bootstrapping your business

Bootstrapping means building your business one customer and contract at a time.  It’s the sweat equity an entrepreneur used to prove her case before the days of the Internet bubble when getting venture capital seemed to become so easy.  Now, with investors tightening their grips and doing even more due diligence, bootstrapping is all but de rigueur again, whether in place of or in preparation for outside funding.  Even during the silly season, however, some entrepreneurs foreswore the easy money and chose the bootstrap route for their own reasons.  They explained their experiences at this Netpreneur Coffee & DoughNets meeting held April 26, 2001, joined by veteran bootstrapper Mario Morino who explained that the process really hasn’t changed very much at all.
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Panelists:	Drew Eginton, Chairman, President and CEO, Marketswitch, Corp.
	Jeffrey Payne, President and CEO, Cigital
	Lynne Revo-Cohen, Principal, SCENDIS

Moderator:	April Young, Imperial Bank


fran witzel: welcome

Good morning.  I'm Fran Witzel, Vice President of Morino Institute's Netpreneur.  Since it's “Take Our Daughters to Work Day,” I was thinking about dressing up as Mr. Rogers . . . Can you say “learning community for the new economy?”  Of course you can.
	But I couldn't find my cardigan sweater, so I decided against it.  I was having a little trouble with the shoes, too.  I do want to let you know, however, that we have some activities set up outside the room for our special guests who are here as part of “Take Our Daughters to Work Day.”  It's a supervised activity session for the children . . .and for the bigger children, in case you get a little antsy or ADD, you can join them.
	I want to thank the volunteers who helped us with the event today.  We have Pete Amstutz, Greg Bramham with Crabtree + Co., Laura Quirk with CyberCFO and Mary Wilson with antic studios.  Thanks so much.  It's really a big help to have participants from the community pitch in.
	Whether or not your business is headed for venture funding, we believe that you are going to benefit from the experiences and the advice on bootstrapping from our panel, today, and from Mario Morino, who will wrap up our discussion.  Moderating our session is our dear friend, Dr. April Young, Senior Vice President and manager of Imperial Bank's Mid-Atlantic Emerging Growth Division.  April is an influential leader in Washington's business community and a trusted and sought-after advisor for startups.  I have had the pleasure of working with April on the organizing board of MindShare and when she was the founding Executive Director of the Potomac KnowledgeWay.  Please give a warm welcome to April.


april young: introduction

It's a pleasure to be here.  As many of you know, these Netpreneur events started some five years ago.  It was Mario's vision that we needed a way to come together and begin to share information.  We thought the word “DoughNets” was really clever back then; at least it's not an “e,” like eDoughNets, or we would have to take that off now.
	Netpreneur’s Mary McPherson, who you all know and love, put together a fabulous program yesterday for the entrepreneurs who have been selected to present their business plans at the upcoming Mid-Atlantic Venture Association’s Capital Connection conference in late May.  We call it a “boot camp,” and it's a day filled withmostly bad news lately, unfortunatelybut also lots of great tips about how to raise money.  As I sat there last night, I was thinking that there was a time before venture capital became the lingua franca of the entrepreneurial community in which people built companies from the ground up.
	I remember in Mario's early talks about entrepreneurship how he used to talk about not quitting your day job, about how hard it was to raise money.  When I first started looking at this phenomenon, only one out of every 200 plans were getting funded, anyway.  Yes, it's extremely hard, but it's always been extremely hard.
	The panelists today represent, in my mind, “the best of the best” in people who either used their own energy to bootstrap all the way, or to build a platform onto which they could eventually attach venture capital to blow the doors out.  In all three cases they have created enormous valuecompanies that have terrific value propositions and have demonstrated again and again how valuable the products and services they provide are to the rest of the economy.
	Since Drew Eginton wasn't listening when I asked, “Who wants to go first?” he gets to go first.  I first saw Marketswitch a couple of years ago when Drew had raised some money and was looking to raise some more, so it seems very appropriate, Drew, that you should start this morning.  Ready?


drew eginton: revenge of the contrarian

Thank you, April.  I would just like to begin by noting that in the early days of Marketswitchwhen the Morino Institute was just being formed, the dealing blitz was in full swing.  I'm sure that Mario was receiving hundreds of unsolicited inquiries daily, then, yet he took the time to respond to me via email in a thoughtful note with recommendations on our initial funding.  It's that kind of graciousness that I think all of us should attempt to emulate; no matter how busy we are or what the daily stresses are.  I remember that.
	I'd like to briefly discuss Marketswitch and what's different about the company.  I believe that our approach to building a business is, in fact, a proprietary advantage today.  It was a contrarian approach until roughly April 12, 2000.  I think it's fair to say that two years ago I wouldn't have been on this panel because we appeared to be driving the car straight into the weeds, following a business development model much more suited to the late 1980s, early 1990s.  That's because I'm obsolete as a CEO.  I'm 43 years old.  I started my first company in 1983 ,and that's all I knew how to do.
	When we started this business, I spent about six months doing research, then hired the first person in the first quarter of 1997.  I believed very much, at the time, that companies were confusing the process of raising money with material business success, and I believed the environment for emerging companies was being corrupted by this.  I believed, also, that I would never realize the gains I wanted for myself, my staff and my investors if I subscribed to that approach.
	So that's what we did.  I started it, and I got to make that decision.  It was difficult.  In essence, I believe that there remain a few verities in the software business that have assisted us and made it possible for us to simultaneously build a business of sufficient value without a lot of external capital participation, then utilize the smart capital of the private equity marketplace in a way that has accelerated our development.
	Inevitably, when people have these discussions, it all sounds so neat and simple because we’re supposed to package it that way.  The stresses and strains involved in doing this should not be underestimated.  In fact, one of the pathologies over the last five years was that everybody wanted to be an entrepreneur, but nobody really knew what it was going to cost.  I will spend a moment on what I would call the “dark side” of all of this because I think there are human costs to this kind of endeavor.
	I believe the way to bootstrap a business intelligently is to bring a financial  and economic perspective to it.  My job as a technology entrepreneur is to find people for whom the following realization was front and center everydaywe can always get more money, but we cannot get more time.  Even now there is money everywhere for an appropriate, significant, defensible idea, technology or set of services, but we can't get more time.
	In my career, I focused on finding people who value time more highly than money.  I know that our job in this food chain is to do things faster and better and smarter than big companies that are rolling in cash and sucking wind when it comes to true innovation delivered on a timely basis.  So what do we do?  Well, we sell the discounted present value of a set of ideas and technologies.  Smart people will make that trade.  People running companies will make that trade.  That was my first insight, I guess, in Marketswitch.
	The result was that we effectively spent two years implementing a business model that was largely wrong.  I'm an experienced, successful CEO, and I have never failed.  I have never shot the lights out, but I have never failed.  I have done turnarounds of a couple of companies, one of which had a billion dollar balance sheet.  I started this company filled with bright ideas, massive amounts of energy and a seven-figure net worth.  I poured it all into this business because I was wrong.  We are always wrong.  And the only way to find out if you are right is to put something on the line and go see customers and find out if they are going to give you money for something.
	So, that's what we did.  We went out and secured very significant pre-buy contracts over time with household name companies.  This gave us the financial flexibility to incrementally build staff, to incrementally build out a market presence and to incrementally build financial and market credibility behind our particular point of view.  In our case, what we built was the first scalable mathematical optimization solution for what we called “the demand chain,” or the customer side of the business.  There already is optimization firmly entrenched in the supply chain and capital markets, field management applications and the business of transportation, but nobody ever delivered a solution that was scaled to the dimensionality of the marketing space, so that's what we did.
	We had to go sell the discounted present value of that idea to significant companies, and, if people didn't want to give us a million dollars, I went home.  It was as simple as that, and we got off to a rocky start.  Our first product was not the right product, so I said, “Okay, it's the wrong product.”  I have the latitude to do that because I didn't have significant venture capital breathing down my neck saying, “We wanted 1,000% in IRR and liquidity in 22 months.
	After two years, we closed a small Series A round, and we continued incrementally building the business.  After two years, I had 25 employees.  We continued to make mistakes.  I continued to define our sales model and our marketing model.  The net result is that today we have customers that are household names, such as NCR, IBM, Siebel, Accenture, CapOne, AT&T, AOL, Exchange, Chordiant, Axiom, NTT, Hitachi and NEC.  We have started three companies now and, as of December 31, 2000, we've consumed  net capital of $8 million and raised $23 million.  We have a financial optimization of technology which is overarching.  I believe that our valuation today is somewhere in the low nine figures.
	I think there are three characteristics, as I said, that define a successful company, and it informs this discussion as I think you will see.
	Number one, you have to have proprietary technology that other people can't build.  If anything can be built in three months, it's not worth doing; not at this stage.  Maybe it was during the Internet bubble, but that was a joke.  Reality is that anything that can be built in three months will be built in three months by other people, and you are not going to get a lot of money for a commodity product. Deep, proprietary technology affords one financial leverage in discussion with companies ten thousand times larger than a little company.
	Second, I believe that every successful software company in history has had high gross margins.  I don't believe that the pricing dynamics introduced during the Internet bubble were sensible, so I just set out to build a company with 90% gross margins because that's what smart people that I knew did in the past, and they have companies worth billions of dollars.
	Third, every successful software company I ever saw was able to sell to the smart money.  They sold horizontally as well as to end users, because sometimes there are OEMs or channel partners who will advance funds in significant amounts early on, and because they are smart about defining the next stage of any particular market.  
	These are the three characteristics that I attempted to institute in Marketswitch.  I also think that there are three conditions necessary to any growth-stage company that is attempting to bootstrap itself in this rather classicalor perhaps obsoletefashion.
	Number one, we live in an environment now that's increasingly transactionaltransactional in our relationships with investors, board members and staff.  I don't think that works.  I have 95% retention in my business. My general counsel has worked with me for 10 years. My first board member is my best friend.  My CTO started working with me two companies ago, and so on.  Your staff are your partners.  Build relationships over time.
	If there is a truism that one should not quit one's day job to launch a new venture, I would assert a variation that you should start your new venture five years before you leave your day job.  Make sure that you have people you trust, respect and, in fact, care about personally.  If you are not willing to fly out to London to go to work with somebody, don't hire them.
	The problems we are facing is that we have seen corruption with the business development process.  I could never figure out how to make payroll by telling my staff that we had a lot of “eyeballs,” so I tried to use financial metrics that are very classical and that a banker might recognize.  I assert that there is value in making payroll every month, and that requires money, not eyeballs, press releases or Barney deals.
	We have to choose if we are going to be in a relationship-driven or transaction-oriented business environment.  Silicon Valley is gone.  You can't build a company like Marketswitch in Silicon Valley because everybody changes jobs every four months.  They flip companies like hamburgers.  I see that ethic drifting into our world.  I suppose it will continue to drift in here.  I don't think it's healthy, so, if you start a business, I suggest that you decide what your core value set is, recruit to that model and stick to it.
	We have seen in the environment a confusion between what a real customer is and what activity is that earns a salesman a bonus.  In our business, despite actual, significant board pressure, we never sold to companies my mom hadn't heard of.  We are starting to do a little bit of that now, but we try to focus on companies that you all know about.  They are the ones with the money; they are the ones with the need; they are the ones with effective senior management who know what they are doing and will be there more than three months.  We focus on that.  I think that's important.  Not everybody has been doing that, as you see.  You have seen people who have gotten funding with 30 companies listed on their Web site that you never heard of and, in fact, you won't hear of.
	I think that deal structures today are arcane, confusing and punitive to entrepreneurs.  Once again, I don't do venture capital deals that I cannot explain to my mom “400% of preferences in this ratchet and that ratchet and participating preferred equity” these kinds of things which inflate debt and equity characteristics are deals we don't do.  We sell capital in our business.  We care for our investors.  We like simple deal structures.  That's changing, particularly right now, but it's no longer a sell response in private equity.
	The last problem is one that I'm wrestling with in the business today, and it's a big one. When you bootstrap a business, if you are successful, it's very common for your technology to grossly outstrip your business development and sales function.  I had no marketing whatsoever.  Marketing was Drew and a PowerPoint slide show until a year ago.  My marketing now has  caught up, my sales force is on the buildbuilding the sales force in the worst software sales market in 10 years.  Go, Drew!
	I'm wrapping up.  I'm wrapping up.

Ms. Young:  You must have eyes in the back of your head.

Mr. Eginton:  There is no yellow light.  You know, this is my life.  This is what I do.  This is my identity.  I like to build things, make things out of nothing.  I like working in corrugated steel buildings doing stuff that other people can't do.
	There are personal costs to this that I think are generally underestimated in the popular press.  I urge anybody doing this the first time to talk to somebody who has done it, particularly when you take outside investment.  Nobody is going to be interested at allthat your son is mad at you because you didn't get to Little League, for example, or anything else, okay?  It's a very serious issue because on the one hand, if you want mature management, it means that you don't have 30-year-old CEOs.  On the other hand, a 43-year-old person like me has a more complicated life than he did when he was 30.  There are personal costs to this that I believe should be properly weighed.  This isn't “two years and I'm a millionaire.”  That's not reality, in my judgment, not if you are going to build a company this way.  If it does happen, it's luck.
	The other thing is that it's sometimes difficult building a business like this with rigorous devotion to the classical principles.  You are going to have to choose honor in your business performance over friendship.  Just as business is going to consume elements of your personal life that you didn't realize it would, it will consume some of your personal relationships if you follow your utility function as a CEO and put the best team on the field every single day, irrespective of personal loyalties.
	That's my quick overview on Marketswitch.  I'm a value investor in my own time.  I'm not a momentum investor, I'm a value investor.  If you are a value investor, you are in the Warren Buffet camp, not a day trader.  I find it to be rewarding today, and we are back in fashion.  Thank you all very much.

Ms. Young:  Thank you, Drew.  There were some great nuggets there and I want to underline three of them.  One thing that often surprises me is how long CEOs go along before really evaluating what I call the “ka-ching” factor.  People come in and tell me about their business, but I can't figure out how they are going to make money.  You know the old joke about the guy who loses money on every transaction but he is going to make it up in volume?  I have heard this, honest.
	The other thing that Drew talked about which I think we have lost track of is the marketplace.  Kevin Burns of Lazard Technology Partners said something yesterday about the only thing worse than not having a market that's big enough is having one that's too big so that you are lost in the ocean.  What I heard from Drew echoed something that Mark Walsh of VerticalNet said, that a lot of the attention on the Web has been focused on the buy side, which is to say helping people buy deodorant and industrial supplies and lumber and whatever else cheaper.  That's a very limited market and there is only so far you can cut margins.  Marketswitch went right to that.  I think we lost a deal with them to one of my competitors because my competitor figured out and was absolutely convinced that Drew's algorithm had IP value, which speaks to the third thing, which is this issue of building something with a true barrier to entry.  It's very hard.  The idea of the first mover advantage has now dropped in the trash pile with a bunch of other things.  What mostly happens if you are the first movers is that you get to lose a lot of money before anybody figures out whether it's actually going to work or not.
	Our next speaker is Jeff Payne, one of my poster children for somebody who built a very successful company, Cigital, in a tough space just by mainstreaming offerings, going at it, figuring out a value proposition, putting himself in his company and continuing forward.


jeffrey payne: go figure out the market

Thanks, April.  I have never been a poster boy before.  That's pretty cool.  I like it.
	It must be that we are in vogue as bootstrappers because, as Drew mentioned, bootstrapping a business wasn't something that was a hot topic over the last couple of years.  Certainly, for those of us who were doing it for the first time, which is what I'm doing, it made us all question ourselves.  There is no way you could avoid it because of all the money that was being thrown around and all the valuations you were seeing.  It really rocked my foundation and  made me question whether we were doing the right thing, but I kept coming back to the fact that I believed fundamentally in what we were.  I think Drew put it best when he talked about building a business for long-term value versus flipping or just trying to make a quick buck.  Businesses built on value propositions tend to grow and sustain, ones that don't tend to go away.
	We started Cigital back in 1992.  For those of you who don't know our business, we help companies make sure that their software works.  I always say that we make software behave.  We make sure it's reliable, safe, and secure for use.  We focus on businesses who don't necessarily produce software as a product, but build it into their products or use it in their enterprise or are transacting commerce with it because, quite frankly, software producers always mess it up. It never works right, and businesses suffer when that happens.
	I'd like to acknowledge Netpreneur and Mario, as well.  I started attending Netpreneur events back near the beginning, and it was a great forum for an entrepreneur.  Nothing like it in DC before.  When I first went to Netpreneur, the crowd was a lot different than it is today.  I see a lot of ties here.  Back in '97, '98, '99, you got carded at the door, but you weren't allowed in if you were over 25.  Back then, when I told somebody that we started Cigital in 1992, I heard, “Wow, dude, you are old, man!”  I don't know how many times I heard that, but it was definitely something that helped us out.  The other thing that helped was MindShare, which April is intimately involved with, a program that helps CEOs learn about business.
	The idea behind Cigital goes back to grad school for me, where my partner and I met at William & Mary in computer science.  He was doing Ph.D. research in how to make software work, and I was kind of a businessy entrepreneurial dude.  Even though I was a geek in the computer science department, I was working up here in DC in grad school and looking for something new to do and learn.  I didn't know a lot about business, but I have always been kind of an entrepreneurial guy who was always selling something in school.  I'm sure a lot of you were like that, always making a buck, and figuring out an angle; trying to make myself successful at something.  He and I were talking one day about software and the fact that it didn't work very well.  Out of that came an idea that software was going to change and become the business.  It would be embedded in every product.  It would transact commerce and it would really run the enterprise.  Of course, it was 1992, so all of this was fiction, but we knew it would happen.  It was just a matter of time.
	I would like to define a bootstrap operation as one based on your business plan.  You decide that not raising money is the best alternative to get your business going.  We have never raised money and we have almost 100 people.  We have been at it almost 10 years now, never having raised money, but that doesn't mean that as the plan matures you are not looking to raise money.
	I separate that from today, which is the state a lot of people are in.  They can't raise money, so they consider themselves a bootstrap operation.  I think there is a big difference because one is based on the fact you just can't find anybody that wants to give you cash, and the other one is based on a belief about how bootstrapping the business and trying to fund it yourself actually helps you succeed in the long term.
	When we started the business, it was probably the worst of all situations.  It was the end of a recession.  We had no contacts; we had no business; we made no money.  We really had never run a business before.  People ask me, “Why didn't you go out and get money when you started Cigital?”  It really comes down to a couple of things.  One is that our plan said that the things we were going to do early we could do ourselves.  We didn't need a lot of up-front capital to get them done, so we could probably get the business going, improve it first, save ourselves on valuation and get the business to the point where yes, someone will be interested and it might make sense if the market was there or not.
	The second reason is that I didn't know what the heck I was doing.  Let's be honest.  I had no clue how to run a business.  Neither of us did, so my big fear also was that if we ever took money from somebody, they would kick us out.  This was the first business we had ever started and I didn't know how to run one, even though it was my job.  My partner was this kind of wild-haired science dude, and I was the business guy, and the last thing I wanted to do was bring somebody in that would figure out that I had no clue about what I was doing.  I would be kicked out first, of course.  He would be kept because he was the technologist.  I was the business dude and I'd get kicked out to bring in a CEO.  That definitely weighed heavily on our minds when we started the business.
	That was a factor in not going out and getting money, but really, the business plan and the fact that the market wasn't there yet is a good indication that you shouldn't raise money.  Go figure out if the market is there first, before you go get money, because if you go get money and you are wrong, you are gone, either personally or the whole organization is gone.  The closer you can get to validating that the market is there, the more success you will have in attracting capital, the more luck you will have staying there and the more likely  you will get the valuations that you are interested in.
	Drew mentioned some of the things that I can relate to about starting up a business, such as bootstrapping is very hard.  In fact, I have often asked if I would ever do this again and the answer is, “No way would I ever do it this way again.”  I would never, ever start a business where the projection is five to 10 years from now there might be a market, but this was my first and I needed practice, so that's what we did.  Next time I would try to find something a little closer on the horizon because it is very hard to bootstrap a business.  We went two years without drawing a salary.  We were paying our employees salaries, but we weren't getting anything, and that's a tough way to operate.
	The other thing that I'm a big believer in is focus.  For those of you who have ever seen it, Focus: The Future Of Your Business Depends On It by Al Ries is an excellent book about how important it is if you are building a business to really focus in on one thing and make that successful.  Don't get yourself scatter-shot and go after any opportunity that shows up.  It's hard to stick to in any business, but, when you are not getting paid, it's really hard to stick to.  When we started out, we used to work 24x7 and we used to joke that vacation was for the weak, food was for the weak, weekends were for the weak, everything was for the weak because we were just working like mad to get this thing off the ground.  Well, one Saturday we went out to lunch, came back, and it was just the two of us.  There was a message on our machine from a sweet little old lady named Mrs. Toones.  We were in Arlington at the time and she wanted to know why we hadn't shown up to cut her grass.  She was very upset about this.
	So being entrepreneurs we said, “Let's give her a call.  Maybe there is some money in this.”  We called her up, my partner gets on the phone and he is a real riot.  He starts talking to Mrs. Toones about this issue and she is saying, “Now, you promised to cut my grass and you weren't here on time and I need this grass cut.”
	So, naturally, he says, “How much are you willing to pay to get your grass cut?”
	“Well, I promised $25.”
	We look at each other. Twenty-five dollars is pretty good, so he starts turning it and saying, “Well, we do software.  Have you heard of software?  Do you think you need software risk management?”
	“I need my grass cut.  You said you would come and cut my grass.”
	“Well, we don't cut grass.”
	Big long pause.  “Well, you don't?  You said you would.”
	“No, we do software.  Can we strike a deal where if we cut your grass you will buy some software risk management?”
	We are just having a little fun with her and I don't know if she is playing along or what, but at some point we are kind of negotiating that we might go cut her grass, figuring that it would pay for lunch and she says, “Well, I'm getting all upset over this and I'm not feeling that great.  I need to go downstairs and get my heart medicine.”
	We were like uh-oh, all right, end of call, nice talking to you, you got the wrong people, see you.  It's just an example of the lengths to which you will go to stay afloat.  Poor old lady, she was very nice to put up with us for as long as she did.  I hope someone eventually cut her grass.  I don't know who she was trying to reach, but it brings me to my point that you have to stay focused.  You can't cut grass if your business is software risk management, but you also have to stay in business.  When you are a bootstrap company, it makes the tradeoff between sticking to your focus and going out and cutting grass into a day-to-day discussion that you have to have with yourself.  As I always tell our people, if we don't stay in business, we don't succeed.
	It seems pretty obvious to me, but it's amazing how people get caught up in the company and spending money and trying to do the things they are trying to do, but they forget that if the business doesn't succeed, none of that matters.  We are not going to do a lot of great things in the future if we go out of business, so you have to weigh that and figure out how far away from your focus do you want to let  yourself get.  That changes every day in your business.  It changes because your financial situation changes.
	So we got the business going and one of the things that helped us a lot in our strategy was that we believed that we really needed a strong research component to build intellectual property.  We didn't have the cash to fund that, so we decided to leverage the federal governmentyou know, those people we pay taxes to in order to fund research in software areas.  We put together a plan early to get research money from the government for things we planned to commercialize and sell.  It seemed radical at the time, but that's really the way we got the business off the ground without ever putting any money into it other than a lot of sweat equity.  We successfully went out and found people who were interested in the same types of things that we were around making software behave, and we got them to fund some of our early growth and provide us some stability while we worked on the real market for our business, which was Fortune 1000 companies who deal with software that had to work.
	There is a risk in doing what we did.  One is that working with the government can be difficult, but it seemed like a great way to get our tax money back, right?  Two is that you get stuck in the government.  From the beginning our market was never the government.  Back in '92, that was really odd because most companies here in DC sold to the government; there weren’t a lot of software companies here going after the commercial market.  A lot of companies get stuck in the government side, however, and can't make the transition to the commercial side.  I'll give you some advice if you want to leverage our model of getting the government to fund some of your R&Dit's a great approach, but you have to continually think of your business as a commercial business, operated like a commercial business, managing cash like a commercial business, and focusing on the commercial side of things.  Look at the government as just a vehicle.  We got the government to bootstrap our business, but that's the only way that model ever works.
	One of the pros of bootstrapping a business is that it teaches you fiscal responsibility.  If every nickel that you have comes out of cash flow, you have to make more money than you spend.  It seems like a simple equation to me, but it was really out of vogue for a while here.  When you bootstrap a business, you don't have a choice.  Bankers, of course, love us because they always say, “How do you make yourself profitable?”  I say, “How do you make yourself profitable?  If you are not profitable, you go out of business.”  So in the long term, you have to be profitable every month, or, at least, every quarter because if you are not, you go out of business.  Going forward, that rigor and fiscal responsibility that we have learned from bootstrapping will help the business as we take money, as we look at an IPO and things like that because it's going to mean that when we have the cash, we are going to spend it the right way, not advertising on the Super Bowl.

Ms. Young:  Thank you, Jeff.  That's great.  I found a number of things that Jeff said resonated with me.  I have an academic background, and it's always very interesting to see the conflict between the ideal, as presented by Steven Covey or Peter Drucker, and any number of other wonderful people in the reality of paying the mortgage and keeping people online.
	I am reminded of Steven Covey's first book which has a wonderful matrix in it about important, unimportant, urgent and not urgent.  It's a very useful thing to go back periodically and see where you are, because one of the real costs in bootstrapping in any entrepreneurial organization is this “tyranny of the urgent.”  There are so many things that want doing that you forget the not-urgent but important stuff, like the planning, the decision making, the fact that you sit down and have a discussion about whether or not you are going to cut the grass.  Maybe $25 is important that day.
	I think there is a second thing that comes through in Jeff's comments, which is the incredible role of humor and having colleagues that you really enjoy.  I'm going to ask Lynne specifically to hit on that because her business is one which she built with a very close friend and colleague.  I think one of the things that has pervaded this whole panel is finding people as Mario used to say, whom you want to be with in the foxhole.
	The last thing I want to underline is these sorts of unexplored opportunities.  I think that's what's fascinating.  We know that the government is huge.  Until there was venture capital in this region, the federal government was typically the source of venture capital, SBIRs, research grants, consulting and a whole lot of things.  I really like Jeff's point that the thing you have to remember is that it's not the endgame.  It's very easy to get swept up in that end of town.

	Our next speaker, Lynne Revo-Cohen, is not exactly a poster child, but she is someone I look up to.  Lynne and her partner started a company in 1984 focused on the issue of cultural diversity, sexual harassment and other issues in the workplace that, believe me, nobody wanted to hear about in 1984.  It wasn't leaping into the Web world in what was then a tide of great fashion, and very successfully building a business that not only, does well, it does a lot of good in terms of building healthy organizations.  Do you want to tell us about SCENDIS, Lynne?


lynne revo-cohen: know what you don’t know

Thank you, April, and thank you to my co-speakers.  SCENDIS truly started in 1984, so I'm sitting here being really humored by how old you guys are.  We were around before there was a Take Your Daughters to Work Day. In fact, having had daughters at that time, lots of people actually looked a little bit askance at my partner and Imy partner is a woman alsofor even going to work when we had daughters that we should have been staying home with.  So, we have been around for a long time and have seen a lot of changes.  I want to say hello to all the young girls and boys, I have seen some boys in the audience as well, and welcome to this panel this morning.  I also want to tip my hat to Mario and Fran and the Netpreneur organization.  This is the first event that I have been to, and I see what I have been missing, so you can bet that I will be back.
	Mario, we don't really know each other, but you are my hero.  One of these days, my goal is to sell our company and be able to give back to the community what you have given back to the community.  I think it's very, very admirable.  I know a lot of people want to be like Mike; well, I want to be like Mario.
	We have a company that helps mostly large, Fortune 1000 companies deal with the very sensitive issues around workforce diversity and other high-risk areas, such as sexual harassment, racial harassment, discrimination issues, age discrimination and so on.  When I told Drew what we did this morning, he said, “Oh, my gosh, you must be very busy.”
	We work with lots of our clients after what we call “the train wreck.”  Mitsubishi is a good example of that.  Many of you may remember the country’s biggest sex harassment case being filed four or five years ago against Mitsubishi in Normal, Illinois.  We were the company that was hired to come in after all the publicity, bad feelings and after the big lawsuit to fix that situation.  Not a very easy situation to walk into.
	We also were hired by the US Navy to do sexual harassment prevention training after Tailhook, in fact,  Carl Moore, the gentleman who runs our compliance department that does that kind of training was one of the authors of the Navy's policy on sexual harassment prevention that the pilots at Tailhook ignored.  These are the kinds of things that we do.  We prefer to work with clients before the train wreck, and most of the people that we work with actually are in that mode.  They look around, don't want to be the next headline and don't want to have the kinds of problems that some of the companies in the headlines have had.  They hire us to come in and try to do prevention strategies and help them be an employer of choice by having good work force policies where they can appreciate whomever works for them and appreciate their customers, no matter how diverse they are.  In fact, they see diversity as something to leverage to their benefit, not just to manage.
	When we started the company in 1984, it was before Anita Hill, Clarence Thomas and Tailhook, before all the things that we have come to identify with these kinds of issues, and we really had a passion for trying to do something proactive around diversity issues.  At that time, our issues that we wanted to work on were pay discrimination issues.  For years, it had been documented that men make a lot more than women.  It doesn't matter what profession you look at. We set out mainly to start a consulting company that would help employers see if they did indeed discriminate and, if they did, what could they do about it so that they wouldn't get in big trouble.
	We had no money.  We had no proof of concept that there was a market that anyone would ever hire us, perhaps to do anything other than cut their grass. We had really no business background to speak of. Both Corretta Hubbard and myself came out of the government relations world and that's where we came to know these issues.  So we really didn't know what it took to start a business.
	We also had no fear.  Or, maybe, no pride.  I don't know, but certainly having no fear puts you in a really good position as an entrepreneur, because you can't have any fear.  You need to be able to ask for help in a million different turns and not have so much pride that you can't admit that you don't know the kinds of things that you don't know.  Believe me, when you are starting an organization, if you haven't done it before, there are tons of things you don't know.  You don't even know what you don't know.  And so you have to have no fearno pride is too strongbut the willingness to admit to people that you really need their help and the willingness to ask for it.
	We started with $1,500 apiece, so the grand total we put into the company in 1984 was $3,000.  That enabled us to upgrade my partner's computer in her den and put together some marketing materials.  One of the things we did right away, since pay-equity was such a hot political issue, was to start a newsletter called Pay Equity Trends and we did a national distribution to women's commissions, state agencies, city agencies and people that were looking at these issues and for solutions by virtue of state and local legislation.  So we used the money we had to get awareness that there was such a consulting firm that could do this kind of work, and it drew the attention of the State of Ohio, which was our very first client.  We were two women with no staff and a fledgling company, but we had a dynamite newsletter that the head of the women's commission for Governor Celeste in the State of Ohio was an avid reader of.
	She called us up, said they were about to do a $200,000 study for the state work force for the State of Ohio and asked if we could bid on that project, so we did.  We pulled together a team of professionals that knew a lot about compensation and labor relations and that could help us supplement what we knew.  We knew the political process and what it took to move an issue from point A to point B.  We also knew that we had to surround ourselves with technical people that really knew how to do the work, and that is what we did.
	We funded the growth of our company for 14 years really on client work.  We went from one state to the next.  We used the strength of Ohio to get New Jersey, New Jersey to get Wyoming, Florida, Philadelphia, Ann Arbor.  We opened an office in Canada because the Canadian government passed legislation that required not only public sector, but every organization project as well, to do equity studies.
	We had a lot of trouble at that time even getting a line of credit.  You may be familiar with some of the stories about how hard it has been for women in businesses to get VC money.  Well, hark back to 1984.  It was hard back then to get any money, and we had a very difficult time getting even a small $75,000 line of credit.  Now, part of that was that we weren't money people, and we probably didn't present as well as we would have if we had known more when going to talk to the banks.  I can remember a banker who has become a friend of mine saying to us, “You two ladies are a little too distant from your finances.”  Maybe it was when we didn't know the difference between revenue and earnings.  I don't know, but we learned, and one of the things we learned is that you never go see a banker without a money person with you.  We learned that lesson very early and we learned about money.  We learned it the hard way, but we really learned about money and we never again went to talk to money people, whether it was bankers or VCs, without people that really understood the way that money people think and could talk in the same language.
	We were always very strategic in our early days about how to get business.  Because we were known, more or less, on the advocate side of this issue, lots of the potential employers looked at us like we might be a little too sympathetic to the women's side and maybe our pay-equity analysis would favor the women and labor groups a little too much.  Knowing that political sensitivity, we were very strategic in finding organizations that had a reputation on the flip side to go and bid with.  For the State of New Jersey, there was a task force that was hiring a consultant of about 30 people, and on that task force were women's groups, unions, corporate groups, as well as the state personnel groups.  We rode the train back with a gentleman with Hay Associates, a well-known compensation firm throughout the country, and we talked about it and decided that we would be a perfect team.  There wasn't anybody on that committee that we couldn't make happy, so we teamed on that project and won it.  We did the same kind of strategy in Canada with Deloitte & Touche on the diversity work and on the pay-equity work, very strategically teaming with people who would appeal as a team to our buyers, no matter what their political persuasion might be. It was very successful for us.
	We did the same thing to win the Mitsubishi job.  That was very high profile.  Everybody read about it in the newspaper.  The company probably got 300 responses from companies like us saying, “We can help you do training in sexual harassment prevention.”  Our avenue was different.  From our lobbying days, we knew the union people in Washington, so we worked through the union to get to the company and then to Lynne Martin who had been hired by the company to do crisis management.  Because we had done other work for Japanese-owned companies, we were a good fit.
	It had to be in 1996 or so.  Corretta and I had been in this business for 12 years and looked at each other and said, “You know, this is fine.  We bootstrapped this thing for 12 years now.  We could do this for a long time more, but do we want to?  Or do we want to turn this company into something that we could really grow, build and potentially sell?  Maybe, after 18 or 20 years do something else with our time?”  We decided that, yes, we definitely wanted to take that course of action.
	What that meant was that for the very first time in our history we had to look for other people's money.  We had never done that.  When we started our company, we didn't know what a venture capital person was.  It wasn’t in our lexicon really at that point in time, but we met Whitney Jones, who started the first ever small business investment corporation that was earmarked to lend money to women-owned businesses, and we were her first deal.  We got a $1.3 million from Capital Across America, and our goal was to take this little $1 million dollar company and build it to a $50 million company, then sell it at some point to a larger company.
	To do that, we knew that we had to do more than consulting.  We had to actually build technology products that would supplement the assessment, consulting and training that we did.  With the advent of the Internet, we had the ability and the vision to know that if we had a client that had 50,000 employees, the best and quickest way to get prevention training to them through the Internet.
	This was 1996. and there was nobody out there at the time that had a business selling that kind of training and assessment over the Web, so we went out there.  We knew we couldn't do it on our ownthat was one thing we couldn't bootstrap because we knew the cost of technologyso we got our first round from Capital Across America that allowed us to build our technology platform, then we went out for what I guess you'd call serious money.
	In 1998, we started to look for our second round of venture capital funding, and, again, never lost sight of the fact that it's okay to ask questions and ask for favors from people when you really needed it.  We got a lot of help from our first investor, and a lot of help from friends in the VC community about how to go about doing that.  We had some questions to ask each other: Were we willing to give up control of the company? Obviously taking in VC money meant we had to give up a fair amount of control.  Were we willing to give up equity in our company?  To date, we owned 100% of the stock in our company.  The answer was yes to both those questions.  Were we willing and did we have the ego strength to be told no 20 times before somebody said yes on the 21st time?  Having done this for so long, we said, “Yes, we can do this.”
	So, we set out to do that, and we put together probably a dozen different versions of a business plan that eventually was attractive enough to GE Capital and Bank of America to successfully take part in our second round, a $6 million round last summer, to take this company to the $50 million level that we are looking at over a five-year period.
	The biggest question is: Would we be okay with knowing there had to be an exit; that this company called SCENDIS would some day not be our own?  The answer again was yes, and that's what it took for us to be comfortable taking on the investors; being totally responsive to those investors; having to sit through, like we did yesterday, the painful quarterly board meetings and answer all the questions that you know ahead of time they are going to ask, but they are still hard when they ask them; and really to be able to prove to people who give you money that you can double your revenue every year until you get to your goal.
	Probably there are things that are very similar even though we are in a different mode now than when we were bootstrapped. The things that matter, however, are still the same.
	April asked me to talk about the relationship with my partner.  We have the same relationship we always did.  We know each other's strengths; we know each other's weaknesses.  We support each other completely and we are very comfortable in a co-CEO role.  In fact, one of the biggest reasons why one VC said no was that he couldn't get over how you could have a co-CEO.
	What do you do when you know you are right?  We have been successfully able to maneuver that, but we are still very political in how we go after our clients.  We are still very strategic.  We still have alliances with law firms and with Deloitte & Touche, and we still do the things that we did well.  I have somebody back at the office now who loves to do all the operations stuff that I hate to do, so this is one of the freedoms you have when you finally have investor capitalmake hiring decisions that allow you to do the things that you really like to do and things that you are good at.
	We still are evolving as the market changes.  We went from pay-equity to harassment prevention to diversity and now to leveraging diversity, and I'm sure we will change our model as we move along.

Ms. Young:  Lynne, that's great.

Ms. Revo-Cohen:  An interesting journey, that's for sure.

Ms. Young:  Thank you very much.  I've actually made a note earlier about something Jeff said that I want to repeat.  There are costs to everything.
	I remember at one point going to a colleague of mine at George Mason University with an idea that involved a third party, and he said, “April, you need to understand that the reason I became an academic is that I don't want to work with other people.”  Now, that's a concept.  That's not really a good thing in an academic environment, but there are costs of taking money.  There are costs of not taking money, if you have that choice.  Lynne, you asked yourselves some hard questions and I think they are the right ones.  I think Jeff is exactly right.  I can't tell you the number of CEOs that I have seen not in their positions anymore.
	Lynne also highlights something that I think is very, very important when you start thinking about whether it is realistic to go from bootstrapping to venture money and what it will take.  This transition from what is essentially a services company where the ability to leverage and the gross margins are on how many bodies you have, as opposed to products, which you can sell any number of times, is part of what will allow you to argue that this is maybe not a $1 million dollar business or even a $5 million business but a $50 million business.


the audience: q&a

Q:  My name is Jung Ha, and it seems like all three of the companies are fairly niche-oriented.  Is that a rule of thumb that if your scope of business is fairly narrow and very “nichey,” that you could afford to do the bootstrapping, but if your vision is broad, then you have to go the VC route?

Ms. Young:  Drew, you had a pretty broad vision and bootstrapped for a long time.  I'm not sure that that's necessarily the break.

Mr. Eginton:  Personally, I wouldn't worry about that.  Sometimes it's very easy to solve a small problem and build a $10 million business.  Most people don't do that.  I believe that we set out in our business, just as a rule, first of all, not to devote time to anything that we deem to be less than historically important; and, second, we will not devote any of our time to any problem that we believe somebody has already solved or even incrementally approached just because the opportunity knocks.  So, no, I don't believe that's a precondition for successfully building a business along this hybrid model.  I think that if you are selling to the depth and value of an idea, and perhaps a substantiation of working code in the software business, then it's perhaps harmful to be perceived as a small and narrowly applied solution.

Ms. Young:  The answer may be also be the inverse, which is if you are a niche solution, you probably will not get venture money to do it.  There is a lot of talk in the industry now about how companies that were funded are actually not companies, they were applications, and that's one of the reasons they stumbled.  I would say that the three panelists each had a pretty broad vision, although each of you started in a niche.

Mr. Payne:  First, I don't agree with the assessment either, and I don't like the word “niche.”  We don't have a niche, we have a focus.  We have a very broad vision within that focus where we can take it. In fact, I have often said tongue in cheek, and this always pricks up the ears of venture capitalists and others, that our stated business goal is to get investigated by the Justice Department, although I want to end up on the Intel side of it versus the Microsoft side.  We have a brand vision for where we are going.  My belief in business, though, is that you do not succeed long term being everything to everybody.  You have to be one thing to one person first, then, as you take that market, broaden that one thing to other people.  That's our strategy for getting to our vision.
	Because I came from a business that will remain nameless, but you can probably look it up somewhere on the Net, we used to joke that the motto of the company was, “We can do it.  What's the question?”  That was what they taught you there.  To me it made no sense, and I don't think the business structure to do grand vision things, day-one, where you are all over the map typically succeeds.  In effect, I think MicroStrategy is a great example of a company that had a nice, solid business niche, focus, and was trying to become the leader in that market.  They got a lot of cash and they got into a lot of other businesses way too fast justifying to themselves that they were all interrelated.  If you look at what they are doing now, which I personally think is the right thing, they're stripping away all the stuff around what they used to do really well.  Time will tell whether it's too late for them to take that piece of the market, but they are getting back to that core thing that they started the business on, that was their vision and that, if they had concentrated all their effort on, they might be in a different place today.  That's the way I think you succeed, and that is the big vision.

Ms. Young:  You know, drinking your own Kool-Aid is always dangerous, whether you're bootstrapping or you’ve got somebody else's money.


Q:  It seems that all of you said that to start out on this path of bootstrapping you just start out fairly clueless, so I think most of us in this room are on the right track.  How do you have the confidence to keep going?

Mr. Payne:  Well, it is tough.  I look at it as a snowball.  You have to get the snowball moving and there are things that can help you get it moving, like Netpreneur, MindShare, a board of advisors, filling in the holes in your management team with people who have experience that you don't, etc.  What we have done pretty successfully is, if you really think that it can succeed, identify that first market you are going after and get it in one of those hot areas.  Be a niche player, a focus player.  That will give you some traction, if there is traction there at all, and let you use that first market to get to others.

Ms. Revo-Cohen:  What always helped us was staying focused on the real need for the clients and never losing sight of what I guess is a “global” niche since there isn't a company that doesn't have these kinds of issues.  It's a niche kind of product and service, but for a very global, broad-based client base.
	By always keeping focused on what the client really needs and never losing that confidence in yourself, you just keep putting one foot in front of the next.  I can't tell you the number of times that something or someone has knocked us down, and, like one of those blow-up punching bags, you knock it down, it pops back up, you knock it down, it pops back up.  With all these years in business, we have been knocked down plenty of times and you just need to put the one foot in front of the next and get yourself back up again.  Like Jeff said, get support from your partners, your staff, your colleagues, your associations and your friends because whatever is happening to you, it's happened to the rest of us, and you are not alone in that.

Audience Member:  Just a quick comment. Drew touched upon it about the role of family.  I'm a spouse of a serial entrepreneur who has bootstrapped four companies, been successful and then sold them.  You have to understand that you need buy-in and a lot of support from your families when you are doing something like this because there are financial considerations, time considerations, emotional ones.  You have to keep real close contact or you will lose your family.

Ms. Young:  Thank you.  Thank you, panelists.  Now, my friend, my mentor, Mario Morino, is going to wrap us up.


mario morino: at what level do you want to play?

First of all, thanks to everyone for being here this morning, especially the panel.  I also want to take a minute to thank Mary, Fran, Mitch, Ben, Cathlin and the whole Netpreneur team; as well as to thank you for the support we get from the people who volunteer to help and the partners we work with.  Today, in particular, I want to thank the parents who brought their children.  I think it's phenomenal, and I brought two of mine.  They are the love of my life back there, and there is another one in Cleveland who is very jealous right now, my son, but he will get through that in time.  I think it's great to let the kids see what we are doing.
	That's one of the problems of starting a business, by the way.  I have kids now because I could never have done it before.
	I'm going to cut right to the chase.  It's tough. It's very difficult to be in that hot kitchen and have anything else in your life.  People don't like to hear that, but that's life and you have to decide what level you want to play at.
	Talk about years of bootstrapping, I started before 1970, so I go back a long time in this respect.  Do you know what?  The rules are the same and there is not a lot of difference today.  I see people here that we went through a lot with more than 20 or 30 years ago, and we’ve seen the same patterns start to come up again.  Ironically, if we’ve lived through a “fantasy land” recently, we’ve come back to the basics now.
	This session was very refreshing for me.  Bootstrapping is very much back in vogue.  There is no question about it, and probably more so than in the last 10 years.

history repeats itself
	If you look at it, there have been three phases.  The first I'm going to characterize as running roughly from 1970which I know for some of you is a tough date to comprehendto 1985.  This was a period of bootstrapping at remarkable levels, especially since people were pioneering a lot of new ideas.  Providers and clients existed, but the markets were much smaller and lacked the maturity that came in the 1980s.  I call it the Pre-Consolidation Era in the software and services industry when you had literally thousands of small businesses trying to sell things.
	From 1986 to 1993, the software industry went Big Time.  One phenomenon that triggered it was a transaction.  Computer Associates bought a company called UCCEL and forever changed the landscape of what distribution meant in the software industry, basically putting into play what Merrill Lynch’s Steve McClelland had predicted in 1983 about consolidation in the industry.  The other phenomenon that triggered it was that the glass house was breaking.  The “glass house” was what we called the corporate IT departments and data centers which had the mainframes and control of information technology, and had been the mainstay of IBM for years.  The Oracles, Microsofts and Novells penetrated the enterprise through the business units and line managers, breaking down the central IT control and changing the role of the glass house.  It wasn't obvious yet to the IT people or to the IT providers that this had happened as profoundly as we would come to understand, but, clearly, these two events caused the industry to change and mature.  All of a sudden, the software and services business had to be about more than technology, with marketing and distribution taking the lead to business success.
	Next, we went through the Fantasy Land of 1994 to 2000.  The interesting thing about the Fantasy Land was that the pendulum swung toward the ridiculousand there was a bunch of stuff that was ridiculous.  Momentum investing was ridiculous.  Valuations were ridiculous.  Many business plans were ridiculous.  We all were a part of it and saw them first hand.  We saw them and read them.
	On the other hand, I will say that we have the makings of the most significant technological transformation that we have seen since the innovation of computers in the 1950s and 1960s.  No matter how you fathom it, the Internet, the Web and wireless have introduced tremendous paradigm issues and changes.  We are only beginning to understand how they are going to transform businesses.  Marketswitch is an example, or Tradeum and pricing models.  The changes are phenomenal.  The limitation is the vision of the client to understand and apply this technology to their needs.  That's not meant to be a negative comment; it just takes markets longer to assimilate these kind of transformational changes.
	So, the framework for growth was established, yet we let the Fantasy Land get away from us.  I think what will happen now, from 2001 onwardat least until history repeats itself again (and it will)is that we are back to where we have great fundamentals, regardless of how the economy looks.  If you take a longer view of it, there are great market fundamentals.

what we forgot
We lost sight of the importance of proprietary technologies in gaining true strategic advantage.  I couldn't agree more with Drew's comment on that.  People come in and you ask, “How long did it take to you develop this?”  They say three months and you say to yourself, “Is this person crazy?  Can't they put two and two together?”  If you did it in three months, don't you think somebody else can do it in three months, six months at worst, and clean your clock?  That’s as opposed to taking the time to develop something substantial by someone who has a background of 15 years in your space and such a compelling understanding of it that it would take any other 20 people three years to get to the same point.  Those are market barriers.
	We lost sight of all that.  We got so carried away with “time to market.”  Timing in the market is important, by the way, if you are in a learning, adaptive organization.  In fact, I'll argue that one of the big advantages of a bootstrap operation is that you get into the market quickly.  You get a client fast and you begin to learn in real time, as opposed to sitting back and pontificating about your business plan and how the market is going to respond.  A bootstrapper has to find things out really fast.
	I look at those three phases and I think that the business fundamentals are great for you.  I would argue that any business today that has sound economics and a good model has no trouble getting money.  You may hate to hear this.  We said it when we started Netpreneur years ago, and that people would hate it.  Money always finds good companies; I guarantee you that.  Therefore, if you haven't got any money, ask the hard questions of yourself first, not of the venture community just yet.  It's a hard comment, but it's a real one, and that's why it's held since 1970.  If you really have something, the money will find you.
	I said that I found the panelists refreshing, and I really mean that.  As an industry, we did get away from ourselves and we forgot fundamentals too much, but we don't want to forget how exciting what we have in front of us really is.  The great entrepreneur sees change and then capitalizes on that change.  We have some remarkable change, and the opportunity is very good for those of you who can see it.

a shorts story
Lynne mentioned that they started with $3,000.  We started with $1,200.  The only reason we had $1,200 is that we needed $1,200 to make the books legal.  We actually had no cash, but we had a contract.  We went out the door with a contract, so somebody was paying our bills from day one.
	I'm sure that many of you have lived through something like this, but you just have to picture this scene in 1976 or 1977.  Fran Witzel had just come on board what was Morino Associates and we were selling our first product commercially.
	When we went out to sell in the field, let me tell you that we were buttoned-down and looking good.  Our literature was in place and we looked like a real company.  When we got back, however, we were sitting in my basement in a home on North 29th Street in Arlington, a classic World War II, two-bedroom bungalow.  The basement was painted in psychedelic colors.  Whatever we could find that we could get for free was on the floor or against the walls.  It was summer and the air conditioning didn't work so the two of us would be sitting only in our shortsthe last layer, not even Bermuda shortswith fans on us as we tried to sell a product over the telephone. The “production department” was next to usthey were shelves with the manuals we would get up and go assemble if the order came in or if we got the lead.
	While you were pitching, though, you had to make the prospect think they were talking to IBM; you had to project an image that was greater than realitynever deceiving, but being very careful to know your capacity to deliver.  The reality is, if you are truly bootstrapping, you find every nickel and dime along the floor to get you there.  That context is very real.

living on the edge
I'll argue that bootstrapping is the very edge of entrepreneurship.  Bootstrappers may not reach the success of Bill Gates or Larry Ellison, but they are probably the fabric of the American economy today.  Whether you are pushing the $10 million business, the $1 million business or the $50 million business, at the end of the day, the strongest entrepreneur probably has bootstrapped.  Why?  Because you live it every minute of your day.
	When I invest, that's exactly the kind of spirit I like to invest in.  I hated it when a person looking for early funding came in and discussed their exit strategy in our first meeting.  To me, it was an oxymoron.  I couldn't say it any stronger than that.  If somebody is coming in and the first thing out of the box is to tell me how they are going to get out of the business, do you think I'm going to invest in that?  Shoot me now and save me the pain.  This was what that fantasy was about.
	Bootstrappers, by definition, are advanced workaholics.  What I mean by this is that you have to picture yourselves as those two people trying to create the image of a large business while you are really in the basement. I'll describe a very typical day.  It starts with you in Chicago doing a seminar in the morning, then making three sales calls in the afternoonnot one or two, but threethen flying home that evening where you are going to go back into the office and test the product all night because you still have development work going on.
	You have just lived in two worlds.  You have been selling all afternoon and at night you are coding.  You go from suit to jeans and you know what?  These 24-hour cycles don't stop.  The only time they stop is when you go out to blow off steam.  It's one of the problems, and it's a fact of life, but I do believe that the issue of being an advanced workaholic is an absolutely essential ingredient to bootstrapping.  The odds against you are just so strong, and only your will can overcome them.

the great barrier niche
The focus on proprietary systems came up several times today, and I can't emphasize it enough.  Whether it is through technology or methodology, you have to have something that is sustainable, keeps competition away and gives you a true strategic advantage when you go to the marketplace.  Where that becomes problematic for the bootstrapper is when, like the earlier questioner mentioned, you’re in a niche market and you’re not alone.  I believe that niche markets make for great companies.  I think niche markets are the way you start; and I think that grand visionsfrom an execution standpointare the way you go down the drain.
	A great company knows a vision, but what they really know is how they are coming out of the box in the next year or two and what they are going to build.  The great company is going to listen to a marketplace that tells them how to evolve once they are in the field.  Do you think Bill Gates saw Microsoft the way it is today?  Do you think Larry Ellison saw Oracle the way it is today?  Did Jim Goodnight see SAS the way it is today?  No, but they were brilliant about getting into the market, then reacting, adapting and growing their businesses based on what they learned.
	Look at the kernels those companies started with, how they grew, how they took advantage of markets, responded to opportunities and moved.  I think, again, that the issue of getting out into the marketplace and being very focused is key because it gives you the time and knowledge.  It's problematic when you are in a field where there is high competition right out of the box.  You are never going to have the power to sustain yourself if you are selling against somebody who already has a very large field operation in place.  It's very difficult to do that with a Web-based sell or telesales against somebody with 2000 feet on the street.  No matter how good your technology is, there is a sales rep right there selling against you, face-to-face, and it's a tough thing to overcome.
	When you are picking spaces, there is nothing wrong with a niche.  A niche doesn't have to be small; it's a nichea very defined, focused area.  You are going after it.  If you are the one who owns it, you are the very best in that niche.  The customer is going to buy your confidence and your knowledge even more than the product, and that is an interesting part of the bootstrapping phenomenon.

bootstrappers, naturally
The bootstrapper has to be a naturally, highly effective salesperson.  You are never a “bag-carrying territory person,” but you have to have a great capacity to sell your concept.  A bootstrapper without that skill is not going to get off the ground, because, as all of you know, you are trying to sell a concept.  When you are small, do you know what the company is really buying?  They are not buying a product.  They are buying you.  That's right, they are buying you because they know everything about the company.  They know you are small.  Once you get past all the image issues, they know your real size, and they are buying you anyway.  All the faith they're putting in is not just that the technology worksthey know that.  They are investing in you, that you are going to make it work the next year and the year after that as well.  Your ability to sell your concept and yourself is crucial for the success of a bootstrapper.
	Bootstrappers are naturally highly mistrustful of funders because you work too hard to get there.  You can't understand the balance between what you’ve invested in blood and sweat and what they get as an investor.  We started in 1973, and we were very tinymicroscopic is a better way to describe it.  We stayed tiny, and, finally, around 1982, we actually considered outside money.  Not for need of cash, by the way, but for need of liquidation of some amount of principal money, and we didn't go looking for it, a firm came to us.
	A number of firms had asked before, but this one caught our attention.  I can't begin to tell you how difficult this was for me.  It took a year, through all of the courtship and the dancing and the relationship-building, for me to get confidence that they were legit, because this was our baby.  There were two of us.  My partner was Bill Witzel, Fran's dad, and this was our thing, you know?  Having somebody come in and take a piece of the action without putting any sweat into this baby was really hard to take.  That year allowed us to understand the value of what a good investor brings.  It took a year, and it was highly introspective.  It was gut-wrenching to go through the change.  That was the most significant emotional change I went through short of when we did a merger that forever changed the complexion of the company.  The IPO paled in comparison.  

a big league choice
I'll come back to the issue of personal costs.  People at other sessions have heard me get on this topic before.  You have to make a life choice and a decision about your business.  It's paramount.  It sounds very harsh, but it's coming from my heart in telling you this.  I think that there are basically three models of businesses.
	One is truly a lifestyle business, and there is absolutely nothing wrong with that concept.  You are making a tradeoff between personal values, income and net worth, but your lifestyle business is likely based around your family, your faith or maybe where you want to live.  You have to set a target in terms of income, you have to make so much a year and you are fine with it. You made a lifestyle change, but, basically, your company has to support your lifestyle.
	The second model of business is one that has no desire to get long-term, significant growth and is more focused on proving a point, getting into a market, owning a particular space and basically staying private.  There are other problems with that model, but your value is not going to come out of equity.  You probably have to risk your own estate issues, but you learn.  You are not going to worry about that when you are starting a business, that's 40-60 years out.
	Then there is the businesses that goes for the gold, and that’s the big leagues.
	We were involved in a soccer league in Great Falls and even though I'm out of the business world and running the nonprofit Morino Institute, a person who was starting their own business said to me at one of the games, “Mario, you work so much!”  
	I said, “Yes, but not nearly what I did back in business.”  
	“How many hours a week?”
	“Only about 70 to 80.”
	“My gosh, you work a lot more than we do!”
	“Then stop your company now,” I said.  “Don't kid yourself.”
	You'll get absolutely eaten alive.  I guarantee you that there is somebody else in that space who is going 24x7x365 with the intensity of a rhinoceros that is going to take you right out.  Either get ready to accept that or get the heck out because you are kidding yourself and you are kidding your employees and you are not being fair to everybody around you.  That's what it takes.  That's competition.
	It's all about making the big leagues.  What do you think it's like to play cornerback like Darrell Green in the NFL?  It's a 365-day-a-year job.  Remember, I said that in 1986 things matured in the software and services industry.  This is the business, now.  This is the bigs.  If you want to get there, it's tough.  It doesn't mean you don't have another life at all, but it's very difficult to balance them in the emerging years.  Go and ask Steve Case and Jim Kimsey what they went through in the late 1980s and early 1990s to make AOL what it is today.  It was an enormous personal sacrifice of time, effort and money, but it paid off in the end.
	I'm not trying to be negative, you just have to come to the conclusion about what you really do.  Don't say that you want to be an entrepreneur, then come in with a lackadaisical business plan that shows you putting in maybe 60 hours a week.  It's not going to fly.  No one's going to believe it.  If it means we burst your bubble, better now than later because it's going to be tough.  If you love it, it's phenomenal; it's exhilarating.  When you win, let me tell you, it's an adrenaline rush like you can't believe, because it was all you; you did it and you know you did it.  You made the investment of your time, and that's key.
	I also want to touch on the critical necessity of a bootstrapper to manage the expectations of others.  You are always projecting an image that has to be bigger than what you are, because you have to come across in the marketplace as strong, confident, stable and having sustainability, especially if you are getting in the enterprise game and selling to the Fortune 500.  Those are players that are going to be around for a while, so you can’t look makeshift.

stuff happens
The last thing I'll leave you with, and I can't emphasize it enough, is that you will screw up.  The key to the companies that you're selling to is how you respond.  Everybody knows you are going to mess up.  We have blown things up beyond all imagination in front of customers, but what they are looking for is how you are going to respond when you blow it, when you miss that deadline, when you miss the release schedule.  How you are going to handle that client?
	I pray that you never do what we did.  In 1970, we sold a technology that was still in our heads.  It was incredible arrogance.  I mean, we knew what we had to do as we had done it twice before.  But we had sold it before we had developed it, and now it was early December and we were flying in to do the installation while we were still coding on the plane.  We kept quietly working, still coding in the data center.  Finally, I had to go to the head of technology department and admit that we blew it.  Let me tell you, they were incensed.  I mean, this guy was ticked because the whole year's billing process was predicated on our work.  Here it is December 31 and they’re suppose to be billing January 1.
	I said, “Look, I know we screwed you.”  We pulled no punches.  I said, “You have to give me three weeks,.  If you give me three weeks, we will move heaven and earth to make this thing work.”
	You know what?  In three weeks we delivered it and for the rest of our life we had a great client, but we had to deliver.  In bootstrapping, you are going to fail at some point.  As Drew pointed out, there are just things that come upstuff happens.  When it does, respond very well.
	So, I wish you all success relative to your ambitions and that when you do succeed, you take the time to get involved in the community and help whoever you can in whatever way you can.  Thank you very much.


