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mary macpherson: welcome

Good morning. I'm Mary MacPherson, and welcome to the first Coffee & DoughNets for 2001. I guess I should say Happy New Year as well.
	When I was getting ready for the program this morning, I went back into our archives, then I paid The Washington Post a buck-and-a-half to go into their archives to see what was happening a year ago. Let me read from Shannon Henry's “Download” column from this week last year. "What a month it's been for FBR Technology Venture Partnersthree public offerings, two sales and a big money partnership.” Last year, webMethods went public on February 11; VarsityBooks.com went public on February 15; and LifeMinders had an $86 million secondary on February 7. Another story in the same issue was the launch of PSINet Ventures' $1 billion fund. At Coffee & DoughNets we were listening to Raj Khera, who is here this morning, Oron Strauss and Frank Wood talk about selling their companies. They were all riding high, and we'll certainly see a lot more M&A this year, but I think the valuations are going to be substantially different. The bottom line is: what a difference a year makes!
	This morning it's fitting that our program is very much about getting “back to the basics.” When we were putting our plans together for the first part of this year, we were hearing from entrepreneurs and funders that getting customers is much more important than being the first mover. So, today, we are delighted to have our good friend and sales maven, John Burton, Managing Director of Updata Capital, with us to talk about the world of sales and distribution. We also have another part of the program at the other end of the spectrum because it's more about looking forward to the future as opposed to back to the basics. Mario Morino, Chairman of the Morino Institute, had the opportunity to spend a week at the recent World Economic Forum in Davos, Switzerland. He's here with us to share some of his observations on what that was like, but he has to leave early so we're only going to have about 30 minutes with him.
	Before I ask Mario to come up, I want to say a couple of thank you’s. First to Pete Carney, our host here at the Bethesda Theater Cafe, and to the teams of TV Worldwide and MAD Events & Production who do our video work. I would also like to acknowledge our volunteers this morning: Michelle Varga from the Metier, James Dodwell from Opendesk, Vince D'Onofrio from ProxySource.com, Eric Sommer from iCapture and Charity Sack from Easybridge!. Thanks for your help volunteering this morning. Also, of course, thanks to my colleagues on the Netpreneur team. 
	Without further ado, let me ask Mario to come up.


mario morino: a report from the world economic forum

Good morning and thanks, everybody, for being here. I always love when Mary says “we only have 30 minutes with Mario.” Second prize is 60 minutes.
	At our last Coffee & DoughNets in December we talked about “Going Global: Challenges And Opportunities.” I recently had the opportunity of going to the annual conference of the World Economic Forum, and it was quite an experience. I want to use it to reinforce some of the dialogue that we had in the last Coffee & DoughNets. 
	Some of you may not be familiar with the Forum; I wasn't that familiar with it myself until the last several years. I went as a special partner of General Atlantic Partners (GAP), which was a sponsor this year. The Forum has been going on for almost 20 years, but it's during the last four or five years that it's become more popularized as the high-tech industry have become the darlings of the conference, so to speak. If you have the chance to go, I would urge you to do it because, in terms of what you learn and who you connect with, it is the most amazing collection of intellects I've ever been around.
	There were about 2,400 people there. On Saturday alone, for example, the President of Mexico, Vincente Fox, came through, as well as the King and Queen of Sweden and the Prime Minister of Japan, Yoshiro Mori. We had delegates from most of the major developed countries, including a large US Congressional contingent. It would be difficult to go through the hallways without bumping into people such as John Chambers of Cisco or Bill Gates of Microsoftit was that level of interaction.  The opportunity for dialogue and engagement is fascinating. The reality is that you can learn a lot, although it is a little different because there are armed guards every time you turn around.
	From the business point of view, for anybody who is in the enterprise or consumer areas and looking at going global, this is a sort of Mecca because there are so many opportunities to learn and to make hard business transactions at the same time. Somebody who knows how to work a conference--and any good vendor grows up with that capability--could significantly benefit from this conference. It is by invitation-only, and they have really pared it down. They've made it a demand-based case, and I understand that they turn people down pretty regularly.
	What was surreal for me was the amount of security they had at this event. I'll describe one night, and I’ll return to this later as part of the “backlash to globalization” that I think is very real. It may not have a direct effect in your businesses today, but, in certain sectors, it is my belief that it is going to have an impact on business. You have to go no further than Monsanto. Monsanto created a genetically enhanced seed, and the world handed it back to them. It was a global backlash, and there are going to be certain elements of eCommerce that will see the same thing. It won’t affect you immediately, but, when you look at global markets, it’s something that I think you have to at least take into consideration.
	The reason it was so surreal was that we drove from Zurich to Davos and went through four checkpoints. Every checkpoint had full SWAT teams and complete barbed wire barricades. The closest you could get to the town was one kilometer. I heard that on Saturday, they had troops at every border post in Switzerland, and they were literally turning people away from the country. That's how much they were concerned about the safety issue. You have to picture this scene. You're in this beautiful, affluent Swiss Alpine village, you see snow falling in the mountains--you couldn't ask for a more tranquil setting--then you bump into a barricade with 16 soldiers, fully clipped and ready for action. It was weird. They were very concerned about security because there were so many world leaders there.
	I came away from the conference with several things.  It is stunning to move out of our US-centric view and sit in another world. It is important to be able to understand how other parts of the world look at life very differently than we do. It has enormous implications to the sales and distribution issues John Burton will discuss, and what really struck me were two facts.
	First, and especially from a consumer standpoint, in the US markets there will be a fundamental demographic shift in approximately the next 10 years in which African-Americans, Latinos, Asians and other non-white ethnic groups will become the majority over the Caucasian population. That has stunning implications for consumption issues.
	Even more interesting is to watch the growth in the Asian cultures. I sat in a dinner, and it was riveting to hear the intensity with which they see the Internet, technology and eCommerce from their perspective. I urge you to go back to that discussion we had at Coffee & DoughNets on “going global,” and, please, do not take a US-centric view of life outside the US. There are many assumptions that simply don't hold. I'll share with you some of the more anecdotal pieces that I walked away with. 
	In my role with GAP, we were talking about how to understand some of the changing markets in different areas of the world. There is a group called Ashoka, a world-class organization headquartered right here in Arlington, Virginia, and run by Bill Drayton, formerly with McKinsey & Co. Ashoka is the premier organization that supports social entrepreneurs globally, and Bill's philosophy is that we will see more global social change driven by people around health issues, environmental issues, even business issues on a global scale. He is a remarkable, insightful individual. We were talking, and he said that the danger you face when you look at these areas today--he used China, India and Japan in particular--is that you can get very different inputs based on who you speak to. I understood immediately, because to me, it was like the US in the mid-1990’s when you could have probed the IBM’s and the Microsoft’s and gotten a totally different read with respect to the importance of the Internet, than if you polled entrepreneurs like the people in this audience. In fact, if you remember, that's when we started the Netpreneur Program because the change was not coming from the established players at all; it was coming from this insurgent, growing base underneath. It was a very insightful conversation, and I saw it firsthand in a meeting we had about the Asia-Pacific area. If you are doing business in these markets, pay very close attention and don't just take the standard, traditional, established way of doing business. Just like it has changed dramatically here in the US, it is changing dramatically in each of those markets as well. You can actually get in the wrong camp and get feedback that is very different from where a country and its market are actually moving.
	That was one of the views I walked away with. Another was to watch how much the aura of the high-tech persona has fallen. This was really something. It was not so much an anti-American thing; I wouldn't put it in that context. It was, first of all, a bricks-and-mortar view that the Internet and New Economy folks now are getting their due. Second, it was a backlash against the arrogance of our industry, something you’ve heard me say before.
	I was at a dinner where the Chairman of an international financial services corporation said, flat-out, that those US technical luminaries “are not quite so smart today as they were a year ago, are they?” He said it with a lot of disdain. I'm cautioning you, again, about the sense of arrogance in global markets. When you're riding high and everything is going well, no one is going to tell you you're full of it. When you hit a bump, however, they’ll tell you really quickly what they really believe. Right now, we don't shine as brightly, folks. We don't hold up as well and, if you're arrogant, you’ll get punctured really fast. In doing your business, be confident, be aggressive, but watch the arrogance because, when you stumble, they will pay you back hard. Right now, you're seeing paybacks happen quite a bit. That was very evident, by the way, not in the actual lectures and conversations, but in the hallway talk or sitting in a bar or in a restaurant. 
	Earlier I mentioned the issue of the global backlash. I don't think it affects many of you today, but I do think that in the next 10 years you're going to be conscious of it in consumer markets where certain actions will trigger reactions in globalization. One individual said, “American business and capitalism are spreading. Jobs are being created.  All this is good and we have to do a better job of selling the benefits of globalization.” I responded, “You've got to have your head in the sand. That's all true, but there are tens of thousands of people who will lose their jobs in this transition, and what may be good to you won't be good to someone else.” You don't have to agree with that, but you have to understand that backlash may occur in particular markets. Again, it doesn't apply to everybody, but it probably will make sense in your 10-year horizon at least to give it some thought.
	What probably struck me more than anything else were the cultural differences. Some of the people there could not understand how some Americans have the view that globalization will just happen so fast through some kind of eCommerce magic in which everybody in the world is going to buy our products. They said that the naivete of the American mind was absolutely stunning because we often didn't appear to understand cultures. There is a lot to this, and you heard it again in the ongoing global sessions. For example, in countries like India, which is a huge potential market, there is no fundamental credit card system, so how do you buy online? There is no fundamental transportation network outside of major areas. So, how do you deliver a consumable product that was bought online? These are fundamentals.
	When you're looking at markets, there is a lot to do before you come up with these fabulous projections about how you are going to penetrate China, India or other areas of the world. You have to look back and ask some logical questions of people who know the market. People who can say, “Wait a minute. Yes, there is that number of potential consumers, but is there a legal, financial and social infrastructure that will support that business in that country?” As basic as that sounds, I've seen projections from people making assumptions of what they are going to sell in the Asian markets without ever taking this into account. I’ll give you another example, video-on-demand. I think that in the US, video-on-demand is very questionable as a business with pay-for-view TV still having a long way to go before we're ever going to see an impact of any significance. On the other hand, one person at one of the meetings got up and talked about how pronounced a market it would be in India because of the difficulty of transportation there and because of a burgeoning movie production business in the country. If you understand the issues, all of a sudden, a video-on-demand market opportunity could begin to have some context of sense in that culture. 
	What's even more interesting was a discussion during a dinner focused on the growth of the Internet in the Asia-Pacific region, and this observation really blew me away. At my table was Sachio Semmoto, the founder of eAccess in Tokyo and one of the true Internet leaders in the Asia-Pacific region. He said that when people get so infatuated by the Asian cultures and their use of the telephone, they might not understand something that is taking place. He said that the 10-key pad on cellular phones is actually a most convenient data entry device for the Japanese character set. This nuance doesn't necessarily transfer to other languages, by the way; it's unique to their character set and several other Asian languages and how it's used. He said that you have to be careful when you're making assumptions about how this is going to be applied in other cultures, yet I’ve not heard anyone taking this into account before. That keypad is something that has actually amplified their ability to use their character set and, in this regard, may have zero transfer value to certain other languages. A nuance like this is something you could do market research on for 15 years and not uncover, or have someone tell you in a serendipitous conversation.
	Something else that really struck me was the intense nationalistic spirit. I've seen this firsthand in the Internet domain names market. At GAP we did an investment in a firm in Singapore called IDNS, Internationalized Domain Naming Services, which handles domain registrations into 39 languages. Technically it's advanced, but what you face is the reaction of how a country views domain registrations versus how ICANN or the US views it. Let me tell you, there is a gap. You know what somebody in China says? “Screw you, Americans. You think you're going to tell us what to do?” I’ve heard voices from India say the same thing and from Taiwan as well, and similar reactions come from each country because you see an intense nationalistic spirit. Now, I'm not saying it's bad. Don't misinterpret. I’m just saying that you have to factor it into your marketing because it's a different element if you're coming into that country today, trying to bring a US-centric view to something that has a nationalistic base to it.
	What was so compelling at that Asia-Pacific dinner was that we had the equivalent of the rock stars of the region, and what floored me was a challenge by one of the people to an individual. What you kept hearing in the dialogue was, “Come back to your homeland.” You haven't heard that in a long time, but one has to recognize that those economies are starting to move. There is a tremendous need for the kind of talent that sits here in the US. One individual from Hong Kong got up at the end of the meeting and addressed an individual from another country who had been living in Paris. He said, “Your recommendations are great, but if you really want to do something with your life, move back to your homeland and make a difference for your people.” Remember, this was in front of some 70 peers, and, I mean to tell you, this room went quiet. I've seen this now in three settings. Do not underestimate the issue of nationalistic spirit that is building in those countries as you move globally, especially into the Asia-Pacific markets. I shouldn't say “building;” it probably has been there, but now it is clearly coming out around the issues of eCommerce. 
	Another thing to realize is how fast things are moving, and some of the nuances of globalization. Again, I’m not being critical. There was a leading US executive who spoke, who I won’t name. One person from a different country got up and he was sort of amazed. He said, “That CEO is so appallingly ignorant. All he talks about is eLearning and distance education. Doesn't he understand that it's not going to move the way he assumes? Do you think that we want to hear an American like that in our country without any cultural filter whatsoever? That's not the way it's going to be. I've been in this field for 15 years, and it's very difficult to move things so that they are adaptable to different cultures.”
	If you go back to the end of the 1980s, what client/server was about technologically, in some respects and in theory at least, and what the Web also allows, is highly tailored, customized packaging of product to fit culture. What you see going on today is almost the inverse theory in a lot of global models where they're assuming that one eCommerce model like the Internet is now instantly accepted in all countries in the same way just because it has a dot.com protocol. I caution you, in all of your marketing, when you're going into a different country and a different market, you must be cognizant of those cultures and what the difference in those cultures will be in accepting it. This was driven home when I sat next to a businessman who ran one of the largest conglomerates in Saudi Arabia. He said that he runs into more US businesspeople who simply do not understand how to do business in Saudi Arabia. They stumble, they fall, they make huge mistakes and waste millions of dollars in their efforts because they don't realize that the Saudis operate differently. John Burton can address this as well, because he has lived this and knows the importance of these issues quite well. 
	Mary made the earlier comment about returning to basics, and there was a fascinating conversation in which several people, among them Don Tapscott, who some of you know from the Tapscott Group, Michael Porter from MIT and someone I found absolutely fascinating, Martin Varsavsky, who did Jazztel out of Spain and is a highly successful entrepreneur. They got into a debate about value in a company, and Porter said that you can talk about all the intellectual assets, how you put people together in your virtual networks and such, but, at the end of the day, if you can't convert what you think is an intellectual asset into a competitive advantage to change your financial performance, it doesn't count. He said that fundamentals still rule the day. You know what? He's absolutely right. They are assets, but until they give you competitive advantage that fundamentally translates into sales and revenue and market share, they don't count. We have to demystify some of that, and I think Porter was dead on in his analysis. 
	I'll go back to that Asia-Pacific Internet dinner. The way it operated was that in the evening you could pick a dinner to go to, typically about 70 people with table moderators, and you had all of these side discussions which they summarized. There was Masayoshi Son from SoftBank, one of the largest investors in the world; Semmoto of eAccess; Richard T.K. Li of Pacific Century Cyberworks, an absolutely fascinating mind; and several other individuals including Minoru Murofushi of Itochu. The Chairman of Hitachi kicked off the show. It was fascinating to hear the demographics from their perspective, and one number that blew me away was when Son said that if you look at Internet penetration today, we're at about 300 million users with the US population representing about 40% of that. Within five years, the approximation is that the world will be at one billion Internet users and the US will represent 20% of that. Asia-Pacific will represent half of that one billion. Give or take a couple of years, and that number holds with some of the classic forecasts. It’s a stunning demographic number.
	If you look at emerging markets, the one that impressed me most was Korea because of something that may not be apparent in this kind of dialogue, the issue of public policy and how important it is. Maybe we have been more negligent than we should in this country. Korea has the highest concentration of broadband connection per capita of any country in the world. I wouldn't have guessed that in a million years. In the early 1990's, the Korean government subsidized putting computers in all the schools; not a connection, but computers in literally all of the schools, and they made English a primary language in the educational system. Both moves were aimed at spurring economic development in the country, and it gave them a platform as well. Now they have gone from 500,000 to four million households with broadband connection. Put that in the US context where there are six million homes with broadband connectivity. Four million in Korea versus six million in the US. There is a big difference when you get to the top of the equation. That is an amazing penetration and bodes significantly well for what could happen in terms of eCommerce activity in Korea.
	Another impressive statistic was about China. In mainland China it was projected that right now there are 100 million people on regular cable and 70 million people already using cell phones, both of which are tailor-made for immediate transfer movements into some level of Internet connectivity. The way it could happen fast, ironically, is that most of it is government controlled. Almost all the cable distributors are municipal governments that can flip on a dime. What you can't predict are the consumption and business patterns, but when you start looking at these demographics they become quite daunting. We had the woman who does China Online at our table, one of the top journalists. She made the comment that the US is so focused on the issue of censorship in Asia-Pacific, more than they are, themselves, and everybody at the table agreed. She said, “Let me give you an example. AOL Instant Messenger is outlawed in China, but they estimated that there are three million viral users of Instant Messenger in China right now.” They expect it to explode as a communication mechanism.
	The net result is the eye-opening elements of how the rest of the world looks at this. There are also a lot of things I could tell you about what is going on in Germany and some of the activity and movement in Europe. The reality is that these markets are real and emerging. For the first time, companies can be formed in these markets, go public and be totally sustainable on large market caps without ever going out of their own countries. Folks, the game is changing for America, and it represents tremendous opportunities for firms to look at things globally. However, as we said in the “Going Global” Coffee & DoughNets session, do not assume this to be a simple process. Do not assume that because you've created a Web site somebody in another country can reach it and that you're a global business. You're not even close. I go back to all the things we discussed. If you're looking at this, take the protracted steps to understand, overall, what it's going to require to do business in different countries. 
	The last thing I'll leave you with is that the reason I was at the conference, in addition to wearing my GAP hat, was that the sub-theme of the conference was this emerging new base of philanthropy and social entrepreneurship in which we are very involved. Kathy Bushkin was there, who many of you may know from AOL and who is now the President of AOL/Time Warner's foundation. It was fascinating to see that there really is a global movement underway and how there is new money from people of your age, from 25 to 50, who are looking at community engagement. As some of you may know, the Morino Institute has taken steps here in the National Capital region to create a program called Venture Philanthropy Partners. We've kept it very low key, but we've organized about 30 founding investors, including our speaker, John Burton, as well as other names you know, such as Ted Leonsis, Raul Fernandez, Jeong Kim, Steve and Jean Case, Jim Kimsey and John Sidgmore. It's a great group of people, and we've raised $31 million. Our intent is to invest in organizations serving children in the National Capital region where we can create social returns to help the children in the lowest income areas. Right now we’re in phase one, and we’ll probably be coming back to you in the months ahead at another engagement level. Not everybody can write checks of the size and generosity of the people I mentioned, but we’ve talked to many people in this audience who would like to get involved in a way that is consistent with their time schedule and financial capability. This year, we hope to come up with approaches to leverage the Netpreneur network to partner with Venture Philanthropy Partners at various levels.

	Now, John Burton is the speaker this morning, and I would like to say a couple of words. You're in for a treat. The subject he is covering is sales and distribution. He is a person I have truly learned from, and that's the most honest way I can describe it. My learning with John began at a Four Seasons Hotel in Boston, I think it was either 1984 or 1985. John, even then, was known as one of the best marketing strategists in the United States. You will talk to very few who understand the issues of distribution as profoundly and as deeply as he does. He has been an operating officer, including CEO of the firm I was part of, Legent Corporation. We merged firms to create our relationship back in 1989, and we have worked a long time together. He has made the transition to become one of the leading venture capitalists, not just in the region, but, I believe, in the country. On behalf of Netpreneur and myself, I'm very glad John's here today.
	My time is up. Second prize is 60 minutes next week, so see you later.


john burton: the world of sales & distribution

Good morning. I'm not sure how many of you have had the opportunity to follow Mario, but I'll tell you, it’s daunting for good reasons. It's also a bit difficult to segue from world-level, socio-economic political issues into Sales 101, but we have to start somewhere.
	The best segue I can come up with is that you have to start small, but think big.
	A lot of what I see in the various things I'm involved in, working with companies as both an M&A advisor and a venture capitalist, is that we tend to focus on big things, and we tend to focus on little things, but, often, it should be in reverse order. What I'd like to do this morning is to talk about some of the issues related to sales and distribution, which are distinct and separate from marketing, though I'd also say that you cannot do sales and distribution without marketing.
	The other part of what you do in your organizations has to do with a service or product or technology that needs to get consumed by some type of audience. Whether that audience is an individual or a corporation, you have to think about how to deliver something that, in most cases in this region, is based on technology.
	I think that Mario has given me more of an introduction than I probably deserve, so let's get into the context. What I'd like to do is give some glimpses at the things that I, along with a lot of the venture capitalists I work with, see in our daily travels.  Then, go into how you can develop sales and distribution concepts and ideas and execution plans that fit a way to get success, as well as how we look for them to be described to us.

what VCs wants to hear
	Often what we venture capitalists see is a great entrepreneur or an established businessperson who comes in and says:

	I have a great technology. I've got a great team. I've got a great company. I've grown my sales. I have this many customers and I believe I'm going to be successful. All I really need is financing to get to that next level.”

	When asked what the financing is for--you've all probably gone through this and you have a “use of funds” section in your business plan--they say:

“I'm going to hire some people. I'm going to start marketing and sales. I'm going to finish any number of things in development. I'm going to move my offices. I'm going to get on the map. I'm going to do a lot of different things with this financing.”

	What I don't hear are the things that I'd really like to hear, which are:

	I have a great distribution strategy. I have a tremendous channel into a highly lucrative market. I am differentiated when I talk to those potential clients by several characteristics. My market is lucrative because of the following reasons. I am distinguished from my competition in the particular market because my salespeople are more experienced in hearing the things that you need to hear and turning them into solutions that those particular clients want to hear about, which they will acquire, buy and spend money with me.
	I have a great distribution channel because when I capture a client I have a sustainable relationship with that client. Every incremental thing that I sell has a higher gross margin and a lower marginal cost of sale. I expect within two years to have a client base that consists of the top 50% of a great market.
	When I get that financing, I am going to use it to gain market share by building on those distribution concepts and by hiring more salespeople who have the same characteristics, who can do solution selling or can deliver solutions over the Web. They understand what the person on the receiving end of my product, service or technology is looking for. I am going to build those channels, I am going to hire the great expertise I need to leverage it. I'm going to build partnerships with others who service that market, who are the kinds of partners that also build product, sell solutions and service that client and marketplace.

	Those are the things that I don't ever hear when people present. Sometimes we hear a little bit about it, but I hear lots of highly articulated, well-thought-out approaches to a technological problem. I hear a lot about the Internet. I hear a lot about different techniques for different levels of object coding and whether it's a differentiating technology characteristic, but, if we could hear the other more often, you and your companies would really stand out when you're presenting to folks who finance companies. What’s more, you would probably be very well served in trying to attain what it is you want to attain. 
	I'm certainly not trying to be simplistic here, and I'm certainly not in any way trying to be patronizing to those of you who have this squared away, but I believe that this is a very important thing to think about, particularly in light of today's market climate and in light of many of the things Mario said about worldwide consumption habits, traits and characteristics that will develop. The companies that have been the most successful are not those that have made technological breakthroughs; they are the ones that have made those breakthroughs coupled with unique marketing and distribution capabilities to promulgate their concepts and their ideas.
	I'll point out one very simple thing that goes back many years. How many people know who Mitch Kapor is? I'm sure lots of people, unless you're under 25. Mitch Kapor was the developer of Lotus 1, 2, 3. How many people know who Dan Bricklin is? Dan Bricklin developed VisiCalc. Which of them is better known and which one was more successful? If you will, Lotus 1, 2, 3 was a large step above VisiCalc as a spreadsheet, but it was so well marketed and so well presented that it created an empire in Lotus and a highly notable company, even today as a division within IBM.

reaching clarity through precision
	I hear regularly, “People don't understand me when I present my idea.” There is a huge amount of frustration, perhaps understandably so, because venture capitalists can be the dumbest people you'll ever see. I would like to think it is intentional, but sometimes it isn't. We can't help ourselves. Venture capitalists like to be able to compare what you are presenting to something that they can understand quantitatively, because then they can start to think about, “if I invest in this firm, if I put my capital to work, what can it be similar to in terms of its return?” The more ephemeral you get with your concepts, the harder it will be to get quantitative on the part of the person to whom you're presenting.
	How do you do that? How do you present in a way that doesn't detract from what you have to sell, while at the same time relating to a venture capitalist? It goes far beyond a venture capitalist; it goes to how you train your salespeople when you get to that level.
	You have to define your market precisely. How big is that market? What is the precise target? Are you going at the Global 5000 or the Fortune 500? Are you going at financial institutions? Are you going at someone who has a Small Office/Home Office? What size? What geography? What are the purchasing characteristics? What else did they buy? How much did they spend? How much disposable capital do they have for this particular thing? What budget does it come out of? Does it come out of expense budgets or capital expenditure budgets?
	Compare it to a traditional way it has been done before. “I sell with a direct sales force similar to company X which did it very well.” BMC Corporation, a multi-billion dollar software company, essentially came first with a telesales model instead of a direct sales model. It was a great breakthrough in terms of cost of sale, and they did extremely well. They then went into a matrix mode of selling, with a lot of other partnerships, as well. 
	Compare yourself to your competition. Everybody has competition. If you think you have no competition for your technology, and if you're right, you still have competition for budget dollars and you have competition with other distribution channels.

gaining momentum with early customers
	Another extraordinarily good way to have your market explained to a venture capitalist is by having a client explain what they use your technology for, why it is different, what it will save them and what means they will use to acquire it and other things like what you have to offer. That, as well as your interaction with a potential client, will help you define how you best sell to them, as well. I find an extraordinary lack of organizations with great technology, great ideas, and great client or potential client research. If you identify 10 IT directors, marketing people or consumers that you would like to have as clients, go out and talk to them. Don't try to sell them, just say, “I have this idea. What do you think of it? How would you buy it? How could I best service you?” Take that data, bring it to the venture capitalist and define what your objectives are. “I want 10, 15, 20 of them installed. I want an average sales price of the following.” Remember, venture capitalists also relate when they can compare themselves to someone and jump in bed with somebody who's already there. 
	The most important indicative value is how rapid your client capture is. What does that mean? It means that the only way you're going to get client capture is through selling and somehow distributing your product or service to people. In today's climate, client capture means momentum, momentum means revenue, revenue means profit, and profit means you'll get financing. Profit means that you'll get a return, irrespective of the IPO markets or public venture capital money--which no longer exists.
	How many clients are possible? What is the universe to which you are selling? It will help you define how many salespeople you need. It will define what kinds of distribution channels you need to set up. What is the price tag by which you can measure the kind of channel you'll use? We'll talk about that in a moment.
	Your first client influences an enormous amount of others. Pick that first client well and make them your friend. Solicit their confidence and their advice. You also can use that first or second or third client to do a lot of other things that you need to do to lay the field for your distribution mechanisms. You can have that client talk to another strategic partner. Perhaps you have a product that client uses, and they use another product for which you need an interface. Don't call that other vendor, have your customer call them and say, “I want an interface between these two products.” That is precisely how Mario and I met in the early 1980s. We had a product; Mario had a product; and the client wanted the two products to work with one another. It makes all the sense in the world. We interfaced through the client.
	The best introduction to Gartner Group or Meta Group or Forrester Research is also with that client. Get them to talk to them and say, “This is the technology you should look at because we're going to use it.”
	What is all this about? This is Selling 101. It may not be selling to get a transaction fee or a sale or a license price or a service fee, but it is selling to lay the groundwork for a distribution channel that you will build or that you have built already. Nobody goes into battle unless there is some air cover softening the turf for the infantry to land. That's what you're doing when you're thinking about your sales channel.

the thermos corollary
	There is a joke that I really got a kick out when I heard it a long time ago A very simple man was asked what he thought the greatest wonder of the world was. He said, “The Thermos.” When asked why he said, “It keeps hot things hot and cold things cold, but how does it know?”
	As you define your sales and distribution plans, you need to know precisely what your objectives are, not just because they are milestones but because, at the same time, they are going to define the economics by which you will make that profit which we all know is critical.
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	Let's say that you have a technology or software product. You need to define how many clients you have potentially, how fast you're going to get them and what they are going to spend. If it's a software product, what platforms does it run on? Is it all the platforms? Some of the platforms? UNIX? Is it a mainframe product (Heaven forbid!)? Is it the Internet, meaning IP? Is it mobile? Wireless? People throw those terms around without really understanding precisely what they mean in terms of economic return. What is the revenue per channel type? What is the average transaction size? If you're selling through resellers, how many inventory returns? How much selling? How much sell-through? The contract size, in value, has a relation to how you define the type of distribution mechanism. We'll talk about that more later.
	If you're a services company, how many new clients do you need to have over what period of time? What are the average relationships with those clients in terms of contract size and value over what period of months? What are the gross margins you expect to have? What are the hourly billing rates? What are the utilization rates? What other factors will help you judge whether your distribution channel is successful?
	Define whether the Thermos is going to be hot or whether it's going to be cold. You can be the absolute leader in a market if you define what that market is. You can be a leader in execution if you define what your execution plans are.
	When you go to a venture capitalist and begin to explain how successful you've been, it would be wonderful if you said, “When I began, we put together a plan and said that within three months we'd have this many salespeople, we would have this average transaction size, we would have this many clients, we would define this market and we would be the leader in it.” If you have those objectives defined and then you report to that venture capitalist every three months on how you've done against those objectives, you'll be doing both your financing opportunities and your own internal execution a very big favor.

the matrix: think distribution
	The Internet is not a market; the Internet is a channel. Every organization, regardless of what they sell, should have multiple paths and means of distribution. It should be a matrix. It does not necessarily have to be put together all at once, but, if you have only one means of sales, you have much too high a risk quotient to be able to sustain success and have the economic return that you really need. 
	What does that mean? There are multiple ways of defining distribution and multiple distribution methods depending on a lot of factors that we have already talked about a little bit.
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	If you have a direct channel for example, meaning that you have salespeople calling directly on end clients such as the Fortune 500 or Global 5000, then you have feet on the street. It is the highest cost mechanism you could possibly have, and it typically is used when you're selling solution products, complex products, complex concepts and strategic concepts. It has the longest sale cycle. We saw sales cycles for complex software products that were typically a year or more. To put salespeople on the street with the technical support they needed, it would cost typically $250K, $300K, $400K per year. And you know what? The average turnover rate is about 40%, both voluntary and involuntary, plus the average time to productivity is six to nine months, so it's very expensive. On the other hand, if a direct salesperson is successful and they establish customer relationships, they can generate, $1 million, $2 million, $3 million per year in sales. After you cover that $300,000, it pretty much drops to the bottom line, but it's high risk with high up-front costs.
	If you go through resellers and integrators, it’s high volumes and lack of control over what they do. You have to train them, you have to incentivize them, and you compete for their attention because there are other things that they resell. In essence, you're selling for them, they just happen to be an intermediary.
	Telesales is a great thing to couple along with direct sales, meaning you can fertilize the marketplace by having people on the phone who can be very, very productive at reasonable cost if they are professionals. Hire very experienced professionals in that role, train them well and they will fertilize. If it's a very high transaction potential, you may then have a direct sales person or a reseller go along and capture that business. Locally, OTG Software has a great model for this. They basically have telesales, they have resellers and, when they get to a certain level, a direct salesperson takes over the account working with the reseller and the partner. They share the commission, so they get rewarded. It's part of that matrix.
	Moving on to distributors, you may have components, you may have little things that get bundled into other products. You have a typical software module that gets bundled into a larger software module, which becomes a solution. You're selling into someone who OEMs and, in turn, creates something for the end user. 
	As to Web-based channels, if you think that selling over the Internet is a recent phenomenon, it isn't. It's been around for a very, very long time, since at least 15 years ago. There is a company called McAfee that we all know, now part of Network Associates. McAfee had anti-virus software that was downloadable from the Web, or, rather, from the Internet, because the Web really hadn't been developed at the time. It became an extraordinarily successful, Web-based company. This is also a channel by which you can do customer support and marketing, but it is not, in and of itself, a sustainable distribution mechanism.
	If you take all the things we just talked about and ask, “How do I plot this on the curve? How do I figure it out?” Well, take a look at this, which is oversimplified.
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The variable cost is on the Y-axis; the distribution mechanism and method are on the X-axis. It basically says, starting at the left where you have a distributor, moving to resellers and all the way up through the direct model, that your variable costs to go through each channel will rise as a function of how close you get to the customer. At the same time, the transaction price should rise as it goes from the left to the right.
	If your graphs are backwards, you're never going to make money. If you have a high-tech sales method with a low transaction price, it's the kiss of death. You can make this as sophisticated as you'd like. You can start to plot your average transaction today and tomorrow, and you can begin to figure out whether or not you've got the economics of distribution to work properly.

on partnerships
	There is another method of distribution as well, which is through partnerships. We've all seen partnerships. It goes back to the concept of fertilizing or, if you will, softening the battlefield for the infantry.
	Today, more than ever, it is very, very difficult for a lone organization to be successful in the distribution or sales method without working with the other providers of technology or services to that end consumer. An operating system won't work without a chip; an application software package won't work without a database; a database won't work without an operating system. You don't typically have an application from Siebel without having an application from Oracle. You don't typically have a systems integrator doing work for you without having another subcontractor to that systems integrator. Depending on whom you're speaking with--a consumer trying to figure out what to put on their desktop all the way through an IT director or CIO at a Fortune 10 company--the person has to deal with a huge number of companies vying for their time and budget. The best thing that you can do to help your sales and distribution is to make it easy for the purchaser by explaining to them that you've done integration work with your technology, product or service that makes it easy to work with something they already have. You can be someone selling system management products for performance over the Web and you focus on companies that have Oracle databases. By that last definition, you have made it easy for the buyer to understand how to conceptualize what you do for them, and you've made it easier for the salesperson to identify the target to whom they sell. You may have cut about 40% of your marketing budget by being able to do that. 
	If you look at this index [below], it basically means that there are a lot of ways to go out and fertilize, or soften that battlefield, by having relationships with other firms who do the same thing.
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	The way to conceptualize this is that, at the far left, you could have something like a joint press release with a company. It may not do a lot of for you, but it at least gets your name out as a promotional thing. There’s not a lot of value to it over the long run, but maybe you do one of those a month.
	You may have a marketing relationship or a co-op arrangement with another firm where you share leads and cut each other in for 10%, making joint sales calls, perhaps. That may be helpful. 
	Or you have a market relationship where you're in a sub-market. We talked about Oracle a minute ago. You may sell only to Oracle users, or you may sell only to companies that run Linux. That's a market that gets defined. Who is the leader in that market? You need to have a relationship with Red Hat or some other organization, because you're a sub-market within a market. 
	You may have a technological relationship where you embed some technology from someone else into the product that you own. That relationship becomes much more dependent because your product won't work without that other one; and vice versa, someone else may put your product within theirs, and that becomes a dependent relationship.
	Then you have a financial relationship which essentially means that maybe a strategic partner has invested in you, so, you, in turn, are dependent upon them for some type of sales and distribution relationship. 
	The bottom line to all of this is that there is a lot to think about and a lot of what I said is really qualitative as opposed to quantitative. On the other hand, what you really need to look for are definition, analysis, quantification of your market, thorough understanding of the alternatives and a matrix of distribution mechanisms where there are corresponding margins in economics.
	Thank you very much.


the audience: q & a

Mr. Norco: I’m Alex Norco of Okron Data. Could you give a typical example of an IT services buyer? How do they buy and how do they think?

Mr. Burton: Sure. The first things an IT buyer would normally think of are: What is the task at hand that I need to accomplish, and what has my manager told me that I need to do in order to get it accomplished? That means things like: Do I have to have high quality? Do I have to have low budget? Is it a strategic item? Is it a tactical item? Do I have to work that new service provider in with a matrix of others? 
	You can be sure that the IT services buyer has 10 sales call a day from various firms wanting to sell them services, so I think it's very important to understand what he or she wants and then try to conceptualize your product. The first thing that the best salespeople do is listen. They have four or five questions that they ask to try to understand what it is, then they turn the services that they sell into something that meets those criteria--if, in fact, it does.
	Probably most important is that all of those folks are working under an increasingly compressed budget with an increasingly compressed timeframe and they've got far too many vendors that they have to deal with. They're looking for something that differentiates and makes it easier to deal with a particular vendor.


Mr. Hausman: I'm Marc Hausman with Strategic Communications Group. John, one of the things you mentioned was that you can't do sales and distribution without marketing. Could you comment on the role that advertising and public relations play and what types of advice you provide to your portfolio companies?

Mr. Burton: Advertising and public relations are obviously very important in the sales and distribution matrix. I think it's a question of what role you expect them to play by defining to whom you sell. If you identify that you're selling to the IT organization in the Fortune 500, you can then help to define a public relations program and an advertising program. You may define that you can't afford an effective advertising program, but you ought to start with public relations. 
	You should choose your public relations and advertising firm as a function of how they understand the objectives you've defined in the way we've talked about, and whether or not they have done anything to focus on the constituency to whom you're selling. You'll find your salespeople always say, “I don't have enough leads. We're not in the press enough. Nobody knows who we are.” PR and advertising help those things, but they’re not a sole solution.


Mr. Friedman: Hi, John, I’m Howard Friedman with e-cerv. What are your thoughts on the balance in your distribution mix, particularly early in your company life cycle when you're actively looking for distributors and partners? As a percentage, perhaps, what do you think is an acceptable mix?

Mr. Burton: I've seen companies that have completely indirect sales models that rely completely on partners to sell for them. To get back to an example I mentioned before, OTG Software had a 100% reseller market until about 9-12 months ago when they started a direct channel. The more indirect sales you have, the more you have to hedge your bets. I'd say lower price, more indirect, the more you have; higher price, more strategic, the fewer you have because they are more expensive to maintain. It depends almost entirely upon whom you're selling to, their budget and the transaction size of the service or product. I don't think there is any magical answer, although I'd say that a healthy mix is what you need.


Ms. MacPherson: In partnerships, do you, in effect, become a distribution channel for any other partners?

Mr. Burton: Maybe. It's important to understand what your partner is trying to accomplish as opposed to what you want to accomplish. In many cases partners are not looking for anything other than differentiation from someone else that they deal with. In some cases they are looking for you to help them sell their products or sell them completely. The biggest mistake that I see is trying to get partners without understanding their objectives and economics. It can be any one of those things, and that's what you need to examine--whether you need help selling, they need help selling or whether you both are stronger selling together, which, in many cases, is what drives mergers and strategic relationships of real detail.


Mr. Barker: Good morning. I’m Brad Barker with Hope & Care International. Earlier in your presentation you alluded to what seems to be the cry of the entrepreneur, “nobody understands me” or “nobody understands my technology” or “it's very difficult to explain.” Can you give some advice, from a sales perspective and an investor's perspective, on how to drill down and get to that core component so that it's easy to understand, whether it’s an elevator pitch or otherwise?

Mr. Burton: That’s also a very difficult thing to answer. The best way to do it isn't by relying on an explanation of the technology, it isn't through seeing a demo and it isn't in hearing just what one customer says. It's all of those together because different venture capitalists will approach problems in different ways. Some are going to approach it from a technical standpoint, because they feel very comfortable on the technology side; others are going to feel comfortable from the market side and may or may not have experience with it; and others will look at it and say, “Well, I know that market space, so how good is the management team and how much experience do they have?”
	An elevator pitch is terrific, but the presentation of why your company or product or service is different should have a very, very pithy statement about what the sales channel is and why it's different, what the technology is and why it's different, who the clients are and why they like it, the problem it solves and why and, most importantly, why they can't live without it. Often I hear why the entrepreneur thinks it's important and why he or she thinks the customer can't live without it, but the customer could care less. What you tell a potential client about your product is the same thing you tell the venture capitalist.


Ms. Sclarsky: Hi, my name is Kimberly Sclarsky with 2s2i. I'm interested in knowing how you create a sense of urgency within your target audience, say Fortune 1000 companies. Do you think it's a function more of the selling process or the marketing/PR end?

Mr. Burton: If I could answer that precisely I would have made the largest breakthrough in the world, made my job as a CEO a lot easier and been able to avoid the phenomenon in which 80% of your sales occur in the last two days of the quarter. What I can tell you is that it's always easier to create urgency on the part of the client when you understand his or her objectives and time lines, explain your objectives and time lines and then try to qualify whether or not your objectives can really be met. Often what happens is that a salesperson is really trying to push something uphill that isn't ready. The way you create the urgency, I think, is by understanding what the solution is going to be and why there is value. 
	One quick anecdote. Often when I did territory reviews I'd ask salespeople, “When are they going to buy?” They'd say, “Well, I've talked to them. They all agreed and consented. It's in their budget; I've checked that. They are going to buy at the end of October.”
	It's now October 15, so I'd say, “That's great. Have you sent them a contract?”
	“Well, no, but they said they are going to buy.”
	I’d say, “How do you know they are going to buy unless you send them a contract? If they don't want to look at it, they're not going to buy. If they don't like what the contract says, they are going to buy and they're negotiating it.” It's a multiple means of creating that level of urgency by a standard sales process definition and execution. At the end of the day, the easier you make it for the client to decide, the more work you do for them and the more easily it's going to close in the timeframe you want.


Mr. Pachtman: I’m Arnold Pachtman, CFO For Hire. A lot of the things you mentioned that entrepreneurs should say are all marketing things, yet a startup company will defer bringing on a marketing specialist until the first round of venture capital. Maybe the CEO and the CTO will do the marketing in the first year. What do you think about that?

Mr. Burton: There are a lot of ways to start distribution and sales. Perhaps the most important way to look at it is that you have to have someone in your organization that is capable of that role, whether it’s the technologist or a service provider. One way is to really understand your market, and clearly understand other markets. Say you're selling performance tools into an Oracle aftermarket. I would go after a single Oracle sales manager who knows the market cold, who doesn't need a startup time, and who becomes a founder of your organization or a patron, maybe someone on your strategic advisory council. It’s someone who knows that market and has sold that type of service or product before. Get them into your management team early. If you have a group of technicians and you don't have financing, well, then, you find that one person who helps you in that strategic role and make sure that he or she is going to join you as soon as you have financing. Work through the other vendors. If you're a technologist, you go to someone else who sells to the Oracle sub-market, and say, “Let's start a relationship. Let me leverage on you and I'll give you royalties.”
	I'm not saying that you should have all of this clearly defined and executable and the resources on board right from the beginning, but you should be able to answer the questions and ask the questions in order to say, “When I have money, I'm hiring Harry or Sue” or “I'm going to get my first five people from company X” or “the next five from company Y.” Really, precisely understand. 
	The other thing is that you’d better darn well have some sales capacity and people who have sold similar things before. When I hear of someone coming in who has never sold that kind of product before or never sold into that constituency, I get really worried.


Mr. Dearden: Good morning. Hank Dearden with 3D Technologies. This is a brass tacks question. One of my clients has a small eCommerce site. I am going to work with them to completely overhaul it and one of our strategies is taking baby steps into international sales. We'll obviously have to do a lot of modifications along those lines, not the least of which is different languages. What do you think are the first three languages we should tackle?

Mr. Burton: That's a tough question. I'd go back and ask, what are the biggest and most lucrative markets by language? Then I'd compare that against the easiest languages to port to technologically. What you're going to find is that, from a technological standpoint, there are languages that are very easy to convert to, that are almost fully automated with technologies to do it. Then see whether or not that synchronizes with your most lucrative markets. I'd compare those two as a function of reward and cost. French and Spanish are easy to do; Chinese is extraordinarily difficult. If you're talking multi-byte character sets, you’d better know what you're doing and have a lot of money to do it short term. If you’re talking about any of the Anglo languages, they have been done hundreds of times and can be done offshore very, very quickly in places like Russia, India and Israel.


Mr. Nguyen: I’m Kurt Nguyen with Qnexis Marketing. It has been my observation and experience that companies tend to get a little bit too happy with the terms “partners” and “strategy.” They have a laundry list of names on their Web site and in their literature, but maybe only one or two actually end up doing something significant with them. What are the top two or three things that a company needs to know in order to build an effective channel strategy?

Mr. Burton: I would always have a regular review of partners in terms of whether or not they have met the objectives and whether you have met the objectives for them. Make sure it's bilateral. Often the biggest mistake is not judging yourself in terms of whether or not you have met the criteria of the partner. I'd have a quarterly review of each one, and I'd rank them in terms of their importance. I'd cycle them out as quickly as I cycled them in if they're not working. It comes down to cost economics and return in terms of the partnership and the money you're investing.


Mr. Goldman: Hi. My name is Ira Goldman with Virtual-Plastic Corporation. I was a little confused with your second graph. You started out earlier talking about the importance of distribution and channels, yet on the graph you noted five different things across the bottom with increasing value and effort. Promotion and marketing were the first two, with financial and technology producing a greater value. Could you explain how that fits together?

Mr. Burton: That's a great question. It means you're paying attention. Thank you.
	I have the benefit of looking at it right here, and that last chart was about partnerships and relationships, not necessarily about marketing and promotion as a direct function of your sales effort. If you look at a promotional relationship where you issue a joint press release saying, “I now am compatible with Microsoft 2000,” it's a press release. There is not a lot of effort in doing that and not a lot of differentiation, so the value from it is moderate, although it's nice to have. If you look at a marketing relationship, which is maybe a little bit further along the line, you say that your product is listed in a Microsoft catalogue somewhere. Again, not too terribly differentiated, but is it helpful to you? Yes. Is there a lot of value to that? Well, there is certainly some value to it. Is there a lot of effort to it? It may have been a lot of effort to get yourself certified in the catalogue, but it's not that tremendous. If you go further down the line and Microsoft embeds your product within Windows 2000, that's high value, high effort, high cost and potentially high return, as well as that level of dependence we talked about.


Mr. Weissman: I’m Kip Weissman. I was paying attention, but I'm a lawyer, so I don't get any of this stuff. I do have a couple of questions about initial product rollouts, however. One, how far can you push a product when there are still a few bugs but you want to get it out there? Maybe you feel pressure from your investors. Two, does it help or hurt to do price breaks in the initial stages? Three, when you're in expansion mode and you're burning money, how do you start to get a handle on whether the product is inherently profitable?

Mr. Burton: Profound questions from a lawyer. The best product that I have ever seen is one that has not been released yet because there are no bugs. I mean that seriously, to some extent. If you have some early stage clients and you are building something that those potential clients really see has value, you'd be surprised at how many of them will embrace what you're doing, help you debug it and help you define the characteristics and capabilities of that product. It's never too early. What's important is disclosure. “Here is where we are; here is where we want to go. I want to work with you collaboratively in order to get there.”
	Now, is that a function of price? Price is certainly relevant if you have somebody who's willing to help you develop the product, debug it with you and provide input. That client may or may not pay full price. In one of my companies, when we were starting we went to John Hancock and explained to them what the product was going to do. They really needed it and paid five times what we anticipated the cost would be. They helped us develop it and gave us computer time to be able to do it. Our deal with them was that we would provide some of that back to them in a royalty stream for a period of time, and they said, “Well, we don't really even care about that.”
	The answer is that if you have a product that has a market need, and if you have a defined user of that particular product or service, they understand that the development cycles are there.
	When you have a venture capitalist pushing you for sales, in some ways he or she is pushing for proof and credibility that the product will sell before they actually want you to generate revenue from that sale. One comes before the other. Venture capitalists will always say, “It doesn't matter. Compress it. I want both credibility, provability and revenue.” If you prove that the clients will, in fact, buy and install it, however, you're validating the market. That's how I'd approach it.


Ms. MacPherson: What are some ways to entice that important first customer to pay for your product or service?

Mr. Burton: The best way to entice a client is to understand that client's objectives and his or her constraints and motivations. If you find somebody with an organization that has a challenge or problem that your product addresses, you may find a strong ally and you may find that there is a budget to get that problem solved.
	I very frequently find that salespeople or business development people don't collaborate to come up with something unique in terms of the relationship. Larger companies, in particular, or companies with a particular problem, have budget money. If you are going to solve that problem, they will let you have access to that money. You may say, “We're going to do this in joint development mode. It's in an early stage. Pay half now and half later.” You may say, “I need this money to satisfy my venture capitalist. Let's make some kind of arrangement.” There are a lot of different ways to entice them, but only if you solve a problem that they both have the need to solve and the economic foundation to solve it with. If it isn't in the budget or if they can't get access to the money, it's going to be much more difficult. The difference is meeting a need versus creating a need. If you understand what your salesperson or business development person has to do, it's easier to approach the problem.


Mr. Khera: I’m Raj Khera with MoreBusiness.com. I have two quick questions. If you have a relatively low-cost product and you're marketing it largely through channel partners, what's the best way to handle customer support? Should you do it or should you enable your partners to do it? The second question is, what's the typical range of the percentage of sales that you give to a distribution partner to sell your product?

Mr. Burton: The two questions are actually intertwined. Most reselling distribution agreements get broken down into who is doing what to support the client, and who is doing what to get to the client. Who is absorbing what cost? Who is paying for the marketing? Who is paying for the people doing technical support? Who is paying for development? Then you look at the economics. If you understand that a product is going to sell for X and the cost is going to be Y, you and your partner should then break down who is absorbing what costs and share them so that both parties get benefit from it. 
	In the early stage, if there is a way to be able to get access to customers which you can leverage over the long term, perhaps by providing support to the customer after somebody else sells to them, I'd say that's a good investment because incremental sales can come from you to the customer. The bottom line is that it's an iterative process that you define early. Then, based on what happens economically, you sit down with that partner and perhaps revise it. It really depends on your strategic objectives and the characteristics of your market.
	As far as ranges go, if you're familiar with Veritas, a very large provider of storage software, they resell other people's products for as low as 10%, meaning that they absorb all the costs and give 10% of the sales back to the product company. If there is a guideline, I would say that for a high-ticket item it ranges from 10% to 50%, no more. If it is a high volume, low-ticket item, it would be on the lower end of the scale, say 5%-20%.


Ms. Weil: Hi, John. I’m Debbie Weil with Wordbiz.com. You made the comment that the Internet is a channel and not a market. In B2B, say, in the higher-end technology products, would you say that the Internet is a sales channel, a marketing channel or both?

Mr. Burton: I think it's a sales channel, a marketing channel and a platform topology. I look at the Internet and the World Wide Web as nothing more than a new client/server architecture. Essentially it's an IP network, and the great part about that and the Web is that the Web allows you to market by having people look at electronic catalogues, send them information, do interactive demonstrations and compress the sales cycle and the supply chain by getting to them much more effectively. You can do sales across it by email. You can send proposals.  You can send all kinds of things directly to your client base. You can go through someone else's site, you can do banner advertising and you can do sales as well. The most effective salesperson out there is going to use that interactivity to cut down on the number of trips he or she takes and compress the sales cycle, because 20 minutes with the client over the Web is better than 15 phone calls spread over two or three weeks. 
	However, I think that the important thing is that you create the demand. If the Web and the Internet happen to be a way to create the demand and explain how your product or service meets their needs, then that's a great use of it and it can be the mechanism by which you order and fulfill the order. You can do all kinds of wonderful things, but, in and of itself, it is not a market. That's really all I was really trying to say earlier.


Mr. King: Hi, my name is Alexis King with Ecocys Technologies. For products that are highly technical but for which the end user doesn't have to know anything about the technology, should you have two different initial sales messages depending upon who you are talking to or just concentrate on the benefits for the end user?

Mr. Burton: If have you a product that is highly technical but very easy to use, I guarantee no one will ever buy it until you both prove that it's easy to use and prove to the technologists that it’s technically viable. You're selling to two people, or even three or more, so the answer is that you have to have an explanation of how and why it works, and another about why it's simple. The person who cares that it's simplified is the one who will grab on to that message. Typically, you'll find that person will then go to someone technical and say, “Okay, prove that this is real. Look under the covers.” The answer is in old sales tactics. There is an initial benefit statement, then a lot of open- and closed-ended questions about what that person does and doesn't care about. Then, in the back of your mind, you know that you’re never going to get anything sold in a large corporation until you satisfy multiple parties and bring down the political barriers between them.


Mr. Norco: Initially you want to build brand identity, but the whole point is to get the sales and you generally have to prioritize your activities. What's the bare minimum you do in terms of marketing and how much do you prioritize it tied to actually generating sales?

Mr. Burton: That's the long-term, proverbial question about what's more important, marketing or sales? The marketing person will tell you marketing and the salesperson will tell you sales, but he wants all the marketing, too. The answer is that it's iterative. Early stage companies cannot spend a lot of marketing dollars. They don't have the ability to blast marketing out. 
	I’ll give you two ends of the spectrum. Lotus 1, 2, 3 was announced back in the early 1980s, I believe, and it had a million dollar advertising budget for the first week. That was unheard of with a startup, venture-backed company. It worked. It was a low-end product and people began to absorb it because a brand was created. At the same time, it created a pull from the marketplace that was, essentially, the consumer. The other end of the spectrum is a company that does not have a lot of marketing dollars and the only marketing they do is, perhaps, one trade show and the ability to advertise in a vendor’s magazine like Oracle's. They may buy a list of 10,000 clients from someone. That's marketing, not sales. You may find that there is one shot in one particular venue of a trade association meeting where your marketing dollars are best placed. The answer is that it is highly dependent and you incrementally build up your marketing dollars. Normally, it is not economically feasible to do the kinds of things that the dot.com companies did in terms of building a huge brand awareness and then generating traffic after the fact. Some of that worked and some of it didn't. It certainly was a lot of wonderful marketing dollars to marketing companies, but not so good dollars to venture capitalists and entrepreneurs.


Mr. Garland: I want to shift to the venture side. Has there been a slowdown in the number of plans that Updata has received and are the plans better? Are venture capitalists shifting their focus to existing investments, or do you have some plans to do deals now?

Mr. Burton: Very good question. We still see a significant number of plans, and we see a significant number of quality plans. What has increased dramatically is the number of plans that we see for later rounds, B and C rounds, because other venture capitalists need to get their companies financed and that money is harder to come by. I would say that venture capitalists are being much more deliberate, taking longer to make decisions and doing much more due diligence. They are retracting somewhat because they are trying to weather the storm. I think a lot of venture firms have a fair amount of money to spend, but we are waiting for the bottom of the market. Venture capitalists like to buy at the bottom, not on the way down. If they buy on the way up, hopefully it’s at the inflection point, not the top of the sin wave. 
	The answer is that there is plenty of money out there, but your plan and your concept, if it's early stage, had better be extraordinarily well-defined, particularly from an economic model standpoint, and it better not be just incremental. It should be a significantly different way of doing something that will have a material impact on a market. Those are the ones that are really going to get the attention, and management teams are scrutinized more than ever because they have to manage through difficult and turbulent times in the market.

Ms. MacPherson: Thank you so much, John. I think you've given people a lot of insight to go out there and sell today. Thanks everyone for coming.


