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mary macpherson: welcome

Thank you for coming this morning to Coffee & DoughNets. I've talked to many of you this morning and last night and exchanged emails with a lot of you about the announcement we sent out yesterday about sunsetting Netpreneur. We are extremely gratified by everyone's support and the incredible interest you’ve expressed in working with us as we transition Netpreneur.
	We've got a two-part program this morning. The first part is the one you signed up for, “Blocking and Tackling: Operational Challenges For Startups,” in which we’ll hear Larry Robertson lead our great panel of entrepreneurs. We've changed the format a little to eliminate some of the introductions up front. You've got good bio information on everybody, so we're going to just jump right into the issues. A lot of the questions that came to us from The Loop discussion group will be integrated into the conversation that Larry is going to lead. 
	After that, we're going to ask Mario Morino to come up. He's the bonus part of the program this morning, and he's going to talk about the announcement that we made yesterday, some of the thinking behind it, as well as providing his wrap-up for part one. 
	Before I introduce Larry, let me acknowledge our volunteers this morning, Dorothy Camer of Car Free Mobility, Fred Kelly of HiTek Solutions, and John MacKinnon of Teligent. Thank you very much for helping us out. I would also like to thank the Netpreneur team for their work in putting the program together.
	Now, let me turn it over to Larry.


conversation: five common challenges

Mr. Robertson: Thanks, Mary. The topic this morning is “Blocking and Tackling: Operational Challenges For Startups.” This is a thick topic, so we've tried to find ways to narrow it down a bit and also to make it valuable to your needs. Let me say up front, by way of background, that I've had my own company for 10 years, and I've gone through a lot of the challenges of startups and growth spurts along the way. Prior to having my own company, I also sat on both sides of the table looking at these challenges and determining how to deal with them. When I say both sides of the table, I mean, first, on the investment side with two venture capital firms and an investment bank, and, on the operational side, doing startups and acquisitions within a larger company. In many ways, my business now is helping companies to deal with these blocking and tackling issues. 
	As I said, this topic is pretty broad and it can be as varied as the people in the room. One of the best ways that I tell my clients to deal with these issues is to try to anticipate them. With that in mind, we've put our collective wisdom together over the last week and talked about some of the most common challenge areas. These are the five we're going to focus on this morning: 

-	moving from concept to an actual business model,
-	finding and validating your market,
-	building and providing incentive to a team early on, especially in those money-shy days,
-	attracting customers when you don't have any, and 
-	from the funding side, determining how long to go it alone, whether and when you need to go outside for funding support, and how to make that decision. 

	That's the way we're going to try to focus the conversation and make it useful within the confines of this one hour. We're also going to try to expand the conversation beyond this session. As Mary said, we solicited some questions earlier, and we're going to incorporate them into our discussion today. After the session, we're going to continue the conversation online in Netpreneur's The Loop email discussion group. 
	As Mary said, I don’t want to do a résumé download on each of our panelists, but I would like to tell you briefly who they are, what they do, and why they're relevant to this conversation.
	The first person I would like to introduce is Don Britton, founder and CEO of Network Alliance, a leading subscription computing service firm. They provide small and medium-size businesses with what is sometimes their first, but also their ongoing computing solutions. Network Alliance has been in business for five years. If nothing else, that's relevant to this discussion because it's been an interesting five years and they are still thriving. Secondly, Don and his team consciously avoided going to venture capital firms for funding in their early stages. One reason is that they did not feel that the investors fully understood their vision. They had some concerns about whether or not they would be able to make that vision happen if they were to team up with VCs at those early stages. Some of their insight and foresight proved true. 
	The second person I would like to introduce you to is Alba Alemán, President and one of the founders of Cairo Corporation, an IT services firm. They also do technology integration and coursework development with two client bases, state and federal government clients and corporate clients. There are many ways in which Alba is relevant to this conversation, not the least of which is that Cairo has been in business for three years and has been profitable since its first month. They are a small business competing in a market—the state and federal government market—that is usually not very friendly to small businesses, so I think she'll have some interesting contributions to this discussion. 
	Next, I would like to introduce you to Duke Chung, one of the cofounders and the CEO of Cyracle Technologies. I like Cyracle’s tag line: Online customer support made easy. That means that they build online software solutions for companies that want to off-load their traditional customer service and put it in an online format. Among other ways Duke will contribute to this conversation, his original team of five not only worked out of that proverbial basement, they worked out of an actual basement in Ithaca, New York, for their first year or so. They then looked at the possibility of venture support but decided to go with an angel investor, who, besides providing some funding, became one of the solutions to their management challenges. I think that will be interesting to discuss. 
	Finally, P.V. Boccasam is the founder and CEO of Approva. You wouldn't know it by looking at him, but he's the gray-hair of this group. Approva is his third startup, and the first two were very successful. Approva is just shy of a year old, and the concept is just a little older than that. Unlike our other three panelists, P.V. went straight to the venture market where he not only raised money successfully, but he raised it in a down cycle. It will be interesting to hear his perspective on things.
	Now, let's jump into the questions, and we'll start with the first area: Moving from concept to an actual business model. One of the things I find interesting is that there's often a mandate, or at least a suggestion, that you should lay out your business model in your business plan up front, before you start your business. There's not much talk, however, about why or what you do with it after you've put together this nice little document. One of the things I try to do is to advise my clients to think about the process, then use that process as a guide going forward, perhaps as a means of measuring and later coming back to re-evaluate their business.
	I would like to address this first question to Alba. I'm curious as to whether or not you went through that process of putting together a formal business model, and did you do it the right way? What should you have done? 

Ms. Alemán: We wrote down our plan before we started the company, so we had a written document that we still go back to today and evolve. The financial models of that initial plan get looked at and revised monthly. We track to the plan, and the financial models that we developed back then are still in place today. The other parts of the plan get reviewed and revised, maybe every six months. We're tracking towards them. We underachieved in one of those years against the initial plan, but over the last three and a half years we are on target with what we estimated originally. 
	I can't emphasize enough the importance of writing things down. What's in your head looks different once you put it on paper, and it begs other questions. It gets you to think about things differently. Getting things on paper is critical, especially since no one will look at you from a financial perspective if you don't have your thoughts on paper with financial models to support how you're going to be successful. 

Mr. Robertson: P.V. and I talked a bit beforehand about the fact that he looks to measure aspects of his business in order to understand how well he's tracking to his original business model. Would you share some thoughts on that?

Mr. Boccasam: Sure. First, I've got to admit that I'm not much of a football fan. I’m more of a golf fan, so, for me, it's like finding the right swing instead of blocking and tackling. It is really about how you get to the hole, or how you know how many shots you need. Someone sets the goal. Folks who haven't raised venture capital can set their own pars. Unfortunately —or perhaps I should say fortunately—for venture-backed companies, you need to have very specific measured milestones. 
	We tend to force a business model around our business. A business model for a company like Microsoft is to increase revenue per PC shipped, okay? So start off at $20, $40, now it's probably $120 or $180, but it’s a very simple business model—the more software pieces that get shipped, the more software they sell. If you're Wal-Mart, your model is to increase revenue per customer that walks in the door. A fairly simple business model. 
	For any kind of business, you need to spend a little bit of time thinking about what that simple business model is. It doesn't have to be a complex entity. When we went out and pitched, it was based on a very simple business model that articulated how we could make money. Do you require a big plan to support it? Sure, but you must be able to measure what it is, whether it's increasing revenue per employee or decreasing costs per transaction, whatever the particular metric is. I'm not saying it's easy to do, it does take awhile, but it forces you to focus on what is really core. If something doesn't relate back to the core and you can't measure it, then it's probably not worth doing. That's how we focus in on our business plan. 

Mr. Robertson: Don, when you look back at where you started five years ago, what was your business model, whether you wrote it down or not, and how dramatically has it shifted over time? What have you done personally and as a team to take account of those shifts?

Mr. Britton: When we first started, it was more of a concept that I had from working in public accounting, and it was a matter of refining that concept. Once we refined it, it was a matter of getting my personal belief behind it and then developing a team that would share that same belief and would work late nights. One of my coworkers is here today. There were a couple of months when we were sleeping at the office with the rest of the team. It was a personal commitment and a belief that the model would work. It wasn't so much about what we wrote down on paper, it was more about the core concept, and everything else along with it would get tweaked here and there as we learned from our tests in the market and from building the system. It was also a factor of getting other people, major members of the community, to believe in us, as well as having a team to go forward from there. 

Mr. Robertson: I want to shift to one of the questions that we received online. I'll read it so that I get it exactly right. “One of the factors often facing technology-based early stage companies is that an engineer or scientist founded the company. Often this founder has little or no management experience and “productization” and “monetization” may be foreign concepts. What has been the experience of the panelists in getting the founder to give up the operational reins to a professional business management team?” Duke?

Mr. Chung: There were five of us who started and built the company. We were five engineers at Cornell. At that point it was purely a concept. We had an idea and we were just trying to prove it out in the marketplace to see if it would work or not. A lot of people approached us and either offered us some money for some equity or the possibility of joining our team. We looked at every single possibility and evaluated what the short-term and long-term results would be. We looked at every individual very carefully, and we were approached by a lot of people who said they could help us. We were still a very young company and could have used a lot of management experience, especially since we were coming out of school and had not built a business before. 
	Luckily, we were approached by an individual we thought could bring our company to the next level. This individual, who is our Chairman today, had built a company before and was very successful in his first venture. We looked at that, and we looked at what he wanted to do. He originally approached us about putting some money in the company. Later, he said that he was getting bored since he had retired from his first venture four years before and was looking for something to do, a new challenge. We thought it was a good opportunity for us to take advantage of. He wanted a new challenge, and we looked at it as something that would take us to the next level. 
	I look at it from a very optimistic standpoint. If you think a person is really going to be able to help you for the long run—and it comes down to a lot of your gut instincts, of course—but for us it was one of the luckiest things that has come around for our business. 

Mr. Robertson: What kind of expertise has that person brought that you didn't have? If you had tried to take on those challenges with your original team of five, what might you have had difficulty with?

Mr. Chung: We are a very technical company. In the beginning we had hired a bunch of programmers who worked with us. It was all about product-building at that time and finding customers. A lot of it was building our network and building the infrastructure for the business, which was something nobody in the company had experience doing. Our chairman had the experience of building a company up to about 50 or 60 people, which he eventually sold to Rational Software. He knew who we needed to bring in at what point in the business, and that was very important for us. He was able to forecast and say: In the next quarter or the next two quarters we need to find these two people and we need to start looking for them today, not wait until the end of the next quarter to do it.
	That was one area. The second area was his network. From a financial standpoint, he was very successful, and he has a very good network. One of the decisions we made was to move to this area from New York. He was based down here, and he said that if we moved we’d have access to his network of people who could help us build the business. Today, we've got a board of advisors of more than 20 people who are industry leaders in this area. All of these people contribute to us, but, if it wasn't for our chairman, I think half the people wouldn't be on our board today. 

Mr. Robertson: On this topic of moving from concept to the business model, I would be curious to get some thoughts on putting together the strategy and focus of the business, the financials that go behind that, some of the structural elements, and how much of that process is a self-assessment. I would like to start with P.V., because there was an article in The Washington Post some months ago that tracked him through his process of seeking venture capital and securing it. One of the things that stood out for me is that he keeps a personal scorecard of how he's performing relative to his goals for the business, which he shared with the investors. It would be interesting to hear you talk about that, P.V. 

Mr. Boccasam: It goes back to the measuring aspect we talked about earlier. It’s one of the great ways to diffuse the tension in the room, especially when you're presenting to partnerships for very large funds who, when they make these investments, lay out a fair amount of money for the company. You want to choose investors who are willing to stick with you through thick or thin, especially during the lows when you need infusions of cash, like most companies have had to do in the last couple of years. 
	When we were presenting to a lot of the VCs, I had just a few customers who had expressed interest, and I had done a fair amount of presentations articulating their pain back to them. They had nodded and said, “Yes, if you build it, we'll buy it.” It's hard to take that kind of message and get someone to say they'll fund the idea, so we spent some time putting together some key parameters around the things that Duke was talking about earlier—management team, product idea, risks, etc. Basically, what you're doing is rating yourself and the knowledge that you have around your business model. You grade yourself and say, “I understand that I don't know much about competition right now, but once I get the money, I'll have one guy who looks at competition.”
	Saying what you don't know is actually big for them. It helped us frame the problem quite well. Instead of having them beat you up on not having a management team or a company analysis or a business model, you put up the six key metrics that you think you need to be successful, and you grade each. We do it at every board meeting. I put up a slide and say, “This is how we’ve progressed from the last board meeting to this one, and this is how we grade ourselves.” It helps people focus on the places where you need help. If they can't be a part of the solution, then they aren't adding any value. The whole idea around putting scorecards together is to get people to focus on areas where they should be helping you. 

Mr. Robertson: Another thing that P.V. mentioned earlier, and I'll just steal his quote, "What you can't measure you can't reward." Earlier, he and I were discussing that if you don't look at all aspects of your business using metrics that can gauge how well you're doing and where you need to change course, then chances are that the piece you're not measuring is going to end up adrift. Is that fair? 

Mr. Boccasam: Absolutely. If you go back to the lovely golf analogy, imagine playing 18 holes with no pars. You would be totally bored. It's important that the masters realize what you're measuring, and you've got to measure the right things. You don't want to go overboard in measuring because you'll be more focused on the metrics, but the key thing is to get the concept into the minds of the people investing in you, that says, “I realize that I need to spend more time putting together a financial model that will meet standard venture returns. Do I have the answer today? No. Am I smart enough to figure it out? Sure.”
	Being able to talk to folks in very specific terms and constantly grading yourself on these key metrics also helps your focus and allows you to do the right things at the right time. You may have a great story about your product, but you have to explain to them, for example, how you fit in the overall scheme of things vis-à-vis competition, vis-à-vis market, vis-à-vis market drivers, etc. One of the hard parts in measurement is being able to articulate the growth factors, regardless of the business you're in. For Cairo, in the federal space, for example, one of the great growth spurts was huge federal spending. Obviously, you can't time some of these events, but being able to articulate the metrics very clearly and grade yourself on them means something. How true was that assessment in helping build a business model? If you don't have those, they'll have a very difficult time believing your story.
	For example, now we're focused on this new technology called Web Services where there's been a lot of hype. We took a slightly different tack saying that although the hype is there and we're going to be there for probably the next two to five years, there are aspects of that business that are relevant to us. Then we quantify that business to a very discrete set of problems and say, “This is what we're going to address.” That focused and narrowed the problem down so the story was more believable. It's not like in the next five years your business is going to grow $7 billion and we're going to take 10% of that pie. That kind of model is not going to work anymore, so you need to be more specific when you measure things.

Mr. Robertson: I'm going to move us on to the second of our five challenge areas, identifying and validating your market. I'll start by saying that one of the biggest mistakes I see companies make, even when they come to sessions like this and are told that they should not do this, is to look at the total size of what they think their market is, then circle a small percentage of it and say, “I think that's a reasonable and attainable goal. That's my market and I'm going to go after it.” They do that with no other detail behind it.
	In looking at your markets and using some hindsight here, what things did you evaluate before you went in, or what parameters should you have evaluated before you went in to define that market, how you could access it, and why you were going to be competitive in it? I would like to start with Alba because, if you look at the federal and state government market, it's potentially huge. Where do you start and how do you build?

Ms. Alemán: The federal government is the largest buyer in the world, so it is more than huge. Finding your niche in that enormous market is very difficult. It's as challenging as some of the things that P.V. has been through.
	We started with what we knew, the agencies we had worked with in the past. We had over a decade of experience working in a federal services organization for a Fortune 500 company, selling both products and services. We understood the market, we knew their needs, we knew their weaknesses, and we knew where we could bring value. If you don't build a value proposition, no one is going to want to buy what you've got to sell, whether it comes in a box or it comes in the form of human being. 
	Defining your value proposition depends on knowing who your customer is and starting with what you know best. You don’t want to tell a customer, “I do X, Y, and Z,” and have them say, “But there are only two of you. How is it possible that you do X, Y, and Z?” When you're starting a business you're just so passionate about what you can do and your potential that you'll tell them what you feel in your heart you can achieve because you believe in yourself. Typically, business owners and entrepreneurs are overachievers who can't work for other people. They have a vision and a dream and strive for the world. When you go in front of a large, multi-billion dollar integrator and tell them, “We do this, and we do this, and we do that,” and the person turns around and says, “We do all that. We're at $6 billion. How is it that you do that as well?” It’s important to get started with what you know best so you can talk about it ad infinitum because you know it better than anyone else. That was one of the things that helped us narrow down and target a few select customers. Then, once you have a customer, taking care of that customer and growing that customer into other areas is the next challenge.

Mr. Robertson: What you're saying is an interesting contrast to looking at the market and asking: What looks like the best potential customer, or the best potential segment to go after, or the fattest one that I'm going to get the richest from? Sometimes I think that takes you away from your knitting, from what you know best that might allow you to get to that customer in the first place. 

Ms. Alemán: The federal government market space is so big. You can look at who spends the most dollars, the Department of Defense, but who's the least friendly to small business? It is the DoD. They have traditionally been the worst offenders of the Small Business Administration's goals for working with small businesses and helping entrepreneurial businesses get a foot in the door. Do you want to make your entree with the ones who want to work with you the least just because they have the most dollars? You don't need those billions of dollars necessarily. Go with an agency that's smaller, one that's small business friendly and wants to talk to you. One that's interested in what you have to say and that has a need or a problem that you can solve.

Mr. Robertson: Don, I got the sense that when you looked at your potential market and were being approached initially by potential investors, the market might have been a lot bigger than what you felt you should initially go after. You consciously decided to pace yourselves and how much of the market you were going to try to seize. Can you talk a little bit about that? 

Mr. Britton: At first it was a matter of just finding a customer who would believe in us enough to go forward with it. That's pretty much what we started and limited our growth to. Luckily, we were able to convince our first customer—someone that I had worked with for quite awhile—to come on over and try us out. From there, we just started building outward to see who else we could find that would take the chance with us. It was mostly based on their relationship with me and the trust they had that I wasn't going to let them down. 
	From there, it was a matter of looking at all the customers we had and asking: What do the majority of our customers have in common? What industry are they in? We grew from there, but, in the very beginning stages when I came up with the concept, it came more from working in public accounting and seeing the industry as a whole with all of the different options and choices out there. It came down to getting that first customer to trust us, building that relationship, and taking as much care of them as you can. Then they start becoming evangelists for you and helping sell your product.

Mr. Robertson: Let's move on to the third category, building a team in the early days without any or very little money. How do you attract the right talent and incent them? How do you decide which talent to pick from the start versus later on down the line? I think it's a nice transition because it's that team that's going to allow you to serve those customers. I would be curious as to where you started in terms of building your teams. I'm thinking particularly about Alba, where a group of you formed this company, and Duke, where you started out with five individuals initially. Why don't we start with Duke?

Mr. Chung: When we started the company there were five of us and we were all very technical. We were all in school, and I think that sort of gave us an advantage. We all knew each other and we had either worked together before on a project or were good friends. In the beginning, it was the old story of sitting in a coffee shop and throwing around ideas with somebody you know, whether it's a business partner you've worked with before or a friend or acquaintance. It started that way, and it was important for us to find the right people to make it happen. Of the five people who started the business, everybody could do something very well. I think that five was a very good number for us to start with. I've seen different business management teams that started with two or three or four. For us, the number five worked out well for several reasons. We were building a product and we had members who were very, very technical and could sit there all day and all night just coding and building out products. A week later, we would have a beautiful product that we could deliver to our customers. We had other people, myself and another partner, who would travel all over the East Coast, meet with investors, listen, and pitch our idea to different venture capital groups. We’d get feedback and their opinions and a free assessment. If you can get in front of an investor or a potential buyer of your product, it's a matter of taking advantage of that free advice. The five of us are still here today; in fact we share a very clear vision of where we want to go down the road. 
	We also realize that starting a business without having a lot of money means that the only incentive you really have to keep everybody engaged is either distributing the equity so that everyone feels like they're very important in the business, or finding some other ways to keep them attracted and focused on the business model, like sharing the long-term vision with everybody to make sure that they're with you. It's critical in a startup that the people who join you in the beginning share that vision and are with you from day one until you can at least get to the next phase, then you constantly reevaluate your situation.

Mr. Robertson: Alba?

Ms. Alemán: This might seem a little harsh, but in our experience the people who start with you are not necessarily the people who are going to be with you for the long haul. The people you can afford on day one in your basement with the crickets and spiders, they need a job. They're not looking at your vision because you're very charismatic, they're with you and they believe in you. They just are coming in and they're running payroll; bye-bye at the end of the day. 
	The people we have attracted today, $10 million later, are very different people. I'm hiring vice presidents from Fortune 500 companies left and right. They're knocking on our doors right now because of the aggressive growth that we have experienced. They've bought into the vision. It was so difficult for us to do this, but don't be afraid to let go of the fact that you want everybody that started there in that basement to be with you today. “We're getting there. It's going to get better,” we told them. We wanted them to believe. 
	It's like the resources, the tables we could afford back then and the chairs, and the computers. How we agonized over every expense back then! We only had a certain amount of funds to spend and we could not afford the very best in overhead positions to run the infrastructure. In billable positions, we got the hired guns, the mercenaries, the very best because that was our first foot in the door at the customer's site. There was a difference in our business model and the types of people we would hire, but those hired guns are out for themselves. They're not interested in your vision. I had two or three of them that came on board as hired guns and have completely changed their tune. They're on board, they're my best, my very most loyal folks. They surprised even me. 
	Don't be afraid when you realize that not everybody that starts with you will last, other than your partners. Your partnership has to be intact. As Duke said, you've got to have a vision and everyone has to have bought into that vision. That's critical. The core team that starts the company, whether it's one or two or five, has to be bought into that vision. Don't assume that everybody else is going to know and understand the vision for quite some time. It's not until things start to evolve and you start to gain success and momentum that light bulbs start to go off in other people's heads. Some people may never catch on. You'll be at a spot where you will outgrow people in your organization and you're going to have to make a very tough decision. Am I going to hold back the rest? Am I going to sacrifice the whole for one individual? Those are tough decisions. The tough part of owning a business is that you have to make tough calls that affect people's lives. Do you want to sacrifice 40 people for one individual who’s not performing or has no desire to?

Mr. Robertson: Thank you. Let's move on to the fourth category, attracting customers when you don't have any. Don, besides the obvious need for cash, when do you know that you're ready for prime time? When did you know that you were ready to start with that first customer? How did you know when you were ready to go beyond that customer, in terms of infrastructure, refining your offering, and so on?

Mr. Britton: For us, it came at the beginning as a belief in ourselves. First it was us, a core team, getting on the system, using it ourselves, figuring out the flaws, and working out the bugs. Then you get that first customer who will come on board with you. It takes awhile to convince them to use the system and to use it the way that it needs to be used so that you can work out the kinks, to assure them that the bugs they're working through will all be fine, and that it will all be hunky-dory afterwards. Once that was done, we knew to go out and start looking for more customers actively. Our first customer helped us go out and find more customers. She is our biggest evangelist. Those next two customers went out and found more customers for us. It was constantly making those customers happy that grew our business.

Mr. Robertson: Did you approach that first customer in the way you described, telling them that they were a bit of a beta customer and that there would be kinks to work out? Were there extra things you did for them to incent them to be that first customer? 

Mr. Britton: She's here. Basically, I worked with her for a long period of time. She was starting her own business and needed the type of service that we offered, so she was a prime candidate. It was just a matter of talking to her and convincing her that I wouldn't let her down. Once she believed in that, she came on board. 

Mr. Robertson: P.V., was it the same for you? My recollection is that when you were trying to make your case to investors, you were also out talking to potential customers—some of whom you knew, some of whom your investors suggested to test these waters. How did you decide when to approach customers and who to approach? 

Mr. Boccasam: You can't convince customers that they have pain. It's simple; they either have pain or they don't have pain. If you're out there trying to convince them that they have pain, they're probably not a good prospect or suspect for you. What we did very early on, and actually the first dollar that we spent of VC money, was to fly in seven or eight Fortune 80 companies, one of them was Microsoft, and we spent about two days locked up in a room. We spent the money to make them feel good, that we were a real company. We spent a lot of time preparing for it, asking the right questions, and digging out the pain. At the end of the session, the goal was to come up with our list of features and benefits for all the products we were going to build for them. The end goal was to be able to articulate the pain as they saw it.
	This may sound a little cliché or basic, but the hardest part is trying to talk to a customer about their pain the way they see it. Trust me, it's not an easy thing. To me, that's a strategic inflection point for a company. If you can go to someone and say something, and the person replies, “Yes, I see that,” and then spends more time talking about how they could use your product for their pain than you spend talking about your product, then you've actually changed the game. It takes awhile to get there, but, when you do, you'll begin spending more productive time with customers rather than having a bunch of slides that say: “Is this your pain? Is this your pain? Is this your pain?” That is just brutal for the customer as well as for the sales guy. It just kills them. A lot of the motivation around finding these customers is really around targeting the pain. 
	The second thing that I think is valuable is that all pain is not equal, just like all money is not green, right? The point is that you may have nine things that your product does and you may have fallen in love with all nine, but if Johnson & Johnson and Anheuser-Busch care only about number eleven—that yellow thing that you don't care much about—if that's important to them, don't say, “Yeah, yeah, we do that, too, but look at all these nine other features.” That's what most people end up doing, minimizing the kind of pain that they address. 
	We spent a tremendous amount of time doing vertical market segmentation. Different customers have different levels of pain. We became able to talk about the pain specific to those vertical customers. Whether it's healthcare, the federal space, or financial services, each one of them has their own unique sort of pain that you need to articulate. There is a level of homework that you just have to do because what they'll nod to is different from what you understand the problem to be. 
	To me, that is one of the clutch factors for any successful business. Can you articulate the pain? Are there enough customers out there with that pain? Now, quantify how big that pain is. Some people might say, as one person did, “Yes, I do have that pain, and, if I had some of that, I'd pay you $15,000 for it.” That was a revealing factor. It's how they valued that pain, but that wasn't the goal. You found a customer who had the pain, but you were looking for a $500,000 contract for it. Maybe his big pain is somewhere else and you have to have a dialogue about where you can find your sweet spot.

Mr. Robertson: There's an interesting balance between what you're saying and what Alba said earlier. From the customer perspective you have to understand who has pain, what it is, and the value they place on it. Yet, at the same time, you can't drift away from what you know well in terms of your ability to cure that pain. 

Mr. Boccasam: Absolutely. 

Mr. Robertson: Let me move to a specific question in this category. I'll just read it again. “I have designed and am beginning to develop a system that will compete with three big Internet players in the electronic messaging world. I have an extensive network of people from which I can draw talent to get up and running. What strategies can I employ to keep the big three at bay long enough to garner the amount of market share needed so that I won't get instantly squashed by them?”
	I would like to direct that towards Duke because your market of customer service alternatives can be a pretty crowded space. There are some pretty big players in it. How did you deal with that issue? 

Mr. Chung: That's a good question and something we look at every day. There are a lot of vendors out there in the online customer service space. You probably know some of them, ranging from Seybold to smaller vendors who provide very specific products. When we entered the market, to be frank, I guess we didn't know which marketplace we were in. I like how P.V. worded it. We went to a customer and we realized they had pain. They were building a solution to solve it, and we went in and said, “We'll build this solution for you if you tell us the requirements to make it successful for your business.” We took that model and went after a lot of customers who had the same pain, and that worked very well for us. 
	When we began to realize what industry we were in, we were beginning to develop our marketing strategies and to understand the marketplace, that's when we began to realize that we were in a fairly crowded space. We began to see competitors from different angles. That's when you have to look at your product and ask how it differs from all of the other vendors. There are several ways to do that. You could build specific things into your products that could make it stand out; you could price it cheaper—that's the easiest way to get your leverage; or you can segment it, either into vertical markets as P.V. mentioned, or into other structures, such as for enterprise, midsize, and small clients. 
	You have to look at all the different perspectives and, given the capacity of your business today, ask what you can do in the next six to 12 months. Which market do you want to focus on? Can you be the leader in that one small quadrant or in one even smaller than that with all the vendors out there? A lot of companies do very well because they're a market leader in one specific niche. If you can identify that market early and have a vision to be a leader in it, you begin to mold your product and adapt it to the customers in that space. 
	There's a bowling pin theory in which you build a product for one industry then you go out and find another industry that could use the same product. Then you build another product that works in both of the first two industries. You begin building your product cycle based on that model, and, eventually, you have a product line that works very well for multiple industries. It comes down to your marketing and how you approach each industry. 
	A business should look frequently at who's out there doing what. Along the way, you'll see competitors who are shifting their focus. You should be constantly looking at where you may be able to get an advantage by doing something today to attack the market. 

Mr. Robertson: Let me move on to our final category, the issue of capital. How far you can take your company on your own, and how do you make the decision of timing? I would like to split the conversation into two pieces—going after venture capital and not. Let's start with not. I'll ask Alba and Duke, since you did not go down that path, why did you consciously avoid it and what were the benefits to your business?

Ms. Alemán: I want to go back to a conversation we were having before the event started. My business partner was talking about venture capital and I felt at first that we were the anomaly on the panel, because we're a services company and because we're not funded externally by anyone. Then he mentioned that, well, we are VC funded, we're just internally funded. In essence, we take every penny of profit that we make and reinvest it in the people we're able to hire and retain and the benefits we offer and the things we can do for them. This year we're going to reinvest $1.5 million in the company through the people that we're going to hire. In essence, that's our venture capital right there.
	We are a cash business. It's a service for a fee so, from that perspective, we were not attractive to angels or venture capitalists. Our model was not attractive even to the banks because our money was coming to us. We didn't really need it, in their minds. For us it became a cash flow game. It became very strict cash flow management, not spending until money is received and all sorts of creative financing mechanisms to increase how quickly payments are coming in and slow down how quickly payments are going out. For 14 months the two of us did not take salaries; we lived off our savings. When you talk about bootstrapping, I don't know how many other bootstraps you can pull on. You're talking about draining and depleting your entire savings, including your retirement savings partially, on the vision, on the belief that this is doable and that it is going to return something in the end. 
	We were not attractive for VCs, so we focused our energy on the cash flow model. How many people we could bring on, although we could not bring on too many too quickly because then we'd be in a situation where we needed the cash to pay people. It’s slowly growing in the beginning until there are enough reserves so you can start growing exponentially larger and larger. Then the banks are knocking on your door to give you money. That's how it started for us. 

Mr. Robertson: Duke, how about you? You started in that bootstrap model, then went the angel investor route instead of venture capital. Why did you make those choices and what have been the benefits? 

Mr. Chung: We looked at a lot of venture capital, and there were times when we were presented with a term sheet to take on some financing. If you look back two years ago when a lot of people were blind-sided or confused by the market, a lot of people were seeing that others were taking on venture capital and built their business based on that philosophy. I agree with a lot of what Alba said, but I also think there's one difference in that Alba has a very successful services firm, whereas we have a products firm. Eventually, to build a product business up, you will need some sort of substantial capital. 
	The reason I think we took angel funding is because we looked at it from a strategic standpoint. We realized that we didn't need a lot of money, but we needed people. More importantly, we needed people who could help us build the business. A lot of the venture capital arena is largely funded by a lot of angels as well. 
	Ideally, when you build your business, you want to have set expectations and milestones. You want the right people to be on your board or your team to help you take it to the next level. Working with an angel, especially one that has done it before or who has experience building a startup and taking it to the next level is even more important than the money itself. I talked about our Chairman as an example. I told him, “If you can put any money in the business, that would be fine, too.” With him involved, the business is already closer to the next level.
	The other thing I agree with Alba about that is if you bootstrap a business and everybody's expectations are set, you're not paying yourselves any salaries, especially in a products business where you need to build a product to prove that it works. Then you go find customers. It's a very difficult business and you're going to be bootstrapping for a while. The most important things you learn are the fundamentals of building a business. Taking on a lot of venture capital may actually be harmful to your business because your expectations are set differently. Go back and look at the last two years and see all the venture-backed businesses that had expectations set way beyond their capacity or what they could achieve. Look at them now. Very few are able to sustain the same type of business that they were anticipating two years ago. 

Mr. Robertson: Let's get some input on the flip side of this from the two people who ultimately thought that venture capital was the right answer for them. It's a little bit different in each case because P.V. went straight to the venture capital market for his funding, whereas Don took a more circuitous route to get there and decided to wait. Since you strike a balance, Don, I'll finish with you. P.V., why did you decide that the venture capital route was right for you right from the start? 

Mr. Boccasam: My father once advised: Never give your brain and your money to the same person. Venture capital is two words, “venture” and “capital.” Most VCs focus more on the C than on the V. Nothing ventured, nothing gained, so you want to look for people who are willing to put out money for high risk/high reward options. Typically, you get 10X, 15X returns, if not more.
	The whole concept behind raising venture money is different, and you've got to look at it in a completely different way. If you look at it from a control aspect like we were talking about earlier, then I think it's not a good option. You've finished a fairly nasty negotiation across the table, now you want them to be on your side, right? You want the bad people to be on your side because they can be bad to other people. I think the important aspect about having VCs is that you've got to view them as business partners. It's true that some angels are limited partners and they invest in a lot of the large funds, but, typically, limited partners don't get involved in portfolio companies. They're too busy playing golf somewhere and are just minimizing the losses right now.
	The level of interaction between, say, the board of a company and the VCs is really around maximizing opportunity. We've got world-class investors in our company. If you wanted to talk to the CFO of Citibank, he's maybe two emails away from us, but the hard part is when you get to him. What do you say to this person when you've got 30 seconds? Well, in order to get that 30 seconds in front of the CFO, you’d better know what the heck you're doing. If you're in this figuring it out mode with VCs, maybe it's better if you go off in a back room, talk to a few customers, then go out and build a business. If the goal really is to build a company during an economic downturn, the whole value proposition to the VC is to say, “Look, this is the best time to build a company because I can find the best people. I don't have to go out and sell because I have nothing to sell. We can focus on the right sort of things because the DNA in the company is different and the times are different.”
	In the venture market right now, I don't know if you've seen the reports, but they're coming back. There is significant value in going the venture route if you believe that there is a significant upside opportunity for both sides of the fence. The reason why I preferred not to go to the angel route, and I know a lot of friends who have, much like Duke's company, is that, at a later stage when you do want to get VCs in, it gets a little messy. It depends on valuation. There are egos involved, people want to cash out a little bit because the big folks are coming in. It does get messy. If you want to keep it clean, there are equity issues that people worry about. At the end of the day, if you focus on making the pie bigger, I would rather have 3% of a $3 billion pie than 50% of a $10 million pie.

Mr. Robertson: Don, tell us why you chose to delay going with venture capital and why you ultimately decided it was the right answer. 

Mr. Britton: For the first part, it's because they didn't give us money. 

Mr. Robertson: Fair enough. 

Mr. Britton: It was the cheapest form of funding at the time, but, looking back now, I realize why they didn't give us money. We weren't ready for it. We didn't understand ourselves enough to communicate clearly and effectively what it is that we do in order to convince them to give us that money. Luckily, we did get an angel who has been a tremendous help. As Duke was saying, it's the mentorship that is worth more than the money itself. I would still be willing to give up the money and the equity just to have that same mentorship. It comes back down to the people, the knowledge that they can open up for you, and teaching you to build the business to where you want it to be. 
	Now we're at a stage where we know how to communicate effectively to the VC community. We even have VCs as customers who fully understand what it is that we do. We will start looking for money as it comes along, but it's because we're ready to grow now, not to build. If you're building a company, I would still suggest that you don't necessarily go the VC route because they aren’t going to help you build as much as an angel or a mentor who will get involved versus just making an investment.

Mr. Robertson: Great. We're going to wrap up with that. I want to highlight, if it's not a case of stating the obvious, that these are four very different entrepreneurs with four very different companies. Yet, in one way or another, they all faced the same challenge areas, and there are some common threads. Among them are a deep personal commitment, and that came out in different ways. There's also personal honesty about what you do well versus what you don't. Are you ready to sacrifice 14 months without a salary, and so on? There was a common theme of balancing what you do well with the real need in the market and the value placed on it relative to what you do. It’s also apparent that each of these entrepreneurs answered these challenges in their own way, and that's a pretty important message. I don't think there is one magic solution to any of these questions or challenge areas, and that was a nice contrast across this panel. Finally, it's quite clear that, before you jump into things, whether these folks knew it ahead of time or learned it pretty quickly off the bat, you’d better know what you're doing. 
	I want to thank everybody very much for coming, and to thank our panelists. Now, Mario is going to do a wrap-up, then he'll move on to talk more about Netpreneur.


mario morino: wrap-up

Good morning. I want to thank everybody who came today, especially Larry, Duke, Don, Alba, and P.V. for a great discussion. There were some very good points raised today, and they deserve a summary before I come back to talk about the future of Netpreneur.
	PV said it well: It is a great time to start a business.
	As crazy as that sounds, it really is a great time to start a business. You're back to being real entrepreneurs, and all the foolishness of the last six years is gone. 
	We went through a bubble, folks. Forget it. 
	There was an article written about eight months ago that basically said, for those who came in during the bubble, you've got to unlearn everything you learned. It's back to real life now. It's back to 1994 or 1990 or 1985 or 1972 when being an entrepreneur meant going 14 months without a salary. It meant bootstrapping. It meant begging for what you were going to get next. It meant scraping through things.
	That's what it's about.
	We went through a bubble. It was false. We allowed far too many people to believe they were entrepreneurs, and that's what the bubble caused. Some people made a tremendous amount of money, but it wasn't necessarily because of their skill; it had a lot to do with market momentum. Don't ever forget that. Market momentum. That's not taking anything away from anybody, but now real life is back.
	And, in all honesty, it isn't as bad as it seems. That may be hard to hear if you're not employed today, but, on balance, it really isn't. 
	I just left a meeting at a private investment firm where we spent two days going through some numbers. It was pretty interesting. There are upticks out there, although they’re not obvious. If you're in the venture field right now, don't kid yourself, some more firms will crash and burn. There may still be more venture firms going down because the down economy won't allow a their portfolio companies to get enough runway. They won't have the survival resources to make it through the next one or two years. 
	The key right now is survival for many in the tech sector. As bleak as that sounds, that's it. Have enough sustenance and sustainability in your business that you're going to make it through this drop. When it comes out, we'll be back in business. We've lived through these cycles before, although this last four-year cycle was one of the biggest aberrations since the 1960s.
	Most of you are not as old as I am, so this is the only one you ever saw. We started our business, Morino Associates, in 1973, and it was a bear. You couldn't get the time of day from anybody, but we were oblivious to that. We didn't know the economy was bad; we were just starting a company. You go out, you start a company, and that's what an entrepreneur does. 
	On the concept of “model” that was talked about, it’s a wonderful word, but it basically amounts to: those who can, do, and those who don't, choose not to. It's very simple; it's all about execution. The world is full of ideas, but it’s not full of people who deliver. An entrepreneur delivers. You have an idea and you're going to figure out how to deliver it, driving it home no matter what. 
	We just went through a discussion recently with some investors. Do you know what the discussion was about? Do you invest like an investment banker, which means looking at it analytically, or do you bet on the person? The answer? You bet on the person. Here's why: “Professional management” is a wonderful term, but don't bet on it in the early days of a startup because their staying power is lower than that of the entrepreneur.  At the early stages you want somebody who has unbelievable conviction. You want to invest in somebody who knows that they are not just going to win; they are going to dominate a sector. That's what you buy. If you don't see it, you walk. The team sees that fervor, that excitement, and they form around it. You have to have this belief.
	As Alba said, pick your spot, but, when you pick it, know it in a compelling fashion. This is not about “studying” your markets. You should know your market. You should have lived your market. Then you don't have to worry about the research because you're using firsthand knowledge. You lived this, you were part of it. We just did an investment in a firm doing a payment system. After talking to the guy, you walked away from the table knowing he had an absolutely compelling understanding of that space. He ran human services for a state government for years; he was a consultant in the field after that; he developed systems for years; and he decided to create a business. He knows his field backwards, forwards, sideways. No market researcher could ever tell him about his field, so you walk away with great confidence. 
	You have to feel in your heart that you can really beat the next person, and then you do it. You execute. As Alba said, you beat the giant because you know more than the giant in your space. It's guerrilla warfare. That's what it's all about. In my day, we went up against IBM. They were far stronger than we were, but in our piece of the business we often won because we knew what we knew better than they did.
	As to the idea of needing cash when you're ready to go to market, well, don't be afraid to bring out your product or service, and don't be afraid to sell vapor—as long as you know that you can deliver. Larry Ellison made a fortune by selling ahead of himself. The next version was always going to solve your problem. It wouldn't get there until two years later, but the world bought it, and Ellison and Oracle delivered. 
	There was a company created here many years ago called VM Software, which became Systems Center, which became Sterling Software. Bob Cook sold that product before the product was developed. He sold contracts, but he knew he would deliver the thing. Our first product, I'm not kidding you, we sold it and it wasn't ready. We were sitting on the floor of a company in Worcester, Massachusetts, on Christmas Eve writing code. They thought we were writing documentation, but we were writing code for the product. We stayed on that floor through New Year's Eve, through January, and we came up with every excuse in the world until that baby ran. You get out ahead of yourself, just don’t get as far ahead of yourself as we did! In fact, if you're not out ahead of yourself, you're too conservative to be an entrepreneur. There's a risk/reward equation. Don't be foolish, of course. As I said, don't do what we did that first time, but you've got to take a chance when you don't have all this behind you.
	When do you go after venture capital? As was said here, you don't necessarily have to go after itl. At my company we never had a dollar of it in our business. It was a different era, of course. We each put in $600, and that was to clear the books in DC. After many permutations, it was eventually sold for $2 billion, so there’s at least one example that you don't need to do the VC route for funding. Once again, you've got to forget the bubble. 
	There are times when venture capital is really more than the money. You may have a certain type of business or competition that drives you there, or, as PV mentioned, you may need a certain connection base. As Alba said, and as Don is living through, however, you can actually build a business today without it. Remember, the bubble distorted everything. The bubble told you that you couldn't do it. The bubble is gone. You can bootstrap. The point is this: As long as the need in the market is there and the competition isn't filling that need—that's the other issue, of course; if the competition is there, you're dead—but if you've picked your niche, you have the time to move.
	If you don't have capital, do you know what you do? You either go without salary or you work another job. Then, the other 16 hours, you work on this job. That means you don't sleep a heck of a lot, but that's the price. You either want to pay the price or you get out of the kitchen. That’s what separates you from the others. 
	I know several of these speakers here today. I know what they've been through because I've lived it. Don housesat for me. I would come in at 1:00 in the morning. There's Don, he's working. I would get up at 7:00. Where's Don? He's out of the house already. I work hard, and he's as bad as I am, but that's what it's about. 
	I don't want to be discouraging. I think it's a phenomenal time to start a business because the flight to quality is on. You'll get the best people, you'll get the best funders, and you're going to find the best clients. It just means you're going to have to be the best, too. That's all. If you feel that about yourself, good. I don't think this is necessarily a bad time at all. It's a hard time, but, if you've got it in you to be an entrepreneur, you're going to make it. It’s a question of choice and what you're willing to give up in your life to get there. 
	Now, to move on to the second part of this discussion, we put out our announcement yesterday about sunsetting Netpreneur at the end of this year. To a lot of people that wasn't news, but to some of you it probably was. It was really my decision. It was  a very personal decision. I went through the thought process starting a year ago August, so it was something that had been going on for a while. I came up with two conclusions. Number one, I needed to have more focus on my family. Anybody who has been around me knows this has been a growing issue for me. I've been doing a better job ever since 1992. Number two, we had to focus on the single most important, passionate part of what we are doing to make a difference, and that is dealing with the lives of children and the nonprofit sector that helps them. As you go through your lives, you will make hard decisions about how you're going to spend your time. That's what this decision is about. It has nothing to do with Netpreneur, it has nothing to do with the economy, it has nothing to do with the region. It's a very personal decision about where to spend our time. 
	I love Netpreneur. I've enjoyed this beyond any measure. I get my jollies when you people come up and we talk about entrepreneurship. I live and die on this stuff. The reality, though, is that I also live to serve nonprofits who are working to help children.
	In the same way that you're trying to change a market and build your businesses, we have an opportunity to change how philanthropy supports nonprofit organizations. Today, you give to a nonprofit based on how low their overhead is. It's the dumbest thing. We choke them. We don't let them grow. We don't encourage them to manage. We don't encourage them to think long-term. It's not that the business people are any smarter than nonprofit people. In many cases we're not. You'll find absolutely remarkable leaders in that community who have not been given the same kind of chances we've been given in the business world. They don't have the resource base that we have. 
	I'll give you an example of what we're doing with some of the organizations we've already funded. I know you haven’t heard the full story, but we were very fortunate. We started Venture Philanthropy Partners during the bubble—keep that in mind, timing is everything—and we got commitments for $35 million. That’s unheard of in the country, by the way. No one has put together this kind of multi-donor fund that matches its size. We actually didn't start collecting money until the meltdown began. We now have $28 million in the bank, thanks to the 30 families involved, and we still have $6 million to collect, but the fact that $28 million has been put away is significant by itself. 
	The Morino Institute has funded the startup costs of this operation, and, as of next year, the yield on that $28 million begins to fund its remaining operations costs through early 2006. Our objective is to deploy all $35 million in five years. We either live or die by performance, and, if we don't perform, we'll go away. If we perform, we'll get some more money, we'll get a whole new fund, and keep going. The likelihood is very high. 
	To give you an idea of what we're trying to do, we're now engaged with five organizations in the region. They go from organizations that do mentoring and tutoring for children in the District; to a program in Virginia that deals with mental health interventions for immigrants, specifically refugees, which is a huge problem in our region today; to childcare centers in Alexandria; to our most recent investment, a group that deals with Asian-American children and the problems they face dealing with two cultures.
	If you think your funding is a challenge for your field, Lowell Weiss and I wrote an article last year after September 11 called “The Perfect Storm.” It discussed the potential for what could happen to funding for social services programs. We just updated it for our board yesterday, and that scenario has played out. Go ask Governor Warner in Virginia what's happening to social services funding in Virginia, or Governor Glendening in Maryland. Ask Mayor Williams where the money has gone in DC for afterschool and preschool funding for kids. It's almost like we've created a society that hates our children. The money is imploding. The giving patterns are still there, but they've changed. Corporate funding and philanthropy have been cut back because of the economy. The big issue now is not September 11, it's the economy. At the very time where the demand for services for these families and children is the highest we've seen in a while, many of the potential funding cuts for the next several years have already started, and it could be devastating. That puts in perspective the role we're trying to play.
	I'll give you an example. We're investing in a mentoring/tutoring organization, Heads Up. When we started working with them, they were at about a $1.4 million annual budget for a tutoring network of about 500 children. They pull in students from colleges to work with the children in the evenings. You're getting the tutoring benefit, but also a mentoring benefit as well. The two leaders of this effort are remarkable young men. Remember, their budget is about $1.4 million. We are investing $2 million. First of all, it's almost unheard of to put that kind of money into an organization of that size that does not go to programmatic services—it goes exclusively to building the strength of the organization. This is going to sound familiar to entrepreneurs, it goes to recruiting the best people, building the funds development process, understanding how to measure outcomes, understanding how to be more accountable to the stakeholders, etc. It’s all aimed so that they become much stronger as an organization, much more effective. They’ll be able to reach more children with even more effective services. 
	This is a somewhat radical departure in the way much of philanthropy has been done, but it really goes back to the strategic, engaged philanthropy of Rockefeller. The Meyer Foundation was front and center in helping Heads Up get to this point with their funding; now we build on what Meyer has already done with our funding and support. 
	We're taking many of the same techniques that we've used working with business entrepreneurs and now applying the same model to social entrepreneurs. The difference is that the focus is on improving the lives of children. I'm not trying to be melodramatic, but that's where my passion sits. We're not walking away from you entrepreneurs—because we're going to come back to you in a different way—but the focus is on the other side. We made an effort to get funding for Netpreneur from other sources, and, although it didn’t work out, there were people who stepped up, as Mary mentioned.
	Netpreneur will live on, but it will be by your choice. I've always maintained that Netpreneur, in its essence, was one thing: an organic network. It wasn't a program. It wasn't a Coffee & DoughNets event, it was the people who were involved that made it. If you could see the emails pouring in since yesterday's announcement, you would know that it will live on in different ways. Just look at the people in this room. You've created networks, sub-networks, small networks, and contacts. Since I walked in here, three of you came up and asked, “How can I help keep things going?” It won't go on in its current form. The challenge and the opportunity for you, if you want it, is how do you step forward and let it grow organically. If you want it to continue, you'll make it work that way. It's like being an entrepreneur. Do you want to do it or not? It's a choice, and it's your choice this time. We'll help you do it. Mary has agreed to work on it well into 2003 to help. We would certainly like to see that happen. It may not go on with the same robustness, but it will go on in a very entrepreneurial sense. We’d love to see it happen.
	And, it may be that no one steps forward. That's okay, too. Although this program will shut down come December 31, the change in this region has been enormous in terms of the number of people who are now connected, who can reach out to each other, and who have networks. It’s not because of us; we've been a facilitator. It's because of how the community came together. I don't mean that in a corny fashion. There are relationships and ties that have been built because our timing and luck were right on the money. Magic happened in this region during the last five years, and it will be one of the forces behind this region’s economic future. 
	Let me touch on the idea of the economic future for a minute. It is a tough time for an entrepreneur, don't kid yourself, but it's also a good time. If you really believe in yourself, it's a time when you're going to get a lot of leeway. If you're good, you're going to have more VCs shaking you down than you can shake a stick at. I remember back in the '70s and early '80s when people would say that venture people didn't look at Washington, DC. That was baloney.  But, when Bob Cook created VM Software, guess what? The VCs were all over him like ants on a sandwich. They wanted every piece of VM Software. In '85 and '86, we had people calling us at Morino Associates, wanting us to invest or take us public to get a piece of the action. If they spot a company that's alive, the money will show up, rest assured of that fact. Money always moves to a successful company. That's one thing you can take to the bank in this industry. The question is, is what you've done good enough to demand that kind of attention?
	So, what is with this economy today? The interesting statistic I’ve heard is that for the first time in a while there was a click up in capital expenditures on technology. If you go back to the beginning of this year, capital expenditures budgets in technology were running negative. It was that bad. They're now projecting a 5%-7% increase for 2003. What's more important is that the percentage of capital expenditures directed to information technology—which has dropped down about 50%—they're projecting to go up into the 60%-70% range as 2003 and 2004 come forward. It doesn't mean nirvana, but it means the ship may be turning. One of the tools for economic recovery is technology, although it will be sold very differently than it was during 1995-2001. 
	The other remarkable thing we picked up is that the entire services industry is going to go through a change. This may not be good news for some of you, but, because of the boom/bust, a lot of the talented people who previously would have gone to work at vendor companies are now going back to the user companies in the Fortune 1000. It's reversing a trend that started in the late 1980s in which those companies did not have the internal ability to install the products and solutions themselves, and that gave birth to an enormous integration services industry. That trend is beginning to reverse, and my caution to you is that it's probably not good news if you're a general services company. User companies are becoming more able to hire first-rate talent to do project management integration work again, which is a sea change from what we've seen in the last 10 years. If you have highly specialized solution services or if you're selling products, it's a plus for you because your ability to sell into that company and find the talent inside to work with is higher. It may open up product sales again because, going back to the end of the 1980s, the early 1990s, the gating factor in product sales was not market, but people. What you're hearing from top CIOs is that they can now hire the kind of talent they need to start unleashing major development projects in-house. I would argue that, long-term, this is a very positive element for the technology field. 
	Another factor—and this may be small comfort to you if you're out of work today—but Steve Fuller just finished one of his reports at George Mason University, and they're predicting a net 9% growth in jobs in the region by the end of the year. Sometimes we get caught up in the media and we hear the stories of gloom and doom, but that argument is relative. Gloom and doom compared to what year? Gloom and doom compared to 2000? Oh, yeah, but not compared to 1996 or 1995, and certainly not to 1990. Why is all this traffic still on the roads if no one is working? Where are all of these cars going? If there have been 30,000 or 40,000 jobs lost, which may be the number, have we forgotten the 160,000 that were created? Did we forget how much net wealth was created in this region? If you took AOL stock, even at its deflated price today, it is a staggering wealth injection into this region. In spite of the fiasco at WorldCom and others, you've got to take a net view. There has been enormous wealth creation, which is both good and bad. The wealth creation for the part of our community where most of you live has been great. At the same time, going back to those kids, the wealth gap between the money and the poverty is actually worse. While this whole explosion was going on, people failed to realize that the gap kept increasing. 
	A recent study showed the degree of the poverty element of DC, which I'll argue pertains as well to parts of Northern Virginia and Maryland as well. The poverty is exasperating, but on your side of the fence the flow of money is coming out stronger, you're seeing more innovation, and there are some upticks in the company earnings. When IBM, Apple, or Microsoft are showing nets coming up, those are positive indicators. 
	I'm not trying to give you an artificially rosy picture of where we're going with all this, but the reality is that there's great opportunity for entrepreneurs today. As hard as it is, there are all kinds of market voids out there. What you want to do is to get a survival strategy that will get you through a 12-, 18-, 24-month period. If you can hold the line through that period, unless there's some kind of massive macroeconomic hit coming, you're looking at a 24-month window during which you'll start seeing a relatively healthy tech turnaround.
	But don't think it's going to be 2000 again. Go back to 1995. It wasn't bad, folks. It just wasn't unreal. You had high venture money moving, you had a lot of interesting startups going on, you had IPOs. It was realistic.
	I'll leave you with that relatively positive picture if you're an entrepreneur in the region. 
	Lastly, and I'll be doing this many, many times over the next seven or eight months, I want to thank the Netpreneur team members. “Team” is a sort of amorphous phrase in some ways because, in many respects, it encompasses hundreds of people in the region, but the formal team, past and present, that started in 1996, has been remarkable. I can't thank them enough. I sent a note to them yesterday saying that we should take pride in the fact that we've been able to do what we did in this period of time, and we should take even more pride watching what you have done. Not that we helped do it, but in being around the laboratory of accomplishments that took place in the region. Despite all the gloom and doom, let me tell you something: This region really rocked, and the net benefit is still very strong. When we start feeling sorry for ourselves, remember that there are people a heck of a lot worse off in this country, even in this region.
	Thank you very much. 
	

