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mary macpherson: welcome

Good morning and welcome to Coffee & DoughNets. I'm Mary MacPherson of Morino Institute’s Netpreneur. On behalf of the team, thanks for coming.
	This morning's program is about helping entrepreneurs honestly assess their value proposition. We have a terrific panel, and we'll look forward to your equally terrific questions. Before I introduce the panel, let me acknowledge an anniversary. Yesterday, April 23, was the fifth anniversary of Netpreneur.
	Netpreneur was originally launched as an initiative of the Potomac KnowledgeWay, and I pulled this description from the press release of 1997: "Netpreneur is a support network, virtual and physical, that brings netpreneurs together to share information, develop contacts, and help each other succeed.”
	But, what is a netpreneur? In 1997, it was defined as “a digital age entrepreneur, someone who is building products or services for or on the Internet.” Today, Netpreneur might better be described as the network of and for entrepreneurs in this region, and perhaps every entrepreneur is a netpreneur today. 
	The very first Coffee & DoughNets was in February of 1997. It grew out of the idea that we could take a discussion list we had started and maybe get a few of the people together to hold an event in our conference room. It very quickly outgrew the conference room and ended up being held at the Sheraton Premier in Tysons Corner. There were about 50 people in attendance, and we had no idea that there were so many entrepreneurs in the region. We'd like to thank those of you who were with us in the old days, those who are here with us today, and those of you who will join us later via streaming video or transcript. We appreciate your participation in this incredible community.
	I also want to take a moment to thank our volunteers today who help us make these events work -- Christina Fredette, a student at George Washington University, Fred Kelly of HiTek Solutions, and Tom Macon of The Level Playing Field. Thanks very much, and, of course, let me acknowledge the entire Netpreneur team, who makes all of this all happen. 
	Now I'll turn the podium over to John Backus, who will get us started.


john backus: between idea and reality

Thanks, Mary. I want to start with a quote that I've used in speeches before. Actually, I've used it in just about every speech because it's an easy one to remember. It's from T.S. Eliot’s poem The Hollow Men, and it applies today to venture capitalists, to entrepreneurs, and to value propositions. If I were giving another talk, I'm sure it would apply to that as well.

Between the idea
And the reality
Between the motion
And the act
Falls the Shadow

I'm going to suggest that Eliot's "Shadow" is like today's value proposition, because having a good value proposition is the difference between an idea and a reality, between trying to do something and successfully accomplishing it. 
	The biggest flaw we see at Draper Atlantic when entrepreneurs come in is that they often don't have a value proposition. We see it every day, and it comes in many, many different forms. Sometimes they have a cool idea, but it's not a big idea; or it's a neat feature, but it's not a product; or it's something nice to have, but it's not something anybody needs to have. If it's not something people need, then, when times are tough, they make trade-offs. You generally don't go there. Other times it's a good product idea, but it's not a good business; or it may be a good business idea, but it's not a profitable business idea. Those are all things we see every day when people come in thinking that they've come up with the best thing since sliced bread. It may have some terrific attributes, but it's not necessarily something that is going to end up being valuable to an investor or a potential customer. 
	What I'd like to do today is explore the broad concepts of value propositions, why your business had better have a good one, and how you should understand and be able to articulate it if you're going to grow a successful business.
	Before I introduce the panel, I'd like to leave you with a thought about value propositions. It is a sound bite, because I know that you're going to take away just a couple of things from all the wonderful knowledge everyone up here is going to give you. I will leave with you a straw man, which is that to a potential customer, your product or service had better be better, faster, or cheaper. Think about those three things. I suggest that you don't have a value proposition if you don't have at least one, and perhaps two of those. Better. Faster. Cheaper.
`	Even if you have one or two of those characteristics, if they're not meaningful, it’s probably not going to work. For example, suppose you have a faster mousetrap. So what? If the mousetrap I have now catches 99 out of a hundred mice because the spring works pretty darn quickly, it doesn't really matter if your spring works faster. If you have a cheaper mousetrap, who cares? They’re three for 99¢ at Safeway. But if you have a better mousetrap, that may be what people are looking for. It's not just that you have a value proposition; it's that you have a value proposition that is relevant to your customers and solves the problem. 
	With that, I'd like to introduce our panel. I'll start to my immediate left with Tige Savage.


tige savage: a walk in the buyer’s shoes

My name is Tige Savage with AOL Time Warner Venture Group. Like John, we are investors in young companies and are therefore focused on the same things that he is. As investors from a big company, however, we have an additional screen that John doesn't have, which is that a potential investment has to be strategic to our organization in some way.
	To the extent that we make investments in companies, we work very hard with them to introduce them throughout our organization. It is not a small organization; it has 80,000 people, and a bunch of brands around the world. We work very hard with the companies to tailor their value proposition to our various audiences, all of which are very different. They're all clearly interrelated, and they need to make sense, but the value proposition for a company coming to us as investors is different from the one that they're going to explain to a potential customer in one of our divisions, or a potential channel partner, or a potential technology partner. We work hard to help our companies articulate it. Hopefully, we can explore those different audiences, today, because not speaking to them clearly is certainly a downfall that we see in a number of both potential and portfolio companies in which we invest. Putting yourselves in the shoes of your audience goes a long way in taking advantage of that one bite at the apple that you get when you're sitting in front of them. 
	In terms of my background, I've actually rather recently come to the Venture Group. John was very kind in not making the opening remark that he made to me earlier. He saw that AOL wrote off over $50 billion this morning. Before that, I co-founded another local venture capital fund called Riggs Capital Partners. We had a couple hundred million dollars under management.

Mr. Backus: Thanks. Next is Matt Haley with Accenture, arguably one of the largest IT solutions providers in the world.


matthew haley: do the dogs eat the dog food?

Good morning, Thank you, John. I'm here in part because at Accenture I help large companies spin off small organizations, and I help small companies tune their value propositions to sell to large clients.
	In my early days, I actually got value propositions wrong. I founded a couple of companies on the West Coast and learned that it is very easy to construct a very bad value proposition. When we got the value proposition right, our sales cycle went down and our price went up. It's pretty easy to test whether you have a good value proposition. Like they say: Did the dogs eat the dog food? Did people actually buy faster, did they spend more, and were they happier after they bought?
	One of the things I learned through that process was that as your product line matures, you don't have a single value proposition. If you are in the corporate world, there is no value proposition that applies equally to IT, to marketing, to sales, and to the end user. 
	At Accenture, I hear a lot of value propositions these days that go something like, “You spend $100,000 on this software and we're going to save your company $300 million.” That doesn't pass the sniff test. It doesn't matter if you can do that kind of ROI; it's a bad value proposition. Yes, faster, better, cheaper is important, but it also has to be faster, better, cheaper for a buyer. I think one of the things a lot of people get wrong is thinking that companies buy things. Companies have people who buy things. If you don't appeal to the individuals and the individual’s needs, it doesn't matter that a $100,000 investment can save the company $300 million -- you don't get the phone call returned, no one gets to the third paragraph of your letter, it gets trashed because it doesn't pass the sniff test. A lot of the thought behind the value proposition isn't in trying to make it look like you get infinite return for zero dollar; rather it is: "What does my product do that helps this person be faster at their job, better at their job, get better return for their company?” If you don't have a value proposition for every individual that is involved in the purchase, they won't buy your product. A lot of what we will be talking about today is on how you tune it so that it works.

Mr. Backus: Thanks, Matt. Next is Venkat Gopalan, who is with DynCorp, probably our area's best kept secret among billion-dollar companies.


venkat gopalan: between idea and reality

Thank you, John. I'm glad to be here. Thanks to Netpreneur. 
	My role at DynCorp is Corporate Vice President in charge of IT investments, as well as the Chief Information Officer. I bring a slightly different perspective from these gentlemen. DynCorp, as John said, is one of the region’s best kept secrets. We don't brand ourselves like an AOL or an Accenture; we are primarily in the federal government space. We have about a billion dollars of business on the information technology side and another billion dollars in the outsourcing side. We have grown primarily by acquisition over the last 55 years, so we have looked for value propositions along the way in several different areas.
	To us, value proposition means a different thing depending on the scale and depending on the time. As an illustration, a couple of years ago there were a lot of high valuations on dotcom companies. Now we find companies like DynCorp becoming of fairly significant value to investors. We're an employee-owned company, and our internal stock price has gone up about 86% in the last year or so. Value propositions can be different at different points in time. 
	What we look for in a value proposition is anything that can contribute to our revenue, our growth, our return on investment capital, and our profitability. As we talk to vendors, companies, or potential partners that we might acquire, we are looking for all of those things. 
	A couple of years ago we set up an internal venture fund called DynVenture, which we use to invest in different things to create value for our own company. We have gone through the mechanisms of working with various companies, and primarily invested in some healthcare-type operations, some transportation logistics, and so on. This has given us an interesting look at how you build value from external companies, add it to your own growth, and bring it out in stockholder value, which is really what we're all about.


the panel: colloquy

Mr. Backus: Let me get us started by trying to draw on some examples. Tige, I'm going to start with you. You've spent many years at Riggs and now AOL looking at businesses. In that time you've probably seen more than a thousand pitches by entrepreneurs. Tell me, what is the worst value proposition you've ever seen?

Mr. Savage: That is not a fair question. There are a lot of really bad ones.

Mr. Backus: It's hard to pick, I know.

Mr. Savage: You know, there are far more bad ones than there are good ones. There are some really bad ones. It's probably more valuable to spend some time talking about some good ones. It's a lot more fun to talk about the winners, and more instructive. 
	There was a company that we invested in at Riggs Capital Partners, called SpeechWorks. What really got my interest up in SpeechWorks was the simplicity and focus and reality of their value proposition, both from a customer standpoint and from an investor standpoint. We invested in them years ago, and they are now a public company. This will be instructive because it differentiates strategy from value proposition.
	The company produces industrial-strength speech recognition software. Their strategy was based on the following. They said that the number of cycles necessary to recognize speech is going down. The algorithms are getting better. There are only a handful of good algorithms out there anyway, as proprietary technology and they had their hands on some of it. At the same time, Moore's Law is perpetually going on. They had charted this out years before and said, "Listen, at some point these two lines are going to cross. It's going to become inexpensive for commodity hardware to be able to recognize voice." That was their strategy, and they built the company around it.
	From a value proposition standpoint, they would go out to call centers. Their customers were typically big companies with big call centers, such as Amtrak, United Airlines, and Continental Airlines, that receive lots and lots of calls and spend lots and lots of dollars in their call centers. The value proposition to their customers was as simple as this: “You buy a Windows NT box or Linux box -- a piece of commodity hardware -- you put our software on it, and you take two people out of your call center.” It was that simple.
	That kind of thing gets your attention as an investor because it gets the attention of the buying agent. Call centers spend millions and millions of dollars a year on expensive phone calls. They got it right. It is a very customer-centric value proposition, which is clearly important for a company to be successful. There is a big differentiator between a customer's value proposition and that from an investor standpoint. For an investor, a big piece of it is: Will this make money? A very compelling value proposition from the standpoint of a customer is: Is it cheaper, faster, better? Cheaper is not a sustainable advantage, necessarily. Lower costs are a sustainable advantage, but not a cheaper price. A cheaper price just means it's less profitable. Less profitable is not interesting from the standpoint of an investor. What SpeechWorks had that was interesting was a compelling value proposition, proprietary rights to one of the two pieces of core technology out there, and a demonstrable ability to generate revenue and profits over time.
	That is what I consider an example of a good value proposition. Some other time we could have a bunch of yucks over the bad ones.

Mr. Backus: I'll see if Matt or Venkat wants to cough up an example of a bad value proposition . . .

Mr. Haley: I'll talk about some of my bad ideas.
	We found a way to simulate software so that we could find defects without having to have test cases. It seemed like a good thing. The value proposition that I constructed -- I was the marketing founder -- was that we could go to engineering managers and tell them that for $40,000 they could buy this software that would make sure they had fewer defects in the software that they shipped. It seemed like an obvious thing.
	It wasn't quantifiable, however, so we read all the books and came up with all the numbers about how much defects cost, how much more they cost the later you found them, etc., etc. What we found as we made a few deals was that the sales cycle was exceedingly long because we made the mistake of saying we had no competitors. We had no competitors and we had a value proposition that promised infinity.
	What we did that eventually made this into a very profitable company was to go back and retune the value proposition. We had a value proposition for engineers: “You're going to be able to check in code that is better than all of your peers' code, and you'll be able to identify whether it's your problem or someone else's problem if the build doesn't work.” We went to a value proposition for build managers: “When you are doing the build at night, you will know exactly which code caused the problem.” We went to engineering managers with a different proposition. It costs $4,000 per seat for the engineer; it costs $50,000 a seat for the build master. “Your builds will be cleaner, your bug percentage will fall much faster as you ship the product.” Breaking it into those things took our price from $40,000 per team of 10 to about $130,000. It cut our sales cycle from about six months to about five-and-a-half weeks.
	At first we got it wrong. It was too broad and looked like it was too good to be true. Everybody knew it was an impossible problem. When we got it focused on what they got out of it and broke it into the two kinds of buyers, the sales cycle went down, the price went up, and our customers were a heck of a lot happier.

Mr. Gopalan: I’ll talk not so much about a bad experience as about lessons learned.
	A few years ago, we invested in a local business, which, fortunately for us, worked out pretty well. We sold it recently to a public company. We had a 40% stake in the company, called DynTech, but associated with that, we invested in a small internal effort to do a transportation logistics software company. Essentially, it would provide non-emergency transportation algorithms and reverse-action rides for various Medicare and Medicaid patients going to hospitals and things of that nature. The essential lesson learned from that was not to do something based on internal customers alone. We worked pretty well from an internal customer point of view; however, when we tried to market it to outside customers, we found that the transportation indices and the operators -- the taxicab operators, the van operators, and so on -- were not accepting the software proposition. It worked for us from an internal perspective, but it never gelled into a viable business on the outside. You have to have a broad audience, a market, if you will, identified before you step into something like that.

Mr. Backus: Thanks. Good examples. I'm going to try to elaborate on that with a couple of examples that you all have heard of. I will suggest that over the last five years, one of the worst value propositions, both for investors as well as for consumers on the Internet, was the pets space. I'll give you their pitch -- and it may sound familiar -- then I'll explain what is wrong with each element. Here’s the gist: 

Pets are a $100 billion business in the United States. I just need 1% of that, and I'll have a $1 billion business. If I just get 10% profit on that, I'll have $100 million a year in net income. At today's market value, I'll get a 200 price/earnings multiple. I'll have a $20 billion market cap, and you all are going to make a fortune.

	That was the value pitch to investors. You can probably pick out the flaws at each stage. First of all, we don't want someone who only wants 1% of the market. We want someone who wants the market -- we're looking for someone who is looking to win. We're not looking for 10% net income, we'd like something higher. We don't believe the market is always going to reward you at a 200 times P/E.
	It's a failing value proposition because it says that you're going to get there by being lucky. We want to see how you're going to get there by being better, faster, cheaper. From the consumer side, I'd argue that it was a terrible value proposition because you're basically taking a low-cost commodity product, call it dog food, and you're replacing the distribution costs -- the retail markup at a store -- with very high costs to ship it to individuals. 
	Over the last five years, my favorite example of a great value proposition is eBay for both buyers and sellers. Ten years ago, if you were selling stamps, or coins, or baseball cards at a flea market, you could only get a price based on who showed up that day or who was in your geographic region. Now, by putting it on eBay, you can access hundreds of millions of people worldwide. Same thing for a buyer. Instead of going to your coin shop and seeing what they have available, you can find what is posted anywhere. It creates a new marketplace.
	In our area, one sector that is really down and out right now is telecom. Venkat, what happened in the last three or four years in the telecom sector, particularly with the CLECs, some of the long distance carriers, PSINet, etc.? A lot of companies just haven't made it. What went wrong in that sector? Did they miss something?

Mr. Gopalan: I think it was a problem of overcapacity. Too many people rushed in on the promise of revenue and potential, but there was overcapacity in the system. I get approached by a lot of vendors selling telecom services, and we were not ready to bite into that space. We did all of the fiber work to connect our different locations together. Once we had done that, we couldn't add any more value on the promised services. We never got to broadband or video services across the company at 500 locations. All of those are not necessarily reality.
	If you think about it, telecom primarily provides an infrastructure. I need to be able to use it for a certain purpose. Our own systems, our enterprise applications, had not gotten to the point where we could ride that bandwidth and get value for our company. We didn't invest in that space beyond a certain point, and that was the experience of a lot of other companies. We saw a downward spiral of prices. We had competing vendors come in and offer us better and better deals every day, so, obviously, we took the best from a competitive standpoint. 
	I think the lesson learned from that is you cannot go into an investment situation with a single value proposition. In telecommunications, it turned out to be a single value proposition. You have to have a broad array of choices. If the definition of your company, or the definition of your value proposition, can be tied to one event, or one feature, or one set of values, that is not attractable across the space.

Mr. Backus: Matt, you came from Silicon Valley. What is different out there? A lot of people in this area have Silicon Valley envy and think that incredible things happen out there. We'd like to “be like Mike,” be like what everyone is out there. Do they get value propositions better than we do? Are they more experienced?

Mr. Haley: There is one huge difference -- you can't be in marketing without an engineering background. You have people who truly understand the product and who have carried a sales bag. They've done marcom (marketing communications), they've had to construct the whole pyramid of marketing, the positioning of the company, the product positioning, the value propositions, the sales messaging. If you truly understand the product, the use of it, and how it's going to be bought, you have a different perspective. One of the things that you see a lot of here is marketing defined as marcom, PR, etc. You see the engineering group and the CEO trying to come up with a value proposition, and you see the marcom people trying to espouse the value proposition, but where’s the linkage to what the salespeople are going to have to overcome during the sales process? What are the objections going to be? What is the value proposition’s natural extension? What is the second order of effect of someone buying this and understanding the technology? What is the psychology of the sale?
	The other big difference, of course, is that our houses are cheap here. 

Mr. Backus: You heard it here first. Housing is cheap here. 
	Tige, how many presentations that you get have a value proposition? Of those, how long does it usually take before the entrepreneur tells you what the value proposition is, as opposed to talking about the big idea? Within that, how long before you get impatient listening to the pitch and want to jump out and ask, “Tell me, why should I invest in this? Why is this a big idea or good idea?”

Mr. Savage: The answer to number three is usually shorter than the answer to number two.
	We are very fortunate in that we see a lot of companies. Of that large number of companies, we invest in a very small percentage, just as you do, John. A majority of the companies get screened out not because they are unable to articulate a proposition -- you can help them with that -- but because it's just not there. There is a grand vision, a vision to change the world, a great feature, there is the very common problem of transplanting individual desires for functionality with those that the market might buy. We surround ourselves with techie types, so we think techie kinds of things are what people want to buy. I work at AOL, right? We were successful by making things simple, not by layering on the next tiny layer of functionality. The next layer of functionality is great in the next revision of a product. An internal group may put it in there, but it does not make a company and it does not make a stand-alone value proposition. I don't know what the percentage is, but a great percentage of them not only can’t be articulated, they simply don't exist.
	A good presentation gets it out right away: “This is what we're doing that is important to you, as an investor, and why you should invest in us. This is what we're doing that is important to our customers.” At the end of the day, it gets exactly back to the problem that Matt was talking about -- they have to sell stuff. Often, your sales people and marketing people have a real challenge ahead of them. If that value proposition is not articulated throughout the entire company, if everybody doesn't get it, or if everybody can't state it, that’s likely because it's not clear, right? You need to be able to get to the point at which it's clear. It starts at the top. The CEO or whomever you are working with should get it out there in the first five or 10 minutes. We spend a lot more time trying to figure out what it is than listening to what they're talking about, so my advice to companies that may be looking for investment is to sit down with your investors, get it out there, get that hook in, or you're going to spend the next half hour trying to overcome this glazed look on the faces of the people at the table, versus an engaged investor group.

Mr. Backus: It's not just about getting your value proposition down right so you can raise money from venture capitalists. Nine out of 10 people who are going to start businesses in this room are not going to get venture capital, but they will still start businesses. Venture capital is not required to build a successful business. It can often help you accelerate it, but it is certainly not required. You need to look at your value proposition before you even go out and start a business. If you don't know why what you're doing is important to someone, and important enough that they open up their wallet and pay for it, then you have something that may be pretty cool, but you probably don't have a business.
	One of the questions we see people wrestle with is: How do you know if you got it right? How do you test your value proposition? I'm going to suggest two thoughts on that. First, you probably know you're onto something if someone is willing to pay your asking price for a product. The first acid test is whether someone is willing to give you money for what you have, whether it's a product or a service. That tells you that you've got a good product, but just having a good product doesn't necessarily mean that it's a good business. It turns into a good business, in my mind, when you are able to get enough customers to pay you enough money to generate a profit. At the end of the day, to be sustainable, a business has to generate a profit.
	If we go back over the last five years, just to pick on another company since I can't get anyone else to pick on them, I'll pick on Buy.com. Buy.com generated a heck of a lot of revenue and a multibillion-dollar market value by selling products below cost. Okay, yes, you can generate revenue doing that. By the same token, if I want to set up a website and sell $100 bills for $90, I'll probably attract tens of millions of customers. Five years ago I could have gone public [Laughing] and I could have had a $5 billion market cap, but I would not have had a business. In fact, I would have gone out of business real quickly. That is not a value proposition. You need to have someone buy something from you, then you need to have someone buy enough from you that you can ultimately turn a profit.
	Let me toss it back to the panel and ask, are there other acid tests for knowing when you're onto something, or knowing if you're not onto something?

Mr. Gopalan: When we look for value propositions and pitches from folks wanting to sell their company, we're looking for who else has that pitch and what have they achieved in trying to take it to the next step? We want the entrepreneur to offer how we can make money out of the investment, as opposed to what they're planning to do with the investment dollars. We've got to ensure that the proposition is sustainable, number one -- that it's not a fad that's going to go away -- number two, that it can generate revenue in the markets we are in, and, three, that it's going to be profitable over a certain period of time. Those are the three things we're looking for. If you are coming in with a pitch, the clear way to win is to be able to articulate those things and show that you have thought about where the process is going. We usually find that companies that come in are very passionate about their products or services. Unfortunately, we're not buying passion. We're really not even buying the technology, although that is an addendum. We're really buying the business side of things. We're looking for how we can get to our next goal from whatever it is that you're offering.

Mr. Haley: I have a test we used at On-Link Technologies. In 1997, we made an Internet product that helped people sell very complex goods. By this time I had learned that it's good to have a competitor, so we thought it through. We invented competitors where we had weakness in that space and worked it out. The test for us was that we were selling against people who typically sold to IT. Our value proposition was that we could get IT, marketing, and sales all working together. These were three groups that can only agree that they don't like each other. You’ve never heard an IT guy talk about how great the sales department is, or the sales guy talking about how IT is helping him, right? Our test for the value proposition was when we got to the point where they were all agreeing that this was the right solution, and they wanted to work together to make the buy. We knew that we finally had the proposition honed so that everybody that was involved in the purchase -- marketing, sales, and IT -- had something that appealed to them.
	That’s when our price point went up. When I got to the company there were two brilliant technologists who were selling the product at $7,000 per site. When we got the proposition a little bit tuned, it became a $175,000 product. When we got it right, it became an initial $750,000 purchase, with an end goal for a new client of right around $3 million. The technology didn't change -- not a single thing in the technology was different -- but we went from $7,000-$10,000 to $3 million for the same technology, the same product, solving exactly the same problem. We changed the market we went after, we changed the message, we changed the channel, but everything was in sync. The value proposition with the other channel would have never worked. The value proposition that we were stating at the old price point wasn't believable. People don't believe they're going to get $10 million worth of return for $7,000. For $3 million they think they might get $10 million worth of return. Our test was, can we get groups together that hated each other buying faster to solve the real problem we wanted to solve?

Mr. Backus: Tige, let me ask you a different question, then I'll pick on each of you in turn on this. You were assimilated by AOL about three months ago. Can you tell us what your value proposition is at AOL? 

Mr. Savage: My response is: As an investor or as a consumer? I think they're different, just like most companies. The company is good at entertaining people and making it simple to do that across channels. The AOL brand made getting online simple and economical. The Time-Warner properties, like Scooby Doo, not the most sophisticated of entertainments, but, boy, I asked John about it and he said, "My kids love it." Matt said, "It's probably different from the Scooby Doo I watched." Actually, no, it's the same one that has been on for 20 years. Now that brand is being repurposed and they're making a movie and a play. We entertain people, and we do it in a simple way. 
	From an investment standpoint, I think it's getting more compelling by the day.

Mr. Backus: Good answer. Safe harbor statement in there somewhere. Matt the value proposition for Accenture?

Mr. Haley: We help companies solve very, very difficult problems that aren't their core business, and we tie the strategy to the implementation. If it's a company like eBay, which really understands the linkage between the buyer and the seller, we can solve things like their collections, billing, and payments, which are necessary, but not what differentiate eBay. We take a company and take over the hard problems that are necessary to make it successful. We'll take the risk out of that, and we'll let the management team focus on their core differentiation.

Mr. Gopalan: Very simply, at DynCorp our value proposition is two things. One, we make your government work, and, two, we make your lives a lot easier. If you've ever been through passport control going to Canada or Mexico, we’re there. When you file an application with the FCC, we're there. If you have ever done any business with the Securities & Exchange Commission, we're there. If you have ever dealt with child support payments or Medicare/Medicaid, we're there. If you have ever been in the armed services, you've been touched by us. We are there in Afghanistan, in Pakistan, everywhere that the U.S. government is. Our value proposition is that we make the things that you want possible, and we do it well.

Mr. Backus: Thanks. I guess I'd better say what ours is at Draper Atlantic, otherwise these guys are going to pick on me. If I took the better, faster, cheaper construct, we're probably not going to be the cheapest money out there or the fastest money, but we're trying to position ourselves as venture capitalists with a team of executives who have been businesses executives before, who have walked in your shoes, who have big Rolodexes and like to use them, and who are well-connected to Silicon Valley, which is a differentiator from other firms out here. We position ourselves in the “better” category. 


the audience: q&a

Mr. Backus: With that, I'd like to open it up for questions. You can pass them up on cards at your seats or go to the microphones. While you are getting your questions ready, someone on the panel had brought up a question about convergence and cool products. To demonstrate, we have a very sophisticated technology group up here. The hot topic in the phone/PDA space is convergence, and I'm going to challenge all the people on the panel to pull out their converged devices. I have two. They haven't converged yet. Anyone else?

Mr. Haley: Three.

Mr. Backus: Three.

Mr. Gopalan: Just one. You win.

Mr. Backus: Why one?

Mr. Gopalan: I've got this NEC device which provides me the online capability to do my email, my calendar, my contacts, so on and so forth. From that perspective, it works fine. The only thing is, I think I need prescription glasses to use it. The panels are very small.

Mr. Backus: I go through a new device about every six months, so I just traded in my Nokia Palm Phone, which I thought was going to be great when I bought it. It turned out it was a good Palm and a good phone, but it couldn't do email, so I kept my Blackberry. I got rid of that and went for the smallest phone possible. In six months I'm sure I'll have something else. 

Mr. Savage: This is a good example of value proposition. The phone -- voice -- is a killer app. Email is a killer app. I left my Palm Pilot in my car. It’s a killer app for contacts. They’re killer enough that I'm walking around with three sets of batteries. A briefcase full of batteries. I would love to converge all these devices, but it's not important enough to me. I will continue putting out $400 every six months for a new device because it's a little bit better, and I can't wait until we get the “converged device.” They're out there, but not quite good enough because they give up a little bit on one application or another. At the end of the day, better, faster cheaper, right? It's better because it's converged; it's faster because you can do it all at once; it's cheaper because you don't have to buy all three; but you know what? It doesn't solve my problem.

Mr. Backus: It's not better for voice. The phone is better for voice and the PDA is better for data. The phone is a bad data device today, the PDA is a bad voice device today. They're not 100% there yet.
	Let's get a question from the audience.

Q: My name is Cy Weinstock, and I'm in the encryption area and virtual private networks. As investors, what are your interest areas and how do I go about finding the right investors?

Mr. Backus: Any venture capitalist that you want to take money from should have a website that tells you what they're looking to invest in. It should express the spaces they’re interested in, the type of business -- early stage, later stage, growth stage, pre-revenue, seed -- it should talk about how much money they're looking to invest, and it should give success stories of what they've done. If someone doesn't have that on their website, you shouldn't waste their time, because they're not doing a good job telling you what they're looking for.

Mr. Savage: We invest in early stage companies ahead of operating deals, A and B rounds, typically between $2 million and $3 million in areas where the IP-centered world of AOL overlays with the media assets of Time Warner and the delivery mechanisms of Time Warner Cable. That leads to home networking, improvements in delivery mechanisms, converged devices, delivery to multiple platforms, etc. Next-generation digital media is our focus. 

Q: Good morning, my name is Walter Ludwig with a company called Difference Engines. Before I ask my question I have to say with all due respect to Tige that the worst value proposition I've ever heard is merging a big Internet company with a big media company. I say that as both a former shareholder in each company and customer.
	Actually, this has been very valuable to me. We're in the stage where we're making pitches. We have a moderately complex value proposition in that it reaches across several different constituencies, even in the customer group. We hear from potential investors that we should focus, focus, focus, focus. Yet, I'm hearing here that you need to tune the value proposition for different audiences. That seems to me either disingenuous or unfocused, and I'm not quite sure how I can reconcile them.

Mr. Haley: They are not disingenuous. You cannot be focused on one individual if you have a complex solution because just one individual is not going to make the purchase.
	I can say, very simply, that at On-Link we cut the cost of sales by leveraging the Internet and tying multiple channels together. That was the value proposition that we took to the investors about why our buyers were going to buy from us. No single person in the company cares about that value proposition, however. The IT person needs to know that he can get it installed, that there is low risk to him, that it's not going to change his system, that there is not going to be the midnight call when it goes down, and that he doesn't have to go out and hire 45 LISP programmers. The value proposition that we took to him was that we will guarantee that the system is up on a certain day, you don't pay unless it is, and we will make it work on whatever systems you have. We removed the risk for that person. To the marketing person, we said, “You have multiple channels. The Internet is a way to support all of them. You are going to have a little bit of channel conflict, but you already have channel conflict which your sales people are good at managing, between the telesales, direct sales, indirect sales, etc. Here is one more channel that is going to help you with all of those, and the value proposition for you is to manage your channels less expensively.” To the salesperson, we said, “Any good company with good salespeople has people leaving. You probably have on the order of 8%-12% of your territory uncovered. This gives you coverage in those territories, and it cuts your cost of sales to your direct channel.”
	Those were very, very different value propositions for those three individuals. If they couldn't come together around something that applied for each of them, we had a $7,000 product instead of a $3 million product. We only sold to people who had complex goods, who had a direct sales force and some other channel. We targeted very closely, and the segmentation was not the trivial segmentation people like to do. Now, one of the tests I do when I speak to schools is to say "Come to me with a segmentation theory that ties Amdahl, which makes mainframe computers, with Snap-On tools. When you can define that, then you understand what your product does. The segmentation theory for those two companies is very, very straightforward; however, a cursory look at “we're going to help cut the cost of sales” doesn't help you make the sale to those two companies. That is what I think requires additional focus, laser-like focus, on what you do for everybody who has to sign off on the product. 

Q: My name is Marc Hausman of Strategic Communications Group. Could you talk about differentiation from competitors in terms of value proposition? Matthew, I would offer that the folks at PricewaterhouseCoopers and Ernst & Young could give a very similar value proposition to the one you shared for Accenture, and, Venkat, there are probably a variety of different “Beltway Bandits” up and down Interstate 66 who would share something very similar to your positioning of DynCorp.

Mr. Gopalan: We handle this on a daily basis because we're in the midst of competition. As you say, there are several competitors who could specify the same space as us. A couple of things come to mind. One of the things that we tend to focus on is customer intimacy, such as how well we know the customer and how we have done our research. Before we make a pitch, we try to fully understand what it is that the customer is looking for and their strategic plan. Where are they going, and can we partner? A lot of times we have found ourselves unable to differentiate, and therefore have stayed away from the opportunity. 
	Differentiation can be on the basis of a particular product, on the basis of a particular service, or on the basis of people. We take a lot of pride in our people, therefore we tend to hire the folks who can make the difference for us. We use that as a differentiation, as well. Another area is your longevity, your ability to perform over a period of time, and your ability to maintain credibility. There are a number of different ways to differentiate, and you've got to figure out for yourself what your particular differentiation scheme is. By the way, differentiation changes with time as well. Our differentiation prior to 9/11 and after 9/11 are two vastly different things. In several of the agencies we're at, for example the State Department, National Security Agency, Air Force, Army, and so on, the government agencies have come to us looking for certain things, primarily because we've been in that space and we've had the skills, capabilities, and competencies.

Q: I'm Jeff Alexander with Washington CORE. In Clayton Christensen’s book, The Innovator’s Dilemma, he talks about disruptive technologies. One of the arguments is that emerging competitors often aren't recognized because their value proposition looks bad to begin with, but it eventually exceeds the incumbents' value proposition and overtakes them. If I'm an incumbent looking at the competitive landscape, how can I spot the companies that seem to have bad value propositions, but could become very good value propositions and eat my lunch before I realize it?

Mr. Backus: One of the biggest mistakes that big companies make is to define their business the wrong way so they define out innovative competitors. For example, automobiles were not deemed to be a competitor to trains early on, but they were transportation. A lot more goods move today via truck then ever before. The buggy whip people didn't see automobiles as competitors. You have to define your business the right way at the starting point.

Mr. Savage: I think it depends on the company. The reason that AOL Time Warner has a venture group is specifically that. We're not attached to any division. We are a relatively small, relatively nimble group. We spend a lot of time talking to new companies focused on disruptive technologies, and part of our rationale is to make this big company act less like a big company. We're just one little piece of it, but that is what we do. Speaking from a big company standpoint, we're not in the venture business just as an asset class, it's so that we can see disruptive technologies before they disrupt our business, and we can either partner or help those companies grow, and we can learn from the experience.

Q: Good day. My name is Julius Johnson, CEO of a company based in Greenwich, Connecticut. Venkat, when someone is making a pitch, aside from having a favorable value proposition, what do you look for in terms of giving the green light? Is it strictly based on a quantitative analysis or do you put any subjective factors into your evaluation?

Mr. Gopalan: We're a little different from the Draper Atlantics of the world. We're not open for venture business like they are; we tend to choose the opportunities that we really want to go after. Essentially, we tend to make our own value proposition plays before we decide who we want to go with. In terms of a presentation, other than the quantitative aspects and the objective evidence, absolutely, there is a gut-feel factor that goes into the decision process as well.

Q: What percentage?

Mr. Gopalan: It really depends on the situation and different people’s expertise in terms of how they think the chemistry will work. I don't think I can characterize a specific percentage, but, after all is said and done, we've got to feel good about the deal, and so do you. That clearly is a non-quantitative, subjective element that is present. I won't deny that it is there, but it's towards the end of the deal. We go through all the objective evidence first. If it doesn't make financial sense, I don't go after it, even though one of the board might feel it is appropriate.

Mr. Backus: Let me try to give a broad picture. People who are looking to invest in businesses put everything through a generic screen. Is it a good idea? Is it a big idea? Is it a unique idea? Can the management team assembled pull it off? Is it a good idea for us? What may be good for us may not be good for Venkat, for Accenture, or for AOL. Is it a good for us now? It's a mix. You can't apply a formula to it. It's all very subjective. At the end of the day, if someone decides they want to invest in a business, they'll put an offer on the table. There is an arm's length negotiation. If there is an acceptance of an offer, a negotiated offer, then that determines who owns what, and the way investors make money ultimately is if the company is either sold or goes public. 

Mr. Backus: Let me ask some of the questions passed up on the cards. What is the value proposition for Wi-Fi or 802.11b? 

Mr. Savage: We talk about it a lot, actually. From a consumer standpoint, broadly, wireless has been a very overused space. I think wireless is good for two things. It's good for people who need to be portable, and it's good for people who have a hard time running a wire. Certainly if you can run a Cat-5 wire around your house, it's a better, higher quality, faster connection than 802.11 in whatever form, a, b, or h, but it doesn't give you portability. Most of us don't have that cable running through our house. The value proposition is that it's commodity hardware, very inexpensive. It allows you to network your house easily. Most people still think networking is either sharing broadband or a dial-up connection and/or sharing a printer among four computers. You can do it for a couple hundred bucks. 

Mr. Haley: Technology by itself never has a value proposition. It's the productization of the technology. One of the things we see a lot of when people come to Accenture is that they have some cool technology -- I've seen this a lot in the Valley, and I'm sure you see a lot here. Technology by itself has no value. Technology productized so that someone can get the value out of it is the value proposition. All the things that Tige just said was the productization on 802.11b, c, etc. We see a lot of people confusing the difference between a technology product and product family, between a product family and a company. They confuse it a lot.

Mr. Savage: We've spent a lot of time looking at it and at all the companies out there, and we haven't made an investment because we don't see something yet that is compelling enough from an investor standpoint. We would love to, because it's an interesting additional pipe in the house. I've got it at my house. From a consumer standpoint, it's got a clear value proposition. From an investor standpoint, I think people are still working on it.

Mr. Backus: I've got an 802.11b network in my house. Why do I have it? Because I have a Roadrunner connection coming in that terminates on one desktop. I then have a small router that is broadcasting out wireless across the house. I've got three other computers in the house; my wife and kids each have their own computers. They put it wherever they want. I don't have to do any wiring, I’ve got great bandwidth, great throughput. It's easy, it gives me a fast connection at every desktop, and I don't have to go to Roadrunner and pay an extra $6.95 a month for each one that I wire up because I have it all done wirelessly.

Mr. Backus: Another audience question. Do you differentiate between value propositions and elevator pitches? If so, how?

Mr. Haley: Having done elevator pitches, to me the test of an elevator pitch is whether it only takes two floors to get it right. The elevator pitch is much more a simplification of the value proposition to the investor, plus the other things John talked about earlier, such as: “We have assembled the team, it's a large market with a segment we can own that has adjacent markets that we can then grow into and own, and it has a value proposition that we know how to deliver and sell.”

Mr. Backus: Another audience question. What do you look for in a value proposition for a services company, as opposed to a product company?

Mr. Gopalan: From a services perspective, you've got to be able to differentiate on the people you bring and for what service. The value proposition and services can change over time, depending on the skill level that is required and so on. Clearly, we're looking for quality. Clearly, we're looking for something that is not available with somebody else. Longevity helps. If you have done it for awhile, we can rely on you to do it better the next time. It's all about expertise on the service side.

Mr. Backus: I see my friend Mary coming, so I'm going to turn the mike over to her. Thank you,

Ms. MacPherson: I want to thank the panel for being with us this morning, they deserve a hand. This notion that there is a value proposition for different constituents is very important, and you heard some good examples. Thank you all for coming. Have a great day.


