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MINUTES OF THE SELECT
COMMITTEE ON ECONOMIC DEVELOPMENT

The fourth meeting of the Select Committee on Economic
Development was called to order by Chairman John Vincent at
8:45 p.m. in the old Supreme Court hearing room of the Capitol
Building, Helena, Montana on February 10, 1983.

Roll call was taken and all members were present with
the exception of Representative Harrington who was excused.

CHAIRMAN VINCENT opened the hearing on House Bill 685.

REPRESENTATIVE HARPER, Chief Sponsor of HB 685, stated
this was a good bill and it fills a vital gap and a big nitch
in the program to develop Montana's economy. It addresses the
need for risk capital to start new businesses and expand exis-
ting ones. Statistics show that one out of five businesses
fail, so we are not talking about state money or coal tax money,
we are talking about private money. This bill adresses how to
attract this private money into venture capital pools. The
venture capital field is a changing dynamic field that is grow-
ing in the United States today. He noted this hill is along
the same lines as Representative Fabrega SPIC Bill from last
session which ended up being killed in the Senate. The need
has been seen for years, and it is finally being addressed by
this bill. HB 685 will provide $1 million per biennium in
tax credits to attract this pool of venture capital and aid
in the formation of capital companies which can be certified
and designated by the department. Fach one of these will re-
ceive a maximum of $375,000 tax credit, and credit can equal
25% of the investment up to a maximum of $25,000 per taxpayer.
An added feature of this is, since venture capital investments
usually have strong equity features, we have a real link going
on between the older experienced business heads and a sharing
of experience with the people that they are investing some of
their money in. This should be a real benefit and provide
some of the needed money.

SENATOR VAN VALKENBURG, Co-Sponsor of HB 685, asked per-
mission from Chairman Vincent to go through the mechanics of
HB 685. He passed out Exhibit A, the Statement of Intent,
to the committee.

CHAIRMAN VINCENT asked for Proponents to HE 685.

PROPONENTS

GARY BUCHANAN, Director of Department of Commerce, stated
his support of IHB 685. He explained Exhibit B, the flowchart

of Montana Capital Companies Tax Credits, and Exhibit C, Invest-
ing in America.
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JOHN MARCHI, Vice-President of D.A. Davidson, expressed
support of HB 685 and felt this was the most important Bill
developed from the Governor's Temporary Committee concerning
I-95. He emphasized what he felt to be the key points con-
cerning this bill. See Exhibit D and Exhibit E.

DICK REMINGTON, Montana Vice-President of Mountain Bell,
and representing Montana Development Credit Corporation, ex-
pressed support of HB 685. He stated this was a well deSIgncd
and thoughtful approach to providing incentives for the prlvato
sector to meet the risk and equity capital needs of Montana'
small business communlty He stated there exists a strong con-
sensus among Montana's financial and business communlty that
we lack access to venture capital, and that this is likely the
most serious capital problem facing our small business people.
See Exhibit F.

JOHN SCULLY, Representing Montana Independent Bankers
Association, expressed their support of HB 6355.

FRED FLANDERS, Representing Northwestern Bank of Helena,
stated their support of HB 685. He noted that from a bankers
point of view, the type of capital talked about is a type of
capital not available through conventional banking sources.
We offer debt capital and this type of capital can very much
facilitate the borrowing of the former group. We strongly
feel this 1s an area that is desverately needed in Montana
and urge the committee to pass this legislation.

MIKE FITZGERALD, Representing the Montana Trade Commis-
sion, expressed support of this bill. He stated he had
worked on the committee three years ago and worked on efforts
to gear up the DCCM and also supported Representative Fabrega's
bill in the last session. Venture capital is the 1life blood
of the new business, and is virtually the only vehicle that we
can potentially develop in Montana in the near term. He asker
the Committee to view his Exhibit G, which is the 1982 Venture
Capital Directory. He drew attention to the last page which
lists the 10 largest independent venture capital firms. Thesn
10 firms were contacted about three years ago to see if they
would invest in Montana and virtually everyone of these firms
stated they would consider investment potential in Montana
and outlined the categories they were potentially interested
in. Virtually everyone of them said they would not invest in
Montana until such time as there was an institution here they
could work with to package, structure and help nanage their
investments. We see this Montana Capital Corporation as tha-
vehicle, and feel this is very important not only as to the
level we are speaking of here, but to access much larger leve]s
of capital here in Montana for investment purposes.

DICK BOURKE, Vice-President of the Development Credit
Corporation of Montana, stated his corporation enthusiasticaliy
endorses the approach to solving our risk and equity capital
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problems contained in HB 685. He wanted to mention a few

of the safeguards contained in the bill to insure that its
objectives are met as efficiently as possible. See Exhibit H.
ile also wanted to bring to the attention of the committee
several proposed amendments to HB 6385, see IExhibit H, pages 3,
4, 5, 6, 7 and 8.

CASEY EMFERSON, President and General Manager of King
Tool in Bozeman, stated support of HB 685. He stated his
company manufactures small specialty hand tools that are sold
nation-wide. They presently employ 11 people and are now a
nice profitable company, but went through some real struggles
and still have a long way to go. He gave a case history to
emphasize the financial problems that manufacturers have in
Montana. He noted because of the present financing prohlems,
he has placed an add in the Wall Street Journal to sell the
company 1if the current problems can't be solved. One of the
apparent problems is that they are way behind in scheduling
and production and are behind at least 2 years because of the
lack of financing. Had the bills that are being worked on now,
been passed two years ago, Montana's government would have
gained about $51,000 in corporate tax, about $40,000 in in-
come tax during the last two years, and that is just from this
one small company. He commented that when the manufacturers
in Bozeman get together, the most discussed topic is horror
stories about the lack of financing. He stated the commit-
tee would bhe acting on about three different bills, and all
three of these bills are needed because manufacturers have
different problems, and different aims. He feels of all the
bills coming up, HB 685, is the most badly needed one of all,
and i1f passed will help keep his company here in Montana.

JAMNELLE K. FALLAN, Public Affairs Manager of Montana
Chamber of Commerce, stated their support of HB 685. She
noted the Private Industry Council, in which the Montana
Chamber was actively involved contracted for a study that de-
termined there is definitely a need for such capital in Mon-
tana. Her further remarks are seen in Fxhibit I.

DON JUDGE, Representative of Montana State AFL-CIO, ex-
pressed support of HB 685. He noted that even though this
bill contains no provisions for matching money from the state,
as originally proposed, he believes that this legislature
still has some ownership over the "targeting" of "qualified"
investments because of the tax credit provisions. Because
these provisions reflect a credit for liability of money owed
the state, it is his assumption that state money is still in-

volved here. He stated assuming that the legislature still
has the ability to provide "targeting" goals for "qualified"
investments, he would like to suggest a few amendments. See

Exhibit J, pages 1, 2 and 3.
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JOHN LOPACH, Director of the Economic Growth Councii
of Great Falls, expressed support of HB 685. lle feels this
is probably the most important bill before the committee.
He explained without non-debt borrowing hase equity, companies
simply cannot expand, or even attract suppliers. He Stateqd
that the Economic Growth Council has loaned companies tha monev
needed to expand only to find that the debt that has been put
on the books make it difficult for them to buy on credit from
suppliers, because their debt ratios are too high. Equity
capital is an answer to this problem. He stated he would 1like
to make a few suggestions. One is to consider the concept in
place of the network of Montana Capital Companies, the use of
the federal Small Business Investment Companies. These SBIC's
were organized by the Small Business Investment Act in 1958 and
have been regulated by the federal government very successfully.
They include many of the most powerful venture capital companies
in the U.S., and they have the tremendous advantage of horrowing
four times the capital from the federal government at treasury
note rates. The requlation of the Small Business Investment
Companies 1s by the Investment Division of the SBA. SBIC also
have the tremendous asset of a network with other SBIC's with
whom they can syndicate their investments. He also wanted the
Committee to look carefully at the minimum capital suggested in
the bill which is $200,000 and at the concept of allowing half
of that going into any one investment. Ile noted that by making
this testimony he does not want to upset anything, but to be
able to come back in 2 years and answer the question, "Did we
act wisely?" in setting up the most important bill before us.
He also asked the committee to look again at the maximum credit
of $25,000 per investor which he considers too low. He eXpres-
sed hope that this bill comes out as one of the strongest in
this session.

JACK MARTIN, President and General Manager of Superior
Fire Aparatus, stated his support of this bill. He commented
that during a recent meeting of a group of manufacturers, he
was nominated the spokesperson. He stated that HB 685 con-
tributes to a broader tax base, greater employment and in time
will help lessen the ever increasing tax burden on those who
presently have businesses already established.

DAN BUCKS, Department of Revenue, stated he would like to
make two types of comments. First a general comment relating
to a conclusion his department has arrived at, is that tax
credits that are highly targeted for specific purposes are more
effective in accomplishing their ends than tax credits that are
too general. Secondly in respect to the features of this hil]
that have been commented on by other prononents, he would like
to explain the reasons why they were written the way they were.
See Exhibit J-1 for further information.
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DON REED, Representing the Montana Environmental Infor-
mation Center, stated their support of HB 685. He feels that
HB 685 is different from some of the other bills because it
does not directly invest any state held funds, bhut rather it
uses tax credits to stimulate private investment. He noted
he would like to make a few suggestions regarding the Econonic
Development Board. See Exhibit K for further comments.

CAROL DALY, President of the Montana Economic Development
Association, stated their support of HEB 685. She stated that
MEDA believes that the Capital Companies bill should be passed
for two reasons. The first would be that it would help fill
a gap in financing resources in the state, and secondly it
represents a positive private sector response to a private sec-
tor problem, and facilitates the investment of Montana capital
in Montana. For further comments see Exhibit L.

SENATOR TOWE, explained to the committee that this is the
Venture Capital portion. It is true that a qualified invest-
ment may well be debt as well as lease-hold, but the principal
focus is on the equity venture capital, and that is very im-
portant as the other proponents have vointed out. The second
important fact about this bill is that it is the private industry
that is doing this. He stressed vou can't get the private sec-
tor to make the investment withonut giving them an incentive.

He noted they had hoped for a larger incentive, but this would
be a start and it can be expanded from there. He agreed with
John Lopach's testimony regarding the advantages of the SBIC.
He noted that we will first have to see how well this is bheing
utilized and may eventually have to open this up to more than
Montana Venture Capital Corporations. He commented that it

may be that no corporation in Montana can attract the type of
talent that will make this work, and we should not be discouraged
by this. He stressed this is a very important piece of legis-
lation and is needed to support the other bills currently being
put hefore the committee.

STACY A. FLAHERTY, Representing Women's Lobbyist Fund,
stated their support of HB 685. They particularly feel this
bill is important because it will make credit available for
businesses owned and operated by women. They would like to
recommend adding to the aims of this bill the attached sug-
gestions. See Exhibit M.

RON HARMON, President of Big Bud Tractor Company in Havre
stated his support of HB 685. He noted that his company went
from 200 employees down to 40 due to lack of camital. During
the past few months, he has bheen to Chicago, Kansas City and
New York looking for capital. One of the things admitted by
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the venture capital people when he visited them is that

he would be paying a premium to bring capital into his com-
pany. He asked the question why he should have to pay a
premium for capital just because he decided to locate in
Montana. He feels this is a very important bill and he looks
forward to its implementation.

KEN MACMAN, Billings manufacturer, stated he feels this
is the greatest bill, because venture capital so far in this
state is nonexistent. He felt one thing brought up that is
a good idea was regarding the $200,000 capitalization. He
feels there should not be a figure placed on this, but the
individual company should be judged on their individual pro-
gram. He agreed with changing the date to September 1983
since the sooner this gets going, the sooner businesses will
be paying taxes. Secondly he feels they should raise the
$375,000 figure. He agreed it is important not to re-invent
the wheel and the best way to get ahead is to steal someone
else's idea. He stated we should pay more attention to our
neighbor to the east, since they rank number 4 in the nation
business wise, and Montana ranks numher 28. He expressed
hope for the passage of HB 685, since it will help put people
to work.

ROBERT M. GRIFFIN, Liberty Manufacturing in Chester,
stated support for HB 685. He agreed with previous testimony
regarding the frustration of expansion and the necessity of
expanding with equity capital. The high interest rates availl-
able through the banks have caused problems in his business,
and he is presently in a reorganization process. He feels
had there been venture capital available 2 years ago, he
would not be in his present position. If Montana is going
to get ahead in their economic development, there has to be
some means where people can attain venture or equity capital.

CHAIRMAN VINCENT asked if there were any OPPONENTS to
HB 685. There being no OPPONENTS to the bill, he asked for
questions from the committee. There being no questions from
the Committee, the hearing on HB 685 was closed. The com-
mittee went into Executive Session.

EXECUTIVE SESSION

REPRESENTATIVE FAGG moved to approve the bill drafting
request for a committee bill to expand or supplement the
umbrella bonding bill. See Exhibit N. The motion carried
unanimously.

REPRESENTATIVE FABREGA stated there was a meeting of a
number of people who were interested in HB 70 regarding its
subject matter. At the recommendation of the committee,

HB 70 was tabled. He would like to make a request for bill
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drafting authority on three separate bills, rather than

have them all in one. They would be called revenue bills

even though they do not effect revenue at the current level.
The purpose of the first bill would be to provide an incen-
tive to encourage energy conservation quality for use in the
state for export. The second bill would encourage and manu-
facture energy efficient wood stoves in regard to minimum

air pollutants. The third bill would offer tax incentives

to encourage in-state manufacturers on renewable energy equip-
ment.

REPRESENTATIVE FABREGA moved the Committee authorize
the drafting of these three bills. The motion carried
unanimously.

REPRESENTATIVE FABREGA moved that HB 70 BE TABLED. The
motion carried unanimously.

CHAIRMAN VINCENT stated the last item of business tonight
was consideration of another committee bill relative to the
submission of the Constitutional Amendment No. 10, See Exhibit
0.

REPRESENTATIVE METCALF moved to have a committee bhill to
draft the Constitutional Amendment No. 10. The motion carried
unanimously.

The Executive Session adjourned at 10:42.

LS Representative John Vindent
/é/k(u T e Chairman
Mitkie Grover
Secretary
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STATEMENT OF INTENT

HOUSE BILL 685

A Statement of Intent is required for House Bill
685 because it grants rulemaking authority to the
Department of Commerce to implement the act.

It is the intention of the legislature that the
tax credits herein provided be applied only in the case
of properly qualified investments. It is therefore the
intention of the legislature that the department of
Commerce, in making rules to define a small business,
use whatever means necessary to arrive at a definition
of small business which takes into account the unique
nature of Montana small business. It is similarly the
intention of the legislature that in the development of
rules for certification and qualification of capital
companies, the department shall take into account the
capital needs of the state based upon such information
made available to it on its own initiative and through
such hearings as are necessary to achieve the purposes
of the act. It is further the intention of the legisla-
ture that in determining such rules as are necessary to
carry out the examination functions of the act, the

department shall take into account commonly accepiad

principals of financial institution examinations currently

EXHIBIT A.
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in use in.the examination of banks and other such
institutions. It is further the intention of the
legislature that the rules authorized in the act be

adopted in a timely fashion.

-END-




STATE OF MONTANA
REQUEST no. __366-83
FISCAL NOTE

V Form BD-15 v/
i"’ In compliance with a written request received February 10, , 19 _83_, there is hereby submitted a Fiscal Note
for House Bill 685 pursuant to Title 5, Chapter 4, Part 2 of the Montana Code Annotated {MCA).

Background information used in developing this Fiscal Note is available from the Office of Budget and Program Planning, to members
of the Legislature upon request.

%iDESCRIPTION OF PROPOSED LEGISLATION:

i House Bill 685 authorizes the creation of Montana capital companies, their certification by
e the Department of Commerce and a total of $1,000,000 in tax credits against personal or
corporate income tax for each of the next two blennlums for investors in the "qualified"

cap1tal companies. Qualified capital companies must have a minimum of $200,000 capitaliza-
‘tion and tax credits are limited to $25,000 per investor. The act provides for the annual

"examination of the companies by the commissioner of financial institutions and repayment of
_ tax credits and penalties by a capital company that fails to make qualified investments as
i authorized by the act. The act will be administered by the Department of Commerce or the
swMontana Economic Development Board if House Bill 100 is adopted.

i ASSUMPTIONS:

5

il.'1) Ten companies with $400,000 capital base each will be certified and authorized by the

) end of the biennium so that the entire $1,000,000 in tax credits will be used.

E;,,f Assume that the tax credits will be taken in FY 1985, although they can be carried both“i
forward five years and back three years.

3) Companies will not begin actual operations until second year of biennium.

{ 4) Company with $400,000 in capital base could leverage another $1,600,000 in investments.

@5) Examination of companies will be somewhat simpler than examination of depository finmancial
institutions and will take only 1/2 of the examination man-days to examine and produce a

L ) report that it would take for a depository institution of the same size.

)

Staff work for certification, qualification, adoption of rules, examination, and granting
tax credits can be done by existing staff of the Department of Commerce and Revenue.

| FISCAL IMPACT:

'General Fund FY84 - FY85
Reduction Due to Credit $ -0~ $ (750,000)
i Exam Fees Deposited -0- 11,000
- Net Decrease § -0- _(739,000)
¢ School Foundation Program
%ﬁ Reduction Due to Credit $ =0- $ (250,000)
. Expenditures:
%‘ Adopt rules, printing, etc. §$ 3,700 $ -0-
Examination process _11,000 11,000 )
Total §11200 § 15,700

% FISCAL NOTE 13:P:1

Bt

¢
P
e

BUDGET DIRECTOR
Office of Budget and Pro§iam Planning *J

Date: 2'\5"




DEPARTMENT OF COMMERCE PRIVATE SECTOR INVESTORS
OR '

MONTANA ECONOMIC
DEVELOPMENT 30ARD

HB 685

MONTANA CAPITAL COMPANIES
TAX CREDITS

. Certify 25% Tax Credit for
Investor in Certified Montana
Capital Companies.

. Minimum Capitalization of
$200,000 Required for Each
Company.

. Total Credits for all Companies
Limited to $1,000,000.

. Limit of $375,000 of Tax Credit
to any One Company.

. Limit of $25,000 Tax
Credit to Individual

Taxpayer
DEVELOPMENT CREDIT SBIC'S PRIVATE
CORPORATION OF 503 CORP. DEVELOPMENT
MONTANA COMPANIES

INVESTMENT IN ONE COMPANY
LIMITED TO 50% OF
CAPITAL BASE

(VENTURE AND RISK CAPITAL)

LOANS,
EQUITY, NEAR EQUITY OR
LEASE PURCHASE AGREEMENTS

MONTANA PRIMARY OR BASIC INDUSTRIES

EXHIBIT B



SCHEDULE -

Effective Date of Act (Estimate) March 31, 1983
Adoption of Ruies to (Estimate) “
Implementation Act April - November 30, 198¢
Application Period ' November 30 - April 31
[ ]
Certification of Capital Companies March 1, 1934 - And
Every Six Months Thereafte
-
Designation of "Qualified" Capital September 1, 1984 - And
Companies Every Six Months Thereafte
-
OPERATION
(]

30% Invested Within 3 years
50% Invested Within 4 years -
70% Invested Within 5 years

QUARTERLY REPQRTS

ANNUAL EXAMINATION .




AND ECONOMIC

The President’s Task Force on Private Sector Initiaﬁves

EXHIBIT C



¢ VENTURE CAPITAL

By The National Association of Small Business Investment Companies

Atari, Federal Express, Air Florida, Pizza Time Theatres, Kentucky
Fried Chicken, Hospital Corporation of America, Digital Equipment and
Apple Computer all have something special in common. In addition to
being highly successful companies, the development of each was financed,
in part, by venture capital dollars.

Perhaps no investment area profiled in this book is as dynamic
today as venture capital. For a variety of reasons, the field is rapidly
changing and expanding, developing innovative fmanclng tools and
broadening the scope of venture investing.

Traditionally, venture capital has referred to the money invested by
professionals in a selected few smail or embryonic businesses, in the
hope they will grow and become very profitable. Such investments, by
nature quite risky, can mean enormous payoffs for venture capitalists
with shares in the earnings of companies that become highly successful.

This classic definition still applies, but only illustrates part of the
picture of venture capital investing today. After a relative pausity of
activity during the mid-1970s, venture investing is booming. New
financing tools are being developed; more traditional ones are seeing a
resurgence and being used in new ways. Innovative venture partnerships
involving public as well as private participants are greatly expanding the
role of venture capital in revitalizing distressed areas and industries.
Even the parameters of what constitutes venture capital are expanding:
at its broadest, it may today include the dollars invested by employees
in the highly risky venture of buying a plant no longer considered .
profitable enough by the parent owners.

Two essential elements distinguish venture capital financing from
other types of business investments. First, venture capital investments
usually have strong equity features. Second, venture investors generally
remain involved in the management and progress of the businesses they
finance, sitting on the firms' boards, almost always as a minority
shareholder, and providing counseling, often without cost. These
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non-financial contributions are not a matter of charity; they are made
because the venture capital investors will profit only if the companies
grow.

Retween 450 and 500 organized venture capital companies operate
in the United States today, holding investments worth more than $6
billion. In addition to the organized and professionally managed venture
capital funds--the subject of this chapter--there are hundreds of
thousands of individuals who have made true "venture capital”
investments—in the birth or growth of smail family owned businesses, ior
example. No precise information can be collected on the magnitude of
these informal venture capital flows. But it is important to mention
this pool, because it is so critical in the formation of businesses and
because government policies can impact heavily on capital formation
through this mechanism.

Venture capital firms made record investments in 1981, some $1.4
billion in disbursements, compared with only $250 million in 1975 and
$400 million in 1977. Some believe that the industry is growing so fast
that there may actually be a shortage of experienced venture capitalists
to manage the growing supply of available capital. But while the
industry has more than doubled in size in the past five years, it still
holds only a tiny percentage of the nation's capital. For comparison
take pension funds, with close to $800 billion worth of investments in
their portfolios. If pension fund managers were to invest just one
percent of their assets in venture capital, the industry would more than
double overnight. (Actually, as we shall examine later, many large
capital sources, including pension funds and even foreign investors, are
beginning to devote more of their assets to venture investments.)

Venture capitalists are highly selective, choosing for investment
only a minute percentage of the funding requests they receive. The
typical venture firm might review 200 to 300 proposed ventures annually,
prepare a detailed analysis for 25 or 30, and fund five. Probably only
one of those five will produce significant profits. Investors are looking
for entrepreneurs who can develop a new or better product or service

- which has the potential to fill or create a niche in the market. They

are seeking businesses with the potential to grow to a fairly large size
rapidly. Key factors in making the investment decisions include
technology, market, and business plan, and especially management talent.
A cliche in the venture capital industry is that a company with a second
rate idea and first rate management is a better investment risk than one
with a first rate idea and second rate management. Among the skills
the venture firm is looking for are unique technical know-how, a proven
management track record, knowledge of manufacturing, marketing and
finance, and a high level of commitment to the enterprise.
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Since most firms receiving venture capital will not be highly
successful, the venture capitalist hopes to make big profits on the 10
percent or so that are. Growth is extremely important. A critical
milestone to the venture financier is the ability of a funded company to
"go public": that is, to obtain further equity capital through the public
sale of stock. Going public usually provides the venture investor the
highest return on invested capital.

Since only a small percentage of venture funded firms actually go
public, venture financiers have other means for "eashing out" their
investments. The venture capitalist can sell shares in successful firms
to other investors; some have even proposed creating a publicly
supported secondary market to do so. Venture capitalists can cash out
'if a funded firm is bought by others or merged with another firm. Or
the venture financier can negotiate a "put" with a funded firm—that is
an agreement to sell the firm's stock or options back to the
entrepreneur at some pre-determined multiple of earnings. Generally,
"puts" are used when a debt financing instrument is involved. They are
agreed upon at the beginning of the venture financing, but are not to be
called in for at least five years, and ordinarily not until the funded firm
has paid back its loan.

Although the pool of venture capital is small, many believe the
industry's investments--because they are heavily weighted toward new
technologies and job creating small enterprises—have a disproportionate
impact on the nation's economy. The Government Accounting Office, in
a 1982 report, Government Industry Cooperation Can Enhance the
Venture Capital Process (GAO/AFMD-82-35, August 12, 1982), found:
"...this small segment of the U.S. economy has produced
disproportionately large benefits to the Nation's productivity and
economic well-being." Venture capital funded firms had unusually high
levels of productivity and job creation, GAO found in its evaluation of
1332 companies receiving $1.4 billion in venture investments during the
1970s. The $209 million in venture funds invested in 72 firms that
eventually went public was ultimately responsible for an estimated
130,000 jobs, over $100 million in corporate tax revenues and $350
million in employee tax revenues, and $900 million in export sales, the
report showed. In addition, GAO found, the products produced by
venture capital funded firms tended to be productivity enhancing,
contributing to the formation and development of new and economically
promising industries. Other studies have tended to confirm GAO's
conelusions.

Composition of Venture Capital Industry

Private venture capital firms supply about half of all the venture
capital invested in enterprises. Most private venture capital firms are

organized as limited partnerships. They are managed by a small team of
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general partners and financed by limited partners, including pension
funds, insurance companies, wealthy individuals and endowments, who
invest funds to make up a capital pool. Some private venture capital
firins are organized in corporate form; still others are the family
funds--the Rockefeller, Whitney and Phipps, for example--which are
managed professionally by outsiders. As a group, the estimated 130
private venture capital firms in the United States had committed about
$3.3 billion in venture investments as of July 1982.

Sources of Funds

The following table details the major sources of capital committed
to the private venture capital companies from 1980 through the first
half of 1982.

CAPITAL COMMITMENTS
(Independent Private Firms Only)
: (millions)

Percent of Total
Capital Committed
1980 1981 1982 (6 mos) 1980 1981 1982

Pensions Funds $197 $200 $228 30% 23% 32%

Individuals/Families 102 201 115 16 23 16

Insurance Companies 88 132 112 13 15 16

Foreign 55 90 107 8 10 15

Corporations 127 142 90 19 17 13

Endowments/Foundations 92 102 54 14 12 8
TOTAL $661 $867 $706

Source: Venture Capital Journal, July 1982.

As the table shows, both pension funds and foreign investments
have increased dramatically as a source of venture capital funds, more
than equalling their 1981 total in only six months of 1982.

A second category of venture capital organizations are the Small
Business Investment Companies (SBICs). Although licensed and regulated
by SBA, their investments and management decisions are made on &
completely private basis. There is one key distinction between SBICs
and other nrivate venture cenijtal firms: SBICs can borrow from 3BA (!
an interest rate somewnat above the cost of money to the U.o.
Treasury) and use these funds for further investments. Minority
Enterprise Small Business Investment Companies (MESBICs) provide equity



and debt financing for firms owned by minorities and economically
disadvantaged persons. Like SBICs, MESBICs can leverage private dollars
with federal dollars creating a pool of capital several times the initial
pool. SBICs vary dramatically in size. Many are owned by a relatively
small group of local investors. Some are owned by corporations; 20 are
publicly owned. Another 70 are owned partially or wholly by commercial
banks. The nation's largest SBICs is Citicorp Venture Capital Limited, a
subsidiary of Citicorp; it has over $37 million in private capital to
invest. As of July 1982, there were 360 SBICs and 125 MESBICs in the
United States. They had committed almost $2 billion to venture
investments, financing about 1800 firms in 1981 alone.

The final type of organized venture capital firms are the corporate
subsidiaries, divided into two categories: financial and industrial. The
financial subsidiaries are owned primarily by banks; insurance companies,
too, have formed venture capital subsidiaries. (Allstate's is one of the
oldest and most successful). In the industrial sector are the venture
capital firms owned by such companies as Exxon, General Electrie,
Xerox, Monsanto, and Emerson Electriec. As of July, 1982, corporate
venture capital firms had committed about $1.7 billion in investments.

Who Receives Venture Capital

Venture capitalists tend to seek out new technologies, new goods or
new services to invest in, and not surprisingly, a large share of the
venture capital investments today tend to be in high technology oriented
businesses. But venture capitalists are not concerned solely with "growth
industries:" they have also made good profits by pioneering investments
in "growth companies" in non-high tech fields, or so-called "mundane"
industries. Some of the most successful include nursing homes and
health care companies, intrastate and regional airlines (Air Florida and
Midway Airlines), cable television franchises, and commercial and
financial services (Federal Express Corp. and Pandick Press).

The chart on the following page shows the distribution of venture
capital investments by industry type during 1980 and 1981.
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1981 Disbursements—Private Venture Capital Partnerships
Percent of Total
Number of Investments

1981 1980
Communications 11.4% 11.9%
Computer Related 30.0 - 27.4
Other Electronics Related 14.5 9.6
Genetic Engineering 6.2 4.2
Medical/Health Related 7.0 10.5
Energy 4.9 8.3
Consumer Related 4.9 7.5
Industrial Automation 6.2 4.5
Industrial Products 4.4 3.6
Other 10.5 12.9

Source: Venture Capital Journal, June 1982.

Venture Capital Financing

~Venture capital is used for a wide variety of purposes: to develop
the ideas for a product, to start businesses, expand them or prepare
them for going public. There is no single way to structure venture
capital financing. Venture capitalists often buy common stock in a
business, exchanging capital for a "share" in the enterprise, usually
taking a minority ownership position. Or they may purchase preferred
stock, usually convertible into common stock, giving the financier a-
share of earnings before anyone else, but little or no voting rights.
Another popular equity-type instrument in venture financing is
convertible debt, where in addition to a commitment to interest and
principal repayment (usually long-term), the enterprise gives the venture
financier the right to convert debt notes into common stock.
Subordinated long-term debentures are another common form of
financing; in the event of default on this kind of loan, the lender is paid
only after senior creditors, such as banks or commercial finance -
companies, who have prior claim on a firm's assets, are paid off. A
venture firm may also assist a small business by guaranteeing loans or
advances made by senior creditors. Most often, the venture capital
finaneing is structured by using two or more of these instruments. In
every case the format is different, designed to meet the specific needs
of the business and the investor.

For the small firm, each type of financing has certain advantages.
The sale of common stock strengthens the balance sheet of a growth
firm, enabling it to borrow more from traditional lenders. But the
entrepreneur must give up a larger share of the ownersnip of he
business, than would be the case if some of the financing were in the
form of debt. Preferred stock carries an obligation to pay dividends out
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of after-tax income when the firm is profitable. Loans from venture
capital firms are almost always long-term--seven years is the average
for SBICs--and ordinarily subordinated to all other borrowings of the
firm, to encourage senior creditors to extend and expand their line of
credit.

One increasingly popular kind of venture arrangement is the
"leveraged management buy out," where the management of a corporate
subsidiary or division, together with an investor or investor group,
purchases the subsidiary or division. The equity contributed by the
investor and management purchasers is usually only 20 to 30 percent: the
remainder is borrowed from banks and other institutions. The seller is
usually a large corporation which has not achieved the benefits it
expected when it either formed or bought the subsidiary or operation.

Financing Stages

Venture capital may be provided to firms at varying stages of
development, each carrying different risks and payoffs for the financier.
Early stage money, for example, may promise the greatest profits if the
firm is successful, but also carries the most risk, requiring more hands
on involvement for the venture firm and the possibility of open ended
financial commitments,

The following chart shows the six financing stages for a developing
business. These are not rigid or fixed, however. Venture capital can be
used in any stage.

Early Stage:

Seed Financing—a relatively small amount of capital provided
to an investor or entrepreneur to prove a concept. It may
involve product development but rarely involves initial
marketing. This kind of investment is sometimes referred to
as "adventure financing."

Startup--financing for use in product development and initial
marketing. Companies may be in the organization process or
they may have been in business a short time (one year or
less), but have not sold their product commercially. Usually,
such firms would have assembled the key management,
prepared a business plan, made market studies, and generally
prepared themselves to do business.

First Stage Financing—financing provided to companies that
have expended their initial capital (often in developing a
prototype) and require funds to initiate commercial
manufacturing and sales.
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Expansion:

Second Stage Financing--working capital for the initial
expansion of a company which is producing and shipping, and
has growing accounts receivable and inventories. Although the
company has clearly made progress, it may not yet be
showing a profit.

Third Stage Financing--funds provided for major expansion
of a company whose sales volume is increasing, and that is
breaking even or profitable. These funds are utilized for
further plant expansion, marketing, working capital or an
improved product.

Fourth Stage (Bridge) Financing--financing for a company
expecting to go publie within six months to a year.

The venture capital industry has gone through several swings in its
financing patterns. Seed and start-up financing flourished during the
1960s, when venture firms stressed new business creation over on-going
development. That reversed in the mid-1970s, when start-ups fell to
only 10 percent of venture financing; today, early stage financing is
again being emphasized, accounting for 52 percent of the 1981 venture
dollars invested. :

SBICs, which must pay interest on their loans from SBA, tend to
invest in enterprises that are slightly more established. Only about one
third of the firms financed by SBICs in 1981 were start-ups, while more
than 13 percent were over 10 years old. More than 60 percent of SBIC
dollars, however, went to firms less than three years old. Two thirds of
the dollars invested by SBICs were used by recipient firms for operating
capital.

Origins of Organized Venture Capital

Throughout its history, the United States has depended on venture
capital to fuel its economic growth. George Washington and many
others provided the funds for digging canals and building roads and
railroads; later the duPonts helped finance General Motors; Mellon
dollars built Gulf Oil and Alcoa; the Rockefellers took some of their oil
dollars to fund Eastern Airlines. Less dramatic are the hundreds of
thousands of examples of relatively small investments by family members
and friends in hometown success stories in all parts of the country.

As an organized industry, venture capital was not highly visible
before 1946, when the American Research and Development Corp.
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(AR&D) revolutionized the nature of venture investments. Family funds,
such as those organized by the Rockefellers, the Whitneys, and the
Phipps were operating, but without publicity, so the typical entrepreneur
had no access to these sources of venture funding.

AR&D, organized by a group of New England business leaders and
headed by Gen. Georges Doriot, a Harvard Business School professor, was
formed solely for the purpose of making venture investments. It
supplemented its initial private capital by several public offerings of its
stock; the resulting capital pool was invested heavily in high technology
companies. Like the venture capital firms of today, AR&D gave
managerial assistance and technical advice to its portfolio firms. In
1957, AR&D added to its portfolio a $70,000 investment to start a firm
called Digital Equipment. Digital Equipment experienced early financial
problems. But as the company matured, its value inecreased until
AR&D's initial venture investment had evolved into a holding worth more
than $300 million. AR&D's experiences helped convince others of the
profits to be made in venture investing.

The next milestone in the development of the venture capital
industry was the 1958 Small Business Investment Act, which authorized
the SBIC program. Also that year, Congress took several actions in the
tax field which had the effect of promoting capital formation for
smaller firms and assisting in the formation of new businesses. These
included: permission for closely-held corporations to elect to be taxed as
partnerships; authority for losses on investments in small businesses to be
written off against ordinary income; and the beginning of a graduated
tax rate on corporate income,

Many SBICs were organized during the 1960s, and in the late 1960s
and early 1970s, a number of venture capital firms were formed, many
as partnerships but some as corporations and others as subsidiaries of
major firms. In 1969, the SBIC pattern was extended to minority firms
with the establishment of the MESBIC program.

After the rapid growth of the industry in the 1960s, many SBICs
and venture capital firms left the business in the mid 1970s, due in part
to changes in federal tax and regulatory policies and the depressed state
of the over-the-counter securities market. In 1978, the industry began
to revive as rates of return for venture firms improved and as new tax
and other federal policies provided greater incentives for venture
investments.

During the venture capital industry's relatively short existence, the
highly visible success stories of venture backed firms such as Apple
Computer, Control Data, Teledyne, Intel, Amdahl, Federal Express and
Cray Research have continued to encourage expansion. Today venture
capital companies tend to be concentrated in six or eight major
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metropolitan areas, including Boston, New York, Chicago, Minneapolis,
Dallas, San Francisco and Los Angeles, although more geographic
dispersion is occurring as new firms are established. The enterprises
receiving venture investments also tend to be concentrated in a few
states—California, Massachusetts, and New York, for example—where high .
technology firms are plentiful. Those three states accounted for 57
percent of the venture capital disbursements in 1981. '

The Impacts of Federal Policy

Venture capital firms, depending on type, experience varying
degrees of government regulation. SBICs and MESBICs are regulated by
SBA; those that are publicly-owned are also regulated by the Securities
and Exchange Commission, under either the Investment Company Act of
1940 or the Small Business Investment Incentive Aet of 1980.
Publicly-owned private venture capital firms are also regulated by SEC.
The other segments of the venture capital community are free from any
regulatory framework, but as is the case with all parts of the industry,
must operate under federal and state securities laws.

Many students of the venture capital industry believe federal tax
and regulatory policies have an important impact on the flow of venture
capital to new enterprises. "The venture capital process is very
sensitive to government policies, rules and regulations,"” concluded GAO
in its comprehensive report. The Tax Acts of 1969 and 1976, which
raised the federal tax rate on capital gains from 25 percent to 49
percent and altered the tax treatment of stock options, are frequently
cited as contributing to the decline of venture investment activity in the
1970s, when disbursements dropped from nearly $500 million in 1969 to
$250 million in 1975.

The federal actions may have had a ripple effect on venture
financing and new enterprise formation, GAO concluded. With the
perception of reduced capital availability, entrepreneurs became less
ineclined to pursue new business ventures. With stock options less
attractive, experienced managers and technocrats became less inclined to
abandon secure careers for entrepreneurial ventures. Venture capital
firms tended to shift from start-ups to more short-term investments in
existing businesses, and, GAO found, the number of venture firms
declined.

The number of companies going public also declined significantly
during the early 1970s, from an annual average of 721 from 1968 to
1972 to only 55 in 1974 and an average of 45 from 1975 to 1978. Some
believe the federal tax laws and sccurities regulations were larzelv
responsiole for the decline in the number of new Issues; others cite
generally poor economic conditions during the 1973-1976 recession as the
key factor. Whatever the cause, the poor securities market was an



impediment to venture financing.

In 1978 Congress cut the tax rate on capital gains back to 28
percent, and venture funding, which had been increasing slowly since the
lowpoint in 1975, shot up dramatically, from around $400 million in
disbursements in 1977 to $1 billion in 1979. Congress lowered the rate
again in 1981, to a maximum of 20 percent, and reversed the changes in
stock option provisions that had been enacted in 1976. Another
government regulatory action cited as having a significant impaet in
encouraging venture financing was the decision by officials at the Labor
Department to take a more liberal view of the "prudent man"
requirements of the Employee Retirement Income Security Act of 1974,
governing the investment of pension fund assets, to allow for some more
"risky" investing.

CASE EXAMPLES
The Private Venture Capital Firm: Oxford Partners

- Like most private venture capital companies, Oxford Partners
operates as a limited partnership. Oxford Partners manages the Oxford
Venture Fund, a $20 million capital pool, made up of investments from
pension funds, corporations, wealthy individuals, insurance companies,
bank trust departments, and others.

Oxford Partners began in June 1981. It now has nine investments
in its portfolio, all high technology oriented ecompanies, with names such
as Aspech, Queue Systems, RF Monolithies, Faded J, and Micro General.
Oxford generally makes equity investments, usually purchasing common or
preferred stock. It stresses early stage financing.

Oxford Partners will only consider business plans submitted for
financing. It receives somewhere around 50 funding requests per month,
from which fewer than one percent are selected.

The SBIC: Northwest Growth Fund

Founded in 1961, this Minneapolis-based company has been one of
the nation's largest and most successful SBICs, investing more than $65
million in 165 companies. In the late 1970s Northwest Growth purchased
two other SBICs, in Portland and Denver. In 1979 it became a
wholly-owned subsidiary of Northwest Bancorporation, the 18th largest
bank holding company in the U.S. :

As of mid-1981, Northwest Growth Fund held over 65 companies In
its portfolio: many were in high technology, but the firm's investments
are quite diverse, in such areas as machining, medical products and
pharmeceuticals, chemical agriculture, education and computer assisted

91



design and manufacturing. The only kind of venture Northwest Growth
will not invest in is real estate,

Between 1975 and 1980, the firm's net asset value grew at a
compounded annual rate of over 50 percent. Yirms funded by Morthwest
Growth employed 15,000. :

For most of Northwest Growth's investments, the fund takes an
equity position in its enterprises, using a combination of convertible debt
securities and common and preferred stoek.. The fund also provides
management assistance, and usually sits on its firms' boards of directors
as a minority shareholder. '

Revitalizing Distressed Areas: Kentucky Highlands Investment
Corporation

Increasingly, venture capital financing tools are being used to
stimulate economic activity in distressed communities. One excellent
example is the Kentucky Highlands Investment Corporation, a community
development corporation which has taken a venture capitalist approach to
community and business development. KHIC supplies risk capital and
management assistance to entrepreneurs wishing to start or expand
businesses in a 12-county region of Eastern Kentucky, where per capita
income is far below the national average and unemployment is high.

KHIC is nonprofit, but it has established two for-profit development
subsidiaries: Mountain Ventures Ine., an SBIC, and Kentucky Highlands
Real Estate Corporation, which has begun developing industrial
properties.

KHIC tends to invest in manufacturing companies, generally low
technology, labor intensive industries, but will also consider wholesaling
and service ventures. KHIC uses many different types of financing
arrangements, buying common or preferred stock, and issuing convertibie
and subordinated long-term loans. About two-thirds of its financing is in
debt form. It also provides a wide range of management services.

Since 1971, KHIC has invested close to $5 million in 19 companies,
employing nearly 500 area residents. Among KHIC supported ventures
are Possom Trot Corporation in McKee, Ky., manufacturer of soft toys
and tote bags, Outdoor Venture Corporation, producer of camping tents,
and American Bag Co., producer of sleeping bags, in Pine Knot, Ky.

KHIC built its capital pool using a combination of public and
private dollars. Initially it received federal funds primarily from the
Community Services Administration, but since 1982 has been privately
{inunced. '
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State Supported Venture Capital Funds

An increasing number of states are establishing venture capital type
funds to help finance development within the state of new products or
technologies, or to revitalize distressed communities.

+ The Conneeticut Product Development Corporation, a
quasi-public agency authorized by the Connecticut legislature in 1972,
supplies equity capital to small enterprises within the state that wish to
develop new products, expand production or diversify. In return for its
investment, the CPDC receives a royalty on each product sold.

CPDC will fund up to 60 percent of the development costs of a
new product: the company is expected to raise the remainder. CPDC
funds may not be used for working capital or the purchase of land,
equipment or buildings. If the product reaches the marketplace, CPDC
receives a royalty of 5 percent of the sales until the grant has been
repaid five times. One important advantage of CPDC's funding approach
is that the payoff to the venture financier, in this case CPDC, depends
only on the success of the product, not on the ability of the producing
firm to go publie or be acquired by another firm, as is normally the
case in venture investing.

CPDC, modeled on the British National Research Development
Corporation, established in 1948 to help speed post war recovery, was
initially capitalized with $10 million in state bond funds. By June 30,
1982, the corporation had committed more than $5.3 million to 39 small
firms and was collecting more than $500,000 annually in royalties.
Among the 46 products financed to date are laser equipment to inspect
newly manufactured machine parts, computer software packages, solar
heating panels, a freezing technique to better preserve food flavors,
computerized business telephones, bathroom scales and an electronic file
cabinet.

+ Like CPDC, the Massachusetts Technology Development
Corporation uses public venture financing to encourage the development
of high technology companies. The corporation generally supplies seed
capital in the form of subordinated debt.

Four criteria govern MTDC investments: the venture must have an
innovative technology; it must have a reasonable chance of commercial
success; private sector financing must be involved; and the investment
should yield benefits to Massachusetts through by creating jobs and
stimulating economic development.

+ Massachusetts and Louisiana are among a growing number of
states which have established venture funds to stimulate economic
activity in distressed areas. The Massachusetts Community Development
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Finance Corporation was established in 1975 to make investments in
community-based ventures in low-income areas across the state. The
Louisiana Small Business Equity Corporation supplies financing for small
firms that contribute to increased employment and economic activity in
the state, that are owned by disadvantaged persons, or that invest in
distressed areas. Recipient firms must show they are capable of
providing at least $1 of private capital for every $4 they receive from
the state.

Innovative Private Venture Capital Funds

+ The Massachusetts Capital Resource Company is a partnership of
nine life insurance companies in Massachusetts which, in return for tax
relief granted by the state, are providing venture capital to in-state
businesses. MCRC is for-profit. Now capitalized at $100 million, it
supplies four basic types of investments: long-term loans to companies
unable to borrow from conventional sources, subordinated debt to rapidly
growing firms, investments with others to revitalize existing businesses,
and growth capital to young firms. MCRC will finance all sizes of
businesses, but is prohibited from investing in real estate developers,
retailers, construction companies, public utilities and most financial
intermediaries.

By November 9, 1982, MCRC had invested over $81.5 million in 72
firms, with individual investments ranging from $100,000 to $5 million.
Its earnings exceeded $5 million in 1981.

+ The Minnesota Seed Capital Fund was organized in 1980 by several
Minnesota corporations as a for-profit venture to provide start up money,
or so-called "angel funds,"” primarily for high technology companies in the
state. Its initial corporate contributors included Control Data Corp.,
Dayton-Hudson Corp., Data Card Corp., Piper, Jaffray and Hopwood,
Inc., Northern States Power Co., Carlson Cos. and the Minneapolis Star
and Tribune Co. In 1982, two large pension funds announced their
participation: Control Data pension fund committed $500,000, as did the
public Minnesota Employees Retirement Fund (MERF).

The fund works closely with the Minnesota Cooperation Office, an
independent, nonprofit organization formed by the business community to
advise small firms. All potential recipients of Seed Capital investments
must go first to the  MCO, which is staffed by volunteer business
professionals, to receive assistance in preparing a business plan. Once a
firm receives an investment, however, the Seed Capital Fund, unlike
some venture capital financiers, is not heavily involved in its
management.

As of November, 1382, the Seed Capital Fund had 52.2 million 0
capital, of which $866,000 had been committed to seven firms. These
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included Audiobionics, developer of computer aided systems for the deaf;
Multi-Are Vacuum Systems, Inc., a company specializing in increasing the
durability of high speed machine tools; DataText Systems, Inc., a
computer graphics company; Magnetic Data Inc., which helps refurbish
magnetic disks for computers; and Mid-American International Trading
Co., the Fund's only non-high technology investment, which assists small
Minnesota businesses in marketing products worldwide.

The Seed Capital Fund's investments generally take the form of

preferred or common stock, and to date have not exceeded $250,000 to
any single company.
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THE MONTANA CAPITAL COMPANY ACT
HOUSE BILL NO. 685
TESTIMONY TO THE SELECT COMMITTEE FOR ECONOMIC DEVELOPMENT
THE HOUSE OF REPRESENTATIVES
STATE OF MONTANA
FEBRUARY 10, 1983
BY JON MARCHI

1 very much appreciate the opportunity to provide this Committee with testimony
regarding what 1 believe to be the most important Bill developed from the
Governor's temporary Committees concerning Initiative 95. I have lived in
Montana since I was 3 years old, in various locations throughout the State.

Thié Bill is unique in that it provides Montanans with a way and a facility to
help themselves create and maintain more jobs in our State. Currently, I am a
Vice President with D.A. Davidson & Co. ‘I have been with D.A. Davidson for the
past 10% years and my current responsibilities include research, recruiting,
marketing, training and special products. Mr. Bill Beaman, our office manager
here in Helena, provided you with testimony last week concerning D.A. Davidson's
position 'in regards to Initiative 95. Having been with Montana's oldest invest-
ment firm for the past 10% years, I have had the opportunity to experience the
critical need for venture and equity capital for Montana businesses. Aiso, I am
a Director of Big Sky Airlines of Billings, Montana, which now employs 130 people
and, in terms of net new jobs, is perhaps the best currentAchcess story in the

State of what an adequately-funded company on an equity basis can do.

I served as the Chairman of the Governor's temporary subcommittee for equity and

venture capital development for Initiative 95. Our Committee developed the
¢RTR

MontanaﬂCompany Act.

A quick over-view of what I consider to be the key points concerning this Bill:

1. As Legislators, you have the unique ability to create economic events

through tax policy and tax legislation. EXHIBIT
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Our Committee, in developing the Montana Capital Company concept, did not
try to re-invent the wheel.

We already have nine (9) different types of tax credits on the books that
are available to taxpayers on both a Federal and State level.

The "yes'" vote for Initiative 95 was, as I understand it, the highest '"yes"
vote for any initiative to date passed in the State of Montana. 1In my
discussions with individuals and businessmen throughout the State of
Montana, the point has been made that when those voters were voting 'yes",
they were voting for the Legislature to dévelop a concept that would hope-
fully provide not only debt capital, but ;quity capital, for’new and
existing businesses to expand the number of jobs available in Montana.

The Bill is specifically designed to adaress the equity capital needs.

The Bill establishes public incentive for the private sector to act. This
Bill is perhaps different than the other three bills related to Initiative
95 in that those bills generally require the public sector to act whereas
the Capital Company Bill is a much more private sector orientated proposal.
This Bill does not provde for an expenditure of State funds. It provides
for an investment of State funds in the private sector. Those funds,
through tax credits, should in time create additional jobs and those jobs

should in time create additional tax revenues back to the State.

1 have provided a packet of information for each of you, which includes my testi-

mony, a copy of the Bill as it originally came out of our subcommittee at the

end of December, and my proposed amendments to the Bill as it has been introduced

in the House.
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The purposc of the Bill is simply and most importantly to develop and preserve
jobs in Montana. The Bill creates a new financial institution--"a capital
company" to make available equity or quasi equity--"borrowing base' capital to
existing and new Montana businesses. Most importantly, the Bill provides for
thé individual and corporate residents of Montana an opportunity to invest and
participate in an organized manner in the economic development potential for

the State. The idea is to forge a new partnership with the State Government and
private enterprise that is mutually compatible as to job creation and preserva-

tion.

A capital company can be a corporation, a partnership, an S "S Corboration", SBIC
or a local dévelopment company whose purposes are compatible with the objectives

defined.

The capital company must be certified by the Department of Commerce and an annual
audit and review is required at the capital company's expense. Decertification

would involve substantial penalties.

CRITERIA AND REQUIREMENTS:
A minimum of $200,000.00 in net private equity capital must be raised in order

to apply for certification as a capital company.

30% of the equity capital raised must be invested in qualifying businesses within
three (3) years, 50% in four (4) years, and 70% in five (5) years to maintain

the certification.

No more than 50% of the capital company's total capitalization can be invested
in any one business. This provides diversification of the capital company's

assets.
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Any user of the capital cannot vote for his own interests; that is, he must

abstain from voting.

The intent is to let the capital companies operate with as few restrictions as
possible. Free of undue regulation and interference. Let the market place
dictate the best opportunities. For example, in Alberta, the provincial govern-
ment provided $200 million and very favorable financing to their venture capital
organization, which they'call the Alberta Opportunity Company. That Company's
purposes are compatible with our capital company proposal. Their capital cor-
poration is structured as a private company owned and operated as a public com-
pany. Securities have been sold to the public to provide the equity
base.. The Company operates with virtually no restrictions. Its purpose is very

comparable to our proposal.

Advantages to an investor in a capital company is that he will receive a 25%
State income tax credit. Our Committee originally recommended 50% but at the
Governor's request, it was-reduced to 25%. As I indicated earlier, tax credits
dictate economic events, in my opinion. For example, recently we at D:.A.
Davidson sold limited partnership units in Times Square ($600,000.00), a com-
mercial rehab shopping mall in downtown Great Falls. The primary advantage to
“an investor was a 42% Federal tax credit and a 12.6% State tax'credit, for a
total credit of 54.6% of his total cash investment. In time, the project will
create fifty new retail-type jobs and has a total construction budget in excess

of $3.5 million.

Other States have provided their venture capital companies with State income tax
credits. The most successful has been Massachusetts, which raised over $100

million for in-State venture capital companics over a five-year period.
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Massachusetts provided a 100% State tax credit of the amount of investment. The
second most successful has been Indiana, who provided a 30% tax credit and raised
$8 million. Maine provided a 50% credit but spread the credit 10% per year over

five years and was only able to raise $1 million.

In the current Bill, the amount of tax credits available is $1 million, which
would equate to $4 million at a 25% tax credit rate. Originally, the Bill came
out of our temporary subéommittee with a recommendation of $3 million in tax
credits. There is a limitation of no more than $25,000 in tax credits per in-
dividual or corporation, which would equate to.a maximum investment of $100,000.
If one atfempted to form a rather rough calculation of what these tax credits
might produce in the way of jobs, the following scenario is well within the
realms of possibility: assume that the $4 million was raised, which generates
the $1 million in maximum tax credits. "By the way, I think it will be very
difficult in this competitive money market environment to raise $4 million."

The currenf EDA Guidelines are that it requires about $10,000 in investment to
create one primary job. $4 million would then create approximately 400 primary
jobs. Currently, in Moytana, one primary job would typically create an additional
one and one-half derivative jobs; or, in this tase, another 600 jobs, for a
total of 1,000 jobs. Assume that there are 1,000 individqals who earn, on an
average, $12,000 per ycdr or a $12 million annual payroll. Assume a 6% State
income tax rate on that $12 million paxroll or $720,000 in State income taxes.
This does not take into consideration increased property taxes from new construc-
tion and so fortﬁ. In this scenario, the State would have recovered its tax
credit money through increased State income tax collections from individuals in

about two years or so. That's a good return on the investment.
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As 1 indicated earlier, Massachusetts was very successful in raising $100 million
for their in-State venture capital companies through a 100% tax credit. Currently,
Massachusetts has the lowest unemployment rate of all industrial states in the
nation. Secondly, according to the Governor, there are currently only three States
in‘the Union whose revenues will exceed expenditures in their current fiscal year.

Those States are Massachusetts, Alaska, and Montana. The concept has been proven.

As 1 indicated earlier, in your packet is a copy of the Bill as it originally came
out of our temporary subcommittee. The Bill originally contained an income bond
debenture as part and parcel of the capital company concept. I continue to be-
lieve that this is an excellent idea but, as the Bill is pteséntlyfwritten, my

support for it has not been diminished in its present form.

I am proposing a few amendments to the current Bill, some of which I think are
quite important. On Page 7, Lines 17 thru 21, starting with the words '"The appli-
cation" should simply be deleted. The Depaftment of Revenue came up with the

idea that a capital company should be required to post a bond to cover the cost

of any penalty. This is simply too onerous and too unwieldy, and as the Bill
stands as written, the odds are not good for this concept to be successful. It

is importangt, I think, to keep the concept as free and clean of restrictions as

possible, as other States (particularly Alberta and Massachusetts) have done.

Also on Page 7, Line 24, 1 would propose that $500,000 be inserted for $375,000.
It 1is very important for these capital cémpaﬁies to be large enough to adequately
diversify their investment base and to have a sufficient capital base to be able
to afford the best expertise in the area of venture capital financing. On Page 7,
I would propose the deletion of Lines 23, starting with the word '"thet and ending
with Line 2 on Page 8. In othcr words, the deletion of Lines 23, 24, 25 and 1

and 2, Pages 7 and 8 respectively.
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The only other amendment I would propose is that on Page 11, Lines 6, 14 and 21,
that the word "Annual" be inserted for the present word "Quarterly". There is
absolutely no need to require that a capital company report quarterly to the
Department of Commerce when an annual review and audit will be conducted anyway
at the capital company's expense. In closing, I would like to reiterate that I
strongly support the Bill in its present form, with the exceptions of the amend-
ments that I have just proposed. Secondly, I would encourage you to consider
utilizing a higher percentage tax credit than 25%, and I would encourage you to

consider the income bond proposal as outlined in the original Bill.

Thank you. .

Jon Marchi
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A BILL FOR AN..ACT ENTITLED: #*AN ACT TO PROMUTE THE.;
AVAILABILIT? AND INVESTMENT FOF DEVELGOPNENT CAPITAL 1IN
MONTANA THROUGH THE CREATION OF CAPITAL COMPANIES; PROVIDING
TAX CREDITS FOR INVESTMENT IN THE hOHPANIES; PROVIDING
UVERSICHT AND AUDITING REQOI&EHENTS; PROVIDING THAT
DFFERINGS OF TdHE COMPAMIES -ARE EXCEMPT FRO& SECURITIES

REGISTRATION; AMD PROVIDING AN IMMEDIATE EFFECTIVE DATE.®

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:

'Section l. Short Title. [This act] may be cited as tha
"Montana Capital Company Act". . '

| © ‘Section 2. Decl;ration ~of policye (1) The legislature

finds and declares that: |

(3) economic insecurity due to unemployment is a
serious menace to the health, safetys and genaral Helfaré
not only to the affected people but to the people of the
entive state;

{b) involuntary ‘unemp]oyment1 with its résu1ting
burden of indigencys falls with crushing force upon
unemployed workers and ultimately on the state itself in tne

form of public assistance and unemnplecyment compansation

paymants; and
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(c) unemp]oyment causes a migration of Montana workers
and families seeking jods and establisning nom2s elsewnera,
which deprives the statg of iﬁs most valuable resourcey its
people, and reduces tha tax base of 1local governmentsy
impairing their ability to provide basic servicese H

{2) The legislature further finds that:

(a) the best method of combating unemployment and

“protecting Montana against the loss of its people is by

promotings stimulatings developings rehabilitatingy and
revitalizing the business prosperity and economic welfare of

the state and its citizeﬁs; and

{b) to acconmplish this goals the leqislature sesks to

. encourage the formetion of venture and equity capital in

Montana for wuse in diversifyinge strengtheningy and

"stabilizing the Montana economy by increasing Montana

emp]byment and business opportunities while protectihg the
peop]es; consﬁitutiona] right to a clean and healthful
environmente

Section 3. Purpoge. (1) The purpose of {this act] is
to promote the development of the huﬁan resources and the
diversification of the economy of Montanae. The wventure
capital generated by [this act] must be used to encourage
and assist the strengthening of the economy througn loansy
equity investments,. and other business transactions for

purposes of locating new business and industry in MNontanay

.-2....
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4

rehabilitating existing busfness and industryvs and
stimulating and assisting in the expansion of business
activities that'promote Béd maintafn the economic stability
of the state by providing maximum oppértunities F0f~
employment and improving tﬁ; standard ofA living of the
people of Nontanae |

(2) [This act] is aimed at: =

(2) in;reasihg the~avai]abi5f£} of deve]opment capital

in order +to encourage and assist in the creationy -

’

develcpmenty and expansion of businesses based in Hontana

and controlled or managed by residents of #ontana;
(b) w=aiding those Fbusiness where risk and equity

financing s not readily or fully eavailable through

" - traditional sources;

(c) developingy preservingy diversifyingsy expanding,

“and strengthening the agriculturaly industrials and business

base of Montana's economys particularly those businesses
utilizing the state®s technicaly managerialy and research
resources in domestic and international markets; and

(d) providing the residents of Hontana with greater

- opportunities to invest and participate in the economic

development and potential of the state.
Section 4. Definitions. As used in {this act]y unless

the context requfres othervwises the following definitions

apply:
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(1) "Capital‘ base" means equity capital or n2t worthe.

{(2) "Departmaznt* means th2 department of cOwwerce
provided for in Title 22 chapter 15 part 18.

{3) "Income bond” means a bond of no more than 30

years maturity issued by a Montana capital company for the

repayment of amounts borrowed from the small business

development capital fund.

(4) "Hontana capital compan?"'meansz

(2) a development credit corporation created pursuant
to Title 32s chapter 4; or | ,

“{b) a profit or nonprofit entity organized and
existing under the laws of Montenas created for the purpose
of making venture or risk capital available for qualified’
investments and that has been certified by the department.

(5) “Qua]ified. investment™ means an investment in the
form of a loansy debt finéncinq, or equity opurchase in a
Montana business but does not include investment in
convenﬁiona{ 6il and gas explorations residential real
estate deve]bpment, or the operations of a requlated lender
as defined in 31-1-111.

-{(6) TQualified Hoptana capital company® mean§ a
Montana capital company privat=aly canitalized at a minimum
of 3200,000 capital base at the time it is certified by the
departments and that 1{s eligible to receive investments

eligible for the tax credit provided for in [section 5]«
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(7)' nSmall business developmnent capital fun&" means a
fund financed by the legislaturz to create a pool of venture
capital available to Fontana capital companiess

Section 5. Certéfication. (1) A company seeking ta bé»
certified as a .Montana cad}tal company for pdrposes of
accessing.the small business development capital Ffund rnust

make sritten application to the department on forms providead

by the departments and containihg such information as the

department requiress
(2) Th2 application must show that the applicant®s
purpose is +o0 encourage and assist in +the creations

development, and expansion of Montana-based businesses and

~to provide maximum opportunities for the employment of

Montanans by making venture ‘capital available to sounds
smaller Montana firmse

(3) cCertifiable applicants include but are not limited
to local and community development corporationsy small
businasss administration 503 corporationssy and small business
investnent companiesa

(4) A company certified as a Montana capital company
that has been privately capitalized at a minimum level of
$200,000C may also apply for designation as a qualified
Montana capital corporation eligible to receive investments
qualifying for the tax credit provided in ({section 6}, In

the same applicatione. The £20050030 privately raised for

-5
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1 qualification prior. to department certification must be
2 placed in an escrow account in a Montana financial
3 institution untii certificatione

& W Saction 5. Investment tax cradit. {1) Subject +*to the
Wgww provisions of [section 7]y “an individual or corporate
6 ‘téxpayer who makes a capital investment in a8 qualified

\\\\? - Montana capital company is entitled to a tax credit equal to

8 50% of the investmenty up to a maximum amount of $100,000
9  per toxpayere The credit may _be taken' against the +tax
10 lfability imposed on the taxpayer pursuant-to Title 15,
11 chapter 30 or Title 15, chapter 31a. .
i2 (2) The tax credit a]Xougd under subsection (1) is to
13 be credited against the taxpayer?s income tax liability for
14 the taexable year in which the investrment »in a qualified
15 Hontana capital company is made. If the amount pf the tax
15 =~ cradit exceeds the taxpayer®s tax liability for the taxable
17 yeary the amount of the credit which exceeds the tax
18 liability may. be ‘cafried back and carried forward .in
19 accordance with the provisions of section 46(b) of the
20 Internal Revehue Code of 1954, as amendeds until the tqta]
21 amount of thé cfedit gés‘been usede
22 (3) The tax credit providad for in this section is
23 ayai]abie only to those taxpayers who invest in a qualifi=d
24 Hontana capital company within 5 years of [the effective

25 date of this actle
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Th=

total

credits provided for in [section 5]y

1525, may not exceed %3 million.

(2)

ending July 1,

e e, e

PR

Taxpayers seeking tha tax credit for investment in

a qualifiad ﬁontana'capital éompany must 3apply inAwriting to

the departmente If th

tax credit 1is such

e number of taxpayers 3spplying Tor the

that the cmount of tax credits appliead

for axceewus the limitation provided for in subsection (1)s

the tox credits must be allocated to applicants according to

rules adopted by the departmente

Section 8. Unused investmants — compzny penaltty. (1)

If the amount invested by a taxpayer in a qualified HMontana

capital ‘company is not used by the company for qua1ified

investments as provided in subsaction (2)s the taxpayer s

not subject to a recapture

claimed by hims but the company is subject to

provided for in subsection (3)e.

(2)

-~

A qualifi

the

provision for any taex credit

penalty

ed Montana capital company receiving

investments for which a taxpayer has applied and received a

tax credit must use

its capital

base to make qua]ffied

investments according to the following schedule:

{a)
{d)
(c)

at least 30%

Wwithin 3 years

of receipt;

at least S0% within 4 years of receipt;

at least 70X

within 5 years

. .

of receipte

and
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"{3) A qualifiad Montana capital company that fails to

make qualified investments pursuant to subsection (2) shall

| pay tc the department of Trevenue a‘penalty equal to "all of
“thz tax .crédits allowed to the taxpayers during that time

pericdy, with interest from the time of the investment,

reduced by any amount actually  invested in -  qualjfied

‘investments. The department of revenue °shall deposit ™ any

amount received under this Subséétion to the credit of the
state génera? funde
| Section 9. Investment reporting apd recordkeepinge. (1)
The department shall report to the department of revenue on
an 2nnual basis:
‘{a) the name of each investor in a qualified Montana
capital company who has applied for a tax credit; |
| (b) +the amount of each investor?s-investment;
(cY the amount ~of the " tax credit allowad to the
investor; and o
(d) the qua]ifféd Montana capital company in which the
investment was madee. |

(2) ‘Each qualified HMontana capital company shall

‘report to the department&.on a yearly basiss al1l qué]ified

investments that the company has mad2. The department shall-
share the information with the department of revenues in

order that the provisions of [section 8] may be compliad

"Hithe.
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Section 10. F}nancing of funde (1) The smal) business
develogment capital fund may Dbe funded througn tne
appropriation of 'interest'eafned on the coal severance tax
trust Fund creatad in 17—6—203(5)-. |

" {2} The fund is to be administered by the department
to provide additional investment capita]}to Montana capital
companiese | AA

(3) If the fund is financed through the ({ssuance of
general obligation bondsy the s£ate»is not liabIe for-the

deferred interesty if anys on amounts borrowed from the
fund.

Section 11. Income bond provisionss The interest rate

on ~ the income bonds must be set at a rate comparable to

Tong-term United States treasury bonds on the date on "which

“the income bond is issuede Interest on the bond accrues

from the date the bond is issuedy, but no interest is

"required to be paid during the first 5 years of the bond’s

-1ife if the Montana capital company issuing the bond does

not have profits during that periode. Ihﬁerest is required
to bz paid after the initial S—yeér per%od regardless of
vhether the company earns profitse If any interest has been
deferredy it becomes due on the bond®s maturity.

F4

Saction 12. Investment of small business developiment
capital funde. (1) The small business development capita)

fund shall be invested in Montana capital companies by

_9.—
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loaning the funds to a company on an income bond or -other
basis approved by the department.
(2) Ko Hontana capital company may borrow an amount

greater than the lesser of its capital base or 31 aillionsy’

-except as provided in subsection (3)e

(3) If the department does not receive sufficient
applications for loans from Montana capital companies during
a8 biennium to allow it to invest fthe total -fundy it may
ejther:

(2) make loans to Montana capital companies in excess
of the limitation orovided in sudbsection {2); or |

(b) make loans to any regionaT or national -venture
capité1 corporations provided such corporation agrees to

make investments in Montana within' its normal course of

~business ~and within *time constraints similar to those

‘required for Hontana capital companieses

Section 13.. Subordination of debt. Any amount borrowed-
from the small business development capital - fund may be:
subordinated to any other debts of a Montana capital
companyy 7nc1uding’fe&era] debts,. in the discretion of the
departmente. -

Section 14« Restriction on investmente. ‘No more than

50% of the capital base of a Montana capital company may be

invested in any one projecte.

‘Section 15. Conflict of interest. (1) The diractor of



BUR- SR, T S R X

o

12

13

" 14

15

16

18
19
20
21
22
23
24

25

LC 0320/01

v

the dapnartment or a bank examiner may not ‘have a monetary

interest in or be a borrower ' from any Montana capital

- companys either-directly ‘or indirecfly.

{2) 'A'member'of the investment committee of a Montana
capital company who has an interest in @ venture that comes
before the committee for a vote shall disclose such interest
and abstain from voting on investment in the venturee.

Section 16. Legislative -réQfew and overéiqht. The
department shall ‘report on an annual basis to the coal tax
oversight subcommittee of the revenue oversight{committee df
the " legislature all- investments of the small businass
davelopment capital fund in Meontana capital companiese The
sqbcommittee . m_ay - review the investments and make
recommendations to the department..

Section 17. Examinatione (1) At least once a y=ar the

;bank examiners of the department shall examine the books and

affairs of a Montana capital company. The examination must
address the methods of operatioﬁ and conduct of the busines§
of the Mon;ana capital cbmpany'to determine if the company
is abiding by the purposes of fthis act] and that the funds
received by <the compaﬁy have been invested within the time
limits required for a qualified Montana capital companye

(2) The department may examin2 under oath any of the
officers, directorsy 'agents, employe=se Or investors of a

Montana capital company regarding the affairs and business

-1y~
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of the companye ' The departmant may issue subpoenas and
administer oaths, Refusal to ob=2y such & subpoena may at
once "be reported to the district court of the district in -

wnich the company is locatedsy and the <court shall enforce

- obedience to the subpoena in the manner provided by law.

(3) The cost of the annual review must be paid by each

- ¥ontana capital company in accordance with reasonable fees

"assessed by the departments

Section 18. Decertificatione (1). If the examination

conducted pursuant to [section 17] discloses that a Hontana

" capital company is not in compliance with the provisions of

[this ract]s the department may exercise any of the powers

with regard to -banks granted in Title 32, chapter ly part Sy

-and may seize the assets of the company and liquidate ite

(2) If in ‘the discretion of the department the -action

" allowed under subsection (1) is not fequired ta’protect any

“income bond held by the state or the companies® investorssy

the department may place the company on notice that it will

lose its certification as a MHontana capitel company within 1}

"year if the company does not come into compliance with the

provision of [this act].

(3) As 1long as the departmen* acts in good faiths the
department and its emp}oyees and 2agents may not b2 held
civilly or crininally liable or liable upon their official

bonds for action taken under this section or for any failure
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to act under it.
Section 19. Application of securities lawe In lieu of

registrations under Tit]é 30, chaptér 10y a Montana capital

company may file all disclosure documents along with a .\

~consent to service of process with the state securities

commissionare -“The commissioner may not charge a fee for
such filing or deposite

Section 20. Coordinations (1) If __Bill No._: [LC

557)» including the secticn’ of that bill creating the
Montana economic development boards is passed and approvedy

all rveferences to thevdepartment of commerce in sections 1

“through 156 of this act are changed to the Montana economic

-

development boarde.

L

©'(2) If section 17 of ___'Bill Noe_ fLC 557] is

passed and approveady the qubcommittee referred to in section

" 14 of this act 'is changed. to the economic development

-oversight committee.

"Section 2l. Severabilitye If a part of this act is
invalide 311 valid parts that are ‘severable from the invalid

part remain in effect. If a part of this act is invalid In

-one " or more of its appYicationsy the part remains in'effect

in 211 ‘valid applications that ure severable from the
invalid applicationse
Section 22. Effective date. This act Is effective on

passaqe and approval.

-13~-



Article taken from the Montana Standard
Tuesday, July 29, 1975

WHAT'S WRONG?

EDITOR'S NOTE -- Jim McLean of D.A. Davidson & Company in
Butte, reports that the following commentary, from the old
Park County News in Livingston, was found among the posses-
sions of his wife's aunt, who died recently at age 90. There
was no date on the clipping, but McLean feels the article,
entitled "What's Wrong With Montana?"remains timely.

"NOTHING'S WRONG with Montana except entirely too many of

us get up in the morning at the alarm of a Connecticut
clock, butteon on a pair of Chicago pants and put on a pair
of Massachusetts shoes, wash in a Pittsburgh tin basin,
using Connecticut soap and a towel made in New Hamphire,

sit down to a Grand Rapids table, eat pancakes made from
Minnesota flour, spread with Vermont maple syrup and Kansas
bacon fried on a St. Louis stove, buckle on a leather coat
raised in Montana then shipped to Europe, labeled "Imported,"
and. sent back to Montana at double the price, hitch up a
Detroit mule fed on Oklahoma gas to an Ohio plow and work
all day on a Montana farm covered by New England mortgage.
At night we crawl under New Jersey blankets to be kept awake
by a sheep dog, the only home product on the place, and
wonder where all the money went from our wonderful state."

EXHIBIT E



R. A. Remington
Montana Vice President

Testimony in Support of House Bill 685

Mr. Chairman and members of the committee:

Mountain Bell

580 North Park Avenue
Helena, Montana 59601
Phone (406) 449-2211

My name is Dick Remington, Montana Vice President for Mountain

Bell, and President of the Development Credit Corporation of Montana.

The Development Credit Corporation is a private,
development corporation chartered under Montana state
are many of the state's financial institutions, a few
operating in Montana, and half a dozen rural electric
have an existing capitalization of about $250,000 and
organized financial institution in Montana capable of

equity capital to worthy Montana businesses.

We enthusiastically support the passage of House

for-profit business
law. Our shareholders
large corporations
cooperatives. We

are the only

providing risk and

Bill 685 as a well

designed and thoughtful approach to providing incentives for the private

sector to meect the risk and equity capital needs of Montana's small

business community. As you may know, there exists a strong consensus

among Montana's [inancial and business community that

we lack access to

venture capital, and that this is likely the most serious capital problem

facing our small business people.

EXHIBIT *



The Development Credit Corporation is designed to be in the business
of providing risk and equity capital. In simple terms, this is capital
which is not available from conventional financial institutions, due to
either size or term requirements, level of risk or sufficiency of equity.
For example, let's assume & business is being started which needs
$500,000. The local bank may lend up to $250,000 but the owners only
have $50,000 in cash. The $200,000 gap in financing may be filled by
what I refer to as risk or equity capital. Types of financings which
fall in this category include subordinate or convertible debt, usually
of a longer term nature, purchase of preferred or common stock in the

business, or purchase and leaseback of real estate and equipment.

There has been little, if any, institutional capacity to supply
this kind of capital in Montana. In 1981, only four percent of the
venture capital investments made nationally were made in the entire
eight-state Rocky Mountain region. The national venture capital industry
simply grew up where the money and deals existed, namely the east and
west coasts, and Minneapolis area. Our remoteness from these areas, and
perceived lack of high technology and high growth businesses has kept

this source of funds from being made available to our business sector.



What does this have to do with il 6857 House Bill 685 simply
establishes tax credits for dinvestors in companies like the Development
Credit Corporation. We need to offer potential investors this additional
financial incentive in order to raise signiticant amounts of new capital
which will allow us to aggressively pursue venture capital investing.

In Montana, it is cxtremely difficult to raise capital for an in-state
venture capital company, particularly when the return to the investors

will not be realized for at least three years, and up to seven years.

Several important points must be remembered. First, out-of-state
venture capitalists are not generally interested in Montana, for reasons
mentioned above. Second, we must develop an in-state private sector
institutional capability to supply risk and equity financing tailored to
our unique economic environment. Third, our company needs a large
capital base in order to vigorously pursue venture capital investing.
This bill provides a critically needed incentive to spur investment from
the private sector in capital companics such as ours, and 1 urge you to

give it a do pass recommendation.
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Todoy's venture capital industry is in a state of dynamic flux. Not only is it contin-
ually evolving but its needs and preferences are perennially changing. Ven-
ture's fourth annual Venture Capital Directory is designed to help entrepreneurs
recognize the current frends in the industry and put them in fouch with those ven-
ture capitalists who can best serve their needs today.

The venture capitalists who have paid to be listed in this year's directory
are interested in qualified proposals for venture financing and investing in those
that best meet their criteria. However, they want o inform entrepreneurs of their
current areas of interest and specialization.

Indeed, today’s venture capitalists have sharply defined areas of interest
and specialization. A venture capitalist who finances only buy-outs and acquiisi-
tions is not interested in start-ups and first-round financing. Similarly, one who lists a
preference for projects situated in the Midwest is not going to trudge all the way to
the Northeast. There's also the question of industry preference. A venture capitalist
who has only been involved in oil and gas financing may not havethe expertise or
interest in evaluating a communications venture. In contrast, however, venture
capitalists are more than eager to examine those proposals that fall within their
area of stated preferences and consider their financing needs.

Approaching venture capitalists is not the easy task it once may have
been. Myth has it that even ideas hastily scribbled on the back of an envelope
could get financed in the first heady days of venture capital. Not any more. Ven-
fure capitalists are professional investors with formally defined goals who expecta
similar degree of professionalism from entrepreneurs. They expect all entrepre-
neurs to be fully prepared and armed with a comprehensive plan for the venture
they want financed.

A ?ood business plan forms the cornerstone of successful venture financ-
ing. It distills the market conditions, the technical and professional expertise and
the finances that will form the basis of the business. It must clearly describe the
people involved in a venture, the market the entrepreneur is seeking and the
product that will be sold.

A business plan need not be unduly lengthy or complicated. It must,
however, be informative and relevant and present a proposal’'s basic com-
ponents: a market overview; a_description of the company and the product; a
series of sfr‘o‘?e?y,p_f_ ograms for the nexfTive years in_at least five key areas [man-

power, produci development, marketing, manufacturing and finance); and finan-
cial sfo#emenfs.' 'Kn excellent gdide To writing plansis "How to Prepare and Present
a Business Plan” by Joseph Mancuso, published by Prentice Hall.

Once the plan is complete, it's time fo select the right venture capitalists to
approach. Gone are the days when they could be reached at random through
scattershot mailings. These days, most venture capitalists expect each business
proposal to be accompanied by an introductory letter on the company's letter-
head—a personalized approach that is radically different from the early mass
mailing ones. In fact, one venture capitalist emphasizes that the only proposals he
looks at are those that have the personal approach.

_ You can save yourself and the venture capitalist a lot of time and aggrava-
tion by carefully Qhoosing those who have an expressed interest in your area and
reaching them with carefully targeted proposals. The venture capital firm, listed
alphabetically in this directory, have all siated preferences with respectio project,
geogrophy and indusiry. A careful examination should help you determine the
firms that will be most responsive to you. '

ising Supplement) December I‘HZ’(@}\BT]\:‘EE G5 |



Venture Capital Directory

ADLER & COMPANY

280 Park Avenue
New York, NY 10047
(242) 986-3010

755 Page Milt Road
Suite A140
Palo Alto, CA 94304
{415) 494-0504
Contact:
Frederick R. Adler, James R. Swartz,
Arthur C. Patierson, James J. Harrison (CA)
Type of Flrm: Private venture firm
Preferred Project:
No preference
Geographic Preference:
No preference
Industry Preference:
Data Communications, Computer &
Electronic Fields, Medical Instrumentation,
Health Care, Automation

ADVANCED TECHNOLOGY VENTURES

50 Broad Stieet
New York, NY 10004
(242) 344-0622

530 Oak Street

Menlo Park, CA 94025
{415) 321-8604
Contact:

T. F. Walkowicz (NY)

R. J. Nunziato (CA)
Type of Firm: Private venture firm
Preferred Project:

No preference
Geographic Preference:

No preference
industry Preference:

High Technology

ADVENT CAPITAL COMPANIES
4141 Devonshire Street

Boston, MA 02109

(647) 725-2300

525 University Avenue, Suite 420
Palo Alto, CA 94301
(415) 328-1210
Contact:
David D. Croll, Managing Partner
E. Roe Stamps IV, General Partner
Richard H. Churchill, Jr., General Partner
Jeffery 1. Chambers, Associaie (CA)
Type of Firm: SBIC
Preferred Projech
Co. 4 to 3 years—break even to profitable
Mcnogemem buyouts and acquisitions
Geographic Preference:
No preference
Industry Preference:
Cable 1V, Broadcasting, Cellular Radio,
Health Care, Manufacturing, and Technology

ATLANTIC VENTURE COMPANY, INC.
424 North Washington Street

Alexandria, VA 22314

{703) 548-6026

P.O. Box. 1493
Richmond, VA 23212
{804) 644-5496
Contact:
Wallace L. Bennett (Alexandria)
Robert H. Pratt {Richmond)
Type of Firm: Private venture firm
Preferred Project:
No preference
Geographic Preference:
No preference
Industry Preference:
No preference

R.W. ALLSOP & ASSOCIATES
Corporate Center East, Suite 210
2750 First Avenue, N.E.
Cedar Rapids, |IA 52402
(319) 363-8971
Contact:
Robert W. Alisop Paul D. Rhines
Gregory B. Bultman - _. _
{Milwaukee, WI—(414) 271-56540)
Robert L. Kuk
(St. Louis, MO—(314) 434-1688)
Larry C. Moddox
(Overland Park, KS—(9413) 642-4719)
Type of Firm: Privale venture firm
Preferred Project:
Co. 1 to 3 years—break-even 1o profitable
Co. 3 years and older—profilable
Management buy-outs and acquisitions
Geographic Preference: Midwest
Industry Preference: Manufacturing—
Medical, Telecommunications

ALLSTATE INSURANCE COMPANY
Venture Capital Division E-2
Alistate Plaza
Northbrook, iL 60062
(312) 294-56814
Contact:
Charles L. Rees
Type of Firm: Venture capital subsidiary of
operating company
Preferred Project:
No preference
Geographic Preference:
No preference
Industry Preference:
No preference .
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ia ARSCOTT NORTON & ASSOCIATES
369 Pine Street
Suite 506
San Francisco, CA 94104
(415) 956-3386
Contact:
David G. Arscott
Leal F. Norton
. Dean C. Campbell
- 'Iype of Firm: Private venture firm
Preterred Project:
No preference
Geographic Preference:
No preference
industry Preference:
No preference

ASHWOOD RESOURCES INTERNATIONAL

230 Park Avenue #910
New York, NY 10106
(212) 332-0092
Contact:
William Ashwood
Bud Cavanaugh
Type of Firm: Private venture firm
Preferred Project:
Start-up
Co. 1 fo 3 years—break even to profilable
Monogemem buyouts and acquisitions
Geographic Preference:
No preference
Industry Preference:
Oil & gas and entertainment industries,
computer and technologies R & D

-
BRADFORD ASSOCIATES
1242 Avenue of the Americas
Suite 1802
New York, NY 410036
r {(242) 224-4620
Confact:
James T. Cullen, Jr.
Hamilton Robinson, Jr.
Type of Firm: Private venture firm
Preferred Project:
Co. 3 years and older-—profitable
Management buy-outs and acquisitions
Geographic Preference:
No preference
industry Preference:
No preference

BRENTWOOD ASSOCIATES
11664 San Vincente Bivd.
Los Angetles, CA 90049
(213) 826-6584
Contact:
George M. Crandell
Robert C. Davisson
Lucien Ruby
Michael J. Fourticq
Frederick J. Warren
B. Kiplin%Hogopion
Timothy M. Pennington I
G. Bradford Jones
Type of Firm:  Private venture firm
Preferred Project:
No preference
Geographic Preference:
No preference
Industry Preference:
No preference

BROVENTURE
16 West Madison Street
Baltimore, MD 21201
(304} 727-4520
Conlact:
William Gust
Type of Firm: Private venture firm
Preferred Project:
No preference
Geographic Preference:
No preference
Industry Preference:
No preference

BURR, EGAN, DELEAGE & CO.
4 P.O. Square

Boston, MA 02440

{647) 482-8020

3 Embarcadero Center
25th floor
San Francisco, CA 94144
(415) 482-8020
Contact:
Bill Egan
Craig L. Burr
Jean Deleoge {CA)
Type of Firm: Private venture firm
Preferred Project:
No preference
Geographic Preference:
United States
Industry Preference:
Electronics
Medical
Communications

(Advertising Supplement)
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CABLE, HOWSE & COZADD, INC.

11204 S.E. 8th
Suite 163
Bellevue, WA 98004
(206) 455-5522
Contact:
Bennett A. Cozadd
Michael A. Ellison
Type of Firm: Privale venture firm
Preferred Project:
Start-up
Co. operating 1 fo 2 years—losses
Co. 110 3 years—break even o profilable
Management buyouts and acquisitions
Geographic Preference:
Far West
Industry Preference:
High Technology

CAMBRIDGE RESEARCH & DEVELOPMENT
GROUP
21 Bridge Square
Wesiport, CT 06880
(203) 226-7400
Contact:
Sean O'Connor, Director of New Products &
Ventures
Deborah Gardner, Product Evaluation Mgr.
Type of Firm: Private venture firm, specializing
in private placements
Preferred Project:
Start-up
Co. operating 4 to 2 years—losses
Co. 1 fo 3 years—break even to profilable
Geographic Preference:
No preference

- Industry Preference:

Patented new products

CAMBRIDGE VENTURE PARTNERS
6000 East Evans Ave.; 4-100
Denver, CO 80222
(303) 758-1758
Contact:

Oscar Malek

Bruce B. Paul
Type of Firm: Private venture firm
Preferred Project:

Start-up

Management buyouts and acquisitions
Geographic Preference:

Rocky Mouniain Region & Western U.S.
Industry Preference:

Medical Technology

Computer Technology

Communications

CAPITAL MANAGEMENT SERVICES
2200 Sand Hili Road
Menio Park, CA 94025
(415) 854-3927
Contact:
Donald T. Valentine
Gordon Russell
Type of Firm: Private venture firm
Preferred Project:
Start-up
Co. operating 1 to 2 years—iosses
Co. 110 3 years—break even to profitable
Geographic Preference:
Southwest, Far West
Indusiry Preference:
Electronics
Communications
Software

COLUMBINE VENTURE ASSOCIATES
7000 E. Belleview Avenue
Suite 310
Englewood, CO 80114
(303) 694-3222
Contact:
Mark Kimmel
Sherman Muller
Type of Firm: SBIC, Private venture firm
Preferred Project:
Start-up
Co. operating 1 10 2 years—losses
Co. 110 3 years—break even io profitable
Geographic Preference:
Rocky Mountain States
Industry Preference:
Computers, Communications, Medical,
Eleclronics, Energy, Security, Engineered
Malerials

CONTINENTAL ILLINOIS VENTURE CORP.
CONTINENTAL ILLINOIS EQUITY CORP.
231 S. LaSalle Street
Chicago, IL 60693
{312) 828-8021
Contact:
William Putze, Vice President
Paul R. Wood, Vice President
Type of Firm: Bank-related venture capilal firm
Preferred Project: '
No preference
Geographic Preference:
No pieference
Industry Preference:
No preference

1

54 VENTURE December 1982

(Advertising Supplement)



Venture Capital Dirgciory

~ CORPORATE FINANCE ASSOCIATES DELTA CAPITAL, INC.
8405 Pershing Drive 122 Cherokee Road
Suite 400 Charlotte, NC 28207

; Playa Del Rey, CA 90204
© {243)827-7724
& Contact:
John W. Kelley -
George R. Mclellan
Type of Firm: . Investment Banking firm
- Merger & Acquisitions
Preferred Project:
Management buyouts and acquisitions
{ No preference
.. Geographic Preference:
- U.S.A & International
No preference
Industry Preference:
No preference

{704) 372-1410
Contact:
A. B. Wilkkins, Jr.
William F. Lane
Betty B. Hendricks
Type of Firm: SBIC
Preferred Project:
Co. 3 years and older—profitable
Geographic Preference:
Southeast
Industry Preference:
Real Estate

DREXEL BURNHAM LAMBERT INC.
. 60 Broad Street
- New York, NY 10004
oo (212) 480-6011
Contact:
Anthony M. Lamport
Brad Yoneoka
A Pe of Firm: Invesiment banking firm
(managed Partnership)
Preferred Project:
Co. operating 1 1o 2 years—losses
Co. 1 to 3 years—break even to profitable
Management buyouts and acquisitions
Geographic Preference:
No preference
Industry Preference:
No consumer products, no entertainment,
W o real estcie, no construction,
no publishing

THE EARLY STAGES COMPANY
244 California St.
Suite 300
San Francisco, CA 94111
(415) 986-5700
Contact:
Woody Kuehn
Lionel Haines
Type of Firm: Private venture firm
Preferred Project:
Co. 1 fo 3 years—break even o profnoble
Geographic Preference:
Far West
No preference
Indusiry Preference:
Consumer products and services

FIRST CAPITAL CORPORATION OF BOSTON
- 100 Federal Street
W Boston, MA 02410
(617) 434-2442
Contact:
Bruce G. Rossiter, President
Russ Salisbury, Vice President
Type of Firm: SBIC
.. Preferred Project:
Start-up
Co. operating 1 to 2 years—losses
Co. 1 to 3 years—break even to profitable
Co. 3 years and older—profitable
Management buyouts and acquisitions
. Geographic Preference:
- No preference
. ~dusiry Preference:
_ a lechnology

FIRST CHICAGO INVESTMENT
CORPORATION
One First National Plaza
Chicago, 1L 60670
(312) 732-5400
Contact:
John A. Canning, Jr.
Type of Firm: SBIC (Bank Affiliate)
Preterred Project:
Start-up
Co. 1 to 3 years—break even profitable
Co. 3 years and older—profitable
Management buyouts and acquisitions
Geographic Preference:
No preference
Industry Preference:
No preference

&
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FIRST INTERSTATE CAPITAL, INC,
707 Wilshire Bivd.
Suite 1850
Los Angeles, CA 90047
(243) 644-5903
Contact:
Jonathan E. Funk
Kennelh M. Deemer
Type of Firm: SBIC
Preferred Project:
No preference
Geographic Preference:
No preference
Industry Preference:
Electronics
Medical technology
Biolechnology
Compuler systems

FIRST VENTURE CAPITAL CORPORATION
OF BOSTON
100 Federal Street
Boston, MA 02410
(617) 434-4481
Contact:
Richard C. Wallace, President
Type of Firm: Venture capital subsidiary of
bank holding company
Preferred Project:
Co. 3 years and older—profilable
Management buyouts and acquisitions
Geographic Preference:
No preference
Industry Preference:
No preference

FRONTENAC CAPITAL CORPORATION
208 S. LaSalle Street
Room 1900
Chicago, IL 60604
{342) 368-0044
Contact:
Martin J. Koldyke, General Pariner
David A. R. Dullum, General Pariner
Type of Firm: Private venture firm, SBIC
Preferred Project:
Start-up
Co. operating 1 to 2 years—losses
Co. 110 3 years—break even 1o profitable
Management. buyouts and acquisitions
Geographic Preference:
idwest
Pacific Northwest
Industry Preference:
No preference

GENERAL ELECTRIC VENTURE CAPITAL
CORPORATION
3135 Easton Turnpike
Fairfield, CT 06434
(203) 373-2069
Contact:
L. R. Robinson
J. J. Fitzpatrick
Type of Firm: Venture capital subsidiary of
operating company
Preferred Project:
Start-up
Co. operating 4 to 2 years—losses
Co. 1 1o 3 years—break even 1o profitable
Geographic Preference:
No preference
Industry Preference:
No preference

|
GOLDER, THOMA & COMPANY GREATER WASHINGTON INVESTORS, INC.
420 S. LaSalle St. 1015-481h Street N.W.
Chicago. IL 60603 Washington, D.C. 20036
(312) 853-3322 (202) 466-2240
Contact: Contact:
Stanley Golder Marty Pinson
Bryan Cressey . Type of Firm: SBIC
Type of Firm: Private venture firm Preferred Project:
Preferred Project: Co. 1 1o 3 years—bredk even fo profitable
No preference Geographic Preference:
Geographic Preference: East Coast
No preference Industry Preference:
Industry Preference: Applied Technology
No preference
_ . I _— -
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i 'REYLOCK MANAGEMENT CORPORATION

ne Federal Sireet
Boston, MA 02110
«"M7) 423-5525
: ontack
¥ Howard E. Cox, Jr
Henry McCance
David N. Strohm
% 'pe of Firm: Private venture fim
eferred Project:
Long term equity participation
Geographic Preference:
No preference
¢ 1dustry Preference:

HARRISON CAPITAL, INC.
2000 Westchester Ave.
White Plains, NY 10650
(914) 253-7845
Contact:
William T. Corl—President
John J. Huntz
Type of Firm: Venture capital subsidiary of
- operating company
Preferred Project:
No preference
Geographic Preference:
No preference
Industry Preference:

» Computer No preference
Medical
Communications
Manufacturing-related
g
EARVEST VENTURES, INC. HELLER CAPITAL SERVICES, INC.
767 Third Avenue 200 Park Avenue

¢ ew York, NY 10017
12) 838-7776
%ontoci
Harvey Mallement
Lk:urvey Wertheim
of Firm: Private venture firm, SBIC
iu‘e‘fjerred Project:
Start-up
Co. operating 1 o 2 years—losses
Co. 1 1o 3 years—break even to profitable
V Co. 3 years and older—profitable
Management buyouts & acquisitions
Geographic Preference:
= USA.
. 1dustry Preference:
W High technology

R

New York, NY 10166
(212) 880-7198
Contact:
Jack A. Prizzi, Exec. V.P.
Type of Firm: SBIC
Preferred Project:
Co. operating 1 to 2 years—losses
Co. 1 to 3 years—break even to profitable
Co. 3 years and older—profitable
Management buyouts and acquisitions
Geographic Preference:
No preference
industry Preference:
No preference

‘NTERCAPCO, INC.
= Ine Erieview Plaza
Weveland, OH 44414
{216) 244-7470
“ontact:
Robert B. Haas, President
Glenn Golenberg. Chairman of the Board
*«pe of Firm: SBIC
Preferred Project:
No preference
. eographic Preference:
No preference
Industry Preference:
Telecommunications
- Oil& Gas
ww Energy
~omputers
«» €dical Products

T

INVESTECH, L.P.
515 Madison Avenue
Suite 1904
New York, NY 10022
(212) 308-5844
Contact:
Carl S. Hutman
Tancred V. Schiavoni
Type of Firm: Private venture firm
Preferred Project:
No preference
Geographic Preference:
No preference
Industry Preference:
Technology
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Venture Capital Directory

JOHNSON & JOHNSON DEVELOPMENT
CORPORATION
501 George Street
New Brunswick, NJ 08903
(204) 524-6407
Confact:
C. M. Anderson, President
W. H. Steinberg, Vice President
Type of Firm: Venture capital subsidiary of
operating company
Preferred Project:
Start-up
No preference
Geographic Preference:
No preference
Industry Preference:
Health care only

KIERNAN PETROLEUM CORPORATION
P.O. Box 2066
Glens Falls, NY 42801
(518) 793-2861
Conlact:
George H. Kiernan—C.O.B. and President
Type of Firm: Venture capital subsidiary of
operaling company
Preferred Project:
Start-up
Geographic Preference:
idwest
Southwest
Far West
Industry Preference:
Oil & Gas; Integrated oil company

KLEINER, PERKINS, CAUFIELD & BYERS
4 Embarcadero Center, Suite 3520
San Francisco, CA 94111
{445) 424-3110
Confact:
Any Pariner
Type of Firm: Private venture firm
Preferred Project:
Start-up
Co. operaling 4 to 2 years—losses
Co. 110 3 years—break even to profitable
Geographic Preference:
Far West
Industry Preference:
Computers & Peripherals, Electronics
Medical Devices, Telecommunications,
Software, Instrumentation, CAD/Graphics

JAMES B. KOBAK, INCORPORATED
774 Hollow Tree Ridge Road
Darien, CT 06820
{203) 655-8764
Contact:
James B. Kobak
Hope M. Kobak
Type of Firm: Private venture firm
Preferred Project:
No preference
Geographic Preference:
No preference
Industry Preference:
Publishing and other communications

LINCOLN CAPITAL CORPORATION

41 East 42nd Street
Suite 1510
New York, NY 10047
{212) 697-0610
Conlact:

Martin Liflon
Type of Firm: SBIC
Preferred Project:

Co. 3 years and older—profitable
Geographic Preference:

Northeast
Industry Preference:

Real estate

MENLO VENTURES
3000 Sand Hill Road
Building 4, Suite 100
Menlo Park, CA 94025
{415) 854-8540
Contact:
H. DuBose Montgomery
Richard P. Magnuson
Type of Firm: Private venture firm
Preferred Projech
No preference
Geographic Preference:
No preference
Industry Preference:
No preference
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Venture Capital Direciory

NARRAGANSETT CAPITAL CORPORATION

40 Westminster St
Providence, Rl 02903
{401) 751-1000
Confact:
o Gregory P. Barber
\ Roger A. Vandenberg
Type of Firm: Public venture firm
Preferred Project:
Mangement buyouts and acquisitions
Geographic Preference:
No preference
Industry Preference:
No preference

:

NEW ENTERPRISE ASSOCIATES
300 Cathedral St., Suite 110
Baltimore, MD 21204

{301) 244-0115

235 Montgomery St., Suite 1303
San Francisco, CA 94404
(415) 956-1579
Contact: o
Charles W. Newhall (Baltimore}
Cornelius C. Bond, Jr. (San Francisco)
Type of Firm;  Private venture firm
Preferred Project:
Start-up
Co. operating 1 to 2 years—Ilosses
Co. 1 to 3 years—break even to profitable
Geographic Preference:
No preference’
Industry Preference:
No preference

PAN AMERICAN INVESTMENT COMPANY
545 Middlefield Rd.
Suite 160
- Menlo Park, CA 94025
Contact:
I Spencer W. Hoopes
Type of Firm: SBIC
- ; Preferred Project:
Co. 1 1o 3 years—break even to profitable
Geographic Preference:
no preference
Industry Preference:
" Computers and Support
r Intelligent Roboiics
Medical Electronics

H

PAPAJOHN CAPITAL RESOURCES
2116 Financial Center
Des Moines, 1A 50309
(515) 244-5746
Conlact:

John Pappajohn
Type of Firm: Private venture firm
Preferred Project:

Start-up

Co. operating 1 to 2 years—Ilosses

Co. 1 to 3 years—break even to profitable
Geographic Preference:

idwest

Southwest

Far West

No preference
Industry Preference:

Medical Technology

Health Care

F PATHFINDER VENTURE CAPITAL FUND
7300 Metro Boulevard ’
Suite 585
Minneopolis, MN 55435

’ (612) 835-1121

Contact:

AJ. Greenshields
Type of Firm: Private venture firm
Preferred Project:
No preference
Geographic Preference:
No preference
Industry Preference:
Technology & Medical
No real estate, natural resources, or
distribution companies

F
»
f'

PENNSYLVANIA GROWTH INVESTMENT
CORPORATION
(Wholly-owned SBIC Subsidiary of Pennsylvania
Financial Development Corp.{
4000 RIDC Plaza—Suite 311
Pittsburgh, PA 15238
Contact:
M. G. Dell
Wm. L. Mosenson
Type of Firm: Private venture firm, SBIC
Preferred Project:
Co. operating 1 to 2 years—losses
Co. 3 years and older--profitable
Management buyouts and acquisitions
Geographic Preference:
Northeast, Southeast, Mid-Atiantic, Northern
California
Industry Preference:
Investments in “Key Persons” who want to
retain 100% of the equity
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Venture Capital Direciory

PLANT RESOURCES VENTURE FUND
175 Federql Street
Boston, MA 02110
{617) 542-5005
Contact:
John R. Hesse
Russell G. Harter
Type of Firm: Private venture firm
Preferred Project:
Co. 1 to 3 years—break even to profilable
Co. 3 years and older—profilable
Manogement buyouts and acquisitions
Geographic Preference:
No preference
Indusiry Preference:
Innovative Products, Services, or
Technologies applicable in Agricutture,
Forestry, Horticulture, or related
areqs

RESEARCH & SCIENCE INVESTORS, INC.
230 Park Avenue, Suite 1260
New York, NY 40169
{242) 867-9535
Contact:
John H. French il
Francine Sommer
Type of Firm: Privaie venture firm
Preferred Projecth
No preference
Geographic Preference:
No preference ;
Industry Preference: |
Technology-based companies
Energy related companies
Publishing

ROTHSCHILD, INC.
One Rockefeller Plaza
New York, NY 10020
{212) 757-6000
Conlact:
Francis X. Driscoll
Robert Lebuhn
Type of Firm: Private venture firm
Investment banking firm
Preferred Project:
No preference
Geographic Preference:
No preference
industry Preference:
No preference

SECURITY PACIFIC CAPITAL
CORPORATION
4000 MacArthur Bivd., 9th Floor
Newport Beach, CA 92660
Contact:
Tim Hay or Brian Jones
Newport (714) 754-4780
John Padgett or Tony Stevens
Los Angeles (243) 613-5215
Dan Dye
Pennsylvania (442) 223-0707
Type of Firm: Venture capital subsidiary of
operating company
Preferred Project:
Co. 1 to 3 years—break even to profitable
Co. 3 years and older—profitable
Management buyouts and acquisitions
Geographic Preference:
No preference
Industry Preference:
No preference

SIERRA VENTURES
3000 Sand Hill Road
Building One, Suite 280
Menlo Park, CA 94025
{415) 854-9096
Contact: _

Peter C. Wendell, General Pariner
Type of Firm: Private venture firm
Preferred Project: :

Start-up

Co. operaling 1 to 2 years—losses

Co. 1 1o 3 years—break even to profitable
Geographic Preference:

Northeast, Far West

but will consider any domestic localion
Industry Preference:

Prefer technology-oriented ventures

but will consider others

SMITH BARNEY VENTURE CAPITAL
SMITH BARNEY, HARRIS, UPHAM &
COMPANY, INC. :
1345 Avenue of the Americas
New York, NY 10105
(212) 399-6360
Contact:
Chad Whitney Keck
Johrr S. Dulaney
Brian T. Bristol
Robert K. McNamara
Type of Firm: Venture copital subsidiary of
operating company
Preferred Project:
No preference
Geographic Preference:
No preference
Industry Preference:
Technology: Daia Processing,
Telecommunications equipment, office and
factory automation, and medical fechnology
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-~ SPECTRUM CAPITAL, INC. SPROUT GROUP

W 208 LaSalle St. clo Donaldson, Lufkin & Jenrette, Inc.

Chicago, IL 60604 140 Broadway
(312) 236-5231 New York, NY 10005

£ Contact: (212) 902-2492

> William C. Douglas Contact:

Michael V. Fox Richard Kroon

. Type of Firm: Private venture firm Larry Reeder .

. Preferred Project: Type of Firm: Private venture firm

No preference Investment banking firm, SBIC

v Geographic Preference: Preferred Project:

No preference Start-up
Industry Preference: Co. operaling 1 1o 2 years—losses
No preference Co. 110 3 years—break even to profitable
[ Co. 3 years & older—profitabie
Management buyouts and acquisitions
Geographic Preference:
. No preference
- Industry Preference:
Electronics, Computers, Office Equipment,
Specially retfailing, Industrial components
v THE START-UP CAPITAL COMPANY SUTCLIFFE & COMPANY
1257 Corona Street 546 Fifth Avenue
Denver, CO. 80218 Suite 507
w  (303) 864-7999 New York, NY 10036
Contact: (212) 869-9916
Peter H. Stern, President Contact:
Type of Firm: Private venture firm David J. Sutcliffe
Preferred Project: Type of Firm: Private venture firm
v’ Start-up Preferred Project:
Co. 1 fo 3 years—break even to profitable No preference
Geographic Preference: Geographic Preference:

: Northeast, Southwest, Far West No preference

w Industry Preference: Industry Preference:

‘ Technology. Energy Related, Entertainment, No preference
Health Care, Robotics, Medical Technology

-

_

TA ASSOCIATES TEXAS CAPITAL CORPORATION
444 Devonshire Street TEXAS CAPITAL VENTURE INVESTMENTS
w  Boston, MA 024109 CORPORATION
(617) 7252300 2424 Houston Natural Gas Building
525 University Avenue Houston, Texas 77002
| Suite 420 {713) 658-9964
w  Palo Alto, CA 943014 Contact:
{445) 328-1210 Robert L. Burr
Conlact: ) David G. Frankiin
C. Kevin Landry—Managing Partner Type of Firm: SBIC (Texas Capital Corp.)

" E. Roe Stamps IV—General Partner Venture Capital subsidiary of holding co.—
Jeffrey T. Chambers—Associate (CA) (Texas Capital Venture Investments Corp.)
Michael C. Child—Associate (CA) Preferred Project:

Type of Firm: Private venture firm Co. 1 1o 3 years—break even to profilable
Preferred Project: Co. 3 years and older—profitable

” No preference Management buyouts and acquisitions

., Geographic Preference: Geographic Preference:

«  No preference Continental U.S.A.
lnd;.ls!;ly P{efer?\,?ce:f \uring. P Control Industry Preference:
echnology. Manufacturing, Process Control, En i
g Health gc?re, Instrumentation, CATV and Radio e1gy. Technology. Manufacturing
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UNITED CAPITAL CORPORATION OF
ILLINOIS
United Center, State & Wyman Streets
Rockford, IL 64104
(815) 987-2179
Contactk
Type of Firm: SBIC
Preferred Pro{ech
Co. operaling 1 to 2 years—iosses
Co. 1 1o 3 years—break even 1o profitable
Co. 3 years and older—profitable
Managemen! buyouts and acquisitions
Geographic Preference:
No preference
Industry Preference:
Computer related, medical, electronics

URBAN NATIONAL CORPORATION

195 State Street
Suite 700
Boston, MA 02109
(647) 723-8300
Contact:
Edward Dugger M, President
Type of Firm: Privale venture firm
Preferred Project:
Co. 1 to 3 years—break even to profitable
Co. 3 years and older—profitable
Management buyouts and acquisitions
Geographic Preference:
Anywhere in Continental US.A.
Industry Préference:
High technoiogy
Manufacturing
Broadcast properties

U.S. VENTURE PARTNERS

633 Menlo Avenue
Suite 250
Menio Park, CA 94025
(445) 324-3990
Confact:
Robert Sackman
William K. Bowes, Jr.
Type of Firm: Private venture firm
Preferred Project:
Start-up
Co. operating 1 o 2 years—losses
Co. 4 1o 3 years—break even profitable
Co. 3 years and older—profitable
Management buyouts and acquisitions
Geographic Preference:
Far West
Indusiry Preference:
High technology and Speciality Retailing

VENROCK ASSOCIATES
(ROCKEFELLER FAMILY & ASSOCIATES)
30 Rockefeller Plaza—Rm. 5600
New York, NY 10442
{212) 247-3700
Contact:
A. B. Evnin
T. H. McCouriney
Type of Firm: Private venture firm
Preferred Projech:
No preference
Geographic Preference:
No preference
Industry Preference:
Technology-based companies

THE VENTURE CAPITAL FUND OF NEW
ENGLAND
100 Franklin Street
Boston, MA 02410
(647) 454-2575
Conlact:
Richard A. Farrell
Harry J. Healer, Jr.
Type of Firm: Private venture firm:
limited partnership
managed by Farrell, Healer, & Co., Inc.
Preferred Project:
No preference

Geographic Preference:

East Coast

Industry Preference:
Computer reloted, Distribution,
Monufocturing, Medical, Relail, Technology,
Services, especially CATV and
Broadcasting

VENTURE FOUNDERS CORPORATION

Business Development Group 1983

100 Fifth Avenue

Waltham, MA 02254 (617) 890-4888

Confact: Alec Dingee, Leonard Smollen

Type of Firm: Private venture firm

Preferred Project: Start-up, Seed

Geographic Preference: Northeast—United States
Industry Preference:

High technology only, seed or start-up
coupled with entrepreneur who has significant
working experience in the proposed field. The
enfrepreneur team should have previous profit
and loss management experience. Product
and service must be sold on a nationa! basis.

Will not consider: real estate, promotional,
general construction, contracting or
cdevelopment companies, hotels, resiaurants,
local relail, regionally restricted businesses,
motion pictures, gambling, mogazine
publishing, finance, lending.
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VISTA VENTURES CORPORATION

1600 Summer Street
Stamford, CT 06905

- (203) 359-3500

Contact:
Gerald B. Bay
Edwin Snape
Type of Firm: Venlure capital subsidiary of
operating company
Preferred Project:
Stort-up
Co. operating 1 to 2 years—losses
Co. 1 to 3 years—break even to profitable
Co. 3 years and older—profitable
Geographic Preference:
No preference
Industry Preference:
Computer related, technology, tele-

communications, medical, biotechnology.

oil field services, manufacturing

WARBURG PINCUS CAPITAL CORP.

277 Park Avenue
New York, NY 10172
{242) 593-0300
Contact: .
Sidney Lapidus
Christopher W. Brody _
Type of Firm: Private venture firm
Preferred Project: '
No preference
Geographic Preference:
No preference
industry Preference:
No preference

WELLS FARGO EQUITY CORPORATION
475 Sansome Street
45th fioor
San Francisco, CA 94163
(445) 396-3291
Contact:
Richard Borenstein

"JTY Jean Yves Gueguen

pe of Firm: SBI
Preferred Project:
Co. operating 1 to 2 years—losses
Co. 1 to 3 yeors—break even to profitable
Co. 3 years and older—profitable

WHITEHEAD ASSOCIATES, INC. -
15 Valley Drive
Greenwich, CT 06830
(203) 629-4633
Contact:
Joseph A. Orlando
Andrew Ziotkowski
Type of Firm: Private venture firm
Preferred Project:
No preference
Geographic Preference:
No preference
Industry Preference:

"
Management buyouis and acquisitions No preference
Geographic Preference:
Southwest, Far Wes!
Industry Preference:
o No preference
»
J. H. WHITNEY & CO. XEROX CORPORATION
630 Fifth Avenue 800 Long Ridge Road
*  Room 3200 Stamford, CT 06904
N;;/) \;%r}c,og&;m " (203) 329-8711
nno Schmid!, Munaging Partner (S?Sl(t)g %858' Bivd.
¥ Menlo Park, CA 94025 Los Angeles, CA Q0069

(415) 854-0500
Contact:

Don E. Ackerman (New York)

Russell E. Planitzer (New York)

Robert E. Pursiey (New York)

Edward V. Ryan (New York)

David T. Morgenthaler Il (Menlo Park)
Type of Firm: Private venture firm
Preferred Project:

Start-ups, buyouts, other

= Geographic Preference:

No preference
Industry Preference:
No preference

(243) 2/8-7940
Contact:
Peter G. Imperiale—Director—
Venture Copital—Stamford, CT
Al Talbot—Principal—Venture Capital—
Los Angeles, CA
Type of Firm: Venture capital subsidiary of
operatling company
Preterred Project:
No preference
Geographic Preference:
No preference
Industry Preference:
No preference
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“”l““““““”“l We are pleased 10 announce the formation within our

Corporate Finance Division of the

Technology Financing Group

10 specialize in investment banking for growth companies in data processing,
telecommunications equipment, o ffice and factory automation,
and medical technology.

Corporate Finance Professionals comprising the Technolo gy Financing
Group include the following:

John S. Dulaney Chad Whitney Keck
(212) 399-6160 (212) 399-6360
Brian T. Bristol Robert K. McNamara
(212) 399-3168 (212) 399-3068

Carroll R. Wetzel, Jr.

Mergers and Acquisitions
(212) 399-4606

The Technology Financing Group will draw extensively on the professional
capabilities of vavious other departments of our firm, in particular:

Venture Capital Investment Research Limited Partnership
. . Financin
Michael J. Myers Data Pro[eut'ng g
- President, . Peter Labé William M. Folberth 111
Smith Barney Venture Corporation ]ean W. Orr Co-Manager
John B. Poindexter Electromics Tax Advantaged Investments

James W. Barlage Stephen Treadway

David S. Lobel Co-/\{anager

Telecommunications

il : Tax Advantaged Investmenis
Walter C. Johnsen Special Situations g
San Francisco Susan Hirsch
Computer Services

H. Lloyd Kanev

Medical Technology
D. Larry Smith
Joseph D. France

Smith Barney, Harris Upham & Co.

Incorporated
1345 Avenue of the Americas, New York, New York 10105

October 13,1982




10 LARGEST INDEPENDENT VENTURE CAPITAL FIRMS

T.A. Associates jV S mm
111 Devonshire /0

Boston, Mass.
(617) 725-2300

02101

J. H. Whitney & Co. %
630 5th Avenue /00 mm

New York, N.Y. 10017

(212) 757-0500

Adler & Co. 4

280 Park Avenue /ﬂﬂ/’wm
New York, N.Y. 10017

(212) 986-3010

Warburg E M Pincus & Co., Inc.
277 Park Avenue \ﬂ

New York, N.Y. 10017 & 2| Mmm
(212) 573-0300

New Court Securities Corp. J¢
1 Rockefeller Plaza

New York, N.Y. 10017

(212) 757-6000

7 1M

Anderson & Co.

10017 y 5‘3; Mm

Welsh, Carson,
45 Wall Street
New York, N.Y.
(212) 422-3232

Kleiner Perkins Caufield g

& Byers 70 mm
2 Embarcadero Center

San Francisco, CA. 94111

(415) 421-3110

IJdanta Partners g 95p¢“M

3344 N. Torrey Pines Court
Suite 200

La Jolla, Calif. 92037
(714) 455-5280
Sprout Capital Groups 379/7%1

Donaldson, Lufkin & Jenrette
140 Broadway

New York, N.Y. 10005

(212) 943-0300

Golder, Thoma & Co.

Suite 630 géﬂMM

120 South LaSalle
Chicago, I11. 60603

(312) 853-3322



DEVELOPMENT CREDIT CORPORATION OF MONTANA

P. 0. BOX 816
HELENA, MONTANA 59601

TELEPHONE
442.3850

Testimony in Support of House Bill 685

Mr. Chairman and members of the committee:

My name is Dick Bourke and I am the Vice-President of the
Development Credit Corporation of Montana. As you heard from Mr.
Remington, our corporation enthusiastically endorses the approach to
solving our risk and equity capital problems contained in House Bill
685,

I would like to briefly mention a few of the safequards contained
in the bill in insure that its objectives are met as efficiently as
possible., First, the tax credits will obviously not be taken until the
private sector commits some capital to these capital companies, Passage
of this bill does not automatically mean foreqone revenue; the private
sector must act first. In addition, this foreqone revenue is being
leveraged 4:1 in the private sector and invested in Montana businesses,
which will generate job and tax revenues to the state. Second, there is
a ceiling of 51,000,000 this biennium on the total tax credits
available. I franklv do not think more than half of these credits mav
be utilized because of the difficultyv of raising this kind of monev,
Third, the monies raised under this act must be put to use in Hontana
within a specific and reasonable time frame. They cannot remain
invested in high yielding treasury bills in order to simply cenerate
funds to pay the investment companies overhead. Finally, there is an
‘annual examination of the companies by the states bank examiners to
insure compliance with this act, and a specific penalty and
decertification process for out of compliance companies.

EXHIBIT H.



In addition, I have some amendments which clarify lanauage in the
bill and allow it to more efficiently meet its policy objectives. These
amendments are attached, and I urge that you carefully consider them.

Thank you.



DEVELOPMENT CREDIT CORPORATION OF MONTANA

P, O, BOX 916
HELENA. MONTANA 59601

TELEPHONE
442.3850

Proposed Amendments to House Bill 685

Page 2, line 24

Page

Page

Strike: "businesses"
Insert: ‘“capital companies"

- clarification

3, lines 6-7

Strike: ‘"which gives priority to investments in the order of
time in which they are committed"

Insert: "“requiring investments within a specific period of
time"

- clarification

5, Tlines 4-25

Strike: All

Insert: "(5) Qualified investment means a debt or equity

financing of, or purchase and leaseback financing of

a Montana small business, as defined in rules adopted by
the department, but does not include investment in
conventional oil and gas exploration, residential real
estate development, the operations of a regulated lender
as defined in 31-1-111, or retail trade activities
directly competitive with another Montana small
business."



Page

Page

- 1 feel it is more direct and simpler to refer to what is
excluded, rather than what is included., This is the language
adopted by the committee, with the exception of the reference
to retail trade. In addition, the lanqguage in the bill does
not include a reference to tourism or construction, and
sections (vii) and (viii) would be impossible to enforce or
verify,

6, lines 9-10

Strike: "March 1, 1984"
Insert:  "September 1, 1983"

- I do not see why we should have to wait one year to put this
bi1l to work. Our company is prepared to raise new capital as soon
as possible, and the needs in our business community exist now.
September 1, 1983, would allow the department four full months to
adopt rules to implement the act. Companies potentially eligible
for certification should not have to wait any longer than this to
apply for certification.

7, lines 9-14

Strike:  "Every 6 months, commencing 6 months after the first
date in which the department certifies a Montana capital
company"

- After capital companies are certified, they should be able to
file for qualification as soon as they raise the minimum capital.
There is no reason to have to wait six months,



Page

Page

Page

7, lines 19-21
Strike: "The application . . . assessed under (Section 7(4))."

- It will simply be impossible to get bonded under conditions
where there is no similar historical experience for a bonding
company and little, if any, track record for the company seeking
the bond. '

7, lines 23-24
Strike:  "the company's private capitalization or $375,000,

vhichever is less."
Insert: “$375,000."

- I do not understand what this means. The tax credits are
tentatively allocated at the time of certification. Of course, the
amount allocated cannot be exceeded, and obviously will be reduced
if the capitalization raised is less than expected.

10, lines 8-9

Strike: "tax credits were certified as allocated to the company
for investments."

Insert: "the certified company was desiqnated as a qualified
capital company by the department."

- clarification

10, lines 11-12

same as above

- c¢larification



Page

Page

Page

Page

10, lines 14-15
same as above

- clarification
10, lines 21-22

Strike: "shall pay to the department of revenue"
Insert: "may be subject to"

- There should be flexibility when assessing the penalty, to allow
for best and good faith efforts at investing the money or, to the
contrary, minimal or no effort., An automatic penalty may result in
poor investment decisions.

11, lines 1-3

Strike:  "The department of revenue shall deposit any amount
received under this subsection to the credit of the state
general fund."

Insert:  "The departments of commerce and revenue shall jointly
negotiate the penalty, and the department nf revenue
shall deposit any amount received under this subhsection
to the credit of the state general fund."

- same as above
12, line 2

Strike: ‘"capital base of"
Insert: "investments made by"



Page

Page

Page

- In the act, capital base is defined as the equity of the
company. The existing language would tie the company's investments
to the equity base, which is inappropriate since a capital company
can, through leverage, make total investments equal to 10-20 times
its equity base., The amendment clarifies this point, and achieves
the objective that we do not have single project capital companies,

12, line 3

Strike: “invested"

- same as above

14, line 22

Strike: "either" and "or qualified"

- The existing lanquage seems to require two full disclosures,
Since the critical point for raising money is certification and
tentative approval for an amount of tax credits, evidence of full
disclosure need only be required at the application for
certification.

14, line 24

Strike: "has disclosed or"

- same as above

15, lines 6-8

Strike: all

Insert: "(2) that the tax credit will not be made available '
until the company raises at least $200,000 in capital,
and the limits on tax credits that may be authorized."



- The existing language implies that there may be reasons for a
certified company not getting qualified other than not simply
raising $200,000. To avoid potential 1iability when soliciting
investors, the capital company must be absolutely specific during
fund raising about what conditions must be met to get qualified,
and receive the tax credits. A1l requirements, except the minimum
capitalization of $200,000, should be clear and met when the
company is certified. The minimum capitalization should be the
only issue left affecting the ability of a certified company to get
qualified.



MONTANA C HER OF COMMERCE

P. 0. BOX 1730 . HELENA, MONTANA 59624 . PHONE 442-2405

Testimony
before the
Select Committee on Economic Development
John Vincent, Chairman
in support of
HB 685

by
Janelle K. Fallan
Public Affairs Manager

Montana Chamber of Commerce

February 10, 1983

The Private Industry Council, in which the Montana Chamber
was actively involved, contracted for a study that determined there
definitely is a need for such capital in Montana. That need would
be addressed by HB 685.

Traditional fihancing sources do not meet small businesses'
needs for equity financing. The basic capital availability problem
for developing businesses is of great importance for the economic
development in Montana.

Of all the programs in the Governor's Build Montana package,
the portion dealing with capital companies is the only part that seeks
to provide the venture and risk capital needed for meaningful economic
development in Montana.

The Montana Chamber has a long record of concern about this
issue. Three years ago, we formed a venture capital committee to work
on it. The result was the SBIC bill of last session. However, that

does not provide the necessary tax credit. EXHIBIT I
v aoa ) M
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Last month, we invited Larry MacDonald from the Wyoming
Industrial Development Corporation to address legislators and other
interested citizens on this issue. He noted that one problem with
attracting venture capital to Montana is our remote location. Another
is our income tax, because many of the states that venture capitalists
deal in do not have an income tax. For both these reasons, the income
tax credit is important to attract venture capital to our state.

We urge your support of this bill.

/ssg
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TESTIMONY OF DONALD R. JUDGE, ON HOUSE BILL 685, BEFORE THE SELECT COMMITTEE
ON ECONOMIC DEVELOPMENT, FEBRUARY 10, 1983

Mr. Chairman, members of the Committee, my name is Don Judge and I'm here
today representing the Montana State AFL-CIO in support of House Bill 685.

Although we received our copy of House Bill 685 today, which didn't leave much
time to properly prepare for this hearing, I think that I understand it, perhaps
even better than any of the other bills we've testified on before this committee.

House Bill 685 is, simply put, a tax credit bill. As a simple example, and
please correct me if I'm wrong; If I, as a taxpayer expecting to owe $1,000 in
taxes, subsequently invested $4,000 in a certified capital company eligible for
investment credit, I could apply 25% of my investment to wipe out my tax liability.
That's a simple example, I realize, but beyond all the miscellaneous language
contained in this bill, that's what it does.

Now even though this bill contains no provisions for matching money from the
state, as originally proposed, I believe that this legislature still has some
ownership over the “"targeting" of "qualified" investments, because of the tax
credit provisions. Because these provisions reflect a credit for 1iability of
money owed the state, it is my assumption that state money is still involved here.

Assuming that I am correct, and that the legislature still has the ability to
provide "targeting" goals for "qualified" investments, I am going to suggest a
few amendments. They are as follows:

(1) Amend page 3, line 20 EXHIBIT J.
Following: "for employment"

Insert: of Montanans

PRINTED ON UNION MADE PAPER
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(2) Amend page 3, line 25 .
Following: "small business"

Insert: at least 60% of whose operations are

(3) Amend page 5, line 6
Following: "that meets"

Strike: "both of"

(4) Amend page 6, line 2
Following: "rules adopted by the department."
Insert: a new subsection (c) to read as follows:

(c) priority shall be given to selection of qualified investments which:

(i) are made in counties or groups of counties designated as "critical

economic areas" by the Montana Economic Development Board. Such

areas will be prioritized as areas which (a) have had unemployment

rates at least 5% above the state average for the last two years;

(b) have had unemployment rates at least 1% above the state

average for the last two years; and (c) have had unemployment

rates at least 1% above the state average for the last one year;

(11) pay the prevailing wage for that occupation, or utilize contractors

who pay the prevailing wage, for any construction made possible

by state investment;

(iii) meet or exceed the state standards for affirmative action in

hiring veterans, women, minorities, and the handicapped.

Mr. Chairman, members of the Committee, I ask that you consider these
amendments in your deliberations.

The last comments I wish to make regarding House Bill 685 concern the makeup
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of the "board" referred to in Section 18. Let me echo our comments made on the
composition of the Board in the hearing on House Bill 100. We simply encourage
you to consider establishing criteria that the Board be primarily composed of
members of the public and include a representative of organized labor.

With those thoughts, we ask you to support House Bill 685. Thank you.
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Fresented to the House Select Committee on Economic Devel opment.
By the Montana Environmental Information Center

February 10, 1983

HE &85 is a fairly significant departure from the other bills
considered by this committee. For starters, HBE 68% does not directly
invest any state held funds. Rather, it uses tax credits to stimulate
private investment.

HE 68% is quite different from the Montana Capital Corporations bill
suggested by the Temporary Committee on Development Finance. The
committee s bill would have provided a 50 percent tax credit, not a 28
percent. credit. The committee’s bill would have provided state funds
to match the capitalization of the MCOC s, In that sense, the
conmmittee’™s bill represented more of & joint public/private venture
Fhian does HB 485, Finally, the list of "qualitied investments™ in the
comnlttee’s bill was couched in terms of business types emcldded, not
in terms of eligible businesses.

Az 1 read throogh  HB O 685, I was swprised that all of the
administraive functions were to be done by the Department of Commerce
and not the Economic Development Board. Section 18 finally  set  me
straight by pointing out that if the Board is created by HE 100, then
the Board will be responsible, not the Department of Commerce.

We  woutd lirke to make a suggestion to the committee regarding the
Economia Development Board. General citizen representation will be
esgsential  to  the success and  fairness of the development finance
proograms. The composition of the Road 14 one place to ensure  such
representatton., M additional possibility 16 to form several regional
boards to adviss bthe main Boased., Thise would provide a more direct
link between the diverse communities in"Montana and the Roard. This
Eind of graesroots iovolvement would strengthen the long-term  ability
cf the: Beoard to meet the economic development needs and desires of all
Mot anans.

The list of "qualifred investments" (pp. S-6, starting at line 4) 1s
different than the approach suggested by the temporay committees. MEIC
stromngly supports "(i11) agricultural, fishery, or forestry production
and processing:” "Gl recognized nontossil forms of enerqy generation
as defined 1n 15-30-102¢0) " "ivil) wholesale and retail distribution
activities for which products produced in Montana comprise S0 or more
aof the gross sales receeipts: " and "(viiil) any activity conducted in
the state tor which S50Y or more of the gross receipts are derived from
the sale of products or services outside Montana."

Finally. MEIC recommends that that the preferences in HEBE 100, as the

select committee +inally determines, be 1nserted in HE 283, The
purpose 1s  to carefully focus the program to maximize its ultimate

EXHIBIT K
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Post Office Box 1093 ° Helena, Montana 59624 ¢ February 10, 1983

TESTIMONY IN SUPPORT OF H.B. 685

The Montana Economic Development Association believes that the
Capital Companies bill should be passed for two reasons:

1. Tt would help fill a gap in financing resources
in the state. Capital companies can be more
versatile than conventional financing institutions
in developing creative, appropriate solutions to
a wide range of business/industry financing needs.

2. It represents a positive private sector response
to a private sector problemg’, and it facilitates
the investment of Montana capital in Montana.

Successful small businesses traditionally go through a series

of phases to maturity. .In its formational state, the business/

industry is financed largely through the owners' personal

savings and trade credit. Once it enters a period of substantial
owth, however, it should be able to draw upon internal financing
etalned earnings), trade credit, bank credit, and venture/

equlty capltal Unfortunately, the latter has not always been

the case in Montana.

A growing small business in Montana may well have a hard time
acqguiring equity (or long-term debt) financing because it is

not large enough to go public and individual private investors
are difficult to find. The average small business owner does

not know where to find a potential investor. He or she may

place an ad in the Wall Street Journal or in another publication
widely read by investors, but there is a certain randomness about
that, and its productivity is questionable. On the other side of
the desk, the individual investor may not have the time, the
knowledge, or the desire to spend a great amount of effort
evaluating the potential of the business, the soundness of

its management, and the degree of financial risk involved.

It is simply easier to put one's money elsewhere, in CDs or

in structured funds which spread investors' risks over a number
of investments. A Montana capital company could be a useful,
important intermediary in the matching of investors and
investments.
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The need for equity in a growing company is not a sign of
weakness, but is a positive indication. At low growth rates

a firm may need no external financing. For substantial growth,
however, it must raise capital from outside sources -- the
faster the growth rate, the greater the capital requirements.
Particularly if a firm is capital intensive, even a small
growth in output may require a great deal of outside capital.
Technological consideraticns may also dictate that if a firm
is to be competitive that it must add fixed assets in large,
expensive units, where even a moderate increase in sales

may require a firm to substantially increase its plant capacity.

Then, too, the availability of an equity base makes it

easier and less expensive for a small firm to raise its debt
capital. During periods of tight money and high interest
rates, financial institutions may tighten their credit
standards. A stronger balance sheet is required to quality
for bank credit. Since financial ratios for small and growing
firms tend to be less strong, such firms often bear the brunt
of credit restraints. Obviously if a firm has been able to
raise some equity capital it is in a better position to ride
out a tight money period. When it does need additional financing,
its equity base enables it to present a stronger picture to the
banks, thus helping it obtain further financing in the form of
debt.

Small businesses generally are managed by their owners -- who

are also responsible for overseeing production, negotiating

sales, developing new products, training personnel, and a

hundred other duties. Working 70-80 hour weeks, these individuals
do not have the luxury of time to work on creative financial
solutions to their capital problems. A capital company could

be a valuable resource, providing both financial and management
counseling and assistance.

For these and for many other reasons which have been enumerated
by the other proponents of this measure, we endorse H.B. 685
and respectfully urge your favorable consideration of it.

STED
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TESTIMONY OF STACY A. FLAHERTY, WOMEN'S LOBBYIST FUND, BEFORE THE HOUSE
SELECT COMMITTEE ON ECONGIC DEVELOPMENT, CONCERNING HOUSE BILL 685.

The Women's Lobbyist Fund would like to make several comments about HB 685.
Becuase of the problems that women have traditionally had in obtaining credit, this
bLill is particularly important in making credit available for businesses
owned and operated by women. In this interest we would recommend adding to
the aims of this bill on page 4, line 4

"including businesses owned and operated by non-traditicnal owners."

HR 685 is designed to make credit available to interests which have been
disadvantaged in the traditional credit market--as the bill states to businesses
for which risk and equity financing are not readily or fully available.
Pusinesses owned and operated by women and minorities, i.e. non-traditional,
are severely disadvantaged in obtaining credit. They frequently do not have
long credift histories, initial cash balances, and the number of employees
traditionally required on the credit market.

We also believe that this committee ‘should consider moving the section
of preferences from HB 100 (as amended to include the preference many of us
mentioned last week to give preference to firms with demonstrable affirmative action
programs) to 1R 685,

While the capital corporations reflect private money collected through
goverrmental policy rather than actual state money, we believe this same
commitiment to policy direction would be appropriate throughout the Build Montana
and eccnomic development package.

Winally, a real way of expressing our preference for econcmic developmerit
iz to reflect those policy directives through the composition of the Feonomic
vevelopment Board. Certalnly, we believe that a sensitivity to, knowledge of, and
attention to the role of women in economic development would best be ensured
through heving women in Montana businesses on that board.

We believe that in the course of discussing all of these bills additional
attention needs to be paid to the composition of the Feonomic Development PRoard.

EXHiIBTT M
athy A. van Hook Sib Clack Connie Flaherty-Erickson Celinda C. Lake Stacy A. Flaherty
President Vice President Treasurer Lobbyist Lobbyist




NOTES REFLECTING TESTIMONY BY DAN BUCKS, DEPT. OF REVENUE, ON HB 685

1. The bill would be a tax credit that is likely to succeed because
it is targeted to a very specific purpose -- the creation of venture

capital companies.

2. The definition of "qualified investments" in section 4 of the bill
is very important. The definition helps insure that venture capital
will be focused on small businesses that operate in basic, growth-
producing sectors of the economy. Growth-producing activities are
those that earn new export dollars for the state or that substitute
in-state products or services for imports. The economic activities
described in the definition are those that are most likely to produce
new economic growth for the state. The alternative approach of leav-
ing investments open to anything except certain activities does not
guarantee the legislature that the financing is focused on basic,
growth-producing economic activities. Further, the approach in the
original version of the bill establishes clear legislative policies
for this program.

3. The certification start-up date of March 1, 1984 was specified to
allow for adequate time for rule-making by the Dept. of Commerce or
the new Econcomic Development Board and for adequate time, subsequent
to rule-making, for private sector groups to decide whether or not to
develop venture capital companies.

4. The penalty in section 10, subsection 4 of the bill is important
to insure that capital campanies make investments in the activities
specified in the bill. Without an effective penalty, there is no
guarantee that the tax credits will be used to achieve the intended
purpose. The bond required in section 6 was included to insure that a
repayment of the tax credits would occur in the case of a failure of a
venture capital campany. If a bond is urworkable, some other mecha-
nism should be included to guarantee repayment of the tax credits in
such cases.

5. The quarterly reports were specified in section 8 of the bill for
two purposes. First, they are necessary to facilitate the timely
granting of tax credits in the case of fiscal year taxpayers. An
annual report would not timely enough to allow the Dept. of Revenue to
verify, and therefore promptly approve tax credits, in the case of
taxpayers who file returns on a fiscal year basis. Second, because
the tax credit is relatively large, it could invite some fraudulent
returns. The Dept. of Revenue wants to be able to verify credit
claims quickly to avoid granting a fraudulent claim.
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CONSTITUTIONAL AMENDMENT
NO. 10 D ;

E Attomey General's Explanatory Statement
The, legmlazure submitted this proposal for a vote. It would amend the Montana Constitution regarding the mvest-v

ment of pubiic funds. Currently, public funds may not be invested in private corporate capital stock and school fund»
E xnvestmmu, must bear a fixed rate of mterest Thls proposal would eliminate those restructions.

+:%,~ Fiscal Note B '
Remm ing these restrictions will allow the leglslature to broaden the range of mvestments in whxch pu’ohc funds may
be invested. The fiscal impact of state funds is not known. L - o

AN ACT TO SUBMIT TO THE QUALIFIED ELECTORS OF MONTANA AN AMENDMENT TO ARTICLE VIII,
SECTION 13, OF THE MONTANA CONSTITUTION REMOVING THE RESTRICTION ON INVESTMENT OF
PL'BLIC FUNDS IN CORPORATE CAPITAL STOCK AND THE REQUIREMENT THAT SCHOOL FUND I’\IVEST-
ENTS BEAR A FIXED INTEREST RATE. :
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
E Section 1. Article VIII, section 13, of the Constitution of the State of Montana is amended to read:

"Section 13. Investment of public funds. (1) The legislature shall provide for a unified investment program for pubhc
funds and provide rules therefor, including supervision of investment of surplus funds of all counties, cities, towns, and
other local govemmental entxtles Each fund formmg a part of the umﬁed mvestment prog'ram shall be separately
identified. Exeept . ha - ! ; ;
capital-stoek:The mvestment program shall be audited at least annually and a report thereof submltted to the govemor
and legislature. <

(2) The public school fund and the permanent funds of the Montana university system and all other state mstxtutxons
of learning shall be safely and conservatively invested in:

(a) Public securities of the state, its subdivisions, local government units, and districts within the state, or

(b) Bonds of the United States or other securities fully guaranteed as to principal and interest by the United Stat% or

.c) Such other safe investments as may be provided by law.”
J Section 2. Effective date. If approved by the electorate, this amendment is effective January 1, 1983.

Section 3. Submission to electorate. This amendment shall be submitted to the electors of the State of Montana at the
general election to be held N ovember, 1982 by prmtmg on the ballot the full txtle of thls act and the following:

?ﬁ%& B

D FOR removmg the restriction on mvestment of publlc funds m corporate capxtal stock and the reqmrement that-
school fund 1nvestments bear a fixed rate of mterest . '

ARGUMENT FOR CONSTITUTIONAL
- AMENDMENT.NO. 10

oo

monies and school fund investments to be invested in corporate
capital stock, as well as in bonds and securities bearing a fixed
rate of interest, which are now the only permitted investments.
Dunng periods of high inflation, like we have been ex-
periencing, fixed interest securities tend to lose purchasing
power as fast as or faster than interest is earned, thereby
: - eroding the real value of state investments. Permitting corpo-
& rate capital stock investments gives the State Investment
@ Board more opportunity and flexibility to preserve- and en-
hance the purchasing power of our public. monies in todays
uncertain investment climate.
% - Thisinvestment flexibility iz already permitted t‘or the state
& public employées’ and teachers’ retirement funds. This con-
stitutional change will not require such corporate capital stock -
investments. It only gives the State Investment Board this
option for when, in their best judgment, it best serves the goal
- of preserving the value of Montana’s public monies. :
) , . - s/Bill Norman
ev . o s Ken Nordtvedt

AR(‘UN{EV’I‘ AGAINST CONSTITUTIONAL v
' AMENDMENT NO. 10 © o
he state constitution is the fundamental law of the state

and ought not be changed for light or transient causes and lt is

This constitutional amendment would allow state publxc .

["'( AGAINST removing the restrxctlon on mvestment of publlck funds in corporate capltal stock and the requlre~
~.t ment that school fund investments bear a fixed rate of interest. L €

i

not the mission of state government to collect taxesto provxde
economic or financial relief to those having credit problems.
This proposed constitutional amendment would make an
important change in how public funds may be invested. Now
the constitution PROHIBITS the investment of public funds in
PRIVATE CORPORATE CAPITAL STOCK but allows re-
tirement funds to be so invested, however statute (17-6-211)

" has restricting limitations on investments with the purpose of”

protecting state funds while seeking maximum returns. i
Retirement funds are long-term investments and may prop-
erly be placed in selective private corparate capital stock but:
public funds, tax generated revenues, which are collected for
current expenditures require short-term placement inas safe a
market as possible. . } : ‘

* Obviously; the constxtutlonal wrlters thought it unwise to E

- allow public funds to be invested in private corporate capital

—2—

that even an annual audit mxght be too late to save, - f,m;‘

‘ment that the interest on school funds earn a fixed rate as

stock — that is putting state money in stock in start-up (capi-

' tal) issues which are not publ ic 1ssues qualifymg ona nanonal

exchange. 3
We see no compelling reason to remove tlns restnctxon for lf |
removed it might open the door to less conservative practxces :

":-The ‘second proposed change ‘would eliminate’the requu'

provided by law. The legislature can change the interest rate_
as conditions indicate and, again, we see no compelling reaso'%




to change the constitutional language.

Seate funds are public funds managed with o special obliga-
tion to protert the security of the funds and the safety of the
investments and requires personal, statutory, and constitu-
tional support. Weseeita mistake to relax the restrictions and
urge voting agamst removing the constitutional restrictions.

s/Matt Himsl
Francis Bardanouve

REBUTTAL OF ARGUMENT FOR
CONSTITUTIONAL AMENDMENT NO. 10

Writers of the argument against Consticutiona! Amend-
ment No. 10 indicaced that they would not write a rebuttal ot
the Argument for Constitional Amendment No. 10.

REBUTTAL OF ARGUMENT AGAINST
CONSTITUTIONAL AMENDMENT NO. 10

Some state public monies are held for long term. The state's
responsibiiity to maintain the true purchasing power of these

HOW THE ISSUE WILL APPEAR ON THE BALLOT:

funds can only be met during inflationary pericds by permit-
ting investmenis in cupital stoek which van experience Jruwth.
Fixed interest securities inevitably lose value in such times.
We are presently not protecting the value of our interest-
bearing public funds. At sevea percent inflation the valueof

bonds is cut in half every ten years. This amendment will give il

the State Board of Investments more ability to do their _]ob

The State Board of Investments under this proposed
amendment may invest in blue chip capital stocks as it now can
with the various retirement funds. This amendment is not a
license to speculate in unlisted securities a3 the opponents
claim.

Ifthe state monies and school monies, held in trust for future
Montanans, are worth maintaining in real purchasing power,
we urge your support of this constitutional amendment which
improves the opportunity of the state to carry out this trust.

s/Bill Norman, Chairman
Ken Nordtveat
Jack Stevens

CONSTITUTIONAL AMEND‘VIENT NO 10

AN AMENDMENT TO THE CONSTITUTION PROPOSED BY THE LEGISLATURE

Attorney General’s Explanatory Statement .
The legislature submltted this proposal for a vote. It would amend the Montana Constitution regarding the invest-
ment of pubhc funds. Currently public funds may not be invested in private corporate capital stock and school fund
investments must bear a fixed rate of interest. This proposal would eliminate. those restrictions.

AN ACT TO SUBMIT TO THE QUALIFIED ELECTORS OF MONTANA AN AMENDMENT TO ARTICLE VII,

SECTION 13, OF THE MONTANA CONSTITUTION REMOVING THE RESTRICTION ON INVESTMENT OF

- PUBLIC FUNDS IN CORPORATE CAPITAL STOCK AND THE REQUIREMENT THAT SCHOOL FUND INVEST- .
MENTS BEAR A FIXED INTEREST RATE. :

FISCAL N OTE
REMOVING THESE RESTRICTIONS WILL ALLOW THE LEGISLATURE TO BROADEN THE RANGE O IN-
VESTMENTSIN WHICH PUBLIC FUNDSMAY BE I‘\IVESTED THE FISCALIMPACT ON STATE FUNDSISNOT
KNOWN.

D FOR removing the restriction on investment of public funds in corporate capxtal stock and the requirement that
school fund investments bear a fixed rate of interest.

D AGAINST removing the restriction on investment of public funds i in corporate capital stock and the requirement
_ that school fund investments bear a ﬁxed rate of interest. _ ;
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