Strong Management Team Needed for VC 

                        Obtaining venture capital used to be as easy

                        as one, two, three. One: Come up with a good business idea.

                        Two: Throw together a convincing business plan. Three: Make

                        a few well-placed phone calls to the money people. 

                        But recent stock-market shakeout is making the money people

                        a little more judicious about where they sink their cash. When

                        tech-stock valuations tanked, it left legions of venture-backed

                        companies with stock prices in single digits and many

                        dot-coms out of business altogether. 

                        The money well didn't dry up, though. Far from it.

                        Pricewaterhousecoopers's recent Money Tree survey reports

                        that venture-backed investments in the second quarter of 2000

                        hit a record $19.58 billion, exceeding the previous record of

                        $17.14 billion in the first quarter of 2000. 

                        So what steps should an entrepreneur take today to get a

                        chunk of that change? The pros say one of the smartest moves

                        is to start building an impressive management team. 

                        Gray Hairs Wanted

                        When deciding which companies to invest in, venture

                        capitalists look at three elements, says William Mayfield,

                        Center for Entrepreneurial Studies director at Washington and

                        Jefferson College in Washington, Pa.: the strength of the

                        management team; depth and breadth of the market; and

                        innovation and competitive advantage. 

                        That team is the most important, Mayfield says. Reducing risk

                        is every investor's goal, and a battle-tested crew can do just

                        that, he says. "If you have an inexperienced team in place, the

                        VC will probably ask how you feel about adding some 'gray

                        hairs' to it. If you like your current team and opt not to add the

                        experienced pros, you probably won't get any money." 

                        The pro-gray hair approach was second nature to Jeff Feldman,

                        CEO of Everest Broadband Networks of Fort Lee, N.J., an

                        application aggregator for broadband and Internet services. A

                        former venture capitalist himself, Feldman once dispersed

                        funds to promising startups. So when he needed seed money

                        to start his own firm, he knew what investors wanted. 

                        Feldman was aggressive about finding top-level individuals,

                        then pursuing them until they agreed to join his startup. He

                        calls it the "attack and conquer" approach. For example, he

                        hooked a chief technology officer from the data solutions group

                        at Bell Atlantic, who subsequently brought other key figures

                        with him to form a team with a deep knowledge of the field. 

                        Those people were already making good money, Feldman

                        says, but the salary and equity package he offered sealed the

                        deal. "Also, these people had worked together before, so

                        joining my startup gave them the opportunity to work as a team

                        again," he says. "That was a key driver because there's a spirit

                        and a level of cohesion here that you rarely find in a startup." 

                        Feldman's strategy worked. Everest Broadband, founded in

                        1999, received a $20 million venture capital infusion earlier this

                        year and now has 160 employees. 

                        Hunting Them Down

                        As with any potentially strategic team member — be it an

                        investor, advisor, executive candidate or board member —

                        Craig Fryar, VP of business development for Seedstage.com in

                        Austin, Texas, says it's always best to be introduced by a

                        trusted third party, not by a gesture as casual as a cold call.

"The exception might be if your company has established a

                        positive reputation in the market and is likely to be known by

                        those being recruited," says Fryar, whose company helps

                        Texas startups obtain seed and venture capital. "In short, you

                        want to avoid the embarrassment of not being able to get past

                        potential 'screens' that many key execs have these days, or

                        worse yet, receiving a uninformed 'waive off' or simply being

                        ignored." 

                        But Fryar warns that a common fallacy in recruiting executives

                        is hiring "who you know" instead of "who you need." While it

                        makes sense to tap into your existing network of colleagues to

                        scan for potential candidates for the management team, he

                        says it's also prudent to place targeted job postings and work

                        with a handful of high-profile executive recruiters in hopes of

                        locating key executives. 

                        Board members are often recruited by lead investors, who have

                        wide exposure to successful executives and industry experts,

                        says Fryar. In addition, venture accelerators (Seedstage.com

                        included) also assist in locating and introducing startups to

                        industry experts and successful executives who might play a

                        key role on the executive team or board. 

                        When Honesty Is the Best Policy

                        At most small firms, according to Fryar, a board consists of

                        two members representing investors, two from the company

                        and an independent member located by either the investor or

                        company. He says that a good recruit should possess the

                        following three qualities: relevant experience and background,

                        an extensive Rolodex to support the company's efforts and

                        relationships with key individuals in the company's target

                        market or industry, especially customer contacts. 

                        Clearly, not all small companies can offer the kind of big bucks

                        that most experienced executives command. But that didn't

                        stop David Goodis, CEO of Revelex.com, from trying to woo

                        them on board anyway. When it came time to raise his first

                        $2.5 million round of venture capital, Goodis was able to

                        present potential investors with an executive team that included

                        a CFO from Ernst & Young and a chief technology officer from

                        Quest Technologies. 

                        To persuade the two to

                        come aboard, Goodis

                        painted an honest picture

                        of what his new company

                        was all about with one

                        hand, while offering a lot of

                        stock options with the

                        other. "Listen," he

                        remembers telling the group, "I am going to pay you a third

                        or less of what you are currently earning, there are no perks,

                        and you're going to work harder than you work now." 

                        "I laid it on the line," says Goodis. "But I also told them that

                        we had the best model and that we could build and execute

                        it as a team and all be very successful." 

                        David Lobel, managing partner at Sentinel Capital Partners,

                        a private equipment investment firm in New York, advises

                        businesses to employ a headhunter and do a formal search

                        for the right executive team. He says not to get discouraged

                        if the seemingly perfect candidate is out of reach. "Try to

                        position your opportunity in the best possible light," says

                        Lobel. "But even then it's a matter of luck because the

                        people you want may not always available at the time that

                        you need them." 

                        In the final analysis, a seasoned management team

                        undoubtedly makes the best case for venture capital funding.

                        Says Lobel: "We rank the need for a team with a track

                        record on a par with a human being's need for oxygen."

