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Kerrie MacPherson, EY:

Expert Roundtable

We're going to have a great discussion today. We'll have three pan-
elists, including Candy Brush, a professor at Babson College who runs
their entrepreneurship program. She’s also the lead researcher and
author related to the Diana Project, and we'll start off in a minute with
Candy giving us a very brief summary of that research. And another
panelist is Joan McCabe, a managing partner at Brynwood Partners,
who has spent her career investing in businesses. Candy, let’s start
with you. Most people won't yet have had a chance to read the Diana
research, so why don't you tell us about the findings.

Candy Brush, Babson College:

Just quickly a shout-out to my three
co-authors: Patricia Greene, co-
founder of the Diana Project; Amy Da-
vis, visiting scholar, Babson College;
and Lakshmi Balachandra, assistant
professor of entrepreneurship. And
also a debt of gratitude to EY for
sponsoring this report, along with the
Center for Women’s Entrepreneurial
Leadership at Babson College in the
Arthur M, Blank Center.

In 1996, I and my colleagues—
Nancy Carter, Patty Creen, Myra Hart,
Betsy Gatewood—founded the Diana
Project to investigate women’s access
to venture capital funding. In 1999,
we found that less than 5 percent of
all U.S. ventures receiving venture
capital had a woman on the manage-
ment team. This year we updated that
report, and we analyzed a database of
6,793 unique companies in the United
States that received venture capital
funding between 2011 and 2013.

The percentage of venture capital
investments in companies with at
least one woman on the executive
team rose from 5 percent in 1999 to 15
percent in 2013, which is good news.
But on the other hand, only 2.7 percent
of those companies had a woman
CEO. So this means that 85 percent of

companies receiving venture capital
had no women on the team, and 97
percent had male CEOs. When we look
at dollars invested, there’s a similar
pattern: 21 percent, or $10B of the $50B
dollars invested during the period, went
to companies with a woman on the
team. And about $1B of the $1.5B went
to the 3 percent of companies that had
a woman CEO.

When we look at the profile of the
companies, which is the second area, we
see that companies [with] a woman on
the team were concentrated in certain
sectors: software, biotech, and business
products. There are sectors where there
are very few companies with a woman
on the team receiving any venture capi-
tal funding, which are semiconductors,
computers, peripherals. When we look
at the companies that have a woman
on the team receiving venture capital,
they’re larger, and they tend to be older
in terms of sales and performance.

When we look at performance, we
found that companies with a woman
CEO tended to do as well or better than
companies led by male CEOs. There
were no other real differences in perfor-
mance. Cranted, this was a short time
frame, and so we looked at exits, and
we looked at how they performed after
receiving their last funding,.

Finally, when we look at the venture
capital firms, we found that the num-
ber of partners in venture capital firms
declined from 1999 until today. And if
we look at the entire population, U.S.
and international, the decline went
from 10 percent in '99—those were
venture capital firms with women
partners—to 6 percent. So that is not as
great news. If we look at just U.S. firms,
we see that 8.5 percent of the partners
in U.S. firms are woman. Why is this
important? We found that venture
capital firms with women partners
were more likely to invest in companies
that had women on their teams. We
also found that venture capital firms
investing in companies with women
on the teams were more active.

MacPherson: Joan, | recognize that
you're actually private equity as op-
posed to venture capital, but I'm
interested first in your reaction to two
things that Candy talked about. One, all
of the research shows that women-led
businesses that get early-stage fund-
ing perform at least as well as their
male-led counterparts. I'm interested
to know if that is consistent with your
experience. | find it surprising—given
that investors are there, by definition,
to make a profit—that there isn't more
movement towards looking for such
women-owned companies. How does
that line up with your experience?

Joan McCabe, Brynwood Partners:

The statistics are the same for private
equity as venture capital. One of the
issues that we have in private eq-

uity and venture capital is, although
we have a lot of money under man-
agement and we're a fairly mature
industry, there really are no incentives
to do anything other than try to make
money. No benefits to a partner to
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back a woman-owned business. But
part of the problem is probably due

to women in private equity. We don’t
have networking mechanisms to meet
these women entrepreneurs, and in
many ways private equity and venture
capital is like everything; it’s an old
boys’ network, and usually you don’t
just go out and ask for money. There
usually is some knowledge of the busi-
ness. There’s a buzz in your industry
as to a good company that might come
up for sale.

Perhaps the problem is that women
haven’t been good at marketing their
business to the private equity com-
munity and the venture community
in advance of looking for money. We
in the industry are probably as guilty,
or more guilty, of that than entrepre-
neurs, because we don’t have a lot of
mechanisms to allow women to look
for money. There’s a venture capital
firm called Golden Seeds, which has
started to do that. If you're an entre-
preneur, you can join WeBank, but
we need a few more systems to make
it easier for woman entrepreneurs to
understand how to access our market.

MacPherson: Joan, is it fair to say that the
majority of investments that you look at
seriously have come with some sort of
referral from somebody in your network?

McCabe: That’s right. We're in an
industry where almost all deals come
through an intermediary, an invest-
ment banker; rarely do you not have a
sort of quasi-auction. But it’s just like
being in Las Vegas. If there are five
firms interested in a business, you have
a probability of 20 percent to buy that
business. The only reason you'll spend a
lot of time to buy that business is if you
have prior knowledge or an angle that
allows you to get that business.

We had in our industry—I do
consumer—a hockey mouthpiece

Expert Roundtable

“One of the issues that
we have in private
equity and venture
capital is, although we
have a lot of money
under management
and we’re a fairly ma-
ture industry, there
really are no incen-
tives to do anything
other than try to
make money. No ben-
efits to a partner to
back a woman-owned
business.”

business. Well, that deal was so highly
sought after, not because the finan-
cials were great but just because
everybody, every man who had played
hockey, could empathize with that.
And so there is a benefit to know-
ing somebody. Another example I'll
give is a company called Think Thin,
which is a woman-owned protein bar
company. And the woman who made
it did a really good job of getting to
know private equity firms and invest-
ment bankers. When she came to look
for money, she really didn’t have to do
an auction. Everybody already knew
her, and it was a bidding war to invest
with her. Those are rare, though, for
women—not so rare for men.

MacPherson: Candy, Joan's described
one set of circumstances that sound
like a barrier. Women just aren’t suf-
ficiently in the networks of the people
who are doing the financing. Are there
other things that your research would
suggest we need to be mindful of and
figure out a way to address?

Brush: Clearly the network issue is
something that’s very important. We
know from other research that women
tend to have more women in their
networks, or mixed networks, and men
tend to have more men in their net-
works. What Joan’s describing is the
case, The venture capital industry is very
geographically concentrated in a few ar-
eas, so for any business located outside
of those, you are going to have some
challenges, because you need to travel to
get to those networks. One other point
on the networks is, we know that com-
panies that have women on the venture
capital team are more likely to reach out
to women entrepreneurs,

But on the other side, there are
some perceptions out there that
women entrepreneurs are not as seri-
ous about their businesses. They don’t

=» CONTINUES ON NEXT PAGE

Privcap Briefings / Bridging the Gender Gap / Q12015 / 4



want to grow. They don’t want to give
up control. Contrary to those percep-
tions, the interviews with women
entrepreneurs showed that they did
want to grow, they were willing to
give up control, and they were seri-
ous—Dbut they had to work harder to
overcome those perceptions in the
presentation process.

We didn’t test this in our data, and
we can’t tell, but those perceptions
and stereotypes seem to be out there.
And [it’s] another barrier that women
entrepreneurs need to overcome,

McCabe: That’s very true in venture
capital. In private equity, the numbers
speak for themselves, and as we like to
say, it’s all about the Benjamins. The
other issue that Candy was speaking
about, this idea of giving up control, is
more what people talk about in private
equity.

Brush: I just wanted to jump in for a
second, because Joan is right. We actu-
ally collected data on private equity.
We didn’t analyze it for this report,
but we found that those companies
with women on the team did better in
terms of private equity.

MacPherson: Kara, I'm glad that you
were able to dial in. You are a female
entrepreneur, and you've raised mon-
ey. How have you dealt with the fact
that you maybe didn’t have networks
as some of your male counterparts
might have had?

Kara Goldin, Hint Inc.: We self-financed
the company initially and took our first
round of financing through a family of-
fice, the [investment office of the fam-
ily behind] Stella Beer, almost six years
ago. That was an introduction through
somebody who knew them. But first
and foremost, people were starting to
drink our product and loved it. We were

Expert Roundtable

“There are some perceptions out there that
women entrepreneurs are not as serious about
their businesses. They don’t want to grow.
They don’t want to give up control. Contrary to
those perceptions, the interviews with women
entrepreneurs showed that they did want to
grow, they were willing to give up control, and
they were serious—but they had to work
harder to overcome those perceptions.”

getting inbound calls because people
related to what we were offering—Hint
is the leading unsweetened flavored
water in the marketplace—and that
was coming at a time, six years ago,
when people were starting to become
more and more aware of ingredients in
food and beverages. It was more about
the product than it was that it was
founded by a female.

MacPherson: Joan, as you said, it is
about the Benjamins. So it’s fair to say
that no investors—or virtually no in-
vestors, with the exception of Golden
Seeds—are out there looking specifi-
cally for woman-owned businesses.
They're looking for good businesses,
and if it’s a woman founder and CEO,
that’s a good thing, but it’s not some-
thing that people are generally look-
ing for. Is that right?

MccCabe: Yes. However, Brynwood
does consumer deals. So the fact is,
as Kara said, there are a lot of women
in retail and consumer products. So
vis-a-vis our compatriots in private
equity, we’re probably over-indexed
on women-owned businesses. So we
do focus, inadvertently, on women.
The issue with private equity
and women entrepreneurs is, you
have a Catch-22. You need to have
a track record to raise a fund, and
in private equity, if you're a partner
and you have [a track record] and
you want to raise a fund, you have
a non-compete [agreement], so it’s
difficult to leave and raise a fund.
That’s at the heart of the issue that
Candy mentioned earlier, that there
are very few women in venture cap-
ital and private equity firms. You
almost have to get involved right
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“Our business
model is different.
For now, I'm the
best person to be
running the com-
pany. I'm not dead
set on running this
company forever,
but it makes sense
to have the founder,
who really under-
stands the strategy
and understands
how to grow this
business, be
involved.”

out of college in private equity,
work for five years, not be senior
enough so that you’re leaving lots
of money on the table, and then
start a fund. That’s hard to do.

I know lots of woman are limited
partners. They’d love to back capable
women who want to raise private
equity, but it’s tough to do.

Expert Roundtable

MacPherson: Joan, you made a com-
ment earlier that often women are
reluctant to give up control of their
businesses, and that that might be

an impediment to getting financing,
because private equity does often
look for, if not control, a significant
stake. And EY has a program called

EY Entrepreneurial Winning Women,
and Kara is one of those. | would agree
with you that at least the women who
we’'ve worked with are generally in-
terested in taking in financing to grow
the company but are interested in
controlling the company. Kara, that'’s
what you've done. You've worked it
out so you have external financing,
but you control the company.

Goldin: Correct. We not only started a
category in beverage, but also a prod-
uct, What’s interesting about what
we’re doing is, a typical private equity
group might say, “Okay, let’s go and
get a bunch of senior people from Coke
or Pepsi in to run this company.” A
large percentage of our business right
now is coming from online, That’s not
what the guys at Coke and Pepsi do.
They don’t do direct to consumer. They
don’t do direct into offices well. They
do conventional grocery well.

Our business model is different. For
now, I'm the best person to be run-
ning the company. I'm not dead set on
running this company forever, but it
makes sense to have the founder, who
really understands the strategy and
understands how to grow this busi-
ness, be involved.

MacPherson: Candy, I'm going to
come back to you for a second. We've
heard some interesting discussion
from the perspective of investors and
from an entrepreneur. Your research
was pretty clear that financing organ-
izations that have women partners

in them are more likely to invest in

companies where the leadership team
has at least one woman. So what are
the implications for that, given that
you said the number of women in

the venture capital industry in senior
roles has declined?

Brush: This was a bit perplexing,
because if we look at the numbers of
women getting M.B.A.s and moving
through undergraduate programs

in business, we see that there’s a lot
more educated women who have
finance backgrounds out there. So

it was puzzling that the number of
women in venture capital had de-
clined.

And we found that in the venture
capital industry, male VCs, tend to
hire more male VCs. Those individu-
als might be right to run venture
capital firms, but on the other hand,
there’s research that shows that very
homogenous executive teams may
make fast decisions, which are
efficient but may not be the best or
most effective decisions.

Those firms that are more diverse
tend to be older and larger. It’s pos-
sible that these firms reach a certain
formalization or size point; they
have more HR policies, and they have
diverse recruiting. The question is:
How do we get more women into
the industry? It would be beneficial
to venture capital firms if they had
more diversity in their partner group
from a decision-making standpoint,
also because they would have access
into those networks of women
entrepreneurs, which would lead
them to good deals.

McCabe: I've sat on a panel, Candy,
with a woman LP who invests in our
community, and she said exactly that.
They look for teams that are diverse,
not homogenous, to invest money
[with]. It makes sense to have a diverse
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VC or private equity group; however,
your point is dead-on, because pri-
vate equity and venture capital is the
ultimate in the pyramid. The team is
very small—under 10—controlling lots
of dollars. So you really do look for a
team that you can mix with. It’s easy
to stay within your comfort zone. The
benefits of having a diverse team are
abundant. I look at our LPs. There are a
lot of women, so there’s a lot of oppor-
tunity, people like Kara who you could
have a bond with.

MacPherson: Kara, we've heard that
the networks just are not as well devel-
oped for women, and that is creating
some disconnect between a vibrant
community of female entrepreneurs
and getting funding from all of these
venture capitalists and private equity
people who have money that's ready to
be put to use. If there was something
that the investor community could

do that would be useful for you as an
entrepreneur—maybe not you so much
now, but go back four or five years,
when that was not the case—is there
something that would be particularly
helpful for women entrepreneurs?

Goldin: There’s a stage even before you
would talk to venture, and definitely before
private equity, and that’s this angel round.
I know you mentioned Golden Seed, but
two others that I know quite well that

are women-founded—and women who
came from the venture world who have
started funds that really do prefer to invest
in womern. One is here in San Francisco,
called Broadway Angels, and it’s founded
by a group of women, but one of the wom-
en is Sonya Perkins, who is still a partner
at Menlo Ventures. They are interested in
investing in women in the angel round.
Twenty-five to a couple hundred thousand
dollars is their typical round.

Expert Roundtable

And the other one was founded
by Eileen Lee, and it’s called Cowboy
Ventures. They also look for women-
founded companies, primarily in tech.

The one last underutilized area is
Angel List, Those are people who are
working in the Valley who want to in-
vest anywhere. You can set your range,
but it’s typically $100,000 rounds of
capital. That is where things are getting
funded. The interesting thing about all
of those angel networks is that if you
take money from any of them, their
network is so enormously powerful that
if you can actually engage them, they
can make intros into some of the ven-
ture and private equity firms out there.

MacPherson: One question that's come
into focus is, could it be that women-
owned businesses are not looking to
expand? Candy, I'd be interested in
your take on that, given that it's your
research.

Brush: I can say yes, they are. What
Kara mentioned is the angel pipeline.
I'm actually part of an angel group
here, Boston Harbor Angels. We've
looked at the applicant pool here

and in the New England area, and 15
percent to 17 percent of the companies
that come through have a woman
CEO. More of those have women on
the teams.

What’s going on in that earlier-
stage pipeline is different. Not all
companies that receive angel money
are going to be eligible for venture
money. But there is a qualified pool
of businesses that have a woman on
the team, or woman CEOQ, that want
to grow. There are [also] lots of grant-
funded companies that may not come
through the angel pool—because
they’re science and technology, bio-
tech, medical tech—that also would

be qualified, as far as being venture-
capital-fundable at some point.

MacPherson: [We have a question
here, saying,] “I've been looking at this
industry for a while and have seen

a number of things out there where
people talk about the fact that there’s
less investment in woman-owned
companies. Are things actually being
done to change that?”

McCabe: There are some firms that
have a lot of women partners. One
that comes to mind is TSG; they’re
in San Francisco. More women than
men as partners, and they’re in the
consumer business. So they’re doing
a great job, but they’re just

capable people.

Another thing that one can do
in our industry is network towards
women. In our industry, you need to
have a point of difference that’s sus-
tainable. You need to have a network
of people, and if you're a woman in
private equity, you might just make
your network be other CEO-type
women. One of my colleagues is al-
ways going skiing with his men’s net-
work. Well, get a network of women
that will do that! That is the network
that we need to develop in private eq-
uity, and we are slowly but surely do-
ing it. There’s something called Wave,
which is an organization of women in
private equity and venture.

Where we have the disjoint is that
women entrepreneurs are so busy
running their business that they
don’t have time to try to network
and find the minority of women that
are partners in either VC or private
equity. So we in the private equity
world probably need to take some
actions to give entrepreneurs the
opportunity to meet us. &
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