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fran witzel: introductions
Good morning. I'm Fran Witzel, Vice President of the Morino Institute's Netpreneur.org, the .org community for .com startups. Today, we'll be taking a "view from the valley," and the Valley we are referring to is Silicon Valley in northern California. Quoting Gregory Gomov of Internet Valley, Inc., "The term Silicon Valley was used mostly by Easterners who would mention making a trip to Silicon Valley, until 1971 when it was popularized in a series of articles, 'SiliconValley USA,' written by Don Hoefler for Electronic News. Quite likely it was the first time the term was used in print."
Since 1971, the term "Silicon Valley" has been used in print ad nauseam. Not because they came up with a cool name, but because of the success of their high-tech companies. Demonstrating that success is the PricewaterhouseCoopers MoneyTree Survey, which reported Silicon Valley receiving $6.1 billion of venture capital invested in the first quarter of this year—that's more than seven times the amount invested in our region.
I want to share with you stories from two netpreneurs from our region who decided to go out to the Valley within the past year. The first is from Joel Brodie who worked at Simutronics in Maryland. Here's what Joel says based on his experience in trying to start companies in both regions:
There are two main differences between DC and California. One is raising cash. It is much easier to raise cash in California than DC. It is not only that there is more money in California than DC, it is more of a culture thing. With a few exceptions, investors in DC are risk averse. They want to see a management team, a built technology, revenues, the works—never mind that you can't build a strong team and technology without the money in the first place. In California, all you need is a killer idea and a good first impression. It took one week in California to raise $1 million, whereas it took four months in DC just to get a second meeting.
The second difference is that is easier to build a company in DC than California. It seems to be impossible to attract good tech workers in the Valley. With the higher cost of living in the Valley, good tech talent is worth more than gold. In California, a good worker has 10 different job options at one time. Compared to the Valley, DC seems to have an abundance of smart tech workers to choose from and there are fewer startups to compete with.
Combine the money culture of California with the tech talent of DC and you’ve got the Garden of Eden of the Internet world.
The reason I moved to California is because you can't hire the tech workers without the money, so you have to be where the money is. Also, there are more startups where you can strike it rich in California. DC may be a better environment to work and live, but California is still the Major Leagues.
In order for DC to take the next step, all those who earned millions at AOL have to invest in angel funds and VC firms that will actually offer money based on a good idea on a napkin. If this doesn't happen, DC will always be a step behind California.
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That's the perspective of Joel Brodie, who is now the Vice President of Business Development at SmoothSale out in the Valley, a well-funded eCommerce startup.
The second netpreneur has some similar perspectives, but his story has a different twist. Peter Mechlin, a netpreneur with strong marketing experience and a passionate vision, worked the networking circuit here for over a year trying to meet people and advance his business idea. Toward the end of that time, we connected him with another netpreneur, Open Systems Associates, as a potential technology advisor or partner. Then Peter moved to Silicon Valley and, at our suggestion, became a member of the Software Development Forum and the Churchill Club. He experienced what he calls a different, more open climate, nonetheless, the same primary impediment existed—it's a matter of who you know.
On a return visit to Washington, some of the earlier connections began to unfold. After his West Coast experience, his prior Washington area contacts were much more willing to participate in his concept, YardsaleS.com. Here, at a local networking function, Peter met Bill Schrader, the founder of PSINet and began discussions about his business. When Bill and PSINet Ventures agreed to invest in the concept, YardsaleS.com finally became a reality.
On April 12 of this year, Peter and his team launched their site with a successful test market in the Atlanta metropolitan area. It was so noticeable that the Atlanta Journal Constitution reacted to defend their prized classified advertising business. YardsaleS.com is getting noticed here as well. They have been featured on DC's ABC affiliate WJLA-TV's 5:00 news, the Washington Post and the Washington Times. According to Peter, it isn't as easy in Washington, but YardsaleS.com has done it with assistance from our community—including Netpreneur.org—and his personal, intensive, targeted networking in the local business community.
There are many other opinions in our region about Silicon Valley. For instance, an issue that seems to come up frequently when contrasting our regions is that we lack a university with the assets or caliber of a Stanford University.
Well, now that I have gotten you all really riled up, I want to emphasize that this is not a "my daddy can beat up your daddy" program, nor is it an "everything sucks here so I can't possibly succeed" session. Success does happen here, so let's focus today on understanding the differences between the regions and what netpreneurs in Greater Washington can learn. Let's start with a few popular Silicon Valley Rules of Thumb for you to ponder from Hank Magnuski of Sunnyvale, California.
- In Silicon Valley, any time three programmers get together for lunch, a new company is formed.
- There are actually only 200 programmers in Silicon Valley. They just change jobs a lot.
- The fastest thing in Silicon Valley is a rumor. The next fastest thing is a trade secret.
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What do our speakers have to say about all this? First our, moderator, Nancy Spangler, will share some thoughts about differences between the regions before introducing our panel. After our panelists speak, Nancy will pose some questions for them to respond to, then we'll open it up to questions from the floor.
We are most fortunate to have Nancy Spangler as our moderator. She is Partner in Charge of the Reston office of Piper Marbury Rudnick & Wolfe, LLP. Quoting from the Legal Times, Nancy "is regarded as one of the leading high-tech transactional and corporate lawyers in the DC area. She has represented dozens of stock issuers, investors and companies launching initial public offerings. She is one of the astute observers of a practice that has been blossoming in the DC area for several years and shows no signs of slowing up." Born and raised in Iowa, Nancy came to Washington and worked in a technical area at the CIA before getting her law degree as a Dillard fellow from the University of Virginia. Please help me welcome Nancy Spangler.
 
nancy spangler: not your father's silicon valley
Thanks. I didn't know that my Iowa roots were visible. I congratulate you on finding that out.
Our panel is going to have fun this morning. This will be very casual and hopefully informative for you.
I want to lay a background for our speakers to think about as they go through their remarks, then to address some questions at the end. One of the things that I think is important for us to recognize is, for many reasons, we are not Silicon Valley, either from a geographic standpoint or a demographic one. That's important to figuring out who we are and where we are going.
Most importantly, we have in our midst something called "Uncle Sam" that looms large and employs many, many people in the region. We are also the base for many international governmental operations, such as the World Bank and the International Monetary Fund, and so forth.
One of the other things we have is a challenge. We have three very distinct jurisdictions that we have to deal with—some would say four, if you count West Virginia—unlike California, where you just have one. The District of Columbia has a very strong burgeoning tech community, Northern Virginia certainly gets a lot of press and Maryland has a tremendous tech presence.
In figuring out what we were going to talk about this morning, one of the things I looked at and talked with some of my colleagues about is an article that appeared in The Washington Post a couple of weeks ago about the aging government worker population here in the region. If you look at the charts, a tremendous amount of that worker population is in their late 40's, 50's and early 60's. One of the things we ought to think about as a region is what that means for us in the next 5-15 years. With a massive turnover among the government workers, you have people who are probably going to be retiring who bought $200,000 homes back in the early '80s that now are probably $600,000-$700,000 homes. You have an ever-escalating salary battle going on in private industry, both in the technology companies and the service community, and you are going to see a big gap among the government workers. One challenge is going to be how the government attracts and retains workers now that we have our technology community here as well.
So, speakers, as you go through your comments this morning, please think about those sorts of issues—how they differentiate us from Silicon Valley and how they present some tremendous challenges for us. Also, look at the base upon which we are operating. Fran pointed out that in Silicon Valley you can get a million bucks in a week, while here it takes four months to get a meeting. Well, that wasn't always true in Silicon Valley. They are probably in their sixth generation of entrepreneurship, while we are in our second and, hopefully, moving to our third shortly.
Silicon Valley does have Stanford. They also have Cal Tech and Fairchild, which is thought of as the company that is the grandfather of the technology community in Silicon Valley. The Valley has been heavily focused on what I would call "deep" technology—the semiconductor industry, and a lot of the successful companies out there in the '70s and early '80s were hardware-oriented.
top


Here, in contrast, we have a very rich service-based community and the telecom industry is alive and doing quite nicely as well. Our grandfathers are companies like MCI and Legent and BDM. We also have a very heavy and very successful biotechnology industry which you don't see in the Valley. Johns Hopkins University, the University of Maryland and the National Institutes of Health have all been very helpful at spinning technologies out to create biotechnology companies.
We are probably three to four generations behind the Valley, but we are coming on pretty strong. We are also in a variety of other industries that the Valley has just been getting into within the last three to five years, such as the more service-oriented companies. If you think about it, we are really into technology applications, such as the eCommerce and IT services sides.
Fran said that when three people have lunch together in the Valley, they create new companies. Well, some of us around here do that, too, but I also think we have a tradition of a much more stable work force. We can thank Uncle Sam for that as well. We have people who are used to being in jobs for long periods of time, and that's another thing we have going for us that perhaps is not true in the Valley. One of my clients acquired a company in Sunnyvale where the engineering attitude out there is, "I can get a meal ticket punched once a year at four different companies. One of them has got to hit." I don't think we quite have that attitude here, although we are starting to look for home runs sooner rather than later. We have a lot of challenges ahead of us, and it's very exciting to be part of the technology community here.
With that, I will introduce our first speaker. Dave Sylvester is an old friend of mine. He is a Partner in Charge, too, and we were trying to figure out what we are in charge of. We are not quite sure. He is a leading high-tech deal-maker with the Washington office of Hale and Dorr and a member of their antitrust, biotechnology, computer law, international, venture capital, and mergers and acquisitions groups.
Mr. Sylvester: Everything. I'm in charge of everything.
Ms. Spangler: He has represented several Netpreneurs in the region. Most recently he did the OTG Software offering where he was company counsel and my firm was underwriter's counsel. He also represented CareerBuilder.com in their IPO and on the underwriter's side. He has been involved with Proxicom and Visual Networks. David?
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david sylvester: the valley has changed
Thank you very much. I'm going to keep my insights very brief—as the service provider here, I'm sure I'm the person you least want to hear—but let me give you some thoughts about my experiences in the Valley and compare them to what I see here, now.
I was in the Valley from 1981 to 1984, and one of the things I want to emphasize first is something that Nancy said—the Valley has changed. It is much easier to get money in the Valley now, but I remember in 1981 when Fenwick & West represented and incorporated Apple Computer, Electronic Arts and other companies. It was a struggle. There weren't many people doing it. The risk tolerance in the Valley, which is very high, now, didn't exist then. People were debating whether or not this whole concept of new technology was going to work and how long it was going to last. I remember the days when Fenwick & West and Wilson Sonsini were the only two service providers in the Valley. All the big California firms—the Brobecks, Cooleys, Morrison & Foersters—were debating whether or not it was worth going down to the Valley to open a mail drop.
So, when you look at the Valley and compare it to where we are now, we are quite far along in our development compared to where the Valley was in their early development. Remember that the Valley has changed; it's an evolutionary process.
The second thing I want to talk about is what I perceive to be the biggest difference between the two regions—risk tolerance. One of the things the Valley has developed is a high tolerance for risk. There is a perception in the Valley that the more things you throw money at, the more chances you have to get a home run. As long as you get one or two home runs out of 10, you are doing quite well. The risk tolerance is great, and it's not just from the VC standpoint. It's a risk tolerance all across the board. Entrepreneurs in the Valley—and I think this is growing out here but still not quite as developed—have no problems saying, "I'm going to do this. If it doesn't work, I'll just keep doing it again." In the Valley, and to some degree here, people are rewarded for taking those risks.
The thing I can address more directly is the risk tolerance in the infrastructure industries. People like Nancy, myself and others have been doing this for a while, and we have the perception that we must take risks along with our clients. It's not just the financial risk; it's being able to give people advice in a timely manner. That's something the Valley has over us. We are still developing it. We are not a community that, like the Valley, started from a totally clean slate. We are, as Nancy said, a community that has grown out of other industries. We are getting a feel for this, and it's going to take us a little longer than it took them. They had just orange groves before people decided to go there. They do have Stanford and Fairchild, but we now have America Online, Proxicom and others. So, be patient. We are going to catch up with them quite well.
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One of the things I noticed early in the Valley is that even though a lot of the entrepreneurs may be going into this to make a lot of money—hopefully an enormous amount of money—the first sentence of their business plans say something like, "We are going to change something." Maybe they say they are going to change some way people do business, or the quality of somebody's life, but that still seems to be a goal. I wish that we focused a little bit more on that here. It's still very prevalent in the Valley.
The last thing I'll talk about is something else that Nancy touched on, the networks of people here and in the Valley. We have done a tremendous job of creating networks from a demographic base that's very different from the Valley's. The Valley has the luxury of having everything concentrated, as Nancy said, in one jurisdiction and basically one location. We have done a fabulous job of taking disparate interests, industries and backgrounds, and melding them all together. Netpreneur.org has done a wonderful job at that, and we are doing a much better job than the Valley at making this work in a concerted, unified effort.
Things have changed in the Valley. They are going on to different stages, and we are going on to different stages. Don't judge us by where the Valley is now; look at the Valley's whole history. If you do that, you'll pat us on the back more than has been done so far.
Ms. Spangler: Next, we have Ginger Lew. Ginger is the CEO of The Telecommunications Development Fund (TDF), a private corporation based in Washington that finances early stage companies in the telecommunications industry which have innovative concepts and outstanding management. TDF has $25 million in capital under management and offers financing in the form of equity investments ranging from about $375,000 to $1 million per investment. Prior to joining TDF, Ginger was the Chief Operating Officer of the Small Business Administration, where she provided day-to-day management and oversight of the agency's $42 billion loan program. Before that, she was general counsel at the US Department of Commerce, and, from 1991 to 1993, she was a member of a start-up software firm based in San Francisco, California. Ginger?
ginger lew: the investor's view
Thank you, Nancy. TDF is a fund that invests across the United States. We look at early stage companies where we like to do the seed round, and we also like to be in the first round of institutional investors. As a result, I have been going back and forth to the West Coast on a pretty regular basis. In fact, last month, I was there every week for the entire month of April, and the same will be true in June. I go there for several reasons; in part because there are some extraordinarily bright people out there who are developing some very innovative technologies. Part of it is just intelligence—who's doing what in the industry—but part of it is looking at investment opportunities. We are looking to close on two West Coast investments in early June.
My comments will be focused a little bit differently as to why we are or aren't different from Silicon Valley. From an investor's standpoint, I have seen a marked change in the last six months, in part because of what has happened to the stock market. I serve on the Nasdaq listing council, which is the council that sets the policies and guidelines for listing companies on the Nasdaq Stock Exchange. Obviously, the Nasdaq has gone through some very big highs and very big lows in the last few months, and many of the companies listed on the Nasdaq are located in the San Francisco Bay area.
One of the questions that has started to float around is: have the fluctuations in the stock market had an impact on the availability of VC funding in Silicon Valley and nationwide? My initial response is, no, and part of the reason is that financial and corporate institutions and pension funds, which are the typical sources for venture funds, have committed to those funds, whether it's fund number two, three, four, etc. They have made those commitments because of their belief and trust in the investment advisors of those funds. However, I think there will be a shift, a marked difference in raising new funds. I have talked to some pension managers who say that they are going to start looking more closely at the mix of the portfolios in a fund's portfolio of investments, and they are going to look more closely at the feasibility of sustainability for those companies. They are also going to look more closely at how many .coms are in a fund's portfolio because, as the last few months have shown, some of these newer companies that have come to the marketplace don't have sustainable business models. Many of the VCs that led the charge in taking those companies public were from the Valley.
If any of you want to engage in a rather tortured exercise, but an enlightening one, you could go to the Nasdaq and identify all of the Internet companies that have gone public in the last two years. All of this information is publicly available. Then go to their Securities & Exchange Commission (SEC) filings and look at how much money they raised from their initial public offerings. Look at how much revenue they generated in the previous year, then look at how much revenue they have generated year to date. You will see a yawning gap between how much money was raised and their revenues.
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I'm simply suggesting that this is causing some degree of nervousness. In some discussions I have had with some of our co-investors in the Valley, I have heard that the anxiety level is sky high. Why are they concerned? Because it's going to impact their ability to exit, to liquidate their investments, either in terms of the timeline or in reaping the potential of the rewards from their investments.
So, I believe, in Silicon Valley the VCs are looking at deals differently. Frankly, I'm welcoming that because returning to some of the fundamentals is important, such as the concept of doing a little bit more thorough due diligence. No matter whether you are in the Valley or here, who you know helps. It gets you in the door, but, in terms of the business model and your business plan, those fundamentals need to be looked at hard and closely. There is also going to be a closer look taken at the competitive space. In other words, just throwing money at you to drive traffic to your .com site, even with first mover advantage, is something the VCs will be less likely to do.
I also think that there is a difference in speed between the two regions, but I think it's not as big a difference as some people would have you believe. There have been a lot of stories about people in the Valley putting down a term sheet within 24 hours of meeting an entrepreneur. The entrepreneur thinks they have a deal going forward, but there have also been a number of those deals which have blown up in the process before actually going to closing. Those haven't received a lot of publicity. In fact, if you would like to read a bit more about the so-called "dark side" of Silicon Valley, the San Jose Mercury News ran a four-part series about three or four months ago that talked about some of the less-public practices that have not been helpful to entrepreneurs. Here in the Greater Washington area, the venture capital community takes some time to get to know you. Rather than the story of meeting you in a bar, so to speak, and going off together into the sunset, we would like to go out to coffee with you. If we are interested in your business plan, we would like to meet with you, get to know you and your management team and take a look at the technology.
Our firm does financial modeling. I don't know if anybody else does that anymore, but we actually do a bottom-up analysis. When we tell entrepreneurs that we do this, some of them are quite amazed. They talk to some VCs who just use the "sounds good to me theory."
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Another impact the stock market has had is that we have seen some of the valuation go down. For a while, many of the Valley startups were saying, "So-and-so is a public company and they have this market cap. I'll discount it by X amount, so my pre-money valuation is $70 million." I'm thinking, "Wait a minute. You had $300,000 in revenue last year. I'm not quite sure how you reached $70 million." I once had an entrepreneur tell me, point blank, "Get over it." Let's just say that we didn't do that deal.
If you get too stuck on the valuation issue, and your company does not happen to meet some of your critical milestones between the first and the second rounds, you and your current investors face the real prospect of having a "cram-down round" in which the next valuation is close to the first round or even lower. Sometimes going for more reasonable valuations gives both you and the investors an opportunity to build a company and hit some critical milestones.
I'll close by saying that I have spent more than 30 years in the Bay area. I grew up there. I still have a home in the Bay area, and I have seen tremendous changes there. In the early '90s, when I went out to raise money for my own startup company, it was a struggle, so I know exactly what it's like to pound on a lot of doors, eat a lot of doughnuts and get turned down by a lot of folks. However, it's an exhilarating experience. Thank you.
 
Ms. Spangler: Next, we have Matt Haley. Matt's new to our area. He recently joined Andersen Consulting in Reston where he is working in a new organization that's focused on delivering Andersen's consulting capabilities to startup companies. He has been a consultant in Silicon Valley helping startups focus their businesses and build management teams to prepare them for venture funding and beyond. He was the founder and Vice President of Marketing of On-Link Technologies, a business-to-business (B2B) eCommerce tools provider, from 1997 through 1999. Matt was responsible for moving a technology team into a fundable company. Prior to On-Link, he founded Intrinsa Technologies, a software tools development company that was acquired by Microsoft. He has also worked with Digital Equipment, Case Technology, Control Data and Eastman Kodak. He has three patents in software developments and one for integrated circuit design. He has an electrical engineering degree from the University of Detroit and an MBA from San Jose State University. In his spare time, in the winter months, Matt coaches youth hockey teams. Good to have you with us, Matt.
matthew haley: competition is good
I have some notes written because one big difference between here and the Valley, is that we never start this early out there.
As Nancy mentioned, I'm in the process of relocating from the West Coast, so I have made 21 round trips since the middle of October. I have noticed a couple of differences between there and here. One is—and since I'm sitting amongst an august panel of lawyers and VCs I'll just say it out loud—one of the first comments I made to Fran about this subject was, "The lawyers here suck." I can only say that because of the bright people on this panel.
The reason I said it wasn't because the lawyers here aren't intelligent. It's that I'm used to calling a law firm and saying, "I think we need to incorporate; it's going to be standard stuff," and having them come back and say, "Do you want to have 20 million or 40 million shares? Of course there will be two classes of stock. You need an 83(b); I'll do that this afternoon. It would be nice if you swung by in the next couple of weeks so we can meet." The paper, of course, would follow. You'd pick the lawyer based on who is going to be able to understand your business. When you interviewed a law firm, the lawyer would show up with his or her associate, who is the person allowed to sleep alternating Saturdays, and the paralegal, who actually knows how to do things like write incorporation documents, but the process of creating the corporation is pretty easy. It's a "one from shelf A, three from shelf B, let's bind it all up" process. It's 250 pages, 5% of which changes between deals. Of that, 3% the principals talk about while the other 2% the lawyers hash out.
Out here, when I met with a couple of law firms, it was clear that the lawyers I talked to were very, very smart—easily as smart as the people in the Valley at Wilson Sonsini or Brobeck, the firms I have used before—but they said, and it was almost like apologizing, "I'm sorry, but we actually have to sign an engagement letter before I can incorporate your firm and it's going to take all day. I'll mail it to you." What a concept!
Ms. Spangler: Let me give you my phone number . . .
Mr. Haley: I know it's solvable, but this is one the things from your standpoint as entrepreneurs that you have to demand from your law firm, your PR firm and everyone. Competition is good. It is good for employees; it is good for lawyers; it is good for business plans. It's good for everybody. One of the things that's just slightly different between here and there, right now, is that there is a lot of competition for everything in the Valley. Yes, you can get funded quickly, but that presupposes that you actually did a little bit of research and you know that your company is a first round company. It means you know that you are strong on team, let's say, a little weak on technology and have no clue about market. Therefore, you know that you should talk to VCs who understand that kind of investment. You won't talk to the firms that are very strong on technology when you have a weak technology. One huge difference between here and there is that there are maybe 40 firms that are strong tech firms and maybe 20 firms that are strong market firms. You can talk to people and find out what kind of firm each one is, then you only talk to the right four or five VCs, and you don't have to shop the deal as often. It's not that the VCs are smarter there than here, it's just that there is competition, and that's always a good thing.
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One other thing that people here aren't quite as familiar with is that Silicon Valley is actually a couple of different cultures. While we only have one government out there, it's the "People's Republic of California." You have a very strong libertarian organization—the kind of folks who say, "I understand there is a government. I write checks to them, but I never want to talk to them or work with an organization that lets you keep 7% of your income." While it's not as difficult as working with the four or five different government entities you have here, the commonality between San Francisco, the People's Republic of Oakland and San Jose is merely that they are all in the same time zone. You pick your location very differently based on what kind of firm you want to create. The Valley is very, very different based on the industry. There is no similarity between the semiconductor industry and the software industry. Intel and a .com in San Francisco don't even share a time zone. Intel has people who show up at 8:15 in the morning. When I was running a company, I tried to set my alarm for sometime near 8:15. Showing up by 10:00 was pretty cool. I was in every day at the crack of 10:00 AM. Most people at Intel left at 5:00 in the afternoon and didn't come back.
That's also a difference between here and there; something that is neither good nor bad. As Fran said, this is not a "we have to change Washington" thing; we just have to understand what's true here. People actually have a life here—shockingly enough. They assume that if you have a 9:00 meeting, it's probably in the morning. You wouldn't tell people, "Let's go to dinner, then we'll come back, we'll have a core team meeting at 9:00 or 10:00, then we'll pull everyone together at 11:00," and expect that everyone will show up. People here have a life. It's a good thing. It just means that we are going to have to do things differently than the Valley where companies have only one married guy. What are we going to do with him? I know, we'll hire his wife!
Here, in many ways, there is an oligopoly in many different kinds of industries. For example, we are trying to hire design firms, lawyers, real estate people, etc. There are four or five or eight really good ones here, but in the Valley you don't have an oligopoly. Even inside Wilson Sonsini, the lawyers don't all know each other. It's sometimes easier to get a reference for the right lawyer at Wilson from a different law firm than it is get one from another lawyer within Wilson itself. Even though there are not a ton of firms, the competition is still much greater because there are a few hundred partners and they all want your equity. You can't set lawyers at Wilson against each other, not publicly, but it certainly happens. That's something different.
There is some thought here that the Valley was "green space" and that this was "brown space" for technology. If you go back to 1980, Fairchild here in Maryland was bigger than Fairchild was in the Valley. The brown space we had was Lockheed, now Lockheed Martin. It was an aerospace organization, and it changed. I have no clue why. I have no recollection of the '70s for a different reason.
But it is different, and looking back is interesting and useful. One of the big differences there, today, is that we have serial entrepreneurs in the Valley, which we don't yet have here. Serial entrepreneurs provide networking. They can also say, "I have done this four times now. The third time I was actually able to pay off the mortgage for doing it the second time on credit cards. Here are some things you should avoid...." It's much more difficult to do that here. Part of it is, even though the area is very, very small, there are no dense areas like Palo Alto where there are 75 or 80 restaurants within a one square mile area in which you are going to constantly run into people you know who can introduce you to someone else who can help. We need a Buck's and that kind of thing. I don't know where people go for breakfast at noon here, but it just doesn't happen the same way. Again, that's neither good nor bad, but the density of serial entrepreneurs who can help you doesn't exist.
It's also density in service providers. Again, this is something that you have to demand. I see business plans in which people are going to hire a CFO in the near term. They want a great CFO who can take them public, which they plan to do in six months—as soon as they figure out what market they are going after and how to build the product. In the Valley, it's very, very easy to hire someone from Mark Greenough's Greenough Consulting Group which has 20 CFOs who will take you just prior to the point of an IPO. That's a difference between here and there, and I don't know how to overcome it. If I did, I would write the book, sell it and make a bunch of money. It's hard. If everybody in this room were to team up with two other people in this room and start a company, there still aren't enough qualified CFOs on the East Coast to take those companies public. We have to find ways to share that kind of skill set. It doesn't yet exist; at least I haven't found it here.
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One other thing that I hear a lot about here is that we don't have Stanford. We have the University of Maryland, which is very similar, in many respects, to the University of California at Berkeley. What people don't understand here is that while Stanford is great, a lot of it was Dr. Frederick Terman. What we need to find here is the Dr. Terman for this decade here in the Washington area. There would have been no Fairchild out in the Valley or Hewlett-Packard without Dr. Terman—someone who understood technology and business. The other thing that people don't understand is that we have Santa Clara University in the Valley with a bunch of lawyers that offers things like "ethical team-building" and "relationships-building." We have San Jose State University, which provides a bunch of the engineers who actually populate the companies that the Stanford people found. The Stanford people make all the money; the San Jose State people populate the lower ranks. You need those engineers and software developers. It's a small population that graduates from Stanford. We can't claim that the thousands of developers in the Valley all graduated from Stanford—the number is greater than all of the alumni from Stanford for all time.
Another thing we have to look at, here, is how we avoid becoming Austin, Texas. Austin was the most recent area that was going to become "the new Silicon Valley." They actually made a better showing than Chicago, which was going to be the new Silicon Valley, before that, or the Research Triangle in North Carolina, which was also going to be the new Silicon Valley. People tried to emulate the Valley instead of figuring out those things we do in the Valley that are right, those things we do in the Valley that you can only do in the Valley and those things we do in the Valley that suck, but that we tolerate. One of the things that Austin did wrong was that the service companies there didn't figure out how to work at the speed software companies could, or should, tolerate. As a result, Austin has a huge technology base almost entirely focused on semiconductors. They were never able to move from semiconductor to anything else. If you look at the Valley, the companies that were founded in the '80s have only supplied people who are the doing the same things four generations later. My first patent was in integrated circuit design. Right now, I can recognize an integrated circuit if I trip over it or if it fries, but I have no capability whatsoever to do integrated circuit design anymore. However, I have been able to do several companies since then.
I'm representing Andersen Consulting, so I'm a service provider. You have to put these demands on us, and we have to act at a speed which, basically, gets us out of your way. Quite often, paper has to follow actions. We have to be able to shake hands and trust each other. Paper it up, but if you can't shake hands, agree and trust things very quickly, then it doesn't matter what the paper says. One of the things that is clear here, where there is so much government, is that paper follows paper instead of paper following action. We don't want to bring that into the high-tech space or we'll fail. We'll fail slowly, and we'll drown in paper. I'm sure something will actually get mailed, but that's a demand you have to put on us. We have to act at a speed that gets us out of your way and where we are not doing things beyond the call. You should expect good advice from a lawyer on how to build a partnership with one of your service providers. From Andersen you should expect good, competent advice, but not legal advice. When you call a lawyer, you ought to expect questions like: Am I representing you or the firm? Do we need to incorporate now? (Just because we can doesn't mean we should.) What's the IP strategy? Do the entrepreneurs want to own the intellectual property so that they can increase the value and screw the VCs over by saying, "Hey, we are not going to be able to have all the founders come unless you give equal shares to everyone." That kind of strategizing on how to keep the team together ought to come from your lawyer. If it doesn't come from your lawyer, there are a lot of other good lawyers who can paper a deal. If the lawyer is not someone that you can trust to help you get business advice, then you have the wrong lawyer. It doesn't mean they are a bad lawyer, it just means that they are wrong for you. If you know all of these things, then you don't need that kind of lawyer, but you may need a CFO who understands how to do revenue recognition and can explain to you the difference between sales and revenue.
Sales, by the way, have absolutely no relationship. I shouldn't say this in front of the Nasdaq person, but sales have no relation to revenues in the near term for a company when you are trying to accelerate your expenses and delay revenues. What the VC cares about is your sales growth, whether you are on the right path and whether your revenue recognition policy is correct. I don't care that my revenues were only $500,000 last quarter, I care that I had sales of $4.5 million and that we were only able to recognize X% of that legally—see, here is the plan. Everybody ought to be able to talk to you about that, not only your lawyer, not only your CFO, not only your Sales VP, but everyone in the firm needs to be able to understand those kinds of things. We don't have the serial entrepreneurs here, so we are going to have to demand more. You, as entrepreneurs, are going to have to demand more of us as service providers to help you do that. If we are not providing that kind of value, you should fire us. It's really clear, in my opinion—although this is one thing where I can't speak for Andersen when I say it. If we are not doing that, then we are not providing the value for the hourly rate that we charge, and neither is anyone else. If we are providing that value, then—and this is a Valley thing—I don't care what it costs because it's worth it. The difference between a $300 an hour lawyer and a $450 an hour lawyer is nothing if they saved your butt on something. That's the way you need to think about us. If we are only a vendor to you, not part of your team, then we haven't done our job.
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colloquy, questions and answers
Ms. Spangler: Matt, you were very provocative with your remarks. Dave and I were sitting here saying that we have serial entrepreneurs, here. We don't have many, but we have a couple.
Mr. Sylvester: Actually, I think we have more than a couple; we have quite a few. We have the Steve Walkers and the Mario Morinos and a lot of those folks. We don't have the same percentage that the Valley has, but we do have quite a few. Once you are here longer, you will see that.
Mr. Haley: What I mean is that we don't have the 30 or 40 people you can interview to be a firstline engineer who has done it twice and intuitively understands the risks he or she is taking. You can correct me if I'm wrong, but what I see that we're missing is the middle level people who have done it at the junior level, and the first level management people who are now at the director level.
Mr. Sylvester: Again, I don't think we have the same percentage, but you do see a lot of those people. It has been in the last three or four years that that level of expertise has bumped up. To defend Nancy and me in terms of service providers . . .
Mr. Haley: I wouldn't say that if you weren't here . . .
Ms. Lew (joking): Do you two have email?
Mr. Sylvester: Not only do we have email, but I actually can't remember the last time I sent or received a letter, but that's because I don't write. There is a perception that we should have the same percentage of all those things that they do in the Valley, and that we don't have them, but we do have the lawyers who have been doing this for a while and who do understand what you have said. We are clearly getting more competition. We are going to be better lawyers, and we are going to make our competitors better lawyers because of that competition. All you need is here. We just need to be sure that we present it in a way that people have access to it.
Ms. Spangler: To your point about Buck's, if you want to know where the money hangs out, go to the Starbucks in Potomac on Saturday mornings from about 8:00 to 10:30. You will be surprised to see how many venture capitalists and entrepreneurs hang out there.
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Mr. Haley: In the morning?
Ms. Spangler: Right, right. I think Starbucks closes at 6:00 PM in Potomac.
Mr. Sylvester: Also, I want to point out that I had a meeting last night that started at 9:00. That's why I was late this morning.
Ms. Spangler: Ginger talked about VCs pulling back and wanting to do more due diligence. Are we at risk, as an entrepreneurial community, of lengthening what I'll call the "dance to the money?" When I look at some of these companies that took four to six months to get financed, I think, "If only they would have had the money early on. They could have been six months further down the road and could have tapped into a particular market." Ginger, how do you balance that?
Ms. Lew: It can be quicker if it's a deal that we are extremely interested in, where we have good rapport with the entrepreneur and if we have had a great exchange with them—meaning that we are asking questions, they are getting back to us immediately and we are doing this in real time. That's as opposed to sometimes when you talk to an entrepreneur and they are traveling, so it takes them a couple of days or maybe a week to get back to you. We recently did some due diligence, came to a term sheet and were ready to invest in a company in two weeks, but that's a bit of an accelerated time frame for us. On average, we try to move forward within, let's say, four weeks. I don't think that's an unduly long period of time. We have to understand what's been happening in the marketplace.
I think that some of the limited partners, in other words, the financial institutions, are taking a closer look at what the VCs are doing and their level of due diligence. For a while there was a saying in the Valley that VCs were investing in "burgers." They were investing in these companies and "flipping" them. In a very short period of time, they were expecting to take them to the marketplace and do an IPO in 12 months, in some cases. I know one company was taken from their first round of financing to an IPO in six months, but the company was not sustainable. Some of the VCs are starting to see that the initial bounce they got on the first day of the IPO was not sustained until six months out when the lockout period expired. All of a sudden, stock that was $30 is now trading at $2 or something like that, so they are learning some lessons in this process, too.
Ms. Spangler: In the last year and a half or so, we've had angels groups start up in this region like The Dinner Club, the eMedia Club . . .
Ms. Lew: WOMENAngels, which Nancy and I are members of . . .
Ms. Spangler: Yes. Matt, does the Valley have that, how long did it take to develop and how important is it? Are we on the right track with those kind of things out here?
Mr. Haley: I think that we are on the right track because it helps people who have made money once feel comfortable in doing angel investments. "Angels with new wings" is how we used to think of them. We have a lot of historical angel organizations, such as the Band of Angels. Anything that supports people actually doing due diligence is good.
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Before I start with Andersen on Monday, I can still say what I used to tell people—from my perspective of having done a couple of companies, the very worst thing that can ever happen is to get money before you do the due diligence and know whether or not this is the company you want to run for the next four years of your life. Just because it was a cool idea and you did it on a napkin, just because you can get money doesn't mean you should. One of the things that you get from experienced angels or experienced VCs is some simple questions about why you are doing this. Do you really want to be doing it? Do you understand that two years from now you are going to get up in the morning and do absolutely nothing related to anything intelligent? You are actually going to be filling out forms to make sure that all your job descriptions are ADA compliant while you are asking, "What does ADA stand for?"
We probably don't have as many of those angel organizations here as there are in the Valley, but they do seem to get companies up faster when you have a bunch of people with good knowledge.
Ms. Spangler: I have a question from the audience on valuations. We have seen the .com public company valuations cut by 50% and more. Ginger and Matt, are you seeing valuations that might have been $10 million before now at only about $5 million?
Ms. Lew: We were looking at a deal on the West Coast where the entrepreneur started off demanding a $30 pre-money valuation. After a month and a half of getting no takers, all of a sudden it got sliced down to $15 million. I think that we are now going to do the deal at $12 million pre-money, so, yes, I have seen some real-world context in the last 90 days.
Mr. Sylvester: To follow up on that though, Ginger, Cowpers just announced that they are going to take money out of the market and put it into less risky venture capital investments, which is a surprising concept. How is that going to affect valuations, deal times and everything else?
Ms. Lew: Cowpers, which has been a very active player around the United States, has a provision in their pension fund that allows for up to 5% of its funds to be invested in VC funds. I find it interesting that they're characterizing the VC market as being less risky, but I think that in the last year and a half to two years, they have come up with a model for how they fund funds. It seems to be working for them, so I think they are much more comfortable.
Ms. Spangler: By the way, I want to let everybody know that there are microphones around the room, so if you want to stand up and ask a question, go ahead. Sir?
Mr. Mandel: I'm Tom Mandel. I'm a serial entrepreneur, and I have had pretty significant experience in Northern California. I founded Screen Porch, now part of Caucus Systems, and I have a new company called Mighty Acorn. I have a comment and a question. My comment is that Silicon Valley has entered the realm of the law of increasing returns. That is to say, the amount of people and amount of money is such that it's possible to continually increase the richness and value of what you are doing. It would seem to be that our imperative in this region is to get to that place. Having a lot of experience in both areas, I think we are moving faster here than the Valley did, at least partly because we have the advantage of a model that was created out there to understand how to intentionally build a community around these ideas, not that the Valley was an intentional community.
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Forgetting about the differences between the two places, what are the three things that this community most needs to do to enter the realm of increasing returns?
Mr. Sylvester: I'll answer that with just one. I think we must continue to view ourselves as a community and make sure that we understand that it is as a community that we will either make or break this.
Ms. Lew: My comment would be to continue to have events like this, to support organizations like the Morino Institute and Netpreneur.org because these are the organizations and events that catalyze the entrepreneurial community. They also provide a forum for us to come together and meet. In Silicon Valley, you could go to an event morning, noon and night, in fact, multiple events at night. While there are a lot of events here, I'd love to see more of them.
Mr. Haley: I'd like to say something provocative since that's my role here. I would get over thinking that employee migration is bad. We used to have a "three drawer" hiring model. We'd interview a person in the morning, pass them on to a couple other people, then interview them again at the end of the day. Based on the feedback, they either get the salary offer from the left drawer, the middle drawer or the right drawer and you are going to hire them that day. We'd hire as many people as we could, especially when we found somebody who was really good. You might not have a growth path for that person, but you'd know a friend at some other firm who needs this person right now or later on, and right now I'm going to get a Sales VP from him or from someone else that he knows.
Migration isn't bad. Here, for some reason, we think that having someone work for us for five years is a good thing. It could be a good thing; it could also be a totally terrible thing for their career. I would do two things. I would get over the idea that employee migration is bad, and I would hire a failure. I have helped a couple of companies out here do a lot of interviewing, and there is still a little bit of fear about that. Just because they failed somewhere else, if someone really blew it bad, they think of it as a negative. They will never make that mistake for me. They may make a new mistake for me, but they are not going to make that same one.
Ms. Lew: There is a limit, however, only in the sense that I just met an entrepreneur whose greatest claim to fame is that he was the CEO of six failed companies.
Mr. Haley: One good failure. Being a serial failure is not as good as being a serial entrepreneur. You are absolutely right.
Ms. Spangler: Ginger, you mentioned that you had funded two West Coast deals. Since TDF doesn't have an office out in that market, how do you get comfortable with being so far away from your investments? Don't VCs want to be physically close to the management teams?
Ms. Lew: We co-invest, and we have a group of people who we are comfortable co-investing with on the West Coast in the Valley. Second, we have an office in Chicago, so we are looking at some deals there, now. That's another opportunity for us to expand, and that's how we get close. Frankly, I'm on the plane a lot.
Ms. Spangler: Aside from networking, what are some good resources for getting smart about the process, such as finding examples of term sheets, details on VC firms, specialties, etc?
Mr. Sylvester: It depends on how you mean networking. Obviously, there is a certain amount that you can learn by coming to events like this. I also think there is a certain amount that you learn, and need to learn, by just taking a person like Nancy or Matt or Ginger out to lunch. One thing that you will find in almost any of the various tech communities is a huge willingness among the people who have knowledge to share it, so get a bunch of business cards and ask, "Can I buy you lunch?" They may not be able to go with you at 7:00 in the morning, but they will find the time. The best way to get that information is just to ask for it. I spend a lot of my time telling people what investors and other people are doing.
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Ms. Lew: If you want some information on the background of various VC funds, go to the Mid-Atlantic Venture Association (MAVA). All of the VCs that are members of MAVA are listed, and it gives you a brief profile of the types of industries and companies they invest in.
Ms. Spangler: Matt, you said that the Valley is a well-oiled machine and that the Greater Washington area is just getting geared up. That sounds like a business opportunity. Where is the greatest gap and how would you fill it?
Mr. Sylvester: Without bashing lawyers again.
Mr. Haley: I said to reset expectations. A lot of it, I think, is expectations. In each of the cases in which I started a company or helped a company get started, our expectations of the law firm was that they would know not only what is hot, that's pretty easy to read in the Mercury Snooze, but that they would know, right now, this particular person at this firm is going to be able to help. Maybe you don't get an investment, but maybe you do. There are still skilled investors who are doing million dollar investments. That's a huge difference between here and what we have in the Valley. You don't hire Hale and Dorr; you hire a particular lawyer at Hale and Dorr, and the expectation is that the person will be able to help you because they know things.
What I see quite often is that people go to their lawyer and ask legal questions and to their CFO to ask CFO questions instead of realizing that you have a band of advisors whom you need to use as advisors. It's the expectations of who can help you do what that needs to be changed.
Ms. Spangler: From our perspective, that's the fun. That's really being part of the team, not, as somebody once said, "You lawyers are a bunch of frustrated business people." Well, we are not. You have to look at it from a holistic approach rather than as departments. A question from the audience . . .
Mr. Bickel: Good morning, I'm Keith Bickel with OneGlobalMarket.com. One constraint we are starting to see in talking to a lot of VCs is a certain "lemming-like" approach to models. Let's say it's in the B2B industry. There are only certain types of B2B models that they understand. Is there a difference between Greater Washington and Silicon Valley or Boston in that respect? Is there more tolerance for different models, and would you recommend going out to Silicon Valley to try to find funding to build companies back here?
Mr. Haley: I have gone to VCs too early when we didn't have a 20-page business plan, but the plan was the result of our thoughts. Quite often, it took us months of thinking before we could get it clearer on a napkin.
Mr. Bickel: Oh, they get it.
Mr. Sylvester: I think he is asking whether the lemming effect is universal. I think it is.
Ms. Lew: Frankly, I think it is, too. When someone finds a model that seems to be working, everyone goes for that model.
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Mr. Haley: One thing you can do, however, if you can find the person—not the firm—who would really understand the idea because they have a certain background that would have made them a buyer back when they had an operations job. That's how you break the lemming effect. The problem is that it takes a lot of work. It's not going to happen because you spent two weeks looking at the PwC Money Tree site in the evening. It's because you bought me and a lot of other people a lot of lunches, and they said, "You really ought to go talk to Dave because I remember that when he was running a sales group, he used to complain about that." Then Dave isn't a lemming anymore. Just like any other firm, Kleiner Perkins seems identical until you break it down to the individuals, and that takes hard work.
Ms. Lew: Matt's point is absolutely correct. Even with a big firm like New Enterprise Associates (NEA), there are certain individuals who may be much more receptive to hearing an innovative approach. I recently had an entrepreneur come in who was very deeply steeped in technology. This guy was way out there someplace, and he had developed some very interesting technology, but he didn't have a clue about how to monetize it, commercialize it and create a revenue model around it. I spent two hours just listening to his very convoluted discussion about the technology. Most of my colleagues would have said good-bye to him after 10 minutes, but he was just intriguing enough and there was just something about him that was interesting enough, so I said, "Look, go away and think about A, B and C, then come back in 30 days or whenever and let's talk some more." We are going to sit down and continue to work with this guy to see how far we can take it.
Mr. Bickel: What about the idea of going out to Silicon Valley to find your funding and bring it back here?
Ms. Lew: There is a local or regional preference for investing in companies that you can touch and feel on a day-to-day basis. There have been stories of some companies that were successful raising a million here or two million there, but when it comes to the serious money and the serious rounds of financing, you really do need to be local. Frankly, you want to be local.
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Mr. Sylvester: Let me disagree just a little bit. You will find that most of the venture funding will be local, but I think you get great insights going to the Valley or up to Boston or even someplace else. You get a chance to break out of the lemming mold because they will listen to see what's going on over here, and they may listen a little bit more attentively. As Matt said, each of the various areas has things to offer, and you can learn a lot, perhaps about a person who is willing to move to your location to be your new CFO. You might get some insights and some leads that way, so I would suggest that you do it.
Ms. Spangler: When entrepreneurs meet with venture capitalists, entrepreneurs like to talk a lot. I think what Dave's pointing out is to sit back and listen once in a while. The VC who is saying no to you will give you a lot of ways to style and revamp your business plan and maybe make it a sellable idea.
Mr. Heuer: Good morning, I'm Chris Heuer with InfoApps. Matt, you really kind of did provoke me, so I'm going to continue in that vein. I find the defensiveness up there for the region to be very interesting because what it really shows me is the lack of pain that we feel about what we need to do next. It shows a level of denial that, although we may have been doing good things already, we are not really ready to change the region and take those next steps to be number one or number two versus where we sit today. We don't only want to compete, we want to lead. No disrespect to the other serial entrepreneurs who are in this area, but if it weren't for Mario Morino's vision we would not be here and we would not have the community that we have. It was the Potomac Knowledge Way Project that brought me here as an entrepreneur after trying to do this in south Florida back in 1994. I'm very familiar with what it takes to change, and I would suggest that the difference between the Valley and here is that they have the desire to lead and innovate whereas we follow. My question to you is, what do we need to do to lead and innovate as a culture, versus following what other people are doing?
Ms. Spangler: That's a good question, and I have a thought on that. One of the things I go back to is that we have the US government here. Lots and lots of people who came into these companies first worked for Uncle Sam—not risk takers. Success breeds success, and we need to get more people in the region who are willing to stand up and fail. Not, as Matt said, the serial failures. You don't want six of them in a row, but you must be willing to take the risk. Part of being a real leader is to be able to stand up and say, "Let's go try this." Get a bunch of people behind you, and, if you fall flat on your face, get up, dust your knees off and go at it again.
There needs to be more of a fostering in this region for failure. We live in a world of successes. Looking back at the government, everyday we watch very successful politicians on TV, and we see what happens to them when they are not so successful. It's kind of a black and white. Either you did well or you didn't, and if you are in the group that didn't, you are a has-been, a left behind never to be seen again. In the entrepreneurial world, it's almost like a badge of honor if you fail, and, the Valley is much more tolerant of that than we are. That just needs to be a sea change that we go through.
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Mr. Sylvester: Right. We also have got to look to the Valley for lessons and learn from them, but we have to stop saying that we want to be the next Valley. We have to say that we are going to be something different. We are getting close to that, and some of the defensiveness is that we continue to compare ourselves to Boston or to the Valley or to Research Triangle. We have to stop that and say, "We are different; they are different. Let's go out and do what we are going to do."
Ms. Lew: I think we tend to overlook the mother of all R&D and that's the DARPA and SBIR programs and those sorts of things. It means transforming that culture and working with the people who are doing some of that innovative research. It's saying, "Let us work with you and transform you into entrepreneurs. Let us provide the resources to make that transformation happen, including investing in you and working with you to develop the business acumen to grow a successful business."
Mr. Haley: You folks read The Washington Post, here. When you read about government, the only way to succeed is to compromise, right? You can hold a position and know that we are not going to compromise and therefore we'll make this an election issue. We are constantly reading about that.
We didn't compromise. In the Valley, it's a badge of honor not to compromise. You may do minor changes to your plan, but it's either, We are going to go do this or we are not." You don't hear about the 95% that didn't even get their plans read. Here, if 95% of the entrepreneurs don't get their plan read, there is no DC area entrepreneur at all, just the mass of bodies. The level of compromise is just vastly different, and it's a cultural thing.
Here's something I haven't seen anyone doing. Why aren't people here raping National Security Agency (NSA) for smart people? The networking here is cool, but go up the road and you have this huge mass of not very public people who are brilliant. They have math, they have engineering, they have computer science. Why there aren't a bunch of people networking like mad outside the Fort Meade gates and hanging out at the local pizzeria, I don't know. The NSA has a research organization; they even have a VC fund now. There is an awful lot of work that can be done to steal people. We took people out of Lockheed and had to change their mindset. You would have to change the mindset of an NSA person, quite likely, but you've got to take the risk to do it. How hard can it be to change somebody who's worked for the government for 30 years or at Lockheed for 30 years to make him think that family is unimportant and risk is the only goal in life? It might take all morning. That's the kind of thing you have to be doing here. Ask yourself, "Where is the skill set I want? How do I steal it and let the government go train somebody else to be a GS-11?"
Ms. Spangler: Seventeen years ago next week I started working for the CIA. I don't work for them any more (of course, that's what we all say). One thing they have done is to create a venture capital fund. I talked to one of my friends about that, a fairly high level person at the agency. They have a two-pronged approach, and one of them is that there are a lot of smart people in the agency and elsewhere in the government who have neat ideas or who can comment on the neat ideas in the private sector. They want to be part of making some money with it. It was amazing to me that this very secret agency—NSA is far more secretive than the CIA—would do such a thing. How would you like one of these guys on your board?
Mr. Sylvester: At least you won't have to worry about the confidentiality provision.
Ms. Spangler: Absolutely. If you want your secrets kept safe, you can lock them up over there.
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Let me ask one last question We have several different models of incubators in the region, both virtual incubators, where you have people gathering together to provide services, and physical incubators, where you share space and fax machines and conference rooms. What are your views, pro or con?
Mr. Haley: Anything that helps you take the risk or helps you meet the goal faster is obviously a good thing. If all they provide is access to a copier, well, copies are cheap, so make sure that the incubator is providing some value beyond a phone and a copier. If they help you get there faster with a higher value, that's fine. I'm separating value from valuation, by the way. If you lock on valuation, you have already lost the debate, but if they can get you there faster at a higher value, then I think it has to be a good thing.
Ms. Lew: I'm a big fan of incubators. They can be very, very helpful, but I would throw some caution in there. Be careful about those incubators who want to grab something like 50% of your company before you even walk in the door. There are some incubators which don't follow that model and which provide a lot of added value. I would encourage you to explore those.
Mr. Sylvester: We represent CMGI, so incubators are good.
Ms. Lew: One last thing. The latest issue of Forbes ASAP just came out, and there is a section on entitled "The Best VCs" which you might want to read.
Mr. Witzel: Well, I'm absolutely in awe of the experience in this panel. I wish we could go all day long. I'm glad that you were here this morning and had an opportunity to talk about these issues. We hope it was thought provoking and helpful. Please give a hand to all of our panelists—Matt, Ginger, David and Nancy. Thank you so much. You are terrific.


