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mary macpherson: welcome

Good evening and welcome to “Coffee & DoughNets Goes Late Night.” And, yes, it is the last time Coffee & DoughNets will be going late night. 
	I'm Mary MacPherson, and, on behalf of the Netpreneur team, we're glad that so many of you turned out for the program tonight. I'm not going to spend a lot of time waxing philosophic. We'll save that for the last Coffee & DoughNets, which will be December 11, and we have an interesting program planned for that one. 
	The last time we were together was October 23, the day after the announcement that Netpreneur would sunset at the end of the year. Since that time, we've been truly gratified by the responses that we've received. Many people have sent their thanks and told us stories about their Netpreneur experiences. Many of you have offered products and services from your companies to continue Netpreneur-like activities. You've volunteered your time to help us in the transition and to help the program move forward, and you've also volunteered to get involved with the philanthropic work that Mario mentioned in his letter to the community. 
	I said I wouldn't wax philosophic, but I want to read from a note we received from an entrepreneur that really touched us all. Actually, it kind of undid me. This was a note to Mario, and I'm just going to read parts of it: “I've just read your sunset memo, but you really brought the sunrise into the Washington area entrepreneurial community, so I guess you have the right to go dark. I'm from the old school of believers that all things must eventually come to an end, even the good, but know you all on the Netpreneur team that I really appreciate the things I've learned through your efforts.” He went on to mention some specific things about the program, then the note picks up: “As I sit here signing our regular donation to So Others Might Eat and thinking about our contributions to a number of organizations that impact needy children, I'm reminded that the philanthropy is a result of strong entrepreneurial community, but I'm sure I am preaching to the preacher.” 
	I speak for Mario and all of the team when I say that that really sums it up. Entrepreneurs in our vibrant group have a sense of giving back to the community at large, and that's what Netpreneur has been about from the start. 
	In terms of keeping Netpreneur going, we've said many times that the network will live on after we're gone. In a post-Netpreneur world, it is likely to be a distributed model, one that is run by you in the community. That sounds pretty straightforward, but, as we are exploring opportunities, it actually turns out to be pretty complex. We think it’s well worth the effort, however. We’ve received hundreds of messages from people who reached out to us. We're following up with everyone and, in the next six weeks, plan to reach some kind of resolution about how this will continue. We'll have more to report on that in Netpreneur News and at the December event. 
	Meanwhile, before I introduce our speaker, let me acknowledge this evening’s volunteers: Dorothy Camer of Car Free Mobility, Tina Holderness-Dante of Metamorphosis Consulting, John MacKinnon of Teligent, Sean McColl of PromoCorp, and Ed Rykowski of Information, Inc. Let me also acknowledge our team: Mitch Arnowitz, Ben Martin, Neil Oatley, Lynn Plummer, Adele Rudolph, and Fran Witzel. It is really through their efforts that all of this is possible. Even though Netpreneur is going to be sunsetting, these people are not going away. I know you'll still see them, and please say hello if you have a chance. Mario sends his regards and regrets that he couldn't be here tonight, but said to assure you that he will be at the December event. 
	Now, on to the program.
	I first met Rob Adams about a year and a half ago at an incubator conference. It was in the middle of the bubble. The world has certainly changed a lot since then, but the advice Rob dispensed then still holds today. He delivers it in a way that many of us know would warm Mario's heart. [Laughing] Mario has delivered a few good, hard kicks in the ass himself over the years, and many of us in this room have been the recipients. 
	Rob is going to take us through a presentation for about 45 minutes, then we'll do Q&A, followed by book signing. Without further ado, let me introduce Rob Adams.


rob adams: a good hard kick

Thanks, Mary. 
	I guess that tonight I have good news and I have great news. The good news is that I'm only going to talk for 45 minutes. The great news is you get the last 15 minutes for questions.
	Having been the victim of many slide presentations as an investor, I assure you that I understand exactly where I stand—you folks and my presentation are the only things standing between me and a beer, so I promise to keep it as entertaining as I know how. 
	Let me give you a little bit of my background because it's relevant to what all of you are going through and what we're going to be talking about.
	I'm an entrepreneur. I actually cut my teeth at Lotus Development back when Lotus was founded in the early ‘80s. I went on and raised money for a Boston area startup, relocated to Austin, Texas, did a startup there that went public, and now find myself in the venture business. Over the course of my operating career, I raised a lot of venture capital, both from companies I was running as well as for friends and business acquaintances, and now, all of a sudden, I find myself on the other side of the table. I like to say that now I sign the front of the checks instead of the back of the checks. 
	I want to give you a perspective as someone who has been both an entrepreneur and an investor of what types of things investors look for. The original premise for the book, A Good Hard Kick in the Ass, was in the idea that during the bubble we invested in some companies that did some things very, very well. Many of those companies, although not all of them, have continued to do well. We tried to take them apart and figure out what particular piece each of those companies did that made it really good at one particular aspect of business. Those things are what I'm going to talk to you about today. 
	I understand that all entrepreneurs want a checklist. They want to know exactly what to do to make things work. “Give me the 10 magic bullets and I'll go do them, I promise you.” Unfortunately, it's not that easy. Quite frankly, if it were that easy, it wouldn't be as rewarding as it is, but I will talk to you about some of the characteristics we found that set the stage for strong company traction in the earliest stages. 
	The book originally came out as something of a guidebook for people doing startups. If you look at the kind of people I correspond with now who are reading the book, interestingly, it's a lot of large companies. That’s because large companies frequently find themselves up against the wall now. Some of what we talk about in the book is very fundamental. There's nothing new, there's nothing you haven't heard before, but we try to put a different twist on it or take a different approach.
	Before I dive in, I just have one more disclaimer. To keep this relationship very, very objective, I'll let you know that I'll be glad to read any business plans as long as the company is based in Austin, Texas, where, by the way, every day is as beautiful as today. I'd love to talk to you about your companies, but we focus on the Southwest, so keep that in mind for later.
	I'm going to start by taking you through the somewhat counter-intuitive approach in how we talk to entrepreneurs. I like to phrase these things as myths:

-	Good ideas are scarce
-	I know my customer
-	I have to ship the killer product
-	I must raise a lot of capital quickly
-	Investors fund business plans
-	Investors want their money back quickly
-	Advertising is the hallmark of a good marketing plan
-	I can use partners to sell my product

The easy part is to tell somebody what not to do, but I'm going to spend a lot of time telling you how it should be done or how successful companies do it, as well. Then I'm going to try to give you a little bit of the investor’s perspective. 

myth one: good ideas are scarce [slide]

	The first thing we find with a lot of entrepreneurs is that they really focus on their idea. They'll walk into our office, and say, “Listen, I've figured out the world's greatest thing.” In the book we talk about it being like the Hope Diamond: “It's got to be very rare, it’s going to be very large, there can only be one like it in the world, and it's utterly brilliant. By the way, I can't tell you about it because the minute I do you're going to be able to copy me and you're going to compete with me.”
	Our response to that is: Ideas are commodities. I have yet to see one original idea in a business plan, and I'm talking as a person who has probably read thousands of them at this point. We try to educate the entrepreneur to think of all ideas as commodities. I like to quote the “1:8:20” rule. If one person in Austin, Texas, has an idea, there are at least eight people up and down the East Coast corridor that have it, and there are probably 20 people in the garages of Palo Alto in Silicon Valley that have it.
	Get over it. The idea is not what's going to make a difference in your company. 
	Some of the other evidence of this is the “get to market fast” fallacy. Clearly, we saw a lot of that during the dotcom era. “This thing is so copyable, the only way I can really be competitive is to put my foot on the gas and go, go, go.” We all saw the results of that. In fact, I think we saw the results of that at the Super Bowl 2000 halftime, if I remember correctly. 
	The last point is the “no competition” fallacy. Let me tell you, if you think you have no competition, I'd advise you to make some up very, very quickly. The one that always works is the “I want to keep my money” kind of competition, which is what you find a lot of customers saying these days. 
	If that's what we see a lot of, what do we refocus the entrepreneur on? Again, it's easy to say what not to do, but what do you want to do?
	We like to look for solid concepts.
	Later, I'll talk about management teams, which is going to matter more, but the way we try to educate the entrepreneur is not to focus on the idea, but instead to focus on the business problem you're solving. I'm not really that interested in your technology, I want to know about the business problem you're fixing. The way you can look for good ideas is to look for what I call corollaries—real, existing problems in the market today that people are spending money on. You probably have found a better or more cost effective way to fix it, you're doing something different than the solutions today, but there should be some product or service they buy or some handmade technology they use or some group of experts that are fixing that problem now. 
	I met with a group today and we made up this magical resume tracking software. We're going to build a software product that tracks resumes inside companies. If that's a good opportunity, we should be able to call companies up and talk to their human resource departments and find out that they have a real problem tracking resumes. Not only do they have a problem tracking resumes, they're doing something about it today. They've got a department that tracks them or they've got temporary workers who track them, or they've got a software solution that they've made to track them, but there should be something in those organizations today where they're spending a fair amount of money on this problem.
	For it to be interesting to a venture investor—and I'll be the first to tell you that, in this environment, I wouldn't advise venture capital as the first thing to go for; I would advise bootstrapping or using strategic money or using customer's money as the way to get your company off the ground—but, for it to be interesting to investors, you should be able to show a market of about a billion dollars in spending today for a software solution. We can adjust the market levels up or down depending on the kind of technology or category we're talking about, but you should be able to show a strong, real market. 
	Let's go back to that resume tracking software. We should be able to point to a billion dollars worth of spending in the domestic United States per year fixing that problem the old fashion way. Why a billion dollars? Just a rough rule of thumb. It’s because if you can get a 10% share of a $1 billion market, you've got about a $100 million company. That's a very attractive company by today's standards. What’s more, there should be adjacent market segments just as large. Pretend for a minute that we built our resume tracking software. We know it's a billion-dollar market, and we're on our way to $100 million. We hit a flat spot at about $50 million, and we just can't seem to get out of it. We're kind of stuck. Well, it might be more cost effective for that company to back out of expanding in that market and move over one market. Maybe we're going to go to purchase order tracking software or accounts receivable tracking software. The point is that you should have several markets in and around the core market that are attractive and relatively easy to get to so that you have a diversity of markets to go after.
	The last point is probably the most important, and it's where most entrepreneurs get hung up, particularly technology-focused entrepreneurs. You want a startup team with execution skills in the space. What is the definition of execution skills? If I'm building resume tracking software, I don't want my VP of Engineering to be somebody who came out of personal computers, or, if I'm selling to that market, I don't want my VP of Operations to be somebody who ran a bunch of McDonalds franchises. I probably want a CEO who has been in that market before. I probably want a salesperson who knows that category. I probably want a VP of Engineering who has built software in that category before. What I like to call the “execution intelligence” of the team should be able to go in and exploit that market totally. 
	Now, that's not to say that every person has to have incredible experience. What it does say is that the sum total of the management team should equal good experience and good capabilities for going after that particular market. The example I like to cite on the public company front is one down in Austin, Texas, called Dell Computer. Think of what Dell has done. They have taken something almost as ubiquitous as paper clips, the personal computer—they all have the same processors, the same storage devices, the same disk drives, keyboards, screens—and they've executed to superhuman perfection. The way they've been able to do that is by hiring their management team. Who would have ever dreamed that some kid named Michael Dell who was an undergrad at the University of Texas would be the person who knocked off Compaq, forced IBM to get out of the PC business, and trashed a whole bunch of personal computer companies over the last 10 or 15 years, companies that most of us probably don't even remember? It was superhuman execution that got them where they need to be. 
	Whenever you think of this skill, I want you to think of two things. Number one, I want you to think of the concept of execution intelligence—the collective intelligence and execution ability of the team. Number two, I want you to think of Dell Computer as a great example of a company that has done a great job at it. 

myth two: i know my customer [slide]

Here’s the next big myth: “I know my customer.” This one is probably the biggest consumer of capital I've ever seen. The classic case is when we'll be negotiating a term sheet with an entrepreneur and they're going to argue over fractions of equity percentages. I don't blame them. Equity is a very rare thing and you need to treasure it. We want to see our management teams and our founders having large ownership positions in their companies. They'll go out and design a product they think the market wants without really understanding their customer, yet here we are arguing over fractions of percentage points. 
	The classic way people design products is $5 million at a time. Give me $5 million for software, and I'll go out and ship Version 1.0. Version 1.0 is wrong? Okay. Now I'm going to raise another $5 million and ship Version 2.0. Version 2.0 is not quite there. I'll go out and raise a third $5 million. If I'm even alive at that point, maybe I got it right. That's going to kill you instantly as far as ownership percentages, and, second, investors aren't that interested in the company anymore if it's gone through that much money.
	As you're designing your product, think about this concept of understanding your customer. The way the bad version of it happens is from talking to a couple of your friends or cohorts and extrapolating broad market trends from three or four data points. It's what I call the “Ready, Fire, Aim” approach to building a product. It goes like this: “I'm going to take somebody who thinks they know the market. I'm going to lock them in a room. I'm going to have them write a product spec. I'm going to design my product from that product spec, and I'm going to put it on the market. I'm then going to hire a bunch of salespeople.” Of course, the salespeople screwed up because they couldn't sell the product. Usually, it was the product that was wrong. 
	The other thing to remember about this from an investors standpoint is that most technology companies don't fail for technology reasons. As we talked about, they fail for market reasons. So, how do you get your market right? It's a real simple concept I call “market validation,” and it entails a real tricky concept—you have to pick up the phone and talk to 100 customers. That is hard to do. It only takes three or four weeks and it costs a couple of hundred dollars in long distance phone bills. Don't ask me why more people don't do it, but the classic entrepreneur comes into our office—let's use our resume tracking software example—and says, “I know exactly what people need to track resumes. Give me $5 million so I can build the product.”
	I'll say, “Fine. Who are you going to sell it to?”
	They'll say, “Middle-market manufacturing companies.”
	“How much are you going to charge?” They'll give me an answer.
	“Who is going to buy it?” They'll give me an answer.
	“Who is going to pay for it? Who is in the approval cycle? How much are you going to charge? How is it going to get installed? Is there consulting that goes with it?”
	We'll ask 10, 12, 15 questions, and I'll dutifully write down each answer the entrepreneur gives. Then I'll challenge them. I'll say, “Let's get on the phone and call 100 people in this target market and ask them the same questions and see what they say.” Lo and behold, they break into a cold sweat. We make the calls, and they come back and say, “You know, I didn't know that market that well after all. I found out that the opportunity is more in larger service companies. I found out that they really can't afford to pay $200,000, that it's more of a $50,000 problem. I found out that the biggest competition we're going to have is people doing the process manually.”
	It's amazing how such a simple, simple process yields such large results as far as what kind of product to ship. It's also amazing because it's so inexpensive to do. 
	We find that the best companies make this a part of their culture. When they want to figure out a new product, they get everyone in the company on the phone. I mean the receptionist. I mean the engineers. I mean the salespeople. I mean the CEO. Guess what? Everyone has a new appreciation for what it's like to sell something. Does it take 20 or 30 phone calls to get one interview done? Well, now you understand what it's going to be like to sell that product. You call your target market and say, “Can I have the human resources department?” They say, “Who in human resources?” You have to have answers for those questions, and you need them before you start building anything. 
	What market validation really does is get the right product and the right features into the market faster. Remember, any good entrepreneur wants a fast changing market. The minute you don't pay attention to your market, the minute you let it slip a day or two without paying attention to it, it's changed. You have to make sure that your product is keeping up with it. 
	The other interesting thing about this process is that you get a national source for alpha, beta, and first customers. When you're asking these people about the problem, slip in a question like, “On a scale of 1 to 10, how bad is this problem for you?” Out of those 100, maybe 10 will say it's a 10, that it's super high. Slip in a question at the end, “Would you mind if we called you back later to talk more about this product?” If they say yes, call them. Tell them when the product is available. If they really have a problem, they'll want to test it. 
	Getting somebody to pay you money is the best thing you can do for an early-stage company. It helps recruit savvy employees. Nothing attracts people or board members or advisors or investors like really knowing your market. Nothing beats going into a pitch to a venture capital firm where the VC’s asking a question about the market and having your VP of Engineering answer because he had been there on the phone. Nothing will beat that. The confidence that exudes from the management team is just incredible. It really raises smart capital, and, most importantly, it optimizes the company's capitalization. You get your product pretty close to right the first time you ship it. Okay, it's never going to be perfect. Let's be realistic. This is a startup. This is what risk is all about. But I'd rather get it close-to-right on the first $5 million than close-to-right on the third $5 million. 

myth three: i have to ship the killer product [slide]

	Okay, the next big myth. Let's pretend for a minute that we've followed the first two principles. We built a team with a lot of execution intelligence and we've gone out and validated the market. We talked to 100 customers and we got a list of 400 features to get in that first product. By golly, we're a startup! We're red-blooded entrepreneurs, and the only way we're going to have credibility is to ship all those features in that product.
	Why?
	“Because we're a startup and that's the only way people are going to take us seriously.”
	I like to call it “boiling the ocean,” making sure everything anyone ever asked for is in that product. It's a form of credibility for us. We all have a chip on our shoulder when we're a startup, so we try to do everything. We try to overcompensate. The critical thing is that it delays time to market. If you're putting 300 or 400 features in that thing, you might be out of the market for two, three, four, five quarters. Not only is the market changing, your product is getting harder and more monolithic. And you're spending more money. That money is burning up month by month by month. It uses large amounts of capital. 
	What should you do? Again, it's going to be amazingly simple, and I'm going to have a really good example. Some of you might be able to figure out what the example is.
	You want to take that list of 300 or 400 features, boil it down to the three or four that everybody needs, and get it to the market fast. Get somebody to give you some money for it because, if they've got enough of a problem and enough pain, they will pay you money for it even if it's not perfect. Nothing beats getting someone to give you money because they're going to tell you everything that's wrong with your product. That's what you want. The conversations aren't always pleasant, I know that, but they're usually pretty truthful if you really listen to what they're saying. 
	What happens? You get prioritized feedback from your market validation. You know what the top three or four things are. You get in the market faster and it takes far less capital. You can partner to add features. You can get consulting companies to help with instillations. You can license technology. There are many different ways to do it, but, ultimately, you want to ship that minimally functional feature set first—the minimally functional feature set that people will give you some money for, fall in love with what you're doing for them, and tell you what to put in your next release, and your next release, and your next release after that. 
	What company is the master of this on the software front? Microsoft. Right. Who uses at least version one of anything from Microsoft? Who uses release two and who uses release three? That's how they work. They are brilliant at this. They have all the money in the world. They could spend billions on development teams and what do they do? They go out and do market research. When they think they find an opportunity—lately, they'll go buy something if they think there's a good product already out there—or, if they build it themselves, they'll ship a lousy release to start with, full of bugs. Look at Windows. I remember seeing the first release of Windows. It was terrible. The second release was terrible. The third release almost got there, but what are you using today on your laptop?
	The thing I want you to remember about shipping the killer product is exactly that. The killer product kills the company. When in doubt, think Microsoft, for this particular feature, anyway. That was not a political statement. 
	I'm going to pick up the pace a little bit here. I have four or five more myths to go through, but those three we just talked about—building the management team, doing market validation, and shipping the minimally functional feature sets—those are the biggest three. They have the biggest impact on the probability of success for any company, in particular, technology companies. And, again, remember, as an investor, market risk is what kills companies, not technology risk. 

myth four: i must raise a lot of capital quickly [slide]

	The next myth is, “I have to raise a lot of money quickly.” That’s not as much of an issue these days, but, frequently, we still see people who want to raise most of the money up front when the value of the company is the lowest, when they're going to have to sell significant portions of their company at a very low price. This tends to produce what we like to call an “output mentality” versus an execution mentality inside the company. 
	With the typical entrepreneur, we close a deal, they get a check, and the first thing they're going to say is, “Oh, yeah, we went out and bought 10 desks at a used furniture warehouse. We only spent $80 a desk. Isn't that great?” I'll tell you something: Having desks does not change the value of any company. The next thing they’ll say is: “We went out and, boy, we took that copier salesman and we raked him over the coals. We got a demo for 30 days and we got 10% off the cost of the copier.” How much value did that create in the company?
	The point is, if money is too readily available, people think they have to do things. We saw what happened in the dotcom era. They feel like they have to create what I call “outputs,” and most of us like the easy outputs. They make a checklist of items and knock them off. I challenge you to do the hard things. What are the hard things? How many customers did you call today? Calling customers on the phone is very, very hard to do. You have to get up for it. You get the phone slammed in your ear. You get asked a lot of tough questions that you don't have answers for, but it increases the value of the company. Figuring out what features to take off the feature list increases the value of the company because you're going to get your product out sooner. Taking somebody who was in your alpha program and moving them to your beta test program, then moving them to a real paying customer, those are things that increase the value of the company. Buying desks, buying copiers, getting phone systems, that doesn't increase the value of the company. Yes, they're needed. There's no question they're needed, but hire a really sharp office manager and have him or her go out and do that stuff for you. Get your management team focused early on creating things that produce value.
	One of the great ways to do this is not to raise too much money. Make it precious. Make it money well-spent all the time. We like to talk about focusing on value and flexion points. Don't raise all your money upfront. Go prove something. Go prove your market. Go ship your product. Go get your first customer. Then raise a little more money because you've increased the value of the company. When you hit one of those value and flexion points you can raise that money by selling a smaller percentage of your company. Every time you hit a big value and flexion point, go out and get more money because that money will get less and less expensive for you. Those are the kinds of companies that are able to produce results because they always have enough money in the bank. They're always hitting their value and flexion points because they've got a real execution mentality inside their management team. It's not an output mentality. Think “value and flexion points” and “execution mentality.”

myth five: investors fund business plans [slide]

	Another frequent misperception on the part of entrepreneurs is the business plan misperception. I occasionally chuckle at some of the business plans we get. A lot of them are unsolicited. They come in over the transom and they are gorgeous. I've got a new word that I'm going to sell to Kinko's—it's been “Kinkoed.” It's like “FedExed.” It's been Kinkoed. It's got 60 pages of beautiful graphics. It's full color on each page. The paper weighs about 60 pounds. It's got one of those nice, clear covers. The thing is still warm when you get it. There are graphics on every page. The writing is very eloquent and it talks about every subtle nuance the business could go through and what to do about it when it happens. You get to the financial section, and there are 40 pages of beautifully crafted spreadsheets. All the numbers fit correctly and they're out to four decimal places, even though we only measure dollars and cents in two decimal places. 
	These things are just gorgeous, and they're just not worth the effort. All I want to read is the executive summary. I want a killer paragraph that tells me what the company is doing, then I want to flip to the resumes and see what the execution intelligence of the team looks like. 
	Typically, people put this as number one or two on the list of things to do. What we like to say is no, don't put it as number one or two on the list of things to do. It needs to be done, but put it last on the list. If you've gone out and validated your markets, hired a good team with execution intelligence, figured out minimally acceptable feature sets, and done some of the other things we spoke about, the business plan is going to be very straightforward to write. Not only that, it's going to exude a level of confidence when somebody like me reads it because you really know your market. You know it far better than I do. I'll ask all my standard questions and you'll have answers for them. 
	The point is, don't spend a lot of time on this. It's not that it's not important. It needs to be done, but a 10- or 20-page business plan should be plenty. If anything, practice the slide presentation that you're going to do live in front of the investors. That will probably have a bigger impact.

myth six: investors want their money back quickly [slide]

	Investors want their money back quickly. This is really a comment on the quality of investor you can go to. My advice here is to get the best investors you can because good investors understand that investing in startups is a long-haul proposition, despite some of the short cycles we had during the boom. Good investors stick with the company. All startups go through their problems. It's never easy. If it were easy, it wouldn't be so lucrative. 
	Pick your investor. Make sure it's not somebody who is overly anxious to get their money out quickly. Make sure it's someone who knows your category, understands your space, understands your team, and, importantly, can add value to what you're doing. Pick them very carefully. 
	In this environment, institutional venture capitalists aren't necessarily the best people to work with, particularly on the front end. There are angel financiers. There is bootstrapping by going out and doing consulting work. There's bank debt. There's financing from your customers. There are all kinds of ways to go after money. Focus on all the things that are available to you, and, when you do choose funding from somebody, make sure they understand a lot about your business. Make sure you really want to be partners with them.

myth seven: advertising is the hallmark of a good marketing plan [slide]

	Of the last two points, the first one is on marketing, the next one is on sales. Again, a common misperception: Advertising is the hallmark of a good business plan. I'll go back to the Super Bowl 2000 halftime again. Probably the biggest spend of venture capital in the history of time was in that 10-minute break. There were the puppet guys and the slice-of-life companies. You kind of said, “Huh, what was that?” I'm not sure. I don't even remember the website names, but that was the last gasp for some of those companies trying to throw up their name in the hopes that somehow people would rush to their website and start buying. A common misperception is that mass marketing is the way to go. If you can't get people to buy, start advertising and doing all these mass marketing types of things.
	The reality is, bring in marketing up front in the earliest stages of the company. It's critical to do that because they're going to help you define your markets and define the pain. Then use marketing as a tool that helps you to find your product. Once you've done all your validation work and you understand your customer's problem, marketing is a great way to make sure that engineering builds what the customers are saying they need. Marketing becomes the healthy interface that goes out with the current version of the product, then comes back and helps engineering know the direct feedback from the customers. Marketing also helps build company buzz, and buzz is important to a startup, usually in the local community for hiring purposes, right? You want to make people aware of what you're doing. If you’ve validated your market, gotten savvy employees, and gotten savvy investors, people will know and that word will travel very fast. You want to get that local buzz going. 
	Most importantly, marketing is going to help with customer acquisition. They're going to find programs that help bring qualified leads into the company which the sales organization can then go close.
	Think of that resume tracking software. A good marketing organization will go to the human resource trade shows and to the magazines those people read. It will find the trade groups they go to. It will understand everything about the psychographics and demographics of that market. It will help get your name into the market and help get your sales organization qualified leads. If you pulled them in from the beginning, they've been intimately involved in the market validation and they really understand what the sales organization is going to need in order to close.

myth eight: i can use partners to sell my product [slide]

	The last myth is about sales, and sales is the sort of thing that everyone forgets until the last minute. The day before you're going to ship the product, you decide to bring them in, and that's a big mistake. What you really need to do is, first of all, be responsible for selling your own product. Many companies seem to think that they can simply sign up IBM or Oracle or do a joint relationship with Microsoft and then they don't have to sell anything. The fact of the matter is that nobody is going to sell your product for you. If you look at an IBM sales rep’s desk, they have three three-inch binders sitting there bulging with papers. Each piece of paper represents one product from somebody else that they sell. If you think they're going to know about your product, they're just not. You've got to be responsible for creating your own demand. You can't use partners to establish demand for your company initially. As your name gets established and demand grows, partners can be wonderful channels in addition to what you're doing yourself, there's no question about that, but signing them up early and expecting them to produce for you is just not going to happen until you create your own demand.
	We advocate that you take that market validation process you started with and continue it throughout the life cycle of developing the product. First, take all those people you spoke to in order to understand the target audience looked like. Start selling the product to the people you've been talking to all along. Also, now that you know what they look like, go find more of them. Go find the middle-market manufacturers or the large service providers and just go sell more product into that environment. Use marketing as the initial lead generation source, then use your sales organization to help close it.

	That's the end of the formal part of this presentation. I want to emphasize that this was the background research I did for the content that drove the book, and the outline you saw is roughly its chapters. Each chapter talks about a concept, then it takes you through in excruciating detail how a real startup in Austin, Texas—real names are used in the book—how they executed that particular concept. We also talk about large companies that do those things well, companies like Microsoft or Dell or Amazon. The book is available on Amazon, through Barnes & Noble, through all major bookstores. We have it out here as well. And if you like what you heard here or are interested in learning more, there's a lot more detail available in the book. 
	With that, I'd like to thank you very much for your attention. I'd love to take some questions from you. 


the audience: q & a

Audience Member: You started AV Labs which helped startups get going. How did you pick the companies to bring into the lab that deserved this extra effort?
	
Mr. Adams: Great question. We saw in some companies parts of what we just talked about here. Things like the focus on customers, validation, building the management team, all those things might not have been there totally, but we saw enough of them to know that we could add another part to them. If we saw a strong management team, if we saw a good market demand, and we saw a few of the others, we knew it was worth placing a bet on.

Audience Member: Rob, I loved your book. Are you coming out with a second one?
	
Mr. Adams: As the book has been out, a lot more large organizations are paying attention to it. One thing that really resonates is the market validation section, which is chapter two of the book. There's some chance, if I were a betting man, I'd bet someday we might come out with a book that went deep on market validation because I think that's critical to all companies.
	
Audience Member: I was wondering why you wrote a book instead of investing in a company, if you have all that time.
	
Mr. Adams: That's a great question. First of all, understand that anyone who writes a book and has a job like I do doesn't actually write the book. The second thing is that we see so many business plans and spend so much time trying to educate people on what they should be doing that it was easier just to say, “Here, read this and call me when you're done.”

Audience Member: You said one could take a new approach to a business process I believe in that strongly because that's where I think the money is, but that's a good idea, too, isn't it? Doesn't a good idea have to be generated in order to come up with a good idea? 

Mr. Adams: I guess so. The thing is, it depends on what you mean by “new business process.” In today's environment, nobody wants to change business processes because it's too risky. They want to be able to take something they know, a bounded equation, and do it better. They don't want to rearrange how they do their manufacturing line, they want to go in and look at how they do quality assurance, sourcing, resource planning, or something like that. You've got to be able to take something that they already know and are comfortable with, and, rather than radically redesigning how it gets done, just go in and do it better, faster, or cheaper for them.

Audience Member: How would you rate the importance of defensible technologies? 

Mr. Adams: The challenge for defensible technology is that you can go get a patent—that's an important thing for a lot of early-stage companies to do—but your patent is only as good as your bank account is large. If somebody really wants to squash you, they will. Yes, you need to get the patents, but understand that until you get to be of significant size it's going to be hard to really be defensible. I'd rather have a company that has the execution intelligence we talked about, that is an unusual conglomeration of people who really know a space or a category and have really figured out how to stay close to the customers. I would argue that so few companies do that, even though it sounds so basic—I know, you're all sitting here saying, “Why wouldn't you do that?” Trust me, so few companies do that that your best defense will be a good execution team and staying close to your customer. 

Audience Member: I would suggest that instead of asking your customers if you may call back, you should never ask them, just call back. 

Mr. Adams: That is a great suggestion. 

Audience Member: Would you suggest that a small company finance with debt or preferred stock or equity? 

Mr. Adams: Of those three options, debt would be the best. Actually, the best would be bootstrap. The best would be getting a customer to pay you for the first release or fund your development, followed by debt, then followed by equity in today's market. 
	
Audience Member: Could you talk a little bit more about risk mitigation for a startup company?
	
Mr. Adams: We talk a lot about this in the book. Remember, an investor is paying for reduced risk. The more risk that has been pulled out of your company, the more valuable it is to an investor. Everything we talked about today incrementally reduces risk. If you can build a company where the risk is reduced because it's got a strong management team, a good product spec that isn't trying to do too much, an understanding of its market, revenue traction, and people paying money for the product, those are all things that mitigate risk and make the company more and more valuable to an investor. Anything you can do to mitigate risk is going to increase the value of your company. 
	Thank you very much.

Ms. MacPherson: Thank you, Rob. 
	Rob is, as we know, a venture capitalist, but, as I listened to what he was saying, a lot of those suggestions apply to any company or any organization. Talking to 100 customers is not as easy as it sounds, but it is something that everyone would benefit from, whether you're looking for venture capital or not. Hopefully, most of you are not. There were a lot of good lessons here.
	Thanks very much for coming. Thanks again, Rob.


