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Simulation Overview 

Using a username and password provided to each team member by your administrator, you can 
access the Simulation at the following URL:  

 
http://courseware.hbs.edu/vcpe 

 
In the Venture Capital and Private Equity Simulation, you and your team will play the role of a 

Private Equity Firm (early or later stage), in which you raise funds, search for companies to invest in, 
complete deals, and manage a portfolio of companies across a number of simulated years.  

Each year of play is divided into two phases, punctuated by Cranks, when the simulation is briefly 
offline.  During Phase 1 of each year, your PE firm will be able to search for new companies and 
propose term sheets for potential investments. During the crank that follows, the term sheets proposed 
during Phase 1 will be compared and Lead Investors will be selected through a competitive bidding 
process.  When the simulation reopens in Phase 2, if a company has selected your PE firm as the Lead 
Investor, you will have the opportunity to finalize an investment on that company. Alternatively, 
your PE firm may be chosen as a potential Fill Investor.  The Lead investor will decide in Phase 2 
which other PE firms to offer the opportunity to be a part of the deal. 

 

 
 
 
 

http://courseware.hbs.edu/vcpe
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Phase 1: 
o Log in and search for deals (companies).  
o Propose deals on companies (enter Term Sheets) either as a solo investor or as a syndicate 

with other teams. 
o Refer companies to other teams. 

 
Phase 1 Simulation Crank: 

o The Simulation is briefly offline.  
o Simulation Administrators will process results and assign Lead and Fill investors to 

appropriate deals. The simulation will then re-open in Phase 2. 
 
Phase 2: 

o For each of the term sheets your team submitted during Phase 1, log in and check the 
Timeline tab to determine if you have been selected as the Lead Investor, or a potential Fill 
Investor.  

o If you are the Lead Investor, you must configure deals, deciding whether to include each 
possible fill investor (if any), and submit final proposed terms. 

o The Lead Investor can decide to add debt (if the company has debt capacity) to a company or 
grant additional management option shares at this point, as well. 

o If there are no compatible Fill Investors, Lead Investors can solicit additional fill investments 
by referring the company to other teams and encouraging them to submit term sheets with 
compatible terms.  

o As a potential Fill Investor, if your terms (liquidation preferences, anti-dilution preferences, 
etc.) or pre-money valuation were incompatible with the Lead’s term sheet, you can submit a 
revised term sheet. However, even if your terms sheets were compatible, the Lead has the 
final decision on whether to include you in the deal or not.  

 
Phase 2 Simulation Crank: 

o The Simulation is briefly offline.  
o Simulation Administrators will process and complete the deals and time will move forward 

by one 'year' causing both companies and teams to mature according to actions taken, market 
conditions, etc. Fund balances will be decremented to reflect the impact of management fees, 
which are paid to the general partner out of the fund, the price of deals that the team has 
finalized, costs associated with hiring new CEOs for portfolio companies, and search 
expenses. Company funds and valuations will change to reflect growth (or lack thereof), 
investment, interest and principle payments on debt, and dividends paid out.  

o The simulation will re-open in Phase 1 of the following year.  
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Simulation Interface 

Dashboard Tab  

The default login screen is the dashboard screen. This screen will always give you basic 
information about the simulation including your team name and the current year and phase of the 
simulation, plus your available funds and your tasks for the given phase.  

 
 

The navigation bar at the top of every page contains links to the various parts of the simulation, 
including Deal Flow (to search for and review company prospects), Firm Directory (to review other PE 
firms), Portfolio (to review active and liquidated investments), Funds (to review individual fund 
performance and raise additional funds), and Timeline (to finalize deals and review actions taken).  
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Phase 1 Actions 

Configuring Your Firm’s Public Profile 

During the first year of the simulation, you and your team should go to the Firm Directory tab (as 
shown below) where you can edit your team name and marketing blurb. Doing so will make it easier 
for other teams to know which deals you would be interested in as referrals or syndicate partners. 
Note that the team name and about us edit features are only available during the first year of the 
simulation.  

 
 
To review information that other teams, go to the Other Firms link. 
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Searching for Companies 

To search for new companies, click on the Deal Flow tab, define the parameters of your search, and 
click Conduct Search.  

As in real life, searching for new investment opportunities has certain costs associated with it. 
Within the simulation, company searches are limited by Query Points. Each team is allotted a limited 
number of query points at the beginning of each year (Phase 1). This is meant to represent partner 
time, which is limited. The cost in query points for each search varies, depending on the scope of the 
search. Once your query points for a given year have been exhausted, you may perform additional 
searches, but a fee will be charged to each of your funds, i.e., you need to hire associates to do the 
searches. 

 

 
 

In the search shown above, the PE firm found three companies that matched its criteria (Startups 
with solid management seeking less than $20 million) and an additional opportunity that fell outside 
of the search criteria that the firm’s analysts "stumbled upon" while conducting the search (denoted 
by the shamrock). If you find that your searches are not yielding many companies, consider releasing 
some of the restrictions on the Search Companies page. You can also network with other teams to 
request that they refer you companies that they find. 

Reviewing Search Results 

The results from each search conducted during a given year (by any team member) will be stored 
on the Found & Referred tab for later review by all team members. Companies located directly 
through a search are demarcated by a magnifying glass icon, while companies that were referred to 
your firm by another team are listed by the referring team’s name. Note that information about a 
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company is only valid for the year in which it was found. For example, if you found a company in 
Year 1 but decided not to invest in it, then in Year 2—before you could create a term sheet—you 
would either need the Lead Investor (if there is one) to refer it to you or locate it again by conducting 
a new company search.  

 

 
 

Prior to conducting searches, you will first want to check the Found and Referred Companies page to 
see if anyone has sent your team referrals. (Just because someone has referred a company to you does 
not mean that you have to invest in it!) Depending on the quality of the companies referred, however, 
you may not feel that you even need to search for additional investment opportunities. 
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Reviewing Company Details 

Clicking on a company name on either the Search Results page or the Found and Referred Companies 
page will bring up the Company Details page for that company.  

 
 

The Company Details page includes a summary of the company’s fund raising request (#1 above), 
the company’s financial history (#2), and the company’s Valuation Forecast for the Following Year (#3).  
Presuming the company receives adequate financing and neutral market conditions, the Valuation 
Forecast provides a projection of the company’s growth potential over the following year. Put another 
way, information provided by company management has been distilled into a range of multiples of 
post-money valuation, and their respective probabilities. Note that many factors (the terms of the 
final deal, any debt or dividends that are added, overall market conditions, etc.) will affect the actual 
company performance that is achieved.  

Once you have reviewed the information on the company detail page, you can refer the deal to 
another team and/or create a Term Sheet on the company.  
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Referring a Deal 

If you would like to refer a company to another team, navigate to the company page and select the 
team name from the dropdown menu in the top right corner of the page and click the Refer button. 
You will then see a referral confirmation (see below). Remember that referring a deal to a team 
merely enables that team to see the company’s details. It is up to the recipient team to decide whether 
or not to invest.   

 
 

Creating a Term Sheet 

To create a term sheet, click on the green Create Term Sheet button in the upper right hand corner 
of the Company Details page.  
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Term Sheet Options 

When creating a term sheet, you are required to specify eight terms and conditions that both 
define the ranges of a possible investment and allow you to set limits on your team’s participation.  

 
 

 
1. Pre-money valuation: The pre-money valuation starting bid is the current value your team 

places on the company prior to any investment (that is, the price you would like to pay). The 
final pre-money valuation, set during deal finalization in Phase 2, will be used to determine 
the share price and ownership percentage of the company your fund will ultimately own. 
While bidding for a deal, pre-money valuations are one of the most important factors 
companies evaluate when selecting a team as Lead Investor. A higher pre-money valuation 
will be more attractive to the company, but will result in a higher share price and lower 
ownership percentage for investors. Conversely, a lower pre-money valuation will be more 
lucrative for investors, but will be less appealing for the company, and may result in the 
business selecting another team as its Lead Investor. Note that if your team is selected as the 
lead investor, you will only be allowed to adjust your valuation to a new value that is no less 
than 10% below your original bid.  This represents the haggling that often occurs after a term 
sheet is signed. 
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2. Total Investment Size: The total investment size is the total amount of capital you are 
promising to arrange for the deal if the company selects you as its Lead Investor, or, if 
creating a syndicate term sheet, the total funds the group of PE firms will arrange. If selected, 
you will need to arrange at least this much capital during Phase 2 in order to close the deal. 
Capital can be provided from your own fund, or by arranging debt (if available), or from 
other team's funds (fill equity), or by asking the sellers of the firm to 'roll' some of their 
equity. Note that seed and early stage venture capital deals usually have 100% rolled equity. 
In other words the current owners/founders sell no shares and instead roll all of their equity 
into the deal. If investing in a transaction with less than 100% rolled equity, take care to 
ensure you can arrange sufficient capital to fund both any needed capital injection into the 
company and to purchase the equity that is not being rolled over by the founders. 
Additionally, if a company wants a lot of money, you may only want to put in a smaller 
amount and it’s perfectly OK to do so. You may also want to refer the company to some other 
teams and solicit additional funds from other teams to ensure the company is fully funded 
without unduly burdening your own fund.  
 

3. Funding Source: The selected fund is the fund your final equity contribution (specified in 
Phase 2) will be deducted from if the deal is finalized. Note that initially most PE firms only 
have one fund but as the simulation progresses and new funds are raised PE firms may be 
investing out of more than one fund. The amount listed represents the current amount of 
available capital, without accounting for any outstanding deals that have yet to be finalized 
for the current year.  

 
4. Founder Rolled Equity: Rolled Equity is the portion of the existing company that founders 

will carry over into the post-investment structure. For example, if a company has a pre-
money valuation of $10M and the founders rollover 75%, they will own $7.5M worth of the 
post-investment company and are "taking money off the table" by selling the remaining 
$2.5M or 25%.  Transactions with less than 100% rolled equity offer investors greater 
ownership at the price that they must arrange additional capital, to both fund the company’s 
needs (injected capital) and buyout existing owners. In the simulation, you are required to 
propose a range of acceptable rolled equity values in Phase 1 and then select a final rolled 
equity percentage during deal finalization in Phase 2.  Note that the proposed range must be 
within the range displayed in the Terms suggested by company box.  

 
5. Willing to be a fill investor: You must decide whether or not you are willing to be a Fill 

investor. That is, if another team wins the deal as Lead Investor, would you still like to be 
involved. If selected as “Yes”, and if the deal terms (liquidation preference, participation, etc.) 
are compatible with the lead’s term sheet, the lead investor will have the option during deal 
finalization (in Phase 2) of including an equity contribution from your team up to the amount 
specified by your Max Equity Amount if Fill value (see below).  

 
6. Minimum Reputation for Lead: Sometimes, one would only want to be invested in a deal as 

a Fill if the lead has a certain reputation, but in other cases you might want a piece of the deal 
regardless of the lead’s reputation. You can use the Minimum reputation for lead drop down to 
select a minimum reputational threshold for other teams above which you would be willing 
to be considered as a potential fill investor. 
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7. Max Equity Amount if Fill: If your team is not selected as the Lead, the max fill size is the 
maximum amount of equity your team would be willing to contribute to a deal orchestrated 
by another team.  

 
8. Liquidation Preference: The liquidation preference is a provision within a preferred stock 

agreement that insures that investors have seniority over common stock holders with respect 
to any dividends or payments in association with the liquidation of the company. At the time 
of a liquidity event within the simulation, an investor with a 2x liquidation preference would 
be entitled to either twice the cost basis of its initial investment or a portion of the proceeds 
based on its ownership percentage (whichever is larger). For example, if a team invests $10 
million to purchase 50% of a company with a 2x liquidation preference, and that company 
later liquidates for a total sale price of $25 million, the liquidation preference would ensure 
that the investors were entitled to the first $20 million of proceeds from the sale. 
Alternatively, had the company liquidated for $100 million, the investors would still be 
entitled to 50% ($50 million) of the total proceeds. Liquidation preferences are generally 
favored by investors but disliked by entrepreneurs, as they can result in larger payouts to 
investors at the expense of other equity holders. Note the use of 2x and 3x liquidations preferences 
is not allowed on mature or early revenue stage companies.  

 
9. Participation: The participation option is a deal term that grants investor participating 

preferred stock where, under certain conditions, the holder receives both the return of the 
original investment (based on the liquidation preference) and a share of the company’s equity 
based on its ownership percentage at the time of sale. For example, if a team invests $10 
million to purchase 50% of a company with a 2x liquidation preference and participation, and 
that company later liquidates for a total sale price of $25 million, investors would be entitled 
to both the first $20 million (from the liquidation preference) and 50% of the remaining $5 
million, for $22.5 million overall. Similar to liquidation preferences, participation provisions 
are lucrative to investors at the expense of common stock holders. Note that the use of 
participation is not allowed on mature or early revenue stage companies. 

 
10. Anti-dilution: A deal term that adjusts upward the number of shares (or percentage of the 

company) held by the holders of the preferred shares if the firm subsequently undertakes 
financing at a lower valuation than the one at which the preferred investors purchased the 
shares. Full ratchet anti-dilution ensures that the investor’s ownership percentage remains the 
same as if it had occurred at the new, lower price. Weighted average anti-dilution compensates 
investors in earlier rounds for a lower price in a subsequent round based on the averaged 
price of each round weighted by the number of shares. Note that the use of weighted average and 
full ratchet anti-dilution provisions is not allowed on mature or early revenue stage companies. 
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Selection of Lead investors  

Lead investor status is selected based on a complex algorithm that recreates the deal selection 
process from a company’s perspective. Consider the example on the following page:  

 
 

In the simplified example displayed above, the company selects ABC Equity because it is offering 
more capital ($25 million vs. $20 million) and a higher pre-money valuation ($75 million vs. $65 
million), though in the actual simulation many additional factors are also considered (such as other 
terms and even reputation or market heat). Therefore, to win the maximum number of deals, it is 
advantageous to offer company-friendly terms (that is, low anti-dilution, no participation, and a low 
liquidation preference). At the same time, a team must strike a balance between CEO-friendliness and 
its fiduciary duty to its limited partners (and the need to keep the general partners in the style to 
which they would like to become accustomed!). However, if you find yourself losing deals, you may 
want to review the terms you offer. 

Creating a Syndicated term sheet vs. referring a deal 

Syndicate-term sheets and referring deals are two different ways to share a deal. Referring a deal 
simply sends it to the team(s) you indicate on the pull-down list on the company details page. It is up 
to the recipients to decide whether they wish to invest, and on what terms (and if they do invest, up 
to the company to decide which team to select as Lead Investor status). You as the referring team are 
free to propose to invest or not, as you wish.  

 

Phase 1 Final InvestmentGame Crank Phase 2

ABC Equity

Bid
$75M
$25M

Pre-$

ABC Equity submits a term 
sheet in Phase 1, offering 
to invest $25M at a pre-

money valuation of $75M. 
XYZ Capital submits a term 

sheet offering $20M at 
$65M. 

During the game crank 
following Phase 1, the 
company selects ABC 

Equity as its lead investor. 

During Phase 2, ABC 
Equity finalizes the deal, 

electing to include an 
investment from XYZ 

Capital as a Fill Investment.  

Following the completion of 
the investment, ABC Equity 
owns 15% of the company, 

while XYZ Capital owns 
10%.  

Lead

ABC Equity

Bid
$75M
$25M

Pre-$

XYZ Capital

Bid
$65M
$20M

Pre-$

Fill

XYZ Capital

Bid
$65M
$20M

Pre-$

Final Deal

$25MEquity

Fill

XYZ Capital

Equity
$75M
$10M

Pre-$Lead

ABC Equity

Equity
$75M
$15M

Pre-$

Final Valuation 

$75M

Investment

Post-Money

$25M

$100M

Pre-Money

Ownership

10%XYZ Capital

Founders

ABC Equity

75%

15%
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Alternatively, creating a syndicate term sheet is a multi-stage process. After you and your 
syndicate partners have established that you want to invest as a group, you must then decide on the 
deal parameters. One team then creates a single syndicate term sheet (selecting Syndicate as the term 
sheet type, as displayed above) and selects the names of the co-investing teams in the list of teams 
under the syndicate tab.  

When you propose a syndicate term sheet, enter the combined total capital contribution that all of 
the named firms wish to see invested, including any debt if applicable. If the deal is finalized, the 
final equity amount (specified in Phase 2) will be divided equally between each of the named funds. 
As teams are selected and a total investment size entered, the Simulation displays the likely equity 
contribution per-team on the right-hand side, presuming the deal is finalized with no debt and no 
additional investors. Once the syndicate term sheet has been created, each of the named firms will 
receive a notification on their timeline tab. If all of the participating teams approve the proposed term 
sheet prior to the end of Phase 1, the joint-term sheet will be submitted to the company for 
consideration during the Phase 1 Simulation crank.  Note that you can propose a syndicated deal 
with teams that have not yet agreed to join, but if they do not approve the proposed term sheet before 
Phase 1 ends, then no term sheet will be offered to the company. 
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In the example above, ABC Equity bids $25 million via a two-team syndicate term sheet, 
proposing that each team will (if the deal is finalized) contribute $12.5 million in equity to the deal. 
XYZ Capital then reviews and approves the term sheet, enabling the term sheet to be submitted to the 
company for consideration (had XYZ Capital not approved the term sheet, no term sheet would have 
been submitted). We see in this case that the syndicate is selected as the Lead. Therefore, in Phase 2, 
ABC Equity then must finalize the deal. When the deal closes, both teams own 12.5% of the company 
and will profit equally from any returns. However, because ABC Equity created the syndicate term 
sheet in Phase 1, they remain the syndicate coordinator, and must input any portfolio management 
actions that either team wishes to enact on the company in future rounds.  

More generally, entering into a syndicated co-investment transaction requires coordination not 
only in submitting initial terms, but also in subsequent phases of the simulation. While lead status 
will be shared among members of a syndicate should it win the deal, only the team that enters the 
initial terms will be allowed to finalize deal terms, put the company up for funding in future rounds 
of financing, propose deal terms in these subsequent financing rounds, and mark the company for 
liquidation. There are significant benefits to syndicating with other teams, including preference in 
lead selection if one or more of the syndicate members have a high reputation (and potentially the 
elimination of a competitor), but there are important coordination issues to consider. 

Phase 1 Final InvestmentGame Crank Phase 2

ABC Equity & 
XYZ Capital

Equity
$75M
$25M

Pre-$

ABC Equity creates a 
syndicate term sheet in 
Phase 1, naming XYZ 

Capital as a co-investor. 
Prior to the end of Phase 1,  
XYZ Capital then reviews 

and approves the term 
sheet.  

During the game crank 
following Phase 1, the 
company selects the 

syndicate term sheet as 
Lead.  

 ABC Equity finalizes the 
deal in Phase 2, with the 
$25M of equity being split 
evenly between the two 

teams ($12.5M from each).   

Following the completion of 
the investment, both teams 
own 12.5% of the company.

Lead

ABC Equity & 
XYZ Capital

Equity
$75M
$25M

Pre-$

Final Deal

$25MEquity

Lead

ABC Equity & 
XYZ Capital

Equity
$75M
$25M

Pre-$

Final Valuation 

$75M

Investment

Post-Money

$25M

$100M

Pre-Money

Ownership

12.5%XYZ Capital

Founders

ABC Equity

75%

12.5%

DRAFT

ABC Equity 

XYZ Capital 

ABC Equity & 
XYZ Capital

Equity
$75M
$25M

Pre-$

APPROVED
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Phase 2 Actions 

During Phase 2, navigate to the Timeline tab to review the results of the Phase 1 Simulation crank. 
If your team has been selected as Lead Investor on any deals, click the show details link to view and 
finalize the proposed term sheet(s).  

 
 

To put a deal together, the Lead investor can change a number of variables: the overall pre-money 
valuation, the equity contributions from itself and other teams, the final rolled-equity percentage et 
cetera. You can adjust these figures either to configure the best deal or to include compatible term 
sheets from other investors. You can achieve this on your own, by arranging debt for the company (if 
the company has debt capacity), by including Fill investors, or through a combination of these 
options. If you are the Lead, you can click the Finalize Deal button to lock in the final deal, or click the 
Drop Deal button to abandon it. If the deal has Fill Investors identified, you should consult with them 
before dropping it. Also be advised that you will be asked to supply a reason for this decision, as the 
unexpected collapse of a deal can badly affect the company’s prospects and your team’s reputation. 

A Fill can submit a new term sheet at this point, either at the request of the Lead or simply to 
correct an incompatibility. Some term sheets may be incompatible not because of the funding or 
valuation ranges but because of terms: a Lead may have more generous terms than those offered by 
the potential Fill. In any case, the Lead can ask the Fill, or the Fill can simply choose to submit a 
compatible term sheet. The term sheet that the potential Fill will see is pre-filled with the relevant 
terms compatible with those of the selected Lead; the Fill will fill in the amount of money it wishes to 
invest and then submit the term sheet. A term sheet may also be incompatible due to reputation 
specifications—if the Fill is willing to invest with a lower-reputation Lead, the Fill can just submit 
another term sheet, which releases the limitation on reputation. If this is being done in real time, the 
Lead will need to refresh the screen in order to see the new term sheet, as the Simulation does not 
continuously refresh.  
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The Lead can take the full amount offered by the Fill, cut it, or abandon the entire idea of 
including the Fill. Of course, should a Lead invite one to be a Fill in an investment and then jilt the 
proposed partner, there may be issues between them in future deals. The Fill may, of course, decline 
the opportunity to participate. Note that the Lead is not obliged to use Fill investors. There may be 
reasons to keep the deal to oneself and equally good ones to share it.  

Adding Debt to deals 

As a lead investor, you may add debt to mature and early-revenue stage companies that are cash 
flow positive as part of deal finalization during Phase 2. Debt is assumed by the company and repaid 
from company revenues over a fixed six-year term. The interest rate and amount that can be 
borrowed are influenced both by the performance of the company and the reputation of its investors. 
Consider the following example:   

 

 
 

In the example above, ABC Equity and XYZ Capital both submit term sheets on a mature 
company in Phase 1. During deal finalization in Phase 2, after ABC Equity has been awarded lead 
status on the company, ABC Equity elects to arrange a $10M loan in addition to its $15M equity 
investment, which the company will then repay over the following six years. Adding debt enables 
ABC Equity to fulfill the company’s capital needs without offering an equity stake to XYZ Capital (its 
archrival!), and ABC Equity is able to reject their offer of a fill investment.  

Exchanging equity for debt is not a risk free substitution. Adding debt to a company will affect its 
future performance. Additionally, should the company be liquidated (either intentionally or 
unintentionally) while carrying debt, the debt will be repaid before any gains are returned to ABC 
Equity. Creditors are not known to look kindly on investors involved with companies that liquidate 
without fully repaying their debt! 

Phase 1 Final InvestmentGame Crank Phase 2

ABC Equity

Equity
$75M
$15M

Pre-$

ABC Equity submits a term 
sheet in Phase 1, offering 
to invest $15M at a pre-

money valuation of $75M. 
XYZ Capital submits a term 
sheet offering $10M at the 

same valuation. 

During the game crank 
following Phase 1, the 
company selects ABC 

Equity as its lead investor. 

During Phase 2, ABC 
Equity finalizes the deal, 
rejecting the investment 

offer from XYZ Capital and 
instead adding $10M in 

debt. 

Following the completion of 
the investment, ABC Equity 

owns 16.6% of the 
company, and the company 

will be required to pay off 
the loan over the next 6 

years.

Lead

ABC Equity

Equity
$75M
$15M

Pre-$

XYZ Capital

Equity
$75M
$10M

Pre-$

Fill

XYZ Capital

Equity
$75M
$10M

Pre-$

Final Deal

Debt $10M
$15MEquity

Lead

ABC Equity

Equity
$75M
$15M

Pre-$

Final Valuation 

$75M

Investment

Post-Money

$15M

$90M

Pre-Money

Ownership

Founders

16.6%

83.3%

ABC Equity

Fill

XYZ Capital

Equity
$75M
$10M

Pre-$
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Managing Your Portfolio 

Click on the portfolio tab to view the list of companies you are currently actively invested in. On 
the portfolio page, companies shaded in red are “in distress,” meaning that there is a high likelihood 
of the company going bankrupt within the year without additional financing. Clicking on a company 
name in your portfolio will bring up the Company Details screen. If you are a Lead investor, this 
screen allows you to fire the current management team (Change Management), issue Dividends 
(under certain conditions), issue additional management option shares, arrange an additional round 
of financing for the company, or liquidate it. 

 
 

Changing Management 

One of the ways that investors manage their companies is by replacing management teams. On 
the Company Details screen in Phase 1, the Lead investor can choose to change out the management 
after the company has been in the portfolio for at least a year, giving the investors time to become 
convinced of management’s ineptitude. Note that this will cost 10% of the value of the company, 
deducted from the team’s fund. Moreover, just as in real life, there is no guarantee that this change 
will actually improve results. The quality of the incoming management team will be randomly 
chosen from those available. Just as in real life, excessive management changes will tend to reduce a 
firm’s reputation. 
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Dividends 

Companies that have positive cash flow are candidates for both debt and dividending. In both 
cases, the amounts that can be borrowed or paid out are influenced by the performance of the 
company and the reputation of its investors. Both of these decisions will affect the company’s 
prospects and both can only be taken by the Lead once the company is in its portfolio (that is, the 
company just found in a Phase 1 search cannot have debt applied or dividends taken because the 
Lead has not yet been determined). When dividending is available, an issue dividends option will be 
available on the detail page for the company.  

 

 
 

Clicking disburse will issue a dividend, to be paid proportionally to all owners of the company at 
the end of the current year. (If you issue a dividend you will see it show up in your fund accounting 
at the beginning of the following year.)  
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Management Option shares 

 
 

The Lead investor can issue additional management option shares, either during deal finalization 
(left screen shot) or after a company is in its portfolio (right screenshot). Option shares are used to 
reward or attract employees to the company and, by giving management a sense of ownership in the 
company, can be a performance motivator that affects company outcomes. To know how much of the 
company is owned by management, you need to check the Company Details page.  When a company 
is liquidated, any granted options will reduce the investors’ ownership. At the same time, investors 
who consistently stiff their management teams may find it difficult to attract quality entrepreneurs. 

Re-Financing Companies 

 

 
 

Lead Investors have the option of arranging additional rounds of financing for their companies. 
Refinancing is a two-step process. First, in either Phase 1 or Phase 2, the Lead investor must propose 
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the terms of a follow-on round of financing. Second, based on these preferences, a term sheet is 
generated that must be finalized in Phase 2.  

Note that follow-on rounds of financing can be just as complex as first-round investments, 
combining equity from multiple teams (via fill investments or syndicate term sheets) and adding in 
debt for companies that qualify. However, unlike first round investments, the Lead investor who 
puts the company up for financing will always be selected as Lead investor for the follow-on round. 
However, if the Lead investor finalizes a follow-on round where other investors are investing larger 
sums of equity than the current Lead Investor is, it is possible for the refinancing to result in a change 
in the majority ownership-status, leading to a change of the company’s lead investor in the following 
year. 

 
 

Depending on the type of company, and the phase of the Simulation, there are up to five different 
attributes to propose on the refinance screen:  

 
1. Term sheet type: During Phase 1, you have the option of proposing joint follow-on 

investment via a syndicate-term sheet. Just as with other types of syndicate term sheets, these 
must be proposed by the lead investor and then approved by all named teams prior to the 
completion of Phase 1. (Follow-on syndicate term sheets cannot be proposed in Phase 2.) 

2. Terms suggested by the company:  These are the terms that the company’s management is 
suggesting. Pay particular attention to the Injected Capital Wanted value. As Lead Investor, 
you have the option of modifying this amount (either up or down) prior to proposing the 
follow-on investment by adjusting the Total Investment Size value.  

3. Pre-money valuation: This is the valuation that the deal will be conducted at. During a 
refinancing, you are not allowed to alter it.  
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4. Total Investment Size: This is the amount of money you (or the syndicate group, if a 
syndicate term sheet is being used) would like to contribute to the company in the follow-on 
round. This amount represents the amount of capital you will need to arrange in Phase 2 
from your own fund, Fill investors, or debt, if available.  

5. Funding source: This is the fund that the refinancing equity will be drawn from. It does not 
need to be the same fund as was used for the company in prior financing rounds (although in 
the real world it almost always is).  

6. Deal terms: For Startup and Developing stage companies, you have the option of changing 
the proposed liquidation preference, anti-dilution preference, and participation options. 
These options are disabled for Early Revenue and Mature stage companies. 

 

Marking Companies for Liquidation 

 
 

Lead Investors have the option of exiting their investments by marking their companies for 
liquidation. To sell a company, enter a reserve price and click the Mark Company for liquidation button 
on the company’s detail page. If the company’s total valuation achieves the marked value, the 
liquidation will automatically occur at the beginning of the following year. Liquidation events can be 
negative (that is, the fund loses money) or positive (the fund makes money). If a company has been 
performing poorly, even if it has adequate funds, you can mark it for liquidation and set a low (or 
zero) value as the minimum price. As long as the end of year valuation is equal to or greater than the 
minimum outcome (which, if zero, means any value at all), the company will be liquidated.  

It is important to understand that the reserve price is a threshold that determines whether the sale 
occurs, not the final price for which the company is actually liquidated. For example, if you mark a 
company for liquidation with a $0 reserve price, your firm will still receive its pro rata share of the 
liquidation proceeds based on the final company valuation at the end of the year.  

Additionally, even if you set a non-zero reserve price, there is still a possibility that the company 
will liquidate for less than that amount. In real life, a firm may be shopping a company for $40 
million, only to have it either go bankrupt or receive an offer that’s “good enough”— $30 million, say 
—that they will accept it. On the other hand, the company may stay in your portfolio. Moreover, 
liquidity events can also happen without investor intervention, just as occurs when a company 
suddenly goes bankrupt or is purchased. Although you may not receive a positive return on your 
investment in this scenario, you may free up resources in terms of time to focus on more promising 
opportunities. 
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The Phase 2 simulation Crank algorithm processes dividends and investment transactions first 
and then liquidates them later. Thus, if you are putting a company out for liquidation with a non-
zero value (that is, you think it’s worth something), you should be sure it has enough money (via a 
follow-on investment, if needed) to continue through the end of the current year in case others do not 
value your company as highly as you do!  

Calculating IRR 

The simulation reports two measures of IRR: Realized and Unrealized. Realized IRR takes all the 
actual fund inflows and outflows (investments, dividends, management fees, and liquidation 
proceeds) for all companies that have been liquidated at the end of each year and calculates the 
overall IRR. Unrealized IRR adds into that calculation the investments for non-liquidated companies 
and the current unrealized value of the companies in your team’s portfolio, and subtracts any debt 
that they carry. For example, consider a team that invests $50 million of a $100 million fund in Year 1. 
In Year 2, none of the investments have been liquidated and their portfolio is now worth $75 million, 
a 50% year-over-year increase. However, this team’s Unrealized IRR would not be 50%. Rather, the 
fund flows considered within the Simulation would be -$52 million for Year 1 (accounting for the 2% 
management fee in addition to the investments) and +$73 million ($75M - $2M) in Year 2, or an 
Unrealized IRR of ~40%.  
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Monitor Your Team Funds 

On the Fund history page you can track various transactions that affect the balance in your fund 
and for your companies (in dollars). Note that transactions are only logged at the end of each 
simulation year. If you finalize a deal in Phase 2 of Year 1, you would only see it reflected in Phase 1 
of Year 2.  

 

Asking Further Questions 

Additional questions may arise as you play the simulation. Your first source of answers is this 
guide (see also Exhibit 1 for Frequently Asked Questions). Next, you may want to consult the 
Learning Hub where new issues and insights will be noted and new questions and answers listed. If 
your question is still unanswered, send an email to mrvcpe@hbs.edu. Finally, remember that VC is all 
about relationships and ask your classmates or your instructor.  
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Exhibit 1 Frequently Asked Questions 

Question Answer 
Given our stage neutral strategy, we may want additional 
funds to invest. When and how can we explore this option? 

You can ask for more funds at any time. Just put together a slide 
show of no more than three slides raising money and email it to 
the simulation administrators (mrvcpe@hbs.edu). Make the case 
for raising your next fund. 

Another option is to use leverage by adding debt up to the 
predetermined debt capacity (shown in Company Metrics for 
each company) if the company is leveragable. As a stage-neutral 
company, one option will be using leverage on your later-stage 
companies. 

During the dry run I just eyeballed the outcomes tables, but it 
would  be  nice  if  we  had  an  excel  tool  (we’ll  probably  make  
one ourselves) and some easy way to chug outcomes tables 
with simple arithmetic to get an expected value. Ideally we 
could modify the VC Simulation software to show us that 
expected value right away (and a ratio of price to expected 
value) on the main screen—ideally  we’d  have  a  way  to  
program that in, so other teams could only do it if they figured 
it out. 

What analytics you invent and use are up to you.  

  

It would be helpful to have an online glossary of terms 
available through hotlinks so that players can look up 
definitions and meanings on the fly. 

We have added a glossary to the Simulation (see the glossary 
tab.) A Note on Private Equity Securities (Josh Lerner and Felda 
Hardymon, HBS Case No. 200-027) will also help. If there are 
simulation-specific  terms  that  you  don’t  understand and that 
neither resource answers, send an email to: mrvcpe@hbs.edu 
and  we’ll  add them to the glossary. 

 
How will simulation participation be measured for our grade?  Simulation participation will be measured by observing thoughtful 

active participation—how do you react to changes in 
environment, how do you follow/shift your strategy, how do you 
interact with others, etc.? The simulation has a number of reports 
that provide us with this information. 

  

I added debt to a company and the outcomes table shifted. 
Why? 

When a company is leveraged, it has to come up with a set 
amount of interest and principle every year to repay the loan. 
This increases its exposure to changes in revenue generation 
and adds another layer of more senior creditors to the preference 
stack.  Thus,  it’s more risky for the PE investors and the 
outcomes table shifts to reflect this. 

What is the difference between a syndicate partner and a Fill 
investor? Is the syndicate partner on more equal investment 
terms than a Fill investor? Can other teams force you to be a 
syndicate partner without your knowledge? If so, how do you 
protect against this? 

Two or more syndicate partners go into the deal on the same 
term sheet and as equals (though the one who takes the 
responsibility to put in the term sheet has the responsibility of 
putting the deal together if the term sheet becomes the lead 
investor term sheet). So if a syndicate gets a lead, they are all 
treated as leads. You cannot be put on a term sheet as a 
syndicate without your permission.  

A Fill investor is a non-lead investor whose term sheet is used to 
fill out a deal. A Fill investor shares in the economic benefits 
relative to its ownership, but can only influence how the deal is 
managed by talking to the lead investor. Note that a syndicate 
term-sheet with several co-investors on it could also be a Fill 
term sheet. This means the syndicate would be willing to fill if 
they do not win the deal. 

mailto:mrvcpe@hbs.edu
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What, precisely, does the valuation forecast show? We 
assume it measures long-term expectations of future 
enterprise value as a multiple of post-money (using the 
suggested deal terms). Is that right or is it a one-year 
expected return or something else? We need to know so we 
can build a model. 

The valuation forecast is the one year expected value change 
measured in post-deal  valuation  turns  (i.e.:  “2”  means  2  times  
post  deal  valuation  or  100%  accretion;;  “0.6”  means  0.6 times 
post deal valuation or 40% decrease in value), assuming that the 
company is adequately funded. 

 
It might make the simulation more realistic to have the 
liquidation preference multiples increase by .1 or .25 instead 
of the full 1 - but I realize this may complicate running the 
simulation... 

 

I’m  not  aware  of  liquidation  preferences being negotiated in 
anything other than integral increments. We chose those 
increments to mimic real practice. It may make sense to do as 
you suggest – that would be a good security for someone to 
invent! 

My team invested in Year 1 with participation and 2x 
liquidation preference. In Year 3, the company came up for 
investment and we did not invest. In Year 5, the company 
went liquid at a nice gain. How does the liquidation payout 
work? 

 

In sequence the algorithm pays off the debt. It then analyzes 
each round to determine whether the investors in that round 
would be better off converting their preferred stock into common 
stock or taking its liquidation preference. Then it takes the total 
pool of liquidation preferences (note the assumption in the 
simulation is pooled preferences as opposed to last in–first out 
preferences). Then pays out the pool on a pro-rata basis. If the 
pool gets completely paid out and there is money remaining, the 
common stock is paid. In all cases, management shares are 
calculated as if converted.  

My  team  has  not  won  any  deals/isn’t  lead  on  any  deals.  
Why? 

Try looking at the deals you offer(s) from  the  company’s  point  of  
view – these  companies  are  trying  to  do  what’s  best  for  them,  
just as occurs in real life. You may want to try co-investing with 
teams that have higher reputations. Also, at least initially, you 
may want to be sure that you are trying to invest in companies in 
your sector.  

  

Why did my company go out of business? It had plenty of 
money! 

Sometimes  that’s  just  life  – a company can be doing well and 
have raised lots of money, only to have its technology hit a wall 
or its biggest customer change suppliers. These things happen in 
real life. 

I wanted to pay some dividends and my company has plenty 
of money but the simulation won’t  allow  it.  What’s  up? 

The ability to pay dividends is predicated on a number of factors, 
including  management’s  sense  of  the  reliability  of  its  investor  
team. If management thinks that the investment consortium has 
a tendency to drain its companies of cash, they are less likely to 
allow them to pay out a dividend.  

All of a sudden, all my companies have regressed – the 
management  teams  are  worse  and  they’re  doing  really  badly.  
What happened? 

I tried to Fill in an Internet company that specified a minimum 
3 reputation. I had a reputation of 3 in Energy and Emerging 
Markets. Why was my term sheet incompatible? 

Ah,  you’ve  fallen  victim  to  the  Groucho  Marx syndrome—you 
wouldn’t  want  to  be  in  any  company  that  would  have  you  as  an  
investor. Think about it. 
Just as in real life, your reputation falls when you invest outside 
your areas of expertise. Ask the Lead if you may resubmit a term 
sheet. 

Source: Casewriters. 
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