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SPONSOR STATEMENT
I appreciate the committee members hearing CSSSHB 536 (Finance).
CSSSHB 536 (Finance) 1is an important step in implementing a new

approach to promoting economic development by helping to create a
more comprehensive and effective private business financing

infrastructures. The bill would make possible the creation in
Alaska of a new type of licensed and regulated private financial
institutions, called Bidcos. The bill is modeled after a program

in Michigan which has already resulted in the creation of an
industry of 9 Bidcos in that state, with others in the process of
being formed.

Bidcos provide financing assistance and management assistance to
businesses, especially small and medium-sized businesses. They

are organized to address a gap for companies with financing needs
that are too risky for bank lending, but do not provide the
potential for super high rates of return sought by traditional
venture funds.

Banks finance businesses by providing straight loans, normally
with interest rates not exceeding several percentage points above
prime. Venture capital funds typically make equity investment in
companies with explosive growth potential and the ability to go
public or be acquired within 5 years. This gives the venture
capital fund the opportunity to share, expeditiously and to a
high degree, in the upside success of it portfolio companies. By
contrast, Bidcos typically invest in companies in the form of
subordinated debt, receiving current interest income, and they
compensate for the risk they take by sharing, to a modest degree,
in the upside success of a company through a revenue
participation or warrants.

The Polaris Fund, which has one of its offices in Alaska, is a
good example of a traditional venture capital fund. The Polaris
Fund's brochure indicates that its purpose is to provide equity
capital to young companies, and states that when the fund invests
in a company, the fund seeks, as a minimum objective, 10 times
its money back within 5 years. The Polaris Fund provides an
important potential source of <capital for high risk equity



investments in companies with explosive growth potential.
Nevertheless, this type of company is a vary small part of the
market.

Bidcos are designed to address a different part of the market.
Bidcos invest in family-owned or closely held companies with good
growth potential and the ability to provide a good return to
their investor, but which are not likely to grow so rapidly as to
go public or be acquired and provide the kinds of returns sought
by traditional venture capital funds.

The first part of CSSSHB 536 (Finance) provides a system for the
Department of Commerce and Economic Development to license and
regulate one or more Bidcos. This is modeled after Michigan's
licensing and regulation statute for Bidcos. The licensing and
regulation system is designed to encourage capital sources to
invest in and lend money to Bidcos because they can take comfort
in the fact that they are investing in or lending to a licensed
and regulated, private financial institution. The system of
licensing, regulation and enforcement 1is designed to prevent
fraud, conflict of interest, and mismanagement, and to promote
competent management, accurate record keeping, and appropriate
communication with shareholders.

To obtain a license, a Bidco must satisfy wvarious standards
relating to the competency and good character of its officers and
directors, the adequacy of its business plan, and the sufficiency
of its capitalization. Once licensed, a Bidco 1is subject to
annual examinations by the Department, with the Department having
a enforcement mechanisms such as cease and desist orders to
correct violations or stop unsafe or unsound acts.

The second part of the bill provides for a program whereby the
Alaska Science and Technology Foundation would provide financial
assistance to help catalyze the formation of one or more Bidcos
in Alaska. This program is similar to a program implemented in
Michigan by a state agency called the Michigan Strategic Fund.

The financial assistance provided by the Alaska Science and
Technology Foundation would help capitalize the Bidco and would
assist the Bidco in raising substantial private investment. The
Foundation's assistance would be in the form of a loan to the
Bidco, and would use a formula whereby the principal and interest

owed by the Bidco to the Foundation <could be reduced, in
accordance with the performance of the Bidco in financing
business in Alaska which actually create jobs and increase their
sales. The Foundationis instructed by the bill to implement the

program in a manner designed to encourage the provision of
financing by Bidcos to businesses throughout the state, and to
provide special incentives to encourage the inclusion of
financings for businesses located in distressed areas, including
distressed rural areas, and the financing of minority-owned

businesses.
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