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internet startups swing for the fence:
a conversation with tim draper


How do entrepreneurs hit a home run in the Internet marketplace?  Few people have as much knowledge on that subject as Tim Draper, founder of Draper Fisher Jurvetson, the Silicon Valley-based venture capital firm which has invested in more Internet startups than any other.  At this Netpreneur Program Coffee & DoughNets meeting held May 6, 1999,  Draper shared his thoughts on investing in and growing Internet businesses.  Of course, you can't hit a home run without a good pitch, and three lucky netpreneurs also had the opportunity to make theirs. The session was produced by the Morino Institute (http://www.morino.org).

Statements made at Netpreneur events and recorded here reflect solely the views of the speakers and have not been reviewed or researched for accuracy or truthfulness. These statements in no way reflect the opinions or beliefs of the Morino Institute, Netpreneur.org or any of their affiliates, agents, officers or directors. The transcript is provided "as is" and your use is at your own risk.  
Copyright 1999, Morino Institute. All rights reserved. Edited for length and clarity.


one: fran witzel: the walk to the plate
Good morning.  I'm Fran Witzel, the "funding guy" with Morino Institute.  Welcome to this morning's Coffee & DoughNets.
	We are very fortunate that Tim Draper has joined us today to answer your questions.  Later in this session, three of you will be even more fortunate, since you'll have the opportunity to give Tim—and everyone else—the quick pitch on your netpreneurial business idea.  More on that later, but we're going to have some fun here today.
	First, Tim will share with us his firm's investment strategy and his insights for Internet startups.  Tim is founder and managing director of Draper Fisher Jurvetson (DFJ) (http://www.drapervc.com), a leader in seed investing in Silicon Valley.  His firm has invested in more Internet companies than any other independent VC, including such companies as GoTo.com, Net Zero and Wit Capital in their portfolio (http://www.drapervc.com/CurrentPortfolio.html).  DFJ is also the first VC firm to invest nationally with several regional funds under management of their local partners.  The East Coast fund is Draper Atlantic (http://www.draperatlantic.com) based in Reston, VA, and managed by John Backus and Jim Lynch.
	Tim is regarded as an Internet visionary.  He is the creator of "viral marketing," a concept he introduced through HotMail (http://hotmail.com) and which has since been adopted by many, many companies.  He is also the creator of BizWorld (http://www.bizworld.org), which brings volunteers into the classroom to encourage third through eighth graders to learn about business while reinforcing their math, science, art and language skills.  Please give a warm welcome to Tim Draper.


two: tim draper: the windup
Thanks, Fran.  This is a terrific forum.  We'll aspire to do some of the things you are doing out here on the West Coast.  It's great to be in the Greater Washington area, where the Internet all began—I guess Al Gore invented it—where the opportunities are vast and the entrepreneurs are starved for cash.
	At Draper Fisher Jurvetson we have $400 million under management.  We have a focus on early stage businesses and on the Internet, so the Netpreneur Program audience is just perfect for us.  It's a very good fit—just don't come up all at once.
	The way we look at it, our focus is to go from concept to company.  That's our niche in the world.  Someone comes up with a concept at a pizza place, they put it on a napkin and then they come to us.  We try to take that concept, mold it into a real company and then, eventually, get it to the point where rational people will invest in it, too.  
	We invest in companies for equity.  That's a key term.  Equity.
	It turns out that the whole reason why venture capital is taking the world by storm is equity.  It used to be a debt world; now everybody's an owner.  That's a critical, fundamental philosophy that we have—everybody is an owner.  If you are an owner, you are going to work a lot harder, you are going to make a lot more happen and you are going to take more chances.
	In Russia, for every 100 acres that somebody worked, they were given one acre to produce stuff for their families and neighbors.  It turns out that more than 50% of the output of Russia in the agricultural field came from that 1% of land.  The other 99% people just sort of said, "Oh yeah, that's the field out there."  Equity is critical.
	Our job, although it varies and it keeps changing just as the Internet is changing everything, is to act as the headhunter, investment banker, therapist, business model developer and partner to a very small group of people who are getting something going until they have the resources to hire real people to do those things.  That's the way we look at it.  We spend a lot of time early on, then we let it grow on its own.
	Sometimes, all we do is just hand you a check, then we come back later and everyone is happy.  That doesn't always happen, however, so what do we look for?

Brass Rings And Heroes
	There are some overriding things you see in successful companies.  They have entrepreneurial drive.  They have very strong management that has been hired in.  They have a properly motivated team, and often that has to do with equity.  They have a frugal culture.  They understand that there is a big global market—beyond Washington, beyond the US, something everyone in the world can use eventually.  Those are all keys to success.  Then they have this one brass ring.
	It is sort of a "make your own luck" thing.  That one brass ring might be the deal Microsoft did with IBM back in the 70s when they created DOS, or it might be a special knowledge that turns out to be very important to a lot of people.  It's just that one brass ring.  For HotMail, it was that viral marketing thing, which I'll talk about in a bit.
	What we look for are heroes.  We look for people who are going to change the world, whose philosophy in life is, "I have a picture in my mind.  I am going to let the rest of the world know about it, and they are going to know that I did it."  That turns out to be a driving force behind most entrepreneurs.  We say to them, "Okay, paint me that picture."
	What's the picture going to look like?  It's got to be a good picture.  It can't be a bad picture.  It also has to be a picture that's broad enough and big enough so that it makes sense for a venture capital investor who only cares about the big winners.  I don't even remember my losers anymore.  If I invest in 10 portfolio companies and one of them makes me 100 times my money, I don't care what the other nine did.  Our thinking is that it's got to be worth billions, so we are looking for a big vision.
	You have to be willing to hire the top talent, and, often, that means, if you are the entrepreneur, you are not going to run your company.  They are two different things.  A company manager is completely rational—no, I won't even follow that up.
	You have to be into big markets and high margins.  We don't care what the margins are now.  In fact with Internet companies, we don't even care what the margins will be in 10 years.  Long term, however, we want those margins to be big and growing.  The margin has to continue to grow in the future or else it becomes what we call "commoditized."  That's when competitors come in and drive your margins down.  It's a problem that makes companies flatten out at values of less than billions of dollars.
	With the Internet, we have to go for the company that's the category winner.  You have to tell us, "There are six of us in the world going after this particular Internet business, and we are the ones who will win." If you win, you win really, really big, but if you lose, it doesn't matter where you are in the pack.  Maybe number two makes you some money, but you really have to be the one category killer.  You have to get there fast, move fast, raise the money, build the team and go.  This is Internet time.  It's moving, it's contracting, it's changing in a lot of ways.

The Stars Align And Time Contracts
	Where did this all come from?  It started with corporate downsizing because people were pushed away from their jobs.  All this money was freed up and they asked, "Where do I put the money?  Do I throw it back into Frito-Lay or do I put it into this person starting this business?"  Suddenly, there was a huge influx of both capital and people into the marketplace.  I give some of that credit to guys like Michael Milken and Kohlberg-Kravis-Roberts (KKR) who have been so demonized.
	The global markets were opened up, a lot of new democracies grew around the world and then the Internet showed up out of the blue—I mean, all of the stars aligned for us in the venture capital business.  This is tremendous.  The Internet gave opportunities to everybody.  It used to be that you at least had to have a BS in electrical engineering from MIT or Stanford in order to even play in this technology world.  Now, it's a marketing game.  It's a big, huge, wide open space of cyberworld and anybody can play.  It's created a real burst in venture capital and entrepreneurship, and it's very exciting for us.  We are trying to figure out how to best deal with it ourselves.
	There has been time contraction.  It took Hewlitt-Packard 40 years to become a $1 billion company, which was unprecedented at the time.  Microsoft took 15 years, if you count the years Gates was just fooling around.  Netscape took two years and Yahoo took nine months.  Time contracts because there is an enormous opportunity and the marketplace is undeveloped.  It's been described as a big land grab.
	Something else has happened.  People are looking at their personal risk differently.  Risk profiles have changed.  People are no longer worried about their job or how it's going to look socially or financially if they leave their business and go start something.  "Hey, it's really cool.  I'm starting a company."  If it fails, it's just a notch in your belt instead of 50 lashes.
	Did I actually read that they're trying to fool around with the bankruptcy laws?  That is really scary because, suddenly, the down side is no longer protected and we are going to have debtor's prisons.  Write your Congressperson.

Get Big, Fast
	The world has changed quite a bit for the venture capital business.  It turns out the network is everything.  It's all that matters.  If you are starting an Internet company, we can take you to all these other Internet companies.  Yes, we do have the most Internet companies in our portfolio, and we can take you to more partners than anybody else.  The way we look at it is that you are halfway to a public offering once we fund you.  You have a little work to do in the meantime.
	The other thing that's happened to us is that raising capital has become really easy.  In fact, we are almost saying, "We'll take your money and your money and your money," rather than "Please, give me some money so I can fund these companies."  Anyway, my world has changed because it used to be "please."
	What's interesting, and I think it's an outgrowth of this great, growing world market and the revolution that's happening around the Internet, is that the amount of money that's going into venture capital continues to go way up, and the returns continue to go way up.  That isn't a natural supply and demand curve.  There is a real disconnect in supply and demand.  The way I see it, I have to get big, fast, just like you netpreneurs do, so that's what I'm doing.
	I'll tell you a little bit about the HotMail story.  They tell me I'm a visionary now.  That's great, but it all happened because I was just sitting there talking to these guys who had a new idea for Web-based email and we gave them a little bit of money.  At the first meeting they said, "We have it up and running on the Web."  I asked, "Well, now, how are you going to market it?"  They told us that they were going to put it on billboards along Highway 101.
	I said, "Wait a second, you are on the Web.  Can't you just get it out to all those people?  There are millions and millions of people out on the Web.  They said, "Oh no, that would be spamming."  I said, "So that's bad, right?"
	So then I said, "Everybody who's got an email address is going to be able to send a letter to somebody, then they can send it to somebody else.  Is there some way we can just write some nice message to everybody, "PS, I love you, get your free email at HotMail."  Not being in the same emotional state as I was, they said, "Well, no, we don't think we can do that, it's still sort of spam, you know..."  I said "It's just like a banner ad."  We fought for a while, then they said, "Okay, but no PS I love you."
	So HotMail spread.  The reason I keep telling this story is because it's so important to entrepreneurs.  HotMail spread like a virus because it came from human contact.  It was great.  We could watch on a map how HotMail was spreading.  Somebody logged one email into India, and three weeks later we had 100,000 registered Indian users of HotMail.  This is why I believe the world market is going to grow from 10 trillion to 100 trillion.  This economy is going to just explode because everybody has the same information now.  Everybody can all be connected.  One hundred thousand users in India in three weeks!  This is really exciting.
	The world is definitely changing.  People always ask me, "What's going to happen to the stock market?  Are these things overvalued?  I say, "No, they are undervalued, but they are going to grow in fits and starts because revolutions happen in fits and starts.

	I will finish with 10 tips for running a company.  Got your pens out?

10 Tips For Running A Company

one	Where do you start?  Start with a big market.  Go after something that has hypergrowth, where the price-to-earnings (P/E) ratios are high and the air is clean and the water is fine.
two	Go for big margins.  What that means is: What is your area of expertise?  What are you really good at?  What are you specifically best at?  What does your painting look like and why is it that you are the only one who can develop that painting?  Big margins.
three	Super people.  You are constantly on the lookout for superheroes.  Your absolute, sole reason to exist is to find as many people smarter than you as you can.  There is only one person who is smarter than everyone else, and I'm just assuming that person is not here.  For me, it was really easy.  I am constantly on the lookout for really great, smart people, and I think you should be, too.
four	Build market share fast.  If you are on the Web, build market share fast.  Grow.  Move. Use a virus, use a magnet, use a whatever you can to get to be the biggest one fastest.
five	Partner and create a network.  Use that network and build it.
six	Win.  Grow big, fast, and just win.  Be the winner.  You don't want to be Number 2.  Just don't.  It's not that much harder to be Number 1 than Number 2, just that extra oommph at the finish line.
seven	Get a customer.  That should have been earlier.  A customer is absolutely critical to your success because you need the feedback.  
eight	Now, go get another customer so that the first one doesn't own you.
nine	Build strategic relations with one or more of those key customers.  "Strategic relations" just means money has to go one way or the other, so it's better to have it go towards you.
ten	Take it public.

Now, we have an opportunity for a few elevator pitches.


three: netpreneurs: the pitch

Mr. Witzel:  Thanks very much, Tim.  We are now going to do 45-second elevator pitches.  No holds barred; you don't have to restrain yourself.  Just remember that this will get into the transcript.
	We want the audience to become VCs.  Here is the deal: you are a new VC in town, and this is all the deal flow that you have—three opportunities to invest in.  Your limited partners are going to be very irritated with you unless you start putting their money to work.  Three netpreneurs will each have 45 seconds to give their pitch.  After that, we will ask the audience which one of the three you would most likely invest in, and Tim will give his comments.
	One more thing— I'm going to go from being "the funding guy" to Chuck Barris on the Gong Show.  I'm holding an air horn, but we'll call it our spam detector.  If you have any heart problems, leave now because this thing is loud.  It's how we are going to cut you off at 45 seconds.

Mr. Draper:  Since we are a meritocracy here, and since I'm bringing a little bit of California to the area, it's going to be the three people who catch these frisbees.  [Mr. Draper hurls three frisbees across the room, each caught by audience members.]

Mr. Witzel:  Give it your best, and I really admire you for coming up here.

curve ball, moneybelt high
(Unedited):  Hopefully, this won't be too painful.  My name is Marc Sumerlin.  My venture I'm trying to start is called "Car Street USA."  I'm an economist and basically what I would like to do is start a Wall Street-like market for car purchases.  Car Street USA is going to start an online market for new car purchases. Basically a customer would be able to go on and view actual prices of specific cars and make bids for those prices.  The key difference is, once they reach an agreement on a price, what Car Street will offer is the ability to purchase an option to buy that specific car.  Now, that's the main difference between the competitors out there which don't really have a good link between the customers and the dealers.  And so you would be able to negotiate a car online, you would walk out with an option to purchase a specific car for a specific price, walk into that dealer and if you don't like it, you don't take it.  The option price would be split between Car Street USA and the dealer.  If you capture 10% of the market . . .

slider, looking for the corner
(Unedited) My name is Frank Llosa, and I just sold my company yesterday, netfloppy.com (http://netfloppy.com).  I'm looking for something else to do and this idea is just at the napkin stage.  The idea is a 411 on steroids, "1-900-Surf-For-Me," an operator that, rather than just getting a phone number of your relative and having the operator give this to you, to actually have a full-service surfer for you so that when you are in the middle of the desert and you need to get to a certain address, you call 1-900-Surf-For-Me, and this actual lady will, or gentleman, will walk you to your final destination using MapQuest or something else.  You need to know how many cups of sugar, you call this place . . .

fast ball, down the middle market
My name is Joel Brodie. I am a director of business development at Simutronics (http://www.play.net), an Internet games company.  (Unedited) Okay, araby.com is going to be the largest trade community of goods and services in the world.  It's a Web site where you can trade anything directly for one another—books, records, timeshares, anything to trade.  Baseball cards.  What eBay did for auctions, this is going to do for barter trade.  Two business models:
	1. per transaction, free to put anything on the Web
	2. bucks per trade after you make the trade
Second, and most importantly, is direct marketing.  Every time somebody trades, you get some good information about that.  We are going to sell that to a direct marketing organization, maybe do a deal with zoom.com. It's going to be some major viral marketing and some major, major strategic partnerships.  So there it is, make a billion bucks.

Mr. Witzel:  Very good.  You beat the 45 seconds.
	I'd like our three entrepreneurs to come up to the stage again— I feel like a game show host.  I'm going to put my hand above each of these entrepreneurs.  As VCs, I would like the audience to clap for the one that you would be most likely to invest in.

Mr. Witzel:  I should have brought my applause meter with me.

Mr. Draper:  You want me to do a little analysis?

Mr. Witzel:  I sure do.

Mr. Draper:  Okay.  Well, Car Street USA, I would say we would all rather not have to negotiate with used car salesmen and I think that would be great, so I think that would be worth digging into possibly.  I didn't quite get the "411 on steroids" completely, but I got the idea that he would hunt down, old girlfriends and that sort of thing.  I'm not sure how I feel about that.  I know how my wife would feel.  Then Araby.com, I think is kind of an interesting idea . . . the idea of an eBay for barter.  I think they are all kind of fun, and I think we would all have had more fun if every one of you had stood up for 25 seconds.  It would have been great. Anyway, that's my complete analysis.  I'd like to step out of the elevator.


four: q&a: the crowd goes wild

Mr. Witzel:  I received this question from our audience today.  It says, "I think many people who are here today would like to know how Draper Atlantic's deal flow works.  Referrals only?  Cold mailing?  Phone calls?  In short, how do you want the 100 business plans sitting in the audience to get to you?"

Mr. Draper:  Good question.  The easiest way for us to get a business plan is an executive summary by fax, which is sort of unique.  We get a lot of emails, but it's hard to read a lot of things on the screen.  If you really want to make it easy for us, send an executive summary by fax and then mail in the whole plan.  No, it doesn't have to come with a referral.  Some of our best deals were not referred; they came right over the transom, so don't make any special effort to get somebody to give us the pressure.
	We're trying to search for diamonds in the rough, and we are doing the best we can.  We are always "understaffed," or whatever they call it.  I always think that just means everybody gets to work more.  I encourage you just to get them in, and don't worry about how they arrive. Once they are in, they get logged and you get your decline letter.  No, I'm joking.  Anyway, we have a process which we are passing on to the Draper Atlantic guys.  We get 10,000 ideas a year in California, and some of those come from you folks, I imagine.  We are going to ship them right back out here.  We have a great office out here, and they are going to do a better job than we ever did.


Mr. Khera:  My name is Vivek Khera from Khera Communications (http://www.kcilink.com).  "Open source" software is all the rage these days, with Linux being the poster child.  A lot of companies are trying to set themselves up as service companies giving away product.  I don't see how that can be such a high margin business.  Would a venture company really want to invest in something that's people intensive as opposed to something you ship out and you have high margins on the sales?

Mr. Draper:  Yes, that's a good question.  The reason we nutty venture capitalists are investing in companies who give stuff away is that, by giving it away, it spreads faster.  Our whole game now is market share.  If you own the market, you can then figure out how to make money.  Microsoft made money in so many different ways.  If they had originally given away the operating system, they might even be more successful today.  Linux, yes, we are hoping.  I sit here with this Windows software and think, "Why do I have to go to "Start" in order to shut it down?"  I think that's kind of irrational, but that's just me.


Mr. Marein-Efron:  I'm Daniel Marein-Efron.  For those of us who have taken angel money, can you give us a hint about how we structure the arrangement for them?  How do we tell the angels exactly what their piece of the company will be after we go to a VC and get a valuation?  They obviously want an upside.  What's the VC perspective on what we should tell them?

Mr. Draper:  Part of that depends on who the angels are—how big and how important they are to your future success.  I would do one of two things.  I would ask them for a loan that they will convert into the first round with a VC, and, if there is no first round, then it just converts at a certain price.  Otherwise, I would set a price and just say, "If this VC comes down and it's a tougher deal than this, we'll give you that deal."  Then the angel is covered and happy.  There are probably 100 different ways to skin a cat.


Mr. Sklarew:  I'm Ralph Sklarew.  I noticed on your list of 10 tips, getting VC money wasn't one of them.  My question is, how do you value a company that comes to you with just a napkin?

Mr. Draper:  That was an oversight.  There will be 11 next time.
	What's happened to us is that somebody comes in with a napkin and we get enamored with an idea.  It didn't used to be that way.  We'll spend an hour with someone trying to figure out how this idea could work, what kind of a virus we can create, how big can it get, and what happens if you do such and such.  We're doing a lot of what-if stuff.  Once we figure that out, and once we have thought it through a bit, we'll say to the person, "We have thought about it, you go think it through the rest of the way."  They come back with what they've done, and then we fund them.  Sometimes.
	The valuation varies.  It's all over the map.  We're driven by the market, just like anybody else.  We have to know that we have a big enough stake in the company for it to matter, but, on the other hand, we want to make sure the entrepreneur feels like it's his or her baby.


Mr. Howe:  My name is Bill Howe.  Going back to your first tip, about looking for big markets with very large P/E ratios, since most Internet stocks right now enjoy fantasy ratios with lots of P and no E, will Wall Street begin to hold these companies accountable for more real world P/E ratios?  Is that going to happen, and, if so, will that cause your capital sources to dry up?

Mr. Draper:  People talk about the swing from fear to greed.  I think it has a little bit more to do with a scale where, at one end, people are looking three months out, and at the other end of the scale they are looking three years out.  If you look three years out, given those P/E ratios, they are pretty reasonable.  If Yahoo! grows at 8X during a year, it makes sense.  If they grow at 8X three years in a row, that's a lot of growth.  You could argue that those valuations are perfectly rational.  If thinking swings to the three month end of the scale, then Yahoo!'s stock price would come way down.  It will come way down, but then it will swing back and they will go three years out again.  Then Yahoo! will be way up, so I suspect it's going to be a wild ride.  I have a great tie which I didn't wear today.  It's a bunch of kids on a roller coaster.  That's the way I look at the Web.


Mr. Daswani:  I'm Sharad Daswani with pleaseRSVP.com (http://www.pleaseRSVP.com).  Building on the concept of viral marketing, can Web traffic or a large consumer base somehow be a factor rather than high margins?

Mr. Draper:  Eventually it has to make people money.  If you have traffic or content, if you are a virus or a magnet bringing people to your site and those people buy things, then you have a real site with real commerce on it.

Mr. Daswani:  So, when you looked at HotMail you were looking more at the traffic that would be generated. . .

Mr. Draper:  Yes.  What was great was that we didn't know what was going to happen.  It could have been anything, but, having been associated with Upside (http://upside.com), a publishing firm that grew to many readers in a short a time, we knew that we had something.


Ms. Richardson:  Hi, I'm Tamara Richardson with YouthSports.com (http://youthsports.com) and I, too, want to ask you a clever question about how you value your companies.  Maybe you could just tell us the average valuation of companies added to your portfolio in the last year, and what was your average equity stake?

Mr. Draper:  Oh, boy.  It differs by industry, and it even differs by region.  I don't know.  It differs by the amount of money that goes into the company, too.  In some cases, we put in a lot of money and we take a small stake, but the companies were very far along in a huge market.  In some cases we put in a little money for a huge piece of the equity because the company was just beginning.  Typically, we take less than half, but if we don't have 20%, we don't care.  That's not completely true, but it's kind of the range.  Picking a valuation is tricky, but the amount of money is almost incidental because, as you put more money in, the risks are lowered.  The answer is, it changes.


Mr. Moukheibir:  I'm Dr. Nabil Moukheibir from Connectance.com (http://connectance.com).  I believe a netpreneur should be as selective in choosing the investor as the investor is choosing companies.  My question is, how does a netpreneur choose the investor that's good for health and health care-related investments?

Mr. Draper:  Probably somebody with some experience in those areas.  With the Internet, the network is very important.  I'm not as familiar with health care, so it may not be me, but perhaps one of my local partners has that expertise and can handle it for you. There are certain firms that have focused on biotech.  Now, they are all bailing out, but there are some that have focused on biotech for many, many years and they know about dealing with the regulators and such.  I just didn't want to do that.

Mr. Moukheibir:  Does that mean that I have to go and ask each one if they are presently in health care?

Mr. Draper:  You don't have to ask each one.  There are all sorts of data available on that.  There are a bunch of different lists, such as the Western Association of Venture Capitalists (http://www.wavc.com) and the Mid-Atlantic Venture Association (http://mava.org).  Just go through the list and see what they are interested in.  You are right.  Be picky.


Mr. Harvey:  My name is Jamey Harvey, of Digital Addiction (http://www.digitaladdiction.com). My company is making a next generation play and socializing platform that spreads like a virus.  I'm trying to model it, and I don't have any idea how.  I'm curious how HotMail grew.  Also, if you were looking at a plan that involved a viral component as the main pillar of the product, what would you look for in the models?

Mr. Draper:  That's a good question.  We have thought about this.  You need a value proposition to the user.  Just because it's free doesn't mean it's going to spread.  Users have to feel like they are getting something.  Email was perfect for that because it was something they wanted anyway and they were getting it free from Hotmail.  They had heard a lot about it and this was a neat opportunity.  Net Zero (http://netzero.com) is doing a free ISP, and there is a real value to that.  Some people are offering free calendars and Homestead (http://homestead.com) is doing community building.
	The real key is a value proposition because then people will tell their friends about it.  Communities come in and go out, so you get a special virus that goes back and forth, but you have to have something worth spreading.

Mr. Harvey:  My other question is, when the Hotmail guys said they were going to put up billboards. . .

Mr. Draper:  They did that by the way.  It was the only marketing expense they had.

Mr. Harvey:  That was my question.  How much paid marketing was necessary and was it useful at all?

Mr. Draper:  No.  Not in that case, but, in most cases, yes, you have to market in lots of different ways.  You have to spread the word.


Mr. Owens:  My name is Charles Owens, chairman of AbleMedia (http://ablemedia.com).  I have been an investment banker for the last 25 years. I think that what most entrepreneurs need to know is what it costs to do a VC deal.  In other words, there is more to investing than just presenting a napkin and a three-page summary. When the individuals in this room decide they would like to approach a venture capitalist, how much money should they have in their back pocket in order to get this deal done?  After all, there are lawyers, there are accountants, there are other people involved, or do you expect them just to walk in and get the deal done with a napkin?

Mr. Draper:  That sounds like a Catch 22.  That's a rational investor.  No, we don't expect them to have anything.  We usually share a lawyer with them.  We say, "Pick a lawyer, we'll share them with you."  Then the lawyer will write it up.  Usually the lawyer wants to work for the company long-term, but knows that his bread is buttered with all the new deals we are going to send him.  It turns out that we will write up a term sheet and send it out, so we don't need the lawyer.
	The accountant?  We don't need to see numbers; we are seeing concepts.  We are seeing visions and that's what we invest in.  You don't need money in your pocket for that; you need money to keep yourself alive while you are talking to venture capitalists, because we take a while.  I think that's the most important money to have. As long as there is money in your bank account, you are all right.

Mr. Owens:  What's the cost to them of the equity interest in their company typically?  Is it more than 50% with Draper?

Mr. Draper:  No.  As I said, we typically don't want to take control the first time we invest.  It varies.  20-50% is the range.  Sometimes you just think, "Here is the perfect deal."  When Columbus made this deal with Queen Isabella, she said, "I'll give you three ships but I want half the profits."  Columbus said, "Okay."  He went to his crew and said, "I'll give you half of whatever I get."  That was the deal.  It was a good deal.  It came up with America.


Mr. Sohn:  My name is Doug Sohn and "The Millennial World Adventure" is our vision.  I have a highly technical question for you, if you don't mind.  What's the fax number for Draper Atlantic?

Mr. Draper:  Okay, good. 703-757-9286.

Mr. Witzel:  Another example of shameless promotion.

Mr. Draper:  Way to go.


Mr. Ringel:  Good morning.  My name is Michael Ringel.  I'm the founder of a company called Let's Talk Business Network (http://ltbn.com). I've been a big fan of one of the companies you invested in, Wit Capital (http://www.witcapital.com).  Where do you see the future of online IPOs?

Mr. Draper:  What's happened is that the mainline investment banking world is not giving Wit as much of the IPO as Wit would like, because it's carving into their market share.  WIT is really changing.

Mr. Ringel:  And you see the future of that type of investing continuing to grow?

Mr. Draper:  Oh, it's going to be fantastic because it evens the playing field.  It hasn't been even.  The institutions have eaten those things up and now there is an opportunity for individuals to come in.  It's good.  It's a lot of fun.

Mr. Witzel:  We are going to take one more question.  If you have other questions, please go to http://www.draperatlantic.com, drill down to the "contact us" button and put your question through there, or you can send email to hart@draperatlantic.com.


Audience Member:  What's the best way to get interactive feedback from multiple venture capitalists so that you can tweak your ideas before you finish a final business plan?

Mr. Draper:  Yes, that's important.  You want to get to a few venture capitalists, get them to be honest with you, where they're saying, "Look, you shouldn't be running your company," or "There is no market here."  That's what people aren't hearing, and it's what they need to hear.  It's hard for a venture capitalist.  You want to encourage entrepreneurs, so we'll sort of say, "Well, you know, it sounds good," and "I'm not sure," but then you get the decline letter.
	We try to list three or four reasons why we have decided to turn down the idea so that the entrepreneur can swing back a year later with a full team, or whatever it is that he seemed to have been missing the first time
	It's a tough one.  I would just test your idea against anybody you can, and don't ever worry about somebody stealing it.  It's your vision. It's your canvas, and it's you that's going to do it.

Audience Member:  Do you have an open door week or open door day when people can just walk in and talk to you for five minutes?

Mr. Draper:    Here it is.



Mr. Witzel:  Thank you very much.  Everyone, let's give Tim a hand.  We really appreciate it. Thanks so much for being here and participating in the Netpreneur Program community.


