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SPONSOR STATEMENT

HB 490. Extending the sunset date; and authorizing the Alaska
Science and Technology Foundation to make grants to BIDCOs

~ BIDCOs (Business I,nves,tment_DeveIoFment Companies) are middle-
risk private sector financial institutions. They provide emerging, small
and medium size businesses with financing, management supgqrt and
technical assistance. The primary goal of BIDCOs is to estanlish private
sector businesses that create jobs.

BIDCOs provide flexible financing for businesses with economically-
sound financing needs, but which are considered too risky hy conventional
lenders. They compensate for taking greater risks b{ providing a much
greater degree of hands-on support and management assistance, thus
reducing the risk and famhtatlngﬂ the growth of their portfolio companies.
Incentives are included to assist husinesses that are minority-owned or
located in distressed areas.

A successful BIDCO is expected to require about $6 million in capi-
talization, of which one-half would be a private match. State funds
reduce the risk needed to attract anate investors to provide start-up and
earlier-stage financing. Although the 18t Legislature appropriated $3
million to establish a BIDCO fund, Governor Hickel vetoed $2 million and
no additional aﬁpropnatlons have been made. Both the State and the
private sector have determined that the &L million in the BIDCO fund is
Potdegough to allow an otherwise acceptable request for proposal to he
unded.

~HB 490 would authorize the Alaska Science and Technology Founda- .
tion (ASTF) to make grants to BIDCOs, thus overcoming this funding
obstacle. “Grants would be structured in the form of Interest-bearing
loans.  Credits would be earned to forgive the loans based on jobs and
sales increases in the businesses invested in by the BIDCO.



~Under current law, the ability of ASTF to authorize new financial
assistance to BIDCOs without legislative approval will sunset on June 30,
1996. HB 490 would thus extend the sunset date to June 30, 2000.



FISCAL NOTE

STATE OF ALASKA BILL NO. HB490
1996 LEGISLATIVE SESSION

Revision Date: Department: Commerce and Economic Development
Title: BIDCO Assistance Program BRU:

Component: Alaska Science and Technology Foundation

Sponsor Rep. Bettye Davis
Requestor  Rep. Bettye Davis COMPONENT SERIAL NO.

Expendltures/Revemres
OPERATING EXPENDITURES FY 97 Fyoo FY 99 FYOO FyolL | FYO2
PERSONAL SERVICES i ' ! I

TRAVEL !

CONTRACTUAL
SUPPLIES
EQUIPMENT 1
LAND 4 STRUCTURES

GRANTS. CLAIMS i
MISCELLANEOUS i

TOTAL OPERATING 0.0 0.0

=

0.0 001 001 0.0

= =

CAPITAL EXPENDITURES
CHANGE IN REVENUES

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts

1003 GF Match

1004 General Fund

1005 GF/Program Receipts

1006 GFyMHTIA t

Other ASTF Endowment Earnings

TOTAL. 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY 96) cost: S 0.0

FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS: (Attach a separate page if necessary)
'Zero fiscal note to HB 490. ASTF does not anticipate that HB 490 wiil require any funds from the ASTF endowment
Jinterest income to accomplish the purpose for the legislation contained in HG 490.

Prepared by: James R. Kenworthy Phoney (907) 272-4333
Division: Alaska Science A Ti Foundation Date: February 15.1996
Approved by Commissioner William L Hensley Date:

Agency: Commerce and E#oomic Development

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution in'-m atton, call the Governor's Legislative Office
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Rav»ion Date:
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Sponsor Representative S. Davis
Requestor
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LAND & STRUCTURES
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CAPFfTAL EXPENDITURES 0.0
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BILL NO. HB 490

Department: Commerce and Economic Development
BRU: Banking, Securities and Corporations
Component: Banking, Securities and Corporations

COMPONENT SERIAL NO. 1233
FY 98 FY99 FY0O0 FY 01 FY 02
oo oo oo oo oo
0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0

(Thousandso< Dollars)

Other
TOTAL oo oo oo oo oo oo
Estimate Of any current year (FY 96) cost: $ 00
POSITIONS
PULL-TIME
PART-TIME -
TEMPORARY
ANALYSIS: (Attach a separate page if necessary)
/1

J1 J'--
Prepared by: Willis F. Kirkpatrick, Director,. ' .®XN* >cn 's . Phone: 465-2521
Division: Banking, Securities and Corporations y Date: V- 07~yz~
Approved by Commissioner: William L. Hensley /a"" Date: *3*'Ey- <%
Agency: Commerce and Soyomic Development

PREPARER TO PqﬁVIDEE H &STRIiUTlQN CcoO Ii E TO GOVERNOR'S LEGIiLATIVE OFFICE
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RECEIVED

Position Paper on BIDCOs 20 1990

What art BIDCOs?

Business Investment Development Companies (BIDCOs) are private sector financial Institutions structured
to serve the middle risk market financing businesses through a combination of debt and equity
investments. BIDCOs generally finance a broader range of deals than are eligible for only equity or
venture capital Investment and riskier deals than can be financed by banks doing asset-based lending.
The BIDCO legislation passed by the Alaska legislature was modeled from Michigan where public funds
were matched 2*1 by private Investors to capitalize twelve BIDCOs at $5-12 million apiece. Based on their
performance, most BIDCOs In Michigan have now had a second round of capitalization by banks and
other investors to total more than S200 million (n capitalization.

<6 state funds lower the risk needed to attract private investors to provldtog startup and eariler-stage
financing. The loan is structured In the form ol an intereat-beartng loan with credits earned to forgive the
loan based on the joba and sales increases in the businesses Invested in by the BIDCO.

Legislative and ASTF History

Originally, $3 million in state funds were requested but when the BIDCO Assistance Program was passed
(AS 37.17.2C)) In 1994 only $1 million earmarked from Alaska Science and Technology Foundation
(ASTF) earnings was appropriated. The legislation provided fcr a minimal private Investment of $500,000

match.

ASTF Issued an RFP to form a BIDCO and In October 1995 both flnaJ proposals were turned down
because neither finalist could pledge the minima) $500,000 to launch a BIDCO. Spreadsheet analysis
showed that $1.5 million Is too small a capitalization to cover the administrative expenses of managing
a risk capital Institution and providing the hands-on management assistance required In startup ventures,
processor turnarounds, and other BIDCO client Investments.

At Its February 23, 1996, meeting, the ASTF Board dedded that establishing a BIDCO was sufficiently
Important to its mission to develop the technology Infrastructure of the state that an additional $2 million
m ASTF earnings should be pledged to be matched 1-1 by a private sector. This would provide the
$6 million in capitalization which ASTF believes Is the minimal size to establish a BIDCO.

The Case for BIDCOe
A number of reasons have been Identified for the Importance of establishing BIDCOs:

1. There is a thin Infrastructure in the state which is experienced and able to do probankable risk
capital financing. The growth of an Increasing number of technology-based firms and innovative
natural resource processing firms is limited in a state with flttle risk capital available. It is al90
important to establish firms in Alaska with the experience and capability In putting together debt-
equity deale and the management of such enterprises.

2. Many programs to provide business development capital provide unleveraged public funds with
decision making In the public sector. BIDCOs have the oppoelte Intent; they use public funds to
attract private sector management to risk their own capital and budd a permanent private sector

financial Institution.

3. The state loan Is performance based. Credits to pay off the loon are earned by Increased sales
and payroll In Alaska for the first five years after BIDCO Investment In an Alaskan firm. To
recognize the additional costs of doing deals in Alaska In rural Alaska and the presence of few
minority-owned firms, smaller additional credits are available for those types ot deals. Since no

J*Xi»IDCOfOS
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credits are earned for BIDCO investment In firms which do not increase sales and jobs, there Is
no Incentive for the BIDCO to invest in a business which is not expected to succeed.

4, The cost of BIDCO loans are priced to Insure that BIDCO deals represent investment which would
not have otherwise occurred. A firm whteh could qualify for lower rate bank financing would take
it rather than pay the 20% return on Investment represented by a loan with the expected above
prime interest rate plus additional warrant or equity. The price of a BIDCO loan reflects the higher
reward necessary for a private Investor to accept the higher risk cfa firm with a promising growth
potential but Insufficient assets to qualify for bank financing.

5. The program can be administered In a nonbureaucrafle way. The Michigan experience was to
audit annually the firms to calculate the credits earned through increased payroll In the state and
sales.

Next Steps

In order for ASTF to capitalize a BIDCO, the legislature should amend the ASTF statute to extend the
June 30,1996, sunset provision of BIDCO funds to June 30,2000. Proposed statute changes would also
exempt the BIDCO grant from the $100,000 limitation of AS 37.17.09CKd).

It Is also suggested that the title to HB490 be 'An Act relating to the BIDCO assistance program* to avoid
any misunderstandings as to purpoae.

J70C. BIDCO PC* = 1- 01/JP/H
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MEMORANDUM February 16, 1996

SUBJECT: Sectional Summary of HB 490
(Work Order No. 9-LS1652\C)

TO: Representative Bettye Davis
Attn: Jonathan Sperber

FROM: Theresa Bannister
Legislative Counsel

You have requested a sectional summary of the above-described bill. As a preliminary
matter, note that a sectional summary of a bill should not be considered an authoritative
interpretation of the bill and the bill itselfis the best statement of its contents.

Section 1. Adds a reference to the new BIDCO endowment grant section created by sec. 9
of this bill. Allows the net income from the Alaska science and technology endowment to
be used for the BEDCO endowment grants.

Section 2. Adds a reference to the new BIDCO endowment grant section created by sec. 9
of this bill. Includes BIDCO endowment grants,in the grants that are to be made by the
board of directors of the Alaska Science and Technology Foundation.

Section 3. Adds a reference to grants under the new BIDCO endowment grant section in
sec. 9 ofthir bill. Removes BIDCO endowment grants from the preference established under

the section.

Section 4. Adds a reference to the new BIDCO endowment grant section in sec. 9 of this bill.
Removes the BIDCO endowment grants from the peer review requirement established by the
section.

Section S. Adds a reference to the new BIDCO endowment grant section in sec. 9 ofthis bill.
Removes the BIDCO endowment grant awards from the consistency requirement of the

section.

Section 6. Adds a reference to grants awarded under the new BIDCO endowment grant
section. Removes the BIDCO endowment grants from the fiscal year distribution
requirements of the section.

"y
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Representative Betty Davis
February 16, 1996

Page 2

Section 7. Adds a reference to the new BIDCO endowment grant section. Applies to the
BIDCO endowment grants the requirement, among other things, that the grantor pay into the
endowment a fair and reasonable return from revenue, economic value, or profits derived by

the grantee from the grant project.

Section 8, Extends until June 30, 2000 the authority of the foundation to authorize new
financial assistance under the BIDCO assistance program provisions without legislative
approval.

Section 9. Authorizes the Alaska Science and Technology Foundation to make grants from
the Alaska science and technology endowment to accomplish the purposes of AS 37.17.200.

If 1 may be of further assistance, please advise.

TLB:klb:pl
96-105.klb
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Technology foundation poised for new challenges

10 p 7 u
jr one Ray«nie—
Ais Joitma of immx
H i
aving proventhatitcan nature fledg-
ling high-technology companies, the
Alula Science aadTcchnology Foun-
4 UoabrttdytoadvaiK*tothenea*ageof
ttncdng capital and technology to the stale,

"Alaska U starting to fiM$coe bd&aruc-
tore around whichwe can attract soeai tech-
atlogy based businesses,” tald PaulaKisraut
Dale, ASTFs director of ndminktrafro and
finance. "We've provenwe can do grafe, b*
technology broke tpg— getting people Inter-
etted to the things being developed here is
awother nutter.” a

Robert Hants, ASTFs director oftochnol-
ogy, said the big challenge for ASTP"Is getting
butines1o1 through the doors of banks and
e&er binding sources to get capital.” Harris
laid an entitywithlfie ability tolInksuch start-
up businesses with conventional financing is
not readily available In Alaska. *\\e see our-
tdves developingthe networks and resources
for these businesses," he said.

ASTF, for example, has Issued requests for
proposals frotr. parties to establish a newtype
of market-oriented private financing Instltu-
don authorized by the Alaska Legislature lhal
would provide risk capital and management
aaalsunce to businesses In Alaska.

Known as a«BiB«>|IMhc institution Is
Intemlcdto bridge iljAyp I»etweentraditional

etoos

bank financing and venlurc capital funding,
A subslhillady more slsk

N squire higher returns than banka,illiey
do Hi4 require their Imtsuneals to offec the
expfodve growth and ultimata public offering
ofstddtoettssarytoyleldthesuperhlgh rates
rcJuro |[©ughi byventure capital funds such
u Ihf PoUrlt PuDji , Gdrding to the
foundation's RFP.
Prettmtosry proposals are due May 15,
1995
Qjciici In the Late 1980s to encourage
reaearch and development that would benefit
Aliaska and Its 650,000 residents, ASTF Is
pursuingto mteton with gusto even as foun-
d”on board members search for a «ew ex-
ecultve director. .. i-
fbe search, precipitated by the departure
Ofuecuuvt directorJoltn Slbert In February,
|Sdrawing applicants from some of the best
fechnotogy dtrolopmeni hotbeds Indie cotiii-
uy, foundation offldals say! j :
Meanwhile,theypolnlwithpytilctopro|eds
ihat improve road construction over perms-
frost; strengthen concrete widi wiiste prod-
uct*(mikerural power generation morccffi-
clen, M oos(-cffeclve; create a DNA data-
base for the FBI; and use waste heal to rrraic
a storage alternative lhal brings to mind
ANowWjd N L hg |B 10 i sklmos."
Foundation officials say they are on target
wil|, their goals, having managerl 102 acvc
Rranls during 1994 total|rR go minion |n
projed funding and attracting (2/ i..."«.n In

oM o e

matching contributions. The foundation also
concluded 30 projects during dial fiscal year.
In so doing, the foundation has created die
equivalent of629 direct full-time jobs In Alaska,
according to an Independent evaluation.
Qurrcndy, ASTF Is managing 110 active
grants, Including a few that are generating
substantial royalty check™ for the foundation.
Inaddition, the foundationawarded (350,000

In very small grants to fiscal 1994 to science
teachers statewide. "

"Mostpeopiewouldn’iihinkofAlaskaasa
place where cutting edge research Is being
done.buillUbappentoghere.Acoupleofour
new grantees are on the threshold of doing
greatthings," Rasmus Dede said. "Onegrantee
keeps sending us checks, and theyare rather
large checks."

Butgrants administrationriJrcclor KayPuller
said the real payofftor ASTF Is Inseeing new
huslnessea lake root and grow from die seed
capital stage.

"Ibe Foundation has learned and grown in
providtngguidancetodtese companies, "Fuller
said. "W\, at ASTF, are committed to solving
rural problems In Alaska, and we would love
to see more big picture thinking taking place
in the state.”

Among funded projects Ihal aimtoenhance
or add value to Alaska resources:

» Fowcr Generation from Alaskan Low
rank Coal-water Fuels, LRONFs— Commer-
dal Demonstration Program, (185,330

* Applicability of Siberian Placer Mining
Technology to Alaska, 132,933;

* Biological Mcthodsof Treating Mine Wéste
WaterforCyanideand HeavyVietals, (193,'100.

» Commercial Development of Innovative
Placer Mining Technology, >150,000;

* Construction Uses tor Alaska Coal Ash
199,698;
* Enhanced Resource Evaluation Using
Geochronology, (89,156;
>&HIth-lemperamreDrylngofAlaskanCoals,
(60,056;
* Mined Land Reclamation with Wbody
Browse Specie*, (31,103;
* Potential EffectsofNonhSlopeAir Pollui-
1115 ou Arctlc Vegetation, (363.650;
* Power Generation from Alaskan Coal
Water Fuel, (68,770;
* *rocexd *°r the Removal of Arsenic and
,ron *n Walcri 169,460; and
* Rttcrvolr Characterization for Enhanced
oi1 “omy In Schrader Bluff Pool, Minc
Potnl ~  1300,000.
Another project, “New Refrigeration s.
(cra fo, Run] pish Processing,” uses \\
technology Ihal lakes waste heal from .
Kotzebue Electric Utility and produces in.
tban 12 tons of lce per day for (he common 1
fithing Industry there. ASTFput up (317,
which was matched with 1352,866 In pub.
and private funds. Capital costs are a fracm
of conventional refrigeration, operating con
are low, minimal training is needed to run il
system and no harmful CFGs are used, As1
officials say. >
Not only Is the new system being used .
Kotzebue, but Kodiak and Prince Willui
Sound also u t evaluating il as a lowo
alternative to provide the necessary cold sto.
age to enhance the development of vjlu.
added fish processing, they say.



Alaska Side© seeks fundiﬁg

Finance company may provjcte risk, growth' capital

B?/ Rose Ragsdale
Alaska Journal of Commerce

DJ]capita an energetic
start last yaar, Alaska’ bid
to follow the lead ofMIchigan-
in developinga different type
of finance company, known
as a “Bidco,” has slowed to a
crawl.

Yet the concept, which is
designed to provide capital to
businesses that qualify for
neither venture capital nor
bank loans, has attracted a
growing fan club, including a
group ofAlaska business spe-
cialists who plan to launch a
consulting business next
month under the name
Alaska Bidco.

Meanwhile, proponents of
a law enacted last year that
authorized the creation of
Bidcosin Alaska say theyare
busy encouraging state law -
makersinappropriate the$10

Al°ish\ JouM «J

3kiln

million gaedsd toUunchone
ormore ofthe financing com-
panies.Theyarealso conduct-
ing a series of seminars on
bow Bidcos work.
StevenRohde,a consultant
who helped develop the first
Bidcos, told stoto officials and
business leaders recently the
new type offinance company
is designed to provide risk
and growth capital for busi-
nesses that cant qualify for
bank financing and lack
enough growth potential to
interest venture capitalists.
Since Michigan passed leg-
islation authorizing Bidcosin
1986, Rohde said, 10 have
been created in that state,
including one with a focus on
investing in minority busi-
nesses and another with a
focusooruralenterprisea.He
said the eightstandard Bidcos
were formed with state and
private funds in a 1.6 to 1

of Gw-wcrct-

match; and the-mInoriiy and
rikraT mdoos ftijuired mini-
mum $600,000private invest-
ments. . -

“So far, the stfte of Michi-
gan has fnvested $34.9 mil-
lion in 80 companies through
the Btdcds, and ah additional
$62.3 million in capital has
been attracted for those com-
panies from other sources,”
Rohde said. “But Michigan
has 16 times the population
Alaska Nae. The realistic po-
tential in Alaska is for one
Bidco, maybe two*

WhatmakesBidcos special?

First, they fend to invest
with ldahs atJicfererthan mar-
ket interest rftee, but they
alsoobtain somaequityinter-
est or potential equity inter-
est, such as warrants, in the
companies in which they in -
vest

If they are investing with
public rnnda, they typically
offer a conversion formula
where a company can convert
the loan to a grant by creat-
ing a certain number offtill-
time, permanentjobs and by
generating a certain level of

sales.

Bidcos are also typically run by
people with 10 to 20 years business
management experience, such as
former bank presidents, Rohde said.

Among those the Bidco concepthas
attracted in Alaskais Fred G. Brown,
a Fairbanks attorney and hearing
officer for stoto Workers’Compensa-
tion.” Brown "find Pat Shier, a
Fairbanks auditor, have seized the
opportunity they perceivein the Bidco
law to start Alaska Bidco, a consult-
ing firm tailor-made to fit the specifi-
cations ofthe new financial entity.

“My basic thesis is there a lot of
opportunity in Alaska and if a Bidco
enablesustorealize them, thengreat,”
Brown said.

A Bidco could help him and others
in the consultinggroup pursue lucra-
tive investment opportunities in
Alaska mining, timber, tourism and
transportation in the near future, he
said.

Brown's efforts to pull together a
strongand diverse managementteam
has netted a group with weighty re-
sumes and accomplishments, includ-
ing a mining expert, two CPAs, a
timberexpert,a former state senator,
two former bankers, an economist
and several business management
specialists.

Brown's own background includes
running his own farm in Oregon and
organizinganationa) network offarm
borrowers. A resident ofAlaska since
1983, he said he has served on the
North Star Borough Agriculture Com-
mission where he helped get a meat
processing plant back in operation
and on the board of the Northern
Alaska Health Resources Association.
Brown aaid he also helped negotiate a
contract for Btate public employees,
co-cdited a procedural manual on
workers” compensation, and taught
business classes at one of the
Fairbanks military bases.

John Sibert, executive director of
the Alaska Science & Technology
Foundation, said Brown is the only
Alaskan, so far, who has begun put-
ting together n management team
that could qualify to run a Bidco.

Still, Bidcos have an uphillclimbin
Alaska to gain widespread under-
standing of how they work, Sibert
said.
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THE "CAPITAL GAP

As public policy makers in Alaska struggle to find solutions that will expand the state’s
relatively narrow economic base, they have come to focus on the problem of the lack of
investment capital in general and risk or venture capital in particular.

The national and international lending environment limits access to development and
operating capital for many businesses in the United States. This trend has been magnified
in Alaska due to the small size of the market, a relatively narrow economic base, the
fingering effects of the recent recession, and geographic isolation. As a result, Alaska
businesses are faced with several severe capital problems:

1) Commercial bank and institutional lenders are often unwilling (or unable due to
regulation) to provide long term tending for major capital expansions. Only those
projects that are financially feasible with very short (5 to 7 year) loan amortization
can be financed.

2) Regulatory pressure is forcing some commercial banks to divest bans because
they represent unwanted industry or geographic concentration in the tender's
portfolio. Other regulations force loans to be called because certain rigid
performance criteria are not being met - even though the borrower is profitable
and the loan has a perfect performance record.

)| Many private sources Of venture capital haae.curtailed thar financings of start-up
 c ompanies or have concentrated on a narrow band of industries (biomedical, etc.).
Overall venture capital availability is significantly diminished from the high levels of

the mid to late 1980’s.

This constricted capital environment inhibits potential establishment of both large and
small Alaska businesses. AJDEA’s programs have provided, and will continue to provide,
an essential alternative source of needed capital for these businesses. As a result of these
market conditions, AJDEA will face financing demand from several directions for the
foreseeable future: 1) long term loans and leases for major economic development
facilities (roads, airports, ports, utilities), 2) business working capital, acquisition,
expansion, equipment arid facility loans (either new loans or as a replacement for existing
bank loans), and 3) venture/start-up capital for small businesses throughout Alaska, but
particularly in rural areas.‘[1]

Such capital is badly needed to support both existing business expansions and new
business start-ups, particularly in high growth entrepreneurial business ventures. To solve
this ‘capital gap* problem, the state has created a new development finance program-
Business and Industrial Development Corporations (BIDCOSs).



Patterned after the Michigan Strategic Fund's BIDCO Program, Alaska's BIDCO Program
is an ambitious initiative designed to catalyze the formation of a new industry of private
financial institutes. It will help meet the financing, managerial support, and technical
assistance needs of emerging, small, and medium sized businesses in Alaska.

The purpose of this paper is to provide AJDEA’s Board of Directors with information,
assistance, and advice about BIDCOs and the potential for AJDEA’s involvement with
BIDCOs such that the Board may make informed decisions about AJDEA’s future role and
involvement, if any, with BIDCOs, In addition, a series of general recommendations both
for improving the structure and operations of existing state ‘economic development
finance programs* and for establishing new programs where none currently exist will also

be offered.

A primary working hypothesis of this paper is that state-managed economic development
finance and risk capital programs may never function effectively without having substantial
private sector venture, and venture-type, e.g. BIDCO capital resources available for
coinvestment purposes. Hence, a major emphasis throughout will be on the private
venture capital industry; how it works, and how it can complement state development

finance programs.

Risk or venture capital has become increasingly popular as a solution to economic
development financing problems. Yet, publicly sponsored programs are too often founded
on an inadequate understanding of how the venture capital investment industry operates,
and how it should fit into an overall capitalization continuum at both state and regional

levels.

Economic development infrastructural hurdles, which are particularly acute in a state B<e
Alaska, are too often ignored; For example, ft can be extremely difficult to launch and
sustain entrepreneurial and"advanced technology-based business development not just
because of a lack of risk capital, but just as importantly because of a lack, and/or
ignorance of, managerial talent and entrepreneurial support resources (i.e., accountants,
marketing consultants, securities attorneys).

Both of these resources are critical to a proactive entrepreneurial business development
climate, and must be readily accessible in order to nurture such companies through
successive stages of growth and development if not, companies can feel increasing
pressure as they develop and move to iarger metropolitan areas where such talent and
services can be found more easily.

Then too, the availability of conventional debt capital through banks and related
institutions is almost as critical as managerial talent and support resources. Equally
important is the contribution of risk capital to the development of a vigorous
entrepreneurial business development climate.



This is particularly the case when entrepreneurial companies reach a stage of maturity
where it would make greater sense for them to obtain conventional debt capital rather
than venture capital. Many such private financial institutions are very reluctant to make
loans, to rapidly growing manufacturing or service companies, particularly for working
capital purposes.Thus, a very important downstream source of capital is usually only
available to such companies after the point at which they really need it

As previously stated, no state development finance or risk capital effort is ever going to
be successful in stimulating and fadlitating entrepreneurial economic development without
substantial amounts of private risk capital being relatively accessible to emerging
entrepreneurial companies.

Public policy makers should continue to provide a wide array of entrepreneurial support
and financing mechanisms, while at the same time increasingly concentrating their efforts
on seeking ways to stimulate larger amounts of private risk capital. This can be
accomplished both through- the creation of new sources of capital, e.g. BIDCOs, and
through increased attention paid to investment opportunities in the Pacific Northwest
region by existing venture funds located in metropolitan areas in, and around, the region.

THE ENTREPRENEURIAL ECONOMY DEFINED

Over the past twenty years, the United States economy has been undergoing a major
industrial restructuring. While the primary catalyst for this restructuring process was the
oil-induced inflation of the 1970s and early 80s, increasing competition from our trading
partners and the birth of technology-based products and services in the marketplace

played a major role.

The-bottom line is that during the past -15 years,-Fortune 500 manufacturing companies,
the traditional sources of most of the jobs in our economy,'have experienced a decline
in the number of workers employed in U.S. facilities.

However, the U.S. economy during that same time period actually experienced a net
increase in the total number of jobs available. It is well-known by now that these new jobs,
some 40 million in number, have come from small, entrepreneurial companies which have
formed and grown during the seventies and eighties.

As Peter Drucker has pointed out, these new jobs have been created primarily by ‘small
and medium-sized institutions, most of them small and medium-sized, businesses, and a
great many of them, if not the majority, new businesses that did not even exist twenty
years ago.'[2] From Druckeris standpoint, the most critical driving force behind this shift
in economic vitality-from the large to the small institution—s the advent not of 'high
technology,’ but of 'entrepreneurial management*[3]



‘Management,* says Dmcker, ‘is the new technology (rather than any specific new
science or invention) that is making the American economy into an entrepreneurial
economy. It is also about to make America into an entrepreneurial society.*[4]

In considering economic development based in significant measure on entrepreneurial
companies, however, it is important to distinguish between such companies and what
economist David Birch calls Income substitution' companies.

The difference between the two, according to Birch, is the difference between making a
living and making money. 'If you want to earn a living then you start up a small business.
You get two or three employees and you stay at that level forever. If you want to make
money...you start with three employees and you attempt to make that into 3,000

employees as quickly as possibJe.'[5]

About 90 percent of the new companies which are formed each year are income
substitution companies-the kind that earn a living; the other ten percent are
entrepreneurial companies, and are also creating virtually all the new jobs, ‘lt's not
whether you have a lot of small businesses that count; it's whether or not you have a lot
of entrepreneurial businesses that count Therefore, the climate for entrepreneurial
businesses is what’s crucial to whether or not you grow or decline in the next 10 to 15

years.'[6]
FINANCING™ ENTREPRENEURIAL COMPANIES

Entrepreneurial companies, by -definition seek rapid growth and substantial size. As a
-result they typically have a seemingly insatiable appetite for large quantities of cash in
order to finance their rapid growth. The availability of investment capital in the form of
large amounts of cash is perhaps the most important requirement in fostering a positive

entrepreneurial business dimate.





