Course Name:

The Internet Economy, Venture Capital and the Entrepreneurial Process: What it Takes to Win on the Net and Why.

PART FOUR - NOTES

I.
Review of Material and Key Concepts To Date

1. Recapping the BIG PIECES of the Internet: 

a. E-commerce platform 

b. Exchanges

c. Supply chain

d. Consumer retail

e. Content infrastructure companies

f. Enterprise software applications used in corporate America

2. Recapping the economics of a Network: 

a. The network effect

b. Metcalfe’s law

c. Positive feedback loops 

d. First mover advantage

e. The umbrella of increasing returns economics.  

3. Recapping Value Chains 

a. The relative value of the participants involved in a given transaction can be determined by:

1. Whether they own the customer or fulfill products and/or services.

2. Provide some bell or whistle associated with commerce along the transaction value chain.

II. Fundamentals of Traditional Venture Capital Investing

1. Early vs. Late Stage

2. Michael Porter’s Fundamentals of Venture Investing (Do you want to be in that business?) (HBS)

a. What precisely is the product or service you are going to offer?

b. Precisely how much will customers be willing to pay for it?

c. Precisely how much will it cost to deliver the offering to the market?

d. Precisely how many addressable customers are in this market?

e. How will you capture this market more effectively than your competition?

f. What is your sustainable competitive advantage to capturing this customer?

3. The Elements of Success: Jared Diamond’s Dynamic Fit Analysis – Anna Karinina Principle

a. People

b. Experience

c. Distinctive Competency – Technology

d. Dynamic Leadership

e. Vision

4. Thought on Serial Entrepreneurs – Good characteristics of Entrepreneurship: 

a. Intense drive and intellect

b. Unswerving dedication to the goal

c. Willingness to turn on a dime

PART FIVE – NOTES

I. Venture Capital Analysis (continued)

1. Opportunity and Market Definition

a. Clearly Identified – Addressable Market

b. Product Differentiation

c. Customer Demand

d. Large & Growing Markets

e. Penetration/Acceptance Rates

f. Customers - How Many? How Much do they Cost?

2. The Management Team

a. Why Domain Understanding is key in B2C and B2B

b. Execution

c. Recruiting Momentum

d. Importance of the right headhunter

3. Technology and Infrastructure

a. What does it take to Scale?

b. NT and SQL Sever vs. Oracle, Sun Solaris

c. Apache, Thunderstone, Dynamo, Vignette

4. Competition

a. Do you understand the nature of the competition?

b. How intense is the rivalry between competitors? (Computer game business?)

c. Does it lead to irrational behavior?

i. Ex. hard disk bus vs. oil bus, do competitors behave themselves?

ii. Ex. ISP - Competition acting differently because implementing different business models. 

d. Substitutes - You want no substitutes 

i. Ex.  Windows v. Burger King and McDonald’s

ii. If the product is too expensive, people will shift to substitutes

e. What is the threat of New Entrants? 

f. Are there Barriers to Entry?

i. Can you build walls around your customers so that they will not leave (MS & Windows OS)?

5. Partnerships

a. Corporate, Strategic and Venture 

i. ‘Expensive Money”

b. The Street’s Perception of Value: New Market Definition and Positioning

c. Business Development Due Diligence – What do you do?

PART SIX – NOTES

I. Venture Capital Deal Analysis – Diligence Framework

1. Fundamental Questions

a. What is exciting about this opportunity?

b. Is this a fundamentally sound business proposition?

c. Is this a business you want to be in? 

i. Exploding market

ii. High margins

iii. Interesting Space

2. Opportunity Dynamics

a. Deal:

i. Financial Resources

ii. Relationships

iii. Fair Incentives and Commitment

b. Context: 

i. Value Creation 

ii. Competitive Advantage


iii. Sustainable Strategy
 

c. Value Distribution:

i. Management

ii. Distribution


iii. Marketing

iv. Technology


v. Financial Resources

vi. Cost Structure


vii. Industry Dynamics

viii. Relationships

II. The Pieces - Dimensions of the Window of Opportunity (Quantify each element of the business)

1. Market

a. How large is the market now?
b. What is the market growth rate?

i. Is it a $billion market in 5 years - $100 million market?

c. 4 entrants gain $25 million a piece, implications?

d. How is the industry/market changing? 

i. Software tools: do they change fast, life cycles short, get supplanted quickly?

e. How clearly defined is the market?

f. You want unbounded growth? (A market that cannot be quantified)

i. How big is the opportunity: # of customers, multiple ways to strip revenue?

g. How hot is the market? 

i. Have you already missed it, because there will be 1 or 2 winners. 

ii. If you are behind, can you stake your space.?

iii. Can your company dominate the market?

h. What is the window of the market opportunity?  

i. How long will the window be open?

i. How long are product cycles?

j. How long is the sales process?

k. Who are the industry players

i. Who are likely entrants?

l. Is the market fragmented or consolidated?

m. What are the critically important niches to go after?

i. Will new windows open up due to integration or diversification opportunities?

2. Bargaining Power of Suppliers

a. Can you control the supply?

i. With software programmers you can’t control the supply of product.

ii. Retail software - can control prices however cannot control the supply

· Ex.  Game publishers - can’t control the supply (if its late, costs more, miss Christmas boom). 
3. Bargaining Power of Buyers
a. End user, you cannot control what his tastes will be.  

i. Ex.  Software games

· Mothers buy what retailer tells her to.

· Hardcore gamer’s demand changes quickly.

b. Value Proposition

c. How innovative / unique is the product? 

i. Got to be 10x better, marginally better is not enough.. 

ii. Totally new way of doing it or much cheaper?

d. What are the key features that significantly differentiate the product?

e. Is the product easily repeatable? 

f. What are the substitutes?

g. Can the product (or the team) build walls around the customers?

h. What is the competitive advantage? Can these be sustained?

i. How robust is the technology? (Cisco - 100 million lines of code)

ii. How is the product positioned: Price/Quality/Value?  

iii. How long is the product cycle? 

· Ex.  Hard drive – short cycle and rapid technological obsolescence.

i. Where is product positioned to price, quality, image, value, and convenience?

j. Will the market accept this product?

i. Is this a PUSH or PULL product/service? 

ii. Do you have to sell it, or will customers need it?

· If you must sell, how long are product cycles?

k. How clearly does the product or service address customers’ needs?

i. Best companies come out of an industry that would buy their product because the market doesn’t currently supply it.

ii. Is it mission-critical for customers?

iii. You used to be able to take a company public around a product.

· Now you need a whole line, a suite of products, services.  

l. Because virtually every space is taken, you must build an entire ENTERPRISE to make noise and it’s got to be revolutionary!

