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mary macpherson: welcome

Good morning and welcome to Coffee & DoughNets. I’m Mary MacPherson of Morino Institute’s Netpreneur. Thanks for coming this morning. 
	Before we get started, I’d like to make two announcements. First, I want to introduce a new regional group that is with us this morning, the DC/Baltimore Chapter of the Product Development & Management Association (PDMA). On June 6th, they’ll host their first event, “Hunting for Hunting Grounds,” about the process of defining new business areas and examining the possibility of radical change through new products.
	The other news I’d like to tell you about is a project called “The Home That Tech Built,” a partnership between the IT Community Foundation (ITCF), the Habitat for Humanity of Northern Virginia, and local technology companies and professionals. ITCF is raising the money to fund the project and underwrite the mortgage for a house that will be built for a needy family in our area. They’re also recruiting and managing the volunteer component of this project, so, if you’d like to donate your time to take hammer, nails, paint, and whatever else, we’d encourage you to get involved. It’s a good way to give back to the community. 
	Our Coffee & DoughNets events are developed in real time based on what you tell us about your most critical needs as you build your businesses. My colleague, Ben Martin, has been leading the team to build a great series this quarter, and I want to remind you that the streaming video and edited transcript are available on the Netpreneur website. 
	This morning we’re delighted to welcome back our good friend and counsel, Andrew Sherman of McDermott, Will & Emery, to moderate our discussion about “Sizing and Validating Market Opportunities.” He’ll introduce our panelists in a moment. Following the panel, we’ll have Q&A, followed by Mario who will do the wrap-up. 
	Let me also acknowledge our volunteers this morning who help us pull these events together: Paul Carney, President of ishtot, and Christina Fredette, soon to be a law student at The University of Wisconsin. Our thanks to them for helping out this morning. Finally, I’d like to acknowledge the entire Netpreneur team who make this and everything else we do possible. 


andrew sherman: introductions

Good morning. It’s been a little while since I was up here in the moderator role. I can see a few things haven’t changed, however. For one, I am wearing a tie and most of you are not. I do see a few more ties, so the men’s clothing shops in town must not be on the verge of bankruptcy. Second, I’m still standing. Because I’m a lawyer, I didn’t get a seat. That is okay. I don’t mind standing for awhile and moderating.
	Mary mentioned that Coffee & DoughNets is programmed in real time, and there is certainly nothing more current than this topic. In fact, it is so current that in the process of exchanging emails we even updated and modified the topic further. We felt that even though sizing and validating market opportunities is our core discussion, there is a broader topic that overlays it, and that is dealing with change. All of us have been through so much, as entrepreneurs, as a society, as a region. The customer, how we assess that customer, and how we look at our intangible assets, all of these continue to change, so part of our theme this morning is not just understanding the market, but, also, understanding how to react to these market changes. These issues will dictate your ultimate success as a company, your ability to grow, and your ability to attract capital. All of them revolve around market—the emphasis on the customer, on making sure that you understand your target market, on understanding the assets you’ve developed in reaching that market, and so on. They are all relevant to today’s discussion. 
	Since we have such a great panel, I’m going to cut my introductory comments short. I have some thoughts that I’ll pepper in as we go, but let me tell you a little bit about our panel. 
	Many of you know Jonathan Silver of Core Capital Partners. Jonathan has been a mainstay and great supporter of the entrepreneur community here. He’s been an advisor to companies, an entrepreneur, and, most prominently, an investor in companies. Jonathan is going to give us his views on the trends he sees in the marketplace, as well as the extent to which these issues are relevant in his due diligence. 
	From Jonathan, we’ll turn to Clara Conti, President and CEO of ObjectVideo. She is a seasoned entrepreneur and somebody I have a lot of respect for. Not only have I had the chance to work with her professionally, I’ve had a chance to hear her speak. She has taken a company with great technology and focused on this topic of sizing and validating market opportunities, as well as adjusting business models and product offerings around the new demand patterns and new customers. 
	Next is Paul Finke. Most recently CEO of Yafo Networks, Paul has been part of six different startup companies and has a lot to share with us. Last, but certainly not least, is Tim Meyers of Updata Venture Partners. Tim, like Jonathan, has been a key player in the entrepreneur community regionally, and, again like Jonathan, has spent the last couple of years looking at companies from an investment perspective and determining how these market issues play out in the decisions to fund or not fund.
	So, Jonathan, will you start us off?


jonathan silver: attractive is in the eye of the beholder

I’m going to begin by deferring to the two entrepreneurs on either side of me to talk about specific market analyses that businesses need to do. I’ll elevate to the 40,000-foot perspective and talk a little bit about what we at Core Capital, and investors generally, think about when we try to assess a potential investment in a company and its markets.
	The first question is: Is your market an attractive one? That question actually has more nuance than you might think, because it depends heavily upon what “attractive” is. What may well be legitimately attractive to you as an entrepreneur may not necessarily be attractive to an investor, particularly an institutional investor. For example, it highlights the distinction between a “lifestyle” company and what I will generally call a “growth” company. Lifestyle companies can be fabulous successes. You can make an enormous amount of money with them. As the term suggests, you can use them to live the lifestyle you want, but they may not necessarily generate the kinds of returns that institutional investors are looking for. The very first thing I would try to assess is whether or not the market is attractive to me as an investor, not necessarily to you as an entrepreneur. Your market may well exist, and in a form that will allow you to grow a big company, but not necessarily a particularly profitable one the way I judge profit. 
	I am judged by my investors. They are my customers, and I am judged by my ability to produce an internal rate of return (IRR) for them based on our investments. Companies that grow very large but have very thin margins or companies that have great difficulty taking market share are examples of opportunities that may be attractive to you as an entrepreneur, but not necessarily to me as an investor. That is the first point. 
	The second point, again at the 40,000-foot level, is to make sure that you draw a distinction between your total market and your total addressable market. What I mean is that it may well be true that there are a billion Chinese people and if you could sell a widget to each of them for a buck you’d have a tremendous business, but your total addressable market, the market you can actually go after with your product or service, is much more likely to be a subset, potentially a very small subset. Again, that doesn’t make it a bad business; it just makes it a different kind of business and a different size market. You want to make sure, particularly when you are talking to investors like Tim and me, that you speak the language we speak, which involves the addressable market. The question really is, how many people or companies or things can you realistically sell in a given time frame at a given cost?
	A third observation I’d make is that it is very difficult to predict the size of an emerging market. And, if you think it’s difficult to predict the size of an emerging market, try to figure out how to predict the size of a market for a disruptive or new technology. Who knows? It doesn’t exist. So, again, I will defer to the entrepreneurs here who have more direct experience than we do in trying to figure out how to analyze that, but it is a question that all of us wrestle with. If you are really working on something that you believe is disruptive, how are we all going to identify the market and the potential opportunities? 
	Here are some general thoughts about markets that are more attractive than others. For one thing, the growth of your market is likely to be as important as the growth of your share in that market—the idea that a rising tide raises all boats. We are a lot more interested in companies playing in markets that are either big or are growing big because, although you can dominate a niche: (a) it’s hard to dominate; and (b) once you dominate a niche, you are still in a niche. To the extent that you can configure your product or service to play in a space that is itself large and growing, it will be more attractive to an investor than the ability to play in a niche. A related idea is that the growth of the market is a lot easier on you than growing your share. It’s easier when you don’t have to take share from somebody in order to grow, and there is a lot more opportunity for a young struggling company to put down roots. 
	Your market growth is in your space, not your sector. Here is a strong piece of advice: Don’t talk to us a lot about your sector; talk to us about your space. For example, “We are making a widget and trade shows use 11 million widgets, and trade shows are growing at 800% a year.” What we care about are where you’re going to sell your widgets, who you’re going to sell them to, how big that market is, and how quickly it’s growing. By the way, personally, I don’t care at all about your market size projections three, four, five years out. Working in the areas that we work in, it’s hard enough to figure out where the market will be 18 months from now. I give very little credence to deep analysis of the number of units that will be sold of a disruptive technology four years out the door. 
	Something else to think about, and this may sound counterintuitive, but it’s very important. If your market is growing quickly, is very disruptive, and there is a lot of turmoil, are you sufficiently well positioned to serve that market? Does your product scale? Does your management team scale? Part of how we decide whether or not a market is attractive is assessing whether or not the product and the management team can accommodate the change that is likely to take place in that market. 
	Something tangential, but which may surprise you, is that I believe your market analysis is really your sales forecast. You can’t do one without the other, and, to the extent that you are developing a sales forecast based on market analysis, you’ve got to try to make your assumptions both as realistic and as conservative as possible. We’re all going to build a sales forecast off the analysis, and you might want to consider revisiting your market assumptions once you’ve built your sales forecast. Do a reality check backwards. 
	Irrespective of the market analyses techniques you’ll hear about, there is only one way I know to validate a market, and that’s if someone says that they will buy your product. If you are selling product into your market, then your market exists. If you have been unable to sell your product in a period of time that exceeds what ought to be a typical sales cycle—assuming that it was ready to go to market—then something is wrong with your offering. Market validation is made in only one way, and that is by selling product into the marketplace.
	Having said that, let me urge you not to build market forecasts and, consequently, sales projections with the idea that you can or should sell to everybody. Not all sales are equal. Early on, you are principally interested in referenceable customers with the potential for repeat business. I’ve been an entrepreneur myself, and I’m very sensitive to what appears to be the compelling logic behind taking any business you can whenever you can get it, usually because you think money is money and revenues are great. Believe it or not, that is really not the case. As you build your market assessment, one of the things you want to look at is who you ought to be selling to, the product sequencing you ought to be selling them, and the likely sales cycle. 
	That leads to one last point I’ll make before turning over the floor, a question we always wrestle with when we talk with entrepreneurs: Is “new” better or worse than “better?” Incrementalism is a viable form of business development, and “newness” is a viable form of business development. They get different places and they encounter and involve greater and different kinds of risks. If you are going to do something new, then you’ve got to figure out why a market is willing to take something new. “New” involves behavioral change on the part of your customers. If you cannot convince your customers to make that change, and I don’t know of any kind of change that is more difficult than behavioral change, then you might want to consider examining “better” versus “new.” Better has certain actual metrics that go with it. Is your product 50% cheaper? Does it run 80% faster? By the way, incrementalism doesn’t mean incremental incrementalism, it means a significant incrementalism. I encourage you to revisit the question because it allows you to look at your market in very different ways. 

Mr. Sherman: Excellent. To build on one point Jonathan made, one flaw that I see in a lot of business plans is a lot of fancy market analysis, but not drilling down to the cost to the customer of converting to your new or better solution, as well as a lack of analysis about what it’s going to take in real time and real life for that customer to make the decision. What is the disruption and what is its cost?
	Clara?

clara conti: adapting to market change

I thought I’d start with a little bit of background about ObjectVideo. The company started two years ago under the name of DiamondbackVision, founded by three veterans of the Defense Advanced Research Projects Agency (DARPA). Its original focus was in MPEG-4 streaming media technology, which they realized sometime last year was a dead market for them. The basic competition was Microsoft and Real Networks, whose products were better and free. It was a poor business model to work with.

Mr. Silver: You don’t have to do a lot of market analysis on that.

Ms. Conti: So the company went through a rough patch last year before I came on board. They had to decide what to do with all of their intellectual property. We had some of the best computer vision people around, including the guy who wrote the book on it, known all over the world. We also have about 12 patents and a prototype system. What were we going to do now?
	The company spent a lot of time understanding what they could do with its computer vision technology, which, essentially, identifies objects in video so we can tell the difference between a person and a car and a deer. What can you do once you’re able to do that kind of thing? We realized that there is a lot of value in video surveillance technology that is not being utilized. 
	The company hired a consultant, an expert in physical security, and spent three or four months on the road talking to end users and DVR manufacturers and camera companies. We showed them our prototype system and asked, “Would you be interested in this kind of a thing? Can you see it working in your organization or with your product?” We got a lot of positive feedback and decided to move forward with automated video surveillance technology. This was prior to 9/11, so the timing was perfect. We started to build the product, I came on board in the October timeframe, and, by January of this year, we had a prototype system built. Since then we have been demonstrating the system to end users.
	We started a pilot program. Basically, we needed to get feedback from the users on the very first release and decide whether it was something they could utilize within their organizations. Our pilot program helped crystallize where we were going with the product, and, subsequently, we were able to get additional orders. We’ve got some young sales people on our team, and I remind them all the time that it’s not always like this. You don’t always get a product that sells itself or a demonstration system that can build up a lot of enthusiasm. We just happen to be in a space that is getting a lot of acceptance right now and where people have the funds to spend. 
	One of our key strategies moving forward with market acceptance is working with the FAA. Many of you know that there is a new organization called the Transportation Security Agency (TSA). We’re working with them in Atlantic City to get FAA approval for our product. That is going to be a very big rubber stamp because we need to be able to install this product in every airport in the country. That is one area in validating our market, getting acceptance and approval. 
	The company is now at a point where it’s going to be signing additional customers, so one of the things we are focusing on is what our sales force will look like moving forward. As Jonathan said, it’s not good to be in every single space, and he is right. We are getting a lot of acceptance in aviation and transportation, including working with the New York Port Authority, but there are other areas that we’re probably not going to focus on for the short-term, although there may be a couple of customers initially. The gaming industry is one. There is tremendous potential there, but it’s probably not best for us right now to move in that direction. Our focus has primarily been in the transportation and critical infrastructure space, such as nuclear power plants and things like that.

Mr. Sherman: I’d like to reinforce a key point Clara made, and that is the importance of intellectual property in your company, as well as retooling your business plan and market demands around it. This is a great example. I also want to call your attention to the resource list that Ben and the Netpreneur team have put together. It includes some very good books, and the Porter book is a classic on this topic. 
	Paul?


paul finke: follow the food chain

I’ll talk a little bit about change to begin with, and maybe hit some of the points the rest of the others talked about.
	Does anybody remember the optical equipment bubble? Well, I joined Yafo Networks right at the peak of that curve, when it was heading in the opposite direction. One of the things Jonathan said that I took to heart when I looked at different opportunities was the growth of the market. When I joined, it was going crazy. I just recently left, but was at Yafo for about 18 months during that roller coaster ride the other way. It’s about how you deal with change, and what you do when you are there.
	Yafo makes a product called a polarization mode dispersion (P&D) compensator. It is a mouthful, but as carriers upgrade their networks from one speed to another, they run up against a phenomenon that does not let them send the light over the fiber optic networks this far from point A to point B. In fact, as you increase the speed, the dispersion gets worse, and, in some cases, you can send the light one-fourth as far. What we did at Yafo is make a P&D compensator that allowed you to send it about four times further than normal as you upgraded the network.
	When I joined the company, the customer was very clear, very focused. We were going to make a subsystem that fit within a Ciena system or a Lucent system, but it was a smaller part of a larger transport product. The company was very focused on original equipment manufacturers (OEM) like Lucent, Ciena, or Nortel. How did we get those customers to buy our product? Well, in dealing with this change, we actually turned the scenario totally upside down and said, “All of those companies have laid off at least half their people over the course of the last 18 months. They have been bailing water and they’re not listening to anybody about new technologies.” We went up the food chain. We went to that customer’s customer, the carriers, and we said, “Okay, we want to let you know about this phenomenon that is happening in your network and how to solve it.” By educating the carriers, the OEMs came to us and said, “We noticed that you are talking to our customers. They thought you had a good idea, and we would like to talk to you about it.”
	We went even further than that. We created an educational program called P&D University. It’s not so easy to just dial up your local carrier, whether it’s AT&T or Sprint or Deutsche Telecom, and say, “I’d like to show up and present my product to you.” P&D University was crafted by several of our Ph.D. folks inside Yafo, and it essentially taught them what P&D was. Carriers, at least in this particular environment, always want to learn new things. They want to understand their networks better than they do today, so we taught them about P&D, then we taught them what they could do. They helped us get in touch with their customers, and we got a lot of traction in the market that way. 
	In terms of understanding the market and how to size it, typical entrepreneurs, and I include myself in that group, start off with analysts’ reports. By definition every forecast is wrong, so you get all the analysts’ charts on the wall, and none of them converge. The best way to do it is to talk to customers. You go out and try to get somebody to say, “If you made this thing, I would buy it.” If you can get the customer to say that, then you’ve got your start and you work in that direction.
	Different markets are different, of course. In the market that I have played in recently with Yafo, the carrier space, it takes one customer to make the company. If you go back a couple years and look at Ciena, it was Sprint that made Ciena. In our particular case, if you get one or two giant customers to say, “Absolutely, I would buy that product. My fiber plant looks like this, and I think your product would fit this way.” If you can sit down with them, understand their network, and where your product can fit, there is no better way to validate a market. 
	I’ve been involved with six startups since 1985, and there are five key things that I have looked at in every one to try to figure out whether it made sense for me. Some are obvious as I talk about them, but they’re not so obvious when you actually sit down and try to do them.
	The first and most important one is understanding the need. Who needs whatever it is you’re trying to do? Then as you figure out the need, how big is it? You have to get your arms around that. 
	The second thing is the customer. Who is the customer, and how do you get to them? In the case of Yafo, the customer was an OEM, but we couldn’t go to them. We had to go to their customer and educate those folks in order to entice them to get involved with us. Who is your customer and how do you really get there? It is not always as straightforward as you might think. 
	The third thing is an overused phrase, but it is most important for any business plan that I look at: the value proposition. It’s tried and true, but it’s something I find that in almost 95% of the startups nobody gets right. If it’s done right, the value proposition is expressed in terms your customer understands. Forget about you and what you’re doing. If your customer is a carrier, you have to be able to present your value proposition in terms that the customer speaks and understands. The CFO of a carrier customer should say, “Yes, that is what we do here, and that is how we measure ROI. If you hit that ROI and your technology is okay, yes, we’ll buy.” It’s a value proposition expressed in terms of your customer.
	Fourth, you have to figure out how to make a profit. You figure it out with your spreadsheets and do your prototypes, then the fifth thing is figuring out why it is hard to do what you’re doing. Can three boys and a dog in Sweden programming 24 hours a day duplicate what you’re trying to do?
	If you can get pretty good answers to those five questions, you usually have a fair business case. It’s the need, the customer, the value proposition, how you make money, and why it can’t be duplicated.

Mr. Sherman: Great advice. As I was listening, I realized that if we had done this program two years ago, we’d probably have had a lot of discussion about “first mover advantage” and “first to market” and how you get there ahead of everybody else. We haven’t heard that mentioned once yet. In fact, it’s been just the opposite. All of the advice so far, and I’m sure Tim will reinforce it, is about the best of the market and about understanding the market, not about the race to get there first. If  you’re there first, the likelihood of running into a bubble or failing is much higher. 
	Tim?


tim meyers: better, cheaper, faster

Jonathan did a great job of describing the big picture. I’ll hit this from a little different perspective.
	At Updata Venture Partners we focus on software that gets sold to the Global 5000. The reason is that we believe about 80% of all technology developed gets sold into that group of companies. By definition, then, we look for companies that are selling to the people who are buying.
	In our opinion, there are two different types of companies. One type is the technology-defined company that has created a great new way of doing something—a bunch of engineers in a garage who have created an idea like ObjectVideo. The other is customer-defined, where customers have said, “I have a great need for Product X. Can you help us create it?” You use that kind of white knight customer to help you get into that market. Both of them are legitimate directions. The customer direction is probably a little bit easier because you have a product that has been defined. Over the last couple of years, all of us, especially in the venture capital area, have seen situations where engineers created a product and said, “There will be a great need for this. Help us get there.” Today, the direction needs to be that you have a customer that has said, “This has got a strong ROI. It is going to help us do something better, cheaper, faster, or differently in our new business process.”
	Budgets today are very tight, so it’s very difficult to get into some of these companies. You have to find somebody who has a tremendous need, like Clara has done at ObjectVideo. There are over 25 million cameras at various government installations with thousands of security guards looking at them, and there is no way they can watch every single video image that is coming across. There is a strong need to improve a process, and those are the kind of markets that need to be attacked.
	In our opinion, there are two different types of markets. There is the bleeding-edge market that nobody has gone after before. It’s a new space and a new need, and there really aren’t any established players, so I will violate your comment about first mover advantage, Andrew. There is a benefit in getting a product out into that market, but it’s very, very important not to develop the product naked. Get customers to help you define what it is that they want, then move it forward. We’ve had the benefit of working with a number of those companies. We had one in Austin, Texas, that we just sold 16 months after they transitioned from a consulting firm. They had been in business for nine years as a profitable consulting firm and found a product that all their customers were looking for. It allows a customer to back up a server in 20 minutes or less on any platform, and back it up literally to the bare metal. They could lose a server and restore it in 20 minutes. We were able to push it through IBM and Tivoli and other channels, and the demand took off because of the channels that were built for it. There really hadn’t been a product like it before, but it was built by people who had expertise in the field and had been working with their customers for nine years.
	On the other side of the coin, we were the lead investor in ObjectVideo’s last round, and Clara has already explained the transition we saw within that company. It had some great technologists who were going after Real Networks and Microsoft. They thought they could use video compression for enterprise video conferencing on every desktop. It was a great concept, but, at the end of the day, nobody was really interested. A great concept that didn’t have a high need. People are comfortable talking on cell and office phones, so, last spring, we decided it was time to transition the company. The founders had come out of the security field and weren’t overly comfortable going back at the government with a security feature. By talking to 30 or 40 different customers, however, we found that there was a strong need for a product that could help their security departments do what they do better. We quickly transitioned the product and got the company to a point that when 9/11 occurred, we already had a solution that the market was demanding. 
	Established markets are a little bit different. They are spaces where you can go through normal channels. There are a number of technology analysts which, unfortunately tend to put pie in the sky. They really don’t have the benefit of being able to figure out where your product fits within that market. It takes going back to the grass roots and talking to people, asking, “What is the market really looking for?” How easy is it going to be to displace Microsoft or IBM or another service provider in the market? Creating a product that can really go at an established market is very difficult, but, if your customers can define what the elements are that they require, it makes it a lot easier. We’re looking at a product today that is going right after Microsoft, but it’s in a space where most of the technology that people have is 15 years old. They’re going to do it better, faster, cheaper. That is a market space where we say, “Okay, if you can do all those things and provide a solution to a customer that is a lot cheaper and better than the established players, it’s worth the risk.” The market is $80 billion, so, if we capture .1% and we can do it in other countries, it may be worth the risk. It’s not always about avoiding the behemoths. You just have to make sure that what you have really does do it better, faster, cheaper. 
	The technology analysts do define who the competitors are in a space, and the financial analysts are another breed. In the last two or three years, a lot of people have defined their companies based on what Merrill Lynch or Goldman Sachs or Morgan Stanley said about particular markets. People were saying that revenues really didn’t matter, that a market was growing. Revenues do matter. I’m a big believer that chasing what the analysts are saying in a particular space is probably not the right direction to go. Define your markets by the people buying your products, not the ones who can take you public. A lot of the companies we talk to today tell us about their exit strategy. Well, what is your entry strategy? How do you get revenue? Today, there aren’t any exit strategies, so how long can you survive? How many customers do you have? Our belief is that the first five customers are probably the hardest to get. If you can get from 5 to 20, it’s a little bit easier. Each time you’re going to find that your company is changing significantly. 
	We also agree with Jonathan that you can’t take every single customer. A lot of customers will take you off your mission and direction. You might know that you’re one of the best players in a specific vertical. Don’t go to a different vertical if you don’t have the resources to be able to spread in that direction. Have it in your vision and be able to tell the world that you’re going to be the greatest at X, and that your next vertical is going to be Y, but focus on X and stay within that vertical as you continue to grow. As you get those 20 customers, then you can start thinking about the next sub-vertical you’re going after. When you get to 100 customers, it’s a heck of a lot easier. Now you probably have a company that can start talking to the analysts about who you are, your competitors, and what might be an exit.


the audience: q&a

Mr. Sherman: I’d like to summarize my four favorite comments from the presenters, then we’ll go to Q&A.
	From Jonathan, hands down, it was “new versus better” and the importance of incrementalism in sizing and validating your market share. Clara’s story about competitors who are bigger than you with better products that they’re offering for free, now that is a classic. Paul’s five key elements I thought were excellent and very well presented. Tim had many good lines, but my favorite was a good piece of practical advice: Do not develop your products naked. Particularly those of you working with hazardous materials. 
	We have a couple questions that were emailed in advance. I’ll introduce those as we go along, but let’s start with the audience. 


Q: I’m Gary Heurich, President of Old Heurich Brewing. We make Foggy Bottom Beer. How do we, as a craft brewer, project the practical maximum size of a given new market so that we can determine how much to spend for marketing and investment?

Mr. Silver: I’ll take a stab at it. In an earlier life I was an early investor in Brooklyn Beer and they faced a number of the same questions. For starters, you are going to begin by talking about demographics, which I’m sure you already know in great detail, including the profile of your current customer. Then you are going to extrapolate that into the new markets you want to enter. Try to identify the drinking and beverage purchase patterns demographically. Look at a geographic overlay of that. You are going to have to address the pricing questions, because pricing issues may or may not vary by demographic, geographic, or socioeconomic characteristics. In fact, there is almost a cookbook methodology to this, though I don’t mean to downplay it. Andrew mentioned that Michael Porter wrote a book called Competitive Strategy, which I strongly encourage those of you in more traditional industries to read. It does a remarkably good job of listing in enormous detail the sets of characteristics in each of the five general areas that Paul referred to and some others that make sense. 
	You’re then going to roll out, I assume, on a test basis and go from there. It’s much better to test and revisit your assumptions than to just roll out. Having gone through this template analysis that I’ve just described, my one piece of advice would be to test the assumptions you’ve built into that analysis in a piece of the new market you’re going into.


Q: What’s the relative investment interest in a “better, faster, cheaper” opportunity versus one with an intellectual property component?

Mr. Meyers: The intellectual property is nice to have, and it’s a must have if there are other people who have similar products with similar intellectual property protection. If you have a better, faster, cheaper product, we want to know that you’ll have the ability to continue to sell it and that somebody can’t come into the market and squish you because they have a patent or some other intellectual property protection. To the extent that you have the ability to protect your market, the intellectual property is nice to have, but not a must have. That’s because even if you have a good product, and you just sit there, somebody will come along in a year or two with a better, faster, cheaper product. You’ve got to continue to upgrade and stay ahead of the market, and not just because you have a patent, but to be able to have a protected market. A patent doesn’t give us a lot. What gives us a whole lot is the fact that you have customers who like your product and will buy it.

Mr. Sherman: One of my pet peeves is when I see an entrepreneur with a limited budget spending a lot of money protecting intellectual property without first figuring out what markets, products, or services could be developed around that intellectual property. If you head too far down that path, you end up with big legal bills and no products or markets.

Mr. Finke: I have been in that scenario where entrepreneurs get focused on patents. Everybody has to realize that it takes two years to get a patent issued. By the time your patent is issued, you’d better be a couple of technologies ahead in terms of what you’re selling to a customer. Patents aren’t the be-all and end-all. They help, and, certainly, folks will invest in companies with patents, but your product has to be in the lead in what you’re doing.


Q: My name is Larry Ross, President of Ross Financial Services. We conduct acquisition and investigative intelligence for investors. So often we see these letters of reference where a potential buyer is endorsing a product. You have to make sure that these letters are worth more than the paper on which they’re printed. Often we go in and ask the person who wrote the letter, “Do you have a line item in your budget to acquire these widgets?” They say, “Well, Paul was an awfully nice guy, and he took me to Morton’s. We had cigars and the investors paid for all of it, so I wrote him this letter. I am getting a promotion and moving to Los Angeles, and I don’t think anybody is really interested in this product.” You have to make sure that your letter is going to stand up.

Mr. Finke: That is a good point. I don’t know that letters are the best way to do your research. You have to talk to the people, and it’s different in different markets. In the market that I just came from, the telecom carrier space, sometimes you have to talk to more than one person inside a particular carrier. They usually have an advanced technology team that looks four years out ahead of what is deployed in the network. You can’t talk just to them because they are four years ahead. You have to talk to the people who are doing the deployments and find out what their need is. Nothing replaces the phone call.

Mr. Meyers: A reference client doesn’t necessarily mean somebody who wrote a letter. A reference client, especially in software, is somebody using the product with line people who can talk about it. There is a strong ROI that has already been built up in that particular company. Most people aren’t going to buy $100,000 software without seeing the product in use in particular situations.

Mr. Silver: You want to do at least as much research the investors do, and we are talking to 20, 30, 40, 50 potential customers about your product. You ought to be doing at least the same.


Q: Jonathan, you mentioned interest in markets that are big and growing. Could you identify what some of those markets are and what types of services they might need?

Mr. Silver: Can I identify big successful markets and how you can make a million bucks in them? Well, turnarounds are a big market . . .
	That is a question that I can’t answer for obvious reasons, but I can suggest some of the areas we are increasingly interested in. Clara and her team are working in the security space, which goes without saying was a large space before 9/11 and remains very substantial with the government’s commitment of capital for the next couple of years. There is a lot of work being done in emerging markets now, although you have to understand that there is near-term emerging and long-term emerging. Investors like Updata and Core focus on near-term emerging, so, for example, you will hear a lot of talk about nanotechnology.  I think it’s going to be an enormous business initiative and fundamentally change certain industries, but the question is, are those real companies in a two, three, or four-year time frame. Will a market have developed for them in that period of time? I don’t know. I suppose somewhat shorter term are bioinformatics and genomics, particularly the data mining aspects look very attractive. Perhaps nearer term than nanotechnology would be something called MEMS technologies, which I won’t bore you with here. I think that despite the bubble, there still are significant opportunities going forward in the optical electronics space, particularly in quantum photonics.
	At the same time I want to make sure we don’t lose sight of the fact that you can grow a huge business brewing craft beer. There are a lots of opportunities in very traditional, mainstream products and services. The answer to the question is that anything is an opportunity if you’ve got a better product at a cheaper price.


Q: My name is Tom Hasler with a startup called Intelligence Resources. We had a great first customer in the European side of McKinsey & Co., but, post-9/11, that died with the global recession. We turned around to address the needs of the US intelligence community and developed a system with a major software company targeted at the CIA that lets you search any newspaper or electronic media in any language and get a translation within 24 hours. We’ve also learned about other government security applications for it, but part of getting money from In-Q-Tel is that you have to show a corporate market. We are speculating about two areas, business intelligence and corporate intranets for global companies that have content in different languages. We face the need to do a quick business plan and project out 18 months to three years. We need proof that they need it. What do we do?

Mr. Silver: I was at McKinsey for four or five years, so I would suggest you go tell them to do it. By definition you’ll have no proof, although business intelligence at large is a well-traveled space. There is a lot of software development now in the area of business intelligence. CRM is one aspect of business intelligence, so is data mining. The question is not so much how you reposition your product, but what kinds of business intelligence are companies like McKinsey looking for. McKinsey is a perfect example of a referenceable client, but perhaps insufficient in that regard unless they intend to roll the product out to their own customers. Like Paul’s earlier comment, the customer’s customers may be one thing you might want to talk to the firm about.


Q: Good morning. I’m Daniel Odio with DVLABS. Speaking of naked, we are the company that hosts the video for NakedNews.com. My question is, as the market size pertains to sales, what thoughts do you have on setting and enforcing quotas for a sales force? How should the company compensate a salesperson fairly according to market standards when the company doesn’t necessarily have the resources to do so?

Ms. Conti: That is one of our big issues right now. It depends upon what stage your company is in. We’re at the very beginning of launching a product. We are working with pilot customers right now, and we are hoping to turn very big growth in the next two or three quarters. The fact of the matter is that you can’t compensate them the way they were compensated in the past. That is the reality of the situation for where the company is right now, so you do other things for them. There are stock options and things like that. How you compensate your sales people is going to change as you move further out, such as when you start developing new territories and when you have different products in addition to your original one. Consider where you are in the life cycle of your company right now, but it’s going to change.


Q: Isn’t the difference between better, faster, cheaper versus newer sometimes just marketing? If it is marketing, isn’t it better to steer your product into the newer category?

Mr. Meyers: The ROI argument is what we always fall back on. Newer, better, faster has to be defined by a user, and the ROI is compared to their alternatives. One alternative is always to do nothing. Their existing product or solution or business process may be fine, and the better, faster, cheaper product may be a new market, or it may be reworking something that has been in place before. The answer is no, it’s not just marketing. You have to define the particular problem you are trying to solve for that customer in an ROI model.


Q: Good morning. My name is Keith Bickel. Having been a programmer in a former life and having spent 15 years doing market research and strategy, I continuously find an absence of a discussion of substitutability between new and better. There is a parallel product the customers have been using that is easier to keep on using. How do you make companies more aware of this?

Ms. Conti: One of the things we did with ObjectVideo was to make a very clear decision early to position ourselves as a drop-in solution. We didn’t want to compete with the camera companies and DVR manufacturers, so we specifically architected this product to work with any DVR and any camera. We don’t call it a substitute for what they’ve already invested their money in, we call it an enhancement.

Audience Member: So, a semantic workaround?

Ms. Conti: A lot of organizations are spending a lot of money putting in video surveillance systems now. You can’t ask them to rip everything out. We’re telling them we can enhance the value of what they’ve already purchased by providing a tool that will help analyze their video surveillance. When we architected it as a drop-in solution it was a no-brainer because a lot of our customers had already said up front, “I’m not ripping anything out, so tell me how this is going to work with everything I’ve got.”

Mr. Silver: It is an interesting question because buried in it is a price point discussion. As a product becomes more expensive, the decision-making authority goes higher. Who has to make the decision as to whether or not to acquire what it is you’re selling. Companies are built to say no, not yes. If you’ve ever walked into a store at closing time, the guard will keep you out and the CEO will let you in. Right? That is because corporations are built to say no. What you’re trying to do in the question of substitutability, which is really the question of decision-making, is to figure out who in the organization is the decision maker. That is the first point. The second is the extent to which you can architect or re-architect your product to fit a price point where a decision maker is likely to say something positive.


Q: If an entrepreneur has been in business for a few years, doing pretty well and facing certain market dynamics changes, what is the approach or reasons for re-evaluating the market? In other words, if it ain’t broke, do I need to fix it relative to market opportunities?

Mr. Finke: I would fall back and ask, “What is the end goal?” As Jonathan said, is it a lifestyle business or growth company? Let that lead you.

Ms. Conti: Prior to ObjectVideo, I had a software firm in Reston that I started in 1994 called Aurora Enterprise Solutions. It started off as a government contracting company, something to pay the rent. For a couple years it was a lifestyle company, then we started winning projects and SBIR programs and research programs, and we built a product that people wanted. The whole focus of the company changed once that happened, and all of our decision making changed with it. The end game changed. My advice would be to decide what you want, and whether you’re willing to go through what you need to go through to get to that end game.

Mr. Sherman: In addition to those comments, there is a certain risk of complacency in this market. We’re not talking about minor changes that have taken place in the last nine to 10 months; we’re talking about major sea change. You want to make sure that if you are going to plod along that path, that there isn’t a risk of complacency that will sweep you up. That is the downside risk. The upside risk, of course, is lost opportunity, which is what Clara was touching on.

Mr. Silver: This lifestyle versus growth company issue may sound like a soft, qualitative area, but it’s not. It’s important. The reason is because you can find yourself at cross-purposes with investors on this topic very, very quickly. I urge you to look inside yourself, as Clara did with Aurora, and figure out which of those two you want. If you really want a lifestyle company, and if you don’t articulate that to yourself and your potential investors, then somewhere down the road you are headed towards problems with the investors who are not interested in investing in lifestyle companies. We can only solve our problem in that equation one way, and none of us wants to go there.

Mr. Meyers: I’ll just add one thought. I don’t think there is a great company that has been created that has the original business plan it started with. Every great company has morphed at least once or twice a year in one major element of its business. I would argue that if you are going to be a venture-backed business, you have to go into this knowing that you are going to change almost yearly.


Q: My name is Jay Bartlett. I am a product development guy with Demand ID Systems, a music industry information startup. How much validation of a market opportunity is enough for a potential investor, and what kind of validation is preferred? For a startup with very limited resources, information gathering has a cost, so it is a resource allocation question for us. We can develop very good information about a very small sample of customers. We can go out and talk to people and get a fairly precise definition of their needs. It’s also relatively easy to get a general market information from standard statistical source that can tell us things about the overall size of a market. Linking those two kinds of information is expensive and time consuming, however. How far down that road do we need to go?

Mr. Meyers: It depends on the stage you are in the process. If you are trying to get an investor interested, it’s the vision and the passion that the management team can show, as well as some market proof that what you have will sell, that the people are willing to buy, and that the market is growing. As you get further down the path, there is never enough market validation, so we will continue alongside the companies we’re looking to invest in to define that market, potentially add to it, and expand the vision if at all possible. In our opinion, a company needs to have a grand vision but a really focused execution strategy. You sell the vision, but you plan to the execution strategy. In that regard, make sure that what you are planning to do over the next 12-24 months is doable and that you’ve done the research to get there. Know who your customers are going to be in the near term and how to get to them.

Mr. Sherman: With the advent of the Net you have so much more data available than you did five years ago. It’s a dilemma. Do we go out and do an expensive market research study to get these guys interested? Now, at least, a lot of that data is available to you with a few mouse clicks.

Mr. Meyers: We will usually do that for you. We usually don’t rely on what comes in the business plans. We see too many of them that say, “We are going from $5 million in revenue next year to $100 million the following year.” That usually doesn’t sell.


Q: I’m Richard Adler with Arius Internet Solutions. I’d like to ask Paul, with value propositions, when you strip away the rhetoric, doesn’t it come down to three interrelated points that the business driver wants to know about your product or service: How you are going to grow my incremental revenue, cut my costs, or help me bond better with customers?

Mr. Finke: I think fundamentally you are right. You have to do a value proposition that you believe the CFO of your customer will accept as a no-brainer. You have to do it in such a way that the CFO can say, “I believe you.” Whatever level of detail you can get to make that happen is the right thing. You mentioned two distinct things, cost reduction and revenue generation. They’re really two separate issues in the way you sell, but it boils down to ROI. For the amount they can grow their revenue, how much does your product cost, or, for the amount they can reduce their costs, how much does your product cost? You summarized my thoughts better than I did.

Mr. Sherman: Any quick words of wisdom from any of the panelists as we wrap up?

Mr. Silver: Commencement is not an end, but a beginning.
	I always like to say the same thing to entrepreneurs when they come into our offices, which is that what you are embarking on is frightening and terrifying, but incredibly exciting. It is the engine that drives this country, and it’s part of what makes my job exciting. However, I urge you not to start a company, irrespective of its value proposition or anything else we’ve talked about today, if you don’t have a passion for it. You are going to spend 24 hours a day, including the time you’re asleep, thinking about this company. If you don’t, we are going to spend 24 hours a day keeping you awake thinking about the company. If you don’t have a passion for it, don’t do it, but if you have the passion, what could be a greater thing to do in the whole world?

Mr. Finke: As I said, I have been involved in six different startups. It’s fundamentally got to be fun. If you don’t like what you’re doing, or if it’s not fun to you, then stick with your day job because it is 24x7, but it can be exciting and rewarding. It’s got to be fun.

Ms. Conti: My business advice today has to do with talking to your customers. Once we made the decision to go out and start talking to folks about what they needed for physical security, it changed the entire direction of the company. We have champions and people who are rooting for us out there, customers we are working with, and that can make all the difference in terms of passion, what you believe in, where you think the company should go, and how your investors feel about your company.

Mr. Meyers: I would re-emphasize that passion is a great thing, and so is the ability to turn on a dime and morph into something else, but always keep it within the core of your knowledge. Be the smartest in whatever space you’re going into. Know it better than your competitors, know it better than your customers, and you will be in a much better position to be a leader.

Mr. Sherman: I’ll reinforce that. Passion and ability are important things. They were very important in 1999 and 2000. In fact, in those years they were enough to get you through. Don’t be blinded by your own passion, however. You have to have more than passion and commitment. You have to be able to show people that there is a real business.
	I want to thank Mary and the Netpreneur team for a great job in pulling this together, and I want to thank the panel for a fantastic job. You don’t have to clap for this one, but thank yourselves for great insight and for showing up. Okay, you can clap if you want.
	Finally, I have stepped down from this podium a couple of times as your moderator and brought Mario up. I mentioned at the beginning that people like Tim and Jonathan have been mainstays in this entrepreneurial community, and they have put a lot of time into supporting it. If they’re mainstays, then Mario is the backbone. I’ve known him for five years, I have tremendous respect for him, and I want all of us to thank him in an appropriate fashion for the time, support, resources, passion, and commitment he’s brought to this community. Mario, thank you very much.


mario morino: wrap up

Thank you, and thanks to the panel. We got great advice today, which I’ll try to summarize, but I have to warn you that I have a tremendous aversion to traditional market research. I think it has confused more people than it’s ever helped. Let me tell you why. It’s not that market research isn’t good; it’s fundamentally very good, but we tend not to collect or interpret it well. We sometimes tend to abdicate our responsibility in favor of it, and we too often do not interpret and integrate it with the proper thinking. That is what I want to talk to you about and, actually, if you heard all the comments from the panel, you heard instances of what I’m suggesting. For example, John’s comment that it’s not about sector, it’s about space, that it’s not about sizing, it’s about execution.  He’s exactly right.
	It’s really about how you do things. Let me start with three stories germane to that. If you’ve heard them before, my apologies. Poor Tim has probably heard them 50 times.
	First, I want to go all the way back to 1962. I was coming out of a course in systems management from someone who happened to be a leading thinker in the country, Stan Alekna, the father of then something called modular programming, an old, old concept. He came to our class when we were finishing and said, “I really feel good about this class. It’s going to be wonderful, but there is a good and bad to it. The good part is that half of you are going to go out and be remarkable successes. The bad part is that so will the other half.”
	Remember, we were in the technology field in 1962. The point is that if you’re in the right space, the chance of success is high. In the wrong space, your chances of success are much less. It is that simple. Picking that space becomes crucial to success. It’s not about brilliance; it starts with picking the right space to be in. 
	The second story is very recent. Just two weeks ago I was at a partners meeting of a major IT investor, and we were going through a two-day analysis of our investment process. We looked at every investment since the early 1980s. We went through every investment to see why they succeeded or why they hadn’t and where the focus was. It all came down to the fact that success or failure was tied to two things: strong management and markets. The Managing Partner stopped the analysis and said, “No, remove markets as a reason. Good management avoids bad markets.” It goes back to my first point: Where do you start?  Be in the right space and be blessed with good management and your chances start out pretty good. 
	The third story involves a pleasure I’ve had in my life, that of several times meeting a remarkable individual that will go unnamed. He owned one of the largest retail distribution firms in the world and is probably one of the quietest and most effective philanthropists in the world today. A remarkable person, a trader at heart, he was the second largest retailer in the Hawaiian Islands, a major distributor in Japan, and, fundamentally, his life was retailing. I was sitting with him once and he told me a story about market research that warmed my heart. He was the distributor of a top brand of clothing for the Japanese marketplace. He and the firm’s CEO were talking, and the CEO said, “We want you to push these products in the market today.”
	He replied, “I’ll do it, but you are giving me the wrong merchandise.” 
	The CEO said, “Well, all of the research says this is what they’ll buy.” 
	He said okay, took the inventory, and had very low sales. Months later, he called the CEO back and said, “I did it your way, now do it my way. I need jeans, jean jackets, and I need jean shirts.”
	They sent him the inventory and everything sold. The CEO was totally baffled. He called to ask, “What did you know that my market research guys didn’t?”
	“The trouble is that your market research folks are young people,” he said, “MBA kids with pencils and pads and calculators. They’re trying to do everything statistically. Every Saturday I go to the park, sit there, observe and talk to the kids. It was clear as glass what they wanted—they told me.”
	This is the head of one of the biggest retailers in the world. He goes into the park on Saturday and talks to the client. 
	The moral of all this is that it is incredibly important to be in the right space, have good management, and be driven by common sense and the power of observation. Sometimes you don’t pick it because your heart is going to tell you where you’ll end up. You have to come to the decision whether you believe you are in the right spot, which is the point Jonathan was making. Then you have to have compelling knowledge of your space. That is the key. It’s not market research, although that’s a part. It is: Do you know the competition? Do you know the short-term and long-term trends? Do you know the technology hits that are coming at you? Do you know where the clients are, who they are, and why they buy? If you find a person with compelling knowledge, you don’t need all the research behind a business plan because its already in their head. An investor will line up behind you in a minute if you have compelling knowledge of your space. Back at our Angels & Revolutionaries event, Guy Kawasaki said that you must know every single thing about your space. That is market intelligence, because you are integrating it all to determine what happens to your business.
	When do you do this market analysis? You do it all the time. You never stop doing it. If you forget about where your markets are, you are toast. There is no such thing as comfort, unless you are going to be a lifestyle company. You purposely create paranoia because the market is about to change on you—you just never know when or how. Ask all the vendors who have lived through a market twist and wondered why it changed on them. The signals were all over the place; it’s a question whether you listened or not. 
	I want to share with you an email exchange I had recently. I get a lot of emails, and this one came from a student, an MBA candidate who is going to graduate in June. He sends an email that says, “So and so said to contact you.” We had an intense email exchange for two months. The student wanted to know how he was going to decide whether to join a VC or start his own business. The trouble is, he was living in the 1996-2000 bubble. I said, “It isn’t going to happen.” He’s arguing back with me “No, no, no.”
	I wrote to him, “You don’t understand something. You have to go back to pre‑1995 days. What the heck do you know about a business today? What do you know about your product? What do you know about the marketplace? You don’t want to go to a VC and you don’t want to start a new business, at least not in the situation you now find yourself. You want to get into a business today that will give you the chance to learn a market, to learn a space. Then, if you’re good, after five or six years minimum in that space, things will begin to unfold and you’ll start to see patterns and issues. You’ll see opportunity, but you have to live it firsthand, you have to be out there in the field.” 
	You don’t do it vicariously. That was the misperception of the last six years. That is the investment banking theory. Success for investment bankers is not that good in the venture field because they underestimate the value of management at the end of the day, as well as knowledge of space. 
	Now, just a few points about market research. Once again, I caution you. It’s very valuable, but I want to give you qualifications for it. What you are really trying to get at when you are talking about market sizing and validation -- forget those fancy words for a minute -- the real question is: Who is your buyer and are there enough of them? Don’t be generic about that. Specifically, who is your buyer? Why do they buy? What does it take for them to buy? Get down to specific details. Do you really sell to a CIO, or do you sell to the Vice President of Marketing? Are you really selling at that level, or are you selling two levels beneath? Do you need to reach the CEO, or is the CEO even a factor in a sale? Those are germane questions because, if you don’t pinpoint that buyer, all your research information will be wrong or misleading. Knowing who your buyer is and who gets involved in the decision is essential.
	A huge complicating factor for a solution sale is when you cross boundaries in an organization. All of a sudden, there is no single decision maker, there are three, four or more. You have changed the whole sales cycle. You have to know those things because that is going to dictate how you sell and how you create your marketing positions. 
	As Jonathan mentioned, what are the impediments when you are coming into a space? Is there a large-scale competitor that blocks you in distribution, such as Computer Associates, IBM, Microsoft, or Oracle? If you are carrying a new software product, you are going to face one or more of those companies at some point in time, guaranteed, because the channel dominance of those firms is so intense. They have thousands of salespeople in the street. Yes, you know much more than their salespeople do, but that salesperson is there all the time giving the customer “white noise” with the relationship. No matter how much you know, it is tough to penetrate that.
	Are you selling a solutions suite? Do you have a product that you think is phenomenal, but the competition has seven or eight products tied together into a package? Unless you are absolutely compelling, you are toast. Suites sell and integrated suites of services and products sell. If you are trying to sell against that with a point product or solution, unless your offering is remarkably compelling, you are not going to cut through it. 
	Does the product or solution you sell require vision by the client? That’s a huge issue. Candidly, most customers don’t have the time to have vision. This is the fallacy of selling between the early adopter and the mass marketplace. The reality today is that we have only scratched the surface of how Web technology will be applied in corporate America. How many real help sites do you think exist today? Ones that have truly cut down the cost of customer service? I bet you can count them on four hands. How many really effective supply chains systems have been successfully implemented? There are probably SAP systems still sitting on the shelves that have yet to be implemented out there. After the bubble, the vision went by the wayside because the enthusiasm flagged. Now you’re back to pragmatics. If the customer can’t see the vision of your solution or product, you aren’t going to sell it. It changes your marketing strategies.
	Don’t be fooled by early adopters. We had Geoffrey Moore here to talk about Living On The Fault Line. The early adopters are tremendous clients, but they are very misleading because they are so visionary. They see this stuff and understand it. You sell it to them and you think you’re doing good, but, as Moore said, there is a chasm. When you are with an early adopter, you don’t know if you are going to cross the chasm to the mass market. Every investor has to look at that, and you have to look at in that context. 
	Displacement. Don’t think you’re going to displace a competitor unless you have absolutely compelling economics. I’ll give you a story. Our firm, Legent Corporation, used to go tooth and nail against Computer Associates (CA). On our board was Larry Wilson, the chairman and CEO of Policy Management Systems in Columbia, South Carolina. He had just gotten hit with a massive change in maintenance costs from CA. The net effect was that we had an opportunity to go into a major complex with a friendly CEO with high motivation and we could now displace the entire CA product line. At the end of the day, we couldn’t do it. Think about that. The displacement cost was simply too heavy for them to take on. All of the things we had in our favor, and we couldn’t do it. Don’t ever underestimate, Jonathan’s point, that corporations are designed to say no. One reason is that displacement costs can be enormous. 
	Another aspect of much of market research information is that it focuses you on the short term. There is an element of market research called analytics, using this information and your own market intuition to infer where those markets are going or how they’re changing. For example, in General Atlantic today, we are seriously questioning the future of application software at the enterprise level, questioning whether or not there will be a marketplace in the next 10 years. We believe that there is a significant movement in business process outsourcing because the task for Global 300 organizations to install and maintain major software applications is so enormously difficult that some are simply ready to say, “We give up.” One of our investment partners, Exult, outsources the entire HR process. You’re outsourcing everything in HR globally because you can benefit from an economy of scale. The client can’t easily deal with application software anymore. I’m not saying that this idea is right or wrong, but that is an analytic that would be very hard to infer from traditional market research. It is coming at a market with an intense understanding of long-term patterns in high-level dialogue with CEOs and CIOs asking, “What are you facing?” Then reading into it and making inferences. 
	How do you deal with the problem? Everybody said this, so I’ll just emphasize it: You spend a lot of time with your customers. There is no substitution for it. How much time are you in the field, away from the desk? Are you talking first-hand with the client? When Joe Henson came to Legent as CEO, I loved it because for his first 90 days he was out in every sales office. He took our top 20 accounts, and you could see immediately how much this man knew. He came back and shocked a lot of people with how quickly he absorbed what we did as a business. 
	Another important point that was raised by Paul is not to get into trouble by talking with just one contact at a corporation, because you will get misleading data. There are multiple views in an organization. Back in 1990, we were in the systems management space and talking to a high-level executive at IBM about computing platforms. His priority list was not synching with ours and I asked, “Who have you been speaking with?”
	He said, “We went out and talked with all of our clients.”
	I said, “Time out. Who did you talk to?”
	He said, “We went to all of the heads of IT.”
	I said, “I want you to think about something for a second. Wonder if they’re out of touch with their own corporations today?”
	In 1990, they were. While he was seeing one set of platforms, we were seeing Novell and Microsoft coming up the channel all around the data center. They didn’t see it, and IBM paid a huge price in the late 1980s and 1990s for missing that platform change. They were relying on that single contact, as opposed to being disbursed through the organization. 
	Visit the accounts where you lose sales, and you will win all kind of points. As a CEO or head of marketing or head of technology, if you lose a big sale, go out and talk to that person. Don’t try to win back the order because you will be wasting your time, but I’ll guarantee that you will do two things. One, they will be so shocked that you took the time to do it that you’ll gain all kind of long-term points. Two, you will hear firsthand why they made the choice against your technology, or maybe it was more against your people. It’s a great intelligence point. 
	Get somebody on your board who represents your marketplace. At Proxicom, where I was on the board, we were lucky to have John McKinley on our board as well. John is head of IT for Merrill Lynch and recently was promoted to run all of Merrill Lynch’s operations worldwide. He has a remarkable background. At one point early last year, we were worried about where Proxicom’s markets and buyers were going. John was very pessimistic. He said, “Capital expenditure is diving down.” He called 11 or 12 CIOs around the country, and we got such a compelling picture of how expenditures were falling. This was probably way ahead of the analysts and others, because we had people from the inner sanctum saying, “I am already cutting my budgets. I see the pressure coming.” This was not public info yet, and we had to factor it into our decision-making process.
	Additionally, when you can, create an advisory board. Go to people you can really trust, who are going to be open with you. In the end, they will be invaluable because they represent your marketplace. 
	Be careful with and suspect of surveys. Let me explain why. Jonathan hit it on the head. Anybody will tell you anything about what they want to do until they have to sign the check. The commitment is not in saying, “I am interested in your product,” or even “I’ll buy your product.” They’re not going to buy anything until they have a signed contract and a signed check. That is what counts. If you are out there and the person says, “I love your technology and I’ll think about it,” that’s fine. Ask, “Are you willing to buy in advance? Are you willing to come in and give me some R&D money to put it together? Are you willing to commit time to me for the next six months?” If they are actually putting some skin in the game for you, that qualifies their interest. Otherwise, in my view, you have dabbling.
	The other danger, and I fall prey to this all of the time, is that the customer will sometimes confuse the message with the messenger. We had this fellow who was great at selling in the field. He’d get a tremendous read on something and came back with all this great intelligence, but we found that the clients were often responding to his enthusiasm and articulation, not simply the message he was going out with. We brought out a product based on some of that intelligence, and it failed because the interest wasn’t real.
	I am a big believer that you validate concepts by clients—alpha clients, beta clients, early discount clients—but you have to demonstrate something to them. As Paul indicated, it’s a value proposition. Is it worth enough for them to play ball with you? As an investor I like nothing better than to see that you have one or two clients working with you early. It’s absolutely invaluable. Everybody used to laugh at this when we used to talk about this approach during the last four years. They’re not laughing anymore. This is the old model, and it’s back. It really works because it’s a litmus test. Sometimes those clients will tell you that you’re full of it, so don’t even bother going out the door with your product. It can be a tremendous long-term savings of money, and also of gray hair and families. 
	My last recommendation is to get knowledge points. Know who you can turn to in the field who can give you a specific read on a situation. We live by this rule. If you give me a topic, chances are we can narrow it down and get to somebody in the country who can tell us about it and give us an informed read. We don’t trust the books and the reports. I don’t want to read all the research reports, I want somebody to tell me about which to read and why. I want somebody to tell me, “Go to this report, and here is why it’s valuable. Here are the three things you should take away from it.” Find that really smart client or that really good analyst. Build relationships with good reporters. There are certain reporters who are really in tune with this or that space. Create these relationships because they become your neural network that helps you infer and make good decisions over time. Every good investor should have that same network. Invest in these relationships, they’re worth it.
	To summarize: Know your customer. Know your value proposition. Know what differentiates your offering and what will sustain that offering over time. If you can’t answer those questions, you’re not going to make it. There has to be something about you that is unique in the market today, both a short-term differentiator and something that is going to last. Can Microsoft come in and just suck it all up, or is it a sustainable advantage over time?
	That sustainable advantage is something we truly lost sight of for a while. I’ll give you one more story. Over the years, a number of entrepreneurs came to us and said, “You know, we’ve developed this great technology.”
	We would ask, “How long have you been in development?”
	“Four months.”
	I’d think to myself, “Are they out of their minds?”
	Good technology often takes years to develop, although it may be years of collective intelligence and collective work. When we put out our sixth product line, it had built into it the programming and experience of the first five. All told, we probably worked at it for eight or nine years. Who can come in and quickly replace something like that? If you wrote it in four months, guess what? There is somebody just as smart who can do it in three because they have the benefit of learning from what you did. It is perishable. Where is your long-term competitive advantage? 
	Bottom line: Get absolutely compelling knowledge of your space, then people will have confidence in you, you will attract the best and brightest in the field, you will get the best investors on your side, and your customers will believe you. Customers want to see that in you, because they are buying you even more than they are buying your product. Add to that passion. 
	Thanks, once again, to the panel, and thanks so much to Mary and the Netpreneur team. Thank you all for coming. 


