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businesses secure further investment funding — says while 350
businesses a year apply for the programme and around 200 qualify, an
online venture has ver to impress,

“We see a couple of online companies a month; most not investable
propositions. Typically, they have no business model or they plan to rely
purely on advertising to generate sevenue from the website. In many
cases people have invested too much money and the valuation of the
company is nowhere near what they’ve spent on it,”” says Robotham.

He says investors are mainly interested in looking ar established
online businesses that can display a ser of accounts and proven remurs,
Concept-only online ventures rarely realise investment unless there
are extraordinary circumstances; such as the involvement of specific
people with a proven track record of launching successful online or
IT venrures. One example is AfterMail founder Rod Drury. now CEQ)
of online accounting software company Xero and a member of the

Trade Me Advisory Board. AfterMail was acquired by Quest Software

o0 bean aggregaton and consolidadon of online startups because there’s
just not enough space for everybody. And investors can bring seemingly
disparate companies together when thev see a connection.”

While there s a sense that online businesses focused only on the News
Zealand market have a limited shelf-life and limited opportunity for
return (“Tf Ferritcom backed by Telecom struggles, then you can only
wonder what a small startap company has to face,” says White), Trade
Me is the obvious and puzzling exception, suggesting online success is as
much about gut instinet and understanding the psychology of targered
online users as it is about developing an online value propositon.

White says Trade Me’s success suggests online investors and
business advisors may have underestimated the revenue potental of
locally targered and marketed online businesses.

“The overriding comment we get from investors is that they're
looking for an online product or service able o attract a global marker,

and logic would suggest the internet lends itself wo generating global

"WE SEEM TO HAVE A LACK OF INVESTMENT CAPITAL IN NEW
ZEALAND, SO THAT EVEN WHEN AN INVESTMENT DEAL IS
SUCCESSFUL IT MAY END UP BEING A VERY CONSERVATIVE DEAL
W‘TH A LOT OF CHEC KS AND BALANCES” DARREN WHITE, DIRECTOR, ERNST & YOUNG

for USS$65 million in January 2006 and Drury has artracted Trade Me
founder Sam Morgan to the Xero board, increasing investor comfort
in the new online business,

However, while having proven names at the helm of an online business
are obviously a bonus, it’s not a prerequisite. Darren White, a director
for business advisors Ernst & Young, says local venture capitalists and
investors are savvy about how the online wordd works and realise a
compelling business proposition when they see one, Put another way: if
the Google search rechnology and online business propesition had been
developed here, White says there would have been local investors savvy
enough to realise the potential of what they were looking at.

Which is exactly how online giant Google got going: an 1T
industry executive and friend of the founders saw the potential of the
technology developed by college students Larry Page and Sergey Brin
and wrorte the pair a cheque for US$100,000, even before the business
was legally incorporated. White says because New Zealand has a
limited number of sole investors willing to plough $100,000 into an
online venture, like-minded investors would do well to band together
o consider funding online ventures with strong value propositions;
and online entreprencurs would beaefit from doing the same thing ro
avoid the common problem of idea overlap.

“We seem to have a lack of investment capital in New Zealand, so
that even when an investment deal is successful it may end up being a
very conservagve deal with a lot of checks and balances,” savs White.
“As an adviser you also see vatious online ventures that overlap with

online ventures being run in another part of the country — there needs

revenue. But we perhaps haven't gone far enough down the track of
being able to analyse whether a local online business lends itself to
being a global opportunity — the founders of hugely successful social
nerworking sites like Facebook.com initdally wouldn't have had a plan

that even went bevond their own city,” he says.

Careful perusal
"The Field of Dreams scenario of “build it and they will come” is
certainly a najve approach for would-be online entrepreneurs, vet
consultants say that while internatonal startups absolutely ‘get’ the
need for extensive market research, online rrials and think-ranks with
independent advisers, those behind New Zealand’s online startups
think the idea alone should carry the day. Pradeep Raman, director
for fledgling online recruitment site Anonymouse.co.nz., says the
Nuw “ealand online market is immature compared with that in other
countries; too many startups lack solid value propositons; and the
recent sale of Trade Me has made people think online success is casy.

“People spend a lot of money on marketing their sites and then they
get no traffic and the sites just disappear. Entrepreneuss get an idea in
their mind and they feel it’s a great idea, bur they don’t run any pilot
trials and think surveys are bullshir. Online ventures need to start with
a good market validadon phase,” says Raman.

He knows what he's talking about. In New Zealand since 1996,
Raman founded his first online business venture — a recruitment

service called Myskillpool.com — with partner Swati Sharma and tock

the idea to the TV show Dragons’ Den in the hope of atracting funding,
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Raman says ‘dragon’ and Slingshot co-founder Annette Presley saw the
potential of the idea, but told Raman it needed “sharpening”. Raman
went away without dragon funding and sharpened, investung $80,000
of his own money in the process. The result won Raman and Sharma
the 2006 Umiversity of Auckland’s Spark Entreprencurship Challenge,
which included $20,000 in seed funding and a nine-month tenancy

at the lechouse, a business incubaror, worth $10,000. Now called
Anonvmouse.conz, the new online venture was launched in August
and offers job seekers a place ro list their credennals anonymously.

It charges emplovers an annual subscription of $300 to respond to
unlimited numbers of job seekers with expressions of interest.

Following the path of internatonally successful online venrures that
understand the importance of partnering, mergers and acquisitions
in determining online survival, Raman approached the Emplovers
and Manufacrurers Association (EMA), pointing our the synergies
between his online venture and the rale of the EMA as an emplover
advisor. When Anonymouse.co.nz launched in August this vear it was
in partnership with the EMA, which attracted around 900 employers to
the service, putting them in touch with more than 600 job seckers and
resulting in five permanent placements from 60 contacts to date.

[t’s a small but determined start, and Raman savs he's patent —
something else he's learned from watching international online grants like
Amazon.com (which famously told early stakehalders it would take five
vears to reach profitability and actually ook seven). He says profiabiliry
will take berween three and four years and further invesmment is likely to
come from established recruitment companies that want 1o extend their
web presence as well as from investors who are not industry-related.
Echoing White, Raman says the latter group is a pretry savvy lot, which is
more than can be said for the average online entreprencurs.

“Investors do understand a ot of stuff about the online marker that
enrreprencurs unfortunately don’e. They know whar's required and |
have hard questions asked of me and have been grilled by investors
who expect amazing smff.”

Robotham of Escalator says smart online investors understand
the rechnology an online business is built on; see market demand for
the product or service; and understand how to analyse web metrics

— such as the number of unique brawser visits per day.

Start spreading the news

The good news for investors and online entrepreneurs alike is thar
international research suggests any solid online business model will be
bolstered by a sudden surge in global online advertsing. Independent
researcher Budde Communications recently released a study called
2007 Giabal Internet, which analyses online trends and developments, as
well as emerging business models and the online advertsing medium.
According ta the study, the demand for conunually developing online
content and services is high and is being driven by global online media
giants like Google, News Corp and Yahoo. As a result, the srudv

esumares more than US$2 billion will be spent on adverusing on social
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MARK ROBOTHAM, GENERAL MANAGER, ESCALATOR

nerworking sites alone in the US by 2010, with travel-relared services,
gambling, adulr content, online music and health services also popular.

[nreracuve “Web 2.0 rechnologies are also good news for the online
sector, with Instant Messaging, Peer-to-Peer informanon shanng
services, RSS feeds for news and mformation and new revenue streams
from new advertising models such as pay-per-click ramping up online
income and grabbing the artenton of investors and the financial services
market. A further tactor contbuting o online revenues and nvestment
15 global improvements to home broadband connections throughout
developed countries,

Kylie Wansink, Budde's senior analyst of global markets, savs the
Googles and Yahoos of the online world have quickly taken advantage
of the extra speed and capacity of broadband infrastructure with video
applicanons taking centre stage on the web. She says, this vear, internet
advertising expenditure is forecast to top US$31 billion wordwade, up

from US§24.4 billion last vear. Thats 7% of overall ad spending across
all media, up from 5.8% of the toral in 2006. And in 2008, inrernet
advertising spending will account for nearly 8% of all spending, with
online payment gateways, such as PayPal, doing their bit by providing a
simple way for consumers to pay for goods and services online.

There's definitely a train to catch and by all accounts local investors
and incubator arganisations are more than capable of driving it
The challenge now is for online entreprencurs 1o equip themselves
for the journey and learn a lirtle more about the landscape they will

encounter along the way. B




