, skills, awareness, and
involvement in the process, and the critical aspects of
creating a new venture and then makinﬂ it grow. In a
pragmatic way—through text, case stn(lies, and
hands-on exercises—the book guides students in dis-
covering the concepts of enheplenmnslnp and the
competencies, skills, know-how and experience, atti-
tudes, resources, and networks that are sufficient to
pursue different entreprencurial opportunities. No
doubt about it: There is no substitute for the real
thing—actually starting a company. But short of that,
it is possible to expose students to many of the vital is-
sues and immerse them in key learning experiences,
such as the development of the business plan.
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The book is divided into five parts. The first three
parts detail the driving forces of entrepreneurship—
the oppor tunity recognition, the team, and resource
requirements. Part I ad(l]esses the process by which
real opportunities—not just ideas—can be discov-
ered and selected. This section concerns opportuni-
ties around which higher potential ventures can be
built, where the risks and trade-offs are acceptable,
and where entrepreneurs will be able to exit their
businesses profitably and when they want to, rather
than when they have to or, worse, not at all. Part II
concerns the team and what makes entrepreneurs
tick—how they think and act—and what they do to
get the odds of success in their favor. Part IIT is about
resources and the business plan.

The next two parts concern important details. Part
IV addresses entrepreneurial finance and the process
of financing new ventures. Part V talks about startup,
strategies for success and managing rapid growth, and
harvest issues.

The “Crafting a Personal Entrepreneurial Strategy”
section and exercise were omitted in the 5th edition,
but have been brought back as Chapter 20 in this edi-
tion. This valuable exercise can also be found on the
NVC Web site [www.mhhe.com/business/management/
timmons6e]. Once an entrepreneur knows how win-
ning entrepreneurs think, act, and perform, then he or
she can establish goals to practice emulating those ac-
tions, attitudes, habits, and strategies. This tool gets en-
trepreneurs to think of the process of becoming an
entrepreneur, much as a coach of an athlete would in
preparing for a winning season, and also to consider
the following: What are my real talents, strengths, and
weaknesses and how can my talents and strengths be
exploited (and my weaknesses minimized)? What are
the opportunities to use my strengths and to capitalize
on the competition’s weaknesses? Those who are un-
able to commit the one and-a-half to three hours
needed to complete this task should review the Quick-
Look exercise in Chapter 7 as a first inventory of per-
sonal entrepreneurial attributes.

New Venture Creation seeks to enable entrepre-

neurs to immerse themselves in the dynamics of

launching and growing a company and to address the
. (o] i ¢ p
following practlcal issues:

* What does an entrepreneurial career take?

= What is the difference between a good
opportunity and just another idea?

* Is the opportunity I am considering the right
opportunity for me, now?

* Why do some firms grow quickly to several
million dollars in sales but then stumble, never
growing beyond a single-product firm?

* What are the critical tasks and hurdles in seizing
an opportunity and building the business?

= How much money do I need and when, where,
and how can I get it—on acceptable terms?
= What financing sources, strategies, and
mechanisms can I use from prestart, through
the early growth stage, to the harvest of my
venture?
= What are the minimum resources I need to
gain control over the opportunity, and how can
I do this?
= Is a business plan needed? If so, what kind is
needed and how and when should I develop
one?
= Who are the constituents for whom I must
create or add value to achieve a positive cash
flow and to develop harvest options?
= What is my venture worth and how do 1
negotiate what to give up?
» What are the critical transitions in
entrepreneurial management as a firm grows
from $1 million to $5 million to $25 million in
sales?
= What are some of the pitfalls, minefields, and
hazards I need to anticipate, prepare for, and
respond to?
= What are the contacts and networks I need to
access and to develop?
» Do I know what I do and do not know, and do I
know what to do about it?
* How can I develop a personal “entrepreneurial
game plan” to acquire the experience I need to
succeed?
» How critical and sensitive is the timing in each
of these areas?
= Why do entrepreneurship and entrepreneurial
management seem surrounded by paradoxes,
well-known to entrepreneurs such as:
= Ambiguity and uncertainty versus planning
and rigor?

= Creativity versus disciplined analysis?

= Patience and perseverance versus urgency?

= Organization and management versus
flexibility?

* Innovation and responsiveness versus
systemization?

* Risk avoidance versus risk management?

» Current profits versus long-term equity?

The New Venture Creation models are useful not
only as a comprehensive textbook for a course in en-
trepreneurship, but can also serve as a road map for a
curriculum or departmental major in entrepreneur-
ship. At Babson College, the most revolutionary MBA
program ever was created in the 1990s. The old func-
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tional model of separate courses without integration
of marketing, finance, operations, human resources,
quantitative methods, etc., was abandoned. In its
place, a new approach based on the model of the en-
trepreneurial process in New Venture Creation was
created. Now after nearly 10 years, the program has
been a rave success with students and employers
alike. Such an approach sets the new standard for
management education in the 21st century and
makes obsolete many other programs.

A Summary of Changes in the 6th Edition:
New Cases, New Chapters, New Data,
and Major Revisions

This edition is a significant update from the 5th edi-
tion with enhancements, several new cases and up-
dates on earlier cases, as well as new textual material
that captures the new financial and technological con-
text and global competitive environment of the 21st
century. A special effort was made to include cases
that capture the dynamic ups and downs new firms
experience over an extended time period. By grap-
pling with decisions faced in new companies over
both the first year or two and the next 5 to 20 years,
you begin to develop a much broader and richer per-
spective on the often turbulent and unpredictable na-
ture of the entrepreneurial process.

This edition features numerous additions and en-
hancements:

* New co-author Dr. Stephen Spinelli, Jr., who
heads Babson College’s Arthur M. Blank Center
for Entrepreneurship, was a co-founder of [ifty
Lube International and largest franchisee in the
nation, and a franchising expert.

» Several new cases, including updates and
epilogues to earlier cases and how they coped
with, survived, exploited, and succumbed to
the dot.com explosion and subsequent
collapse.

* A new capital markets food chain concept and
an updating of all the capital markets as well as
financial sources and information.

» New chapter formats that provide the leading
Web sites pertinent to each chapter’s content.

» Internet references and linkages to cases and
exercises from prior editions.

» Significant revisions and enhancements to the
opportunity screening criteria and the venture
opportunity screening exercises.

= A new chapter on franchising by Professor
Spinelli.

= Addition of new material on community and
environmental responsibility in “Beyond the
Harvest.”

Chapter 1, “The Entrepreneurial
Revolution”—a Major Rewrite

This chapter represents a major revision from the
previous edition and presents updated empirical evi-
dence of how America’s economy has been radically
transformed as a result of the innovative company-
building of entrepreneurs. In the sixth edition we in-
clude updated and new data on the entrepreneurial
economy incorporating work from the Global Entre-
preneurship Monitor (GEM) report, the National
Commission on Entrep1'eneurship and its conference
held in conjunction with the John F. Kennedy School
of Government at Harvard University, as well as some
new profiles and examples of new entrepreneurs.

Case: PC Build, Inc., moved into this chapter, re-
placing Outdoor Scene, which will revert to the NVC
Web site.

Exercise: Interview an Entrepreneur: Most stu-
dents will know at least several entrepreneurs, but
few will have explored with them in depth the ques-
tions in the exercise. It establishes important bench-
marks, role models, and comparisons that are referred
to throughout the course.

Chapter 2, “The Entrepreneurial
Process”—a Minor Revision and a New
Case Study Added

This is a minor revision and update on what was a ma-
jor revision in the 5th edition. It further develops the
Timmons model framework for the entrepreneurial
process and offers a new ‘real-world” example that il-
lustrates the conceptual model. The chapter still ex-
amines myths and realities about entrepreneurs, and
sets the stage for students to craft their own entrepre-
neurial strategy. New in this edition are a discussion of
how the new entrepreneurial paradigm has permeated
the not-for-profit world via venture philanthropy, how
corporations are embracing and inventing their own
versions of entrepreneurial management, and how the
entrepreneurial society is being (‘ll]bl aced by govern-
ment and becoming more central to policy debates.
New Case: James Kenefick: The Making of an En-
trepreneur, is the first of a multi-part series that follows
a recent college graduate in 1986 until the year 2000,
from his E‘dl‘]V days as an emplovee and first ndtIO]]dl
sales manager of EMC
age compdny—tlnough two companies he Lum(hed
the last of which raised over $200 million in venture
capital and other financing, reaching $50 million in
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revenue; completed its registration for an IPO; and
then was sunk by the tidal-wave collapse of the NAS-
DAQ and equity markets in mid-2000.

Chapter 3, “The Opportunity: Creatmg,
Shaping, Recognizing, Seizing”—a
Significant Revision with New Material
and a New Exercise

This chapter includes a significant amount of new,

updated material that has been developed as part of

the Babson MBA program’s entrepreneurship inten-
sity track. This material focuses on opportunity as-
sessment and due diligence strategies. Also included
is a discussion of the dot.com crash in the context for
evaluating business models. New Web-based re-
sources and tools are also now included.

Case: Roxanne Quimby tells the remarkable story
of a young woman, living at a subsistence level in the
back woods of Maine, who sees an opportunity and
grows it in a few years into a multimillion-dollar ven-
ture. What begins as a lifestyle business doesn't stay
that way for long.

Exercise: Opportunity Creation Concepts and the
Quest for the Breakthrough Idea is new.

Chapter 4, “Screening Venture
Opportunities”—a Major Revision
with New Material

This substantially enhanced chapter builds on the dri-
vers and criteria in Chapter 3. The chapter still in-
cludes the popular QuickScreen, which was
introduced in the 5th edition. New in the 6th edition
is a substantially enhanced version of the original ven-
ture opportunity screening exercises that sets apart
the various steps as individual exercises and builds
significantly on the original material.

Case: Gary and George Mueller is part of a series
that follows an about-to-graduate MBA and his
brother as they mull turning Gary’s second-year field
project into a business magazine in Eastern Europe
focusing on Poland. The second case is the business
plan a year later as it has evolved into an Internet-
based financial, economic, and market information
service, and the search for venture capital, which it
turns out is highly successful.

Exercises: QuickScreen and Venture Opportu-
nity Screening Exercises provide valuable formats
to guide the initial evaluation of an idea, and the
due diligence needed to determine its profit poten-
tial, and probable risk-reward. The QuickScreen is
a dehydrated version of the VOSE, which helps stu-
dents to quickly cut through to the core character-
istics of the opportunity.

The VOSE has been simplified and segmented
into discrete exercises that can be used separately or
in total. This change allows for maximum flexibility in
the syllabus and \vhen counseling individual students
or mentoring field study projects.

* Opportunity shaping research

= Customer contact research

= Value chain

» Economics of the business

= Capital and harvest

* Competitive landscape

» Founders” commitment statement
= Other vital information

= Action scheduling

Chapter 5, “Entrepreneurs and the
Continuing Internet Revolution: The
Expanding Frontier”—a Major Rewrite

This chapter has been substantially rewritten to not

only address the Internet as a great opportunity gen-

erator and resource for the entrepreneur, but also to

address the issues of what makes an Internet business

a success and how the “old” rules are applied in this
new” economy.

Case: Securities Online, Inc., a renaming of the In-
ternet Securities, Inc., case study, is the second case in
the series that concludes the Mueller brothers’ saga. A
year later a significantly redefined opportunity, strategy,
and business plan is seeking venture capital to grow, not
a magazine publishing arm, but rather, a financial and
economic information service thatis Internet based and
will provide data to investment banks, consulting firms,
and banks. The case captures the dynamic creation and
shaping of an Internet-based higher potential venture.

Chapter 6, “Franchising”—New
Chapter by Professor Spinelli

Professor Spinelli is contributing this completely new
chapter, which examines franchising as an opportu-
nity and risk-reward management St] ategy. It exam-
ines several issues: What is it, who is franchising for,
what alternatives are available for entrepreneurs,
what criteria does one consider in selecting a {ran-
chise, what are the resource and experience require-
ments, how does one create a franchise as franchisor,
and how is the franchise system and complex set of re-
lationships built and managed?

New Case: Mike Bellobuon() follows the story of
an undergraduate who becomes enamored with a
bagel shop concept and chooses franchising to grow
his concept.
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Chapter 7, “Entrepreneurial Mind in
Thought and Action”—Significant
Revisions with Added Material and Data
on Women and Minority Entrepreneurs

This revised chapter looks at the founder/lead entre-
preneur through a zoom lens. What is unique about the
entrepreneurial mind-set? What do successtul entre-
preneurs do? How do they think and act? What are
their attitudes and values? How do they lead? What are
their strategies and practices? This chapter includes a
new section on entrepreneurial reasoning that cap-
tures the outside-the-box creative and inventive think-
ing of entrepreneurship. Also added are a broader
discussion and data on the importance of women and
minorities in the entrepreneuﬁzll economy.

New Exercise: QuickLook provides a two-page de-
hydrated look at the “Crafting a Personal Entrepre-
neurial Strategy” exercises. This exercise provides the
opportunity to do a quick survey of an individual’s en-
trepreneu rial attributes.

Case: Michael Healey (A) revisits the PC Build
startup in late 1993, having survived and expecting to
approach $3 million in sales the next year. It examines
how the company has done, how its strategy has
changed, and a surprising turn of events: Healey asks
a major customer to invest $250,000 in PCB, and in-
stead the customer says, “Buy our computer division
for $380,000!" Is this an opportunity and how would
a deal be structured? The (B) and (C) follow-on cases
will be available on the NVC Web site and/or in the
Instructor’s Manual.

Chapter 8, “The Entrepreneurial
Manager”—Minor Changes, New Case
Study

The chapter discusses the skills and requirements of
the founder as the company grows through various
stages. It looks at the leadership issues inherent in
building a company from scratch. For the sixth edi-
tion, we have added new material on entrepreneur-
ship in the corporate context, as well as a discussion of
some signals and criteria to detect whether or to what
degree the larger organization is entrepreneurial.
New Case: Burt’s Bees follows the Roxanne Quimby
story begun earlier. Roxanne is a remarkable entrepre-
neur, whose creative ideas and entrepreneurial spirit
lead her to create a new business around beeswax
products and derivatives. The company faces rapid and
profitable growth, a major issue of relocation to North
Carolina, and the offer of a significant strategic sale.
Exercise: Management Skills & Know-How As-
sessment: An organized inventory of management
skills enables students to obtain feedback and to as-
sess their skills, know-how, and competencies, and

the relevant experience that is necessary to pursue
the opportunity they are developing.

Chapter 9, “The New Venture Team”—
Minor Revisions and a Classic Case

This chapter puts the zoom lens on the “people” por-
tion of the Timmons model—the entrepreneurial
team. The issues of building the team, leading the
team, the delicate allocation of equity and compensa-
tion, and critical issues and pitfalls faced in the
process are discussed. Some new Web sites and in-
formation on compensation patterns in higher poten-
tial ventures is included. _

Case: Michigan Lighting, Inc.,is a classic partners-
in-conflict case and how to resolve the differences.
The valuation, the future estimates of the business’s
potential, and a mechanism to get one of the partners
out are embedded in the case. The teaching note
shares the methodology that breaks the logjam and
the subsequent success stories of each.

Exercise: Rewards and Compensation guides stu-
dents through the issues, trade-offs, and decisions
that are confronted in determining equity ownership
and compensation in the team.

Chapter 10, “Personal Ethics and the
Entrepreneur”—Minor Changes

The chapter addresses the complex and thorny issues
of ethics and integrity for the entrepreneur, and the
implications for future success. It seeks to build aware-
ness of the critical importance of high ethical standards
and awareness in the team and the company. For the
6th edition, we added a discussion of the importance of
an integrity strategy for any entrepreneurial venture, as
well as a discussion of some of the pitfalls for entrepre-
neurs and a few ideas of where to look for support.

Case: Wayne Postoak is the story of a highly suc-
cessful basketball coach and teacher who becomes an
entrepreneur. It is a short but rich case, particularly
since is looks at a Native American who builds a $10
million-plus company.

Exercise: Ethics asks students to make various eth-
ical choices and utilizes their answers to focus discus-
sion on the issues raised by the assignment and in the
chapter.

Chapter 11, “Resource
Requirements”—Minor Revision, But
with Updated and New Material

The zoom lens now focuses on the third element of
the Timmons model—managing the resources. The
chapter examines strategies and techniques used by
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entrepreneurs to identify and marshal resources.
Frugal, bootstrapping strategies are discussed. An up-
dated list of Web sites with pertinent information
sources is included along with a section on “Creating
a Brain Trust” for the venture, modeled after work
that developed in the Babson Brain Trust.

Case: FAX International Inc. is the first of a three-
part series that examines the efforts by a young couple
and former student to identify a startup opportunity in
the early 1990s in international telecommunications.
The case is the original business plan that was used to
raise $1 million of startup capital. The company
reaches $50 million in revenue by 1998.

Exercise: How Entrepreneurs Turn Less into More
is a short field project that requires students to iden-
tify and interview entrepreneurs who have created
companies with sales of over $3 million with less than
$50,000 of seed capital. It is a powerful and revealing
exercise for students.

Exercise: Building Your Brain Trust is new.

Chapter 12, “The Business Plan”—
a Minor Revision

A complete business plan guide is presented, along
with tips, practical advice, and know-how from suc-
cessful entrepreneurs and investors on the develop-
ment and presentation of the plan. A dehydrated
business plan format is also presented to save time
and effort. This chapter will include a new section on
the role of communities and environmental issues in
business plan development.

Case: Douglas Ranalli and Shae Plimley is the sec-
ond case in the FAX International series, revisiting
the company a year later. The new business plan
shows both progress and a crisis: FAX International is
out of cash again. The issues of valuation, opportunity,
strategy, team, sources of capital, deal structure,
fund-raising strategy, and Fit are all addressed.

Exercise: Getting Started on the Business Plan
provides a planning format to help students organize
their team for the completion of the plan.

Chapter 13, “Entrepreneurial
Finance”—a Minor Revision

Happiness is still a positive cash flow! The chap-
ter discusses what entrepreneurs need to know about
entrepreneurial finance, determining capital require-
ments including the free cash flow format, and devel-
oping financial and fund-raising strategies. It includes
updated material.

Case: FAX International Japan is the final case in
the series and looks at the anatomy of FI, finding
strategic partners/investors in Japan, structuring and

closing the deal. As this is happening, the company is
once again out of cash.

Chapter 14, “Obtaining Venture and
Growth Capital”’—a Revision with
Significant Updates and New Material

The chapter discusses sources of informal angel equity
and venture capital, how angels and venture capit: lin-
vestors evaluate deals, and how to deal with investors.
The chapter includes significant new and updated ma-
terials such as data and exhibits on capital markets,
current examples in the post-dot.com mania era, and
new Web site resources. Also introduced is the con-
cept and framework for a capital markets food chain.
Case: Hindman & Company is the first of a four-
part case series on the creation, launch, building, har-
vest, and demise of [iffy Lube International. It is one
of the most powerful teaching series we have ever
used. The first case examines the startup, high-
growth strategy, and early financing of the company.

Chapter 15, “The Deal: Valuation,
Structure, and Negotiation”—a Minor
Rewrite with New Material

The chapter discusses in detail the various valuation
methodologies used by entrepreneurs and venture cap-
italists, pre- and post-money, deal structuring princi-
ples, and negotiation issues faced by entrepreneurs. It
also discusses pitfalls and sand traps encountered by en-
trepreneurs. New to the chapter is a discussion of the
postmortem of the dot.com bubble and the survivabil-
ity of the “old” economy. A significant addition to this
chapter are models of the legal issues and processes of
deal structure and negotiation developed by the law
firm of Testa, Hurwitz & Thibeault, in Boston, whom
the authors believe is the leading authority in this field.

Case: Bridge Capital Investors: By 1985, Jiffy
Lube had grown rapidly to 100 outlets and was out of
cash, seeking to raise a $10 million bridge financing,
This is an excellent case about deal structuring and
the creative use of puts in the deal. In-class role-play
negotiations can be effective.

Chapter 16, “Obtaining Debt
Capital”—a Minor Revision with
Updates

The various sources of debt capital are discussed in de-
tail, including the managing and orchestrating of the
banking relationship, before and after the loan. How
the bank looks at the loan proposal, criteria, covenants,
and personal guarantees, and what to do when the
bank says no are discussed. Certain tar pits and time
bombs awaiting the unwary borrower are also covered.
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Case: [iffy Lube International, Inc., is the third
case in the four-part series. It examines JLI's very
rapid growth strategy after the IPO in June 1986, its
new business plan, and its highly leveraged financial
strategy and lmphcatlons Itisa great case to get stu-
dents to push the free cash flow numbers and see for
themselves how demanding is JLI's appetite for cap-
ital. Though exceeding its business plan, the credit
crunch of 1989-90 ended the favorable capital mar-
kets that fueled the growth and leverage, and it all
came tumbling down. Pennzoil bought the company
for a song in 1991. This is a very painful and sober-
ing saga.

Chapter 17, “Managing Rapid Growth
Entrepreneurshlp Beyond Startup”—
Minor Revision with Updates

The chapter places a zoom lens on the unique issues
and demands of managing rapid growth in entrepre-
neurial companies. The 1ole of leadership, culture,
and climate are discussed. Three entrepreneurial
leadership models for the 21st century are examined.

Case: Quick Lube Franchise Company is the
fourth and final part of the Jifty Lube series. It exam-
ines how one of the original founders of the franchiser
(JLI) becomes a leading franchisee, and then is faced
with the harvesting issue in the early 1990s. The com-
plex valuation, timing, deal structuring, and negotiat-
ing issues are presented in the case.

Chapter 18, “The Entrepreneur and the
Troubled Company”—a Minor Revision
of the Chapter with Updates Along
with a New Case Study

The chapter discusses the signs and symptoms that
predict that companies are heading for trouble, what
the turnaround experts look for, and strategies and
approaches to resuscitating the company.

Case: EverNet Corporation is a new case study
that continues the story of James Kenefick (see
above) through the rapid growth of his second entre-
preneurial venture.

Chapter 19, “The Harvest and
Beyond”—Mlnor Chapter Revisions But
with Some New Material

The book concludes by looking at the entrepreneur-
ial process as a journey not a destlndtlon, harvest op-
tions and their consequences, and beyond the harvest.
The chapter has a new section on how entrepreneurs
combine a concern for the environment and commu-
nity with entrepreneurial aspirations. For the 6th edi-
tion, we have brought back the crafting a personal

entrepreneurial strategy exercise, and include it at
the end of this chapter.

Case: Paul J. Tobin. This is the story of an army pri-
vate who rises to be the president of Cellular One in
Boston. The case examines Tobin’s strategies to build
and finance a growing telecommum(atlons business.
The case examines his journey, how he identified op-
portunities, developed strategies, and raised venture
capital to build the business. Unfortunately, the strat-
egy is flawed and the company must be recreated or
go under.

Chapter 20 “Crafting a Personal
Entrepreneurial Strate
Reintroduced from Earlier Edmons.

Case: Boston Communications Group, Inc., picks up
the story of Paul Tobin and examines the orchestrat-
ing and managing of an eventual harvest in the mid-
1990s, either through a strategic sale to the likes of
GTE or an initial public offering (IPO). The case pro-
vides an intimate look at the anatomy of valuation and
pricing of an IPO, the role and selection of under-
writers, and the nature of the robust and tumultuous
capital markets in mid-1996.
Exercise: Crafting a Personal Entrepreneurial
Strategy is included.

Appendices

All uppendices from previous editions will be in-
cluded on the Web site for New Venture Creation.

Chapter Enhancements

Several enhancements to all chapters that were intro-
duced in the 5th edition remain in the sixth edition:

= Chapter Summary at the end of each chapter
will provide a succinet closure and review of
the most important points in the chapter.

= Study Questions for each chapter are
provided to enable you to focus on key issues,
test your knowledge, and organize important
material and insights plosented in the chapter.

= Mind Stretchers at the end of each chapter
pose thought-provoking ideas for readers. For
instance: How many millions might it cost you
over your entrepreneurial career if you fail to
digest the lessons and wisdom from this course
and in New Venture Creation?

The NVC Web site is enhanced to contain old
cases not included in this edition, electronic tem-
plates of exercises where available, and other special
material from the old edition’s appendices that are
timeless and valuable.
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The Roots of New Venture Creation: An
Approach with Real World Results

New Venture Creation is the most practical and com-
prehensive book of its kind available for aspiring and
existing entrepreneurs. Its focus is on deterring the
risks and rewards of entrepreneurship, the difference
between an idea and an opportunity, and how to get
the odds in your favor. It helps to compress and ac-
celerate the learning and the process without com-
promising quality and, if diligently adhered to, may
save you sizable sums of “unwanted tuition.”

Several hundred thousand entrepreneurs, students,
private investors, venture capitalists, and managers in
larger companies who are in search of the entrepre-
neurial dream have used the models, approaches, and

process in the book—some with stunning success. Pre-
vious editions of the book have received accolades and
recognition as one of the leading books on entrepre-
neurship in the world, and are considered by many as
a “must-read” book for entrepreneurs.

Jeffry A. Timmons

Franklin W. Olin Distinguished Professor of
Entrepreneurship

and
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