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			Introduction

			When eBay, a small Internet auction company based in San Jose, California, sought venture capital, it had to pass an informal test administered by the venture guys before they would consider making an investment: Was there a reasonably good likelihood that the investors could make ten times their money within three years? In eBay’s favor, the company displayed some mo—momentum measured in revenues and profitability. It did not have much visibility in the public at large, however, and the growth potential of its business—what seemed to be nothing more than a flea market online—was unproven. There was risk that the best that could ever be said about it would be that it was a good little business, with the emphasis on little.

			The venture capital firm that in the end backed eBay was Benchmark Capital, itself a start-up, then only two years old. When Benchmark invested $6.7 million in eBay in 1997, the auction company’s valuation was put at $20 million. EBay grew, prospered, went public. In September 1998, after the first day of public trading, eBay’s market capitalization was $2 billion, and Benchmark’s original $6.7 million stake was now worth $400 million. Little more than three months later, the stock had gained more than 1,300 percent. By the next spring, the company was valued at more than $21 billion; the value of Benchmark’s stake had grown 100,000 percent in less than two years’ time, making it the Valley’s best-performing venture investment ever.

			[image: image]

			The eBay story happened to unfold right in front of my eyes—and my tape recorder; I must confess I was as surprised as anyone.

			
				A year before eBay knocked on Benchmark Capital’s door, I had knocked there, interested in writing a book about a corner of the financial world whose inner workings remained shrouded, even to those in other precincts of professional money management. Yet venture capitalists, who were concentrated in Silicon Valley, were entrusted with ever increasing amounts of capital by institutions, such as university endowments and charitable foundations, to invest in newly formed companies. In 1996 venture funds attracted $10 billion in capital; in 1997 the total jumped to $20 billion; and in 1998 it passed $26 billion.

			It was a form of investing that brought higher risk than investing in shares of publicly traded companies found in the stock market, but it offered the prospect of higher returns, too. As for the venture capitalists, they received a significant cut—at least 20 percent—of any resulting gains in the portfolio’s investments, so in flush times their personal wealth, on paper at least, grew as fast as the valuations of the new companies they funded.

			Anyone who had followed the rise of Netscape, Amazon, and Yahoo—all were venture-backed—had already figured out that the venture guys were seated at the center of the New Economy. Endowment-fund managers who had not previously developed connections to the top venture capital firms pounded their fists on closed doors, begging for entry, but even with recent increases in size, the funds were already oversubscribed.

			Business-school graduates headed to Silicon Valley in numbers never seen before, spurning six-figure salaries with management consulting firms to seek their fortunes with venture-backed start-ups. It appeared that entrepreneurial fever was spreading well beyond business schools, too. One in twelve American adults surveyed in the spring of 1999 said that they were at that moment trying to found a new business, and some unknowable multiple of that number surely daydreamed of such. Entrepreneurship was increasingly touted as a panacea, the best means of fighting poverty, according to advocates in nonprofit initiatives that sprang up to teach entrepreneurship in neighborhood classes, schools—even in kindergartens.

			And all of these entrepreneurs and would-be entrepreneurs and institutional investors and individual investors—the entire money culture—trained their attention on the venture capitalists, who were the gatekeepers to the world of high-tech start-ups, the place where new firms grew the fastest and investors reaped the greatest returns. The venture guys made decisions that appeared to have oracular power. By the approach of the year 2000, the venture guys comprised the symbolically preeminent profession that served to define the zeitgeist in the nineties in the same way that investment bankers had in the eighties, investigative journalists had in the seventies, and hippies—as the antiprofession—had in the sixties.
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			Buyout firms, the sector of finance that had its own moment in the sun in the 1980s, also wanted to get into venture capital investing. Buyout funds had the same patrons, the same partnership structures, and a similar cut in profits. But where the buyout guys made a business out of what appeared to others to be detritus—decrepit auto-parts plants and ailing retailers—the venture guys worked in a nicer neighborhood, funding the brand-new and the not-yet-invented. The buyout guys rummaged around the stuff that comprised our yesterday (and slashed jobs with chilling efficiency); the venture guys were the financiers of our tomorrow (and got to create jobs in heartwarming numbers, as John Doerr, the best-known venture capitalist, never tired of reminding any reporter who would listen).

			
				It was easy for the finance world to fall in love with venture capital in the late 1990s: The average return in 1998 for venture funds that concentrated on start-ups at the earliest stages was more than 25 percent, and leading funds were returning well in excess of 100 percent annually. This was a world in which the investment criteria used by the venture capitalists themselves were calibrated not in percentages but in multiples, as in “ten times our money.”

			Everyone who knew of their existence wanted a piece of their capital, their attention, and their blessing. Even nonentrepreneurs paid increasing attention because of a spreading understanding that the venture guys are the ones who stand closest to the spot that will remain of interest tomorrow. It is the venture guys who fund and guide the companies whose technology is most likely to diffuse and endure in a historically significant way. Fifty years from now it is unlikely that the leveraged buyout of RJR Nabisco will be remembered by anyone. But the early stage in the diffusion of any powerful new communications technology will always be of interest to future historians, regardless of the rise and fall of individual company fortunes or collective stock prices in the interim.

			So at least it seemed to me, a historian who was struck by how that moment appeared to mark the apotheosis of the entrepreneur, the first time since the arrival of Big Business in the post–Civil War years that small business, in the form of high-tech start-ups, had regained the preeminent position of status in the business world. This was new and piqued my curiosity.

			The offices of venture capitalists are concentrated in my hometown of Menlo Park, California, and I sought an inside vantage point so that I could observe at close range the financial alchemy at the heart of venture capital and determine which parts should be credited to human agency and which to impersonal forces at work in the larger financial environment—that is, sort out skill from luck. I resolved to arrange for access over an extended period while retaining unencumbered editorial control; I also wanted to work with the youngest renegades I could find, and those happened to be at Benchmark Capital. It took me a year of entreaties before I was able to gain entry. Ultimately, our agreement was sealed with a handshake—no written NDA (nondisclosure agreement), no attorneys.

			There was no precedent within the venture business for providing an outsider such access. I suspect that the Benchmark partners thought that something ballsy like this, which was sure to make the graybeards of the guild squirm, must, ipso facto, be a good thing.

			And they bet that an author who lived among them would see what they believed set them apart from the incumbents—their team ethos, eschewing individual stars. John Doerr, for example, excelled at promoting the visibility of John Doerr, but he evinced no ability (or wish) to raise up his partners to the same prominence he enjoyed. (And after hearing so much about Doerr, what entrepreneur who approached his firm, Kleiner Perkins, wanted to be deflected to one of the other partners, an unknown not-Doerr?)

			Benchmark partners had selected one another on the basis of perceived ability to subordinate individual ego to the larger interests of the collective. It was a self-acknowledged experiment, but they were hopeful that the merits of their alternative model—a partnership of equals—would, in the end, outshine Kleiner Perkins’s heliocentric system that revolved around Doerr. The industry held that it took five years before anyone could tell whether a new venture capitalist was going to be successful, and ten years for a single venture fund to fully mature and do its final accounting, so it would be many years, at best, before Benchmark would be in a position to place its record next to Kleiner’s.

			
				So I assumed. I began work in the fall of 1997, spending a majority of my time at Benchmark’s office but also trying to capture life within as many of the portfolio companies I could persuade to accept my presence on the same terms as Benchmark had. One small, thirty-employee company was especially cooperative and open—eBay. I was glad for the welcome but could not help but think that this was one of those good little businesses. When I began, I couldn’t understand how the partners at Benchmark could speak so enthusiastically about eBay’s prospects. Early in 1998, long before eBay’s initial public offering (IPO) was on the horizon, the partner who served as an eBay director told a business acquaintance with dead seriousness that “I wouldn’t take half of Yahoo’s stock for eBay right now”—and Yahoo’s market cap was $5 billion at the time. He foresaw; I did not.

			What he did not foresee—nor did his partners, nor (again) did I—was the way in which the Benchmark partners’ engagement in backing start-ups in this particularly receptive historical moment would create extraordinary wealth. The partners who came together in 1995 to form Benchmark had already individually made considerable sums of money, either in venture capital or as entrepreneurs themselves. Two had a net worth of approximately $15 million each; the two others were single-digit millionaires. Initially, their joint efforts went well enough, but in 1998 results began to come in not just from eBay but from an overflowing basketful of others that increased their paper wealth from the considerable to the unimaginable. By 1999, the net worth on paper of all of the founding partners had increased by approximately $350 million—individually.
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			I was the writer in residence at Benchmark for two years, from the fall of 1997 to the fall of 1999. By the end, I was buried beneath a mass of material encompassing more than seventy portfolio companies and dozens of narrative threads that interwove ambition, personalities, and business experimentation. To create from this a single coherent story, I had to winnow the significant elements of many stories.

			I decided first to introduce two of the five partners at the time: Dave Beirne (pronounced “burn”), who joined Benchmark just before I began my research and who provides the perspective of a newcomer to the venture capital business; and Bob Kagle, whose investment interests included companies like eBay that did broad consumer marketing.

			When selecting which companies to include in this chronicle, I favored those whose products or services were aimed at a mass customer base (for example, new watches sold via the Web), rather than those aimed for information-technology professionals (like chip sets for network-equipment manufacturers). I also was drawn to companies that experienced trials, challenges, setbacks—those that went sideways—over those that did not because companies, like people, that live a charmed existence wholly free of travails are less interesting than those acquainted with life’s complications.
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			It is a wee bit eerie to see, in hindsight, how the Benchmark boys’ original notion of a partnership of equals turned out to have been echoed in impersonal performance statistics. Even the partners themselves would never have guessed in advance that four and a half years after Benchmark’s founding, of the five investments that were the firm’s all-time biggest hits to date, no two had been discovered and directed by the same partner: five hits, five partners.

			One of those top five was an investment made in Critical Path, a company that provided e-mail services for large corporations and Internet-service providers. In the fall of 1997 Critical Path’s entrepreneur had first invited Kleiner Perkins to invest in his company, which had just launched its service. The deal bounced to partner Will Hearst, a scion of the publishing family—and one of Kleiner Perkins’s numerous not-Doerrs. Hearst professed an immediate liking, but he could not impel Doerr and the other partners to move; one month, two months, three months went by. For the entrepreneur, a wait so long would have been intolerable were it not for the consoling thought that the leading venture capital firm in the galaxy was saying it might invest in his company.

			By the time Kleiner Perkins finally got around to tendering an offer, the entrepreneur had been wooed by another venerable Sand Hill Road firm, Mohr Davidow Ventures, founded in 1983. Seeing the entrepreneur hesitate in accepting Kleiner Perkins’s offer, Mohr Davidow, in turn, contacted two other venture firms to see if either would be willing to be a co-investor. One was Benchmark, founded fewer than three years previously and chosen because Mohr Davidow viewed the Benchmark partners as a hardworking, aggressive group that would love nothing more than the opportunity to beat Kleiner Perkins in winning over the entrepreneur.

			While the other prospective co-investor failed to respond, the Benchmark partner who got the first call, on a Monday, set his partners scrambling into immediate action. Two met with the entrepreneur that night; the others met with him the next day. At the end of day two Benchmark and Mohr Davidow made an offer, which on its face was less attractive to the entrepreneur, as it was based on a lower valuation of the company than KP had tendered. But the entrepreneur liked the combination of technical and business acumen and hustle he saw in the challengers. He liked their style, too. On Thursday, only four days after first showing the deal to Benchmark, the entrepreneur decided to go with Benchmark and Mohr Davidow.

			There was one awkward moment, when a Benchmark partner, a Mohr Davidow partner, and the entrepreneur were sealing the deal with handshakes in a glass-walled conference room in Critical Path’s offices. Who should walk in but Will Hearst, who, after doing a double take, could do nothing but take a seat outside the room and do a little bit of waiting himself. He had been aware of Mohr Davidow’s presence in the picture, but the Benchmark factor apparently was news to him.

			
				Obtaining the opportunity to invest in a cash-burning company that had only just launched its service and had yet to sign a single significant customer was not an instant win for Benchmark. (One partner summed up the situation: “The good news is, we won. The bad news is, we won.”) Recruiting a new CEO, a new management team, a number of heavyweights for the board of directors, and then bankers for the IPO—these things lay ahead. But in November 1999, eighteen months after Benchmark invested and seven months after Critical Path’s IPO, its trading price gave it a market capitalization of $2.9 billion. Benchmark’s investment was now worth eighty-seven times the original sum.

			That Benchmark was a participant in the story at all was a testament to the power of its team sales effort—the Benchmark bear hug. When competing for deals, nothing was sweeter than this, having an entrepreneur walk right out of Kleiner’s clutches of his own free will. It seemed to indicate that the partnership was making a mark far faster than its partners had thought possible.

		

	
		
			1. The Right Answer.

			 

			The guy. No special emphasis on either the or guy, but no intervening pause, either. TheGuy.

			That’s the person needed to head a start-up once it has grown beyond a seed. To wit, a stud, ideally, a big honkin’ stud or a total fuckin’ stud. He (or, yes, she) will not lack for balls, at least in one sense, but in another will work his nuts off, or his ass off (these being valuable pieces of anatomical real estate; you never hear “works his index finger off”). A high-hustle guy. A total can-do guy. A winner. Smart. Someone with integrity-off-the-charts. Scrappy. A kick-ass dude, a nail-eatin’, nut-crushin’ (that trope again!) decision maker, a competitor with killer instincts. Someone who attracts and hires A’s, unafraid to hire above himself. A player. A hitter.

			Finding TheGuy—finding the Right Answer—for companies in need was Dave Beirne’s world for ten years.

			Thanks to happenstance, Beirne’s career as a search guy had begun at the age of twenty-two in cold-call hell. Freshly graduated in 1985 from a small school, Bryant College, with a business degree, he had an appetite for work. During his last two years of college, he had taken a full course load, worked at IBM virtually full-time as a marketing assistant, captained the lacrosse team, and led buddies in sundry intramural sports—and in what in the 1980s was defined as the back half of work-hard/play-hard (the lock-and-load party, for example: the dorm door was locked, and a concoction of liquor and Kool-Aid that filled a giant garbage can in the room’s center was drunk until every person was loaded).

			He had his coterie of mates, to whom he was fiercely loyal. But outside that circle, he was not a gregarious person. In fact, he was unable to mix without putting many on the defensive. He walked with a chip on his shoulder that he took no pains to disguise. He had a particular aversion to anyone whose status derived from inherited privilege. A college friend would later liken his attitude to that of a ghetto-hardened tough: If it was given to ya, don’t think you’re better than me.

			His own family had prospered from blue-collar roots, working for General Motors. His grandfather was a union leader who worked forty-two years on the assembly line at the Tarrytown, New York, plant, and his father, Gus, had followed, directly out of high school, hanging doors on the line. While Dave Beirne was growing up, his father worked the swing shift. But eventually, Gus was able to make the jump to line management, and when Dave was in high school his father moved into the upper reaches and eventually would oversee fifty thousand people at his career’s peak before retiring. The ascendance of this high school graduate happened too late for his son Dave to think as ambitiously as he might have about where to take strong grades when applying to college, and too late for Dave to change his own sense of class status. At Bryant he all but shouted: Don’t think anything was handed to my dad or to me.

			Graduating from a small school without the national reputation of an Ivy, he was at a disadvantage for entrée to the most promising career tracks in business. Resolved to gather the experience and money he would need in order to obtain a Harvard MBA, the instrument that would give him parity, he spoke with anyone he could think of about entry-level positions. He was introduced to Chuck Ramsey, an executive recruiter at Sales Consultants who worked with technology companies; Ramsey was willing to overlook the fact that the kid did not even know what a recruiter did and give him a try.

			Hiring Dave Beirne was not an especially expensive risk; the only pay was the commission earned when a candidate was successfully placed, and it was up to the “account executive,” as Beirne was grandly titled, to obtain the recruiting assignment from an employer willing to pay a contingency fee when hiring a recommended candidate. Beirne was given a phone, a desk, Yellow Pages, and training that consisted of a simple injunction: Have at it.

			It was not clear why either a prospective client or candidate would take Dave Beirne seriously. He was young, and looked even younger than he was; his job experience at that point—summer work on the assembly line and the IBM assistantship as essentially a gofer—had not provided a tour of the upper floors of power. He had no list of successful placements. Why would anyone look at him and sign on?

			The answer: No one did look at him. The business of placing low- and midlevel sales people was conducted entirely on the phone. What prospective employers and employees heard was a baritone that conferred the authority of someone twice his age. He was a quick study, put in more hours than anyone else, talked his way into assignments, and found recruits.

			Because debt was anathema to him, he had started with the intention of first saving up enough to pay for business school, and only then applying. But commissions rolled in, almost instantly. (After only six weeks on the job, the kid had suggested to Ramsey, twenty-one years his senior, that the two should leave their employer and start their own firm; Ramsey demurred.) Beirne did sensationally, and the savings were in place in months, not years. He had simply leaped over the stepping-stone of business school to the other shore.

			A little more than a year later, Beirne finally persuaded Ramsey to join him and start their own search firm, which would exclusively serve clients in high-tech businesses. Late afternoon on day one in their new office in Ossining, New York—with no clients, no candidates, no furniture yet, but a new phone system in place—Beirne got a call from his wife, who informed him, “Market’s down five hundred points and still going. You couldn’t have picked a worse time to do this.” It was October 19, 1987. Perhaps he should have gone to biz school after all, she couldn’t suppress saying.

			We’ll be fine, he reassured her. Then he took immediate action. He purchased a couple of six-packs of Budweiser and sat on the floor with Ramsey, making outlandish predictions about the certain future success of Ramsey Beirne.

			
				When narrated by Beirne, the firm’s beginning on that forlorn day in October 1987 was the low point, and Ramsey Beirne’s conquests, with ever higher-profile search assignments, were a string of triumphs comprising an ascending slope. Ten years later Vanity Fair likened him to Tom Cruise’s Jerry Maguire (for the search for Microsoft’s chief operating officer he “placed 400 calls, put 79 candidates on his long list, conducted 29 face-to-face interviews, and showed 5 people to Gates”) and wrote that he had “almost single-handedly turned headhunting into as quasi-glamorous a field as Hollywood agenting.” A New York Times piece highlighted Beirne’s aggressiveness. “We have no fear,” he had declared. “If we could find God’s phone number, we’d call Him.”

			
				His six-foot-six physical presence enhanced the persona, too. A profile in Fortune carried a photograph of Beirne posed like a celebrity for Titleist, in sweater and chinos, standing on a green and leaning on a driver. He was identified above the photo as “The Headhunter.”

			When it was Beirne himself telling the Ramsey Beirne story, he spun it as a seamless narrative of collective effort, a football team that started on its own goal line but then scored, scored, scored. What he left out in the telling were the complicating parts that made it interesting, the ways at several junctures he badgered his partners to undertake risks, jeopardizing modest success for the chance to move to the top. He also left out the way he and his colleagues had to project an aura of success for years before it actually existed, the way credit card debt and second mortgages had to tide the business over in the interim, the way the lack of personal contacts within the Establishment meant that Ramsey Beirne Associates advanced by dint of brute-force will.

			To begin with, Ramsey and Beirne decided to serve only high-tech businesses, and focus on start-up companies as their clients. Yet, for family reasons, they were determined to set up shop in Ossining, far from Silicon Valley, where most of their prospective clients would be. Erasing that geographic distance meant they would have to be that much better than the competition that enjoyed the benefits of proximity to clients. It also meant that Ramsey Beirne Associates would have to be willing to travel all the time—“living in the tube,” as Beirne would refer to the weekly or twice-weekly red-eyes across the continent.

			
				Dave Beirne’s pitch to the first prospective client was to ask for one shot, an opportunity to show what his brand of service was like, and once he had the chance, he went maniacal on it, out-testosteroned everybody, he’d say.

			The regimen of interviews and travel was self-consciously macho, that is to say, not only heedless of physical well-being, but proudly so. His clients could say of him that he never said no, never deflected a request, never took an easy way out. At one point, he personally had twenty-seven separate searches under way—twenty-seven plates spinning on poles, all needing attention simultaneously. If he felt in danger of coming up short, he ordered his endocrine system to step up the pace.

			Extraordinary expenditure of effort was not for naught, but it failed to produce extraordinary income. In their first year of business, the average fee Ramsey Beirne collected per placement—which took an average of three months to complete—was a dismal $5,000, a statistic that meant the business was barely alive. Such fees were an affront to the effort—double that of the competition, they felt—that was poured into each search.

			In year two, Beirne convinced Ramsey and their first associate, Alan Seiler, to abandon the low-rent contingency-fee model and instead adopt a high-rent retainer-fee model, the one that only the elite search firms used. Clients would now be asked to pay up front, in order to obtain Ramsey Beirne’s attention—and the fee would be collected whether Ramsey Beirne delivered candidates that the client decided to hire or not. To be a success, one must act the part, and a retainer fee was the way to communicate that one’s services were in demand.

			That was the theory. It was not easy, however, to remain confident when Ramsey Beirne’s revenue immediately dropped to zero—and remained there. Beirne was barely able to keep his colleagues from abandoning the experiment as the months went by and their personal savings evaporated. Finally, six months later, they got their first retainer, from Xywrite, a small software publisher, which paid Ramsey Beirne $42,000 to undertake a search.

			It was a milestone, but it did not turn out to be the harbinger of merry times. More business dribbled in, and each engagement made it a little easier to get the next one, but even after five years in business, Ramsey Beirne was barely eking out an existence. By then, the three principals were heavily in debt, and spouses were wondering how much longer they would be asked to wait for the experiment to prove itself.

			The pain of the hard times was shared by all in the firm, which had instituted profit sharing as the principal form of compensation. To reinforce a team ethos, Ramsey Beirne’s organization was flat: no managing directors, no bosses. Virtually no underlings, either. Even when it had grown to twenty associates, there was only one assistant serving the entire office (“I was cheap,” Beirne said), so if something needed doing, you did it yourself. Service to clients with a personal touch was also to be a hallmark, and the founders held off installing voice mail. The phone was to be answered, promptly, by a human—even in the after hours. So when a client in Woodside, California, pacing the den at midnight, Pacific time, decided to call Ramsey Beirne, three o’clock New York time, the call would be forwarded, and when the associate groggily made out the question, “Were you asleep?” he was to answer brightly, “Oh, no, I was just going through some papers when you called. What’s up?”

			Professionals exude success, and that was all the outside world saw, if it noticed Ramsey Beirne at all. Beirne would direct that a cold call open with, “Hi, we’re Ramsey Beirne, the leading retained executive search firm in high technology.”

			His colleagues thought this was a bit much. “Well, Dave, couldn’t one argue that—”

			
				“We are. Go.”

			If said to a client with sufficient force, it would not be questioned. And if a prospect laughed at the audacity of this little firm in Ossining and said, “So, let me ask you a question—how can you guys call yourself the leading firm?” Beirne and his colleagues would reply, “We brought in the COO of Central Point. We built the whole management team.” The prospect probably had never heard of Central Point Software, either, but Central Point must have been an important client for Ramsey Beirne to lay claim to it in the way that it did.

			
				If, when dialing for dollars, Seiler lucked upon a company in Boston that was about to launch a search and would be willing to hear a pitch from Ramsey Beirne at a breakfast meeting the next morning at 8:30, then Beirne would call back and ask that it be moved to 7:30, just to show that his blood was Type A—and he and Chuck Ramsey would set off for Boston by car at 2:30 A.M.

			Once liberated from the telephone and actually in the door, Dave Beirne could really go to work, selling by not selling. No backslapping bonhomie, no inane chitchat, no annoying repetition of your first name, no clumsy paraphrasing of what you’d just told him.

			“I have nothing to sell you today—let’s take that off the table and just talk,” he would say. “My goal is to earn the right to have a relationship with you, and I know it’s my responsibility to earn the right.” He’d vacuum up information about the candidate’s command of the business, but also about intellect, ethics, leadership, energy. Beirne likened it to digging into someone’s soul, then showing the person a portrait.

			He had removed anything uncouth in his appearance that would provide an excuse for him to be turned away. There wasn’t a hint of New Yawk in his voice, and you would never see him when his hair wasn’t freshly cut, gelled, combed, and parted, when his white dress shirts did not consist more of starch than cotton.

			Once he got in, he could get individuals who were ten, twenty, thirty years his senior to open up. His voice was measured and controlled; his sentences were well composed—they never began, then aborted and restarted; his manner was free of tics that would betray impatience. Most important, he didn’t display the know-it-all arrogance seen in many who have coasted through the most selective colleges, nor was he handicapped by a parvenu’s tendency to try to bluster his way to status parity by talking incessantly. He instead used his smarts in the employ of listening. His prospective clients and candidates discovered he was a paragon of the quick study, who when asked to restate what he’d been told got it right, absolutely right, and followed with questions that showed strategic instincts about how to make the business or career grow. Respect, trust, and confiding followed.

			He conceived of Ramsey Beirne Associates as a sports team—new associates were hired, in part, on the basis of athleticism. But within the team, an internal dialectic was at work. There was Beirne, who saw himself as merely a team member, and then there was everyone else, who collectively created in their minds a second Beirne, a legend of outsized proportions who was the personification of power-through-sheer-will. The real Dave Beirne prided himself on his ability to accord all of the firm’s clients unstinting service and politeness. His colleagues, however, lovingly passed on tales, likely apocryphal, of another mythic Dave Beirne that left the real one aghast.

			One legend, for example, concerned the day Beirne got irate about a client’s failure to pay. The client had hired the person that Ramsey Beirne had recommended and had declared that it was happy with the choice. But it was dragging its feet in accounts payable to ease its own cash-flow problems.

			A happy client was an asset that Ramsey Beirne was in no position at that point to antagonize. But Beirne called the company’s CEO and was put into voice mail. Office lore had Beirne saying, “Joe. David Beirne. Here’s the deal. I want my fuckin’ money Federal Expressed over-fuckin’-night, right now. This is the most unprofessional bullshit thing I’ve ever heard, goddamn it. You’re better than that, and you know you’re better than that. So stop playing this fuckin’ game and just get it done.”

			Later, when the story was recounted, Beirne said he never would have used profanity when speaking with a client. But to his colleagues who told it, the story’s principal point was not the language, but rather how the rest of the story permitted a new Dave Beirne, a kinder, gentler one, to appear. After he hung up, the story went, he looked over at his colleagues, whose mouths were agape, and said, “That was the right thing to do, right, guys? I mean, this guy owes us money.” The others reassured him but steeled themselves for the repercussions when Beirne’s message was picked up.

			The CEO called back. “David, I wanted to turn that into a tape. That’s an unbelievable message.” He said he had transferred Beirne’s message to his own collections department, saying, “This guy is how we should be collecting our friggin’ money.” And to Beirne he added, “By the way, your check’s on the way.” It arrived as promised, via FedEx.

			The large gamble, doing only retained searches for high-tech start-ups, had still failed to pay off in a big way, which was the only way that would be satisfactory to Beirne. The search projects remained smallish.

			When the firm was started, Beirne had devoured every business book on sales that he could find, and all of them said you should sell only to the decision maker. He thought he had done just that when he eschewed human-resources departments and focused on cold-calling the CEO’s of companies he wanted to be retained by. Over time, a pattern emerged: The CEO would listen to a Ramsey Beirne pitch to take on a search assignment, say he would consider it, then disappear for a few days before returning with an answer. The CEO’s of these small companies were consulting someone else, and that someone else, upon investigation, turned out to be the venture capitalist who sat on the company’s board of directors.

			The reason for this cannot be understood by looking at venture capitalists as financiers. If their function in the economy is that of bankers, then they would not be asked by the CEO what search firm they recommend. The venture capitalists qua bankers would make their investment, putting up capital in exchange for a minority stake in the fledgling enterprise, and if things went well, that would be the last one would hear of them until their exit with the sale of the company or after an IPO.

			
				That’s the role of “investors,” venture capitalists would say, pronouncing the word with disdain; investor is a euphemism for gambler. The role that they preferred, or at least said they preferred, was that of “company builder,” which meant serving as an active board member and as informal consultant to the CEO in between board meetings. With a noncontrolling minority stake, the venture capitalist was not a puppeteer who could pull the strings of a CEO marionette at will. Any informal role depended instead on the personal relationship between the venture capitalist and the entrepreneur, on whether the latter respected the judgment of the former—and the former was actually willing to provide the time to work with the latter.

			In Silicon Valley, where venture capitalists were more familiar than elsewhere, their public reputation was not a particularly positive one; they were seen by many as the heartless power mongers who reaped the fattest profits from the toil of entrepreneurial serfs, the brutes who with a snap of their fingers vaporized those who lost their favor. This reputation did not square with the anecdotal testimony of actual entrepreneurs who had venture backing. The entrepreneurs’ biggest complaint with venture capitalists was not that they were too meddlesome but that they were not meddlesome enough—once they had invested, they didn’t return phone calls. From this perspective, venture capitalists were more like bankers than they realized.

			What a venture capitalist and his partners possessed was the fund of knowledge about strategy and operations that was built upon experience with dozens, even hundreds, of companies. It was the venture guys who also knew the best among public relations firms, attorneys, accountants, investment bankers—and executive search firms. They helped on searches by suggesting names, interviewing candidates, recommending some and not others, and judging the search firm’s performance during the process. This knowledge was important not just for hiring the VP’s of marketing or engineering that were routinely needed in a portfolio company, but also for when the CEO turned out not to be TheGuy, and the Right Answer had to be found.

			Once Dave Beirne understood whom his prospective clients were consulting—the CEO’s of start-ups—he knew to whom he should be selling the services of Ramsey Beirne Associates. However, by virtue of the defensive bulwarks that venture capitalists erected against strangers, they were as inaccessible to him as they were to an unknown entrepreneur. In a way, Beirne had landed right back where he started, which is to say that lacking access to back doors or old-school ties, he had only elemental resources: the Yellow Pages, a phone, and a stomach that was protectively lined for cold calls.

			The break came in 1990, when his dialing finger took him up to TA Associates in Boston, where Brian Conway, a junior partner himself only a few years out of Stanford business school, agreed to a meeting. Upon arrival, Beirne cast aside his customary persona of the Quiet Therapist and instead appeared as Conan the Eager Barbarian—Chuck Ramsey practically had to hold on to Beirne to keep him from leaping across the table. Conway figured he could toss Beirne a bone and see what happened. The bone was returned, the search completed successfully. Another search, another success. As improbable as it seemed for a guy who looked young enough to still be chug-a-lugging at a lock-and-load party, Dave Beirne got the job done. Word quickly spread within the incestuous world of the venture guys, who shared board seats and traded notes, and Ramsey Beirne began to get the choice assignments that had eluded the firm until then.

			John Doerr, of Kleiner Perkins, took a particular liking to Dave Beirne’s work. It was Doerr who chose Beirne to work on the highest-profile assignments, to find the CEO’s of the companies that would bring Doerr wide fame: Netscape, Excite, @Home, Healtheon. Bill Gates called: Could Ramsey Beirne take over a search for Microsoft’s chief operating officer? Yes (that was the one where Beirne would personally interview everyone on his shortlist of twenty-nine). Xerox called, seeking help in its search for a new president. The retainer was a crisp million dollars—something of an improvement over the $5,000-a-pop contingency-fee business where he’d begun.

			At the same time that Ramsey Beirne’s business was flourishing, a group of three young venture capitalists in Menlo Park—Bruce Dunlevie, Bob Kagle, and Andy Rachleff—decided to step free of their old firms, and with software entrepreneur Kevin Harvey they set up Benchmark Capital. In the spring of 1997 Bruce Dunlevie, whom Dave Beirne had come to know in the course of search assignments, dropped by the Ramsey Beirne office in New York, ostensibly to meet the newly hired Ramsey Beirne associates. At the end of his visit, Dunlevie asked to speak with Beirne alone. I’ve got a bit of a curveball for you, Dunlevie began. Would Beirne be willing to join Benchmark as a partner? There’s only one guy we want, he said, and it’s you.

			At first Beirne laughed, thinking Dunlevie wasn’t serious. Then he protested that there was no way he could consider leaving his own firm. But once Dunlevie had extended the invitation to change careers, Beirne could no longer look at the search business in the same way as before. When you demand a million dollars for your attention and get it, what can you do for an encore? He decided he liked to climb more than having climbed. And now he could see that the venture guys reaped greater rewards—financially and psychically—than did search guys because their relationship with the fastest-growing companies was not like his, with its intense but short-lived engagements for particular assignments. If he was going to make the change, Benchmark was the group to hook up with. Their immodest ambition (as their chosen name suggests) was to reinvent the venture business—an anthem he had used in the search business. The Benchmark partners had an esprit de corps that also felt comfortably familiar; they were tall, six feet two to six-four, and a young group for the venture capital world, ranging in age from thirty-three to forty-one. The Benchmark boys would make his career transition instantaneous. They believed in equal partnerships and were not going to ask him to go through a let’s-get-better-acquainted probationary trial. He would be a fully enfranchised partner, with an equal share, on his first day.

			But a share of what? So young that it had not even finished investing its first fund, Benchmark was the unproven upstart in a feudal, hierarchical guild. Looming over it was Doerr’s firm, venerable Kleiner Perkins, in its twenty-fifth year, snugly—and not a little smugly—ensconced on a throne at the summit. When Beirne told Doerr of his plans to join Benchmark, Doerr tried to persuade him to join Kleiner Perkins instead. Doerr said he would personally champion Beirne’s candidacy. If you were willing to abide complacency for security, Kleiner Perkins was the place to go. But if you liked the climb, if you liked the way partners put team interests foremost, if you liked the idealism of changing the rules of the venture capital game by trying to provide entrepreneurs a level of service that even Dave Beirne would approvingly call maniacal, then Benchmark was the place to be.

		

	
		
			2. Good People.

			 

			Beige and white, constructed of glass, wood, stucco, and more glass, perched on a hillside amid sheltering oak and eucalyptus, the small office building in which Benchmark resides would look quite at home at Pebble Beach. Two stories, each flanked with flower-edged terraces on the sides and rear, create a Mediterranean effect, undisturbed by the lower parking level, which is hidden at the rear of the hill.

			By the late 1990s, these offices and the others like it along Sand Hill Road commanded the highest commercial rents in the country. The first venture capital firm to take up residency in that stretch had been Kleiner Perkins, in 1972, when Interstate 280 was newly opened and the nearby land behind Stanford University was still undeveloped. Since then it had become exceedingly valuable as elsewhere the last remaining orchards of Silicon Valley gave way to condominiums, offices, and strip malls.

			Benchmark’s building was part of an office park that had been the corporate headquarters of Saga Corporation, a food-services company that prospered by operating college cafeterias. By the time Marriott bought the company, the buildings resembled an alpine retreat, high above the megalopolis, complete with its own conference center.

			Marriott did not wish to run an office park, so it sold the property. The buyer, seeking a real estate investment with prospects for excellent returns, was not a real estate baron but a nonprofit, the Henry J. Kaiser Family Foundation. The same impulse that had led it and other foundations to diversify their portfolios into what was called “alternative investing,” like venture capital funds, also led to diversification in real estate. A Marxist critique of “late capitalism” would have difficulty disentangling the interests of the for-profits from those of the nonprofits. Not only was Benchmark working, in part, “for” the nonprofits that supplied its capital, but its landlord also happened to be a nonprofit, too.

			A visitor entering the Benchmark office foyer would notice foremost the two walls of plaques, each commemorating the initial public offering or sale of companies that the individual partners had overseen in their relatively short venture capital careers. They were displayed to reassure the visiting entrepreneurs that the Benchmark partners’ youth should not be read as inexperience.

			Though the plaques did not mention the fact, the commemorated companies were from past portfolios when two of the partners were at Merrill Pickard, which had occupied the floor that Benchmark now took up, and another partner had been at Technology Venture Investors (TVI), which had been on the floor below. The founders of both these firms had decided to retire at about the same time, so the less senior partners had been faced with the decision whether to inherit the mantle and carry on, or set up a new firm, with a new configuration of partners, new limited partners who would provide the capital—and an opportunity to define their own organizational culture. Benchmark’s formation in 1995 could be interpreted either as the creation of a new household in the natural life cycle of a family or as polite patricide.

			Benchmark’s Bob Kagle was thirty-nine at the time of the firm’s founding. In a photograph taken at the time, he looks like an older student-council president, with his short wavy hair brushed up and back in an earnest fashion. The photo does not capture Kagle’s kinetic energy; in person, he communicates with his whole body, shifting weight from foot to foot, popping the top of a closed fist with an open palm, rising up and down on tiptoes as he talks, leaning in and then out, always in motion. When he laughs, which he does readily, it is a chuckle that comes from deep in the gut.

			
				While Dave Beirne projects power, Bob Kagle projects empathy. From his previous experience as a venture capitalist, he was at Benchmark’s formation already extremely wealthy, but material success was a garment he refused to wear. He was determined to remain unchanged, as hungry to learn, to connect with you, as he’d ever been.

			Benchmark’s mahogany-and-art-appointed office on Sand Hill Road was an unlikely destination for a working-class student from a single-parent household in Flint, Michigan. Like Beirne’s family in New York, Kagle’s relatives in every direction were employed by General Motors, but their careers lacked the happy ending. Kagle’s great-grandfather was killed at the age of thirty-eight in the great 1937 Buick sit-down strike. For the family’s later generations, the comforts enjoyed by other members of the unionized working class were scant. His mother struggled to support her elderly parents as well as three children and faced occasional brushes with eviction. As a teenager, Kagle picked up a hobby of reading books on the Depression, and the family’s experiences produced in the adult Bob Kagle an uncommonly strong need for wholly unencumbered security: no mortgages, no credit cards, everything owned free and clear, safely beyond the reach of creditors.

			Though he was salutatorian of his high school class and an active leader in student government, it was one fortuitous event, not the hydraulic workings of a meritocracy, that ultimately delivered Kagle to a college campus, the first person in his family to make it there. He first needed one big break.

			The only college he was aware of that offered full scholarships was a local engineering school, General Motors Institute. Its name was not just a polite nod to an institutional benefactor; the college was literally owned by General Motors. Faculty members were hired and fired by the corporation, received paychecks from the same source, were given the same health benefits—and the same employee discounts on GM cars—as were the assembly-line workers. The students received stipends from the same giant corporation.

			A GMI education took five years and consisted of alternating six-week stints in the classroom and in the workplace, in actual GM plants. The students were paid for the work, thus covering their living expenses; they also began accumulating credits toward the ultimate prize: a pension, the cynosure of everyone—even teenagers—in working-class Flint.

			It was an attractive package, but there was a catch: GMI would not even accept an application until a prospective student had first secured a sponsorship from a General Motors unit, whose budget would supply the wages paid during the working half of the program. Kagle had applied to every car division in town and had been turned down by all. The number of slots was small, and the number of college-bound sons and daughters of plant managers large, so the politically unconnected had a difficult time squeezing in. The contingent event that changed his life, Kagle said in retrospect, was when his mother gathered all of her oldest son’s report cards, placed them in a shoe box, screwed up her courage, and approached the education czar in her own division, AC Spark Plug, which Kagle had not applied to, and asked that her son’s case be considered on its merits. He got a hearing, and then a sponsorship.

			
				A working-class background did not make one automatically appreciative of the college experience. GMI students were all working-class, and yet they, like students anywhere, had a tradition of denigrating their school. But Bob Kagle stood apart. During his senior year, in an article in the school newspaper, the Technician, he railed at his classmates who were relentlessly negative. “I want to be able to say to classmates ‘I’m proud to be at GMI’ without them thinking that I’m in dire need of psychiatric attention,” but he was not afraid to declare in print: “I appreciate this school.”

			
				GMI’s compact campus was too small to constitute a world unto itself. In Kagle’s student days, one border of the campus was occupied by Chevrolet’s blocks-long Happy Valley assembly plant, whose workers shared the same parking garage as the students. Then the college’s world was bounded by GM in all respects. This was brought home forcefully after Kagle’s freshman year, when GM’s corporate fortunes hit a downdraft. All divisions were ordered to cut budgets, and students’ paid internships were a tempting target of cost-cutters. When the internships disappeared, the students did, too. It was happenstance that Kagle’s work-study internship was spared. The college had to fulfill budget-cutting goals itself; over the course of one summer, a third of the faculty was dismissed. (In 1982, after Kagle’s graduation, General Motors spun the school off when the parent corporation experienced deep financial losses.)

			The yaws of General Motors were unsettling, but for Kagle it was impossible to imagine life beyond. He and his closest friend, Curt Wozniak, spent many hours talking about future career plans, and when they spun their wildest dreams, it was to imagine becoming—someday, in an impossibly far-off future—a general manager of a division of General Motors.

			Wozniak, like Bob Kagle, was doing well in his classes and like his friend was depressed to see the low morale of GM’s white-collar employees during the off-campus work stints. When Kagle proposed that the two apply to the same graduate schools—Kagle had done the research and determined that Stanford’s business school was the best—Wozniak acquiesced. Stanford was unsure about whether to take GMI seriously, owned, as it was, by a corporation. From afar it appeared to be some unfamiliar form of trade school. But Kagle and Wozniak were admitted, becoming two of the first students from GMI. And thanks to General Motors, they could take along full graduate fellowships, which the company awarded to a handful of students that it regarded as future executive material. Paradoxically, they arrived in California in better financial shape than their middle-class peers who had to take out major student loans.

			It was 1978, and Kagle thought he would be able to sell his new gold Trans Am—emblazoned with what he thought was a most attractive feature, an eagle on the hood—for a tidy profit when he arrived in Palo Alto. The plan failed; Stanford students were not interested in eagle-adorned muscle cars. Transplanted to California, Kagle and Wozniak felt unsophisticated. Unlike most of their new business-school classmates, who had worked for several years after graduation and were still unmarried, the two from Michigan came directly from their undergraduate school and were already married.

			No one had heard of their college, but while their Stanford classmates found the heavily quantitative material of the first semester’s courses a challenge, the two engineers yawned. Their work experience also stood them in good stead. Kagle took a manufacturing course and impressed the second-year students, including one who would later invite him to join his venture capital firm. Kagle and Wozniak befriended two others who also came from the Motor City area: Steve Ballmer (future president of Microsoft) and Scott McNealy (cofounder and longtime CEO of Sun Microsystems).

			General Motors had sent Bob Kagle to graduate school, and it was understood that it was to General Motors that he was to return. But as graduation neared and he negotiated the details of where he would be working, he was dismayed that the company was going to send him to lonely exile: the finance group in New York, preparing reports for the board.

			
				Meanwhile, management consulting firms were recruiting him, too. Even after two years at Stanford, however, the blue-collar need for security, what Kagle later would call “the psychology of the Midwest,” remained strong. “I’ll be giving up five years’ credit toward my retirement if I leave GM now,” he worried. But when he told a career manager at a GM plant he was visiting about his frustration that the company would not return him to a factory, he received surprising advice to consider the opportunities offered by other firms: It’s a big world out there—go for it! (Three weeks later this same manager left GM himself.) Feeling as if he had been granted emancipation papers, Kagle joined Boston Consulting Group in 1980 and three years later was recruited by Dave Marquardt to join Technology Venture Investors. He was able to repay his alma mater with a grant of Microsoft stock—Marquardt, thanks to the Stanford business-school connection to Steve Ballmer, had been the sole venture capitalist permitted to invest in Microsoft.

			Kagle learned the nuts and bolts of venture capital investing at a desk set up in the office of TVI’s avuncular founder, Burt McMurtry. In retrospect the moment of his joining turned out to have been the last of the 1980s go-go days for investments in early-stage companies. By mid-1984, the technology sector was in a major slump, and so too was venture capital. There were lessons to be learned from the abrupt end of a time of investor euphoria, overpriced valuations, and me-too companies, and no one was more constitutionally ready to learn than Depression buff Bob Kagle. What he was witnessing was what he had always feared: Good times disappear in a blink.

			Years later Kagle would walk into a partners’ meeting at Benchmark and say, “Who’d I tell the RCA story to? When you guys hear this one, it’s going to kill ya. In 1929 RCA was trading at five hundred dollars a share—”

			
				A Benchmark partner, egging him on, would mockingly play the innocent foil: “Oh, my God! Then what happened?”

			
				“Went to five dollars a share. And it was still in the Fortune Fifty when it was at five bucks!”

			Kagle had a credibility problem, the other partner would remind everyone with a laugh. “Bob will say, ‘I entered venture capital just as things went bad. It was hellish!’ Then I say, ‘How bad was it, Bob?’ ‘We did Microsoft, Compaq, and Sun, granted, but, oh, it was bad.’ ”

			Not so bad that the junior associate didn’t have some early successes himself. The firm had seen in him a well-trained engineer with the general business education of an MBA, and one of his first investment hits, Synopsys, seemed to be in his natural power alley: electronic design automation software used for integrated circuits. And yet being a technology investor—finding proprietary intellectual property and exploiting it—was not what he liked to do most. The engineering degree was his passport out of Flint, but what he secretly wanted to do was “consumer investing,” that is, working with businesses that sold directly to the broad public and whose fate would be determined by marketing, positioning, segment leadership, and branding. In short, businesses based on mastering consumer psychology.

			In the venture world, real men did tech deals and only tech deals; at TVI, Kagle had to keep his consumer inclinations hidden. He’d brought in Starbucks as a prospective early-stage investment, but his partners could not get comfortable with “a coffee deal.” They did indulge him by approving an investment in a Dutch food company that tried unsuccessfully to introduce to American palates a pudding similar to yogurt called Tootje.

			The ideal company for Kagle would be one that combined his strength in technology and his interest in consumer marketing, but such a hybrid was impossible to find. The closest he got was the day he came out of a breakfast meeting in the Town & Country shopping center across from Stanford and saw an improbably long line snaking out of the tiny, adjacent restaurant, a newly opened place called Juice Club. He canceled his appointments for the morning, interviewed customers and employees on the spot, tracked down the owner, who lived in San Luis Obispo in central California, and lobbied for a hearing. He flew down and persuaded the twenty-seven-year-old to abandon a franchise strategy and instead use venture capital to expand his business. They would soon relaunch the business as Jamba Juice. But is a countertop filled with blenders a high-tech deal?

			In Kagle’s first two years at Benchmark—when he was newly unencumbered by the straitjacket of a prescribed role—he made investments in technology or consumer marketing. He persuaded his partners to put more money into Jamba Juice, and he oversaw the incubation within Benchmark’s office of Ariba, whose software systems made it easy for businesses to order supplies online. But he had still not found the opportunity to work on a project that would meld his twin interests. Until eBay.

			[image: image]

			It was late 1996, and eBay’s online auction business had been solidly profitable since it was launched; the company did not need a cent. But Pierre Omidyar, twenty-nine, the original founder, and his new partner, Jeff Skoll, thirty-one, were the rare entrepreneurs who knew they needed to hire a CEO and other seasoned executives with skills they lacked. It appeared to them that the only way they would be able to attract people with deeper management experience than they had was by obtaining the imprimatur of a well-regarded venture capital firm. Selling a minority share of their equity to venture capitalists was the intermediate step they had to take to get the good people they sought.

			When choosing which venture capital firms to approach, entrepreneurs had little hard data about a given firm’s past performance. The firms did not publicly release data about their funds’ performance, and the very nature of the investments made it difficult, or premature, to assign an interim value to recent investments before the market objectively monetized them. That is why it is a form of investment called private equity—there are no public markets to assign prices, no publicly released quarterly reports, no helpful market analysts to comb through the data and issue public estimates of future earnings.

			It is an illiquid form of investment, too, quite different from a mutual fund. Once a venture capital firm puts cash in, there is no way to get cash back out before the company is sold to another or goes public. The payback, if the venture is successful, will be a distribution of stock—either the company’s own or the stock of an acquiring company—and it may take as long as ten years, the life of a single venture capital fund’s partnership, before the invested capital is returned.

			Unlike mutual funds, whose performance must be publicly disclosed, a venture capital fund reports only to its own extremely small constituency of investors. In Benchmark’s first fund, it reported to only thirteen limited partners (including six charitable foundations: Ford, Hewlett, Mott, Wellcome, Searle, and Knight). But even if Omidyar could have seen Benchmark’s most recent quarterly report, it was far too early in the firm’s life to learn anything useful. Only $15.8 million had been invested across nine companies. The value of the portfolio was currently placed at $19.6 million, bumped modestly up by the higher valuation of one company during a second round of financing.

			To an entrepreneur, a venture firm’s portfolio is of interest only if it has a marquee name, a franchise company that dominates its industry the way a seven-foot-four center who can score will dominate on the basketball court. Among the nine companies in Benchmark’s portfolio, none was such a franchise.

			Omidyar, a software engineer, knew of Benchmark because of past entrepreneurial experience. He had been one of four cofounders of a pen-computing software company called Ink Development. Bruce Dunlevie, who was at Merrill Pickard before joining with Kagle to organize Benchmark, had invested in the company, and Omidyar had liked working with him.

			Dunlevie, who had grown up
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