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The full set of companies analyzed follows in the tables below:

Ta b L e  1.1

company founded product/market overview outcome

tumblr 2/2007 Simple, lightweight online publishing acquired by yahoo! for $1.1B in  
    5/2013
Posterous  5/2008  acquired by twitter for $10m
tesla 7/2003 electric cars iPo in 7/2010 and currently valued  
    at more than $27B
fisker 8/2007  declared bankrupt in 11/2013
mint 11/2006 online personal finance software acquired by intuit for $170m in  
    9/2009
wesabe 12/2005  Shut down in 6/2010
automattic 7/2005 Blogging platform Still privately held; used by over 60m  
 (wordPress)    sites on the internet
Six apart 5/2003  no forward development since 2011  
 (movable type)    and merged with Videoegg to  
    form Say media
youtube 2/2005 online video-sharing platform Sold to google for $1.5B
revver 10/2004  Sold to live universe for $5 m; shut  
    down in 3/2011
facebook 2/2004 Social network iPo in 5/2012; currently valued at  
    over $270B
friendster 1/2001  acquired by mol global for $26.4m  
    in 12/2009
linkedin 5/2003 Professional social network iPo in 7/2011 and currently valued  
    at $25B; according to quantcast,  
    gets 75 million uS visitors per  
    month to site
Spoke 1/2002  Still privately held; according to  
    quantcast, gets less than 200K  
    visitors per month to site
hotmail 7/1996 web-based e-mail provider Sold to microsoft for $400m in  
    12/1997
Juno  5/1996  merged with netZero and rolled into  
    united online
cvent 1/1999 cloud-based event management went public in 7/2013 and currently  
    valued at $1.3B
Starcite 1/1998  acquired by active networks for  
    $51m in 12/2010
mcdonald’s 5/1940 fast-food kitchen assembly line for currently valued at $97B with more  
   hamburgers   than 34,000 locations
white castle 9/1921  Privately held with less than 500  
    locations

(for more details on these companies, please see appendix.)
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Ta b L e  1. 2

company founded product/market overview outcome

google 9/1998 online search engine went public in 8/2004 and  
    currently valued at $455B
PayPal 12/1998 online payment and money transfer acquired by eBay for $1.5B in  
    7/2002
twitter 3/2006 real-time short update currently valued at $21B 
   communication platform
dropbox 6/2007 online cloud storage Still privately held but, according to  
    multiple press reports, raised  
    $350m, most recently (q1 2014)  
    at a $10B valuation5

airbnb 8/2008 marketplace of places of short-term Still privately held but current  
   rental opportunities   speculation in the Wall Street  
    Journal is a valuation of $24B6

uber 3/2009 marketplace connecting riders with Still privately held but current  
   transportation options; originally   speculation in the Wall Street  
   focused on black car service.   Journal is a valuation of over  
    $50B7

mor e  de Ta i L S  on  T he  co m pa nie S  c ho S e n

If you are already familiar with all of the companies chosen, you can skip 

this section. If not, you can jump to the companies with which you are not 

acquainted.

Tumb l r  an d  po s t e rou s

Both Tumblr and Posterous provided a microblogging solution. The idea of 

a microblog is to provide a web platform on which individuals can publish 

short and frequent updates. As the name implies, the service is optimized 

for shorter updates relative to what you might typically think of from a tra-

ditional blog. This content typically includes photos, quotes, or very short 

(usually less than a few paragraphs) text updates. Tumblr was launched in 

February 2007 and about five years later was acquired by Yahoo for $1.1 

billion. Today (as of July 1, 2015) Tumblr hosts over 240 million blogs. 

Posterous was started shortly after Tumblr and was its main competitor in 
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unva l i d a t e d  h y p o t h e s i s  1:  T h e  c o mp any 
t h a t  “move s  f i r s t ”  i s  t h e  w i nn e r

In fact, out of the ten pairs of companies studied, in eight instances, the suc-

cessful company was started later. This was interesting, because we hear so 

much about the “first mover advantage” that it’s become gospel. However, 

for companies like YouTube, Facebook, LinkedIn, Mint, and even McDon-

ald’s, the opposite was true.

Table 1.3 first to market

’s

In some of these cases, people have suggested that launching after the 

original startup was in market was in fact a benefit. In his post diagnosing 

why Mint ultimately beat Wesabe, the company he co-founded, Wesabe 

CEO Marc Hedlund explains that it’s a common misconception that Mint 

launched first. He goes on to clarify:

Wesabe launched about 10 months before Mint. More the shame that we 

didn’t capitalize on that early lead. There’s a lot to be said for not rush-

ing to market, and learning from the mistakes the first entrants make. 

Shipping a “minimum viable product” immediately and learning from 

the market directly makes good sense to me, but engaging with and sup-

porting users is anything but free. Observation can be cheaper. Mint (and 
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some others) did well by seeing where we screwed up, and waiting to 

launch until they had a better approach.9

It’s also worth pointing out that in one of the two cases in which the 

company that started first ultimately succeeded—Tesla—its product, pre-

mium electric vehicles, already existed. In fact, as we’ll describe more in 

Chapter 2, there was a startup, AC Propulsion, that created the “tzero,” 

which largely served as the inspiration for the Tesla.

unva l i d a t e d  h y p o t h e s i s  2 :  T h e  c o mp any  t h a t  r a i s e s 
t h e  l a rg e s t  f i r s t  r oun d  o f  f un d i n g  w i n s

Another common belief, like the first mover advantage, is that the startup 

that raises the most money early in its development wins the market. Speak-

ing as a venture capitalist (VC), it would be wonderful if the data backed 

this up. It would imply that success is as simple as putting more capital to 

work in one company than in any of its competitors. As we’ll discuss in the 

chapter on financing strategies (Chapter 11), you do need significant growth 

capital in most situations. However, as the table below shows, in most of the 

paired companies we looked at, both raised approximately the same amount 

of venture capital in their early financing rounds.10

I should mention, of course, that neither McDonald’s nor White Castle 

received venture capital. However, I will later argue that McDonald’s use of 

Table 1.4 first financing

’s
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ultimately worth the investment of your time and, potentially, your inves-

tor’s money.

Generally, it’s helpful to answer this question by coming up with three 

specific projections:

1. The total addressable market (or TAM), which is the universe of 

customers who could potentially use your service.

2. The served available market (or SAM), which is the universe 

of customers who you can reach with your current sales and 

marketing channels.

3. The target market, which is the number of your likely customers.

To illustrate it may be helpful to use as an example one of the companies 

we studied—Tesla. The TAM would be everyone who purchases a new car 

figure 3.1 diagram of market Types
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operators from placing pay phones, jukeboxes, and vending machines in the 

restaurants. In his autobiography he explains the rationale:

Many times operators have been tempted by the side income some of these 

machines offer, and they have questioned my decision. But I’ve stood 

firm. All of those things create unproductive traffic in a store and encour-

age loitering that can disrupt your customers.13

Even today, in a discussion of the company’s history on the McDon-

ald’s corporate website, Kroc’s philosophy, his ultimate goal, is described as 

follows:

figure 5.1 yahoo vs. Google
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Each line in the chart below represents a different “cohort” of Twitter 

users based on the month they joined (we chose seven cohorts from dif-

ferent time periods to avoid clutter). In the chart below, we monitor what 

percent of the users in each cohort come back to tweet again in each 

month after having tweeted in the first month. Obviously, month 1 is 100 

percent by definition.

One of his conclusions from this analysis is as follows:

The newer cohorts, despite being significantly larger in size, actually con-

sist of more loyal users. The two highest lines are also the two most re-

cent, meaning that users who joined in 2009 are actually more likely to keep 

tweeting after their first month than those who joined in the same month in 

2008.22

figure 5.2 cohort analysis of Twitter users
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That post had a feature common to many blogging platforms (including 

Movable Type) called a “trackback” which allowed bloggers writing in re-

action to a post to automatically enable a link to their article and relevant 

excerpt at the bottom of the original post. The trackbacks on this post show 

how negatively and quickly the community responded.

Mena published the post at 2:31 a.m. on May 13. The first of the blog 

posts in response, titled “Looks Like I’ll Be Dumping MovableType Soon,” 

was written less than three hours later, at 5:03 a.m. Over the next 24 hours, 

the post received 325 incoming links from other blogs, almost all of which 

were complaining about the changes, including several emotional posts like 

“I Feel Like I’ve Been Stabbed in the Back” and a number that used creative 

wordplay like “Mutinous Type,” “Movable Type Commits ‘Typicide,’” and 

“SixaPAY.”12

One of the posts that first day was from Automattic founder Matt Mul-

lenweg, a simple paragraph in which he explained:

Our friends at Six Apart have announced their new pricing scheme. Best 

of luck to them moving forward and growing as a business. I have been 

receiving emails all morning asking if I have any plans to charge for 

WordPress in the future. The answer is no, but my answer doesn’t matter. 

The license WordPress is distributed under—the GNU Public License—

ensures that the full source is available free of charge, legally.13

figure 6.1 movable Type fiasco Timeline
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relevant your content is in order to capture user traffic, users who will ul-

timately be disappointed with the content they discover. Companies like 

Google have been working very hard over the last number of years to stop 

the effectiveness of these techniques. Ignoring the ethics of many of these 

approaches, I’d just point out that in many cases small changes to the algo-

rithm have ended up destroying the effectiveness of these techniques over-

night, making it a very suspect and brittle strategy in my opinion.

Then there is behavior like Mint engaged in, described above. In that 

case, the company is simply trying to make sure its relevant content is as dis-

coverable as possible. This is called white hat optimization and something 

in which anyone who believes search is a key part of their business should 

invest.

S o c i a l  a g g re g a t i o n

Mint’s blog went on to become the number one personal finance blog on-

line.9 As Mint’s former lead designer, Jason Putorti, told website analytics 

provider KISS Metrics, “Our app didn’t have a high viral coefficient, but we 

had content that [did].”10

figure 8.1—Google Search Term comparison
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A few times a week, one of them would pull me aside and tell me about 

a few new products he’d recently discovered. Everything from a good new 

beer to a new taco stand to some electronic product his son had given him. 

He was quick to refer these products to me, and I often took him up on his 

recommendations.

This gets to the main point of this chapter.

Your current customers can be one of your most significant 
growth engines as you scale an innovative product or service.

More importantly, this isn’t a new phenomenon. Customers have been a great 

source of referrals long before Mark Zuckerberg was even born. However, 

figure 9.1 measuring referral impact
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1. Urgent and important (tasks you will do immediately).

2. Important, but not urgent (tasks you will schedule to do later).

3. Urgent, but not important (tasks you will try to delegate to 

someone else).

4. Neither urgent nor important (tasks that you will eliminate).

Here’s what the Eisenhower box would look like:

figure 13.1—eisenhower’s matrix

Coming back to your vision, as defined in Step 1, the key thing this 

matrix can help you determine is what is urgent vs important, which helps 

you to stop reacting to tasks (activities) and start focusing on what advances 

your long-term goals (results)!

What is important is seldom urgent and what is urgent is seldom important.

Dwight Eisenhower
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f i n a n c i n g 2

figure a.1

L e a d e r s h i p  Te a m

Tumblr was founded by David Karp. While David never attended college and, after transi-
tioning to being homeschooled, never even finished high school, he did have an interesting 
set of work experiences at a young age. Specifically, he was the chief technology officer 
(CTO) of UrbanBaby until it was sold to CNET in 2006 and earlier in his career interned 
for the media creative and animation producer Fred Seibert.3 He started Tumblr when he 
was 20 years old.

Marco Arment was not technically Tumblr’s founder but he was the first employee and 
a critical “partner” with David during the platform’s development. Marco was the CTO 
and Lead Developer of Tumblr from its inception until he left to focus full-time on a side 
project—Instapaper.

David and Marco originally started working together in the consulting firm David 
started after cashing out his equity from the sale of UrbanBaby. When David and Marco 
had a gap in client projects, they spent a few weeks working on creating Tumblr.

Posterous was started by Sachin Agarwal, Garry Tan, and Brett Gibson. Sachin started 
his career at Apple as an engineer and according to his LinkedIn profile: “Started Posterous 
on my couch in New York City. Built the first version myself as a way to post photos from 
my iPhone to my blog.”4 He was joined by Garry Tan, who had worked as a program man-
ager at Microsoft and also as an engineer and designer at the software company Palantir.5

c u s t o m e r  T r a c t i o n

For both Tumblr and Posterous, the initial business strategy was to create a large network 
of content creators who would publish on their services. In the early years, they prioritized 
this ahead of monetizing the audience. Once successful, Tumblr was able to introduce ad-
vertising on its network as the primary revenue model. Yahoo (the company that ultimately 
acquired Tumblr) projected on its October 2014 earnings call that Tumblr would be doing 
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over $100 million in revenue and would be profitable in 2015.6 However, in the early years 
the relevant traction metrics were not revenue, but the number of microblogs created on 
the platform and how popular those sites were with their audiences (which, in aggregate, 
formed Tumblr’s audience).

n u m b e r  o f  m i c r o b l o g s  c r e a t e d 7

Ta b L e  a .1

 Tumblr posterous

2007 170,000 n/a
2008 1,000,000 n/a
2009 2,000,000 125,000
2010 7,000,000 4,000,000
2011 38,000,000 12,000,000

e x i t

Tumblr was acquired for $1.1 billion in 2013 by Yahoo. At the time this was the highest ac-
quisition price paid for a social networking company, surpassing the previous record set by 
Facebook’s acquisition of Instagram.8 At the time of the announcement of the acquisition, 
Yahoo CEO Marissa Mayer justified the price, explaining:

Tumblr has built an amazing place to follow the world’s creators. From art to architecture, 
fashion to food, Tumblr hosts 105 million different blogs. With more than 300 million 
monthly unique visitors and 120,000 signups every day, Tumblr is one of the fastest-
growing media networks in the world. Tumblr sees 900 posts per second (!) and 24 billion 
minutes spent onsite each month . . . The combination of Tumblr+Yahoo! could grow 
Yahoo!’s audience by 50% to more than a billion monthly visitors, and could grow traffic 
by approximately 20%.9

While the terms of the Posterous acquisition were not disclosed, it was largely believed to be 
what is known in Silicon Valley as an “acqui-hire” in which the ultimate value of the acqui-
sition is the talented team (typically engineers) that the acquiring company gets along with 
the business. This supposition was validated when Twitter shut down the Posterous service 
a year after completing the acquisition.10 The most credible rumors were that Twitter paid 
a $5 million to $10 million acquisition price.

T e S L a  v S  f i S k e r

p r o d u c t  o ve r v i e w

Tesla and Fisker both created a luxury electric car, but took very different approaches to its 
design and development. While there had been attempts to create both hybrid vehicles and 
fully electric vehicles before, the efforts made by these two startups to create a premium 
vehicle to attract a significant portion of the luxury market were the most significant.

The first product created by Tesla was the Roadster. The body (or what is called a 
“glider” in the industry) was purchased from the English car company Lotus, which used 
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the same shell for producing its Lotus Elise sports car. Once Tesla sold out of the 2,400 
gliders it had contracted from Lotus it transitioned its sales and development efforts toward 
the Tesla Model S sedan.11

f i n a n c i n g12

figure a.2

L e a d e r s h i p  Te a m

Although many people believe that Elon Musk founded Tesla, that is actually not the case. 
Instead, Elon originally led the Series A investment. It was only later, after the original 
founder moved on and after a short period with an interim CEO, that Elon took over 
responsibility as the CEO. With that said, it’s hard to overstate the importance of his role 
in the company. Even before becoming CEO he was very involved in design. In addition 
to Elon, whose impact on the company makes him a founder of sorts, the founding team 
was comprised of Martin Eberhard and Marc Tarpenning. Before founding Tesla, Martin 
and Marc had started a company together called NuvoMedia, which produced the Rocket 
eBook. The company was acquired by GemStar-TV Guide International for $187 million 
three years before Martin and Marc founded Tesla. It was actually not the financial ability 
but moral challenges with purchasing a gasoline-powered high-performance sports car that 
led Martin Eberhard to start investigating electric vehicles. More details are provided in 
Chapter 2.

Fisker was founded by Henrik Fisker, an automobile designer with a long history 
of designing beautiful luxury vehicles. Prior to focusing on building the Fisker Karma 
he had roles as CEO of BMW’s Designworks/USA and was the chief designer at As-
ton Martin. Immediately before starting Fisker Karma, he founded Fisker Coachbuild, 
a company that purchased Mercedes SL and BMW M6 cars and did a process called 
“coach-building” (hence the name) in which the performance and design materials are 
upgraded. In Fisker Coachbuild’s case, performance improvements were outsourced, 
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while the company focused on things like changing out the LED lights and changing 
the leather used to a more natural untreated and soft leather. When the upgrades were 
complete Fisker Coachbuild sold these upgraded vehicles to a very affluent consumer for 
$199,000 to $369,500.13

Fisker Coachbuild was actually hired by Tesla for $800,000 to consult on the body 
and interior styling of the Tesla Model S sedan. At the time, Tesla didn’t know Fisker was 
working on its own hybrid sedan. This consultation resulted in a lawsuit between the com-
panies as Tesla felt Fisker had stolen secret proprietary information and incorporated it into 
the Karma.14 Fisker won the lawsuit in arbitration, but bad blood remained between the 
companies. In an interview with Automobile magazine, Musk characterized the differences 
between them as follows:

The fundamental problem with Henrik Fisker [is] he is a designer or stylist . . . he thinks the 
reason we don’t have electric cars is for lack of styling. This is not the reason. It’s fundamen-
tally a technology problem. At the same time you need to make it look good and feel good, 
because otherwise you’re going to have an impaired product. But just making something 
look like an electric car does not make it an electric car. [Fisker] thinks the most important 
thing in the world—or the only important thing in the world—is design, so he outsourced 
the engineering and manufacturing. But the fact is . . . that’s the crux of the problem. And 
he’s outsourcing to people who don’t know how to solve the problem. So he came up with a 
product—it’s a mediocre product at a high price. It looks good. Particularly from the side it 
looks good. I don’t love the front. It looks too much like a caricature of a Mexican Bandito, 
the grille. The car looks very big, it’s bigger than the Model S, but it has no trunk space and 
it’s cramped inside, particularly in the rear seats. The mark of a good design is something 
that has great aesthetics and great functionality.15

c u s t o m e r  T r a c t i o n

In the case of Fisker and Tesla, there are two key metrics on which we compared the com-
panies’ growth. First, we look at revenue growth. While it would take years for Tesla to 
achieve its first quarter of profitability, something it did not achieve until its first quarter of 
2013,16 unlike Tumblr and Posterous referenced above Tesla did charge customers for the 
product from the first day.

Te s l a  a n d  f i s ke r  r eve n u e  (2 0 0 8 –2 014)17

Ta b L e  a . 2

 Tesla fisker

2008 $14.7 m 
2009 $111.9 m 
2010 $116.7 m 
2011 $204.2 m $28.1 m
2012 $413.3 m $170.3 m
2013 $2 B $8.6 m
2014 $3.2 B  
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f i n a n c i n g 27

figure a.3

L e a d e r s h i p  Te a m

Aaron Patzer founded Mint, where he served as the CEO through the company’s sale to 
Intuit. Prior to founding Mint, he was an engineer with expertise in designing microproces-
sor, bioinformatics, and optical networking solutions. He has undergraduate and master’s 
degrees in electrical engineering from Duke and Princeton, respectively.28

Wesabe was founded by Marc Hedlund and Jason Knight. While Jason was originally 
the CEO and co-founder, tragically his newborn son was diagnosed with a serious medical 
condition and he resigned, leaving Marc to transition from chief product officer to CEO.29 
Both Marc and Jason had impressive backgrounds before starting Wesabe. Marc was the 
founder and GM of the online unit for Lucas Films and was CEO at Popular Power.30 
Popular Power was a startup that focused on getting customers from across the Internet to 
download software that aggregated those computers’ unused microprocessor cycles together 
to function in aggregate as a very powerful supercomputer.31

c u s t o m e r  T r a c t i o n

The most important statistic for both Mint and Wesabe is the number of individuals using 
their web application. From the best data we were able to obtain, it appears that both ser-
vices had about the same number of users in early 2008.32 From January of 2008 to January 
of 2009, the number of unique visitors to Mint increased by a factor of 5.2x while Wesabe 
only increased by 0.6x. This traffic converted into customers; as table A.3 illustrates, Mint’s 
growth took off considerably.
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Ta b L e  a . 3

 mint

february 200833 135,000
april 200834 180,000
aug 2008 404,000
Sept 2008 458,000
oct 2008 544,000
nov 2008 606,000
dec 2008 720,000
Jan 2009 864,000
feb 2009 934,000

e x i t

Ultimately, Wesabe ran out of money and was shut down in 2010. Mint was sold to Intuit 
for $170 million in 2009.

a u T o m aT T i c  ( w o r d p r e S S )  
v S  S i x  a pa r T  ( m o va b L e  T y p e )

p r o d u c t  o ve r v i e w

Automattic and Six Apart were both involved in the creation of blog platforms and provided 
commercial support around the communities interested in those platforms. Automattic’s 
co-founder, Matt Mullenweg, was the founder of the WordPress open-source platform. The 
company continues to support the WordPress.com site and the VIP instances of Word-
Press.com. Six Apart was best known for creating Movable Type, which it eventually open 
sourced,35 and also the TypePad hosting platform. We talked in Chapter 6 about some of 
the missteps in their licensing communication.

It’s worth pointing out that neither of these applications was the first to use tools that 
allowed individuals to write blog posts easily. Blogger, the first company to deliver that 
service at scale, came on the scene much earlier; it was ultimately sold to Google. As an 
interesting side note, Evan Williams—the founder of Blogger—and some of his early col-
leagues there would later go on to found Twitter.

What is interesting to me about both Movable Type (Six Apart) and WordPress (Au-
tomattic) is that these two companies created open-source software around this trend and 
then created for-profit businesses. While our focus is on the for-profit companies, it’s im-
possible (and you really shouldn’t try) to separate out the impact and scale of the software 
projects behind each company’s founding.
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f i n a n c i n g 36

figure a.4

L e a d e r s h i p  Te a m

Automattic was founded by Matt Mullenweg. The company name is a play on his name, 
Matt—hence the two “t”s in Automattic. Prior to founding Automattic, Matt started Word-
Press as an open-source development project while a political science student at University 
of Houston. He dropped out of college to join CNET and help them with their blogging 
projects and then a year later (October 2005) moved full-time to focusing on WordPress 
and Automattic.37

The husband-and-wife team of Ben and Nina Trout founded Six Apart. The name was 
a reference to their being born six days apart. Nina and Ben had worked at a San Francisco 
web design consulting studio that shut down in 2001. When it shut down, they decided to 
work on their own blogging platform (Movable Type). While originally started as a side 
project, it grew much more rapidly than they expected and they eventually went on to raise 
venture capital.38

c u s t o m e r  T r a c t i o n

Arguably the easiest comparison was to look at the traffic to Typepad.com (the hosted 
version of Movable Type) versus WordPress.com (the hosted version of WordPress). Word-
Press.com traffic grew from roughly half the traffic of Typepad to equal over the second 
half of 2006.39

If you look at traffic from that point until today, the growth has been absolutely in-
credible. The chart below, based on information provided by the company, starts with traf-
fic in October of 2006 and provides the number of page views across the WordPress.com 
network for the first month of every quarter through October 2011.40
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Ta b L e  a .4

 month number of page views

october 2006 25.5 million
January 2007 126.6 million
april 2007 186.5 million
July 2007 377.1 million
october 2007 531.4 million
January 2008 775.2 million
april 2008 1.064 Billion
July 2008 1.379 Billion
october 2008 1.827 Billion
January 2009 2.014 Billion
april 2009 2.293 Billion
July 2009 2.542 Billion
october 2009 2.880 Billion
January 2010 3.341 Billion
april 2010 3.629 Billion
July 2010 3.983 Billion
october 2010 4.804 Billion
January 2011 5.616 Billion
april 2011 6.161 Billion
July 2011 6.435 Billion
october 2011 7.407 Billion

e x i t

While both companies are still privately held, the contrast in their outcome remains 
stark. Six Apart was ultimately merged with a video ad network startup, VideoEgg, to 
form SAY Media in an attempt to build a “new modern media company.” At the time of 
the merger, SAY Media (and former VideoEgg) CEO Matt Sanchez said: “Movable Type 
and the TypePad platform will both be platforms that we’ll keep around and continue to 
invest in.”41

However, three months later SAY Media decided it needed to focus its resources and 
sold the Movable Type assets and the Six Apart brand to Infocomo, the Japanese IT services 
company.42

Automattic on the other hand continues to thrive, as does WordPress. Today more 
than one out of every five sites on the Internet is powered by WordPress43 and the last fi-
nancing round was rumored to value Automattic at over $1 billion.44

yo u T u b e  v S  r e v v e r

p r o d u c t

YouTube and Revver were two of the early services focused on allowing consumers to up-
load, share, and watch streamed video online. The core product features were surprisingly 
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similar. The biggest difference was Revver’s early emphasis on sharing ad revenue with the 
individual who uploaded the video, while YouTube delayed validating and executing on a 
monetization strategy.

f i n a n c i n g 45

figure a.5—financing received by revver and youTube

L e a d e r s h i p  Te a m

YouTube was founded by three former PayPal employees: Chad Hurley, Steve Chen, and 
Jawed Karim. Jawed eventually left to pursue a graduate degree in computer science at Stan-
ford. Chad and Steve remained at YouTube through the acquisition by Google.46

Revver was founded by Ian Clarke, Oliver Luckett, and Steven Starr. They were based 
in Los Angeles. Steven, the CEO, had experience working in the film industry both at Walt 
Disney and at the William Morris Agency. He also co-founded an early venture-backed 
startup called Upprizer, a peer-to-peer enterprise software company, on which Ian served 
as his CTO.47

c u s t o m e r  T r a c t i o n

Both YouTube and Revver started showing significant growth drafting off MySpace in late 
2006, but in January 2007 Revver was blocked by the social network because it was serving 
advertisements along with the videos, which was against the MySpace terms of use.48

e x i t

YouTube was acquired by Google in 2006 for $1.65 billion.49 While it is difficult to separate 
how much of the continuing increase in valuation is due to the support and resources of 
Google, analysts estimate YouTube would be worth between $26 billion and $40 billion as 
a stand-alone business today.50 Revver on the other hand was sold to LiveUniverse for $5 
million in 200851 and, as LiveUniverse struggled, was ultimately shut down.52
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f a c e b o o k  v S  f r i e n d S T e r

p r o d u c t

Friendster and later Facebook were early iterations of social networks. While Facebook orig-
inally restricted access to individuals attending certain colleges and then to college students 
in general, ultimately both networks had the same ambition: to create a web service to make 
it easier to track what your friends were doing.

f i n a n c i n g 53

figure a.6

L e a d e r s h i p  Te a m

While Mark Zuckerberg’s control since the earliest days of Facebook is literally the stuff of 
Hollywood films, what is definitely clear is that Mark Zuckerberg—and only Mark Zuck-
erberg—makes and always has made the strategic choices for Facebook.54

Friendster was founded by Jonathan Abrams, a Canadian engineer who moved to Sili-
con Valley to join Netscape, where he worked for two years as an engineer. After leaving 
Netscape, he founded and was CEO of HotLinks. HotLinks was an early attempt to allow 
people to organize web pages based on their friends’ bookmarks, a feature that would later 
be popularized by social book-marking sites. After that he launched Friendster, the first 
social network; in many ways he can be considered the inventor of the category. In fact, 
Friendster was later awarded the US patent for the concept of a social network.55

c u s t o m e r  T r a c t i o n

Based on website traffic analysis done by comScore, in 2006 Facebook basically caught up to 
Friendster. However, over the next four years the networks’ activity would separate—with 
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Facebook’s traffic growing to over 600 million unique visitors while Friendster’s traffic 
decreased.56

e x i t

Ultimately Friendster was shut down and relaunched as a social platform, based in Malaysia, 
for games. Friendster also sold its patent portfolio of the concept of a social network (refer-
enced above) to Facebook for a rumored $40 million purchase price.57

Facebook, on the other hand, scaled from being a network exclusively for college stu-
dents to a social network with over one billion members and went public at a valuation of 
over $100 billion and is currently worth $273 billion.

L i n k e d i n  v S  S p o k e

p r o d u c t

LinkedIn and Spoke both aspired to build a professionally oriented social network. While 
they took different approaches and, like each pair of companies studied, ended up in dif-
ferent places, both started with the hypothesis that individuals wanted a different online 
presence for their work and personal profiles and networks.
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figure a.7

L e a d e r s h i p  Te a m

The founding team of LinkedIn reads like an all-star team of Silicon Valley entrepreneurs, 
starting first and foremost with founding CEO Reid Hoffman. Reid was actually an inves-
tor in the Seed Round of Facebook and the Series A, B, and C rounds of Friendster. Earlier 
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in his career he served on the board and as an executive VP at PayPal through its acquisition 
by eBay and before that he founded Socialnet.com, one of the earlier social networks online. 
He has an undergraduate degree from Stanford and a graduate degree from Oxford and 
started his career at Apple Computer, in user experience.59

Joining Reid at the start of the LinkedIn journey were four other exceptional entrepre-
neurs. Allen Blue was LinkedIn’s VP of Product and had previously worked with Reid as 
director of product design at SocialNet.com and had also worked at PayPal and Microsoft. 
Konstantin Guericke was the VP of Marketing who had previously worked in marketing 
strategy and sales positioning in a variety of Silicon Valley startups and in contract roles, 
including VP of Marketing and Sales at another early social software company, Blaxxun.

LinkedIn’s chief technology officer Eric Ly had already founded and sold an enterprise 
in project collaboration software to Critical Path (Nasdaq: CPTH). Finally, the only one of 
the founders not to have attended Stanford for at least part of his higher education, Jean-Luc 
Vaillant, was the VP of engineering. Like Allen, he had worked with Reid at SocialNet.com 
as director of technology and had a variety of other interesting work experiences, including 
doing early work in video at a company called Spotlife that was acquired by Logitech, for 
whom he continued as director of engineering for video services.60

Spoke was incubated inside the Silicon Valley Venture Capital firm US Venture Part-
ners, in which CEO and co-founder Ben Smith was a partner.61 Prior to starting Spoke, 
Ben was a senior advisor to the White House, helping create the TSA after the September 
11 terrorist attack, and before that he was one of the youngest partners at the management-
consulting firm AT Kearney.62

c u s t o m e r  T r a c t i o n

LinkedIn officially launched on May 5, 2003. At the end of its first month in operation, 
LinkedIn had a total of 4,500 members in the network and grew slowly over the first year, 
finishing 2003 with 100,000 members.63 However, the growth increased dramatically over 
the next few years as the chart below shows:

Ta b L e  a . 5

2004 2 million
2005 4 million
2006 8 million
2007 17 million
2008 32 million
2009 55 million
2010 90 million

e x i t

While both sites are still operational today, the number of people impacted by their services 
and the financial value of the two entities couldn’t be more different. Quantcast estimates 
Spoke receives less than 200,000 visitors a month while LinkedIn gets 75 million visitors 
from the United States every month. LinkedIn went on to go public in July 2011 and is cur-
rently valued at $25.7 billion.
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h o T m a i L  v S  J u n o

p r o d u c t

While you have to think back a decade, there was a time when everyone didn’t have a 
personal email account that was untethered to their job or to the company providing them 
Internet access; and in many work environments email was not even a common communi-
cation channel. In fact, the idea for Hotmail—an email account you could access through 
any browser—came to the founders when they were collaborating on another idea and 
were unable to access their personal email accounts (a Stanford and AOL email account) 
from work. The entrepreneurs at Hotmail were the first to introduce a free (ultimately 
ad-supported) email account for everyone with access to a web browser.64 While today Ho-
tmail accounts are often seen as retro, at the time the service truly democratized personal 
email addresses to “normal” consumers.
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figure a.8

L e a d e r s h i p  Te a m

Sabeer Bhatia and Jack Smith were the co-founders of Hotmail. The two met when they 
worked together at Apple and then continued to work together on a startup that ultimately 
wasn’t successful before joining their talents to found Hotmail.

Jeff Bezos, who would later go on to start Amazon.com, was running a group inside 
the investment firm D. E. Shaw at the time, focused on looking at opportunities to leverage 
the firm’s computer science expertise to expand it from investment management to creat-
ing Internet business.66 One of the first companies created under this initiative was Juno, 
launched by Charles Ardai, then a 25-year-old Senior VP at D. E. Shaw.
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c u s t o m e r  T r a c t i o n

While both services monetized their free email network with advertisers, the most im-
portant metric for both businesses was the number of free email accounts being managed 
through the service. The chart below illustrates the early lead that Juno had over Hotmail 
at first, followed by Hotmail’s rapid growth during 1997, and culminating in Hotmail’s 
acquisition by Microsoft on New Year’s Eve.67

Ta b L e  a .6

 Juno hotmail

launch Service april 22, 1996 July 4, 1996
late 1996 800,000 accounts (dec) 100,000 (Sept)
July 1997 2.2 million accounts 4.5 million accounts
acquisition by microsoft (end of 1997) 3.5 million accounts 12 million accounts

e x i t

On New Year’s Eve 1997, Microsoft acquired Hotmail for $400 million. This concluded an 
amazing growth experience over 20 months. On the other hand, Juno went public in May 
1999 and ultimately, after a flat IPO, went on to merge with NetZero about two years later, 
ending contentious litigation between the two companies.68 That merged entity would ul-
timately roll into United Online.

c v e n T  v S  S Ta r c i T e

p r o d u c t

Cvent and StarCite both provide software to make it easier for corporations to manage in-
person events.
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f i n a n c i n g 81

figure a.10

L e a d e r s h i p  Te a m 82

Google was started by co-founders Larry Page and Sergey Brin who met at Stanford Univer-
sity where they were both pursuing PhDs in computer science. Together they started a side 
project and developed the idea of a search engine company. In 1998, with this side project 
taking up more and more of their time, Larry and Sergey decided to drop out of the PhD 
program and launch Google from a friend’s garage in Menlo Park, California. Eric Schmidt 
was brought on as CEO after Google’s second funding round.

c u s t o m e r  T r a c t i o n

When Google was founded in September 1998, it was serving ten thousand search queries 
per day. One year after being launched, Google was already answering 3.5 million search 
queries daily. In mid-2000 Google was handling 18 million queries per day on average.83 By 
the time Google announced its IPO in April 2004, users around the world were submitting 
more than 200 million queries to Google every day. Today Google handles about 3.5 billion 
searches per day.84

e x i t

On August 19, 2004, Google went public in a highly anticipated initial public offering 
that valued the young company at $23 billion. Today Google has a market cap of $440.2 
billion.85
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pay pa L

p r o d u c t

Formally founded in 2001, PayPal is an online payment solutions provider. It enables its 
users to transact money through their account balances, bank accounts, and credit cards, 
without having to share financial information with other users.

f i n a n c i n g 86

figure a.11

L e a d e r s h i p  Te a m

PayPal is the result of two companies merging together. Peter Thiel and Max Levchin 
founded a company called Confinity. The main focus of the company was PalmPilot cryp-
tography, and more specifically, money transfers between PalmPilot owners. The other half 
of what eventually became PayPal was X.com. The main focus of X.com was general finan-
cial services, including payments by email. X.com was founded and run by Elon Musk. 
The two companies merged with the idea that they would focus on Internet-based payment 
services.

c u s t o m e r  T r a c t i o n 87

Ta b L e  a . 7

october 1999 launch
march 2000 1,200 accounts
december 31, 2000 4 million accounts
June 30, 2001 8.8 million accounts
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L e a d e r s h i p  Te a m
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e x i t

Technically, there were two exits for PayPal; Exit 1 was an IPO in 2002 and Exit 2 occurred 
shortly after PayPal’s IPO, when the company was acquired by eBay in July 2002 for $1.5 
billion.

d r o p b ox

p r o d u c t

Dropbox, founded in 2007, is a file-sharing service that allows users to save photos, videos, 
docs, and other files. Any file you save to your Dropbox is automatically saved to all your 
computers, phones or tablets, and the Dropbox website, making it incredibly easy for you 
to access and share your files.
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figure a.12

L e a d e r s h i p  Te a m

Dropbox was founded by Drew Houston, an MIT computer science student, who had the 
idea for a better file-sharing service after forgetting his thumb drive on a bus trip from 
Boston to NYC. He applied to Y Combinator as a solo founder but was eventually joined by 
fellow MIT student Arash Ferdowsi, whom Houston had met in Silicon Valley.89

c u s t o m e r  T r a c t i o n

Dropbox grew quickly as a company despite spending very little on advertising. With al-
most no prior marketing experience, the Dropbox team created a simple video that they 
posted on Digg in March 2008—this video helped them go from 5,000 people on the wait 
list to a 75,000-person wait list. The Dropbox team then slowly let people in off of this wait 
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list. Dropbox went live in early 2009 and tried to do traditional paid advertising through 
Google AdWords, a tactic that failed miserably. However, the company was still doing 
pretty well, having reached one million users just seven months after launch. Then in early 
2010 Dropbox instituted a referral program inspired by a similar program used by PayPal. 
Through this referral program Dropbox went from 100,000 users to over four million in 
just 14 months after launch, meaning Dropbox had an impressive 28 percent growth rate. 
Unlike PayPal, Dropbox gave away extra storage for each new referral. Today Dropbox has 
over 400 million users.90

e x i t

The last round of financing was $500 million of debt financing, on April 6, 2014. There are 
continued rumors that Dropbox is headed to an IPO at some point soon.

a i r b n b

p r o d u c t

Airbnb is a website that provides a marketplace for people to rent out lodging in their spare 
rooms or home. Users of the site must register and create a personal online profile before 
using the site. Every property is associated with a host whose profile includes recommenda-
tions by other users, reviews by previous guests, as well as a response rating.
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figure a.13

L e a d e r s h i p  Te a m

Airbnb was founded in San Francisco, California, by Nathan Blecharczyk, Brian Chesky, 
and Joe Gebbia in August 2008. Brian and Joe came up with the idea after struggling to 
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pay rent and realizing they could make money by renting space in their house. They set up 
a website and hosted their first three guests who were in town for a conference. They invited 
Nathan, a former roommate, to help them build the company.92

c u s t o m e r  T r a c t i o n

While initial growth was slow, Airbnb was eventually able to achieve high growth through 
its use of better photography and using large conferences like the Democratic National 
Convention as a springboard to grow its user base. After growing by just one million guests 
served between 2008 and 2011, Airbnb took off in 2012, adding three million guests served. 
This growth has continued: Over ten million guests have now stayed at a place listed on 
Airbnb.93

e x i t

The last round of financing for Airbnb was $1.5 billion in private equity on June 28, 2015.

u b e r

p r o d u c t

Uber is a technology company that developed the Uber app, which allows consumers with 
smartphones to submit trip requests which are then routed to the smartphones of Uber driv-
ers, who use their own cars to pick up riders.

f i n a n c i n g
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L e a d e r s h i p  Te a m

Uber was founded in 2009 by Travis Kalanick and Garrett Camp. Both Garrett and Travis 
had successfully founded startups prior to Uber. Garrett Camp founded StumbleUpon, 
a popular web-discovery platform, while Travis founded Red Swoosh, a peer-to-peer file-
sharing system. This prior experience in successful startups allowed the two to develop 
Uber quickly and efficiently while also leveraging their connections to secure financing.94

c u s t o m e r  T r a c t i o n

Uber has taken a city-by-city strategy in the release of its product. Starting in San Francisco, 
Uber was able to get between 3,000 and 6,000 users and had done between 10,000 and 
20,000 rides in just the first six months of operation. This gave it a growth rate of approxi-
mately 35 percent, which has only recently begun to slow down as Uber has fewer options 
for expanding into new cities.95

While adding users, Uber also had to add drivers. It has increased its active driver base 
from basically zero in mid-2012 to over 160,000 at the end of 2014. Over 55 percent of the 
US population now has access to Uber.96

e x i t

While still a privately held company, Uber’s latest financing round was a Series E round of 
$1 billion on February 18, 2015.

T w i T T e r

p r o d u c t

Twitter is an online social networking site that allows registered users to send and read short 
140-character messages called “tweets.” Twitter was created in March 2006 as a spin-off of 
the company Odeo.
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