Oyster Communications (A)

In June, 1995, Financid Education Publishers (FEP) began sdling its first product, The Colorado
Guide to Financial Sources for the Entrepreneur and Small Business Owner. Within eleven months,
4000 copies had been sold. By June, 1996, FEP founder Margot Langstaff had begun to get
solicitations from companies such as USWest Communications and American Express to put her
financia resource information on their internet web pages.

In February, 1996, C.J. Juleff, Vice Presdent of the Colorado Banking Association, suggested that she,
Margot and Kenton Kuhn, owner of an internet software design company, form anew company which
would design, develop and sdll information pages for the World Wide Web. Margot knew that this new
venture would need a centra location where designers and software engineers could work together
with the customer support and marketing representatives to respond to quick changes that on-line
development required. If she decided to join this new company, she would have to change the focus of
her company from marketing and data compilation to coordination and product design. New roles and
respong bilities would probably preclude her working out of her home.

Margot thought carefully about the impact of giving up her home office. She was not as concerned
about a change in her daily schedule as she was about the loss of flexibility and the rush-hour commute.

Her daughters, atoddler and an infant, were cared for by a full-time nanny. But when the nanny |eft,
or if she needed help, Margot was there. Margot needed to think carefully about the strategic direction
she and her company should take.

The Beginning

Margot Adam grew up in Connecticut and spent much of her life in New York City. In 1973 she
graduated from high school and went to Utah to ski before starting college. When her father died in
1975, Margot joined the army and spent three years asamedic. She attended night school and worked
in medica and surgicd intensive care units a Ft. Devens, Massachusetts, and ended up overseeing a
large military outpatient clinic. In 1979, she left the amy and was recruited to help set up an
operating/recovery room and outpatient clinic in Haiti. At the same time, she enrolled in the University
of Connecticut’s nursing program. When she finished her degree in 1982, she joined Y ale-New Haven
Hospital’ s surgicd intengive care unit, working her way up to supervisor for the night shift. “I thought
that there had to be an easer way in life than dealing with the dregs of society--every pimp, prostitute,
and drug dedler getting shot in the middle of the night” for $22,000 ayear. So, after two years as a
nursing supervisor, she went to work as a drug salesperson in Manhattan for Schering Pharmaceuticals.

Within ayear of taking the job at Schering, she received a call from a headhunter about a sales manager
job with W.L. Gore. Gore's medicd divison made artificia arteries out of the same fabric used in
Gore-tex waterproof sportswear. A few years later, a cadl from Medtronic, Inc., the largest
manufacturer of pacemakers, prompted another job change.

At Medtronic, Margot asssted in starting a new medica devices divison. Her responshilities involved
three acquigtions, internal product research and development, FDA product testing and approval
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regulations, product launch, and the formation of a sdesforce. “It was a tremendous opportunity for
me to learn how the pieces of a corporate puzzle fal into place. That was my executive training.” A
glance a the company's annua report showed her that, unless she changed course, there were no
promotion opportunities in her current position. Margot applied to Harvard Business School and
enrolled in their MBA program in 1989.

In 1991, Margot finished her MBA, married Samuel Langstaff, and moved to Denver where Sam had
grown up. “Harvard was the best of times and the worst of times,” she commented. “But | learned
about how businesses work and | learned how to get information.” Her move to Denver was not quite
what she had expected, however, when, after severd months she did not have a job. So she started
doing independent consulting. Working by hersdf was quite a change from the corporate world to
which she had grown accustomed. However, she was able to secure contracts with Somatogen, RPI,
and Synergen to provide R&D consaultation and market research. “Mostly | was doing market
research, but | repeatedly got requests for financia information. | had never been involved in financing,
but 1 had no quams about getting on the phone and | was able to assst them in securing some
financing.”

In 1994, Margot became involved with the Denver Chamber of Commerce and was put on atask force
to study smal business financing. The Denver Chamber of Commerce task force wanted to put
together a pamphlet outlining smal business needs. However, they soon redized that this was a bigger
project than they were able to ddliver. Margot's discussions with members of this task force convinced
her that there was a need for a publication that contained financiad information for smal business
owners. Margot's involvement in community activities put her in touch with lenders and policy
makers, and she became increasingly aware of the issues that small business owners faced in obtaining
financing. Through an appointment by Colorado Governor Roy Romer, she became involved in the
Colorado Women's Economic Development Council and, in 1995, she was eected as a delegate
representing Colorado at the White House Conference on Small Business.

Financial Education Publishers

Having set up an office in her home for her consulting work, Margot started doing a market andysisto
determine the need and set the specifications for abook on smal business financid resources. Working
out of her home, Margot contacted business organizations, banks, and accounting firms to find out
what information was needed and what was available. At any given time Margot was managing up to
18 contract employees from her home office.

Her firgt child was born in October, 1994, and by January she had put together a team to put out The
Colorado Guide to Financial Sources, a directory of sources and types of financing options for small
businesses.

| took out an SBA loan--the whole works--in January, and we came off press on June 15. At
any given time | had anywhere from 5 to 18 contract employees putting together this book: the
writers, the editors, the graphic design firm, PR, marketing, etc. All of the pieces were in place
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and it was not difficult to do that since | had put together teams before to design, manufacture,
and get through FDA medica devices. It's the same, whether it's a medica device or a book,
it's redly the same components that you have to put together. | was very happy that | didn't
have to deal with the FDA though!

Part of her market research efforts had been spent exploring different avenues of promotion and
digribution. It soon became clear that the easest way to distribute her book was through large
asociations that dedt with smdl business owners. Margot was successful in arranging aliances
“which brought down my marketing costs tremendoudy, and those [contacts] continued to keep

going.”

“My clients redly designed the book,” she explained. “I went to lending ingtitutions and trade
associations and asked them what they had and what they needed. Not only were they eager to have
their information made available, they were dso interested in providing this type of information to their
clients. | had a large number of books sold before we went to press” And the ads from banks,
asociations, and CPA firms practicaly paid for printing the first 5000 copies. Within a year she had
paid back mogt of the SBA loan [see Financid Statements, Exhibit 1].

The book got attention from USWest Communications Divison of Association Management and
American Express (AMEX), both of whom inquired about information for other states. USWest was
in the process of setting up an internet Website for its business customers--targeted for January 1997--
and was interested in Margot's book as the content for their financial section. Margot began getting
requests for seminars on funding opportunities and financia planning.

In January, 1996, shortly after the birth of her second child, Margot met with C.J. Juleff, Vice President
of the Colorado Banking Association (CBA). CBA was interested in distributing the book to their
bankers. CBA had an on-line service for their bankers which listed the products and services that CBA
provided. C.J. suggested that Margot meet with Kenton Kuhn, CEO of Intellinet, the provider of the
on-line service, to get her book displayed on CBA's internet web Ste.

Oyster Communications

Intellinet was a designer of internet web pages. Kenton and his partner Greg Stander had a staff of
about 20-25 people, mainly software engineers, and operated out of a 6,000-square-foot office in
downtown Denver. Their specidty was designing on-line services for organizations such as the CBA
and the Colorado Association of Commerce and Industry. Kenton showed Margot the on-line services
that he had designed, some of which had icons and links for business and finance information but
without the detail that Margot had included in the Colorado Guide.

C.J. was interested in providing on-line financia information to municipdities and trade associations.
Kenton knew that he and Greg could provide graphics and solicit on-line advertising. But he dso saw
the larger possihilities in linking potential business clients directly with the financid inditutions that
Margot had listed in her book. C.J. and Kenton proposed setting up a partnership with Margot to
provide on-line financid information and referrd.
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“The world is our oyster,” C.J. prodded. Margot knew that this technology was so new, they could
amost do whatever they wanted. Kenton and Greg had the programming skills, C.J. had association
contacts, and Margot understood the content and knew how to sell any products they might design.

Oyster Communications could function as a marketing and distribution company, with Intellinet
providing the technical support. The Colorado Guide to Financial Sources would be a subsdiary or
divison of Oyster Communications. Oyster would license Margot's book, and brand it with the
licensee's name and logo, e.g. The American Express Guide to Financial Sources. The book design
would be tailored to each licensee and would contain information from al 50 states.

Contract employees and a home-office base would not be sufficient to roll out the kind of company
Margot, C.J. and Kenton envisioned. And though Margot was confident that she and Kenton had the
skills and experience to build a new company, she was not sure that she was ready to move out of her
home. She was enjoying the flexibility and independence of running her own company and she knew
that her book, and the potential of licensng its contents, would provide adequate returns without
compromising her present lifestyle.
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“Thefutureisin technology,” Margot Adam Langstaff observed, “and I’'m going to help lead the way.”

Margot's book, The Colorado Guide to Financial Sources for the Entrepreneur and Small Business
Owner, had sold over 4000 copiesin its first year of publication. In June, 1996, Margot began to get
solicitations from companies such as USWest Communications and American Express to supply the
content for their internet web pages. With financid information and bill paying services on the internet
gaining acceptance, Margot's sghts began to change from print to on-line ddivery. She was aso
exploring the possibility entering into a partnership to launch a new company that would use the
internet not only as a provider of financid information, but as a direct lending resource.

Origindly developed for military intelligence in 1968, the internet was becoming increasingly used for
marketing, information dissemination, and persond and business communication in the 1990s. As the
World Wide Web of graphica presentation technology became easily accessible through web browser
programs and search engines, interactive communication between customers and suppliers launched
the internet as a powerful advertisng and distribution medium. As Electronic Data Interchange and
Electronic Funds Transfer became more commonplace, financid inditutions saw interactive
information sites for their customers as not only a powerful marketing tool, but a low-cost means of
providing transaction information and services.

By 1996, hundreds of banks had created webstes to advertise their services on the internet. In
October, 1995, First Security Bank was the first to launch Security First Network Bank, a remote-
access on-line banking service which alowed customers to set up accounts, transfer funds, and pay bills
eectronically. Bank of America had set up an information web-site which alowed customers to
complete credit-card and home-loan gpplications. Intuit had joined with America Online to provide
checking-account statements, fund transfers and bill payment services to AOL subscribers. Microsoft
was preparing to launch a persona financid management program through its Microsoft Network.
Canadd s Bayshore Trust Company had begun accepting “ cybergpplications’ for consumer loans, with
approva of loans up to $15,000 within two minutes.

As Margot and her partners prepared for the launch of the venture, they faced a number of questions
regarding strategy, structure, and sources of financing. Furthermore, Margot redized that a some
point her venture would need a forma busness plan. The remainder of this case describes the
decisons and events that occurred during the early stages of Margot's efforts to make Oyster
Communications a viable business organization.

The Partners
C.J. Juleff, Vice Presdent of the Colorado Banking Association (CBA), had developed an on-line
bulletin board system for the financia services industry in 1993, with the help of Kenton Kuhn, owner

of Intellinet, adesigner and provider of internet services. C. J. recdled,

Margot contacted me in the hopesthat | would endorse her book. | couldn’t think of anything
more boring than spending some time with a woman who had written a financial catalog.

a 1997 Joan Winn, University of Denver. Do not copy without permission.
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About ten minutes into the conversation, | knew this was a hot idea, but | aso knew that it
needed to be on-line so | caled Kenton and arranged a meeting.

Kenton, like C.J., was intrigued with the possibilities that Margot’ s information resources represented.
Kenton's company, Intellinet, had been the first to establish an online legidative database and the first
private vendor to operate the Central Filing Lien Program authorized by Congressin 1985. Intellinet
designed and operated the Colorado Centra Indexing Program for the Colorado Department of Motor
Vehicles, a Tax Locator Index, and an on-line mortgage information service for home buyers and
redtors. Kenton's partner, Greg Stander, was responsble for Intellinet’s software design and
programming, having developed software for Hewlett-Packard for sx years before helping Kenton
launch Intellinet in 1989.

Kenton had the infrastructure, the people, the computers, the phone lines. This was the growth
opportunity that he was looking for. “This company is based on the infrastructure that we [Intellinet]
dready have. We could just charge for our design services up front--we' d get paid and they’d get
financing--but we made the decision that we' d rather be an owner and share in the long-term. There's
not much risk.”

The Oyster Concept

In August, 1996, Margot, C.J,, and Kenton met with an attorney, and Oyster Communications was
born. C.J. quit her job with CBA and she and Margot began to contact lending ingtitutions and
associations in the hopes of having a contract in hand to help direct their first efforts. One fruitful
contact was Women Inc., a Cdifornia associaion involved with financing businesses owned by
women. C.J. and Margot offered to design their web ste, laying out sketches and talking about the
types of financing options that could be included for their membership.

In addition to listing sources for financing in an on-line searchable format, Margot and C.J. envisioned
an automated system for actualy matching a potential client with the appropriate source of capital,
using an on-line screening process. There were twelve categories of financing sources, with thousands
of players in each category, that served different levels of client needs and risks: commercial banks,
investment banks, SBA lenders, business and finance brokers, commercid finance companies, venture
capitaigts, ange capital networks, micro-loan companies, factors, leasing, Sate and federa programs.

Margot and C.J.’s god was to develop an internet product which could locate the appropriate sources
of capital for asmdl business. C.J. knew that this product would be extremely useful for banks and
business associations. Margot would provide the exclusive license to Financia Education Publishers
and subsequent financid information, which would need to be continualy updated. Kenton, in addition
to his web-design expertise, would provide office space, telephone lines, and $60,000 to sustain
operaions until revenues from contracts started coming in. Greg, with his expertise in software
engineering, understood the technica aspects of accessng and trandating information and linking
customers and providers.
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Software for credit scoring was aready being used by the largest U.S. banks. The technology on the
encryption of business loans to ensure security was being perfected. But despite the growing
acceptance of the internet as a source of information, and credit card and “smart card” technology
advancing quickly, areferrd network for financid services and information was not yet available.

C.J. described Oydter as

...a business resource, a complement to the financid services industry. On-line loan gpprovas
alow the small business person to avoid the humiliation that comes with going to a financid
indtitution and begging for money. Or being turned down because your credit isn't good
enough or your business plan isn't put together well enough. We aso see an opportunity to
assist banks in their loan process by automating systems for them that currently are prohibitive
cost-wise. A lot of thisis public information, but we're putting it in aformat that’s usable and
accessble

C.J. understood the process of working with financia ingtitutions and business associations. “It dways
takes a lot longer than you ever anticipate to get people to the table and actually go through al of the
corporate committees that need to be involved with these big companies” Margot and C.J. started
making contacts and designing promotional literature, and outlining the design of the website.

Kenton was convinced of the financial potentia of linking business owners with afast, accurate picture
of their credit options. “We offer the bank anonymity--because the bank doesn’t want the person to
know who's turned him down--and we're doing the [bank’s| screening for them. Eventudly we'll go
beyond that and offer a list of venture capitaists and factoring companies. This has unlimited poten-
tid.” Kenton continued,

Henry Ford didn’t invent the automobile; he just put the pieces together. Credit reports have
been around, scoring has been around, lending has been around, but | don't think anybody has
put those pieces together in the manner that we want to and ddliver it in this new medium. The
internet redly didn’'t exist three or four years ago.

False Leads

Margot and C.J. viewed Oyder as an intermediary, linking associations whose members wanted to
access financia information and the financia ingtitutions that obtained customers as aresult of Oyster’s
referral service. Kenton suggested that in addition to regping commissions from loan referras, Oyster
might also set up itsown lending arm.

One of C.J.s early contacts was Stuart Scott, Financia VP of Lending Resources, Inc. Stuart was
insrumental in obtaining financing for Security Firg, the first internet bank established in the United
States. When Stuart flew to Colorado to lecture at the CBA’s annua meeting, C.J. arranged dinner
with him to discuss the possibility of setting up an internet bank. Stuart’s contacts in the banking
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industry could be instrumental to their getting financia backing for their venture. A ded with Lending
Resources could pave the way for Oyster Communications' move into internet banking.

AsMargot and C.J. saw it, there were only a few companies with the financia resources and expertise
to set up an internet bank. With Stuart Scott’s connections, C.J.’s marketing expertise, and Kenton's
programming skills, Margot believed that Oyster was in agood position to secure contracts from mgjor
financid indtitutions to provide internet gpplications services for on-line banking transactions, financing
information, and loan approvals.

C.J. dso introduced Margot to Phil Tucker, the CEO of Firss Commercia Bank in Colorado. First
Commercid was interested in setting up an eectronic virtual bank, but Phil wanted to move quickly so
that his bank would be the first bank in Colorado to process SBA loans on-line. Phil Tucker wanted a
time-line of ddliverables and a contract for Oyster’ s services within 30 days.

It took more than 30 days for the Oyster partners to redlize that the capita requirements and lega
hurdlesto set up a bank were more than they could handle at this point. A partnership with Stuart was
not workable. He was a banker, not an entrepreneur. A contract with Firss Commercia was
premature. They were not ready to commit the resources necessary to add interactive banking to their
on-line services. However, the months spent on research led the four partners to a clearer
understanding of Oyster’s original focus on lending referral.

Refining the Plan

While talking with various banks and lending ingtitutions had taken a lot of time and energy, Margot
and C.J. were closer to understanding what Oyster would need to put their loan referrd service into
place. They refocused their energies on designing a product which would have a user-friendly interface
between the credit scoring function and the lending ingtitutions so that the small business owner or
small community bank could access and understand the same information that large banks were
currently able to do. The internet was a more efficient and less antagonistic lending officer than an
individua bank or credit bureau.

Oyster Communication would provide a three-tiered information network. The first leve, credit score
computing, would enable a business owner (or potentiad business owner) to submit financia
information, bank and credit card numbers-information requested by any lending agency--in a
computer-readable format. This information would be collated with credit bureau information and
submitted to the credit scoring program. Oyster’s second level would trandate the credit score and act
as afilter to direct the user to appropriate financing options, debt or equity, based on acceptable scores
for different loan programs and lending ingtitutions. If one scored well, they would be directed to a
debt source and an on-line gpplication. If no financing options were available, the program would
divert the user to an educationd site containing business plan templates and information for improving
credit ratings. “Theideaisthat nobody should come to the Site and leave empty-handed. They’ll leave
with aloan or a better understanding of how to get aloan next time.”
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In November, severd telemarketers were contracted to collect, vaidate and update the financia
sources that Margot had compiled for her book. Margot set to work designing the questions that
would drive the search engine. After two to three months of frustration, she called C.J. to help. The
two of them spent two more months before redlizing that they couldn’'t solve the search problem that
the volume and diversty of clients and financing options required. They needed a sophisticated
process for screening, and an automated credit scoring program could actualy start the process.

Credit scoring was a systematic process for assessing loan risk. The 24 largest banks in the U.S. used
an automated scoring program cdled “Fair Issac” for commercia loan approvals. This automated
scoring process minimized the loan underwriter’s task of risk evauation. Depending upon loan
volume, the Fair Isaac Scoring Service could save $300 to $1,000 per loan evaluation over manua
scoring methods.  Fair Isaac’s annual licensing fee of $18,000 put it out of reach of the smadler
community banks.

As Margot and C.J. wrestled with flip-charts and search link designs, they redized that they needed a
loan screening program like Fair Issac.  Although this was not a perfect fit for the equity capita
referrds, it would solve the debt referral issue. At this point, Greg was cdled in to evduate the trade-
offs between developing their own screening software and purchasing alicense from Fair Isaac.

The Breakthrough

While contract negotiations with Fair 1saac, business associations, and large banks were frudtrating, at
best, they forced the Oyster team to gather the information they needed to put together a forma
busness plan. As they researched businesslending demand, financing options, internet use, and
content providers, they made three important discoveries.

The first concerned the nature of business lending. While there were twelve tiers of capita sources,
lenders in each category used smilar screening criteria  Differentiating within a category was not
feasble, nor was it necessary. The only necessary criterion for differentiation was geographic. If
Oyster could screen gpplicants by location, they could easily direct them to a financing source in their
areathat fit their credit profile.

Margot realized,

We don’'t need the telemarketers because where we generate the most money is on origination
fees. We don't need al 60,000 banks on our network, because if you're bankable, any bank
wants you. But banks are geographicaly defined. If | meet abank’s lending parameters, | il
have to have a bank there to do business with, to validate who | am. We redlized that if we
went to the top five banksin the US we could cover the whole country: Bank of Americaisin
11 gtates, Bank One in Six states, Nations Bank isin Six states. But only the smallest percent of
business owners fits the bank parameters. So we need to group the other lenders into scoring
categories. If we can score the loans, we can refer businesses to the right source. Only the
lowest scores, those who won't qualify for any loans, will be referred for equity funding.
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The second discovery freed them from their dependence on a contract with Fair Issac. While Fair
Isaac was the “trade standard’, other companies were involved in developing similar software for
credit scoring.  One such company, Affinity Technologies, had gone public in May, 1996, and was
looking for drategic dliances. Headquartered in Columbia, South Caroling, Affinity specidized in
automating mortgage loans and credit card applications, and operating touch-screen ATM kiosks. Not
only did they have the technical expertise to create the software that Oyster needed, they were eager to
enter into dliances that boost their name recognition in the banking community.

The third breakthrough occurred just as negotiations with Affinity began. The Annua Conference of
the Nationd Black Chamber of Commerce would be held in Denver on July 30, 1997. The Black
Chamber of Commerce boasted 163 affiliate chapters and 60,000 members. Margot contacted the
Chairman, Herman Maone in hopes of setting up an contract with the Chamber’s membership. She
sent him the remaining inventory of her book to distribute to the conference attendees.

On-line lending approva was the perfect leveler for loan approval and accessto capital. This had been
the appeal for Women, Inc. Similarly, Herman Maone understood the benefits of anonymous loan
screening for minority businesses. Margot was sure that if she could get a contract with the Black
Chamber, the big banks would follow. “If we have the first channel of distribution for them, what can a
bank say to them? They can’t say no.”

As the negotiations with Affinity and the Black Chamber of Commerce began, there was ill alot of
work to do. C.J. was working on promotional material. Kenton was working on the internet linkages
and web page designs. Greg was scrutinizing Affinity’s business plan and software specifications.
Margot was working out the details of Oyster’s formal business plan.

Margot admitted,

What makesit tough isthat al of us have been working so hard on [formulating proposas and
making contacts] that we're al under a cash flow crunch right now. If we can enter into a
grategic aliance with Affinity, we'll be in a good postion to get exclusive on-line contracts
with several big banks. In addition, we re negotiating with the American Banking Association
and the Nationa Black Chamber of Commerce--these are enormous membership associations.
Thiswill give usthe financial base and the credibility that we need to get this off the ground.

Right now we have no ideawnhat dl thiswill look likein six to eight months. The technology is
moving fast and, to be perfectly frank, we don’'t have a business plan. But Kenton and | have
built companies before so we know what is entalled and the type of infrastructure that's
needed. We don’t have it down on paper but we know the type of staffing and wrap-up that
we will need very very fast--as soon as that first contract is written. We are in the process of
identifying individuals who are willing to leave their employment and come on board full time,
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There were gill unsolved problems concerning Oyster Communications's organizational structure,
equipment and personnel needs. This new company was different than anything Margot or C.J. had
engaged in before. Licensing agreements and commission rates would need to be ironed out. Oyster
would need a design team and dedicated core of software engineers who worked closely with clients
and with each other to keep abreast of rapid changes in the market. And what would protect them
from the increasing competition that was sure to come?



