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PROLOGUE


Spring 1999 was a strange time for us. On one hand, my roommate Kyle Harrison and I were living a cliché as starving graduate students. On the other hand, we were weeks away from finishing our MBAs, and the world seemed to be at our feet. Old economy companies and investment banks beckoned us to start climbing the good climb to middle management. Dotcoms with cool and silly names dangled flashy titles, mountains of stock options, and fairly sizable hills of cash to come change the world. We each had job offers anyone would be grateful for, the kind your mother would smack you for turning down, if she didn’t faint dead away first.


So here’s what we did. We skipped all the jobs, borrowed money from friends and family, loaded up on credit card debt, and started a company that manufactures and sells a computer mouse that looks exactly like the head of a golf driver. Also, we waited a while before we told our mothers.


I’m John Lusk, and this is the story of and how and why my business partner Kyle Harrison and I passed on spring ’99’s sure things to go off the beaten path. To boldly pit our skills against the wide-open unknown (if, by the wide-open unknown, you mean the market for a computer mouse cleverly designed to look like a golf club head). To become entrepreneurs.


We wanted to run our own business. Why should you care? The odds are good that you haven’t heard of our company (Platinum Concepts, Inc.) or the mouse we manufacture (we call it MouseDriver). We don’t know the secret to business success. And much as we’d like it to, we’ve come to accept the fact that no matter how well it does, MouseDriver won’t change the world.


Well, you might care if you’re interested in what a start-up business really looks like. We began with one simple product idea, not an earth-shaking breakthrough technology. We didn’t have a venture capitalist throwing money at us. We didn’t have years and years of expertise in our field of business. We just borrowed a little money, planned a lot, took a deep breath, and went to work.


In short, we didn’t do anything you couldn’t do. That’s the point.


There’s only one thing Kyle and I did that most entrepreneurs don’t do: We kept an ongoing record of what was happening with our company. We started a diary during the first summer of our venture, making entries roughly every other day, just as an exercise in collecting our thoughts and blowing off steam. We wrote about the realities of everyday life as entrepreneurs—the screwups and masterstrokes, the boredom, excitement, dumb luck, humor, and mood swings that come from creating a product and a business out of an idea sketched out on the back of a coaster in a Texas bar.


At first we wrote only for ourselves, but within months we started converting our diary entries into short newsletters, called the MouseDriver Insider, which we sent sporadically to a small online mailing list of family, former classmates, and friends. To our surprise, the Insider took off. Entrepreneurs we’d never met jumped on our mailing list, and business professors wrote to tell us they’d added the Insider to their students’ reading lists (we’d like to take this opportunity to apologize to those students).


This book grew out of the Insider, which grew out of our desire to tell the truth about starting a business. We invite you to laugh with us and at us, second-guess our decisions, and puzzle over our mistakes. And we hope this account of our experience helps you think about your own, whether it inspires you to pull your own idea for your own company out from under a pile of papers thrown in the bottom drawer of the file cabinet you never open in your basement, or simply to rest easier at night, knowing that no matter what else, at least you had the good sense not to quit your day job.
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TAKING THE LEAP


I remember sitting somewhere near the last row of Wes Hutchinson’s marketing class, wondering what the hell I was going to do. I had just sleepwalked through a presentation for my version of an I-phone, a cell phone with three key features.






(1) It could access the World Wide Web for e-mail, stock quotes, sports scores, etc.


(2) It looked and worked almost exactly like three other I-phones already on the market. and


(3) It was never, ever going to be built, by me or anyone else.




It wasn’t original, it wasn’t exciting, but I knew I had enough to pass, so I was relaxed pitching the I-phone. Too relaxed. Sometime between Professor Hutchinson barking out “Next up, John Lusk,” and my last PowerPoint slide, my big problem crept back into my head and stayed there as I wrapped up and shuffled back to my seat.


I was three months away from leaving Philadelphia with an MBA from the University of Pennsylvania’s Wharton School of Business and in immediate danger of getting a job.


I didn’t want a job. I’d had one for four years at Ernst & Young, working on big projects for big companies like American Airlines and BellSouth Telecommunications. I liked the job, I cared about it. The job was nice, but in the end I left it for Wharton.


I’d come to Philadelphia with a good idea of what I wanted to do. I’d studied entrepreneurship and marketing, the overly syllabled names for the art and/or science of creating companies that make and/or sell products and/or services, with a specific goal in mind. I wanted to start and run my own business.


Sitting in the back of Professor Hutchinson’s class with three months left in school, watching imaginary marketing show-and-tells, my problem boiled down to two words: What business?


Definitely not the I-phone. No way, and that was my best shot at the moment, for all the digging I’d done. And I’d done a lot of digging. I’d worked during school at the Wharton Small Business Development Center and seen dozens of start-up ideas, and nothing had seemed right for me. I’d worked off-campus with the Pennsylvania Private Investor Group, reviewing dozens more start-up plans for a bunch of angel investors. Still nothing. I didn’t have an answer. And without an answer for what business, it was on to the next question in line: What the hell was I going to do?


If I didn’t have a business to start, I’d have to get a job. Thinking about jobs was giving me a headache. I’d already researched a few with venture capitalists (VCs) and some technology startups. At least with those guys, I’d be working alongside entrepreneurs, while still earning a living with a . . . job.


But I just couldn’t get over the idea of being so near to what I wanted and yet so far. Regardless of what job I took, I wouldn’t ultimately be responsible for the success of the company. Even on the VC front, where I figured I could find work analyzing seed-level and early-stage companies, the possible fringe benefits of learning the ins and outs of lots of start-ups (before picking one to sign on with) weren’t enough. I just couldn’t see myself looking the poor, tired, hungry creator of any start-up business in the eye and saying, “Hey, with all my corporate experience and my Wharton MBA, I can tell you that you should be doing X and Y and Z as an entrepreneur.”


For me, the bottom line was I wanted to feel the pain of starting a company. I wanted to pay my dues, and I wanted to pay them now. Yes, I wanted to go into debt, have my ego crushed, and experience firsthand the thrill of working like a dog for months on end without a paycheck in sight. I wanted a battle, I wanted a chance to win a war.


I most definitely didn’t want a job.


So I wallowed through my near-term future for the millionth time. Meanwhile, my roommate Kyle Harrison was getting totally crushed in front of Hutchinson’s class. I had no doubt he was headed for a failing grade. Neither did any of our classmates. It was fun to watch.


Kyle was choking his way through a pitch for something he called MouseDriver, a novelty computer mouse that looked like the head of a golf driver. Nothing was going right for him up there. Presentations in Professor Hutchinson’s class had to be in a set format, with spreadsheet data to support claims, all arranged just so. Something had gone badly wrong in Kyle’s spreadsheets—the numbers didn’t work, the spreadsheets were in disarray, and he couldn’t recover on the fly. It was a toss-up whether I’d give him a hard time or a pat on the back on the way home. Either way, he was going to have to redo the assignment to pass.


The funny thing was, unlike my bogus I-phone, MouseDriver was a real product, one that just might work. From rooming with Kyle, I knew that he and a former work colleague named Ed McClung had come up with the idea for MouseDriver while sitting in The Ginger Man restaurant in Dallas in 1995. The two of them worked for Andersen Consulting at the time, and had been killing a few minutes before meeting clients when they idly began to wonder if there might be anything better than T-shirts, paperweights, pens, and baseball caps to give clients as promotional items. They’d started sketching their first designs on the back of a coaster at the restaurant bar.


Ed gave Kyle most of the credit for the idea, and Kyle had kept working on designs and plans for MouseDriver as a hobby, even securing a design patent for it. When he’d left Andersen for Wharton, it had been for many of the same reasons I’d come to Philadelphia—he’d wanted to learn about entrepreneurship. And though he’d run through a number of start-up ideas in the classes he’d taken and the small on-campus group of entrepreneurial brainstormers he’d joined, Kyle kept returning to MouseDriver. He saw MouseDriver as a good product for starting a modestly profitable company, and he liked its simplicity. He saw it as something that, someday soon, he might make and people might want to buy.


So here we were, in Professor Hutchinson’s marketing class. I’d pitched the I-phone, a knockoff product idea I’d pulled out of my ass. Kyle proposed MouseDriver, an original product he really believed in. Therefore, I pass with flying colors, and Kyle goes back to the drawing board.


Even though Kyle had bombed completely, there wasn’t any shame in it. Marketing and entrepreneurship classes are valuable, but it’s hard to tell what it means to get good or bad grades in them. However many timed-tested methods, case studies, theories, and war stories they throw into the air, ultimately these courses are about new products, new plans for old products, the future, and the unknown. And every business school student knows the story of Fred Smith, who took his C-grade Yale paper home to Memphis, Tennessee, and turned it into a startup called Federal Express.


I watched Kyle slink back to his seat and thought about his post-graduation options. He was staring down the barrel at job offers from Dell and a handful of dot-coms. It was 1999, and those kinds of companies were hot. I, on the other hand, wasn’t exactly hot for them.


As Kyle’s offers had rolled in, my feelings about dot-coms were mixed. When we’d started business school in 1997, the idea of e-commerce on the World Wide Web was just around the corner from being big, still more of a private discovery than a mass revelation. I’d thought I’d caught the Internet wave a bit ahead of everyone. After all, I had an undergraduate MIS (management information sciences) degree from Southern Methodist University, and my years with Ernst & Young were spent in IT (information technology) consulting. It seems laughable now, but I had even been a little territorial about the Internet.


The truth hurts: I had thought of the “New Economy” as my sandbox. When, within months, every single one of my Wharton classmates had contracted dot-com fever, it felt as if they’d all jumped in my play area and wrecked my sand fort. I just wanted to take my shovel and pail and grumpily go home.


Besides, at this point, as exciting as the possibilities were in the dot-com world, joining an already existing start-up didn’t seem like the same thing as hammering out something of my own in the real world. A lot of my classmates would disagree, but that’s how I saw it.


Kyle saw it my way. He was pleased with his job offers, but a lot more enthusiastic about starting his own business. Now, nearing the end of his last semester at Wharton, he’d narrowed his choices down to two entrepreneurial plans.


One was an Internet start-up concept called PayMyBills.com, which had been dreamed up by John “J.T.” Tedesco, a Wharton student Kyle had met in his entrepreneurial brainstorming group. J.T. was a great guy, and Kyle had spent a lot of time fleshing out PayMyBills.com with him and Jeff Grass, who had helped J.T. develop the idea.


Kyle’s other idea for a start-up, despite the Hutchinson Marketing Bellyflop of ’99, was MouseDriver. Kyle and J.T. had worked together on that one too. Both ideas had promise. Both needed funding. With graduation looming, it was time for Kyle and J.T. to choose between projects.


PayMyBills.com was an Internet start-up idea at a time when the sky was the limit for online businesses. It was a Web world in 1999; Amazon.com’s founder and CEO Jeff Bezos peered out from the cover of Time magazine as its Man of the Year. New metaphors and acronyms came flying in from all directions, and it was hip to know what they meant. B2C, B2B, portals, content aggregators, infomediaries, digerati, lol. It was the corporate equivalent of the early days of rock ’n’ roll, when companies could vault from garage obscurity to worldwide success on the strength of one hit. Dot-coms rocketed to the top with software based on a single idea or customer-focused insight, and in that light PayMyBills.com looked like it had as good a chance as any to take a ride, maybe better than most. It addressed a consumer need: To consolidate and automate the presentation and payment of household bills. It had the potential to take advantage of all the revenue streams available to the most promising start-ups—sign-ups, subscriptions, banner ads, product tie-ins—and room for value-added alliances with other hot Web services.


PayMyBills.com was J.T.’s baby, and it held the potential for changing everyday life and generating millions (maybe even hundreds of millions) of dollars in revenues. MouseDriver was Kyle’s baby, and it was, well, a clever-looking computer mouse. It wasn’t going to change the world. Before it could change the fate of even a few gift shops, MouseDriver needed money, manufacturing, and marketing. Even then, it would never have the potential of PayMyBills.com.


Kyle had a lot on his mind. He had to turn down job offers. He had to pick between two start-up dreams, and try to talk J.T. into agreeing with his choice. And if he wanted to pass marketing, he had to completely redo his presentation for Professor Hutchinson.


Then again, while I dreamed of starting my own company, my roommate was already working on two.


Class was over. Kyle and I packed up our presentation notes and headed home together with separate worries, walking down Locust Street.



*    *    *

A few weeks later, I was staring down at the empty snack packet directly in front of me on a United nonstop out of San Francisco, returning to Philly as a partially changed man, one that wanted a few more honey-roasted peanuts.


I’d had a round of interviews with a handful of Bay Area VC firms and dot-com start-ups, and I’d learned a few things. On one hand, the five-day trip had reinforced my beliefs: I was interested in what the VCs and dot-commers had to say, but I wasn’t ready to join them. I still wanted to start something of my own.


On the other hand, walking around San Francisco and talking with some of the players slugging it out in the New Economy was a real thrill. It was energizing to see people starting companies all over the place. I got it in my head how great it would be to move to San Francisco, just to be in an environment where it seemed like everyone was looking to do something new. Even though it was in an expensive area of the country, San Francisco looked like an ideal place for starting a company, establishing contacts, finding funding, and ferreting out entrepreneurial mentors to brainstorm with. And if I failed, well, so what? The entire Bay Area was booming. I’d land a job somewhere in the city or Palo Alto or San Jose and maybe dream up another venture and go from there.


I still hadn’t figured out what business to sink my teeth into, but I was raring to go. I wanted to move to San Francisco.


Kyle, meanwhile, had made the most of his time in the weeks following his swan dive in Hutchinson’s class. He’d redone his presentation to resuscitate his marketing grade. More important, he’d all but made up his mind to go with MouseDriver as the vehicle for his start-up.


A series of large and small financial events had turned Kyle in the direction of MouseDriver. The first came out of a conversation between Kyle and Mike Rinzler, another Wharton classmate. Kyle and J.T. had been speculating on how to manufacture at least a sample MouseDriver, when Mike offered to hook them up with a contact of his named Carmine. Carmine was the president of East Asia Action Express, a company out of Hong Kong that served as a sort of manufacturing agent, brokering deals between would-be entrepreneurs like Kyle and J.T. and Asian manufacturing companies. Carmine was American, a young guy right around our age, who had already spent ten years in Hong Kong.


Finding East Asia Action Express had been a terrific stroke of luck. One of the hardest things for any product entrepreneur to do is find a manufacturing solution, and this one had fallen right in Kyle’s and J.T.’s laps. East Asia Action Express was an agent, and a reliable referral from a friend. Carmine would shop among manufacturers for the best possible deal for MouseDriver. The only catch was he was half a world away. Kyle and J.T. had searched briefly for a U.S. manufacturer, but when East Asia Action Express came in with an offer that was about one-quarter that of any domestic bids, it was off to Carmine. Carmine of Hong Kong.


Kyle and J.T. scraped together $1,000 of their own money, the low-low price at which Carmine agreed to produce a prototype of MouseDriver. Their investment was small, but it impressed me. They didn’t have much pocket money; $1,000 showed they were serious about MouseDriver.


When the prototype arrived in Philly, everyone was impressed. It was only a gray plastic model for a novelty mouse, and it was a strange-looking thing, twice the size Kyle and J.T. had hoped it would be. None of that mattered. What people saw was a student idea turning into something real. Classmates took time out from chasing down offers at investment banks, consulting firms, and dot-coms to ask about it. Professors perked up when they saw it—especially Len Lodish.


Len Lodish is an entrepreneurial marketing professor at Wharton. The limited-enrollment class he teaches is always one of the most sought-after; it usually ends up being bid up during the course auction process, so most students don’t have a chance to attend. Kyle and I were among the fortunate few to get into one of his courses.


Professor Lodish is also a successful entrepreneur. When he’d first seen what Kyle and J.T. were doing with MouseDriver, he’d challenged them to follow through. When he saw the prototype, he locked onto the project. He wanted to know what the next steps were. Kyle and J.T. talked about building a manufacturing tool to produce MouseDrivers. Lodish asked if they knew what it would cost. Kyle had already talked to Carmine: East Asia Action Express could get it done for $20,000.


Len Lodish wrote Kyle and J.T. a check for $20,000. It was both an investment and a challenge; accepting the money meant going ahead with MouseDriver as a real product, the basis for a real start-up business.


Kyle and J.T. took the money, and MouseDriver was on its way.


I was floored. Absolutely floored. And yes, maybe a little envious. Kyle and J.T. had walked into Lodish’s office with an oversized blob of dull gray plastic and walked out with a business. I set up a meeting with Professor Lodish myself, to talk about what he’d done for MouseDriver and lay out my own hopes for creating a start-up after graduation, just to hear what he had to say.


My meeting was less lucrative than the Kyle/J.T. session. Lodish didn’t write any checks—I didn’t have anything worth writing a check for. I didn’t have an idea for my own company, but he challenged me just like he’d challenged Kyle and J.T. Everyone’s going in the same direction, he said, and I knew what he meant. My classmates were engaged in a very understandable stampede toward banking, consulting, and dot-com companies. This is the time to try something different, he said. Run it out of your kitchen if you have to, but take a risk and start something of your own. Now is the time. If it doesn’t work out, he said, you can always join the stampede.


He was preaching to the choir, but time was running out on the school year. I left Lodish’s office, caught my plane, and walked and talked and buzzed with possibility in San Francisco. I flew back into Philadelphia without a viable idea for a start-up in sight, not knowing that during my West Coast trip, everything had changed for MouseDriver.


J.T. had struck gold again. Within days after agreeing to accept Professor Lodish’s investment capital to launch MouseDriver, J.T. had landed a $250,000 investment in PayMyBills.com. Idealab!, a start-up company incubator (a kind of alternative VC firm) out of Pasadena, California, had put up the money and, in doing so, had put Kyle and J.T. in a bind.


Idealab!’s investment was enough to pull J.T. out of the mix as far as MouseDriver was concerned. It wasn’t the size of the investment so much as the fact that PayMyBills.com was J.T.’s creation, and the temptation to turn his own idea into a real dot-com was too good to pass up. He offered Kyle a job with PayMyBills.com, but Kyle turned it down because of his interest in seeing MouseDriver, his own creation, all the way through. They settled it with J.T. agreeing to invest in MouseDriver and then peeling off to start PayMyBills.com with idealab!. Kyle was left alone to start his own company.


I didn’t know it at the time, but I was only twenty minutes away from having a mouse in my future.


I got back into town on a Monday, and ran into Kyle on the stairway of our brownstone apartment. We started talking about my trip and about how I wanted to start my own company. Kyle was just like me on that front, and we started going through all the reasons why we wanted to run our own businesses. It was all about how we wanted to bring our own ideas to fruition and execute a marketing strategy we made on our own. We wanted to have control, and we wanted to go through the entire experience of building something from next to nothing.


Kyle told me the news about J.T., idealab! and PayMyBills.com. And then it jumped into both our heads.


We said it at the same time, with different pronouns.


“I/You could do MouseDriver with you/me.”


There was no debate, just the instant realization, followed by an avalanche of ideas and plans about moving to San Francisco and teaming up to try and create a start-up around MouseDriver.


That was it. All that fretting and speculation answered by a short conversation with my own roommate on our own stairway. It was as close as I’ve ever come to a eureka moment. In all of my interviews in San Francisco, I’d been toeing the line, playing it safe. Now we were crossing the line.


It felt exhilarating, and it felt right. School was almost over, and Kyle and I were ready to go. Of the 750 students in our class at Wharton, maybe 10 were starting companies right out of school. Two of them were talking on the stairs of their apartment, hatching their first plans together.
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OUR PLAN FOR WORLD DOMINATION


Our last weeks at Wharton slipped by; we put on funny hats, shook the dean’s hand, and graduated. During that time, Kyle and I scrambled around school, taking advantage of all the free resources (or finally using resources our mammoth tuitions had paid for, depending on how you looked at it). I recall a lot of printing, grabbing, copying, highlighting, sorting, and assembling. I annoyed everyone I ran across in campus libraries, asking for every reference volume I could think of, plowing through marketing databases, and hogging Lexis/Nexis stations. Kyle was wrapping up his involvement with J.T. and PayMyBills.com, and trying to get educated about the logistics and legal nuances of everything from incorporating to manufacturing to export/import. Sometimes we didn’t know what we were doing, but we were doing it very fast.


Some of the things we did came in handy immediately. I got up to speed on QuickBooks (useful and boring PC accounting software). Kyle and I used it to run numbers and brainstorm. We churned out strategy summaries, pro formas (detailed financial projections), and business and marketing plans, then tore all of them up to churn out better versions.


When the dust settled, Kyle and I knew we had a few things.


We had a product. We had MouseDriver, which was without a doubt the only PC mouse in the free world that looked like the head of a driver golf club.


We knew this because MouseDriver had won the prestigious U.S. Patent No. Des. 377,933 on February 11, 1997, good for fourteen years from that date, thanks to savvy Kyle. So if anybody dared to even think of manufacturing a PC mouse that looked like a golf club head, they’d have to mess with us first. At least until February of 2011.


After its journey from a Dallas restaurant through the U.S. Patent and Trademark Office and two years of brainstorming in Philly, what exactly was MouseDriver?


Technically speaking, MouseDriver was a patented plug-in PS/2-type mouse designed for IBM PCs.


In English, MouseDriver worked on IBM-style PCs like the ones made by Dell, Compaq, Gateway, Sony, Hewlett Packard, eMachines, and, um, IBM. Best of all, it required no software. Installation couldn’t have been simpler: Turn off computer, plug in MouseDriver, turn on computer, use MouseDriver.


MouseDriver’s technical limitations were as follows: It didn’t work on Apple computers, and there wasn’t a version for left-handed people. We had nothing against Mac enthusiasts or lefties, but we’d decided to focus on a single technical design, and that meant concentrating our efforts on the largest market we could think of: The vast, ever-multiplying army of right-handed PC users.


As for styling, MouseDriver was shaped and modified to look like the head of a golf club, specifically a state-of-the-art titanium driver. It was made of basically the same hard plastic material as a standard computer mouse. It worked like a typical mouse as well, with a long cord that plugged into a standard mouse slot on a PC, leading to a plastic housing device (the mouse itself). The mouse had two buttons on top and no scroll wheel. It had a standard rollerball underneath. Our mouse was a bit wider than average, but otherwise it was still lightweight, and it felt and moved in the hand like any other mouse.


MouseDriver was ergonomic, easy to install, and most important of all, it was undeniably the coolest mouse on the planet. By far.


We had a name. Platinum Concepts. Our winner emerged after a number of contenders fell by the wayside. Fun Factory had put up a serious fight, until Kyle smiled and said, “Hey, kids! Stay tuned for Fun Factory, followed by an all-new Tele-tubbies!” We moved on. Imagix seemed too much like a name for a software or biotech or pharmaceutical company. And Groovy Gadgets was, well, a little too groovy.


To us, Platinum Concepts conveyed a sense of stability. We thought it was important to give the impression that we’d been around a while, even when the truth was we were a two-person company just making our way into the marketplace. We considered fun names like Groovy Gadgets, but we were wary of sounding fly-by-night. We decided to go for the solid sound of Platinum Concepts, and let our sense of fun come out in the product name (MouseDriver) and our new tag line (“Bring Your Game to Work”). We had a bunch of other tag line ideas, but most of them were so bad that we vowed never to mention them again.


We had a business plan. We’d worked everything out, all the way to the end of December 2001, and we knew it all quarter by quarter.


Our pro formas were odd mixes of speculation and reality, just like anybody else’s pro formas. We had income statements to show how our sales and expenses contributed to our earnings in any quarter. We had cash flow statements to keep track of what we’d spent and collected in any quarter, and how much money we had in the bank. And we’d laid out our balance sheet quarter by quarter, to cumulatively record everything we were about to do right and wrong.


We’d already taken action in some areas of our plan, and those actions had produced hard, reliable numbers. There were other areas we knew very little about, however. So we did what any red-blooded can-do all-American capitalist would do in our situation.


We guessed.


At least we knew about manufacturing. Kyle had been pleased with East Asia Action Express’s work on delivering the MouseDriver prototype, and Carmine’s $20,000 quote for producing the manufacturing tool was reasonable, so we decided to stay with our man in Hong Kong. After a couple of rounds of telephone negotiations, we also agreed to terms for our first order of real live MouseDrivers, 500 of them. East Asia Action Express would arrange for their manufacture in Taiwan, and make them available to us at a few dollars a pop, not including shipping.


Once we got over the excitement of committing to manufacture the first true MouseDrivers in the history of civilization, we plugged in the numbers we’d learned from East Asia Action Express.


The results were even more thrilling than the manufacturing news.


For 1999, our pro formas had us scheduled to sell 17,000 MouseDrivers. Which was chicken feed compared to 2000 and 2001, when we were looking at moving a combined total of something north of half a million units. In other words, a freaking ton of MouseDrivers.


Depending on what kinds of volumes we sold to which types of customers (wholesale, or direct to corporate or retail), our gross margins would fluctuate between an attractive 45% and a supermodelesque 70%.


If both our guesses on volume and gross margins panned out, even after all kinds of expenses (like the cost of the MouseDrivers, administrative costs, shipping, and debt retirement), Kyle and I would still each be millionaires by the end of 2001.


Millionaires in just over two years. It was right there in the numbers.


My first thought was, wow. Kyle admitted his first thought was rated NC-17 (but in a good way). Our second thoughts coincided. Platinum Concepts was looking at something in the neighborhood of $5 million to $10 million in retail revenues in 2001. That was tremendous, especially considering that our current mid-1999 retail revenues were right around zero. Perhaps we were projecting impossibly fast growth.


Then again, maybe we weren’t. We were about to market a product that had never before existed. On one hand, that was an advantage—we could say MouseDriver was unique and truly mean it. On the other hand, when a completely new product hits the marketplace for the first time, nobody really knows what might happen. Consumer polls and focus groups are great for assessing small changes in existing products, but they can’t estimate the market acceptance of original products.


Looking at comparable products doesn’t usually help much either. Even if it did, what products would we compare MouseDriver to? There wasn’t much in the way of public information on the sales of novelty mice. We could have dug up comparisons with vaguely similar gift items, PC accessories, golf gadgets, and corporate promotional items, but we might have ended up more confused than when we’d started.


We based our paper millions on the best tool left—estimating markets, an inherently crazy task. There were too many variables, even for a simple product like MouseDriver.


It went like this. We knew there were a certain number of golfers in the United States. And we knew there were a certain number of PC users who were interested in golf. We guessed that if MouseDriver appealed to both of those groups, we would get a certain percentage of each.


That was the rough basis for guessing the number of MouseDrivers we’d sell. We did a few more calculations, but that was the core of it.


The numbers could have been fantastically wrong or right on target. We could be right about the potential market, then go on to blow our chance by doing the wrong things with marketing, pricing, or distribution. There was no way of knowing until we tried.


We couldn’t perfectly predict demand. That uncertainty didn’t discourage us because there was one very encouraging thing we did know: Our gross margins gave us a lot of leeway.


We knew the power of this. We were confident that we could charge between $29.95 and $39.95 for MouseDriver, and we had developed test strategies that would pinpoint the optimal price. And if we were roughly right on price—and we had every reason to believe we were—then we knew we could be wrong about demand by a wide margin and Platinum Concepts would still be a viable business.


Why? Because our gross margins were strong. If we sold many fewer units than we’d anticipated, we might not reach millionaire status by 2001, but the company would still be okay because we’d make enough back on our investment with each sale. Our gross margins were strong because our product was simple and relatively inexpensive to manufacture. So long as we were even close to being right about what we could charge, and we were careful about not overinvesting in inventory, Platinum Concepts could survive reasonably wide swings in demand for MouseDrivers.


I thought that was a pretty good position for a new business to be in. When I pointed this out to Kyle, he agreed with me and stopped yelling at our pro formas.


We had a marketing plan. We had some good (and fairly obvious) guesses as to who might go for MouseDriver. First, corporate buyers, as in the promotional departments of big companies, who would put their logos on MouseDriver and give it to clients and employees, just like Kyle and Ed had envisioned back at The Ginger Man restaurant. Second, retail customers, that is, golf lovers with PCs and the women and men who loved them.


There were Zen questions about marketing we could have asked. Things along the lines of, if you were walking in the forest and thinking about MouseDriver, were you thinking about golf, or were you thinking about your computer? Who could say? We chose not to ask.


Instead, we put our trust (and marketing approach) in the pages of Geoffrey Moore’s excellent book on marketing, Crossing  the Chasm. (Yes, this is a shameless plug, but at least it’s an unpaid one—it’s a great book. Get it.) To summarize grossly, Moore advocated knocking the ball out of the park with a particular niche before moving on to another area of the marketplace. In practical terms, that meant building MouseDriver’s strength and establishing our brand in one small corner of the market, then rolling out to larger segments and eventually the mass market, letting our reputation precede us each time.


To that end, we had the idea of hitting the corporate and retail markets at the same time, but focusing on the high end in both.


The high end in the corporate market meant the type of companies our business school classmates had chosen to work for. Our first corporate target would be financial services firms—investment banks, commercial banks, and insurance companies. We would position MouseDriver as a promotional item featuring their corporate logo, a fun, memorable gift for clients and employees. Once we’d learned to do things right in financial services, we would expand our marketing efforts to include consulting firms and pharmaceutical companies.


The high end in retail meant top-of-the-line specialty retailers like Brookstone and The Sharper Image, catalog kings like Hammacher Schlemmer, and specialty golf retailers like Edwin Watts. Once we’d built our high-end retail business, we’d look to roll out MouseDriver into the mass market, opening it up to department stores like Dillard’s and consumer electronic stores like Circuit City.


In retail, we would position MouseDriver as an impulse purchase, probably a gift item. We wanted to be able to add that MouseDriver featured the logo and endorsement of the PGA (Professional Golf Association). All Kyle and I had to figure out was how to go about getting the rights to the PGA logo and earning a PGA endorsement. So we had our work cut out for us on that front.


The potential for crossover customers in the corporate and retail high ends was not lost on us. Financial services firms tend to be conservative in nature, and MouseDriver, being golf-related, had a somewhat conservative appeal. Financial services firms might buy MouseDriver for their conservative clients and employees, who (generally speaking) tended to have higher than average incomes and therefore a greater tendency to take an interest in golf. So by selling to corporations, we would also succeed at putting MouseDriver in the sights of the very consumer who might look it over in the cubicle and then go out and buy it for home use or as a gift at a retail outlet. Thus the circle of life was completed.


In both corporate and retail markets, we thought a high level of customer service would be the way to build our brand. We intended to achieve that standard by being hands-on, starting with selling MouseDriver personally.


We liked that idea on a couple of fronts. One, we thought it would differentiate us from vendors with a complete line of novelty gift products if we made our own sales pitch. Two, we thought our MBA backgrounds might give us a leg up on our competitors when trying to get Wall Street firms and insurance companies in Hartford to take our calls. Three, quite honestly, we thought it would be fun to call on stores and corporate clients, tell our story, and get direct feedback on our product.


To support our direct selling efforts, we budgeted for 4,000 rather expensive brochures (they ran well more than a dollar a pop) and 500 promotional kits, with product samples and company information (a few dollars per kit).


The brochures we intended to use quite liberally; the kits had a specific purpose.


We planned to mail some of the kits out to friends and family, Wharton classmates, and other assorted business contacts as a way to build up a network of product “evangelists,” people who would give us feedback and talk up the product informally with others when they saw fit. We saw it as an inexpensive way to develop potential market leads and build enthusiasm for the product.


In addition, we planned to offer a handful of samples to a small group of retail outlets (maybe three to six MouseDrivers per store) and suggest different retail prices within our $29.95-$39.95 range at each. We thought this was the least expensive (and most realistic) way of nailing down what our retail pricing structure should be, once and for all. Once we knew, it would inform our corporate pricing.


We had grander marketing dreams for if and when we grew larger—ads in golf magazines topped the list. But we were a long way from that territory. We had to get our hands on some samples and brochures and start making calls.


We had the same goals. Kyle and I may have had some shortcomings going into business together, but misunderstanding each other’s personal and company goals wasn’t one of them. We’d spent so much time talking as roommates and classmates, we knew what each other was about way before teaming up for Platinum Concepts.


Kyle and I wanted to run through the entire start-up experience with Platinum Concepts. We wanted to build it our own way, executing our own plans. This wasn’t just a philosophy, it was a financial commitment: We had to hold on to the majority of our equity, which meant we weren’t going to go hat in hand to VCs, merchant bankers, or private investors, the usual suspects to finance a company of our size. We would survive on a modest budget, take on small minority investments from friends and family, and borrow money where we could to keep as much control over company decisions as possible. To make it work, our pro formas showed zeros in the salary columns for the first six months of business.


Stomaching a half-year without a paycheck, let alone parting with the thousands we each initially sunk into the company, would have been impossible if not for our years as consultants. We’d made decent money and lived anything but large (it’s hard to find the time in a sixty-plus-hour workweek). I’d invested in a townhouse in Dallas and steadily built my securities portfolio, while Kyle kept putting it all in the stock market. Both strategies paid off. I sold the townhouse for a profit right after we graduated, and Kyle got in on the best years of the market. Still, both of our balance sheets were negative overall. Business school had left each of us with student loan debts of around $75,000, which we had to start paying back in six months—right when we expected to start paying ourselves.


Our financial commitment underlined how important it was to us that we maintain total control of Platinum Concepts. Without it, there wasn’t much of a chance of getting a full entrepreneurial experience, and we’d probably have learned more (and certainly earned more, at least at first) joining the vast majority of our business school classmates who had opted for jobs in banking, consulting, or dot-coms.


We were also up-front with each other about our time horizons for the company. We both wanted to put in approximately two years on this venture, with the intention of selling the company at the end of that time. While a gigantic IPO would have been our wildest dream, we chose to focus on a much likelier scenario. We both saw Platinum Concepts as a single-product company and thought MouseDriver would enjoy an 18- to 24-month life span in the marketplace. Adding some time to get up and running—and leaving a little time left in MouseDriver’s life span—meant selling the company (probably to a company looking to expand its product line) within two years.


There were other reasons why it hadn’t been hard to arrive at a two-year commitment to Platinum Concepts. One was the simplicity of the company. We weren’t launching a mission to Mars; we were introducing a fairly simple novelty item into the marketplace. To us, MouseDriver seemed like an attractive, manageable vehicle for an entrepreneurial experience, but we never saw it as a lifetime’s worth of work. For richer or for poorer, we thought cashing out of Platinum Concepts would be an important final step in our start-up initiation and a springboard to other things, either in another start-up or the corporate world.


Another reason, to be honest, had to do with the pressure we were putting on ourselves. We were inspired by what Len Lodish had told us, and proud of ourselves for not following the Wharton herd as it rushed into corporate America. But that didn’t mean we weren’t still paying attention to the herd. I wouldn’t say it gnawed at us, but I would say the kinds of opportunities our classmates were getting helped shape our time horizon. Two years seemed like enough of a commitment for something with an unknown outcome. If things didn’t go well, we wanted to have an out.


We had financing. Compared to the average all-American start-up, our financing was fairly typical; compared to the average VC-financed tech start-up, our financing was microscopic. Microsoft spent more every week on soft drinks than what we started our company with.


We began with around $45,000, which broke down to $20,000 in cash we’d already received from Lodish and $25,000 of our (and J.T.’s) own. We had another $75,000 lined up from Ed McClung, my parents, my uncle, and my granddad to help fund our scheduled inventory investments, along with some outside borrowing. Boiled down, the finance picture looked like this:


Our investors: Kyle Harrison, John Lusk, John “J.T.” Tedesco, Len Lodish, Ed McClung, and assorted Lusk family members.


Our lenders: My stockbroker (I could borrow against my modest portfolio), Visa, and MasterCard.


Our financing may have been relatively simple and modest, but that didn’t mean there wasn’t a lot to think about. Kyle and J.T. had put in $5,000 each to start and I’d jumped in with $15,000, substantial investments for people with our means. That was one matter. Borrowing against my portfolio and filling up our personal credit cards with corporate debt—which we were soon going to have to do when it came time to finance big inventory orders—was another thing altogether. We were far more excited than fearful about our venture, but when we thought about taking on that level of debt, we certainly understood the risk.


We also naturally understood what accepting investments from friends and family would mean: A good deal of the happiness/unhappiness of future social events and holiday get-to-gethers would ride on the fortunes of Platinum Concepts. It was an obvious motivation to succeed, or at least not lose the shirts of our friends and family members as well as our own. Fortunately, most of our investors represented patient money—we didn’t have any cut-and-dried timetable for paying out a return to anybody. All of them were on board with our tentative plan to cash out of the company in approximately two years’ time.


Our initial $120,000 would carry us only into the beginning of October, the beginning of our fiscal 4th-quarter 1999. At that point, we would need to have MouseDrivers on hand and start selling them. So our budget included a down payment on the purchase of 25,000 MouseDriver units, after a few test runs. Roughly $40,000 of our total budget was allotted to SG&A (selling, general, and administrative expenses—things like the cost of brochures, office supplies, and so on, but alas, no salaries). All of which left us with roughly $30,000 to $40,000 in the bank at the beginning of October.


The remaining balance for our 25,000-unit order was a little over $50,000, and it would come due in the first quarter of 2000. So we had our work cut out for us.


We had people who wanted to help us. A small but valuable group of people had really opened up to us once we committed to starting Platinum Concepts. At the very beginning of our startup adventure, Len Lodish and Ed McClung topped our list.


Len Lodish had taught and inspired us. He’d invested in our company, and now he was talking to us frequently and guiding us through our first days as a start-up. It was a real luxury having someone so knowledgeable about the ins and outs of being an entrepreneur take an active interest in first-timers like us. We took full advantage, keeping him informed of everything we were doing.


Ed, the co-inventor of MouseDriver, was incredibly helpful, swapping calls with us frequently, helping us tackle all sorts of problems as they arose. He became an investor in Platinum Concepts and served as an unofficial sounding board and a reliable resource for technical help on issues like setting up a Web site for the company.


We had really impressive job titles. I became Platinum Concept’s cofounder and vice president of marketing. Kyle took the title of cofounder and president. Great titles. We saw the fun in them—there were only two of us, after all. But the titles meant something to us.


On a simple level, they reinforced how much responsibility we had to the company and ourselves. Kyle had invented MouseDriver with Ed McClung, but the two of us created Platinum Concepts equally. We were our own go-to guys, for better or worse.


And though we collaborated on almost everything, our titles helped us divide the workload, sometimes in subtle ways. There was a chicken-and-egg effect at work here: I felt my strengths were in marketing, and it was also my title, which reflected my strengths. The titles helped settle who should do what without wasting a lot of time discussing it beforehand. If it had to do with marketing, I considered myself the lead. If it had to do with product design and manufacturing, Kyle took the reins.


The titles also had a pragmatic side. We thought they would help us get our phone calls answered by suppliers and manufacturers and customers. Finally (and truthfully), they also served as entrepreneurial insurance in case things didn’t work out with Platinum Concepts. They looked great on résumés and reflected the level of responsibility we’d assumed for and by ourselves.


In tough times, the titles encouraged us. In good times, they reinforced the excitement of what we were doing. In start-ups, sometimes seemingly small things help push you through one challenge and on toward the next. Like looking at your business card and seeing words like vice president, president, or cofounder under your name.


We had no firsthand knowledge of our industry. This was potentially the most troublesome weakness in our plan. Kyle and I had never worked anywhere near the territory we were entering as entrepreneurs. We were inexperienced, plain and simple. We even harbored mild doubts as to what industry we were in. Specialty gifts, golf accessories, corporate promotions, impulse purchases, general-purpose retail, mail order, specialty e-tailing—what was our playing field? Any of them? All of them? We had a lot of strong ideas on the subject, but deep down, we knew we weren’t sure. It was something we knew we’d have to learn by doing.


We knew the most important gaps in our business and marketing plans were a direct result of our lack of experience. We didn’t spend a lot of time working through distribution issues, in part because we still had much to learn about the differences between the real market for MouseDriver and the market as we imagined it. Our initial ideas for distribution focused on direct selling by Kyle and myself. We thought it would be fun to pitch our own product, and we thought our Wharton contacts might serve us well. But we also understood our distribution methods might change as we learned more about what needed to be done.
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