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mary macpherson: introductions
Good morning I'm Mary MacPherson, Executive Director of the Morino Institute's Netpreneur.org. On behalf of our team, thank you very much for coming this morning, and welcome to Coffee & DoughNets. We have a terrific program today, created from feedback we've received from you.
Recently, we brought you programs on valuation and acquisitions, but for the record, the vast majority of companies never go public. In fact, slightly over 95% of companies have less than $1 million dollars in revenue, and fewer than 1% reach the top of the pyramid. Today we are going to meet three entrepreneurs who have successful, profitable businesses, and we are going to learn some of what they have learned about growing those companies. All three began as home-based businesses—one actually began in a dorm room. They didn't start out with a plan; rather, they saw a market opportunity and they had the passion and the guts to take the leap. They're doing their own thing on their own terms. They started out to build small businesses, and we will talk to them about how they're doing it.
Each of our panelists will speak for 10 minutes. They will tell you about their businesses, what they do, how they got where they are, and give you a glimpse of where they are going—all without shameless promotions. They'll pass on some of the lessons they have learned along the way about customers, advisors and other issues in building a business. Then, as usual, we will open the floor to questions from the audience.
Let's get started with Lisa Martin, founder and President of LeapFrog Solutions, a digital marketing firm that integrates traditional marketing methods with emerging technology in Web design development, print design and multimedia. She says that she started LeapFrog Solutions in order to spend more time with her husband and daughters, so every day is "Take Your Daughters To Work Day" for Lisa. She also tells me that one of her proudest accomplishments was convincing her French husband to move with her to the US, and that was after he proposed and they survived a major storm in a sailboat on the Mediterranean. You will see that tenacity is one of Lisa's traits.
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lisa martin: real benefits of virtual companies
Thank you, Mary. Welcome everyone. I am excited to be able to share some advice that I hope will benefit you. Like Mary said, I started LeapFrog Solutions hoping I'd be able to spend more time with my husband and daughters. Now, what is happening is that they spend more time with me in my office.
LeapFrog Solutions is a women-owned company. We're self-funded and have been in business for about four years. We are a virtual company; most of us work out of our home offices. We have doubled revenue every year and hope to continue to do so.
My background is in marketing and sales. My bachelor's degree is in marketing and my MBA is in marketing and international business. The reason I started LeapFrog Solutions was to offer our clients creative, effective solutions to their marketing needs. I didn't have that flexibility before the way I do now.
Here's how we got started. I had been working with a company where I had a wonderful boss. He was afraid that he was going to lose one of his largest accounts when I left, so we made a deal that I would continue to be the project manager on this account for a year. He was able to keep his client, the client was happy and I got my seed money to start LeapFrog Solutions.
I knew I wanted to start a virtual company, and the first piece of advice I can give you is that image is everything. We knew we were going to be a bigger company, so that's how we came across. We don't view ourselves as a home-based business—I think of that as arts and crafts—we are home offices. When I started LeapFrog Solutions, I invested immediately in marketing materials with top-notch design, top-notch copy and demo reels. I believe that believing is seeing. We believed that we were bigger and we got bigger. Everything else we do, even our phone systems, makes our image very, very professional.
The second piece of advice I would give you, and again it shows an office mentality, rather than a home mentality, is to put together a team that is flexible. I call us a flexible team of experts. I knew the folks I wanted to work with when I started LeapFrog Solutions—top-notch creative designers, top-notch copywriters, top-notch video producers, multimedia people and programmers. The one thing they all had in common was that they were the best of the best. I knew that I could sell these folks, which was a good match because they didn't want to sell or do project management. All of them had been working out of their homes for at least a year, some up to 12 years. They all had agency experience and all knew how to deal with tight deadlines, demanding clients and challenging projects.
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That leads me to my third piece of advice, which is that you all need to share the same values. I hope this is not self-promotion, but I want to read our mission statement: "We are committed to assisting corporations and associations in repositioning themselves in the marketplace by integrating traditional marketing methods with emerging technologies. Our clients will always receive creative, effective solutions, a commitment to their deadlines, a consistent follow-up in a timely manner and accurate cost estimates with no unpleasant surprises."
We're always in communication with our clients. Communications and values are key. Even our clients are amazed at how cohesive a team we are.
The fourth piece of advice I could give you is to get involved. Being in sales and marketing, I am a born networker. I got involved immediately with the Fairfax County Chamber of Commerce, the Northern Virginia Technology Council (NVTC), the New Media Society, the Volunteer Center of Fairfax, the Leadership Fairfax Programs and Netpreneur.org. We all got involved in some type of networking, some of us more than others. Because of that, I was selected last year to sit on the boards of the Fairfax County Chamber of Commerce, the NVTC and Volunteer Fairfax, and my creative director is on the advisory board of the New Media Society. This helped our business immensely, and 70% of our business comes from this region now.
Another piece of advice I'll give you is to be able to offer clients effective, creative solutions. I refer to this as "Hollywood-style management." We have a core team of people at LeapFrog Solutions, but we analyze the projects to see how we can best offer them the solution by putting other teams together. There is a good book called Teaming Up by Paul and Sarah Edwards that I recommend. It gives some different strategies for how to team or partner with other groups, especially as a small business. This has enabled us to get larger accounts, one of them being Mobil Corporation, where we needed a group of people who could make our projects EDI compliant. We did this also with Dewberry & Davis for some specific database needs they had. It is also crucial that your partners share your values in order to make it work.
In terms of lessons learned I'd say three things: flexibility, persistence and resilience. They are key to continuing a successful business.
An example of flexibility is that when we first started LeapFrog Solutions we were about 80% print design. Within a two-month period, we became 80% Web design. We were able to do that because our designers were also multimedia designers, and they were chomping at the bit in 1996 to get more involved with the Web. Having Mobil as a client also pushed us in that direction because they kept wanting more of our work.
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The thing about persistence is, never say never. At one point, after I had hired two employees who were working out of my house, after I bought new equipment, added cubicles, phone lines, a DSL line, you name it, we lost two of our largest accounts. This was about six months ago. These were clients up in Boston, and we lost them because they were going through major reorganizations in their companies. Stuff like that happens, and it was a very long two months for me, but we were networking, we were getting ready to launch a Web direct mail campaign and we had been getting a fair amount of local media coverage which helped us. We were able to recover and gain new business. All of the replacement business has come from this region, so the networking and the persistence were crucial for us.
Interestingly, one of the clients we lost also lost their largest account. They shared this with me later. They had been in business for 30 years, had 50 employees, were in formal office space and were supposedly very solid. They hadn't been getting new business, so they decided to close their doors. After 30 years, they decided to just shut down, so it made me realize how nimble we were and that we could survive.
The last thing is resilience. Hopefully I will laugh about this some day. I had a neighbor who also owns a business get a little upset about all the media coverage we were getting. He called Fairfax County on me because you are only allowed to have two people in a home office and we had three. It was probably one of the worst days of my life when the Fairfax County inspector came to our office and told me I had 30 days to move. We filed for an extension immediately, and we are moving into office space next month. We are going to continue to have virtual companies, but now we are going to have a combination of an office team and a virtual team to continue our growth. This was inevitable. I had been looking for office space already since we are hiring and won't have room to put anybody.
The thing I would like to leave you with is something Gene Riechers of FBR Technology Venture Partners told me. He said, "Lisa, be careful what you wish for." Everything we are wishing for is coming true, but you have to earn it. I think this office space situation is just a way of telling us that it was what we needed to do.
Ms. MacPherson: Thanks, Lisa. Now we will move on to Layla Masri, founder and Senior Creative Director of Bean Creative, a full-service Web design firm. Her family is from Jordan, and last year she had an opportunity to meet the new King of Jordan on his first visit to America. While everyone else asked him about foreign policy, Layla knew he was a sci-fi buff who had appeared once on Star Trek, so she invited him to attend the Star Wars movie premier. She got his attention, but apparently he was already on his way to a private showing at the White House. You will see that ingenuity is one of the ways that Layla gets Bean Creative noticed.
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layla masri: downsized into an upside
Thank you. Yes, the main thing about meeting the King of Jordan and asking him, "Hey, do you want to come see Star Wars with me?" summarizes how Bean Creative has gone from where we started to where we are now.
We started as myself and my partner. I always call Keith my partner. He is also my husband, although it's not something that we necessarily broadcast when we meet clients. Our partnership started because we were working together in advertising. Keith is a graphic designer, and I'm a copywriter by trade. Journalism was my degree from the University of Maryland. We had a very good rapport—obviously, since we are married—and, hopefully, that will continue.
We were starting to get bored with the print media work we were doing. The Web was becoming a big thing when we first started talking about doing something back in 1995. I thought about it, and I guess that a lot of things that happen in life pushed us towards this. First, we started doing work out of our house. It is still out of our house, but at the time, we did it on our spare time. We had regular day jobs, so a cell phone was a great thing to have. When it rings, you know that is the Bean Creative line and you kind of duck under your desk and answer, "Bean Creative." None of my past employers should ever hear this, but that is how we got started—with a cell phone answering calls on lunch hour.
Work picked up and we started making supplemental income. It was nice. You would get some good-sized checks. It wasn't something that would let us quit our jobs, but it started off pretty well. We started saving that money, hoping that some day we would be using it as capital to start our business. That someday came about two-and-a-half years ago when I was abruptly downsized from my job. I walked in and they said, "Sorry, we are letting all of these people go, and you, unfortunately, are one of them."
I did a lot of soul searching. I was terrified. Keith was terrified. We had just landed two new clients, however, and we thought, "All right, this is a sign that someone has given me this opportunity and I am going to run with it." That is what we did, and I became Bean Creative's first employee.
We worked on those jobs, and, when they were over, we realized that we didn't have anything else lined up. As promotional people, we realized that we needed to market ourselves some more. We were getting clients through networking, but we were not really doing the job effectively, so we started sending out mailings. We made up a list of all the companies we thought it would be really cool to work for, and we put together a mailing. We sent it out, and, of course, direct mail being what it is, we got very, very minimal response. Well, hadn't sent it out to very many people. We just created this cool list and sent it out and said to ourselves, "I bet all of them are going to come back to us." We knew in our heart of hearts, of course, that really wasn't the way to go. We started hooking up with a lot of the online networking through Netpreneur.org, through DC Web Women and by placing ourselves strategically in online directories, search engines and things like that.
Our business started picking up when we got another interesting downsizing. This time it was Keith. At this point, we realized that we were really not meant for the corporate world, since we both had been kind of shoved out the door. Unfortunately, we were not ready to do it full-time, so Keith ended up getting another job. In the process, Keith learned a lot of skills that have helped us become the company we are today. Eventually, we saved enough capital that we were able to have Keith quit his job. I was still working for the company full-time, and now we came to the point where we had another full-time employee and a couple of part-time employees. Much like LeapFrog Solutions, we also had groups of people we worked with, so we could expand and contract our business.
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We've tripled our income consistently every year since we've been in business, and we've already met our goals for this year. When we set these goals, I couldn't believe they were going to be something we would attain. This year we will probably do about $1 million in sales, which, for us, is mind-blowing considering how we started. We also said we were going to hire another employee, and we have done that. We also want to get office space. I really like doing the home business thing, but I can see that we need to get out of the house at this point. We have had people show up on our front porch, not realizing that we were a home-based business. There were two dogs barking and they didn't really know what was going on. We got creative and started saying, "Why don't I come out to your office? I am going to be in Germantown tomorrow at noon, anyway. I'll be right by." Our meal expenses have gone through the roof because we take everybody out to lunch. Now, we're at a point where we need to have office space. We are going to hire more people than we feel we can fit into our house, which is already taken over by office equipment, phone lines and computers. The temperature upstairs in our house is probably 10 degrees hotter from all the computers.
So, we are meeting and exceeding our goals, which is very exciting for us given where we started. At first, we had people sending emails saying, "I am interested in a Web site." What kind of Web site are you interested in? "Well, I really like Star Trek and I wanted to do a fan page for Captain Picard." Right. That was kind of a blow to the ego because here we were trying to put forth this image of a professional company. When we started out, it was important to make ourselves look bigger than we were—like a corporation as opposed to a bunch of people working out of our house with dogs sitting at our feet. We have done a lot in the ensuing years to combat that. We have very nice office equipment, great computers, DSL and all the things that Lisa mentioned. They make you feel like a company, and, if you feel like a company, you will be.
As a side note, at one point we met with a client we had just finished doing some work for. They had brought in a lot of different companies to bid on the project, and one of those companies had actually bowed out of the bidding. They asked them, "Why did you bow out? We really liked you." They responded, "We thought we were too small for you." The client had ended up hiring us, and, apparently, we are much smaller than the company that dropped out. It was a powerful message to me that if you feel that you can do it, you can. It doesn't matter that you have five people and the company you are bidding against has 50. Certainly, you are not going to say you can do the job if you know you can't, but if you have the skills, the people and the resources, and if you really feel that this is something you can do, that makes the difference. It's why we won the account.
I have some advice to give. When we started, we were doing face lifts and graphic design stuff, but now we do full-blown site implementation, database development, eCommerce and all kinds of good stuff. As a small company, you only have so much time and so many resources, so it is very important that the clients you choose are ones that are going to advance your company in some way. Right now, we are fortunate in that we are booked solid. We have people coming to us whom we really can't service for at least a couple of months, depending upon the projects. I have put together my five tips on how to choose the right clients to work with.
Number 1: Avoid clients who don't seem to have a clear goal for what they want to do or clear ideas of where they want to go in the future. We had an early client that we actually fired, a startup that we thought had a good idea of what they wanted to do. Halfway through the project they came to us and said, "You know that product we were going to sell? We are actually going to sell this instead. We are changing our name and we are going to do a new logo. That doesn't hurt the design at all, does it?" That was frustrating for us and we ended up parting ways because our paths had diverged so much that it was not a good working relationship. It was costly for us in time, something I would definitely make a real facet in your decision.
Number 2: Look out for unrealistic goals, whether it is a time line or budget. Getting involved with somebody who has a massive site they need to launch in a week is probably not in your best interest. Number one, you are going to have to commit so many resources. Number two, you probably are not going to be able to do as good a job as you want to. You are not furthering your company by putting out work that is going to be hurried, maybe even work you will not be proud of or want to show off.
Number 3: Make sure that your personalities match. That is a very big one, even if it doesn't seem like it. You're basically going to be bedfellows with these folks for quite some time when you work on some of these projects, and you don't want to be butting heads with people. You want to make sure that you are sharing a lot of the ideas they have. It obviously makes the projects go more smoothly and creates fewer management headaches. With a small business, that is what you are after.
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Number 4: Look out for people who come to you with very rigid, preset goals. I'm one of those creative types who doesn't like to be told what to do. However, I do understand that I have clients who are paying me money to do things to further what they feel are important goals for them. One thing that is difficult, though, is when someone comes to you and says, "We want a site that says that we are a professional and reputable business and it has to have red buttons on the side and the font has to be Verdana 12 point and we need to have these pictures and it is pretty much already laid out for you." There is not much I am going to be able to do with a client who comes with that kind of rigid mentality. I like to be involved in the process. What they are paying us for are our creative ideas and insight. When someone comes to us with something that is very rigid and that we don't necessarily like . . . that's happened before, by the way. We did a design for a company that came to us and said, "We really want it to be like this." We thought, "We don't know about that. We will put together our own designs that will really impress them and they will not want to do it that way at all." Well, we showed them the designs and they liked them, but they said, "We still want this." We ended up showing them a version of what they were looking for—that's what they wanted—and we hated it. We were very dissatisfied with it, but, of course, they were our clients and that's what we went with. It was unfortunate because we were so disappointed that we didn't use it in our portfolio and we don't even mention that we did it. The goal of doing these sites is to do something that you are proud of and something that furthers your company. Unfortunately, this was neither.
Number 5: Use and agree to technology that you can fully investigate before committing to it. One of the worst mistakes we ever made was agreeing to do work with a company that wanted to use a back-end programming tool that they swore was just like HTML. It was insofar as you could write your code, but, in order to get that code to work, you had to go through a convoluted maze of programming they had set up. We hadn't investigated it very much because they had said, "You folks do your own thing and just plug it in." The plugging in took months and months and months. It was not a pleasant experience.
The bottom line is that you have to use your best judgment in picking the projects you work on. You get a feel for it, just like a sixth sense. Ask yourself what the benefit is to you as a small business, knowing that you have limited time, resources and staff. Is it money to pay for my office space or hire a new employee? Recognition?
We got our first breakthrough when we worked with National Geographic, and we didn't get it by pitching them. Keith was interviewing for a job during one of his downsized periods, and they said, "Instead of a job, why don't we just outsource this to you?" Bean Creative did this as a project for nothing, really, but we knew that the exposure of working for National Geographic was going to be fantastic. It has worked out very much to our advantage, and we have gotten so many clients as a result. They can see that we are of a caliber to do their work, as well. We are now working with Carnival Cruise Lines and PBS. Both companies know that we are small, but they see that we can do high-end work.
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One parting tidbit. We went into this company a little bit on the naive side. We had stars in our eyes and thought, "Wow, we are going to do Web development! This is cutting edge! This is great!" Well, you also have to be the bookkeeper and the errand boy or girl. You have to deal with a lot of stuff that, quite honestly, if someone had sat me down and told me I would have to do, I may have said, "I'm not sure if this is for me." However, I am glad I did it. It has worked out very well, but you have to be able to wear a lot of hats. The hats you don't wear, though, are things like having an attorney and having an accountant. Those are important things to outsource. Have an idea of what you can do in-house to keep your costs down, and what you absolutely have to send out of house.
Ms. MacPherson: Thanks, Layla. Now we move on to Patrick McQuown who is co-founder and President of Proteus, an Internet development and consulting agency with offices in Washington, DC, and Southern California. They develop dynamic, scalable Internet and wireless applications using Oracle. The company hasn't always been in multiple offices, however. For a while, they were in multiple rooms of Patrick's two-bedroom apartment—six people, fully networked. Those were the days, Patrick tells me, when they had the Proteus workout hour every day at 3:00 p.m. when everyone was made fit and energized to Metallica. Those were the days when he was very single, but they ended for good about two weeks ago. Patrick is just back from his honeymoon.
 
patrick mcquown: the unpredicted path
Thanks, Mary. I guess I'm the one guilty of starting the company out of my dorm room. We started in 1996, and now we are 30 full-time people with about 8,000 square feet of office space in downtown DC. It's been a very, very, very long road, and there are a lot of things I and my colleagues learned along the way. It's information we would like to share with you, but I would like to start off with some funny stories. Having been a dorm-based business, then an apartment-based business, then in a small office and in a larger office, there are just tons of war stories.
The first one was in the dorm. The company was founded by myself and our Creative Director, Timothy Shey. He founded the company with me on the basis that I was getting my master's degree in forensic science. That didn't really help me out too much.
I knew I was going to be a federal investigator upon graduation—and I was for a short while until I quit to do Proteus full-time. I was interning for the government back in the days when it was nearly impossible to get on the Internet. You used to have to buy what was called Internet-In-A-Box, hook people's PCs up to the Internet, configure IP addresses, do the little dip switches in the modems and the whole nine yards. I would get these jobs hooking people up to the Internet. There was an association I did this for, and I gave the guy a brief tour of the Internet through Netscape Version 1. I showed him my personal page, and, a week later, he called and asked, "Hey, do you want to do our Web site for $20 an hour?" Needless to say, I jumped all over that.
top


At that point, I started worrying about paying my taxes. I knew I was going to go to work for the government and that they would be doing background checks. I didn't want to get disqualified for not paying my taxes, so I talked to some of the attorneys at the agency and they told me to get incorporated. I laughed. It was comical at that time. Then they told me, "Let's say you are driving to a computer store and you get in the accident. They can only sue you for the worth of your company." Back then, that was good; now, I hope it doesn't happen. There was an attorney whose wife owned a law firm and they needed some computer work. It was a barter arrangement where they said, "We'll incorporate you, and you can do some computer work for us."
We went through with that deal and found out that you had to have a bank account with $1,000 to be incorporated in the District. I was in college; I didn't have $1,000, so I told Tim Shey to give me $500 and he got 50% ownership of the company. That's how we started—out of room 512, Munson Hall, 21st and I Streets in good old downtown Washington, DC.
Our first client again came to us through serendipity. He was a just friend of somebody's who needed a Web site. I told him our address and to come see us. Tim is my business person as well as our Creative Director, and he is kind of an artsy guy. I sat him down and said, "Listen, Tim, you have to shave. You have to put on a suit and come to this thing top-notch. Okay, buddy?" He said, "No problem."
I figured I'd have at least a 30-second window from when this would-be client came to my dorm—I was an RA at the time—because he would have to call up from downstairs and say, "I am here, would you buzz me up?" That would give me at least 30 seconds to get the final preparations in order that you do when you are trying to sell something out of a dorm room. Well, what happened was that Tim was on his way over to my room, noticed this gentleman in his 40s in a double-breasted suit outside the dorm, and thought, "This has got to be the client." He introduced himself and let him in without using the buzzer. There was a knock at my door and I answered it with shaving cream still on the side of my face, no tie and the bed unmade.
You have to improvise along the way, and there are a lot of hurdles that you face.
Well, we got the client. He had seen our design and that we were hungry. We were honest with him. We told him there might be a lag time while we were going through our finals and finishing up our dissertations, but he decided to go with us, nonetheless. Coincidentally, that was one of the first online commerce sites available at the time. He sold office furniture over the Web and sold his company for quite a profitable amount. It worked out for us as well, but I kind of wish we had done that job on an equity basis. What can you do? Live and learn.
From there, we graduated and moved into a basement apartment. We lucked out with our first, very large corporate account, Omnipoint Communications. Again, we were quite honest with the client when we met with them in their offices in New Jersey. We told them that we were two people, but that we were very hungry for work. We showed them some of our designs. They appreciated it, sat us down and said, "We know you are low-balling the price compared to the other proposals. We know you want this work, but if you screw up once, you are out of here and we will bring in the pros."
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We did the job right, and it worked out very well for us. It led to other clients such as the Washington Post, which, in turn, led to a nicer apartment. At one point we had six full-time people working there. We had benefits, health care, the whole nine yards, but no office. Ethernet stuff was taped up all over the place. I started to notice that at about 3:00 people would start to doze off because of all the heat from the computer equipment. We would put on some Metallica and everyone joined in a Proteus workout. We had a design intern at the time, a student at George Washington University. Needless to say, when she graduated, she didn't come to work for us full-time. That summer we moved into our first small office, and, about a year later, we moved into our larger offices at 15th and L Streets.
There are just so many things you need to know to run a business. I'm sure that some of you are as naive as I was going into this, but there was one cardinal rule I knew I needed to follow, and which I still follow to this day. I knew that I needed to have more money coming in than going out. I didn't get an MBA for that, but somebody told me somewhere along the line that you had to do it. That was the rule we kept. We just made sure that we were always bringing in more money than what we were spending.
As far as advice on outsourcing to organizations like lawyers, accountants, you need to turn that over to experienced people. You think you can handle it yourself, you think you know your own company, but, really, it's just going to save you tons and tons and it is going to come back in spades if you outsource it. As far as choosing the right people, I would recommend talking to other companies that are about your size, entrepreneurs like yourselves, and talking to people at companies that are bigger than you. Ask them who they recommend. You will be surprised at how much useful information you can get out of them. I make my decisions based on recommendations. Not to rain on the networking parade, but I don't rely just on meeting somebody at a networking event who says, "We specialize in tech companies. Give us a call." Everybody does that. It's asking people like Layla and Lisa, "Who did you use? Why did you like them?" Then call their accountants and lawyers and get referrals from them by calling other clients.
The other advice is something both Layla and Lisa brought up and I would echo—customer service. Everybody says they do customer service, but it is especially important when you are a small organization or one based out of your home. You have to have top-notch customer service, and you have to be on the ball for your clients at all times. You have to go above and beyond. You are going to have to take it on the chin sometimes with revenue, working late and more, but I guarantee that it will come back in spades if you believe in yourself, your product and your service.
Not only do you have to believe, you have to make sure that your employees believe it as well. In addition to that, you have to take care of your employees. Even at 30 people, Proteus has 0% turnover rate. That is unheard of in this industry. It is because we make sure that employees come first. There is a good book entitled, First Break All the Rules, by Marcus Buckingham and Curt Coffman. It is one of the few books that takes a look at what makes employees stay at companies. Is it things like options or having a masseuse come in once a week? Is it having a concierge to take care of their watch when it breaks? What it really boils down to is: Who is their immediate manager? Does their employer care about them? Do they have the tools to do the job and do they know what is expected of them? It is fundamental, touchy-feely things, but a lot of organizations don't put them into practice. If you do, the sky is the limit.
There are a lot of things we have done and a lot of lessons we have learned. It has been a long road, a long journey and a fun one, too. It's a great economy and there is no better time to start off on your own than now. There is nothing more fun than starting your own business, being your own boss and watching something grow. It is really, really, really quite self-rewarding—if I can say that—something you can't experience anywhere else. It is such a great time and we are in such a great geographic location. I encourage you, if you have that idea, go for it, because you are not going to have a time like this again.
Ms. MacPherson: We will now take questions from the audience, including some that came through email, such as this one, "Do you have a board of directors or a board of advisors? Do you have other ways that you get counsel in your business?"
Ms. Martin: There are five business owners; we all happen to be women, who meet once a month. I was so impressed with these other four women that I said, "Do you want to get together?" I needed more support in order to continue growing and I needed the support of other people who were in the same situation as myself. We started meeting for an hour a month, now we are at three hours a month. No one misses the meeting; they are crucial. The support has just been fantastic.
Ms. Masri: One of my goals for this year is to set up an ad hoc board of directors or a group of mentors who can talk to us about financial issues and other things. There are things that I get from the networking and the contacts that I have now, but I want to put something formal in place.
Mr. McQuown: That is a good question. For the first two-and-a-half years, we did what I said before, asking people for recommendations. I am impressed with the information and hints I get from people. Now, we are attempting to put together a board of advisors, people who are pretty high up in organizations that we can continue to ask questions, and we have started to assemble a board of directors. It is still just my co-founder and me, but we have also assembled Jay Young, who is President of the DC Tech Council. He believes that we're going places, and he's really been helpful.
You will know when the time is right to form a board. If you do it before, you may just be building fluff and it might be hard to dismiss those people when it comes time to build a serious board with people who can contribute significant cash, their name or other assistance.
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Q: I'm David Frankil with VCOM. Could you comment on the tactics and strategies for retaining employees in a smaller organization?
Ms. Masri: As Patrick said, make sure that people enjoy what they do, that they have the tools to do their jobs and that you are in constant contact with them so that they know what they need to do and can get feedback from you. When someone does something right or wrong, you have to be able to tell them. I think that makes people feel much better than giving them a gift certificate or whatever. Do we have those kinds of nice things? Sure we do. I think it makes it fun. As long as you make it fun, people want to stay. The people we have working for us realize that they're coming in on the ground floor and that there is a lot of potential—not IPO, huge bucks potential, but we are talking about having a real say in the company, maybe being brought in as part of the company in the formal sense, as part of the partnership. There are a lot of ways to incentivize people even when you are small.
Ms. Martin: There really are. It is also crucial that you find people who have a "can-do" attitude. The team has got to want to work together. We have been in situations where someone needed help on something and everyone joined in together. We will do lunches, anything to build the team, and we have a lot of fun with it. We get creative and we listen to the people. You must make sure that you are listening to what your team wants to do. When you bring people on board who have a can-do attitude and see your vision as clearly as you do—sometimes I think they see it more clearly and they believe in it—you've got to hear them out. They can give you wonderful suggestions on how to continue to grow, but you have to listen.
Mr. McQuown: With a professional services organization of Proteus's size, we're doing a lot of PL/SQL, which tends to be tedious work if you are given the wrong project. For us, the wrong project would be things like MCI's intranet. Since we are small and dynamic, we need to keep our guys happy and motivated. What they want to work on are things like wireless applications on the cutting edge. They get to work on a project from conception to completion, rather than just on one aspect of a job like some of our counterparts do. They will have programmers who maybe do a bulletin board engine for a Web site; that's it. They never get to see it go live, and then they move on to another bulletin board engine for another client. Our people work from inception to completion, and it is very rewarding for them to see the fruits of their labors.
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Q: My name is Arnold Kling. Could you talk about the pitfalls and tactics of dealing with large companies when you're small, such as how you avoid going to six months of meetings and ending up with no contract, or how you avoid getting into a fixed bid that costs you money? Also, how do you know when to break off those relationships?
Mr. McQuown: Since my master's in forensic science did not train me to do that in the slightest, after some long searching we were able to find one gentleman to run our California office who has an MBA, and another gentleman who basically runs our sales department in our headquarters in DC. He came to us with five years of experience at Ernst & Young, and he is trained at seeing the telltale signs when something might not come to fruition or, if we stick this out, we can get the contract. We have taken a "he who is most dedicated wins" approach to that, but there are a lot of lessons because you can see the signs if something is not going to go anywhere and your phone calls are now annoying the client. We are putting systems into place to identify that.
Ms. Martin: When we started working with Mobil, the thing that scared me the most was looking at the contract they had given me to sign. I immediately showed it to my attorney who informed me that it was a real property contract, not an intellectual property contract. She rewrote it for them, and they use it now. That was a little overwhelming. The fact that they knew we were home-based was a bet they made that we could do the work more quickly, and we won. We started out doing demo diskettes, and Mobil clients actually came to our home office. We have a fair amount of clients that come to our office.
Sometimes, you see a client and you know you can work together. Mobil was trying to get through all the paperwork and bureaucracy. We actually started a little bit before we signed the contract in order to prove ourselves, and it paid off.
Ms. Masri: That is very similar to what happened with us. I was contacted in June of last year by a person at www.ccl.com who had my email address and said they needed a Web site. I didn't know anything else about them, so I type in "www.ccl.com" and it turned out to be Carnival Cruise Lines. "Maybe this is wrong," I thought. "Could it be somebody else?" I started a dialogue with this person who does work with Carnival, and we are now working with them, too. We finally got started on the first of this month, so it took a while. What was surprising was that she said we were one of the few firms that took any interest in and had excitement about the project. We will be doing work for their casinos, which is one of their biggest money makers. It took three months of contract negotiation; not because we were fighting things out, but because their lawyers, our lawyers and we were concerned about signing a contract with such a big corporation. It really is rather daunting. The attitude that "I can do this" is really what helped us prevail.
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Q: I'm Gabe Goldberg of Computers & Publishing. My question deals with the times when your companies were virtual and all of your employees were not sitting in the same place. What kind of technologies and practices did you use to keep people glued together and feeling like part of the same company, and how did you keep your projects in forefront of their minds when they also worked on other things?
Ms. Martin: That's a good question and I'm very familiar with it. When I first started LeapFrog Solutions, I initially knew the people I wanted to bring on board. We have production meetings every Monday morning via conference calls. We were all connected through the LeapFrog Solutions Web site and we have our client files there. One of the things I find with home-based businesses is there's an isolation issue. That's why a lot of people leave home-based businesses. It isn't because they couldn't be successful; it's because of the isolation. I was able to offer people the camaraderie of a team while still being their own business owners.
How do you keep your projects in the forefront of their minds? We scrutinize the projects that we work on. This is a good time to be in business. When you hear your team saying, "Yes, what a cool account!" you know you have the enthusiasm. Enthusiasm sells, not only to your clients, but to the team. When we start partnering with a new person—and our eventual goal is to have them be 100% LeapFrog Solutions—the best thing to hear them say is, "Wow, these are the best clients!" It is all enthusiasm. To stay on top of it, everyone gets a production schedule. They know what they have to commit to, and I think that has been the secret to our success.
Ms. Masri: For part-timers especially, we have very detailed schedules that show what we expect. "In X amount of time you will have the following back to us." It is more a matter of setting goals and making sure that those goals are met. I don't necessarily care at what time of day they you do the work as long as it has the quality we expect and comes in on deadline.
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Q: What are your revenues and do you have VC funding?
Ms. Martin: Let's get down and dirty now. This year, our goal is to do between $1.5 million and $2 million, and we are trying to position ourselves to double again next year. We are self-funded. We didn't go after any venture capital, although I have talked to VCs and angels just to get an understanding about it. We don't need it right now; we are a profitable company, but it depends on our goals further down the road. That is why we are evaluating it now, when we know we don't need it.
Mr. McQuown: As far as revenue goes, that is privileged information. I would say that VC calls probably come in the neighborhood of three or four a month. Acquisition calls come in about every other week, and they've been anywhere from 5X our revenue, on the low side, up to about 17X revenues on the high side. Right now, it's just stuff we entertain after surveying the troops, most of whom have options in the company. Everybody says, "Let's keep going down the road we are on." Morale is high that we can build this thing even bigger. Our first buyout offer came when we were about three people, and we almost took that one. It was very, very tempting. It was for $1 million, and when you are right out of college, you kind of do the math in your head. After you take out the taxes, you think, "Wow, I can pay off all my loans and go buy a couple of other things. It won't be so hand-to-mouth as far as paying myself and everyone else." However, we opted not to do it, and we think it was a good choice. We have been self-funded the entire time.
 
Q: I'm Daniel Odio. Where do you expect to be in the next year or two, and, specifically, how are you going to get there? If you did have an opportunity to take in a lot of capital, would do you that, or do you want to keep things internal and do everything on your own dime?
Ms. Masri: We definitely are looking to grow, but I don't think it would be right for our organization to do a quick spurt. It is important to bring people on in a controlled manner. I would like to make sure there is a good fit with the company, the client and the person. To hire three or four people into a company that is now five people would be doubling who we are. With the clientele and the amount of business we are getting, we definitely see the need to bring in more people; it is just a matter of our comfort level. We still are not sure where we are going, or how fast we want to go, but it is one of our goals to get up to a 10-person company. It is kind of an untested thing for us, and it gets a little bit daunting. We are excited, but there is a little trepidation, as well.
Ms. Martin: I was fortunate to be in this year's NVTC MindShare Program, and, although I didn't know much about funding or angel money, I learned quickly. A lot of the companies there were announcing that they had just gotten their first round of funding. I always learned that you sell a product or a service for a profit, and that's how you do business. They are great people, but I would see them getting this money, and say to myself, "Their product doesn't work, they haven't sold anything, and they are getting $10 million. How does this work? It looks good, but what do they give up?" That was my concern. I wanted to learn and understand it. I started to think about how fast I wanted to grow LeapFrog Solutions. As Gene Riechers said, be careful what you wish for, so I took the time to evaluate it and meet people. I don't want to sacrifice my team or my clients in order to get the funding. It's not worth it. I have seen too many good people for whom it did not work out. As Mary said in her intro, the numbers are pretty small there, and we have a great thing right now.
Mr. McQuown: I don't want to echo too much of what has already been said, but, at least in the past, the traditional wisdom was the build-to-last model. Now we are starting to see what people refer to as the build-to-flip model. Our concern is that we do not grow out of control, something that a lot of service organizations do. We have measures in place to make sure that it doesn't happen. If we were to receive funding, we are in an appropriate enough office space that we could accommodate the people. By the time we would need to get out of that space, our lease would be up because it is a short-term lease that we took over from a defunct law firm. Nevertheless, if we don't grow at that quickly, we always have the option to renew the lease. We are going for more of a build-to-last model. It seems that Layla and Lisa are as well. If you look at the long-term rewards, it is not instantaneous wealth, but you have Henry Ford on that list and a lot of people who made a much bigger mark than the build-to-flip people.
Ms. Martin: We're starting to get a lot of business from clients who went to large companies that got funding, but they felt like they were a small fish in a big pond—or a small fish in an ocean. They have come to us, now, because they know they will get the client service they need. I am watching this. If you grow too fast and you get lost in the crowd, the client suffers in the end.
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Q: I'm Barbara Bode from CashCares.com. Given this economy and the number of new companies looking for services like yours, what I am hearing in your go-slow approach is a little bit discouraging. Have you positioned yourself to take advantage, if not of funding, of all these new clients and potential clients that are around?
Mr. McQuown: The number one obstacle that we face is something that Layla said earlier—you have to wear so many hats, at first, that you just do not have time to chase down every sales lead. You are busy being the lead HR person and the head cheerleader; you are busy looking at the books and wondering if you have to get more RAM for this computer. The list goes on. You have to fit in some proactive sales time to try to get new clients while always making sure that the current clients are being taken care of.
Quite honestly, there is also the embarrassment of being a home-based business because you know it is frowned upon at times. You are talking to these big organizations and you know that they are looking at you thinking, "We will smash you. We will kill you. You will never be able to do our work." Other times you can show them what you have done, and let them know that you are hungry and that you are going to give great customer service. You encourage them to call your other clients, and it turns out to be a gem that gets you a third more revenue than you needed so you can grow your company.
There are just tons of obstacles that you face, and the thing that will behoove you the most is to get people who will alleviate the HR, bookkeeping and IT headaches that you are going to face so you can concentrate on bringing in new sales. It is a fine line you cross when, one day, you can finally put aside all of those other hats and just concentrate on sales. It is hard to do as an entrepreneur. Every book says that. You are not necessarily a control freak, but, at the same time, it is difficult to find qualified people whom you really, really, really trust with something that you have built up. You know that they have a very fundamental responsibility and, if they mess it up, it is going to have huge effects on everybody.
Ms. Martin: I don't feel that I am growing slowly. Doubling revenue every year has its price. I feel I am growing at warp speed. I am not knocking funding; I am saying that right now, for us, it's not the right time. I am evaluating it, however, and I want to be educated about it. Because of the grassroots network in this area, I hear horror stories. If I am going to go the funding route, I want to go into it with my eyes wide open. A big part of getting funded is the control issue, and just because you get your first round of funding doesn't mean that you are going to get your second round. You could be way out on a limb. I just want to be educated, and I am seeing some nodding heads around the room.
Ms. Masri: The reason we are not considering the VC route is because this is our baby. We have nurtured it. Our heart and soul are in this business. We got into it because we wanted to do things our own way. I'm not a control freak, but you want to have ownership over it and you want to have the ability to say, "This is how I want things to go" without someone dangling money over your head and saying, "No, I think we ought to go this way." It is important for us to be true to ourselves.
That being said, I definitely agree that it has been frustrating to open up the newspaper every day and read about people getting millions of dollars. People's personal wealth is going through the roof, while you sit there and say, "Well, I am still in my home office. What am I doing wrong?" Every business is different. You have to evaluate what is success to you. We are not trying to get one of these buildings on the Dulles Toll Road. We want to be a studio. We don't want to get massive. We want to do very good work, be respected and make some money, and we want to have fun. We are doing those things, so we feel that is the success that we wanted. We are very excited that we are doing that now.
Ms. Martin: I just wanted to mention something about what Patrick said. "Home-based business" is not a dirty word. We have a lot of clients who come over. Sometimes they take advantage of it because they know we can work 24 hours a day, seven days a week—well, they want us to, anyway, so we do have to be careful with that. We have clients who know that we work out of our houses; it is not something that we are going to lie about. We are very honest. We don't go around promoting it all the time, but it is an office and we treat it as an office. Our office is separate from the house. Everything is office-based, and it is a good fit, even with our clients.
Q: I am Frank Borgia of frankly.com. If you could do it all over again, what would you do differently?
Mr. McQuown: Well, I wouldn't have gotten my master's in forensic science.
One thing I did wrong was not believing in the entity Proteus early enough. I didn't do things like getting a credit line at a bank to make investments within the company. It wouldn't have been much, maybe $10,000, but when you are two people just out of college in a basement apartment, you can't imagine it. I hate to say it, but it is kind of my Mom's fault for raising me so conservatively on the money side, though that has come back in good ways. I didn't believe in the entity strongly enough to put a lot of skin in the game early on and take a loan. I did it later, but, to be quite frank, I didn't do it early enough.
You also tend to think, at least I did, that you don't need to write a business plan because it is all there in your head. When we got our first MBA employee, then we got our second, it was an exercise they made me go through. I said, "Come on you guys. We are talking semantics here." But in hindsight, it is a very important exercise to go through, and I would encourage everyone to do it. I know it is hip to say you don't have to do one, and people are getting rich without them, but it is a very important exercise. You will learn a lot about yourself, your business, what is going to work and what is not going to work.
Ms. Masri: It is hard to do a business plan while you are actually working on the company. It is good, in a way, because you identify a lot of things. It is something we've recently done as part of working on getting some financing for cash flow, improvements and such.
Maybe hindsight is 20/20, but I think the biggest thing when you first start out is that you feel like you are not a "real business." That was detrimental, at first, because people can read fear on a person's face. You can tell when they don't believe in themselves or aren't confident, and that was one of the hardest things for me. I am not a salesperson by nature. I was more of a behind-the-scenes kind of salesperson. I'm the one who writes all that direct mail that you throw in the garbage. When I had to speak in front of people, I got very nervous and felt like I didn't want to give away too much about our business. I didn't want to tell anybody that I was sitting next to my husband, Keith, and that we work out of our home. It just sounded kind of cheesy, to be honest. We have definitely gotten past that point, but, at first, it was a real stumbling block for us. Once we got the confidence and said, "We are doing good work. The clients like us. They are referring us to their associates and we are getting new business. What do we have to be ashamed of?" That is when things really took off.
Ms. Martin: I probably would not have moved next door to the neighbor that called on us.
Every lesson I have learned, I learned for a reason, so it is hard for me to say what I would have done differently. I had a quasi-business plan which I am refining right now. At this stage, I need to have a business plan to show me the direction. There are new services we want to add, and I need the answer to whether we can do it as a self-funded company or whether we need to go after funding If we do go for funding, what is it going to take? Could we find a funder that would share the same values? We are doing it now to see our vision more clearly down the road.
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Q: I'm Jeff Cleaton with Cybercash. What do you do when a client comes to you with a big plan that includes things outside your expertise?
Ms. Masri: We sell ourselves as advertising people who do Web development, so a lot of times people will say something like, "Oh, then can you do our logo? Our brochure? Our direct mail?" When we first started out, being really scrappy and wanting all of that cash to be able to grow, a lot of times we would say, "Yes, we will do this, we will do that." Now it is to the point that we put our foot down and say, "We are really not in the business of doing this. We have dedicated ourselves to doing this one thing and doing it really well." That said, we have people we know through our contacts who can do print advertising or high-end programming if a client needs it. We don't do any of that kind of work, but we do know people who do. We're not ashamed to say that we don't feel comfortable doing some things, but we know people who do it. That raises your clout in the eyes of your clients when you can point them to a professional who offers services that will work in tandem with yours.
Ms. Martin: Our clients see us as what you would call a "one-stop shop." We started in the business through tradeshows. We did all of their print collateral, design, copywriting, print management, direct mail, you name it. Then we did their tradeshow floors. We did their Web sites, and they looked to us to carry out their image. We can reposition them in the direction they want to go and carry everything out. Because our clients have that comfort level with us, they will also ask if we can do their PR. We don't do PR, but we can bring the experts in through our strategic alliances, and it's been very, very effective for our business.
 
Q: I am Julie Burnette from Julie & Company. I'm a very overworked and very tired Web designer on the verge of hiring my first employees. How do you go from a sole proprietor selling creative services to hiring other people to work for you? My problem is that I think people buy my brain, and I'm not quite sure how to hire people to sell my brain since they don't have my brain, if that makes sense.
Ms. Masri: Hopefully cloning will come along.
Ms. Martin: We're waiting for cloning, too.
I can't do design. I'm sales and marketing, so I got the team together. That is what has made us successful. You are the person producing the work right now, so you are not out selling. When I started LeapFrog Solutions, I knew the team I wanted to get together. I had worked with these individuals before, and I knew the talent they had. For me, it was a very easy sell.
When bringing on employees, you have to make sure that you don't hire someone like yourself. That was my first mistake. The very first person I brought on was another salesperson and I needed more of a marketing admin. She and I got along great, and it was really quite comical in the end to watch when I realized her administrative skills were worse than mine. I hired her thinking, "She a salesperson. She has to be great." I learned quickly to make sure you know your real needs before you hire a person.
Ms. Masri: Yes, especially if you are going from one person to two. When we started off with myself and Keith, it was a good combination because I was doing all of the sales, I was pretty much the office manager and I did the writing and the marketing; Keith did most of the programming and the design. To some extent, we still work that way. I do my fair share of programming, but I'm not a designer.
You said that you are overworked and you are stressing. What are the things that you need to take off your plate? If you are having no problems getting new clients and doing the designs, but you're crunched converting the designs into HTML or you're not up to speed with Cold Fusion, then that's where you need to spend the most time looking. One of the most effective things we have instituted is time tracking. It is just fantastic. Not only does it help you decide how much you are going to bid on a project, it also lets you see where you are spending a lot of your time. That is probably the best way to get started, then try to write down the skills you need and figure out where to go from there.
Mr. McQuown: Our situation was a little bit different because my partner and I were right out of college and had no real world experience whatsoever. We needed somebody to increase the bandwidth of work, but we also needed somebody to polish our image. After several rounds of interviews with different people, we selected a woman who had worked at Earle Palmer Brown for about five years. We had to give her equity, simply because we couldn't afford her, but she was able to come out of sales meetings with us on and say, "Okay, Patrick, I know you are really excited, but don't yell at the client." or "Those misspellings in your emails, you are going to have to fix that." We had a unique need in that sense, but the one thing I can say is that your first hire is probably going to be your most important one, only because that's the first time you are not directly overseeing the work from start to finish. You see them talking on the phone to a client and think, "I hope they are not swearing at them or something." There are so many trust issues that come into play. Hands down, it was one of our most important hires, and she worked out great for us. So, take your time and don't hire somebody just to increase your bandwidth. Hire someone who is actually going to bring something to the table, and whom you trust without a doubt.
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Q: My name is Michelle Fisher with Inner Angles. That question was so similar to mine that I am going to try to get mine narrower. Suppose you have a customer who wants a specific system built, and you need to hire someone to do it. Do you have any tips on how to find someone who's compatible just for this particular project?
Mr. McQuown: The only thing that I can say is what Layla touched on about choosing your clients. You have to pick jobs that you will excel at 100%, not just because you want the revenue or the client when the technology they use is totally different from what you are skilled at. The list of variables that can make a client inappropriate for you is a long one—maybe it is too big, too small and so on. What has worked out very well for us is to call a spade a spade. We are all sipping the fire hose here, and there is so much work to be had that it is not even funny. We have worked out relationships with companies that are bigger than us, smaller, the same size and those which used different technologies. Some are very, very good; some need to be worked on. Some we don't trust to do the work for us. We have said, "Okay, we have a client that needs this and we do not do it. We are trusting you to do the job." We essentially hand over the client to that person, and it's theirs to lose. It's almost a shoo-in that they are going to get the work because we have given them the recommendation. It works the opposite way, too. Somebody bigger can't handle a job or doesn't have the bandwidth and they know that they can hand it down to us. We have gotten the nod from Proxicom, for example, and the customer knows that they can trust us to do the work. I know there have been a lot of missed revenue opportunities and clients we have passed up as a result, but it would not have been appropriate for us and would have come back to haunt us. You have to establish a network, and you have to establish it quickly. In the services industry, there is no reason to think that you're competitors; you just aren't. Yes, you might bid against them on a job or two, but the fact of the matter is that there is enough work out there for everybody.
 
Ms. MacPherson: Thanks, Patrick. I think we are going to wrap there. Let me close with a couple of thoughts. What we have seen this morning is that there are different styles and approaches, but there is clear consistency on the need to focus on your people, hire people who complement you, focus on your customers, manage the kind of work you bring in—and believe in yourself and your dreams. We would like to thank our panelists, and thank you all for coming this morning.


