FINC 860

Financing New Ventures

Final Exam

Name_____________________________

http://www.buec.udel.edu/jones/Courses/VentureCapital/index.html
Point values are indicated for each question.  The exam total is 50 points.  Please answer concisely.  This is an individual assignment, no collaborative learning is permitted. 
1. What are the basic differences between forming a company as an LLC, an  S-corporation or a C-corporation? (5 points)
2. Identify the ways that a venture capital fund protects its equity interest from dilution.(10 points)
3. Consider the following CAP table for Potato Head Technology, Inc.: (10 points)
	Shareholder
	Shares Before
	% Undiluted
	% Fully Diluted
	Shares After Investment
	% Fully Diluted

	Mr. Potato Head
	150,000
	
	35.3
	
	

	Mrs. Potato Head
	150,000
	
	35.3
	
	

	Frosty the Snowman
	100,000
	
	23.5
	
	

	Stock Options
	25,000
	
	5.9
	
	

	Satan Ventures, LP
	0
	
	0
	
	

	Total
	425,000
	
	100
	
	


a. If the stock options are authorized but not issued or outstanding, what undiluted percentage of the company does each shareholder own before Satan Ventures, LP invests? (2)
b. If Satan Ventures, L.P invests $1,500,000, and pays $20 per share, complete the CAP table on a fully diluted basis. (5)
c. What is the pre-money and post-money valuation? (3) 
4. The Series A Preferred Stock of Blue Hen Medical Devices, Inc. has the following liquidation preference: “Upon winding up of the company, holders of Series A shall receive an amount equal to two times (2X) of the original purchase price, and thereafter shall share ratably on an as-converted basis with the holders of common stock in all remaining liquidation distributions.”  Suppose that Series A shareholders paid in capital of $3 million.  What is the minimum amount that the company must realize on liquidation in order for the common shareholders to receive $10 per share.  Assume that there are 1 million shares of common stock and 1 million shares of preferred stock outstanding. The conversion is 1:1 . (5 points)
5. Assume the situation in Question 3 above.  6 months after Satan Ventures paid $20 per share, the company (Potato Head Technology) sells an additional 50,000 shares of stock to a family friend, Ronald McDonald.  Ronald paid $5 per share.  If Satan Ventures has a full-ratchet anti-dilution clause, prepare a new CAP table on a fully diluted basis.(5 points)
	Shareholder
	Shares Before Ratchet
	% Fully Diluted
	Shares After Ratchet
	% Fully Diluted

	Mr. Potato Head
	 
	
	
	

	Mrs. Potato Head
	
	
	
	

	Frosty the Snowman
	
	
	
	

	Ronald McDonald
	
	
	
	

	Stock Options
	
	
	
	

	Satan Ventures, LP
	
	
	
	

	Total
	
	
	
	


6. With regard to 4 (Blue Hen Medical Devices) and 5 (Potato Head Technology), explain how the definitive Stock Purchase Agreement could have been written in each situation to be more favorable to the company founders? (5 points)

7. Explain “flow-through” taxation and how it compares to taxation of C-type corporations.(5 points)

8. Explain why each of these documents is needed in a venture deal: (5 points)
a. Non-compete agreement

b. Non-solicitation agreement

c. IP assignment

d. Non-disclosure agreement

e. Founder’s stock restriction

9. Bozo Ventures, LP is conducting valuation of Clown Company.  Clown is a technology company.  These companies typically trade at 15 times earnings.  Bozo expects Clown to have earnings of $1 million per year at the point of exit (end of year 4).  What percentage of the stock must Bozo own if it invests $1,250,000 and expects a 30% compound IRR?  If Bozo receives 35,000 shares for its investment, how many shares did the founders of Clown Company own prior  (5 points)

Thank you.
