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We have several objectives in writing this book. We
believe that the topic of entrepreneurship is an ex-

citing and important one. For those students of

management who have decided to pursue a career as
an entrepreneur, we think this book will provide
some of the knowledge and skills required. For
those who may be undecided, or perhaps commit-
ted to a more ‘‘traditional’’ career, many of the
ideas in this book have value for those in more
structured business settings. Executives are often
called upon to deal with, and even to manage, en-
trepreneurs. Friends and acquaintances may con-
template starting new ventures and want the advice
and/or financial support of acquaintances in man-
agement positions.

~ Most importantly, we believe that all students
of management have a great deal to learn from the
study of entrepreneurship. The process of identify-
ing and pursuing opportunity, the hallmark of the
entrepreneur, has become increasingly important in
_ restoring the competitive position of many U.S.
industries in the international marketplace.

Organization and Contents
This book is organized into four parts:

* Part I: Evaluating Opportunity and Develop-
ing the Business Concept. This first section

of the book serves as an overview, and also
looks at the first two steps in the process of
starting a new venture, Its first three chapters
provide a working definition of entrepreneur-
ship, a framework for understanding the en-
trepreneurial process, and a method for ana-
lyzing new venture opportunities. Remaining
chapters look at methods of valuing business
opportunities as well as the process of pre-
paring a business plan. The cases require

- evaluating business opportunities and formu-

lating strategies to exploit opportunities.

Part II: Assessing and Acquiring Necessary
Resources. This part looks at two of the en-
trepreneur’s critical steps —assessing required
resources and acquiring those resources. The
chapters focus on understanding the tech-
niques for acquiring both financial and non-
financial resources. The cases cover a variety
of issues, including deal structure, securities
law, venture capital, and intellectual property.

Part III: Acquiring an Existing Business. In
this part, we look at another avenue to an
entrepreneurial career: purchasing an existing
business. Chapters describe the search pro-
cess, as well as some of the tax and legal
dimensions of acquisitions. The cases look at
several examples of individuals who attempt
to purchase an existing business.

Xl




Xl Introduction

« Parr IV: Managing the Enterprise and Har-
vesting Value. Here we look at some of the
unique challenges of managing an entrepre-
neurial firm. Included are some approaches
to harvesting the economic value that the en-
trepreneur has created. Chapters examine
managing growth and the problem of bank-
ruptcy, as well as the process involved in a
public offering. Cases focus on the operating
1ssues faced by the managers of new ventures
and the topic of managing growth in a rapidly
expanding business.

Together, these sections trace the entrepreneurial
process from the initial idea through business op-
erations to harvest.

Throughout the book, we have exhibited some
of our own biases. One of which we are aware has
to do with the material that has been included as
exhibits. Whenever possible, we have included
actual documents: business plans, prospectuses,
leases, laws, and legal opinions. While some of
this material is detailed and highly specific, it is
well worth the effort. This is the stuff of which
real business is made; better to discover some of
the subtleties of the tax code or lease provisions
now than when you're sitting down to form a real
venture.

Although the detail is included, please do not
consider the technical notes, the exhibits, and the
appendices as substitutes for detailed current inves-
tigation of law, regulation, markets, and practices.
This is a rapidly evolving field. Although every
effort has been made to be clear, current, and com-
plete, you must consult good attorneys, accoun-
tants, and investments advisers before proceeding.

Acknowledgments

Patrick R, Liles taught the New Ventures course at
Harvard from 1969 to 1977. In a very real sense.
his early work in the field, his first edition of this
book, and his vision of the entrepreneur provided a
strong foundation on which to build. We dedicate
this book to Pat, both in recognition of his accom-

plishments and our respect for them, and out of our
own sense of loss.

In addition to Pat’s involvement with the
course, many others participated in its teaching and
development over the past 40 years. We are in-
debted to Myles Mace, Frank L. Tucker, Malcom
Salter, Thomas Raymond, Philip Thurston, Jim
Morgan, Richard Reese, Richard Von Werssowetz,
John Van Slyke and Matt Weisman for building the
New Ventures course at Harvard and providing a
solid foundation for our own work. Recently, Amar
Bhide has begun teaching the Entrepreneurial Man-
agement course at Harvard. He has made a very real
contribution to our work in this area, and he was
kind enough to contribute several pieces of his work
to this edition. Many other students and scholars of
entrepreneurship not at Harvard have contributed
helpful comments: Jeffry Timmons, Barry Unger,
Steve Brandt, Zenas Block, Karl Vesper, and Neil
Churchill.

Thanks are also due:

+ Peter Lombard and Ricardo Rodriquez for
their help with ICEDELIGHTS.

Richard Von Werssowetz for his help with
Commercial Fixtures, Inc., and Steven B.
Belkin. v
Richard E. Floor, of the law firm of Good-
win, Procter & Hoar, Boston, for his help
with Viscotech, Inc., and the chapters on Se-
curities Law and Private Financing and Se-
curities Law and Public Offerings.

Martha Gershun for Eastwind Trading Com-
pany, Dragonfly Corporation and the chapter
on bankruptcy. :
Jose-Carlos Jarillo Mossi for his help with
R&R.

E.J. Walton for his help with CVD vs. A.S.
Markham Corp., National Demographics &
Lifestyles (A), and the chapter on the Busi-
ness Plan.

E.J. Walton, Lynn Radlauer, Ned Lubell,
David Hull, Byron Snider, Robert Steven-
son, and Robert Winter for their help with
Purchasing a Business: The Search Process.

-




Introduction

« Susan Harmeling for her work on the Howard
Head and Karen Vincent cases, and for her
help with Valerie Morgan.

« David Dodson, of Stanford Business School,
for his work on Tom Fisher.

« Laura Pochop for her help with Vintage Di-
rections, Inc.

« Marjorie Tillman for her help with Glenn De-
Kraker.

» L. A. Snedeker for her help with Tripledge
Products, Inc. and Gordon Biersch Brewing
Company.

« Karen Moriarty for her help with Postal
Buddy.

« Bill Sahlman for permission to use Parenting
Magazine.

« Amar Bhide for permission to use Vinod Kh-
osla and Sun Microsystems (A), Image Pre-
sentations, Inc., and the Note on Analyzing
New Ventures.

A special thanks to the reviewers for the book.
These were:

« Professor Arnold C. Cooper, Purdue Univer-
sity.

+ Professor Morton I. Kamien, Northwestern
University.

+ Professor Henry T. Madden, University of
lowa.

« Professor Robert W. Pricer, University of
Wisconsin at Madison.

« Professor William J. Scheela, Bemidji State
University.

The case writing and research was sponsored by
the Division of Research; we are grateful to the Di-
vision as well as to the Associates of the Harvard Busi-
ness School, who provided much of the funding. Dean
John McArthur has been a supporter of many of our
efforts in the entrepreneurship area. Without the sup-
port of many alumni this activity would not have been
possible. Arthur Rock and Fayez Sarofim gave the first
chair at Harvard to reestablish a focus on entrepre-
neurship. Subsequently, the classes of 1954, 1955,

X1

1960 and 196! have each funded additional chairs. To
further the work of the class of 1955, a chair was ded-
icated in memory of Dimitri d’Arbeloff, the entrepre-
neurial leader of Millipore. Joel Schiavone of the class of
1961 has also pledged to donate a chair. The depth of
alumni interest and support has been most remarkable
and rewarding as we have worked to build this area.

The task of compiling this text was an arduous one.
We wish to express our appreciation to Cari Feiler, who
kindly lent her energy and enthusiasm to the revision of
this manuscript. Audrey Barrett was helpful in securing
the permissions needed to complete the book.

We are indebted to the entrepreneurs who gave so
willingly of their time, energy, and ideas so that we
could collect this case material. They provide one of
the most critical elements of entrepreneurial success:
role models. Robert Reiss, Bob Donadio, Joe Con-
nolly, Lesley Berglund, Jim Pottow, Greg Berglund,
Lisa Mangano, Jennifer Runyeon, Chip Fichtner, Sid-
ney Goodman, Steven Belkin, Heather Evans, Robin
Wolaner, Jock Bickert, Rob Johnson, Tom Fisher, Dan
Gordon and Dean Biersch, Vinod Khosla, Mark Ed-
wards, Vincent Lamb, Glenn DeKraker, and Howard
Head are all real people who have shared their expe-
riences with us; others have chosen to remain anony- .
mous. To all we owe thanks for their cooperation. Ul-
timately, it is through the sharing of their experiences
that we can learn.

Finally, each of us would like to make a more
personal statement of thanks to our families:

+ To my wife Fredi and to Willie, Charley, and
Andy, thanks for the patience in helping me
to pursue this passion; and to my late parents,
Ralph and Dorothy Stevenson, and aunt and
uncle, Boyd and Zola Martin, thanks for
helping me get a running start into this field.

H.H.S.

+ To my parents, Herb and Joan Roberts, for
all their love, support and encouragement.
M.JR.

« To my wife Sukey for her love, laughter,
adaptability, and constant encouragement,
and to my mother Emily for loving lessons of
the value of integrity and hard work.

H.IG.




PART I

EvaLuaTING OPPORTUNITY AND DEVELOPING
THE BusiNEss CONCEPT

1 A Perspective on Entrepreneurship
3

The Start-Up Process 17
Analyzing New Ventures 34
Valuation Techniques 55

The Business Plan 64

v AW

Cases

1-1. R&R 71

Eastwind Trading Company (A) 89
Vintage Directions, Inc. 101
Tripledge Products, Inc. 132
Commercial Fixtures Inc. 157
ICEDELIGHTS 175

Postal Buddy 203

~ON U B W N

1-
1-
1-
1-
1~
1-

PART I1

o Qo

10

Alternative Sources of Financing

233

Deal Structure 242
Securities Law and Private Financing

248

Intellectual Property 258

Cases

2-1

PART I

Steven B. Belkin 266

Clarion Optical Co. 289
Viscotech, Inc. 298

Heather Evans 324

Parenting Magazine 362
National Demographics &
Lifestyles (A) 386

CVD Incorporated versus A.S.
Markham Corporation (A) 407
Chris Miller 430

ASSESSING AND ACQUIRING NECESSARY
RESOURCES

6 Attracting Stakeholders 224

ACQUIRING AN EXISTING BUSINESS

11 Purchasing a Business: The Search
Process 434

12 The Legal Forms of Organization
451

XV




XVi Contents

Cases

3-1 Allen Lane 462

3-2 Karen Vincent and Zodiac
Corporation 486

3-3 Tom Fisher 507

PART IV

MANAGING THE ENTERPRISE AND
HARVESTING VALUE

13 Managing Growth 527

14 Bankruptcy: A Debtor’s Perspective

332

15 Securities Law and Public Offerings

546

Gordon Biersch Brewing Company
560

Vinod Khosla and Sun Microsystems
(A) 584

Image Presentations, Inc. 608
Dragonfly Corporation 625

SSS 650

Glenn DeKraker 684

Howard Head and Prince
Manufacturing Inc. 710

Case Index 735
Subject Index 736




I Evaruating OPPORTUNITY
AND DEVELOPING THE
BusiNess CoONCEPT

In this first part of the book, we present in Chapter | a framework for defining
entrepreneurship. Following this, we consider two fundamental issues the entrepreneur
must address:

+ Is this a good opportunity?
» What business strategy will most fully exploit the opportunity?

What Is An Opportunity?

One of the entrepreneur’s most important tasks is to identify opportunities. The ca-
pacity to creatively seek out opportunity is the starting point of entrepreneurship for
both the individual and the firm.

To qualify as a good opportunity, the situation must meet two conditions:

1. It must represent a future state that is desirable.
2. It must be achievable.

Obviously, this issue cannot be addressed in isolation. It is difficult to understand
how attractive an opportunity is until one has developed an idea of what the business
strategy will be, what resources will be required to pursue the opportunity, how much
those resources will cost, and, finally, how much value will be left for the entrepreneur.
Nonetheless, evaluating the opportunity is the starting point for this thought process.

In Chapter 2, ““The Start-Up Process,” we describe the key steps in starting a
business, as well as some of the analytical thinking that drives the decisions that must
be made at each juncture.

Chapter 3, “‘Analyzing New Ventures,” presents a framework for evaluating the
viability of a potential venture: Can the entrepreneur develop a strategy based on
competence, creativity, commitment, or change that will overcome the barriers pre-
sented by competition?



Part ] Evaluating Opportuniry and Developing the Business Concept

Chapter 4, **Valuation Techniques,”” looks at some of the quantitative techniques
for assessing the financial value of a business opportunity. It is important to remember.
though, an opportunity may have significant nonfinancial value that these techniques
cannot measure. Some opportunities, for example, may not be worth much but may
open doors to other opportunities that have considerable value. For some entrepreneurs.
the opportunity to work on an interesting idea, with good people, and to be one’s own
boss compensates for what may be only a mediocre opportunity in a financial sense.

Chapter 3, ‘‘The Business Plan,” describes the uses of a business plan and how
you can write one to meet your needs, as well of those of potential investors.

Developing the Business Concept

The Cases

Once an opportunity is identified, the entrepreneur must develop a business concept
and strategy to exploit the opportunity. Often, this strategy will proximately determine
the success or failure of a business, even if the entrepreneur has identified a wonderful
opportunity. Federal Express, for instance, decided to serve the same market that
Emery Air Freight was serving. But Federal Express chose a much different strategy:
a high fixed-cost hub system that was critically dependent on volume. Federal Fx-
press’s strategy has allowed it to operate at lower costs and thus to surpass Emery in
the express delivery market.

To maximize the odds of its success, a new venture should offer products or
services that can profitably meet the needs of the markets it attempts to serve. But a
new venture has an important advantage over an existing business. It can be created
specifically to respond to market needs. Too often existing firms spend enormous
resources searching for a market for the products or services produced by their oper-
ating assets.

R&R and Eastwind Trading— the first two cases—are really “‘bookends.” R&R de-
scribes the brief —but successful —history of a business, while Eastwind looks at two
women contemplating an entrepreneurial career. Vintage Directions and Tripledge
Products describe exciting business opportunities that must be evaluated by the entre-
preneurial team before the commitment of additional resources.

Commercial Fixtures deals with assessing and valuing an opportunity. This case
points out the difficulty of trying to evaluate an opportunity in a vacuum; clearly, the
business is attractive at some price. But what exactly is that price? On what does it
depend? ICEDELIGHTS provides an overview of the start-up process that raises a host
of issues, including opportunity evaluation, resource assessment and acquisition, and
valuation and financing. Finally, Postal Buddy considers a revolutionary change in the
way the U.S. Postal Service works—will the entrepreneur be able to raise sufficient
capital to persevere?



