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Multiple Choice Questions

1. When raising money to launch new businesses, the entrepreneurial segment of the nation’s economy:

a) needs $170 billion per year in seed capital to fuel its growth.

b) finds it easier every year to find risk capital.

c) is spending less time and finding more money than in the past decade.

d) knows where to find it, as traditional sources are full of venture capital.

Answer a
 (Introduction
Page 436)

2. Unlike entrepreneurs of the past, today’s entrepreneurs:

a) are finding more government interest and funding for business start-ups than ever before.

b) find fewer closed doors as small business start-ups have become less risky.

c) have to piece their capital together from several sources.

d) are spending nearly 75% of their time raising capital.

Answer c
 (Introduction 
Page 437)

3. When raising start-up money, most entrepreneurs are looking for:

a) $10 million or more.

b) $7.5-5 million.

c) $5 to 3.5 million.

d) less than $1 million.

Answer d
 (Planning for Capital Needs 
Page 437)

4. _______ is any form of wealth used to produce more wealth.

a) Debt

b) Equity

c) Capital

d) Capacity

Answer c
 (Planning for Capital Needs 
Page 438)

5. Tien is looking for capital to purchase new buildings and equipment for her small manufacturing company. Tien is looking for ____ capital.

a) Working

b) Fixed

c) Growth

d) Asset-based

Answer b
 (Planning for Capital Needs 
Page 438)

6. _______ capital is the pool of temporary funds of the business used to support the normal operation of the business on a short-term basis.

a) Growth

b) Fixed

c) Equity

d) Working

Answer d
 (Planning for Capital Needs 
Page 438)

7. The money Bert uses to build inventory for the upcoming Christmas season would be classified as _________ capital.

a) Growth

b) Working

c) Fixed

d) Efficiency

Answer b
 (Planning for Capital Needs 
Page 438)

8. ________ financing includes the personal investment of the owners and is often called "risk capital."

a) Equity

b) Asset-based

c) Debt

d) Growth

Answer a        (Sources of Equity Financing 
Page 438)

9. The most common source of equity funds used to start a small business is:

a) private investors or "angels."

b) loans from commercial banks.

c) the entrepreneur's pool of personal savings.

d) public stock issues.

Answer c
 (Personal Savings 
Page 440)

10. An advantage of using friends and relatives as investors is that:

a) they tend to be more patient.

b) they take a lower return.

c) they don't want controlling interest in the company.

d) they don't tend to have unrealistic expectations.

Answer a
 (Friends and Family Members 
Page 440)

11. When receiving investment money from friends and relatives entrepreneurs should:

a) use a clear verbal contract to ensure no misunderstandings.

b) only borrow from close friends and relatives who won't cause them trouble.

c) discuss all the details of the investment up front.

d) not borrow more than 30% of the necessary capital from them.

Answer c
 (Friends and Family Members 
Page 441)

12. A disadvantage of using friends and relatives as investors is:

a) they tend to demand more stock options.

b) familial seniority often conflicts with the “chain of command”.

c) they require more leniency with benefits and pay.

d) unrealistic expectations or misunderstood risks destroy friendships or family relationships.

Answer d
 (Friends and Family Members 
Page 440)

13. Private investors, or “angels,” are often:

a) wealthy individuals.

b) entrepreneurs.

c) persons who invest in business startups in exchange for equity stakes in the companies.

d) all of the above.

Answer c
 (Angels 
Page 441)

14. The largest single source of external equity capital for small businesses is:

a) angels.

b) venture capitalists.

c) Small Business Administration loans.

d) commercial bankers.

Answer a
 (Angels 
Page 442)

15. Most "angel" investments:

a) are for growth or fixed capital.

b) are for between $10,000 and $2,000,000.

c) come from international or foreign investors.

d) are seeking a high and quick return on their investment.

Answer b
 (Angels 
Page 443)

16. "Angels":

a) are hard investors to please. Nearly 70% are dissatisfied with their investment.

b) tend to be easy to get money from as they accept nearly 60% of the opportunities presented.

c) have an average of $150,000 invested in 3.5 firms at any given time.

d) only finance deals requiring over $1 million in capital.

Answer c
 (Angels 
Page 443)

17. When looking for an angel, the key is:

a) networking.

b) using the SBA as a contact point.

c) searching the web.

d) using business incubators' computer matching services.

Answer a
 (Angels 
Page 444)

18. When structuring a deal with an "angel," an entrepreneur should remember that:

a)  “angels” tend to prefer a controlling interest in the business.

b) the deal needs an annual return of 60–75%.

c) “angel” money is patient, often waiting seven or more years to cash out.

d) they prefer to earn their returns through dividends and interest.

Answer c
 (Angels 
Page 445)

19. Private "angel" investors tend to:

a) take 80% ownership by the time the company goes public.

b) provide seed money and less than $500,000.

c) look for returns of 60–75%.

d) only finance projects within their local area or region.

Answer d
 (Angels 
Page 445)

20. One important intangible yet highly important advantage an investment from a large corporate partner gives a start-up is:

a) credibility.

b) success.

c) power.

d) none of the above.

Answer a
 (Corporate Venture Capital 
Page 446)

21. A/An ____ is a private, for-profit organization that purchases equity positions in young businesses that will potentially produce returns of 300 to 500 percent over five to seven years.

a) commercial bank

b) venture capital company

c) “angel”

d) SB-1 filing

Answer b
 (Venture Capital Company 
Page 447)

22. The minimum investment venture firms seek to make is in the range of:

a) $10,000 to $3,000,000.

b) $50,000 to $500,000.

c) under $250,000.

d) $1,000,000 to $10,000,000.

Answer b
  (Venture Capital Company 
Page 448)

23. Although there is no limit on the amount of stock it can buy, a typical venture capital firm will purchase _____ of the ownership in a small firm.

a) 10–20%

b) 50–60%

c) 80–90%

d) 15–40%

Answer d
 (Policies and Investment Strategies 
Page 448/)

24. Most venture capitalists purchase ownership in a small business through:

a) a common stock or convertible preferred stock.

b) an ESOP.

c) loans with an option to buy stock.

d) a general partnership.

Answer a
 (Policies and Investment Strategies 
Page 448)

25. The two factors that make a deal attractive to venture capitalists are:
a) effective marketing strategies and networking opportunities.

b) high returns and a convenient (and profitable) exit strategy.

c) high returns and networking opportunities.

d) a convenient and (profitable) exit strategy and effective marketing strategies.

Answer b
 (What Venture Capitalists Look For 
Page 451)
26. Venture capitalists look for all of the following except:

a) competent management.

b) industry stagnation.

c) viable exit strategy

d) competitive edge

Answer b
 (What Venture Capitals Look For 
Page 451)
27. Venture capitalists look for _______ as the most important ingredient in the success of any business.

a) innovation

b) a growth industry

c) a competitive edge

d) competent management

Answer d
 (What Venture Capitalists Look For 
Page 451)
28. Less than ___% of all U.S. companies are publicly held corporations.

a) 1

b) 5

c) 10

d) 12

Answer a
 (Public Stock Sale 
Page 453)
29. When taking a company public, investment bankers look for:

a) a leading position in a stable market.

b) 3 to 5 years of audited financial statements.

c) a strong record of revenues.

d) a moderate growth rate.

Answer b
 (Public Stock Sale 
Page 453)

30. One of the biggest advantages of going public is:

a) the ability to attract low cost equity funding.

b) the ability to retain control while gaining maximum funding.

c) better employee morale and productivity.

d) enhanced credibility and improved corporate image.

Answer d
 (Public Stock Sale 
Page 453)

31. Probably the biggest disadvantage of "going public" to the entrepreneur is the:

a) dilution of ownership interest.

b) diminished corporate image.

c) future threat of being acquired through the use of stock.

d) loss of key employees.

Answer a
 (Public Stock Sale 
Page 454)

32. For the typical small company, the cost of a public stock offering is approximately ___% of the capital raised.

a) 4

b) 12

c) 50

d) 35

Answer b
 (Filing Expenses 
Page 455)

33. The largest cost in a public stock offering is:

a) printing expenses.

b) filing fees with the SEC.

c) the underwriter's commission.

d) legal fees.

Answer c
 (Filing Expenses 
Page 455)

34. The single most important ingredient in making a successful public offering is:

a) choosing a capable underwriter.

b) negotiating a favorable letter of intent.

c) preparing a suitable registration statement.

d) filing Regulation D with the SEC.

Answer a
 (Choose the underwriter 
Page 456)

35. In a public offering, the underwriter:

a) advises the owner as to the best structure of the business going into the sale.

b) serves as an adviser and consultant to the small business in preparing the registration statement for the SEC.

c) is bound to the offering until it is executed.

d) is listed as one of the officers of the company.

Answer b
 (Choose the underwriter 
Page 456)

36. The document outlining the details of the agreement between the entrepreneur and the stock underwriter is called:

a) Regulation D.

b) a filing.

c) the letter of intent.

d) the registration statement.

Answer c
 (Negotiate Letter of Intent 
Page 457)

37. Under a _________ agreement, the underwriter agrees to purchase all of the shares in a company's public offering and then resells them to investors.

a) best effort

b) lock-up

c) final price

d) firm commitment

Answer d
 (Negotiate Letter of Intent 
Page 457)

38. To ensure an "aftermarket" for a company's stock, most underwriters prefer to offer a minimum of _________ shares.

a) 10,000 to 20,000

b) 100,000 to 150,000

c) 400,000 to 500,000

d) 1,000,000 to 1,500,000

Answer c
 (Negotiate Letter of Intent 
Page 457)

39. Most underwriters recommend selling _____% of a small company in an initial public offering IPO).

a) 8 to 10

b) 25 to 40

c) 55 to 60

d) 80 to 85

Answer b
 (Negotiate Letter of Intent 
Page 457)

40. A lock-up agreement:

a) prevents the sale of "insider" shares for a specific period of time—often 12 to 36 months—after an initial public offering (IPO).

b) prevents a small company from signing on with other underwriters to make an IPO.

c) prevents a company about to make an IPO from signing a union contract.

d) establishes the final price of the IPO so that it cannot fluctuate before the stock offering is actually made.

Answer a
 (Negotiate Letter of Intent 
Page 458)

41. When filing with the SEC, the initial registration statement:

a) prohibits a “road show.”

b) is filed without share price, proceeds, or commissions listed.

c) signals the time to sign the formal underwriting agreement.

d) is generally accepted without corrections by the SEC.

Answer b
 (File with the SEC 
Page 458)

42. The “wait to go effective” is the time period when:

a) the SEC registration statement is being prepared.

b) the underwriter decides what regulation to file under.

c) the firm prices the stock for the offering.

d) the company is waiting for SEC approval after filing the registration statement.

Answer d
 (Wait To Go Effective 
Page 458)

43. The formal underwriting agreement is signed:

a) on the last day before the registration statement becomes effective.

b) when the statement of registration is filed.

c) during the road show.

d) at the time of the letter of intent.

Answer a
 (Wait To Go Effective 
Page 458)

44. It typically takes ____ to take a company public.

a) 30 days

b) one year

c) 60 to 180 days

d) two weeks

Answer c
 (Wait To Go Effective 
Page 458)

45. __________ governs private placements and is designed to reduce the registration requirements for small companies going public.

a) Regulation D

b) Form SB

c) Form S-1

d) Regulation A

Answer a
 (Regulation D 

Page 460)

46. The Small Company Offering Registration SCOR):

a) is a simplified registration process designed to make it easier for small companies to make public stock offerings but it is more expensive than an S-1 filing.

b) has a capital ceiling of $10 million, and the price of each share must be at least $25.

c) filing uses a standardized disclosure statement in a question-and-answer format.

d) can be accomplished without a professional broker or securities firm.

Answer c
 (Regulation D Rule (504): Small Company Offering Registration SCOR 
Page 460)
47. The maximum number of shares a company can sell under a SCOR is:

a) 200,000.

b) 10,000.

c) 100,000.

d) 1,000,000.

Answer a
 (Regulation D Rule (504): Small Company Offering Registration SCOR 
Page 460)
48. A SCOR filing has a number of advantages to it, such as the fact that:

a) it can be used by partnerships.

b) it is recognized in every state.

c) a company may raise between $3 and $5 million per year.

d) there is no requirement for an audited financial statement if the offering is under $500,000.

Answer d
 (Regulation D Rule (504): Small Company Offering Registration SCOR 
Page 461)
49. In a Regulation D—private placement Rule 505 and 506—a company:

a) sells its shares directly to private investors.

b) "goes public" with under 10,000 shares.

c) registers its shares with the SEC.

d) must be licensed to do business in all 50 states.

Answer a
 (Regulation D Rules 505 and 506): Private Placements 
Page 461)
50. To qualify for a Rule 147 Intrastate public stock offering, a company must:

a) be a limited partnership.

b) file an SB-1 with the SEC 60 days before the offering.

c) derive 60% of its revenues in the state in which it makes this offering.

d) use 80% of the offering proceeds for business in the state in which it makes this offering.

Answer d
 (Intrastate Offerings Rule 147 
Page 461)

51. A foreign stock market that caters to small companies is:

a) OFEX.

b) the London Stock market.

c) the NASDAQ.

d) DPOX.

Answer a
 (Direct Stock Offering 
Page 462)

52. Typically, _______ is needed to purchase the business’s permanent or fixed assets.

a) Working Capital

b) Growth Capital

c) Fixed Capital

d) None of the above

Answer c
 (Fixed Capital 
Page 438)

53. Working capital can be calculated by:

a) Current Asset – Current Liabilities

b) Total Asset - Current Liabilities

c) Total Liabilities - Total Asset

d) Total Asset - Total Liabilities

Answer a
 (Working Capital 
Page 438)

54. Equity capital is also called:

a) Equity money

b) Stock money

c) Risk capital

d) None of the above

Answer c
 (Sources of Financing 

Page 438)

55. There is high possible sources of funding for a start-up and early business is:

a) Venture capital and Private Placement

b) Personal savings and retained earnings

c) Personal savings and partners

d) IPO and Regulation A

Answer c
 (Equity Capital Sources 
Page 439)

56. Small Company Offering Registration (SCOR) is best suited when a company is at:

a) Startup

b) Early

c) Expansion

d) Profitability

Answer d
 (Equity Capital Sources 
Page 439)

57. Regulation A is best suited when a company is at:

a) Startup

b) Early

c) Expansion

d) Profitability

Answer d
 (Equity Capital Sources 
Page 439)

58. Interstate offerings (Rule 147) is not best suited when a company is at:

a) Startup

b) Early

c) Expansion

d) Profitability

Answer a
 (Equity Capital Sources 
Page 439)

59. These _________ are wealthy individuals, often entrepreneurs themselves, who invest in business start-ups in exchange for equity stakes in the companies.

a) Venture capitalist

b) Rich family members

c) Angels

d) Public investors

Answer c
 (Angels 
Page 441)

60. Some suggestions for maintaining family relationships and friendships when borrowing for a business are:

a) Keep the arrangement strictly family

b) Borrow as much as you can

c) Oral contract as good as written contract

d) Treat the money as “bridge financing”

Answer d
 (Suggestions for Structuring Family and Friendship Financing Deals 
Page 441)

61. ______________ are private, for-profit organizations that purchase equity positions in young businesses they believe have high-growth and high-profit potential, producing annual returns of 300 to 500 percent over five to seven years.

a) Angel investors

b) Venture Capital Companies

c) Government Bonding  Investors

d) Corporate Venture Investors

Answer b
 (Venture Capital Companies 

Page 447)

62. Most Venture Capitalists look for:

a) Competent management

b) Competitive edge

c) Companies in growth industry

d) All of the above

Answer d
 (What Venture Capitalists Look For 

Page 451)

63. __________ is a key criteria that most venture capitalists look for:

a) Intangible factor

b) High working capital

c) Fair ROI

d) None of the above

Answer a
 (What Venture Capitalists Look For

Page 451)

64. ________ is when a company raises capital by selling shares of its stock to the general public for the first time.

a) Preferred stock selling

b) Rule 157 Offerings

c) IPO

d) All of the above

Answer c
Public Stock Sale (“Going Public” 
Page 453)
65. For an IPO, most investment bankers look for:

a) consistently high growth rates & strong record of earnings

b) three to five years of audited financial statements & a solid position in rapidly growing markets.

c) a sound management team and a strong board of directors

d) All of the above

Answer d
Public Stock Sale (“Going Public” 
Page 453)

True or False Questions
66. Choosing the right source of capital is as important as choosing the right form of ownership for the small business owner.

Answer T
 (Introduction
 
Page 436)

67. The problem with the lack of funding for start-ups is that the seed capital and funding sources just aren’t there.

Answer F
 (Introduction 

Page 436)

68. Layered financing is the process of piecing start-up capital together from a variety of sources rather than relying on a single source of funds.

Answer T
 (Introduction 

Page 437)

69. Seed capital for the entrepreneur is risk capital for investors.

Answer T
 (Planning for Capital 

Page 437)

70. Most entrepreneurs seeking money to launch their businesses need more than $1,000,000.

Answer F
 (Planning for Capital needs 
Page 437)

71. The owner of a small retail shoe store and the owner of a small furniture manufacturer would likely have very different capital requirements.  

Answer T
 (Working Capital 
Page 438)

72. Lenders of fixed capital expect the assets purchased to increase the borrowing firm's efficiency, profitability, and cash flows.

Answer T
 (Fixed Capital 
Page 438)

73. A small company needs fixed capital to expand and grow the business.

Answer F
 (Fixed Capital 
Page 438)

74. The need for growth capital is created by the uneven flow of cash into and out of the business due to normal seasonal fluctuations.

Answer F
 (Growth Capital 
Page 438)

75. The primary advantage of equity capital is that it does not have to be repaid with interest.

Answer T
 (Equity Capital 
Page 439)

76. The most common source of equity funds used to start a small business is an SBA loan.

Answer F
 (Equity Capital 
Page 439)

77. If an entrepreneur is not willing to risk funds in a business venture, other potential investors and lenders are not likely to provide capital either.

Answer T
 (Equity capital 
Page 439)

78. An entrepreneur should not take advantage of offers from family and friends to lend or invest money for the business venture.

Answer F
 (Friends and Family Members 
Page 440)

79. Investors like to see entrepreneurs devote at least 30% of a business plan to marketing and selling.

Answer T
 (Personal Savings 
Page 440)

80. Investors are usually more interested in the assumptions behind an entrepreneur's.

Answer T
 (Personal savings 
Page 440)

81. "Angels" typically invest in businesses in the start-up phase, providing the seed capital needed to get the business going.

Answer T
 (Angel 
Page 441)

82. “Angels” control a larger pool of venture capital than venture capitalists.

Answer T
 (Angel 
Page 441)

83. "Angels" usually prefer to invest in businesses they know something about.

Answer T
 (Angel 
Page 442)

84. Private investors, or “angels,” seek 60–75% annual return-on-investment and tend to take a 51%+ share of the business.

Answer F
 (Angel 
Page 442)

85. A typical venture capital firm seeks annual returns of 35–50% over three to five years.

Answer F
 (Corporate Venture Capital 
Page 446)
86. Most venture capitalists make investments in promising business ventures in return for a share of the ownership.

Answer T
 (Corporate Venture Capital 
Page 446)
87. Locating “angels” to finance a business is essentially a matter of networking—finding the right contacts.

Answer T
 (Angels 
Page 444)

88. In exchange for the financing they receive from venture capitalists, entrepreneurs must give up a portion of their businesses, sometimes surrendering a majority interest and control of its operations.

Answer T
 (Policy Investment Strategies 

Page 448)

89. Foreign corporations invest in U.S. small businesses through strategic partnerships in order to gain access to new technology, new products, and U.S. markets.

Answer T
 (Corporate Venture Capital 
Page 446)
90. To justify the cost of investigating the offers they receive, venture capitalists typically seek investments in the $200,000 to $500,000 range.

Answer F
 (Corporate Venture Capital 
Page 447)  
91. Venture capital companies reject 90% of the proposals they receive because they don’t meet the firms’ standards.

Answer T
 (Venture capital companies 
Page 448)

92. The majority of venture capital firms that provide capital to small businesses strive to not be involved in running the business.  

Answer F
 (Venture capital companies 
Page 448)

93. Most venture capitalist companies prefer to finance start-up companies to maximize their return.

Answer F
 (Intangible Factors 
Page 451)

94. The most important ingredient that venture capitalists look for in judging the potential success of a small business is a competent management team.

Answer T
 (Competent Management 
Page 451)

95. In an initial public offering, a company raises capital by selling shares of its stock to the general public for the first time.

Answer T
 (Public Stock Sale 
Page 453)

96. One of the characteristics that investment bankers who underwrite public stock offerings typically look for is consistently high growth rates.

Answer T
 (Public Stock Sale 
Page 453)

97. The biggest benefit of going public is the capital infusion the company receives.

Answer T
 (Improved Access to Future Financing 
Page 453)

98. It is easier for a start-up company to attract and retain quality employees than after a market emerges for a public company's stock.

Answer F
 (Improved Corporate Image 
Page 453)

99. Once a small business goes for a public stock offering, information that the owner used to keep private is not public information.

Answer T
 (Public Stock Sale 
Page 453)

100. Small business owners, if they become a publicly held company, can be sued by stockholders for management decisions that depress the price of the company stock.

Answer T
 (Reporting to the SEC 
Page 458)

101. In a public stock offering, the underwriter's primary role is in selling stock through an underwriting syndicate it assembles.

Answer T
 (Public Stock Sale 
Page 453)

102. The typical letter of intent prevents an underwriter from withdrawing a company's stock offering before it is executed.

Answer F
 (Negotiate of Letter of Intent 

Page 457)

103. A firm commitment underwriting agreement essentially guarantees that the small company making the initial public offering will receive the funds it needs.

Answer T
 (Public Stock Sale 
Page 453)

104. The reason Joe Falsetti couldn't get investors interested in an IPO for his ROM Tech was his unwillingness to disclose key financial information.

Answer T
 (Wait to Go Effective 

Page 458)

105. A lock-up agreement prevents the sale of "insider" shares for a specific time period—often 12 to 36 months—after an initial public offering.

Answer T
 (Negotiate of Letter of Intent 

Page 457)

106. The purpose of the road show coordinated by the underwriter of an initial public offering IPO) is to promote interest in the IPO among potential syndicate members.

Answer T
 (The Registration Process 
Page 456)

107. Form SB-1 registration is the SEC's basic filing statement and most small companies, especially start-ups, use it.

Answer F
 (Regulation D Rule (504): Small Company Offering Registration SCOR 
Page 460)
108. Filing the standardized disclosure statement for a Small Company Offering Registration SCOR) is so simple that many small business owners do it on their own.

Answer T
 (Regulation D Rule (504): Small Company Offering Registration SCOR 
Page 460)
109. The capital ceiling on a Small Company Offering Registration SCOR) is $1million, and the price of each share must be at least $5.

Answer T
 (Regulation D Rule (504): Small Company Offering Registration SCOR 
Page 460)
110. When a small company uses Regulation D - Rule 504 to make a stock offering, it sells its share directly to private investors without “going public”, but it must still register with the SEC, albeit through an abbreviated form.

Answer F
 (Regulation D Rule (504): Small Company Offering Registration SCOR 
Page 460)
111. SCOR offerings have several disadvantages including a limited secondary market and it can't be used by partnerships.

Answer T
 (Regulation D Rule 504): Small Company Offering Registration SCOR 
Page 460)
112. Within Regulation D, Rule 506 has the least restrictive provisions and a $1 million limit in any 12-month ceiling on the amount that can be raised.

Answer F
 (Regulation D (Rules 505 and 506): Private Placements 
Page 461)

113. In a Rule 147 intrastate) offering, a company may only sell its shares to investors in the state in which it is incorporated and does business.

Answer T
 (Intrastate Offerings Rule 147 
Page 461)

114. Regulation A is not used often but it permits the raising of up to $5 million per 12-month period and costs between $80,000 and $120,000 to file.

Answer T
 (Regulation A 

Page 462)

115. While DPOs permit entrepreneurs to avoid the paperwork involved in traditional IPOs, these direct offerings do not save them any money because of the time and extra expense involved in doing all the work themselves.

Answer F
 (Direct Stock Offering 
Page 462)

116. An advantage of DPOs is that the cost is a little less than half that of a traditional stock underwriting effort.

Answer T
 (Direct Stock Offering 
Page 462)

117. A drawback of a DPO is that the company has to do its own matching of buyers and sellers of stock; they are not permitted to use a broker.

Answer F
 (Direct Stock Offering 
Page 462)

118. One of the fastest growing sources of capital for small businesses is the use of the Internet to offer stock to investors.

Answer T
 (Direct Stock Offering 
Page 462)

119. Experts feel that DPOs over the web are the wave of the future and say that research shows such offers always meet federal and state requirements for disclosure.

Answer F
 (Direct Stock Offering 
Page 462)

120. Foreign stock markets offer entrepreneurs easier access to equity funds than do U.S. markets.

Answer T
 (Foreign stock markets)

121. SCOR stands for “Small Company Offering Registration.” SCOR).

Answer T
 (Regulation D Rule 504 
Page 460)

122. Michael Quinn used Regulation D, Rule 505 to do a DPO of his company's stock to investors and raised nearly $4.6 million.

Answer F
 (Regulation D (Rules 505 and 506): Private Placements 
Page 461)

123. Direct public offerings work best for companies that have a single product or related product lines, a base of customers who are loyal to the company, good name recognition, and annual sales between $3 million and $25 million.  .

Answer T
 (Direct Stock Offerings 
Page 462)

124. In a firm commitment agreement, the underwriter agrees to purchase all of the shares in the offering and then resells them to investors.

Answer T
 (Negotiate a Letter of Intent 

Page 457)

125. Most small companies meet the criteria for making a successful public stock offering.

Answer F
 (Public Stock Sale 
Page 453)

126. Most of the start-up businesses that attract venture capital are technology companies. 

Answer T
 (Policies and Investment Strategies 
Page 448)

127. Entrepreneurs can take on partners to expand the capital base of a business.

Answer T
 (Partners 
Page 445)

128. Angels provide some of the startup capital for small companies.

Answer F
 (Angels 
Page 441)

129. 123. The first place entrepreneurs should look for startup money is from their family and friends.

Answer F
 (Personal Savings 
Page 439)

130. Growth capital, unlike working capital, is not related to the seasonal fluctuations of a small business.

Answer T
 (Growth Capital 
Page 438)

131. Angels often finance deals that venture capitalists would also consider.

Answer F
 (Angels 
Page 441)

132.  A typical venture capital company seeks to purchase 20 percent to 40 percent of a business.

Answer T
 (Policies and Investment Strategies 
Page 448)

133. Being listed on an organized stock exchange, even a small regional one, improves the marketability of a company’s shares and enhances its image.

Answer T
 (Listing on a Stock Exchange 

Page 448)

134. The primary disadvantage of equity capital is that the entrepreneur must give up some—perhaps most—of the ownership in the business to outsiders.

Answer T
 (Equity Financing 
Page 438)

135. Angels are an excellent source of “IPO money,”

Answer F
 (Angels 
Page 441)

136. Venture capital companies are private, for-profit organizations that purchase equity positions in young businesses they believe have high-growth and high-profit potential, producing annual returns of 300 to 500 percent over five to seven years.

Answer T
  (Venture Capital Companies 

Page 447)

137. Although these three types of capital are interdependent, each has certain sources, characteristics, and effects on the business

Answer T
 (Growth Capital 
Page 438)

138. Venture capitalists not only look for promising companies with the ability to dominate a market, but they also want to see a plan for a feasible exit strategy, typically to be executed within three to five years.

Answer T
 (What Venture Capitalists Look For 

Page 451)

139. Initial public offering (IPO), a company raises capital by selling shares of its stock to the general public for the first time.

Answer T
 Public Stock Sale (“Going Public” 
Page 453)
140. Dilution of Founder’s Ownership refers to whenever entrepreneurs sell stock to the private.

Answer F
 (Dilution of Founder’s Ownership 
Page 454)

141. The underwriter serves two primary roles: helping to prepare the registration statement for the issue and promoting the company’s stock to potential investors.

Answer T
 (The Registration Process 
Page 456)

142. The best efforts agreement refers to when the underwriter agrees to purchase all of the shares in the offering and then resells them to investors.

Answer F
 (Negotiate a Letter of Intent 
Page 457)

143. Lock-up agreement prevents the sale of insider shares, those owned by directors, managers, founders, employees, and other insiders, for 12 to 36 months.

Answer T
 (Negotiate a Letter of Intent 
Page 457)

144. One key component of Regulation S-B is that the company should have revenues of more than $25 million.
Answer F
 (Regulation S-B 
Page 459)

145. The capital ceiling on a SCOR issue is $5 million and the price of each share must be at least $5.
Answer F
 (Regulation D 

Page 460)

Essay Questions

146. Define and describe the importance of the following types of capital.

· seed capital

· fixed capital

· working capital

· growth capital

(Planning for Capital Needs)

147. Outline and briefly describe the common sources of equity capital.

(Sources of Equity Financing)

148. What is the cardinal rule that an entrepreneur should follow when borrowing venture money from friends and relatives?

(Sources of Equity Financing: Friends and Family Members)

149. Discuss the role of “angels” in financing small companies, and what and how they tend to finance start-ups.

(Sources of Equity Financing:  Angels)
150. How can an entrepreneur avoid problems with his/her angel?

(Sources of Equity Financing:  Angels)
151. Venture capital companies are an important source of equity funding for small businesses. Discuss their policies, ownership, control, and investment preferences when it comes to funding small businesses.

(Sources of Equity Financing:  Venture Capital Funding)
152. Explain the advantages and disadvantages of a small company "going public."

(Going Public)

153. Briefly review the steps involved in registering a small business for a public stock offering.

(Going Public)

154. How is each of the following different from a traditional IPO?

· Regulation S-B

· Regulation D - Rule 504

· Regulation D - Rules 505 & 506

· Intrastate offerings - Rule 147

· Regulation A

(Simplified Registrations and Exemptions)
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