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Sean Foote Sean Foote -- Business Business 

sfoote@labrador.comsfoote@labrador.com
(650) 366(650) 366--60006000

AT&T Bell Laboratories (1988 AT&T Bell Laboratories (1988 –– 1991)1991)
•• Artificial Intelligence systems for network Artificial Intelligence systems for network 

analysis and testinganalysis and testing

Boston Consulting Group (1993 Boston Consulting Group (1993 –– 1998)1998)
•• Senior manager for a wide range of clientsSenior manager for a wide range of clients

Scripps Ventures (1998 Scripps Ventures (1998 –– 1999)1999)
•• 6 investments6 investments

Labrador Ventures (1999 Labrador Ventures (1999 –– present)present)
•• Managing DirectorManaging Director
•• 17 year old firm17 year old firm
•• Seed stage ($1 Seed stage ($1 –– 2M initially, avg. $4.5M 2M initially, avg. $4.5M premoneypremoney valuation)valuation)
•• From Hotmail to From Hotmail to JarevaJareva
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Sean Foote Sean Foote -- PersonalPersonal

Born Born –– Pleasant Hill, MOPleasant Hill, MO

BS BS –– University of Missouri University of Missouri –– Rolla, Electrical EngineeringRolla, Electrical Engineering

MBA MBA –– Darden, University of Virginia (tests on Saturday!)Darden, University of Virginia (tests on Saturday!)

University of California, Haas School of BusinessUniversity of California, Haas School of Business
•• Lecturer Lecturer –– Venture Capital and Private EquityVenture Capital and Private Equity

TriathleteTriathlete –– IronmanIronman, U.S. National Amateur Team , U.S. National Amateur Team –– long courselong course

Musician with coffee shop aspirationsMusician with coffee shop aspirations
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Labrador Ventures OverviewLabrador Ventures Overview
Founded Founded 1989, Palo Alto, California (west coast focus)1989, Palo Alto, California (west coast focus)

Sector FocusSector Focus Information technology (applied material science, Information technology (applied material science, 
messaging, information services, messaging, information services, 
communications/networking, and software)communications/networking, and software)

Stage FocusStage Focus Seed stage: first institutional moneySeed stage: first institutional money
•• Investing $1 Investing $1 -- $2 million initially, $3 $2 million initially, $3 -- $4 million in reserve$4 million in reserve
•• Single digit preSingle digit pre--money valuationsmoney valuations
•• Typically preTypically pre--revenuerevenue

DiversificationDiversification Targeting 15 Targeting 15 -- 20 companies in portfolio over 3 20 companies in portfolio over 3 -- 4 years4 years

Prior PerformancePrior Performance Consistently outperforming industry Consistently outperforming industry 
((IRRsIRRs:  LV I = 15%, LV II = 70%, LV III = 39%,:  LV I = 15%, LV II = 70%, LV III = 39%,
LV IV, LV V = still building)LV IV, LV V = still building)

TeamTeam Three partners beginning ninth year investing together Three partners beginning ninth year investing together 
across three fundsacross three funds

Note: IRR data as of 9Note: IRR data as of 9--3030--0404
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TopicsTopics
About Sean Foote and Labrador VenturesAbout Sean Foote and Labrador Ventures

The internet, business models, and internet The internet, business models, and internet 
business modelsbusiness models

•• ExamplesExamples

ArticulateArticulate

Making the math add upMaking the math add up

Great trends, innovative ideasGreat trends, innovative ideas

Q & A on business modelsQ & A on business models
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A Few Simple QuestionsA Few Simple Questions

What is the internet?What is the internet?

What is a business model?What is a business model?

What are internet business models?What are internet business models?
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What is “the Internet”?What is “the Internet”?

Public data infrastructurePublic data infrastructure
•• Free, mostlyFree, mostly
•• Widely accessibleWidely accessible
•• Common standardsCommon standards

Other public data infrastructuresOther public data infrastructures
•• Cellular dataCellular data
•• WiFiWiFi connectivityconnectivity
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Why is the Internet Important?Why is the Internet Important?

1) Large aggregation of people and computers1) Large aggregation of people and computers

2) That can reach each other in a new set of ways2) That can reach each other in a new set of ways

3) At low cost (think free phones or URLs on Coke cans)3) At low cost (think free phones or URLs on Coke cans)

4) With measurable outcomes4) With measurable outcomes
•• Cost to contact (CPM), Cost per click (CPC) and Cost per Cost to contact (CPM), Cost per click (CPC) and Cost per 

action (CPA)action (CPA)
•• ClickstreamsClickstreams, reach, demographics all knowable, reach, demographics all knowable

Internet businesses leverage these 
characteristics

Internet businesses leverage these Internet businesses leverage these 
characteristicscharacteristics
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Aggregation of demand:  The “Long Tail”Aggregation of demand:  The “Long Tail”

Relative Relative 
market sizemarket size

0.0

0.2

0.4

0.6

0.8

1.0

1 3 5 7 9 11 13 15 17 19

60% of 60% of 
demanddemand

40% of 40% of 
demanddemand

Market orMarket or
product segmentproduct segment

Internet allows efficient access to niche demandInternet allows efficient access to niche demandInternet allows efficient access to niche demand
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What is a Business Model?What is a Business Model?

Sean’s definition:Sean’s definition:

•• The competitively advantaged engine The competitively advantaged engine 
–– for unit profitsfor unit profits
–– for unit growthfor unit growth
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Business Model ExamplesBusiness Model Examples

Cars are hand assembledCars are hand assembled Ford starts assembly lineFord starts assembly line

Ford: “Any color you want Ford: “Any color you want 
as long as it’s black”as long as it’s black”

GM gives customers colors GM gives customers colors 
and yearly fashion changesand yearly fashion changes

TraditionalTraditionalTraditionalTraditional InnovativeInnovative

InnovativeInnovativeTraditionalTraditional

Airlines fly point to pointAirlines fly point to point Some airlines start hub and Some airlines start hub and 
spoke travelspoke travel

Airlines have oligopoly Airlines have oligopoly 
pricing, compete on service, pricing, compete on service, 

Southwest starts low cost Southwest starts low cost 
airline based on standardized airline based on standardized 

frequent flyer milesfrequent flyer miles infrastructureinfrastructure
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Business Model Examples (2)Business Model Examples (2)

Personal computers are Personal computers are 
sold in retail storessold in retail stores

Dell starts mail order Dell starts mail order 
businessbusiness

TraditionalTraditionalTraditionalTraditional InnovativeInnovative

Dell competes on price and Dell competes on price and 
qualityquality

Apple creates designer Apple creates designer 
computer productscomputer products

InnovativeInnovativeTraditionalTraditional

Newspapers, TV, and Yellow Newspapers, TV, and Yellow 
pages advertisementpages advertisement

Yahoo allows advertising on Yahoo allows advertising on 
search terms onlinesearch terms online

Yahoo sells ads online Yahoo sells ads online 
through direct through direct salesforcesalesforce

Google automates the ad Google automates the ad 
purchase onlinepurchase online



CONFIDENTIALCONFIDENTIAL 1414

LABRADOR
VENTURES
LABRADOR
VENTURES

Some Business Model ComponentsSome Business Model Components
Fundamental Math #1Fundamental Math #1

RevenueRevenue -- CostsCosts == ProfitsProfits

Price * unitsPrice * units -- Product or Product or == ProfitsProfits
service costsservice costs

Business Model ComponentsBusiness Model Components

Value to customer Value to customer 
versus alternativesversus alternatives

Method of paymentMethod of payment

Market entryMarket entry

How product/ How product/ 
service is producedservice is produced

Customer Customer 
acquisition methodacquisition method

DeliverDeliver

TimingTiming

Capital needeCapital neede== dd--

yy

A cohesive, interrelated systemA cohesive, interrelated systemA cohesive, interrelated system
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Towards Internet Business ModelsTowards Internet Business Models
Using Just Two VariablesUsing Just Two Variables

Product      Product      oror ServiceServiceMethod of paymentMethod of payment

PurchasePurchase

SubscriptionSubscription

AdvertisementAdvertisement

Free +Free +

Free (exit?) Free (exit?) 

Dell,Dell,
eBayeBay

Salesforce.comSalesforce.com

GoogleGoogle

MySQLMySQL, , 
LinkedInLinkedIn

SkypeSkype

PaypalPaypal

Match.comMatch.com

PeoplePCPeoplePC

McAfeeMcAfee
(early days)(early days)

Cell phonesCell phones
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Internet Enables Business Model Internet Enables Business Model 
ProliferationProliferation

New servicesNew services

Drastically different pricingDrastically different pricing

User driven contentUser driven content

Small market aggregationSmall market aggregation

It’s like electricity’s effect on the entire economy 

• Some industries are completely changed 
(whale oil)

• Some industries are created (General Electric)

• All industries are affected (clothing production)

It’s like electricity’s effect on the entire economy It’s like electricity’s effect on the entire economy 

•• Some industries are completely changed Some industries are completely changed 
(whale oil)(whale oil)

•• Some industries are created (General Electric)Some industries are created (General Electric)

•• All industries are affected (clothing production)All industries are affected (clothing production)



CONFIDENTIALCONFIDENTIAL 1717

LABRADOR
VENTURES
LABRADOR
VENTURES

TopicsTopics
About Sean Foote and Labrador VenturesAbout Sean Foote and Labrador Ventures

The internet, business models, and internet The internet, business models, and internet 
business modelsbusiness models

•• ExamplesExamples

ArticulateArticulate

Making the math add upMaking the math add up

Great trends, innovative ideasGreat trends, innovative ideas

Q & A on business modelsQ & A on business models



CONFIDENTIALCONFIDENTIAL 1818

LABRADOR
VENTURES
LABRADOR
VENTURES

Fundamental Math #2Fundamental Math #2

Value of customer > Cost of customer acquisitionValue of customer > Cost of customer acquisition
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Example:  Example:  ezboard.comezboard.com

Average cost to acquire a customerAverage cost to acquire a customer

Average advertising value of Average advertising value of 
customer per yearcustomer per year

# of users# of users

$0$0

$1$1

5 million5 million

Net revenue per yearNet revenue per year $5 million$5 million

Opportunity – spend more to increase usersOpportunity Opportunity –– spend more to increase usersspend more to increase users
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Example:  Example:  Pets.comPets.com

Average cost to acquireAverage cost to acquire

Average purchase per customerAverage purchase per customer

Profit per purchaseProfit per purchase

$50$50

$50$50

$0$0

Assume 10% profit is possible …Assume 10% profit is possible …

# of purchases to breakeven# of purchases to breakeven

$5$5

1010

But only 20% of customers But only 20% of customers 
repeat, so # of purchases to BErepeat, so # of purchases to BE

5050
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Example:  Example:  Amazon.comAmazon.com

Average cost to acquireAverage cost to acquire

Average purchaseAverage purchase

Profit per purchaseProfit per purchase

Purchases per yearPurchases per year

Years to customer breakevenYears to customer breakeven

$38$38

$40$40

$4$4

2.52.5

3.8 years3.8 years

# of customers# of customers

$ needed (40m * $38)$ needed (40m * $38)

40 million40 million

$1.4 billion$1.4 billion
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Sometimes the Numbers Don’t Add UpSometimes the Numbers Don’t Add Up
The “Exit Value” Business Model?The “Exit Value” Business Model?

SkypeSkype $2.6 billion$2.6 billion

ezboardezboard ?1/30?1/30thth of of 
$110 billion?$110 billion?

GoogleGoogle $110 billion$110 billion

60 million users ($450/user)60 million users ($450/user)
2006 revenue = $60m 2006 revenue = $60m 
(43x forward rev)(43x forward rev)

$6 billion revenue (18x)$6 billion revenue (18x)
$1.5 billion profit (75x)$1.5 billion profit (75x)
30 billion 30 billion pageviewspageviews/mo./mo.

$4/monthly $4/monthly pageviewpageview

1 billion 1 billion pageviewspageviews

~ $5~ $5--10m10m 11--2x revenues, 52x revenues, 5--10x profit10x profit
$0.005/monthly $0.005/monthly p.vp.v..
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Return on Capital is ImportantReturn on Capital is Important

EzboardEzboard
•• $11 million invested$11 million invested
•• $5m/year revenue$5m/year revenue
•• $1m/year profit$1m/year profit
•• = 9% per year dividend (if they dividend)= 9% per year dividend (if they dividend)

OrOr
•• Get sale price up to $50m (from $5m today)Get sale price up to $50m (from $5m today)
•• Original investment made April 2000Original investment made April 2000
•• Exit value to investors:  23% IRR, or 3.5x over 6 yearsExit value to investors:  23% IRR, or 3.5x over 6 years
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TopicsTopics
About Sean Foote and Labrador VenturesAbout Sean Foote and Labrador Ventures

The internet, business models, and internet The internet, business models, and internet 
business modelsbusiness models

•• ExamplesExamples

ArticulateArticulate

Making the math add upMaking the math add up

Great trends, innovative ideasGreat trends, innovative ideas

Q & A on business modelsQ & A on business models
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Costs of a Startup are DecliningCosts of a Startup are Declining

$27.68

$8.37

$0.02

$0.42

$0.01

$0.10

$1.00

$10.00

$100.00

1998 2000 2002 2004 2006 2008 2010

$ per gigabyte$ per gigabyte
(log scale)(log scale)

Example:  cost to store 1 gigabyteExample:  cost to store 1 gigabyte

20x reduction every 5 years20x reduction every 5 years20x reduction every 5 years

Source: Steve Gilheany, CRM, CDIA
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The Market Size is GrowingThe Market Size is Growing

UsersUsers
(M)(M)

147

248

451
513

587

719

817

957

1998 1999 2000 2001 2002 2003 2004 2005

3x as many internet users as during the 1999 boom year3x as many internet users as during the 1999 boom year3x as many internet users as during the 1999 boom year

Source: IDC, Nua Ltd, Internet World
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The Experience is Broader and in More The Experience is Broader and in More 
LocationsLocations

300

650

1000

1400

1800

2005 2006E 2007E 2008E 2009E

Global data subscribers Global data subscribers -- cellularcellular Growth of Growth of WiFiWiFi hotspotshotspots
SubscribersSubscribers

(M)(M)

5
15

30
40

50

80

2001 2002 2003 2004 2005 2006E

# of hot # of hot 
spotsspots

clients clients 
(M)(M)

30
57

97

148

209

2001 2002 2003 2004 2005E

Global broadband subscribersGlobal broadband subscribers
SubscribersSubscribers

(M)(M)

Source:  Morgan Stanley research estimates
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Next Generation Devices are ProliferatingNext Generation Devices are Proliferating

Cell phonesCell phones
soldsold
(M)

2002 2003 2004 2005E 2006E

420420
510510

680680
800800

1,1001,100

(M)

Today’s cell phone has as much compute power 
as the PC in 1998 & 50x the data rate

Today’s cell phone has as much compute power Today’s cell phone has as much compute power 
as the PC in 1998 & 50x the data rateas the PC in 1998 & 50x the data rate

Source: Strategy Analytics 
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Proven Business Models: Proven Business Models: 
Internet AdvertisingInternet Advertising

2004E US2004E US
advertisingadvertising

spending ($B)

US AdUS Ad
spending /spending /

household ($)
US householdsUS households

(MM)

Morgan Stanley Research, PricewaterhouseCoopers, IAB, Jupiter Research, McCann-Erickson, RAB; Newspapers include Classifieds. Promotions ($101B) 
include: incentives ($27B), promotional products ($22B), POS ($17B), specialty printing ($8B), coupons ($7B), premiums ($6B), promotional licensing ($6B), 
promotional fulfillment ($5B), product sampling ($2B), and in-store marketing ($1B). Households may use multiple advertising mediums.

PromotionsPromotions
Direct telephoneDirect telephone
NewspapersNewspapers

ClassifiedsClassifieds
Direct mailDirect mail
Broadcast TVBroadcast TV
RadioRadio
Cable TVCable TV
MagazineMagazine
Yellow PagesYellow Pages
Internet / onlineInternet / online

Total Total 
AverageAverage

$101$101
9191
4848
1717
5151
4545
2020
1818
2121
1515
1010

$420$420
4242

9999
105105
7272
5555
9999

108108
6060
7474
9999
9999
6666

881881
8888

$1,022$1,022
865865
674674
302302
514514
416416
334334
240240
216216
151151
145145

$4,575$4,575
458458

MediumMedium spending ($B) (MM) household ($)

100% 100% 
growthgrowth

YHOO, eBay, & AMZN from a low market cap of $20B to $120B today ($178B at peak)YHOO, eBay, & AMZN from a low market cap of $20B to $120B today YHOO, eBay, & AMZN from a low market cap of $20B to $120B today ($178B at peak)($178B at peak)

Source: Morgan Stanley
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Now = Good for Starting a CompanyNow = Good for Starting a Company

InfrastructureInfrastructure Consumer HabitsConsumer Habits

Device proliferationDevice proliferation
-- camera on every cellcamera on every cell
phone                                          phone                                          

IP everywhereIP everywhere
-- wireless & cellular datawireless & cellular data
-- the dominant protocolthe dominant protocol

Network bandwidthNetwork bandwidth

Computer & storage powerComputer & storage power

Massive amounts of Massive amounts of 
contentcontent

-- video, music, vacationvideo, music, vacation
picspics, passing notes, passing notes

““Long tail” of niche Long tail” of niche 
demanddemand

Wide adoption of the Wide adoption of the 
internetinternet

-- huge base of usershuge base of users

Business InnovationBusiness Innovation

Easy, low cost internet Easy, low cost internet 
startstart--up toolsup tools

Mass customizationMass customization

Proven business modelsProven business models

Virtual goodsVirtual goods

Profoundly affects many traditional industries 
(e.g., music, telephony & video / TV / images)

Profoundly affects many traditional industries Profoundly affects many traditional industries 
(e.g., music, telephony & video / TV / images)(e.g., music, telephony & video / TV / images)
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Some Labrador Investment ThemesSome Labrador Investment Themes

MusicMusic
•• Discovery & customizationDiscovery & customization
•• Digital Rights ManagementDigital Rights Management

TelephonyTelephony
•• Network improvementsNetwork improvements
•• System integrationSystem integration
•• New communication modalitiesNew communication modalities
•• ApplicationsApplications

Video / TV / imagesVideo / TV / images
•• New applications (video search, New applications (video search, vblogvblog, peer, peer--toto--peer)peer)
•• Device interDevice inter--connectionsconnections
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TopicsTopics
About Sean Foote and Labrador VenturesAbout Sean Foote and Labrador Ventures

The internet, business models, and internet The internet, business models, and internet 
business modelsbusiness models

•• ExamplesExamples

ArticulateArticulate

Making the math add upMaking the math add up

Great trends, innovative ideasGreat trends, innovative ideas

Q & A on business modelsQ & A on business models
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TopicsTopics
About Sean Foote and Labrador VenturesAbout Sean Foote and Labrador Ventures

The internet, business models, and internet The internet, business models, and internet 
business modelsbusiness models

•• ExamplesExamples

ArticulateArticulate

Making the math add upMaking the math add up

Great trends, innovative ideasGreat trends, innovative ideas

Q & A on business modelsQ & A on business models
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What VCs Look For in CompaniesWhat VCs Look For in Companies
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Rate of Return CalculationsRate of Return Calculations
Multiple of Original InvestmentMultiple of Original Investment

YearsYears

11
22
33
44
55
66
77
88
99
1010

2x2x 3x3x 4x4x 5x5x 6x6x 7x7x 8x8x 9x9x 10x10x

100%100% 200%200% 300%300% 400%400% 500%500% 600%600% 700%700% 800%800% 900%900%
41%41% 73%73% 100%100% 124%124% 145%145% 165%165% 183%183% 200%200% 216%216%
26%26% 44%44% 59%59% 71%71% 82%82% 91%91% 100%100% 108%108% 115%115%
19%19% 32%32% 41%41% 50%50% 57%57% 63%63% 68%68% 73%73% 78%78%
15%15% 25%25% 32%32% 38%38% 43%43% 48%48% 52%52% 55%55% 58%58%
12%12% 20%20% 26%26% 31%31% 35%35% 38%38% 41%41% 44%44% 47%47%
10%10% 17%17% 22%22% 26%26% 29%29% 32%32% 35%35% 37%37% 39%39%
9%9% 15%15% 19%19% 22%22% 25%25% 28%28% 30%30% 32%32% 33%33%
8%8% 13%13% 17%17% 20%20% 22%22% 24%24% 26%26% 28%28% 29%29%
7%7% 12%12% 15%15% 17%17% 20%20% 21%21% 23%23% 25%25% 26%26%
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VCs Try to Reduce RiskVCs Try to Reduce Risk
MultiMulti--Dimension SpaceDimension Space

PeoplePeople

CapitalCapital

CompetitionCompetition

Gross returnsGross returns

RisksRisks

TechnologyTechnology

Market sizeMarket size

DomainDomain

Market needMarket need

ProductProduct

Business modelBusiness model

3 Dimension Space3 Dimension Space

“A” players in place or identifiable“A” players in place or identifiable

< $30 million< $30 million

First mover or market leaderFirst mover or market leader

> $40 million to fund> $40 million to fund

Up front and identifiableUp front and identifiable

Proven or provable quicklyProven or provable quickly

Growing/largeGrowing/large

IT, communications, medical subsetsIT, communications, medical subsets

Source:  ONSET Ventures 2004
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Investment FrameworkInvestment Framework

Execution riskExecution risk

Creation riskCreation risk

NeverNever

DangerousDangerous DangerousDangerous

NeverNever

Business modelBusiness model UnknownUnknownKnownKnown

Source:  ONSET Ventures 2004

Lowest riskLowest risk

Pioneering Pioneering 
needneed

MarketMarket

Existing needExisting need

Enabling new Enabling new 
applicationsapplications

Type of Type of 
productproduct

Faster, Faster, 
cheaper, cheaper, 

betterbetter

Highest riskHighest risk
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The Subjective MethodThe Subjective Method
Factors That Influence VCsFactors That Influence VCs

The size of pain solved The size of pain solved 

The solution (composed of both the technology and The solution (composed of both the technology and 
the business model)the business model)

The teamThe team

Probabilities / certainties / due diligenceProbabilities / certainties / due diligence

The financing market The financing market –– lemmingslemmings

“Always drink upstream from the herd”““Always drink upstream from the herd”Always drink upstream from the herd”
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Six Things an Entrepreneur Can do to Six Things an Entrepreneur Can do to 
Increase the OddsIncrease the Odds

Address a big problemAddress a big problem

Secret sauce Secret sauce –– proprietary technology without proprietary technology without 
substitutessubstitutes

Track record of successTrack record of success

Get startedGet started

Glowing customer referencesGlowing customer references

Multiple exit optionsMultiple exit options
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Tour of the U.S. Venture WorldTour of the U.S. Venture World
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Tour of the U.S. Venture WorldTour of the U.S. Venture World

Structure of the venture industryStructure of the venture industry

Current state of the industryCurrent state of the industry

What VCs doWhat VCs do

Detour:  valuationDetour:  valuation

Approaching a VCApproaching a VC

Spruce up the business planSpruce up the business plan
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Structure of the U.S. Venture Structure of the U.S. Venture 
IndustryIndustry

(or All VC Firms are Not the Same)(or All VC Firms are Not the Same)
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Stages of U.S. Venture CapitalStages of U.S. Venture Capital

44.7%44.7% 15.4%15.4% 6.9%6.9%
Average Average 
performance  performance  
(10 yr. IRR)(10 yr. IRR)

$2M$2M $10M$10M $25M$25M $100M$100MTypical Typical 
prepre--moneymoney

$1M$1M $5 $5 -- 8M8M $10 $10 -- 15M15M $15 $15 -- 25M25M
Typical Typical 
round sizeround size

SeedSeed EarlyEarly LateLate MezzanineMezzanine

Source:  Thomson Venture Economics
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Major Industries of U.S. VCMajor Industries of U.S. VC

3%
4%

Computer software*Computer software*

BiotechnologyBiotechnology

Communications*Communications*

Healthcare relatedHealthcare related

Semiconductors and electronicsSemiconductors and electronics
Retailing and media*Retailing and media*
Computer hardware and servicesComputer hardware and services
Business / financialBusiness / financial
Industrial / energyIndustrial / energy

25%

19%

16%

11%

10%
7%

6%

100%

* * Greater than 50% of investments “internet related”Greater than 50% of investments “internet related”
Source:  Thomson Venture Economics
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Geography of U.S. Venture CapitalGeography of U.S. Venture Capital

28%

45%

5%

3%

50%

Source:  Thomson Venture Economics
All other = 14%All other = 14%



CONFIDENTIALCONFIDENTIAL 4646

LABRADOR
VENTURES
LABRADOR
VENTURES

California a Net Importer of VC $California a Net Importer of VC $

Deployed by CA VC firms:  Deployed by CA VC firms:  $6,951M$6,951M

Received by startReceived by start--ups: ups: $9,465M$9,465M

Source:  Thomson Venture Economics
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The Key Equation in Venture CapitalThe Key Equation in Venture Capital

BenchmarkBenchmark
OakOak
Sevin RosenSevin Rosen
USVPUSVP
APAXAPAX
BatteryBattery
SequoiaSequoia
AccelAccel
Mohr Mohr DavidowDavidow
KleinerKleiner PerkinsPerkins

5050

100100

150150

19911991

Dollars Dollars 
per per 
Partner Partner 
(USD MM)(USD MM)

19891989 19991999 2001200119951995 19971997
00

2003200319931993 20052005

Source: Venture One, Company websites, Labrador Ventures analysis
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The Right VC FirmThe Right VC Firm
Focuses on companies that look like my companyFocuses on companies that look like my company

•• Stage (and $ / partner)Stage (and $ / partner)
•• IndustryIndustry
•• GeographyGeography



CONFIDENTIALCONFIDENTIAL 4949

LABRADOR
VENTURES
LABRADOR
VENTURES

Current State of the U.S. Venture Current State of the U.S. Venture 
IndustryIndustry
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The Bubble (and Bust)The Bubble (and Bust)
VC Investments by YearVC Investments by Year

2.2 3.6 3.7 4.2 8 12 15
21

55

106

41

22 19 21

0

30

60

90

120

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

$B$B

Source:  Thomson Venture Economics



CONFIDENTIALCONFIDENTIAL 5252

LABRADOR
VENTURES
LABRADOR
VENTURES

Some VC Market FactsSome VC Market Facts
““In the first half of last year, more money flowed into the In the first half of last year, more money flowed into the 
venture industry than during the prior 13 years combined”venture industry than during the prior 13 years combined”

““In the first quarter of this year, VC investments were 1/3 the lIn the first quarter of this year, VC investments were 1/3 the level evel 
of a year ago”of a year ago”

““The shortfall of capital is occurring across the board, but is The shortfall of capital is occurring across the board, but is 
especially acute in the early stage sector”especially acute in the early stage sector”

““Deal flow is increasing Deal flow is increasing –– much of entrepreneur’s decision to much of entrepreneur’s decision to 
strike out in a new venture is a function of human nature”strike out in a new venture is a function of human nature”

““Venture Capital returns are creeping down, but a new highVenture Capital returns are creeping down, but a new high--return return 
cycle should begin soon”cycle should begin soon”

--Venture EconomicsVenture Economics
July, 1991July, 1991

A cyclical businessA cyclical businessA cyclical business
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Liquidity Cycle in Venture CapitalLiquidity Cycle in Venture Capital

VCVC
investmentsinvestments
in companiesin companies

VCVC
investmentsinvestments
in companiesin companies

CompanyCompany
growthgrowth

LPLP
investmentinvestment

in VCin VC

CompanyCompany
liquidityliquidity
eventsevents
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VC Investments StabilizeVC Investments Stabilize

8.9

9.7

10.6

9.9

8

10

12

1H 2003 2H 2003 1H 2004 2H 2004

U.S. Venture capital deployedU.S. Venture capital deployed
$B$B

Source:  PWC, Thomson Venture Economics, NVCA
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Portfolio Companies Grow as Tech   Portfolio Companies Grow as Tech   
Spending ReboundsSpending Rebounds

50% of capital expenditure (50% of capital expenditure (CapExCapEx) is technology) is technology

CapExCapEx was off 12% in this downturnwas off 12% in this downturn
•• 3x worse than in any other cycle since WWII3x worse than in any other cycle since WWII
•• Hard for portfolio companies to sellHard for portfolio companies to sell

Free cash flow has increased in recent quartersFree cash flow has increased in recent quarters

Ratio of free cash to Ratio of free cash to CapExCapEx is highest in 30 yearsis highest in 30 years

Pent-up demand and cash ready to deployPentPent--up demand and cash ready to deployup demand and cash ready to deploy
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Liquidity:  M&A Market ImprovingLiquidity:  M&A Market Improving

29
38

61

0

25

50

75

2002 2003 2004

$M$M
Average value of ventureAverage value of venture--backed M&Abacked M&A

19971997

Source:  Thomson Venture Economics, NVCA , Venture One



CONFIDENTIALCONFIDENTIAL 5757

LABRADOR
VENTURES
LABRADOR
VENTURES

Liquidity: 2004 IPO Market Best of the DecadeLiquidity: 2004 IPO Market Best of the Decade
(But that’s not saying much)(But that’s not saying much)

38 in registration as of 3/31/0538 in registration as of 3/31/05

56%  of 56%  of IPOsIPOs trading at or above trading at or above 
offer priceoffer price

2004 2004 IPOsIPOs up 9% vs. NASDAQ up 9% vs. NASDAQ 
(10%)(10%)
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VentureVenture--backed IPO statisticsbacked IPO statistics

Source:  Thomson Venture Economics, NVCA , Venture One
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Despite Difficult VC Performance…Despite Difficult VC Performance…

3.2

1.8
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% IRR% IRR

Median VC fund returns by Median VC fund returns by 
vintage yearvintage year
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VC distributionsVC distributions

Sources:  Cambridge Associates 3/31/2004; PWC; Thomson Venture Economics, NVCA
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……Money Flowing Into VCsMoney Flowing Into VCs

17

7
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2H
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$B$B
LP investment in VCLP investment in VC

19971997

VC asset class back in favorVC asset class back in favor
•• Demand exceeding supplyDemand exceeding supply

LPs now worried about access to LPs now worried about access to 
VC fundsVC funds

50% of VC funds raising money 50% of VC funds raising money 
in 2005in 2005

Sources:  VentureOne
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Liquidity Cycle in Venture CapitalLiquidity Cycle in Venture Capital
VC

investments
in companies

• Money being 
deployed

Company
growth

LP
investment

in VC

• Institutional 
investment in 
VC rising

• IT spending 
up

Company
liquidity
events

• M&A, IPO trending 
positive

Party like it’s 1997Party like it’s 1997Party like it’s 1997
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The Right VC FirmThe Right VC Firm
Focuses on companies that look like my companyFocuses on companies that look like my company

•• Stage (and $ / partner)Stage (and $ / partner)
•• IndustryIndustry
•• GeographyGeography

Invests during this financial cycleInvests during this financial cycle
•• Deploying capitalDeploying capital
•• Cash on handCash on hand
•• Not distracted by fundraisingNot distracted by fundraising
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What VCs DoWhat VCs Do
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Many Elements of Venture ActivityMany Elements of Venture Activity

Positioning
•• Low $ / partnerLow $ / partner •• Same investment space as experienceSame investment space as experience

Over 100 Over 100 
significant significant 
coco-- and and 
followfollow--on on 
investorsinvestors

Investment 
partners

Portfolio
mgmt

37 board 37 board 
seatsseats

Experience Experience 
in in 
-- startstart--upsups
-- consultingconsulting

44 exits44 exits

Consistently Consistently 
outout--
performing  performing  
the venture the venture 
businessbusiness

Exits

5,000 business plans / 5,000 business plans / 
yearyear

Deal flow

Proprietary sourcesProprietary sources

VC Referral

Proactive

LP Referral

Knew CEO

Industry Partner

GP Network

0     10      20     30
% of investments

Experience:Experience:

193 193 
investmentsinvestments
in 68in 68
companiescompanies

Structure

7 layer risk 7 layer risk 
assessment:assessment:
-- Dev. / techDev. / tech
-- Mfg.Mfg.
-- CompetitionCompetition
-- MarketingMarketing
-- Business Business 

modelmodel
-- ManagementManagement
-- FinancingFinancing

Analysis
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Investment Process:  Getting to NoInvestment Process:  Getting to No

3,000 3,000 
plansplans

1,000 1,000 
plansplans

5 5 –– 7 7 
investments investments 

annuallyannually

Level 1 filterLevel 1 filter
Level 2 filterLevel 2 filter

500 plans500 plans Level 3 and 4 filterLevel 3 and 4 filter

[Repeat in greater depth][Repeat in greater depth]

EarlyEarly--stagestage

PrePre--revenuerevenue

Within 6 Within 6 
months of months of 
product launchproduct launch

West CoastWest Coast

Accessible Accessible 

Overseeable Overseeable 
(92% CA)(92% CA)

InformationInformation
TechnologyTechnology

Industry Industry 
(Software, (Software, 
Messaging, Messaging, 
Comm./ Comm./ 
networking, networking, 
Applied material Applied material 
science, science, 
Information Information 
services)services)

Aligned Aligned 
managementmanagement

CoachableCoachable
CohesiveCohesive
Relevant skillRelevant skill
“Core”“Core”

DevelopedDeveloped
technologytechnology

Proof of conceptProof of concept

Growth marketGrowth market

Can support $100M Can support $100M 
new entrantnew entrant

Competitively Competitively 
advantagedadvantaged

11stst, 2, 2ndnd, or 3, or 3rdrd

entrantentrant

Better, faster, Better, faster, 
cheaper or breakcheaper or break
throughthrough

Efficient mfg/opsEfficient mfg/ops

Cost effectiveCost effective

DisciplinedDisciplined
financingfinancing

CoCo--investorinvestor
In bad scenarioIn bad scenario
we can   we can   
supportsupport

Metrics Metrics 
achievedachieved
with cashwith cash

Sustainable modelSustainable model
High gross margins High gross margins 
(50(50--60%)60%)
Return 10x in 5 yrsReturn 10x in 5 yrs
IPO or sale possibleIPO or sale possible
Not cash intensiveNot cash intensive

“Different Box”“Different Box”
Unique, but Unique, but 
achievableachievable



Due Diligence Process is Long and Complex
But not always rigorous or logical

Due Diligence Process is Long and ComplexDue Diligence Process is Long and Complex
But not always rigorous or logicalBut not always rigorous or logical

Read plan and Read plan and 
Assess Assess 

(Level 1 (Level 1 –– 2 filter)2 filter)
1 partner1 partner

Meet w/ mgmtMeet w/ mgmt
(Level 3 filter)(Level 3 filter)
11--3 partners3 partners

Investment Investment 
MeetingMeeting

3 partners3 partners

FinalFinal
Investment Investment 

MeetingMeeting
3 partners3 partners

Core Due Diligence  Core Due Diligence  -- 1 lead partner  (Level 4 filter)1 lead partner  (Level 4 filter)

Notify Notify 
EntrepreneurEntrepreneur

NoNoPlan Plan 
entered entered 
into deal into deal 
loglog

ResultsResults

YesYes

YesYes

((risks risks 
identifiedidentified))

Unanimous YesUnanimous Yes
((risks mitigated and risks mitigated and 

accepted)accepted)

Deal negotiation,Deal negotiation,
structuring,structuring,

and long term and long term 
relationshiprelationship

•• Meet subsequentlyMeet subsequently
•• Call referencesCall references
•• Perform technical due diligencePerform technical due diligence

•• Build financial modelBuild financial model
•• Interview customers and Interview customers and 

competitorscompetitors

•• Syndicate investorsSyndicate investors
•• Analyze exitAnalyze exit
•• Propose deal structure Propose deal structure 

YesYes UpdatesUpdates

Notify Notify 
EntrepreneurEntrepreneur

NoNo

Notify Notify 
EntrepreneurEntrepreneur

NoNo

Notify Notify 
EntrepreneurEntrepreneur

NoNo
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Portfolio Company Efforts By VCsPortfolio Company Efforts By VCs

Strategic adviceStrategic advice

Oversight and / or pressure and / or moral supportOversight and / or pressure and / or moral support

Battle scars from situations and stage of Battle scars from situations and stage of 
developmentdevelopment

Contacts and introductions to customers, partners, Contacts and introductions to customers, partners, 
employeesemployees

VC Maxim:  The best companies require the least workVC Maxim:  The best companies require the least workVC Maxim:  The best companies require the least work
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FundraisingFundraising
The big pools of capitalThe big pools of capital

•• Endowments / foundationsEndowments / foundations
•• Retirement fundsRetirement funds
•• FundsFunds--ofof--fundsfunds

For young funds, many meetings over 12 monthsFor young funds, many meetings over 12 months

For established funds, many meetings over 3 monthsFor established funds, many meetings over 3 months

Process similar to startProcess similar to start--up fund raisingup fund raising
•• Write pitchWrite pitch
•• Get introductionsGet introductions
•• MeetMeet
•• Submit to extensive due diligenceSubmit to extensive due diligence

Environment changes over timeEnvironment changes over time
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Day in the Life of a VCDay in the Life of a VC
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Day in the Life of a VCDay in the Life of a VC
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Time FragmentationTime Fragmentation
Time allocation by seniority levelTime allocation by seniority level

20%

20%

10%

10%

20%

20%

101%

50%

25%

12.5%

100%

Partnership adminPartnership admin

Meet people / source Meet people / source 
investmentsinvestments

Work with portfolioWork with portfolio

Evaluate opportunitiesEvaluate opportunities

Partnership adminPartnership admin

Engage Engage L.P.sL.P.s

Evaluate opportunitiesEvaluate opportunities

Source investmentsSource investments

Work with portfolioWork with portfolio

Meet peopleMeet people

Write presentation for Write presentation for 
today (1%)today (1%)

12.5%

Junior Venture Junior Venture 
Capitalist

Senior Venture Senior Venture 
CapitalistCapitalist Capitalist

Source:  Labrador time study
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Time Fragmentation (2)Time Fragmentation (2)
Time sliceTime slice ActivityActivity WhoWho

Breakfast, lunch, dinner, golf, Breakfast, lunch, dinner, golf, 
bicycling, gobicycling, go--karting

Referrals, future entrepreneurs, Referrals, future entrepreneurs, 
vendors, those with longvendors, those with long--term term 
rather than immediate impact

Meet peopleMeet people
karting

rather than immediate impact

Board meetings, calls, emails, Board meetings, calls, emails, 
hiring discussions, partner / hiring discussions, partner / 
customer introductions

CEO, VPs, lawyers, customers, CEO, VPs, lawyers, customers, 
General Partners, candidates.  General Partners, candidates.  
Immediate impact

Work with portfolioWork with portfolio

customer introductions Immediate impact

Meetings and recreationMeetings and recreationSource investmentsSource investments Same as “meet people”Same as “meet people”

Due diligence calls, interviews, Due diligence calls, interviews, 
company meetings, General company meetings, General 
Partner meetings

Entrepreneurs, General Entrepreneurs, General 
Partners

Evaluate investmentsEvaluate investments
Partners

Partner meetings

Meetings, PR, marketing, Meetings, PR, marketing, 
communicationscommunications

Limited Partners, General Limited Partners, General 
Partners

Engage Limited PartnersEngage Limited Partners
Partners

Admin meetings, General Admin meetings, General 
Partner meetings

Admin, General Partners, Admin, General Partners, 
vendors

Admin in partnershipAdmin in partnership
Partner meetings vendors
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Time/meeting priorityTime/meeting priority

Financial Financial 
impactimpact

Immediacy of returnImmediacy of return

RelationshipsRelationships CompaniesCompanies TransactionsTransactions
HighHigh

LowLow

Limited partner networkingLimited partner networking portfolio employeesportfolio employees

Portfolio affiliatesPortfolio affiliates

•• Lawyers, headhunters, Lawyers, headhunters, 
new hires, customers, biz new hires, customers, biz 
partnerspartners

GP FundraisingGP Fundraising

Portfolio investments and Portfolio investments and 
exitsexits The “big stuff”The “big stuff”

Deal flow networkingDeal flow networking

•• VCs, EntrepreneursVCs, Entrepreneurs

•• Lawyers, press, Lawyers, press, 
headhunters, otherheadhunters, other

•• Conferences, mixersConferences, mixers

•• Phone callsPhone calls

Board meetingsBoard meetings

New companies New companies –– meet and meet and 
due diligencedue diligence

Portfolio fundraisingPortfolio fundraising

•• Introductions, transactionIntroductions, transaction

VC “blocking and VC “blocking and 
tackling”tackling”

General networkingGeneral networking

•• Article writing, Article writing, bloggingblogging

EmailEmail

Voicemail/phone callsVoicemail/phone calls

Deal flow reviewDeal flow review

Industry research, position Industry research, position 
paperspapers

Office processes, billsOffice processes, bills

Details, detailsDetails, details

HighHighLowLow
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The Right VC FirmThe Right VC Firm
Focuses on companies that look like my companyFocuses on companies that look like my company

•• Stage (and $ / partner)Stage (and $ / partner)
•• IndustryIndustry
•• GeographyGeography

Invests during this financial cycleInvests during this financial cycle
•• Deploying capitalDeploying capital
•• Cash on handCash on hand
•• Not distracted by fundraisingNot distracted by fundraising

Knows me or the company personallyKnows me or the company personally
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What VCs Look For in CompaniesWhat VCs Look For in Companies
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VCs Try to Reduce RiskVCs Try to Reduce Risk
MultiMulti--Dimension SpaceDimension Space

PeoplePeople

CapitalCapital

CompetitionCompetition

Gross returnsGross returns

RisksRisks

TechnologyTechnology

Market sizeMarket size

DomainDomain

Market needMarket need

ProductProduct

Business modelBusiness model

3 Dimension Space3 Dimension Space

“A” players in place or identifiable“A” players in place or identifiable

< $30 million< $30 million

First mover or market leaderFirst mover or market leader

> $40 million to fund> $40 million to fund

Up front and identifiableUp front and identifiable

Proven or provable quicklyProven or provable quickly

Growing/largeGrowing/large

IT, communications, medical subsetsIT, communications, medical subsets

Source:  ONSET Ventures 2004
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Investment FrameworkInvestment Framework

Execution riskExecution risk

Creation riskCreation risk

NeverNever

DangerousDangerous DangerousDangerous

NeverNever

Business modelBusiness model UnknownUnknownKnownKnown

Source:  ONSET Ventures 2004

Lowest riskLowest risk

Pioneering Pioneering 
needneed

MarketMarket

Existing needExisting need

Enabling new Enabling new 
applicationsapplications

Type of Type of 
productproduct

Faster, Faster, 
cheaper, cheaper, 

betterbetter

Highest riskHighest risk
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The Subjective MethodThe Subjective Method
Factors That Influence VCsFactors That Influence VCs

The size of pain solved The size of pain solved 

The solution (composed of both the technology and The solution (composed of both the technology and 
the business model)the business model)

The teamThe team

Probabilities / certainties / due diligenceProbabilities / certainties / due diligence

The financing market The financing market –– lemmingslemmings

“Always drink upstream from the herd”““Always drink upstream from the herd”Always drink upstream from the herd”
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Six Things an Entrepreneur and Attorneys Six Things an Entrepreneur and Attorneys 
Can do to Increase the OddsCan do to Increase the Odds

Address a big problemAddress a big problem

Secret sauce Secret sauce –– proprietary technology without proprietary technology without 
substitutessubstitutes

Track record of successTrack record of success

Get startedGet started

Glowing customer referencesGlowing customer references

Multiple exit optionsMultiple exit options



CONFIDENTIALCONFIDENTIAL 7979

LABRADOR
VENTURES
LABRADOR
VENTURES

The Right VC FirmThe Right VC Firm
Focuses on companies that look like meFocuses on companies that look like me

•• Stage (and $ / partner)Stage (and $ / partner)
•• IndustryIndustry
•• GeographyGeography

Invests during this financial cycleInvests during this financial cycle
•• Deploying capitalDeploying capital
•• Cash on handCash on hand
•• Not distracted by fundraisingNot distracted by fundraising

Knows me or the company personallyKnows me or the company personally

Seeks the strengths and historically accepts the Seeks the strengths and historically accepts the 
weaknesses of companies like mineweaknesses of companies like mine
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Example Investment Themes Example Investment Themes 
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Applied Material ScienceApplied Material Science

Focusing on “applied” not “science”Focusing on “applied” not “science”
Breaking performance limits of existing Breaking performance limits of existing 
applied materialsapplied materials

Themes:Themes:

Creates extreme competitive advantageCreates extreme competitive advantage

Examples:  Eoplex, IMIExamples:  Examples:  EoplexEoplex, IMI, IMI
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Shift to Mobile and WirelessShift to Mobile and Wireless

Growth of cell phone subscribersGrowth of cell phone subscribers Growth of Growth of WiFiWiFi hotspotshotspots

8% 11% 15% 18% 21% 24%
28%

32%

1999 2000 2001 2002 2003 2004 2005 2006

% of% of
worldworld

populationpopulation

# of hot # of hot 
spotsspots

200
2,000

12,000

2001 2002 2003

Tipping point is nowTipping point is now

•• Interconnecting different systemsInterconnecting different systems
•• Managing multiple access devicesManaging multiple access devices
•• Providing new applicationsProviding new applications

Themes:Themes:

Examples:  Akira, Traverse NetworksExamples:  Akira, Traverse NetworksExamples:  Akira, Traverse Networks
Source:  Force 9, Telecom Industry Association
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Creating Information From DataCreating Information From Data

19001900 20042004

TB TB 
of of 

DataData ““More information will be More information will be 
created in the next two years created in the next two years 
than in all of human history.” than in all of human history.” 
(24B Gigabytes)(24B Gigabytes)

-- UC Berkeley School of Information UC Berkeley School of Information 
and Management Systemsand Management Systems

Data manipulation / storage challenges continue Data manipulation / storage challenges continue 

•• Finding data and making it informationFinding data and making it information
•• Customizing (technology as editor) Customizing (technology as editor) 
•• Securing your identitySecuring your identity

Themes:Themes:

Example:  Savage BeastExample:  Savage BeastExample:  Savage Beast
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The Right VC FirmThe Right VC Firm
Focuses on companies that look like mineFocuses on companies that look like mine

•• Stage (and $ / partner)Stage (and $ / partner)
•• IndustryIndustry
•• GeographyGeography

Invests during this financial cycleInvests during this financial cycle
•• Deploying capitalDeploying capital
•• Cash on handCash on hand
•• Not distracted by fundraisingNot distracted by fundraising

Knows me or the company personallyKnows me or the company personally

Seeks the strengths and historically accepts the Seeks the strengths and historically accepts the 
weaknesses of companies like mineweaknesses of companies like mine
Understands the industry of my companyUnderstands the industry of my company
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The Right VC FirmThe Right VC Firm
Focuses on companies that look like mineFocuses on companies that look like mine

•• Stage (and $ / partner)Stage (and $ / partner)
•• IndustryIndustry
•• GeographyGeography

Invests during this financial cycleInvests during this financial cycle
•• Deploying capitalDeploying capital
•• Cash on handCash on hand
•• Not distracted by fundraisingNot distracted by fundraising

Knows me or the company personallyKnows me or the company personally

Seeks the strengths and historically accepts the Seeks the strengths and historically accepts the 
weaknesses of companies like mineweaknesses of companies like mine
Understands the industry of my companyUnderstands the industry of my company
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Detour:  ValuationDetour:  Valuation
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Some Complex Valuation MathSome Complex Valuation Math

PostPost--money = premoney = pre--money + investment (money)money + investment (money)
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Valuation Valuation –– The Black ArtThe Black Art

Method 1:  The “Real Estate” methodMethod 1:  The “Real Estate” method
•• A house down the street sold for $2M, and we’re better!A house down the street sold for $2M, and we’re better!

Method 2:  Everything is a nail when you’ve got a hammerMethod 2:  Everything is a nail when you’ve got a hammer
•• Our average preOur average pre--money paid is $4.5M, and so are youmoney paid is $4.5M, and so are you

Method 3:  Comp analysisMethod 3:  Comp analysis
•• Oracle’s valuation is 10x revenue, so is oursOracle’s valuation is 10x revenue, so is ours

Method 4:  Probability assessmentMethod 4:  Probability assessment
Exit valuesExit values

$300M$300M
$20 M$20 M
$0$0

ProbabilitiesProbabilities
3%3%

20%20%
77%77%

ValuationValuation
$13M$13M
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Deal Terms Deal Terms -- Ways of Bridging Differences    Ways of Bridging Differences    
in Valuation Expectationsin Valuation Expectations

TranchingTranching

Liquidation preferenceLiquidation preference

ParticipationParticipation

Warrant coverageWarrant coverage

Option poolOption pool
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Negotiating a ValuationNegotiating a Valuation

Relationship of trust and respectRelationship of trust and respect

Something that works for future financingsSomething that works for future financings

Maximize long term valueMaximize long term value

Get the deal doneGet the deal done
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Improving Your Company:Improving Your Company:
Spruce up the business plan and pitchSpruce up the business plan and pitch
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Business Plan ElementsBusiness Plan Elements

Executive SummaryExecutive Summary First paragraphFirst paragraph
The restThe rest

MarketMarket SizeSize
PainPain

Product/TechnologyProduct/Technology How it worksHow it works
How it solves painHow it solves pain
Why it is uniqueWhy it is unique

CompetitionCompetition Why you are betterWhy you are better

ManagementManagement Why you are qualifiedWhy you are qualified

Sales PlanSales Plan How you will sell, also known as “Business Model”How you will sell, also known as “Business Model”

FinancialsFinancials Revenue plan & rampRevenue plan & ramp
CostsCosts
SensitivitiesSensitivities
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A First ParagraphA First Paragraph

Executive SummaryExecutive Summary

Business Plan V. 1, September Business Plan V. 1, September 
20022002

The CompanyThe Company:  Castle:  Castle™™ Software, a Delaware Software, a Delaware ““CC”” corporation, has corporation, has 
headquarters in New York, NY.  Formed in June, 2001, Castle is pheadquarters in New York, NY.  Formed in June, 2001, Castle is proud to roud to 
unveil a revolutionary object networking platform.  Over the pasunveil a revolutionary object networking platform.  Over the past six t six 
months the company has invested over $100,000 in filing for patemonths the company has invested over $100,000 in filing for patent nt 
protection for its six software inventions.  Castle is seeking $protection for its six software inventions.  Castle is seeking $500,000 to 500,000 to 
bridge the gap from a development stage company to a software libridge the gap from a development stage company to a software licensing censing 
company.  This investment will provide Castle with financial rescompany.  This investment will provide Castle with financial resources to ources to 
implement a selfimplement a self--sustaining business strategysustaining business strategy
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Bad Executive Summary (1)Bad Executive Summary (1)
HILL ENTERTAINMENTHILL ENTERTAINMENT

Have you ever invested in a Full Service Media & Entertainment RHave you ever invested in a Full Service Media & Entertainment Record Label Company, that ecord Label Company, that 
includes the internet & information technology? Most investorsincludes the internet & information technology? Most investors in the media and entertainment in the media and entertainment 
industry will say, never thought about it, but it is certainly aindustry will say, never thought about it, but it is certainly a profitableprofitable idea!! AN Eidea!! AN E--RECORD RECORD 
LABEL!!!!LABEL!!!!

Yes, investing in Hill Entertainment is going to be a Yes, investing in Hill Entertainment is going to be a profitable ideaprofitable idea. Why?. Why?

Hill Entertainment LLC is established to become a full service mHill Entertainment LLC is established to become a full service media & entertainment company & edia & entertainment company & 
record label. It will provide media & entertainment services as record label. It will provide media & entertainment services as well as internet & information well as internet & information 
technology services to its clients. technology services to its clients. 

Has it implemented any of these services? YESHas it implemented any of these services? YES

It already has a studio/club located in Baltimore where artists It already has a studio/club located in Baltimore where artists can come to make their music and can come to make their music and 
perform. It has built strong strategic partnerships with local cperform. It has built strong strategic partnerships with local companies in Chicago to provide other ompanies in Chicago to provide other 
services for it clients. services for it clients. 

What technology the company plans to use?What technology the company plans to use?
•• Live real audio broadcastingLive real audio broadcasting
•• Digital video productionDigital video production
•• Software design (DVD, CD Software design (DVD, CD romsroms))
•• EE--commercecommerce
•• “Napster” technology“Napster” technology
•• Web developmentWeb development
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Excellent Executive Summary (1)Excellent Executive Summary (1)
JPE is a hybrid JPE is a hybrid -- US/India contract animation studio that will leverage US/India contract animation studio that will leverage 
skilled labor in India to produce topskilled labor in India to produce top--tier animation products and services tier animation products and services 
for the TV and Games entertainment industry in the United Statesfor the TV and Games entertainment industry in the United States. . 
Customers will benefit greatly by saving direct labor costs, whiCustomers will benefit greatly by saving direct labor costs, while le 
maintaining topmaintaining top--tier international quality standards, increasing capacity, tier international quality standards, increasing capacity, 
and getting works of authorship to market faster. As JPE will soand getting works of authorship to market faster. As JPE will solely be a lely be a 
contract animation studio, it will not be a competitor to produccontract animation studio, it will not be a competitor to producers and ers and 
distributors of 3D original content.distributors of 3D original content.

The global animation market is $25B and is expected to grow 11% The global animation market is $25B and is expected to grow 11% 
annually through 2007. The most important trend in the animationannually through 2007. The most important trend in the animation
industry is the shift towards 3D animation. The North American 3industry is the shift towards 3D animation. The North American 3D D 
animation industry has not been able to capture potential cost sanimation industry has not been able to capture potential cost savings avings 
leveraging global talent largely because the cultural, communicaleveraging global talent largely because the cultural, communication, tion, 
technology, and quality concerns shared by studio producers, dirtechnology, and quality concerns shared by studio producers, directors, ectors, 
and executives.and executives.

This has created a tremendous opportunity for JPE. By bringing This has created a tremendous opportunity for JPE. By bringing 
American and Indian talent under one company, JPE can transfer tAmerican and Indian talent under one company, JPE can transfer the he 
American quality standards needed for 3D animation to its IndianAmerican quality standards needed for 3D animation to its Indian talent talent 
without sacrificing cultural identification with North American without sacrificing cultural identification with North American markets. markets. 
This combination of high quality, lower cost, will resonate withThis combination of high quality, lower cost, will resonate with American American 
entertainment clientele. Clay Pixel Studios will target the gamientertainment clientele. Clay Pixel Studios will target the gaming ng 
segment, followed closely by the television segment.segment, followed closely by the television segment.

SummarySummary

MarketMarket

AdvantageAdvantage
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Excellent Executive Summary (2)Excellent Executive Summary (2)
JPE has built a management team that reflects the need to bring JPE has built a management team that reflects the need to bring 
together entertainment, operational, and technological global together entertainment, operational, and technological global 
expertise. Entertainment expertise is required to understand theexpertise. Entertainment expertise is required to understand the
quality needs of potential clients as well as deliver superior quality needs of potential clients as well as deliver superior 
customer service. Operational proficiency is important in order customer service. Operational proficiency is important in order 
to orchestrate the execution of high project volumes across to orchestrate the execution of high project volumes across 
multiple global locations. Finally, technological capabilities amultiple global locations. Finally, technological capabilities are re 
critical operationally as well as in maintaining marketcritical operationally as well as in maintaining market--leading leading 
services.services.

JPE seeks $1.1MM in a seed round investment. This investment JPE seeks $1.1MM in a seed round investment. This investment 
will be used to create a demo animated short, which will serve will be used to create a demo animated short, which will serve 
as the JPE calling card to potential clients. In addition, JPE was the JPE calling card to potential clients. In addition, JPE will ill 
build a small infrastructure in India and the US. After the build a small infrastructure in India and the US. After the 
animated short has been developed and initial client work has animated short has been developed and initial client work has 
been sold, JPE will need another round of investment totaling been sold, JPE will need another round of investment totaling 
approximately $10MM. This will be used to significantly build ouapproximately $10MM. This will be used to significantly build out t 
the infrastructure required to serve our clients. Over the coursthe infrastructure required to serve our clients. Over the course e 
of the next five years, we expect that the investments outlined,of the next five years, we expect that the investments outlined,
will generate a  return on investment of 38%,  with JPE turning will generate a  return on investment of 38%,  with JPE turning 
cash flow positive in 2005. The total expected profits for the cash flow positive in 2005. The total expected profits for the 
period 2003period 2003--2007 are $6.4MM on a revenue base of 2007 are $6.4MM on a revenue base of 
approximately $200MM.approximately $200MM.

ManagementManagement

Funding/ Funding/ 
FinancesFinances
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Excellent Executive Summary (3)Excellent Executive Summary (3)

In addition, JPE will escalate revenues, profits, and In addition, JPE will escalate revenues, profits, and 
sustainable competitive advantage significantly through an sustainable competitive advantage significantly through an 
aggressive intellectual property strategy that is defined in aggressive intellectual property strategy that is defined in 
this plan. This includes (1) Royalty Residual Participation this plan. This includes (1) Royalty Residual Participation 
(2) Intangible Model Licensing (3) 3D Library Rental (2) Intangible Model Licensing (3) 3D Library Rental 
discount (4) Copyright ownership participation. In no discount (4) Copyright ownership participation. In no 
scenario will JPE take IP participation that would scenario will JPE take IP participation that would 
potentially bias it in the eyes of other studios with whom potentially bias it in the eyes of other studios with whom 
JPE may in the future enter into sales contract.JPE may in the future enter into sales contract.

Business Business 
ModelModel
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Bad FormattingBad Formatting
Investor info.Investor info.

My partner Tim Williams and IMy partner Tim Williams and I are ready to launchare ready to launch a world wide onlinea world wide online business ,business , the product is the product is 
service driven and completely intangibleservice driven and completely intangible ,, there is no other business in the world like it ,there is no other business in the world like it , our our 
business model is water tight and has been intentionallybusiness model is water tight and has been intentionally engineered to acquire market share engineered to acquire market share 
ofof two multi billion dollartwo multi billion dollar sectorssectors inin short order . Itshort order . It requires startup capital beyondrequires startup capital beyond our personal our personal 
resources. A maximum ofresources. A maximum of 30 investors will be allowed to buy into this new30 investors will be allowed to buy into this new unique venture. If unique venture. If 
you're a serious investor, who's able and willing to investyou're a serious investor, who's able and willing to invest a minimum ofa minimum of $50,000.00 , $50,000.00 , 
contactcontact us us by eby e--mail with a request for more information  [subjectmail with a request for more information  [subject "" DATEMLM investmentDATEMLM investment info info 
"]. Please include your name, mailing address,"]. Please include your name, mailing address, age, occupation , verifiable income for the past age, occupation , verifiable income for the past 
three years ,three years , verifiable net worth ,verifiable net worth , phone # , best time to call you. phone # , best time to call you. 

We will also welcome one investor that can invest the whole 1.5 We will also welcome one investor that can invest the whole 1.5 M.M.

We do not want to hear from you if:We do not want to hear from you if:
a) You're merely curiousa) You're merely curious

b) you have less than $50,000.00 available for investment b) you have less than $50,000.00 available for investment 

c) You don't understand or believe in the potential or the concec) You don't understand or believe in the potential or the concept of a multipt of a multi--level marketing approach level marketing approach 

d) You think the internet is a fad and the dot d) You think the internet is a fad and the dot com’scom’s will never come backwill never come back

We areWe are looking for people who want to be part owners of this unique onllooking for people who want to be part owners of this unique online business, in addition ine business, in addition 
to ownership ,to ownership , you'll also have the option toyou'll also have the option to receive areceive a top distributortop distributor position in the co. ,position in the co. , this this 
alonealone can produce upcan produce up--to $174,000.00to $174,000.00 annual income.annual income.

This is serious aThis is serious a business, do not callbusiness, do not call usus to waste our time please.to waste our time please.
Thank you.Thank you.
Carmine Carmine PuleoPuleo 305305--527527--80858085
Carmine@datemlm.comCarmine@datemlm.com
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Bad CompetitionBad Competition

Project summary of company.comProject summary of company.com

Competitors:Competitors:

As we are the pioneer of this concept of As we are the pioneer of this concept of 
advertisement.  As of today we absolutely have advertisement.  As of today we absolutely have NO NO 
COMPETITOR.COMPETITOR.
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Good CompetitionGood Competition

Features of outsourced solution providers A B C D E F G H I

Remote 24x7 Server Monitoring 
Remote Control Server Management
Remote Control Desktop Management
Customer Provided Firewall
Security Penetration Testing
Security Monitoring
Remote 24x7 Security Monitoring
Remote Virus Update Service
Remote Backup Service
Remote Software Update Service
On-Site Service
Call-In Helpdesk Support (Trouble Ticket)
Call-In Helpdesk Support (Application Support)
Telecommunications and other Hardware Management
Secure Connection Services
Web and Email Hosting Service
Web Application Design and Architecture
Network Infrastructure build-out
Network Infrastructure Assessment
Network Design and Architecture

Us Competitors
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Good CompetitionGood Competition

OUR OUR 
COMPANYCOMPANYMercury Mercury 

InteractiveInteractive

Net.comNet.com
Network Network 
AssociatesAssociates

McAfeeMcAfee

HPHP

AT&TAT&T

IBMIBM

Broad solutionsBroad solutions

Narrow solutionsNarrow solutions

Static solutionsStatic solutions Dynamic solutionsDynamic solutions
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Financial ThoughtsFinancial Thoughts

Cash flow breakevenCash flow breakeven

Lifetime value of customerLifetime value of customer

BottomBottom--up revenue analysisup revenue analysis

SensitivitySensitivity

$50 $50 -- $100M revenue in 5 years$100M revenue in 5 years

Cost versus alternativesCost versus alternatives
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Contacting a VC Firm Contacting a VC Firm –– Bad Bad 
----------Original MessageOriginal Message----------
From:  Lindsay York [mailto: lindsay_y@company3.com]From:  Lindsay York [mailto: lindsay_y@company3.com]
Sent: Thursday, August 22, 2002 5:44 PMSent: Thursday, August 22, 2002 5:44 PM
To: BusinessPlans@labrador.comTo: BusinessPlans@labrador.com
Subject: Please review this email closelySubject: Please review this email closely

Dear Sirs:Dear Sirs:

I am sure you are pitched different ideas almost everyday.  I haI am sure you are pitched different ideas almost everyday.  I have a business plan that  will make ve a business plan that  will make 
millions  but will not send it to anyone  without a nonmillions  but will not send it to anyone  without a non--disclosure signed to protect it. disclosure signed to protect it. 

We are currently looking for $150,000 to get the project off theWe are currently looking for $150,000 to get the project off the ground.  This will equal 40% of the ground.  This will equal 40% of the 
new company stock shares.new company stock shares.

I am the owner and founder of I am the owner and founder of www.company3.comwww.company3.com and the project is built around this business but and the project is built around this business but 
from a different angle and marketing on television.  I have beenfrom a different angle and marketing on television.  I have been featured on national television, featured on national television, 
newspapers, and radio shows.  See this link:  http://www.companynewspapers, and radio shows.  See this link:  http://www.company3.com/in_news.php3.com/in_news.php

Our competition is making $4,000,000/net per month and we have aOur competition is making $4,000,000/net per month and we have a concept that will dethrone them.concept that will dethrone them.

Please call or email me and let’s talk.  It will not be a waste Please call or email me and let’s talk.  It will not be a waste of your time.  of your time.  

Thanks,Thanks,
Lindsay YorkLindsay York
President Company 3President Company 3
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Contacting a VC Firm Contacting a VC Firm –– Worse Worse 

----------Original MessageOriginal Message----------
From: Person A [mailto: person_a@company1.com]From: Person A [mailto: person_a@company1.com]
Sent: Monday, September 09, 2002 12:53 AMSent: Monday, September 09, 2002 12:53 AM
To: businessplans@labrador.comTo: businessplans@labrador.com
Subject: For your collective interestSubject: For your collective interest
Importance: HighImportance: High



CONFIDENTIALCONFIDENTIAL 106106

LABRADOR
VENTURES
LABRADOR
VENTURES

Contacting a VC Firm Contacting a VC Firm –– Great Great 
----------Original MessageOriginal Message----------
From: Warren Jones [From: Warren Jones [mailto:Warren@jfd.commailto:Warren@jfd.com]]
Sent: Tuesday, August 13, 2002 1:32 PMSent: Tuesday, August 13, 2002 1:32 PM
To: Sean Foote (ETo: Sean Foote (E--mail)mail)
Subject: ABC Co.Subject: ABC Co.

Sean: Sean: 

It was nice catching up with you the other day.It was nice catching up with you the other day. I believe that we spoke about ABC Co. I believe that we spoke about ABC Co. 
during our lunch.during our lunch. Their initial market is fabricating LCD displays (yielding robuTheir initial market is fabricating LCD displays (yielding robust, light st, light 
weight, low cost displays).weight, low cost displays). They're in the market for another $8They're in the market for another $8--10M to expand their 10M to expand their 
runway from "runway from "cashoutcashout" (assuming 0 revenue) in Dec. 2003 to mid 2005." (assuming 0 revenue) in Dec. 2003 to mid 2005. This cushion This cushion 
will allow more than enough time for them to move their 40will allow more than enough time for them to move their 40--odd partner conversations odd partner conversations 
from conversation to revenue.from conversation to revenue. From a timeline perspective, they will have samples out From a timeline perspective, they will have samples out 
to their customer prospects by the end of the year and contractsto their customer prospects by the end of the year and contracts should start rolling in should start rolling in 
by midby mid--year.year. They already have a handful of They already have a handful of JDAsJDAs in place for expanding the process in place for expanding the process 
from a batch process to a rollfrom a batch process to a roll--toto--roll process.roll process. I would be happy to introduce you to I would be happy to introduce you to 
ABC Co.’s CEO, if you would like to dig in some more.ABC Co.’s CEO, if you would like to dig in some more.

I have attached a oneI have attached a one--pager that has a bit more information on the company.pager that has a bit more information on the company. What What 
might not come through in the onemight not come through in the one--pager is the quality of the team.pager is the quality of the team. They are truly They are truly 
outstanding.outstanding. The CEO spent fourteen years at MNO Telecommunications where heThe CEO spent fourteen years at MNO Telecommunications where he
was being groomed to be President.was being groomed to be President. The VP Sales has terrific experience and is a GSB The VP Sales has terrific experience and is a GSB 
grad.grad. The founders are from Michigan's Engineering Economic Systems pThe founders are from Michigan's Engineering Economic Systems program.rogram.

Warren Warren 
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The PitchThe Pitch

Provide Answers:Provide Answers:

Be yourselfBe yourself

Be openBe open

Be flexibleBe flexible

Answer questions clearly

What you doWhat you do
Why it matters (pain)Why it matters (pain)
Why you do it betterWhy you do it better
Who you areWho you are
How big does it get (for you and me)  How big does it get (for you and me)  

Answer questions clearly



CONFIDENTIALCONFIDENTIAL 108108

LABRADOR
VENTURES
LABRADOR
VENTURES

Tour of the U.S. Venture WorldTour of the U.S. Venture World


