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Hiring the pros

Pressure for change began:to build during the

late 1950's. It came from a couple of progressive
Board members, including then-Governor Or-
ville Freeman, public employeces who were con-
tributing to the retirement funds, a number of
legislators, and a few experts in private invest-
ment. A bimariloan desire. for botier fund ner.
formance developed. A législative commission
on retirement funds was formed. Freemar, a
Democratic-I"armer-Laborite, appointed a Re-
publican-dominated industry committee to stuay
the school fund.

The legislative commission started pushing
for establishment of a new, separite, profession-
al state agency to invest the retirement money.
The Board, threatened by this possible loss of 2u-
thority, offered a compromise. The lawmakers
eccepted. Under the agreement, a professional

staff was to be hired by the Board, and in return,

the Board was to be allowed to retain control
over all investments,

Enter Blixt, ‘

The new law setting up the investment de-
partment to serve as the Board's staff went into
effect July 1, 1959, Board members—tricd to find
An older man of conservatuve mein and experi-
ence to head the department. They failed. No one
they sought wanted to jump into what was fren-
erally considered a political and financial jungle
for the $12,500 annual salary that was being of-
fered.

With the position still vacant early in 1960,
Blixt made himself avadlable. dle had spent threo
yenrs as investment counsclor to the University
of Minnesoty and wanted to move into o biysper
leappuo, He was exactly thoe type of aygpressive
younp whippersnapper sonte Doard members

Minnesota Governor Harold LeVander

Senator Karl F, Grittner
Minnesota legislature

Orville L. Freeman
United States Secretary of Agriculture

Thteo who helped
Minnesota
turn pro

had hoped to avoid. But.he was hired anyway,
almost by default.

Blixt figured he wouldn't last long. He stren-
uously opposcd the Board's pet policy of buying
municipals and decided to malte an issue of it
immediately. “Those bonds,” he says,."were of
comparatively low quality from a rating stand-
point, were only semimarketable, and were in
odd lots which d=fled ali nowmael bochkesping,

accounting n— securities handling procedures."

If this be treason—

Blixt recommended at his first Board meeting
that purchase of municipals be terminated per-
manently. To his surprise, the Board agreed. Lo-
cal bond agents who had been sharing in the lu-
crative commissions "accused me of treason,”
Blixt says. But the deeision held, and Minnesota
has not bought o municipal since.

That action marked the beginning of the turn-
around in investment policy. Operating under
existing state law and at Blixt's recommenda-
tion, the Board started selling off the old munici-
pals whenever it could find buyers. Procceds,
plus new monies which came in, were invested
in Iy . mortgapre utility bonds and in federal ob-
ligations at higher interest rates. :

A campaipn also was started to change the
laws and broaden investment opportunities,
With Blixt pushing and prodding, the leprislature
in 1961 permitied gradual investment of up to 40
percent of the retirement funds in corporate
bonds and up to 25 pereent in stoe'cy, In 1963 tho
bond limit was raised to 50 percont, Thoe stoclk
limit woent up to 30 percent i 1065, That siuno
yeur purchase of financoe company bonds was nu-
thorized for the flrst time, So was investment in
short-term eommerecinl paper — up to 5 pereent
of thy funds, The current imaximumsy of GO per-
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cent on bonds and 35 percent on stocks were ap-
proved by the 1967 legislature, as was a new sup-
plemental fund for Minnesota's 900 state and
junior college faculty members.

The supplemental fund, which has just pgot-
ten under way, is expected to total about $1.2
million by this spring. It is Blixt's pride and joy.

Under the law establishing the fund, up to
100 percent of its growth sharc account may be
invested in stocks. Ten percent of the money may
be invested without regard for past corporide
earnings.

“That was a real brealkthrough,” says Dlixt.

Looscning the restrictions

And there wasn't o ripple of opposition, in con-
trast to that day of misgiving about Las Vegas
and Wall Street in 1961.
SBimilar change has occurred in tho school
" fund. Acting at the suggestion of Freeman's in-
dustry comniittee and supported by anew Repub-
lican governor, Elmer L. Andersen, the legisla-
ture in 1961 approved n constitutional amend-
. ment. It allowed investment of 40 percent ol the
fund in corporate bonds and 20 percent in stocks,
Voters overwhelminpgly approved tho wumend-
ment at the 1962 clection,

Highway fund investment has been liber-
alized, too. In 1965 the legislature permitted
placement of up to 15 percent in commercial
paper. The maximum was raised to 25 percent
Inst yeur,

Dlixt instigated many of the chanpes, pro-
moted most of them, wrote a rood share of tho
now statutory lanjuiagre himself, Now 40, Dlixt
fa ghort (6 feet, 8 inches), pudry (180 pounds),
and hag owl-lilto vyes that blink out ut you from




lays. "You cian et a yes m'm for
$6000. I anmt pa‘ ! to do something

mora.” His uig pitch with the
legislature is that state invest-
ments these days must “protect
against 1' ¢ purchasing power
risk.”

Public investments, he tells
tho legisiators, must move more
and more into a "situation that
grows with the econoiny, that
kecps pace with inflation.”

8o far this has meant stocks.
Blixt and the Board have not yet
gonc to Las Vepas. But they
have been going to Wall Strect,

" Up to the limit

Every fund is invested practical-
Jy to the legal limit, for all prac-
tical purposcs, in stocks and
corporate bonds. The $330 mil-
lion corporate bond portfolio
yields an average of about 4.9
percent, almost double the yield
from the government-heavy
funds of 10 years ago.

Blixt is not satisfled with
that, especinlly in view ¢f the
current market. With the wer-
age interest rate now about G
percent, “our bonds over: 'l are

worth aboul 00 1o 52 cents wi the

dollar,” ~ he says. In recent
months, to protect ngrainst this
interest rate rigk, Blixt has de-
manded that bond sellers rminr-
anleu they will nol recaldi their

How Minnesota’s
investment decisions
arc mado

State Investmont board

Tive members: povernor (Harold LeVander),
e Slale audilor (Statlord King), stale leazurer
(Yal Byornson), scerelary of state tlaseph
Donavan), atlotney reneral (Douglas Head),
Created by slate constitution, 1as tinal
aulhonly over investrent of all state funds,
Members seldom have had investment
experience, Falilical contrel ehanyes
frequently, now rests with Kepubhicans, 4 1o
b Meels aboul every tix weeks 10 teview
past Leansactions and Juthdnze new oncs,
based on tccommiendations by State
Investment Department and Adwisory
Commutlee On Ceminion Stecks,

Stata invostmont dopartimant

Statl of eizht, hicaded by Executive Secretary
Robert Uil Employed by toad, Makes
recommendylions (o the Lond, crecules
frades authanzed by 1ns hond, Final
decisions [0 caeicise (ading Juttunty rest

Speailie hants usuatly sel by board on wale or
purthase ohindovaduat stechy. Authunlty tor
frades in corparaie bands and puverniment
sccunbies 18 Lioader,

wilh Bliat, depend on duby mark ol condiions,

Advisory Committoe
on Common Stocks

First appointed by board, at Blixt's suggestion,
In 1961, Ten members, all of viliom are or
were investmenl managers lor large privale
Minnesola financial institutions. Onpinal
members still serving. Hone are dealers, sell
nothing to Minuesola. Members receive no
pay, no expenses, hiael bimanthly 1o 1eview
state's steck portloly, recommend chanpes lo
the Loard, tieetings conducted by Blit,
Commultéa has no legal standing Lut preat
influence; recommer dalions never have been
tejecled. Provdes eapeitise and continuily
olten lacking on board,

Committoo mambors:
NERMON | ARNOTT, prevident ef Tarmers &
Mecnamics Sawings Band, Minngipoin,

FRAMBLIN DRILZE, prosotent of Minnesots Mutusl
Lile Indurance Cumpany, 5L Faul

ROOERT S DAVIS wice prevident ef 51 Paul Fire &
Mavine Imuraonce Conpany,

CAYLORD W CLAKNER, wica prevdent ef il Toual
Campany, 51 Faul.

JAMES © MAREIS rortubive wiee prevedent ol
Martamestern boataral Dank, Minng apulin

JOHN M MAKEIS, wre prevsdent and Liuth iverilmend
oMt el farttern Lty Batianal bans, Lyluth

FRANCIS HASSING invetmant counvel for Ihe
Univeinily ef Mirsesaly

MANWILL D 0T snwertmant efigur fof the LT
lowrdabion, Eaiheiler,

DESALD L 0% IABL wor prevident ol Narthmerlarn
Rabanal Lile boawianee Lompang, Mirorapuin

WORMAN TEFARLIGIR gup, utive veiabary of Ihe
ManArapulin Teachieny hetiwninnl Aviogialin,
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bonds at less than the issued
rate forat lenst 10 years,

The stocle portfolio cost
nhont S160 million and ie warth
abour 3170 milion on paper.
Purchases were made primarily
over the past four years, while
the Dow Jones average was
above present levels much of the
time.

Initially looking for immedi-
ato yield, the Board went heavi-
ly into utilities, and they once
munounted to about one-third of
the stock holdings, Banks and
insurance COI’I‘I.]).I.I'I.!UJ also were
considered ntiractive at the out-
sot,

Purchases lately have been
less and less traditional, In-

creasing  attention is paid to
companies  with  jprrowth and
earnings  potentinl  and  less,

within the limits of the law, to
current yield,

At the end of 1966 about 7
percent of the retirement funds,
for example, were in utilities
stocks, 4 pereent in finaneinl
service companies, 3 percent in
consumer jronds, 4 poerceent in re-
search firms, 3 percont in oil and
6 percent in such durables as the
nuto industry, steel, machinery,
electrieal and cleetronie cquips
mentand transportation,

"IDM, UM, Kodalk, Corninge
Glats, Nerox, Northwest Airs
lines, Docingn, Honeywell, the
chenneal companies = these sro
whit wae'ro ettty into now,”
DX sayn, e adds thit some of
tho stundard blug chip pricoy




havo dropped enough to look in-
teresting again.

Tho basic invcstmcnt Inw’

restricts stock purchases to
companics that have assets of at

least $10 million, meet specified .

carnings levels and have paid
dividends for at lcast the past
flve ycars. No more than 1 per-
cent of the funds can be invested
in any corporation, nor can the
funds own more than 5 percent
ofany flim.

Over the years, the Board
bhas approved a total of 150
stocksfor nvestment. No lavorit-
ism is shown Minnesota (irms,
unless they are at least the
equal of firms clsewhiere in the
same industry. Only about 20 of
those listed arc based in the
state.

All of the stocks listed will
be available to the new supple-
mental fund, Other stocks will
be added for the new fund only.
Tho frst four being considered
by the Board arc Control Data,
Communications & 1lclhtc me-

T e mbl - o |
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.ard, all technically oriented
growth companies with little
current yield but good growth
potential.

Research and service

In its trading, the state follows
policy of getting the best nwnl-
ablo price and the best possible
service, Competitive bids must
bo sought whenever the public
market place is used, If o Minne-
Boln sccurities-handling lirm or
a national firm with & Minnesg-
ta offlce offers the best deal, it
gets the business. Bul not other-
wise. Rescarch assistance also
is a fuctor in parceling out the
trades, since Dlixt's small, sev-
on-member s*atl is unable to do
onourh resen chionils own.

The state nvests throurh
about 100 trading firms. Approx-
imately 50 have Minnesoti of-
fices. Only half o dozen have
their home base in the state.

“Some individuels hivve sugrs
gested that all broleers and dead-
era in the state should share tho
state's  business ol standard
commissions,” Bhxt says. “We

feol that thiy is no more logicud
than havingg the stide purchise
Ite furniture, nutomobiles or othes
or articles nnd supplics through

. people,

‘a completo list of all busincss
given to each dealer. To those

including legrislators
and other public officials who
occasionally aslk him to favor a
friend, Blixt has a stock answer
that cuts them off at the knces.
“Sure,” he says, “I'll bo glad to
do it. And in the annual report I
will add a footnole saying it was
done at your request.”

Blixt's constant interest in
pushing ahead occasionally
causes friction with some of the
older membors of the Board. Ex-
cept for that, however, he is
highly respected by lawmalkers,
most Board members and lead-
ing private investors in Minne-
sota,

Tallsing to both sides

Political control of the Board
has alternated regularly since
Blixt was hired and he scerves at
its pleasure. Bul no attempt cver
has been made to fire him, *
Legislators appreciate not
only his ability as a flnancial ex-
pert but his political awarcness
as well, “Ie tells you all you ex-
pcct him to nbout an issue wnd
more besides,” suys Siwiv Sena-
tor Karl Grittner, "Aud when he
talks to me, he checks in with
the political opposition, too.
And vice versa. You learn quick-
ly to appreciate a department
head like that, You know he's
not playing games,'" Grittner is
floor leader of the senate's Dem-
ocratic-I'nrmer-Labor minority
and o member of the lepisla-

.

ture's retirement fund study
commission, Blixt's allention to

such political niceties has had o
great deal to do with the suceess
of his proposals and those of
others to which he gives his sup-
port.

Blixt has four collere de-
freos: an nssociate of arts from
Waorthington, Minnesota Junior
College; w bachelor of arts from
5t. Olaf Collegze in Northfleld,
Minnesota, where he majored in
music composition, tnole o fow
cconomices courses and dabbled
in the counpus Republican club;
master of seienco from the Uni-
versity of Colomdo, where ho
swilched to business managro-
ment nnd finance; and a bacho-
lor of lnw, ulso from Colorado,
Ho beeamo o chartered Bnancial
nnilyst in 1965,

Ho Jectures frequontly boforo




MINNESOTA STATE PENSION
FUND
FROM PAGE 87

professional [froups. teaches a
cram course for the financial an-
alyst exams, is vice president of
the Twin Cities Socicty of Sccur-
ftics Analysts and will become
president later this year. ITe wis
a church choir director and Sun-
day School teacher, and serves
.as chairman of the investment
committee for the Baptist Hospi-
tal Fund, which operates twoO
hospitals in St. Paul, the state
capital. He is married, has four
children, is prescitiy Duilding
_ an addition to his St. Paul home.
(I must say I didn't have any
trouble getting financing in St
Paul").

Blixt hopes for continued
improvement in tho state's in-
vestment program. He wants Lo
sce cven preader investment in
stoclks and a more limber invest-
ment procedure, He intends to
seok legal authority for invest-
‘ments in real estate mortaes,
tho paper of individual govern-
ment apencics and the new
fonms of corporate debt, He is
working to upprade his stadl,
which is well cducated  but
youn(r, and in some cases inex-
perienced. It is better paid than
most Minnesota 5Lt employ-
ces, but the rates fill short ol
private busingss and make re-
cruitingy of top talent dilfficult,

Blixt's salary has been
raised to $20,000 by the lerisla-
ture, for which he is gratetul. He

The Minnesota ands

Public employeo rotiroment funds $420 million
Corporate bonds . ." 51 percent :
BAOCKE 0. = e me ek e BT 27 per cent

Government tonds 22 per cent

(Contributions from stal

and 140,000 public employees increase fund

capital al rate of ¥ muillion monthly, Invest-

ment proceeds help to pay pensions.)

Permnanent school trust fund #4265 million
Federal obligations . .« + « - 43 per cenl

Corporate bonds, . . .+ « -+ < - 39 per cenl

BtockS 7% 5 5w E mw s ck 18 per cenl

(Fund capital, now relatively slable, derived

mainly from royalties and occupalion taxes

paid by mining firms that develapcd state land

on Mesabi lron Range. investinent proceeds

help to nay current cducation costs.)

Stato troasurer’'s cosh
Federal obligalions,

3 years maximum term. . . . 100 per cent
(Fund is liquid, vize varies greatly, Investment
proceeds appioptiated by teaiglature for cur-
rent slate expenses.)

Highway funds $105 midllion
Federal oblipstions,

10 years mazimum lefm . . . 75 per cent
Short-term corporale noles . o . 25 per cent
(Size of fund varies greatly, depending, on con-
struction season. Fund will frow &3 new $100
million hiphway bond 155uc 15 sold dunng next
5 years. Investment proceeds uscd lor reads.)

Miscollancous funds $25 million

TOTAL $1.040 billion

*“?’““ﬂlm&‘“a._&nm_uﬂh1e.u“:m;{:mW'

lknows he could carn more olse- The members include Woalter
where, however, in salary and Heller, former chairman of the
throuph personal investments, President's Council of llconomic
To avoid conflicts of interest, he Advisors, Blixt chuckles ibout
siys, his personil investments the club. “The members,” he
now are limited to a small in- says, “talkk alot, but I'm not sure
vestment club at the university. how much monuoy we make.” @
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Executive Summary

- The Massachusetts Technology Exchange (MTE) -

“Draft" Final Report to the EDA
For the 12-month Period Ending
June 30, 1976

This "Draft* Final Report is submitted in accordance with terms
and conditions associated with the grant received under the EDA Technical
Assistance Program, Project #99-6-09438.

Results achieved during the 12-rionth grant period compare favorably
with forecasted performance. MNearly 100 small businesses and entrepreneurs
obtained in-depth assistance thru MTE, resulting in 10 new business
formations, 151 new jobs created or saved, and 780 instances of satisfied
client "needs",

The above near-term accomplishments belie the longer-term contribution
to economic growth in Massachusetts. A sampling of eleven firms receiving
MTE assistance during the grant period presently have aggregate annual
sales of $4.6 million and employment of 120. However, within 3-5 years,
these same eleven firms expect to experience aggregate revenues of $90
million and provide employment for 1700 citizens. Without MTE assistance,
the economic contribution from these firms would have been significantly
delayed or lost forever.

In addition to the routine activities of MTE, several new initiatives
were undertaken in response to general problems identified in the operating
environment of small business. Notable in this area is the building of
support for the Massachusetts Technology Development Corporation (MTDC) --
a proposal before the state legislature to provide incentives for private
investment in developing businesses. Such vital risk capital is presently
all-but-unavailable from traditional sources.

MTE has applied the energy and expertise of graduate business school
students and faculty to the revenue generation problems of small firms.
Fifteen such student studies were completed this year and provided needed
market research, new product, corporate strategy, and financial studies
at very low cost to participating firms.

MTE got involved with the Commonwealth's economic development initiatives
for disadvantaged, older cities and towns. For example, MTE assisted the
City of Lynn, hard hit by the exodus of local shoe manufacturing, to
establish a Municipai Developmer.t Corporation (MDC). Lynn's MDC would
provide capital incentives to businesses wishing to relocate or expand
within the city. Additionally, MTE helped organize and run one of a series
of "Survival '76" procurement seminars for local businesses and is partici-
pating in the formation of a Footwear Research Institute that would
investigate and fund innovative approaches to shoe manufacturing.




' State Government's growing recognition of the economic importance
of high-tachnology businesser has caused greater usage of MTE's expertise
by state agencies. MTE particinates in the legislative task force created
to design new state-sponsored capital incentives for busines.. Also,

MTE has become a formal part of the Commerce Department's business
assistance prooram. Finally, MTE regularly contributes to such vital
state agencies as the Office of State Planning and the Legislative
Science Resources Network.

In sum, MTE has made significant progress in understanding the highly
complex process of economic development. MTE participates in all three
phases, viz.:

Business Formation
Business Development
Industrial Expansion.

Historically, MTE's expertise has been in the former two categories. The
past twelve months have strengthened and broadened this exp>rtise, and
MTE's participation is now being sought by public and private institutions
concerned with all three phases of economic development.

Anticipated Growth in Clients' Economic Contribution

Any statistics that summarize the revenues or empioyment created
within a specified time period do not tall the entire story of the economic
impact achieved through use of MTE services. Indeed, small, high-technology
firms rarely remain stagnent in terms of corporate growth. That such
growth is facilitated is the very nature of MTE's services, and the
ultimate impact of MTE assistance cannot be fully adduced until some later
date in the corporate experience.

MTE does not claim to be the singular cause of future success for all
clients serviced. However, MTE, in many instances, provides assistance
at the time such help is critical to the firm's short-term survival. When
so regarded, MTE's services play an important part in assuring that the
longer-term economic benefits of corporate growth obtain.

As an example of the magnitude of these future benefits and to indicate
the incomplete picture derived from a near-term outlook, the following table
details the aggregate experience of and outlook for the eleven firms included
in the previous "Selected Case Studies" section.

Actual Results and Forecasted
Performance for Eleven Selected

MTE Clients
Firm's own ’
Actual, as of Forecasted Results Percentage
June, 1976 Within Next 5 Years Increase
Total Employment* 120 1697 1310%
Total Annualized Sales $4,600,000 $89,900,000 1850%

*includes only employees of client firms; does not
include indirect employment created of subcontractors, etc.




Introduction

In accordance with the general terms and conditions of Project
#99-6-09438 under the EDA Technical Assistance Program, the
Massachusetts Science and Technology Foundation (MSTF) submitted a
“Morkplan" in July, 1975 that specified the performance to be
accomplished by the Massachusetis Tcchnology Exchange (MTE) during
the first six months of this grant. That document alsc provided
definitions for the types of measurable activities involved in
assessing the economic impact under this grant. Subsequent Quarterly
Progress Reports extended the workplan to cover the program for the
entire year and concurrently made appropriate modifications to
anticipated program results by means of a rolling forecast of spec-
1fic accomplishments.

This “Draft Final Report" details the accomplishments of MTE
for the twelve months (July 1975-June 1976) of operation funded under
the EDA Technical Assistance Program. The format and definitions for
economic impact are precisely consistent with thnse cited in the
original "Workplan" and as used in the First, Second, and Third
Progress Reports.

As envisioned in a dynamic program such as this, new opportunities
arose during the year for MTE involvement in projects outside the day-
to-day scope of activities as specified in the original "Workplan".

The resulting initiatives were motivated by problems (both expected
and unanticipated) which were encountered and which appeared to be
more consistent with the intent of the grant. Accordingly, both the
problems encountered and the ensuing initiatives are summarized herein.

Following review, evaluation and comments by the Grant Administrator
for the Economic Development Administration, all comments will be
incorporated into the Final Report in accordance with the Reports Section
of the Contract General Terms and Conditions.




Statistical Results for the Period July 1, 1975 - June 30, 1976

The following summarized statistical information presents the
actual results for both the fourth quarter and for the twelve month
period of the MTE activity funded, in part, under the EDA Technical
Assistance Program. The ro?!in? twelve month forecast results are
also presented in order to provide some guide to assessing the
effectiveness of MTE.

The "economic impact reasures" which are cited below were

fully defined in the original "Workplan", submitted on July 17, 1975,
and need not be duplicated in this report.

Economic Impact Measures

& JActuaI Forecast
pr.=dJdune July - June “July - June
I, Initiatives 1976 1675-76 1976 - 1977
Field Trips 106 656 694
Client Interviews 106 655 685
New Client Listings 28 99 91
Client Ne:ds Fulfilled-*Total 195 780 751
-Technology Transfer 1 2 3
-Business Assistance 65 242 220
-Personnel Transfer 2 7 7
-General Info Transfer 95 454 472
-Financial Advice/Referral 3 75 49
IT. Results
Jobs Created/Saved 22 151 166
New Product Develop. Projects 2 16 22
New Business Formations 3 10 10

*Includes Resources Transferred to both existing and new
client companies.

Comments on the Above Results

Eariy in the program year, it became apparent that the dynamic mode
of MTE onerations and the "unprogrammability" of the new business formation
process made it difficult to accurately forecast the occurence, within
any specified time period, of the "economic impact measures" presented
above. Accordingly, forecast "“Initiatives" have been revised during the




grant year to reflect awareness Jf this dynamic situation and to
provide a continuing realistic statistical hasis for an analysis
of those activities which have culminated in maximum benefits in
the all-important area of economic results, particularly in the

category of “Jobs Created/Saved".

The actual results for the yezr compare quite favorably with
the original program forecast fn the general category of the economic
results anticipated under the grant. These results also clearly
indicate the level of effort which will be required by MTE in a
subsequent program if 1t {s to continue to attain similar objectives.
Naturally, only finite enu-results can be indicated for any specified
calendar period and there 1s no way to quantify those on-going
initiatives which offer much potential for future positive economic
results. The actual case studies presented in a latter section of
this report document positive quantitative results attained on certain
completed initiatives as well as provide an explanation of how the
initiatives evolved.

The MTE staff fell short of its target in several of the
initiative categories because of an unexpectedly high volume of
inquiries for assistance from industry and also due to a loss of some
permanent staff members. To counteract this development, emphasis was
placed on improving the efficiency of client contacts and need-
fulfiliment actions and also on establishing priorities for those
situations which offered yreatest promise of more imminent economic

ay-off. The development of an extensive referral system and client
quatification criteria which permitted a more selective case ’oad led
to increased internal efficiency despite staffing 1imitations. Field
trips/client interviews have proved to be the backbone of MTE's
operations during the year and we believe there is a strong correlation
between the large number of these initiatives and the favorable results
in the Jobs Created/Saved category.




Selected Case Studies

The following case descriptions exemplify the range of assistance
available through MTE and the ciient-specific nature of the activity.
These are not hypothetical situations. These are actual case histories
whose economic impact is reflected in the afore-mentioned results.

TCS Corporation was formed in late 1973 to capitalize upon market
opportunities Tn the telephone "peripheral" equipment business (e.g.,
answering machines, automatic dialers, WATS extenders, call diverters,
etc.). The two founders, between them, had 25 years' experience in
designing, manufacturing, and marketing telecommunications products.
They recognized that a significant opportunity existed for a device

that would automatically divert incoming telephone calls to any other
phone of the receivers' choice. While competitive devices were avail-
able that allegedly performed such a function, their zctceptance had been
severely 1imited due to poor product quality, difficulty of operation,
lack of serviceability, and high initial price. TCS Corporation set
about to design and market a product that addressed the shortcomings of
competitive machines.

Even with the founders' extensive experience, the product design
task turned out to be much more complex than originally envisioned.
The founders' personal financial resources were only enough to fund the
construction of a working prototype that had been tested on a 1imited
geographic scale. The prototype's performance was sufficiently impressive
to convince a local bank to extend a 1ine of credit to TCS, secured by
inventories and receivables: during commercial start-up. Just as TCS
began to achieve market penetration, severe product performance problems
be?an to surface that were the result of unpredicted variations in
telephone-company equipment output.

The results for TCS were disasterous. Most units were sent back
to the factory for "repair". Product revenues ceased while TCS'
principals feverishly worked to redesign the product so as to accommodate
the unforeseen telephone equipment variations. Bank loan repayments
soon ceased, and in June of 1975, the bank called the loan and forced
TCS into receivership. Five production and two professional workers
were in jeopardy of losing their jobs.

MTE learned of the situation in early June. Literally, through
MTE's friendly persuasion and the willingness of the bank officer to "go
the extra mile", liquidation of TCS was deferred until more information
could be obtained to judge the viability of TCS' product.concept. However,
the bank was reluctant to commit additional funds to the situation. In
response, MTE consented to perform some preliminary market research to
assess the volume potential for a properly designed telephone call
diverter. The bank would not be charged for the service.

Working with the bank, TCS' principals, and published refcrence
sources, MTE compiled an independent (and quite positive) market report




on the outlook for telephone call diverters. The report was presented

to management in early September. As a result of the report's positive
findings, the bank decided to fund additional product development by

TCS with the intent of producing a workable design that will be
attractive to outside investors. Unfortunately, while subsequent product
development produced such a workable prototype, investors determined

that competitive risks were too high to warrant market introduction

and the firm's technology was sold tr a competing manufacturer.

Theta-J Curporation. In August, 1974, MTE was approached by an
un-employed engineer who, in his spare time, had developed a solid state
relay (current switching device) that allegedly offered significant
improvements over presently-available desiyns in terms of voltage-
hand1ing capacity and low-cost performance.

MTE referred the engineer to an entrepreneur with extensive start-
up experience in electronic components. The two gentlemen formed a
partnership and began to seek start-up financing. Again on the strength
of MTE recommendations, the partnership was able to establish banking
relationships with one of the region's largest institutions. Bank
credit was contingent upon additional equity infusions into Theta-J.
MTE subsequently contacted a number of potential investors and a
successful p ivate equity placem:nt totalling $130K was consumated that
allowed volume production to begia.

Originally, production facilities were to be located in New l.ampshire.
However, through MTE's friendly persuasion and its respor<iveness to
Theta-J's needs, the principals eventually decided to Tocate corporate
hoadquarters in REading, Massachusetts, and manufacturing in Andover,
Massachusetts. (Both areas of abnormally high unemployment.)

Initial product acceptance indicated that potential demand was
enormous and possibly outside the new company's 1imited resources, Theta-
J sought MTE assistance in locating a larger manufacturer to which a
portion of the manufacttring burden could be subcontracted. MTE contacted
the invention development subsidiary of a large, multi-national conglomerate,
As a result, a subcontracting/l1icensing agreement is being negotiated
between tk two firms.

Theta-J began full-scale market introduction in late June 1975,
Early indications are that potential demand runs well in excess of $§2
million/year. Theta-J presently employs twelve full-time people. Revenues
are presently at the $400,000 annual level with the employment of 25
full-time individuals forecasted within one year,

American Pacemaker Corporation (Bedford, Mass.) In the spring of
197., MTE was apprised that American Optical Co. (a division of Warner-
Lamber Corp.) was qoing to uivest itself of the pacemaker product line,




manufactured in Bedford, Mass. Two firms, one in New Jersey and one
in California, had expressed interest in purchasing the business and
moving 1t out of state, with the prospective loss of 53 jobs in

Massachusetts.

Three individuals, employed at the time by Parke-Davis, Medical
Instruments Division (Waltham, Mass.) cam to MTE upon learning of the
Rwerican Optical decision to divest. Thete individuals were in top
mana t positions at the Parke-Davis division and possessed a type
and level of experience wholly appropriate to the management of the
A/0 Pacemaker Division. These three exceptional individuals could
produce a portion of A/0's asking price for the Pacemaker Division,
but a lirge level of debt financing would be required to consummate a
"deal". 17 such financing arrangements were successful, the Pacemaker
Division would be retained in Massachusetts.

MTE assisted the three entrepreneurs in a proposal for $350,000
in debt financing from the SBA -- a rather large proposal by any
standards in the financial community and particularly large for the SBA.
MTE guided the principals through the mechanics of the loan application
and “nurtured" the application through the approval process.

In October 1975, as a result of MTE's support and expediting of
the loan approval, the SBA granted the required financing and the three
principals took over control of the division, renaming it the American
Pacemaker Corp. (APC). Much publicity was obtained, both at the local
and state level, for MTE's successful participation.

At the present time, APC has met or exceeded all revenue and
profitability forecasts, has significantly expanded its national
marketing force, and anticipates a doubling of revenues and employment
by the end of 1976. APC has been so successful that a major New York
based investment brokerage house has agreed to underwrite a public
stock offering within the next 6 months (a highly unusual occurance in
today's depressed equity markets).

APC's principals maintain that MTE's assistance in the SBA Tloan
approval was a major (and controlling) factor in the fim's continued
operation within Massachusetts.

Loxidata, Inc. (Lexington, Mass.). MTE has been involved with

this firm since its inception about two years ago. Lexidata developed

and presently manufactures a highly ingenious and cost-effective video-
generator system that is compatible with Data General's computer equipment.
Through the use of a single assembly, in the form of a printed circuit
board, Lexidata's devices translate "digitized", electrical-pulse
information into signals appropriate for display on a video screen. The
highly innovative approach employed by Lexidata significantly reduces

the material and assembly costs to manufacturers incorporating video
display capabilities in their equipment.




MTE's fnvolvement with Lexidata has taken a number of forms.
Upon completion of the product development activities, MTE helped the
principals write a business plan directed at securing $125,000 of
capital for equipment and working capital necessitated by expanding
manufacturing neds. An all-debt package subsequently was rejected by
local banks on the basis of Lexidata's short history.

Not to be deterred, MTE brought in an equipment leasing firm that
subsequently agreed to finance Lexidata's acquisition of $70,000 in
equipment purchases (all of Lexidata's requirements) on terms that
were quite attractive to Lexidata. MTE then went back to the bank and
successfully negotiated a loan for $25,000 to Lexidata which met the
majority of capital needs to begin full-scale production and marketing.

In the marketing area, MTE introduced Lexidata to an overseas
1icensign broker that specialized in the joint-venturing of computer-
based technologies in the U.S., and Japan. As a result, both Mitsubishi
Electric and Nippon Electric, major Japanese computer and electrical
equipment manufacturers and U.S. licensees, are interested in licensing
Lexidata's product 1ine for inclusion in Japanese-made computers.

Most recently, MTE introduced Lexidata to a well-known venture
capitalist in New York that invested in some of today's biggest mini-
computer manufacturers. This individual has agreed to invest in excess
of $100,000 in Lexidata to finance continued expansion, contingent
upon the receipt of certain business documentation from Lexidata.

The sum total of MTE's efforts on behalf of Lexidata has resulted
in 10 new jobs, 4 of which were added within the past 3 months.

Ring Saws, Incorporated. MTE's involvement with Ring Saws began
in 1970. The company was formed to manufacture a highly ingenious type
of portable power saw under exclusive 1icense from Italian inventors.
The unique design permits the saw to compete functionally with most
varieties of power saws (e.g., circular, bow, cut-off, and chain saws),
but with significant adZitional advantages incorporated in a single design:

larger depth of cut

se] f-feeding and rediced operator effort
no blade "kick back" or shattering
versatility to cut all common media
rapid blade change

MTE assisted Ring Saws in its formative period by providing numerous
investor referrals that, in part, resulted in the successful capitalization
of the fimm.

Late in 1975, MTE learned that Ring Saws had encountered financial
problems that threatened the firm's survival. A new management team had
been installed that possessed vast experience in portable saw marketing --
an asset previously lacking within the organization. Ring Saws was




entering a refinancing program that would provide funds for product
re-design (to satisfy the requirements of a huge commercial market),
for desparately-needed working capital (to procure critical sub-
assemblies), and to purchase the product patents from the displaced
mana nt team. Burdensome time constraints for refinancing were
required by the patent holders.

MTE reacted quickly. Ring Saw's financial situation was studied
in detail so that MTE could accurately represent the highly complex
situation to the financial community. Indeed, Ring Saw's management
could not afford the time required to identify and "qualify" all
potent’ 1 investors.

Over the course of two months, MTE contacted some twenty potential
investors on behalf of Ring Saws. By the end of February, the firm had
accomplished the major "mklestone" in its refinancing program, resulting
in unrestricted ownership of the product patents, a major roll-over of
short-term debt, and substantial funds for inventory and payables
financing. A crisis had narrowly been averted and Ring Saws was in an
improved position to seek additional equity to finance continued growth.
Eight jobs had been saved and the potentiai for future expansion was
preserved.

Sound Industries, Inc. The product line which piovides the revenue
base Tor SS1 was developod by Bolt, Beranke, Newma:n- Inc. in Cambridge,
Mass. BBN is one of the 1crgest and mrst reputabie acoustical R&D firms
in the world. BBN patented the "Hucher" system, a sound masking tech-
nique, which has many applications in educational institutions, libraries
and in “open landscape" offices in industry. BBN decided te license the
technology and provide technical backup and referrals to SSI.

SSI encountered working capital problems in their effort to
commercialize the technology. MTE assisted them in obtaining financing...
more important, we were instrumental in enabling SSI to produce the
patented "Husher" system with a minimum "front end" capital outlay. A
joint venture was arranged with a local manufacturing concern which was
operating below capacity. As a result of the arrangement, 10 people
are gainfully employed to produce and market the "Husher" product line.

Hass{Ene;gy Corporation, For the past 8 months, MTE has been working
with a Tocal inventor in establishing a company involved in the manufacture

of enerqgy saving devices.

The Mass/Energy Corporation has developed the first power management
system specifically designed for cost saving energy control in industrial,
commercial, institutional and governmental application. The equipment is
constructed from state-of-the-art, off-the-shelf technology. The
proprietory development provides low cost alternatives to the complex,
highly-sophisticated computer-based systems.




The inventor, an MIT scientist, requested MTE's assistance in
structuring a company to exploit the new development. After a
careful evaluation of the technology, potential market, and available
resources, MTE began developing an overall .ian ic develop a viable
manufacturing operation.

Once MTE incorporated the company, three established marketing
groups were introduced to the inventor with the possibility that a
Joint venture would facilitate the technology's advancement to the
marketplace. Two of the groups, Boston Filter Company and Helio
Solar are now actively engaged in acquiring rights to market Mass/
Energy's “Ene Boss" in the retail, manufacturing, office building,
and residential markets. Tnrough an arrangement with the third
marketing group, an introduction to Brandeis University was made. As
a result, Brandeis and Mass/Energy have agreed upon terms for first
installation of the "Energy Boss". In depth ener?y audits are now
being conducted at the Brandeis campus for installation of the first
test cogtr011er; follow-on installations at this local university is
expected.

Through MTE's efforts in facilitating the development of the new
business enterprise, the company has gone through a rapid start-up
phase and should produce their first revenues within three months,
upon completion of the initial Brandeis installation.

It 1s anticipated to hire at least three production employees and
one individual to coordinate MEC marketing efforts within the next few
months.

Diamond Machining Technologv (DMT). Diamond, which offers both
unique hardness and sharp edges of a crystalline structure, is an ideal
cutter for machininc many materials, provided that the diamond is suit-
ably held as part of ¢ tool. Industrial diamond is available as both a
natural and a synthetic material in various mesh and other characteristics.
In many applications the diamond is held in a metallic matrix formed by
hot pressing of metallic powder and diamond blends with custom formulation
to particular applications. The resulting diamond segments are then
brazed to various blanks to form tools such as saw blades, etc,

Independently two separate parties have come to MTE for business
assistance:

a) The developer of a unique maraging steel wire upon which
diamond segments could be mounted to make a new tool of
major significance to the stone industry -- granite, the
hardest stone, is now slabbed by a silicon carbide slurry
and bare wire, with problems including brevity of wire 1ife
(SIC cuts both wire and stone), pollution to the extent of
closing some operations, equipment maintenance (SiC cuts
out bearings), product finish, and cost escalation
(production of SiC is energy intensive and SiC is of greater
value in steel pro“.ction).




b) A small group with expertise in diamond segment formulation
and enterprise intent -- they planned to offer a high
degree of service and custom work, consistent with their
rare skills and smaller group size, to the stone, construction,
optical and microelectronic industries.

MTE analyzed the needs of these two partfes and found synergistic potentials
in their combination. The combined product/market matrix is as follows
(C=conventional, I-innovative, and F-future): -
Soft Micro-

Granite Stone _Concrete 'Glass Wood Electronics
Diamond Wire I I F
Diamond Blade C
Dia. Gaging Heads C

Dia. Flexible Disk

c
c

Dia. Button-lens grind

Dia. Tab tool to place
chip on substrate

Dia. Cutting Tool
Equipment

Currently the parties are putting together their resources and
designing the firm to fit 1imited capital resources. The payoff for
cozmercia]izing this technology is expected to be several hundred new
Jjobs.

Telemetry Systems Engineering, Inc. (TSE). The Foundation began
working wit n Auqust , at the request of Congressman Paul Tsongas.
At that time, TSE was a "Design & Development" Company. Its President,
Anthony J. Petrella, had spent 10 years with Allied Research Associates
and with Avco Corporation as a distinguished aircraft and aerospace
systems en?ineer. Operating out of a small basement office in an insurance
company building in Andover, TSE had established a reputation for innovative
systems engineering in telecommunications for the military and for aero-
space industries.

TSE sought help from the Foundation in its effort to redirect its
previous aerospace arnd defense-related engineering competence to the
solution of industrial control and instrumentation problems, TSE's product
concepts represent unique, reliable, and low-cost solutions to measurement,
instrumentation and data transmission/interpretation in the vehicular
testing, marine and utilities markets.




TSE 1s a classical example of an eéxcellent growth potential situation
being impeded severely by the absence of efficient equity placement
mechanisms and the general unresponsiveness of risk capital. It took over
8 months to raise $100K in a private placement offering and to obtain a
$200K SBA guaranteed loan through a local bank. As a result of the
infusion of capital, TSE has moved to new quarters that are 5 times
larger than fts original offices and now employs 16 full-time and 3 part-
time people. Two market studies have been done by students at the
Graduate School of Business at Northeastern University and the School of
Management at Boston College. The company is now booking new orders at
the rate of $100K/month. The company is on target with its projections
and expects to have gross sales of $20-30 million within the next five
years,

Computer Genetics was started with the help of the Foundation by two
engineers with extensive experience in the aerospace industry. The
founders of CGC have expertise in physics, laser development, real time
computer control and systems technology. The objective of the new company
is to apply that expertise and technology in the pollution monitoring-
control market.

The Federal Government defines heat as a pollutant. By 1978-1981,
all water cooled power plants will be required to submit environmental
impact statements showing cause why each plant should not build a $20-
40 million backtilted cooling tower. One application of the CGC technology
is in the measurement of sub-surface temperatures. CGC has the capability

to accurately measure the heated water discharge (thermal plume) created
by power plants. Present techniques are extremely time consuming,
questionable in accuracy and expensive.

CGC presently has 4 full-time and 2 part-time employees. The company
is operating profitably. The total market for CGC services is estimated
at $75 mil1ion over the next B years. CGC's market share goal is $5 million/
year. Additional sales are expected from the sale of equipment and
1icensing arrangements.

Modatron, Inc. This company was started by ¢ « 'nority innovator
entrepreneur with assistance from the Foundation o... a 12 month period.
The founder of the company developed the technology which is the basis for
the new enterprise. The new company will manufacture and market a programmed
microprocessor (PMP), a very powerful microcomputer system designed with two
of the most powerful microprocessor chips available on the market.

With assistance from the Foundation and the Small Business Development
Corporation in Bostori, the minority entrepreneur has successfully assembled
and tested his microcomputer. Students from the Graduate School of Business
at Northeastern University completed an extensive project which details a
market strateay for the new company. As a result of a Foundation referral,
the company has raised $200,000 to proceed with manufacturing and marketing
of the new technology. Commercialization of the technology will create 20-
50 primary jobs. The company expects to reach $1 million in sales in the
first year and ship an average of 1000 units/year.




'Problems ‘Encountered During ‘MTE Operation

The implementation of MTE's objectives has not been without some
problems that tend to inhibft effectiveness. The problem of growing
client inquiries and the attendent necessity to perform more efficient
screening were mentioned previously, and internal steps are underway
to cope with the burden within the constraints of 1imited staff time.
However, this problem is minute in comparison to more global issues
that inhibit the new business Tormatfon and survival process. The
magnitude of these problems renders them outside the total control of
MTE, yet this has not stopped certain new initiatives which are aimed
at alleviating certain aspects of the problems within Massachusetts.

These global issues are described in general terms below. The
next section on "New Initiatives" will describe parallel initiatives
recently undertaken by MTE that address the problems.

" 'The Capital Shortage. Knowledgeable observers maintain that there
has always been a shortage of capital available to fund-new business
start-ups. If this is true (and we believe it is), then private capital
fo; "pre-start-up" product development activities has been almost non-
existant.

The current dislocations in the capital markets have been well
documented. While all observers don't agree on the magnitude of the
capital "shortfall" in the United States, most do agree that a shortage
of capital does exist and will persist for about the next decade. The
implications of this private capital shortage, coupled with cutbacks in
Federally-sponsored private industrial R&D, are severe for the growth of
new, high-technology enterprise. New business start-up siiuations are
rare indeed today as the limited pool of private capital {5 allocated
toward an increasing number of lower risk, higher return alternatives.
Less R&D is being performed, in real-dollar terms, with an adverse effect
upon technology spin-offs into commercial usage. Finally, entrepreneurs
and innovators must rely exclusively upon personal financial resources to
fund the "pre-start-up" product development activities that the necessary
precursors to new enterprise formation.

MTE has recognized an opportunity for government to perform a highly
useful (indeed, critical) role in the process of technology commercializa-
tion. By providing appropriate capital incentives, covernment can intervene
in the private capital allocation process and induce earlier and greater
private capital participation in the process of new enterprise development.
This can be done without violating government's public interest mandate
and with no net outlay of public monies in the long run. World-wide
precedents exist for such a governmental function, and the Massachusetts
Technology Development Corporaticn is the result of two years' research
for just such a mechanism to exist in the Commonwealth,




 Ravenue Generation Problens of ‘SmiTl Conpintes

I't fs axiomatic that emaller ¢irme suffer from a lack of resources,
not the least of which are the time, money, and expertise required to
secure accurate, detailed information ‘on new 'ﬂrket.'-b%rtunities to
which the firm's technical expertise can be applied. ntified market
needs are the only proper motivations for new product development, and
the criticality of accurate marketing information prior to and durin
the product development phase cannot be over estimated. The 1imited
resources of small firms make equally limited the options available to
procure market intelligence. Accordingly, major commitments of corporate
resources are made on the basis of poor market perceptions and often
only the "gut feel" of the entrepreneurs.

Regardless of size, a firm's revenue base is the handmaiden of
continued success. For the smaller firm, accurate information on new
market opportunities is made difficult by the firm's limited resources
of time and money. Often, the firfm is not even aware of new opportunities
within 1ts own geographical area. Also, a consideration of product
licensing or overseas sales opportunities is left undone, due to a lack
of time or knowledge regarding the mechanics of such investigations.

This is unfortunate, since such revenue-producing tactics, once in place,
can provide unusually high contribution margins, relative to the actual
manufacturing and distribution of goods in the domestic marketplace.

MTE has undertaken new initiatives to bring more marketing expertise.

to small firms by tapping available talent that will work essentially
free of charge.

Industrial Design Requirements of Smaller Firms

The importance of creative, cost-effective packaging, attractive
corporate logos, and the exterior appearance of products is vastly under-
estimated in terms of the impressions made upon potential customers.

Small firms must use "all the tricks in the book" to establish their
competitive posture in the marketplace. Unfertunately, industrial design
issues are usually last on the 1ist of options considered by smaller firms
to express their distinctive competence.

If industrial design services could be had on a no-fee or contingency

basis, the use and effectiveness of such marketing tools could be greatly
enhanced. MTE has undertaken just such an initiative.

Problems of Ecoromically Disadvantaged Areas

The Governor of the Commonwealth has embarked upon a publicly-stated
economic policy of "growth from within" that focuses upon the existing




industrial and resource base uifhihjthe State. Particulnr:atfgntioﬁ
is to be devoted to “reyitalization” of the older cities and towns.

MTE is encouraged by this publicly-stated policy and will attempt
to use..its expertise in promoting economic development activities that
‘directly create new job-opportunities within the economically dis-
advantaged areas. A three-staged attack is envisioned on the complex
set of problems facing these older areas:

(A) Comprehensive economic planning designed to
coordinate state, regional, and municipal
long-term growth patterns.

(b) Physical infrastructure (transportation,
utilities, land use, etc.) improvements
intended to upgrade the quality of life
and work in the area.

(C) Economic development initiatives that will
generate new employment in new industries or
in older businesses that have redirected their
markets.

MTE can apply its expertise most productively in the latter stage
above. If monies are made available for this purpose, MTE can use its
access to technological and business talent, making such resources
available for planning the rejuvination of existing industry.

MTE's experience has been that many businesses within the disadvan-
taged areas are closely-held family enterprises that suffer from
antiquated facilities, high labor-content products, a poor financial
condition, and a lack of incentive and know-how to risk product diversi-
fication. "Economic development" in such an environment requires an
infusion of fresh talent, backed by financial incentives for market
diversification. MTE has the "people resources" at hand to orchestrate
such a program. Presently, mechanisms are being explored to effect proper
coordination among all public and private interest groups and to seek both
planning and implementation funding.

Legalities of Incorporation

A step that all new firms must undertake, the process of formal
incorporation can take on varying degrees of expense and complexity,
“depending upon the knowledge (and ethics) of the legal counsel involved.
In actuality, once a knowledge of the state's incorporation statutes are
in hand, the process should be "painless" and simple.

MTE has acquired such a familiarity and is in a position to help its
clients through this formality, at a minimum of expense and time.




Qualifying Technology-based Small Companies for MTE Assistance

. Over the five year operating experience of the MTE, there has
been a gredual change in the approach used to contact prospective
clients. These changes have resulted from a continuing assessment
of the needs of perspective clients, an evaluation of alternative
|"rnt cg'mt-’u well as limitations of NTE staff imposed by funding
constraints.

Initially, WTE personnel operated as active "field agents" to
stimulate mew business enterprise and to assist in the preservation
of existing small enterprise. The field activity was modeled after
the “county agent" approach developed by the U.S. Department of
Agriculture extension services. Field calls were made on a random
basis on small companies in the energy, biomedical instrumentation,
electronic, computer and software industries. The emphasis in the
field activity was to bring technology into small companies so as to
enable them to generate new revenue and hire additional people. As
a result of this effort, the MTE gained exposure, developed a broad
base of valuable resource contacts and established credibility.
Equally important, it was determined that technology was not the
‘only element in the "exchange process". People, capital and user

nd are also critical. However, without "high risk" capital, the
elements will not come together and the process will be deferred or
aborted. The Massachusetts Technology Development Corporation (MTDC)
represents an initiative to implement the "exchange process" and
factlitate the process of business formation. That initiative was
described in an earlier report. Additional progress has been made
on that initiative. It will be described in a later section of this
report.

With the increased number of referrals that have resulted from
the MTE's on-going activity and additional new contacts with
innovators/entrepreneurs, it has become clear that, with the 1imita-
tions of a small staff, a more focused effort was needed in the field
activity. The approach that {s being utilized to achieve that "focus"
is described in the initiative that has been made with the Massachusetts
Department of Commerce 2nd Development.




New Initiatives Related to Identified Problem Areas

The legislative proposal (House Bill 455, Senate Bill 111) to
establish the Massachusetts Technoloqy Development Corporation is the
result of two years' research into capital stimulation mechanisms for
technology development in other countries and the United States. The
MTDC proposal is particularly timely, in view of growing national
capital shortage (especially in the area of capital available to new,
high-technology enterprise) and the chronicaliy depressed state of
the Massachusetts economy.

An exhaustive description of the MTDC concept is included in
Appendix I. To summarize, MTDC provides financial incentives to induce
the earlier and greater participation of the private financial community
in the process of product development 1eading toward new enterprise
formation. MTDC would operate as an independent, non-profit, public
corporation, yet would possess all of the professional and managerial
aspects of a private financial institution, MTDC's financial incentives
would take the form of quarantees to private investors during the
product development phase of new enterprise formation.or, less prefer-
ably, direct financing of product development in order to demonstrate
commercial feasibility to a skeptical investment community. In return,
MTDC would require continuing royalties on sales of successful products
and all resultant industrial activity to remain in the Commonwealth
for at least fifteen years.

MTDC is unique from other organizations world-wide with similar
expressed purposes in two key respects:

(a) The economic impact of development projects is given
consideration equal to th. prospects of financial
pay-off. MTDC's purposes are public purposes and
thus allows it to assume a risk posture more oriented
toward a project's job creation potential and less
inclined toward profit maximization.

The use of guarantees has no historical precedent

in the stimulation of technology development. More
than serving to utilize private financial resources

to the fullest, the guarantee mechanism induces
existing business and technical expertise to actively
participate more frequently and at an earlier stage

in development projects. In contrast, other organi-
zotions world-wide pursue a policy of directl
contributing an average of 5%3 of a project’'s develop-
ment cost.

Conservative forecasts using the historical performance of similar
organizations show that if MTDC were to receive $500,000/year, as start-
up financing for the first five years, 1100 new, direct manufacturing
jobs, $5.5 million in state and local taxes, and 22 new firms with
aggregate revenues of $21 million annually would be created by the end
of year 10. Moreover, MTDC would be totally self-sufficient at the end




:of this pcriod lnd could cover 111 |dn1nistrat1ve and 1nvestlent
expenditures out of income from prior tnvestments.

; Initiatives that have been taker by other countries strongly

| affirm both the need and workability of the MYDC in Massachusetts.

{ In Japan, the MTDC legislation was translated into Japanese and enacted

' on a national scale. The resultant Japanese Venture Enterprise Center
(VEC) 1s a consortium of government and industry “subscribers" that
collectively fund the development of new technologies which are
subsequently "placed” within the organizational framework of "chosen"

| member firms. VEC has sold subscriptions totalling $3.6 million to

_l approximately 200 firms, and, at present, 16 "development" situations

| are in the process of being funded. Amazingly, all of this activity

- has transpired since the summer of 1975.

The policy of the Japanese Government to undertake "direct measures"
to develop and commercialize technology so as to stimulate the process
of business formation and create jobs was reaffirmed by the Principals
of VEC during a visit to Boston in March 1976.

Fred Markey, a Deputy Commissioner of the Massachusetts Department
of Coomerce and Development, requested that the Foundation host the

VEC group on their visit to Boston. The group was led by Dr. Tadeo
Kiyonari, a Professor at Hosei University, a Director of VEC, and one
of the leading figures in the venture capital community in Japan. The
areas of primary interest of the Japanese group were as follows:

1. The organizational and financial relationships
between the venture capital community in the
United States and technology-based start-ups.

Techniques which are used by venture capitalists
to evaluate and assess innovations which are
developed by innovator-entrepreneurs and which
serve as the basis for technically-oriented new
enterprise.

Future prospects for technically-oriented start-
ups including a discussion of some proposed
mechanisms in this country to facilitate the
process of business formation.

The debate over the availability of "high risk capital" continues;
"high-risk capital" is essential to create new technology-based enterprise
or to commercialize technology to enable on-going business to generate

new revenues and thereby hire more people. Some: observers maintain that
there has always been a shortage of capital to fund technology-based new
enterprise; otﬁers contend there is sufficient capital available, but it
is improperly allocated. This latter view is the basis for the axiom,
"When capital is needed it is not available...when capital is not needed

it sl




Review of a current real b&siﬁes§ ﬁnse is iﬁﬁtrucfive Is_to how
lack of risk capital stalls the enterprise, causing the community to
miss a chance for jobs and an industry to miss an efficiency gain.

The Syncomp Operating System

A Case Study in the Impediments to Technology'Comnercillization -

The computer age arrived approximately at mid-century and almost
immediately it was evident that any industry, whose main business was
processing information, would be overtaken, in technology, by the modern
digital computer, Two of these industries in which it was anticipated
that the impact would be early and severe, were the newspaper and
graphic arts composition industries. While these two businesses had
common equipment interests, their fundamental problems differed in
important ways. Roughly the newspaper tndustry succeeded in its
confrontation with the computer, while the graphic arts composition
industry did rot. The latter, which recently employed thousands of
workers within the Massachusetts economy, is divided into book
compositors, 2dvertising typographers, financial printers, specialists
in legal typesetting and firms that service the scholarly journal,
periodical and magazine market.

A recent attempt to consolidate six major producers in the Boston
area revealed the present economic agony of the graphic arts composition
industry, primarily caused by its poor response to the computer.

Although its troubles are frequently interpreted as due to the cost

of labor and inflation in the present business environment, the real
crisfs is technical and the conditicn can be flatly ascribed to
inadequate technical leadership, as represented by trade associations

and traditional equipment suppliers. Demand for the products of this
industry increased throughout the period of its technical/economic crisis.

The response (o technical challenge by equipment suppliers was
narrow, in the view that an opportunity existed to market computer age
"entry level" equipment as "computerized typesetting". The actual
technical reach of the computer, as a new prime mover of information,
that would soon find means for completely electronic typographic compo-
sition, was ignored in the rush to market "reinvestment in typography"
as financial and equipment packages, that became known as "turnkey
systems". Such hybridized computer-typesetting systems did not address
the central problem of the industry -- the cost of its product to the
customer,

The real value of the digital computer was to be that of a means of
lowering cost, primarily by employing it as a tool of the human mind to
increase productivity of a highly professional labor force, which here-
tofore had been chiefly occupied in mindless manipulation of symbols.

Not only is the digital computer good for mindiess manipulation, as a
clerical assistant, it has other more important abilities as a perceptual
and modellina tool to extend the reach of a professional.




et ' SO RThE sigggas.gp%rlting System, developed by Caulfield Associates,
_ incorpora’ se features and has been in pilot commercial operation

in the competitive world of textbook composition, for over three
years. The specific implementation of Syncomp has erabled the system
to create products for the graphic arts industry ac/a manufacturing
cost that 1s two thirds its previous cost, with no decrease, whatever,
of 1ts qualitative or diversity standards. Basically this is accom-
plished by introducing the full power of the compute: to the existing
qualitative craft environment. The resulting increas? in labor
productivity lowers the overall cost of labor by about fifty percent,
but not the income of the highly qualified craft professional.

Technically, the Syncomp System is a high performance Turing
machine superimposed on the normal modality of a fourth generation
computer installation, with massive storage capacity. In operation
the system is virtually human in its rationality and biological in
its generative power of infinitely diverse typographic composition
products. Artificial intelligence features of Syncomp are contained
in a surface language and stored knowledge about the micro-universe
of typographic composition. Its output drives a video typographic
compositional device (existing machine) which in turn utilizes digital
fonts (also existing). The practice transforms the traditional

industry to the purview of the newer more comprehensive world of data
base management.

Technically, great leverage would accrue from funding Syncomp
because development is already complete (elsewhere and at great expense)
on the video typographic compositional device and the digital fonts,

Timeliness of risk capital, in this case, would have caused a ret
saving in capital needs of the book publishing industry in this
community. Local typesetting/printing firms jointly bought available
equipment, lacking awareness of the Syncomp effort, at a cost of
approximately 5 times Syncomp's capital need. Yet this jointly purchased
equipment amounts to only a stop-gap measure to aid declining profit-
ability and would be completely obsoleted by Syncomp's advancement.

Programs with Local Business Schools

A number of local schools of business administration require
intensive field work or study projects as part of the graduate curricula.
The degree to which these projects relate to "real-world" problem-
solving has a proportionate effect on the educational experience. Un-
fortunately, there is little coordination of these projects, both within
and between graduate schools. Moreover, faculty have a difficult time
finding the desired quantity and quality of research topics.

MTE views these required field projects as resources to be used by
small firms. Certainly the price is right, and if firms are willing to
devote the time, the payoff may be in-depth marketing intelligence that
will materially affect the management decision process.



Accordingly, MTE has initiated field project programs at the
graduate business schools of Boston Coliege and Northeastern University.
More schools 111 be contacted as warranted by the quantity of potential
projects. Working with the schools' faculties, MTE will select some
of its clients as candidates for student field projects. Projects will
Jdeal with identified client needs, mostly of a marketing or financial
planning nature. Students will select those projects which appear most
interesting and, working through MTE, establish contact with the small
firms to specify the content and output of the project. At the end,
the firms will receive a final report detailing the findings and
recommendations of the study team, and the students will obtain course
credit for their efforts.

Thus far, MTE has successfully organized 18 student projects aimed
at providing critically-needed information and analyses on topics
affecting either individual fir.. or communities. A1l involved in these
cooperative projects feel that it was a most worthwhile exercise, and
future student projects are planned for the spring of 1976.

In one instance, a student project identified market opportunities
to which a declining firm in the shoe industry could direct its manufac-
turing expertise. A doubling of revenues was the reported result for
the firmm. In another Tnstance, a student project investigated the
mechanics of Federal economic aid to a community under various programs.
The information obtained provided a catalyst for the community's
solicitation for economic aid to the proper Federal agencies.

Program with the Massachusetts College of Art

In a manner similar to the initiatives with local business schools,
students at the Massachusetts College of Art will receive course credit
for solving industrial design problems of selected MTE client firms.
A?lil’l. the service comes fre2 of charge, and the firm's only commitment
will be the time allocated to working with students in order to specify
the design problem and judge the results,

Initiatives with Economically Depressed Areas

MTE's second level of activity concerns its desire to become a party
to any programs designed to relieve problems in the state's economically
disadvantaged areas. As mentioned before, these programs would have three
basic elements: comprehensive economic planning, physical infrastructure
improvements, and grass-roots economic development (1.e., new employment
creation). MTE does not possess recognized expertise in the first two
categories. However, MTE strongly feels that the strategic components
of economic development initiatives should include the promotion and
fostering of new industries within the affected areas. If a portion of
the overall development monies can be set aside to promote new industrial
formations within the disadvantaged areas, MTE is convinced that it has
the resources and expertise to bring about new industries and/o» the
redirection of existing businesses, based upon the commercialization of
technology.




Two initiatives are already underway that address the problems
of economically disadvantaged areas:

(A) The City of Lynn

The Lynn Department of Community Development (Lynn DCD) contacted
MTE nearly 9 months ago in its effort to redirect its economic base
into more viable industries as well as to suggest various options to
assist on-going small businesses presently operating in Lynn.

Industries in the City of Lynn have historically concentrated in
the shoe trades. The effects of Imports and lTower labor costs in the
southern U.S. have decimated many Lynn-based manufacturers. In
cooperation with MTE, the Lynn Economic Deve-opment Office launched a
mailing campaign to all 200 manufacturers. This campaign was to inform
businessmen of the types of Federal assistance available and to solicit
their further interest if eligibility for federal assistance could be
determined. About 20% of the firms responded positively, and MTE is
assisting the city in judging the eligibility of both individual firms
and the city itself under the Trade Act of 1974.

Assistance to On-going Small Business - At our request, the faculty
at the Graduate Business Schools at Babson College and Northeastern
University have had graduaie students conduct studies on small businesses
in Lynn. The focus of the studies is to suggest alternatives that will
enable a business to redirect its resources to reverse present declines
in revenue or to suggest alternatives that would enable a business to
exploit a new market while utilizing existing plant equipment and
expertise. Several of the studies are especially noteworthy.

Student studies, under the guidance of MTE, have pointed out the
varfous assistance options available under the Trade Act of 1974.
Students were also assigned specific "market opportunity identification"
projects for Lynn-based firms. MTE has formed an Advisory Board of
economic development experts to advise the City of Lynn in their economic
planning efforts.

Lynn Municipal Development Corporation - In order to have an identity
for economic development, activities such as utilization of Section 502
Loan Program of the SBA, the "Lynn Municipal Development Corporation" was
formed with MTE assistance, effective June 1, 1976 ( a copy of the
Articles of Organization is included in the appendix).

Lynn DCD/Footwear Research Center (FRC) - For many years, Lynn was
the shoe manufacturing center in the U.S. This project was initiated by
MSTF to restimulate that industrial base, given the fact, ‘that the relevant
expertise and technology still resides in the general community. Professor
Charles Collazzo of Northeastern University, who has written extensively
on the footwear industry, is working actively on the project. The first
meeting to launch this effort was held with key personnel at the U.S. Army
Natick Labs, the Clothing, Equipment and Materials Research Center for the
U.S. Military. It is anticipated that a Footwear Research Center in Lynn




will create approximately 150 jobs and serve as a vehicle to develop
policy, initiate demonstration projects, and bring in public capital
to revitalize the shoe manufacturing industry in this area.

%*nn DCD/Trade Act of 1974 - Our involvement in this project arose
thro scussions w au Iward of the Boston office of the

U.S. Department of Commerce International Trade Program. Title II of
the irade Act provides economic adjustment monies to firms and/or
communities that can prove positively that they have been adversely
affected directly as a result of increased imports in certain industries.
We are serving in a coordinative role on this project and have
recommended expert counsel through a top Washington law firm,

Survival '76 Lynn - We have worked actively with Lynn DCD in
preplrin? Tor this seninar which was held on April 20-21, 1976 (announce-
ment 1s included in the appendix). It was modelled after the Survival
'75 seminar at Wellesley College which was a huge success. Ninety-three
small businesses and twenty large purchasers participated. Our
initiatives were responsible for nearly 50% of the small business
attendees. From the seminar $1.5 - 2 mi1lion of incremental local small
business revenue has resulted. One additional Survival '76 seminar is
scheduled at another location,

(B) The Cities of Lowell & Lawrence »

These two cities have suffered irreparable economic setbacks as a
result of the declining New England textile industry. In cooperation
withithe local office of the Fifth Congressional District, MTE has begun
an "educational campaign" to inform local leaders of the types of
assistance available under the Trade Act of 1974 and the EDA programs,
as well as the eligibility requirements to receive such aid. Strong
interest has been demonstrated in these programs, and the Office of State
Planning has become involved as a result.

Revenue Generation for Technology-Based Small Companies

Overseas Sales Representation. MTE has established working rela-
tionships both with the U.5. Department of Commerce's local International
Trade Specfalist and a number of private overseas trading brokers. These
have provided invaluable help to a number of MTE clients in their efforts
to set up exporting procedures and overseas sales representation. At
least six MTE client firms have experienced substantial overseas revenues
as a result of MTE referrals.

Licensing of New Products. Product 1icensing arrangements present
two-fold Eincgits to the smaller firm, Outside 1icensing of in-house
technologies can allow the firm to accrue additional revenues which can
immediately contribute to profit margins. Once a licensing agreement
{s consummated and engineering support has been provided, resultant
royalty income necessitates 1ittle or no related expense on the part of
the 1icensor. Alternatively, the 1icensee of new technology can derive the
benefits of new product 1ine revenues with a minimum of product develop-
ment and marketing expense.




MTE's efforts in initiating cross-1icensing agreements for {ts
clients have taken three basic forms. As one tactic, MTE is presently
in the planring stages for two product licensing seminars that will
educate small firms in the particulars of such agreements and identify
organizations that can assist small firms, efther as licensees or
licensors. These seminars will be sponsored, respectively, by the SBA
and by the Smaller Business Association of New England.

The second tactic involves the solicitation of licensable products
or processes from the area's larger firms that might be of interest to
smaller firms wishing to diversify or augment their revenue base.

While this tactic has certain inherert problems, not the least of which
15 the "not invented here" syndrome, successful agreements can mean the
difference between the mere existance and major expansion of a small firm.

The third tactic is part of MTE's on-going "need matching" activities
on behalf of its client firms. Whenever possible, MTE attempts to
transfer technoloay between one client firm and another. In at least
two instances in the recent past, this has resulted in successful
licensing arrangements that have contributed to the revenue base of both
firms .nvolved. At present, another such licensing agreement is in the
works between a firm specializing in coaxial, multiplexed data telemetry
systems and a firm manufacturing burglar and fire alarm systems for
office buildings.

Sponsorship of Survival '76 Conferences. Many smaller firms suffer
from a lack of awareness of market opportunities in their own "backyard".
The purchasing requirements of larger firms in the area, 1f known in
specific, can represent major opportunities for those small firms with
enough initiative to acquire such a detailed knowledge, Often, however,
the size and complexity of larne-company procurement requirements can
frustrate even the most agqressive sales efforts of small enterprise,

In response to this apparent underutilized opportunity, MTE partici-
pated in the organization and management of a seminar entitled "Survival
'76", similar to the very successful Survival '75 seminars. Large firms
(procurers) and small firms (suppliers) are brought together in a
practical, interactive exercise designed to facilitate the matching of
procurement needs with small-firm capabilities. The appendix contains
additional documentation on "Survival '76".

MTE Designed Standard Formnat for Incorporation

When a firm decides that it is appropriate to formally incorporate,
a number of problems ensue, not the least of which are the expense ($1000 -
$2000) and "synthetic" complexity imposed by the legal professfon. Since
this is an issue common to all firms, MTE undertook to eliminate much of
the mystery and confusion from the legal incorporation process by developina
a more-or-less "standardized" check 11st and format that is applicable to
the majority of incorporation situations. Now, by working with MTE, the
incorporating firm requires minimal leqal assistance while covering all
of the steps necessitated by law. The result {s a substantial savings in
legal fees.




Mr. Bob Freedman, MTE Field Representative, is principally
responsible for this effort. An outline of his "incorporation
format" is contained in the zppendix. Only an outline is shown,
since the exten’ of his documentation is too large for total
inclusicn in tlie report.

MSTF/Massachuserts Department of Commerce & Deve]opment (DCD)

1. Referral Program - Shortly after John Marino was appointed
Commissionar at DCD, a program was initiated to reorganize the
Department. As part of that reorganization, the state was divided
into five economic regions, each of which has a Director. Deputy
Commissioner, Hugh Redford, was qiven overall responsibility to manage
the activities in the 5 regions and develop policy tc implement DCD
programs. Cosmissioner Redford has designated the MTE as a "resource
that can be called upon frequently to assist companies with growth
potential®. It is his contention that the MTE operates in a sector
in which a substantial part of the future growth in jobs will come
in Massachusetts. Fred Markey, the Deputy Commissioner, whose
responsibilities include “Special Projects”, has also solficited MTE
help in assisting technology-based small companies, noting that DCD's
capability was 1imited in this area. These initiatives have already
produced a number of referrals.

2. Economic Development Advisory Council - The MTE was invited
to sit on this Council. ?Ee Councll was organized and 1s chaired by
DCD Commissioner John Marino. It consists of an assemblage of
individuals from the public and private sectors with expertise in
economic and industrial development. The purpose of the Council is
to review operations at the DCD and to recommend changes in the struc-
ture, decisions and programs at DCD,

3. Task Force on Capital Formation for Economic Development - The
Capital Task Force was established by the Governor In response to the
New England Regional Commission's recommendations for capital and labor
market stimulation in New England, Chaired by DCD Commissioner John
Marino, the Task Force will investigate specific capital formation
mechanisms and offer a legislative proposal package by June 30, 1976.
MSTF sits on a sub-committee of the Task Force, in the area of new
technology/new enterprise financing.

Initiatives with Other Agencies in State Government

1. Office of State Planning (OSP) - We maintain reqular contact
with OSP especially in the area of economic planning. One such contact
that {is significant resulted from our participation in the MIT Wednesday
Morning Breakfast Group. At one meeting, OSP submitted a Statewide
Economic Development Planning Proposal. OSP sought out MTE to comment
on and to suggest approaches to implement the programs relatina to the
early stages in the process of economic development. The program




initiatives were included ir the draft of their monograph "Towards
a Growth Policy in Massachusett .

2. Legislative Committee on Science & Technology - Dr. Chandler
Stevens, Uirnc!ﬁr. has soTicited our expertise and contacts within
the technological community. Dr. Stevens is responsible for
marshalling scientific knowledge as an input to the process of judging
the merits of legislative proposals. MSTF can assist in the area of
technical studies organization and ad hoc task force creation.

New Product Development Activity

1. KTE helped plan and present a Small Business Association of
New England (SBANE) "50X50* Program Seminar in new product development
methodologies. In cornjunction with BuckTey & Co., MTE brought in
three product situations as case examples for seminar participants.

As an aside, one of the situations may ultimately find private financing
as a result of exposure during the seminar.

2. With the British Consulate-General (Commercial) in Boston,
the MTE has developed a working relationship in which the National
Research & Development Corporation and major British companies make
available know-how and capability on technology that is available for
manufacture under license in the U.S. A similar relationship has
been made with the Innovation Development (I1.D.) Conseil in Paris,
France.

Solar Energy Research Institute (SERI)

MSTF's unique relationship with the local technical, academic,
and industrial communities is a major resource employed in New England's
proposal for SERI -- a project to be funded by ERDA, beginning in 1977.

MSTF has assumed a major role on behalf of Massachusetts in the
identification and commitment of appropriate personnel and facilities
for SERI. Also, MSTF will have a significant input to the concepts
proposed for SERI's management and organization, as well as being
1nv?lv§d in the "technology transfer" function, should SERI come to New
England.

The deep involvement in this important regional proposal effort is
indicative of MSTF's credibility and reputation for "getting the job
done" within local political «nd technical circles. Certainly, 1f New
England's proposal is selected by ERDA, the economic payoff to the
region will be well worth the Foundation's intense participation.




APPENDIX I

Documentation for the Massachusetts Technology Development Corporation

This appendix includes:

1. Executive Summary of "A Proposal for Funding Support
to establish the Massachusetts Technology Development
Corporation”, a document prepared by MSTF. The
éntire document may be obtained from MSTF at a charge
to cover reproduction.

Written Testimony, submitted to the Joint Committee
on Commerce and Labor, The Great and General Court of
Massachusetts, February 19, 1376, in reference to
House Bi11 455 and Senate Bill 111,




I.

I'HE MASSACHUSETTS TECHNOLOGY DEVELOPMENT
' CORPORATION

= A Proposal for Funding Support -

Executive Summiry

Public sector direct fiscal support of private research
and developmen't is enormous and has grown to become a well-
entrenched national policy. Capital assistance to fixed assct
expansion of established firms, while not as large, is also an
accepted government policy. Unfortunately, few publicly-
sponsored mechanisms have come forth to assist in the "middle
ground” of developing industries based upon commercialization
of R&D results.

The type of capital implied in this effort is not "venture

| capital” in the traditional sense. Even in the go-go days of

venture investment, situations had to demonstrate a working
prototype, superior management, and the beginnings of market
acceptance in order cven to be considered. While it is widely
agreed that venture capital has all bui disappeared from the
financial scene (and indications are that it will never return
to the previous levels), this circumstance only serves to
exacerbate a situation whereby technology commercialization is
totally reliant upon the financial resources of the innovator
or his corporate employer.

The resultant economic benefits of increased employment and
productivitv are considerations too close to the public interest
to allow the commercialization of technology to remain the
exclusive province of capricious forces in the private sector.
Publicly-sponsored capital stimulation incentives are required
to make private resources, both managurial and financial, more
effective in the procesa of technology commercialization.

The mechanisms of the proposed Massachusetts Technology
Development Corporation (MTDC) will perform just such a stimulative
function. Through the option of guarantees of a portion of private
investment, MIDC will serve to attract more private capltal earlier
in the process of product development. than would be available
without such incentives. As a last alternative, MTDC will provide
direct financial assistance to promising projects in order to
demonstrate commercial feasibility to skeptical private investors.
Rather than supplanting private investment, MTDC will operate as a
fiscal stimulus to induce the carliest possible private participation.




MTDC cannot hold equity in private corporations. In return
for financial assistance, MTDC will require that all aid be repaid
through contractually determined fees or royalties on sales and
further require that a continuous royalty income be paid to MTDC
which shall be reinvested in new development projects. Finally,
any MTDC-sponsored development project will be required to main-
tain subsequent industrial activity within the Commonwealth so
the benefits of increased employment and tax revenues can accrue
to the citiver y.

Public sponsorship of technology commercialization is nct
unprecedented. 15 major countries and one U.S. state have sucl
organizations in place. The historical success of such organizi-
tions bodes well for the future of MTDC. However, MTDC is methc-
dologically distinct from predecessor crganizations through its
encouragemsnt of maximum private participation at the earliest
possible time. Moreover, the guarantee mechanism is without
precedent and offers a greater multiple of effectiveness on public
funding.
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MTDC will not pursue a profit maximization philosophy.
Rather, the prime objective is to achieve the benafits of increased
employment and tax revenues through the successful commercialization
of technology. Even under this public-interest mandate, a $3.5
million public investment in MTDC will allow self-sufficiency in
10 years and produce the following projected economic henefits in
the same time period:

A

New Jobs (Direct) 1100

i Mew Corporate Sales Revenues $21,000,000 annually
New State and Local Taxes $5,500,000 (total, 10 years)
New Firms Crcated 22

Accumulated income to MTDC over the first 10 years is projected at
$2.4 million and will be sufficient to allow recpayment of all
public monies. While the $3.5 million 10-ycar public investment in
MTDC is judged the minimum necessary to achieve a suhstantial
economic impact, larger investments for MIDC start-up operatic:s
would produce proportionately larger economic benefits.-

Indeed, few government-sponsored economic develcpment
initiatives can boast such an impressive (and permanent) economic
impact derived from such a small public expenditure.
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THE MASSACHUSETTS TECHNOLOGY DEVELOPMENT
CORPURATION (MTDC) S
(Synopss)

‘The_Need

e Public sector provides billions in support of R&D (on the one
hand) and financing for established businesses (on the other):

Financing for new enterprise developmen* is left to the private
sector, nainly the entrepreneur himsel, (see attachment).

® Recent shrinkage of private equity and "venture capital" markets
stifles the formation of new enterprise, and the job potential
of new industries is lost forever.

e Massachusetts 1s particularly dependent on industrialization
of new technologies for new job creation. Some of our largest
corporations (Digital, Polaroid, Raytheon, Data General) resulted
from successful commercialization of technologies since WNII. In

today's capital climate, these large empioyers would never have
gotten started.

Purpose of MTDC

e Hasten and multiply the incidence of new product development
and new enterprise formation which will result in new local
industry and thus new jobs.

@ Through the use of incentives, stimulate earlier and greater
venture investment frcm traditional private financial sources,
as well as private individuals, institutions, and industry.

® Not profit maximization but maximum economic return to the

Commonwealth (new jobs, new tax revenues, etc.) while attaining
fiscal self-sufficiency through continuing royaliies and fees.

The Pioff to Massachusetts

o A $3.5 million public "investment" in MTDC over the Ist 5 years
of operation will produce:

1100 new direct jobs (10th year)
$21 million annual sales of new corporations (10th year)

$5.5 million new state and local taxes (total, 10 years)
22 new firms (end of 10 years)

® More importantly, the "seeds" of new, permanent, and growing

industries will have been planted that wi

continue to arow '
contribute to the State's economy.




@ In addition to the above, continuing royalties and fees
to MTDC will allow repayment of ail public monies and
further allow MTDC to achieve financial self-sufficiency.
Thus, MTDC presents no net cost o the taxpayer, in the
long term.

Organization

® MTDC is an independent, non-profit, public corporation
(similar to MHFA and CDFC)

@ Governed by a 9-man Board:

Economic Affairs {ex officio;

Admin. & Finance (ex officio

Massachusetts Science and Technology
Foundation (ex officio)

Six Appointees by Governor

o Executive Director and small expert staff will manage day-
to-day operations. A1l investment decisions must receive
Board approval.

Operating Policies and Mechanics

e Product development proposals will be submitted by entre-
preneurs and receive an initial expert review by MTDC staff.
Staff expertise will be augmented by an informal network of
advisors who will lend assistance and counsel in areas of
detailed technical and business knowledge.

® The burden of proof rests with the applicant to demonstrate
that private financial assistance is unavailable without
MTDC participation, that the proposed project has a reasonable
chance of commercial success and, most importantly, that the
project will make an important contribution to the Massachusetts
economy (new jobs, taxes, coroorate revenues, etc.).

e Upon approval of the Board, T/)U has two basic options for
providing financial assistance {o development projects:

1. (Preferred) A guarantee nf a portion of private
financing. MTDC's guarantee exposure is limited
to a maximum of $300,000/project. In no instance
would MTDC guarantee greater than 80% of outside
private investment.
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Through the use of guarantees, MTDC offers
incentives to private {nvestors by limiting
thefr "downside risk" and inducing more
management participaticn and technical
expertise into a project than otherwise
would occur.

2. Direct financial assistance, up to a maximum
of $150,000/project.

® In return for financial assistance, MTDC will require that
the applicant contractually commit to:

1. Repay MTDC's financial assistance through
royalties on sales or a negotiated fee.

2. Provide continued ‘royalty or fee payments
over and above the initial financial
assistance.

3. Maintain a substantial portion of industrial
activity in Massachusetts so long as any
financial obligation to MTDC is outstanding.

@ MTDC will not take equity in any firm. Moreover, its
orientation toward risk will incorporate a consideration
of a project's economic payoff to the State, as well as
potential project profitability. This is a different (and
more constructive) orientation than pursued by private
{nvestors alone.

Funding and Fiscal Responsibility

o The "7aith and credit" of the Commonwealth is not pledged in
the contractual dealings of MTDC. Any obligation of MTDC is
a claim only upon MTDC {tself.

® MTDC cannot issue bonds. Initial funding for MTDC can only
come from state appropriations: public and private grants.
Continuing income will be derived from royalties and fees paid
by successful development projects.

Precedents ‘and Support for MTDC (Sampling)

® Successful publicly-funded technology development and
investment mechanisms exist in Graat Britain, France, Japan,
Germany, and Canada, among others.
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o Comnecticut Product Development Corporation (CPDC)
enacted in 1972, with $10 miliion in bonding authority.
After start-up delay of 2 years, CPDC has funded 6
projects with inftial royalty payments already.received.

o The EDA and Federal Bureau of Standards has expressed
o | strong interest in MTDC as an "experiment" in technology
: - commercialization and job creation. Since both funded
initial start-up expenses of CPDC and MTDC is substantfally
different, equal levels of funding ($400-500K) could be
made avai.able to MTDC.

o NERCOM recommends expansion of CPDC concept in all New
England States. MTDC is similar enough fn intent to
satisfy this initiative.

Sample of Supporting Organizations:

Boston EDIC

Mass. Business Development Corp.
Middlesex Bank

Arlington Trust (Lawrence)

:edenl Reserve Bank of Boston

- AIM

Many private firms in Massachusetts
SBANE

1

) . - )
o dJapanese "Venture Enterprise Center" created in July, 1974

as "carbon copy" of MTDC. Already funded at $3.2 million,
Japanese "VEC" has sponsored 6-10 development projects.




APPENDIX II

Articles of Incorporation

Lynn Municipal
Development Corporation
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APPENDIX 111

Documentation - Survival '75 - '76 Seminars




AFVALRS ANV

KNOW?

Large New England corporations purchase
over S2 billion worth of goods and services
each vear. 50% is purchased outside of New
England.

Lk
WILL YOU
BE THERE?

SURVIVAL ’75

SURVIVAL '75 presents a unique opporiun-
ity for small businesses to learn how to gain
a larger share of this important market.

meat of Commerce and Develop-

tts Scienee and Technology Foundianod Andover Development and Industrial

al Commission, Congressman Michael

HOW?

More than 20 of the larzest munufaciurers in
New Ensland and covernment representatives
will participate in SURVIVAL "735 10 tell you:
® What they buy

Who does their buying

of New England, Massiachusetts Dey

Their delivery requirements

SURVIVAL ’75

Sponsored by: Greater Lawrence Chamber of Commerce, Haverhill Chamber of Conunerce,

Their quality requirements

OCTOBER 27& 28

Greater Lowell Chamber of Commerce, United States Small Business Administration, Smaller

Committee, Greater Lawrence liconomic and Industri

Harrington, Congressman Paul Tse
B

Business Association

ment .Eass;n'h use

OFFICIAL BUSINESS

PENALTY FOR PRIVATE USE, 8300

)
&

AND...

IHow a small business can sell their products

- L ; to the ziants.

&pun
\

—




Thé- conl‘c'rc’r’icc "\i'ill'l meet from 9 am. to

4 p.m. on Monday and Tuesday. October 27
and 28.

WHERE?

On the brautiful campus of Wellesley College,
Wellesley, Massachusetts; casily accessible
from Route 128 (Routes 9 or 16 cxits West)
an¢ the Mass. Turnpike (Route 9 exit East) at
t": juncture of Routes 16 and 135. Registra-
ion is at the Jewett Arts Center.

£ v

Newton

Necdham

2 \iles

PARTICIPANTS

AVCO Corporatlon, Di;l{il Equipment Corporation,
Gillette Company, Hewlett-Packard, Horicywell Cor-
poration, 1. T.&T.. Pratt & Whitney, Raytheon Corpo-

s fusen, Mursaleer

wiclintes, Western Fleetrie Cﬂlﬂpﬂﬂy

— - — - - ey s e et

® A schedule of workshops is planncd to al-
low cvery small company participant to
talk ‘with representatives from ten large
corporations on Monday, and ten diffcrent
companics on Tucsday. This is a practical
conference designed to maximize the inter-
change of usablc information, with the
overall goal of stimulating the' region’s
cconomy.
Registration and coffce will be located at
the Jewett Arts Center from 9 to 9:30 a.m.
Monday, followed by a short welcome and
introductions. A buffct lunch will be served
each day.
SURVIVAL *75 will wind up with a brief
summary from 3 to 4 p.m. Tuesday, of the
critical factors in sclling to lurge companies,
and a conference evaluation. Conference
costs are S5 per person for two days, $30
for one day, including all fees and lunches.

SCHEDULE

MONDAY, OCTOBER 27
9:00- 9:30 Registration, Coffee
Jewett Arts Center
9:30-10:00 Welcome/Introductions
10:00-12:00

Workshops
Founders and Pendleton Halls
12:00~ 1:00
1:00- 4:00

Buffct Lunch
Workshops
TUESDAY, OCTOBER 28
9:00-12:00 Work<hops
12:00- 1:00 Buffe. Lunch
1:00- 3:00 Workshops

3:00- 4:00 Wrap-Up
Jewett Arts Center

COORDINATORS
Herbert Oshan 475-3251  Don Gardner 631-3629
In cooperation withh the Office of Special Projects,

Wellesley College, Margasay Lalferty, Dircctor —
235.0320 exl. 688,

—— — g -

O YES, I WANT TO BE THERE!

October 27 and 28

... POSITION. . .....4:cc0es

ADDRESS..... ...

Stieet/Number

TYPE OF BUSINESS . ...

..BUS. PHONE . ..

[J $55 for both days

Encloscd is my check (Payable 1o SURVIVAL 775)

O $30 for onc day

which covers all conference costs, including regis-

tration fee, tuition and lunches

)

) Tuesday,Oct. 28

'75. Box 1975, Wellesley College, Wellesley, Mass. 12181 '

Registration will be limited.

27

0] Monday, Oct.

Please indicate which day you will attend.

Detach and mail with check to SURVIVAL




lrﬁam"Neii('Eriil‘ind manufacturing corporations purchase over $5 billion worth of goods and services

~ each year. Over $2.5 billion is purchased outside of New England. If only a fraction of these purchases
were captured by local suppliers, significant new revenue and jobs would be generated and the regional
economy boosted.

SURVIVAL '76

A conference which provides an unusual opportunity for smaller businesses to learn how to gain a
larger share of this important market and o chance for major contractors to find new locul vendors.

HOW?

Twenty four of the largest corporations in
New England both manufacturing and service
industries and government agencies will par-
ticipate in SURVIVAL '76 to explain:

® What they buy

® Who does their buying

® Their delivery requirements
® Their quality requirements

AND...

How a smaller business can sell its products to
the piants, as well as to each other.

WHEN?

8:45 AM to 4:30 PM Wednesday June 16 and
Thursday June 17,

SURVIVAL 76 is open o any Company, re-
WH En E’ pardless ol size, mierested i domg business
b with the twenty-Tour nujor corporitions ad
with over 100 other participants attending
On the beautiful campus of Phillips Academy,

located off Route 28 (Main St.) Andover,
casily nccessible from 193 and 1-495, Repis-

tration und the program will be in the Samuel ¥
F.B. Morse Hall. oo OYOU ®




AR s AN A e ARG e

" Follows the successful format of the SURVIVAL *75 conference held at Wellesley College, October 27
and 28, 1975 and the recent SURVIVAL '76 seminar in Lynn, Mass. April 20 and 21, Here's what
some participants had to say about these meectings:

E s

“This was the best conference of this nature |

have attended so far.”
- Jack M. Shannahan, Purchasing Supervisor,
Northrop Corporation

“I am confident that our company will benefit

saleswise as a direct result of Survival 75, not

only from the corporations represented but

through contacts made with other business-
men attending the affair,"’

— David R. Hallett, Vice President,

Scandia Plastics, Amesbury, Mass.

“The concept and format of the conference

was cxcellent and enabled buyer and seller

to get their interests known to cach other in
a more efficient and persc. .al manner.”'

- John J. Cleary, Senior Ruycer,

liek Corporation

“After all, contacts and phone numbers are

the name of the game, and in two davs [ got

information’ it might otherwise have taken me
months to get hold of. "'

Kurt Dexter, Director of Marketing,

Innovex Corp., Bedlord, Mass.

“I think it has been helpful in learning about
companies and opportunities we  normally
wouldn't pursue. 1t has saved us a ot of time
and money in zeroing in on potential business
with a bonus of having names to contact,”

Melvin W, Tracey, Sales Manager,
Lytron, Inc., Woburn, Miss.

“An exceptional way of introducing a better

channel of communication between compa-

nes. "

— Valerie Robinson, Freedom Electronics and
Engineering, Dorchester, Mass.

“It was an excellent oppornnity to meet dif-

Jerent  corporations, and (o get into  the
door,"

John Van der Wal, President

Van-Wal Michine, Inc.

Franklin, Muass.

“"Congratulations on another good effort this

year . . . Your conference should be ‘re-

quired reading After all there is alot
happening here in New England. . .

Richard Heym, President

Envirodesign, Newton, Mass.

THE PROOF OF THE PUDDING

AS Ioany procurement assistance activity, the ultimate effectiveness of SURVIVAL 75 must be
measured in future business generated by contacts and leads developed at the conlerence and agpres-
sively Tollowed up. Alter three months, a survey ol the participating companies revealed that:

60% of the companies reported new sales directly resulting from SURVIVAL '75

The average value of the contracts was $10,000, with at least one of $30,000

Over and above the actual contracts signed were twice as many proposals pending

One company reported new business with 15 of the 20 major corporations

IUis estimated that over S1.6 million of new business already has been generated and between
83 and $4 million by the end ol the year




NAME 3. i et e b o POSITION £

e L R T R T A R .

BERM e e L s bae hasa o erenirr it oam ==t e lephonel:.:

R Y P e TN

ADDRESS

L At S T T R T P T

Street/Number City/Town SI:I[L:' 3 Zip

PRODUCTS/SERVICES o L bea s ng s iidn i Nosof Employeesisdd sivins i
Enclosed is my check (Payable to SURVIVAL ’76) O 75 for both O 540 for one
which covers all conference costs and lunches days day

Please indicate which day you will attend O Wed. June 16 O Thurs. June 17

Detach and mail with check to SURVIVAL '76 c/o Phillips Academy. Andover, Mass, 01810.
This is a tax deductible expense.
As Attendance will be limited, early registration is advisable.

— — — — — — — — — — — — — — — — — —— S— S— S — —

SURVIVAL 76

What distinguishes the SURVIVAL format from the usual trade-fair gathering is the scheduling of
small groups of participants into classrooms for half-hour seminars with the purchasing officials of
twelve different major corporations cach day. The schedule is formal enough to insure efficient use of
time, yet flexible to allow maximum personal interchange. The days are demanding, yet rewarding.

LOOK WHO’'S COMING TO ANDOVER!

The following major corporations will participate: Aveo Systems Division, Compugraphics, Dennison,
Digital Equipment Corp., General Dynamics Quiney Shipyard, General Electric Acrospace Instrument
and Mechanical Drive Groups, GenRad, Gillette, GTE/Sylvania Electronic Systems Group. Hewlett-
Packard, Honeywell, L.LB.M., Itek, Norton Company, Raytlicon, RCA, Swectheart Plastics Div, of
Maryland Cup, Wang Laboratories, Western Electric, and more,

WILL YOU BE THERE?

Il so, detach and mail registration form along with your check to SURVIVAL 76 c/o Phillips Acad-
emy, Andover, Massachusctts 01810, The cost for making personal contact with 24 major corpora-
tions and over 100 other solid business prospects is only $40 per day or $75 for the entire two-day
program. If interested in displays, please contict the coordinators,

SURVIVAL 76

Is sponsored by a broad coalition of business, banking, and government agencies all working together
to help stimulate the regional ecconomy. Initial Sponsors include: Andover Suvings Bank, Arlington
Trust Company, Bay Bank/Mcrrimack Valleyv, Compugraphics, Congressman Paul . Tsongas, General
Electric, GenRad, Gillette, Lawrence Feonomic and Industrial Development Commission, Massachus-
setts Department of Commerce & Development, Massachusetts Science and Technology Foundation,
Smaller Business Association of New England, Union National Bank, U.S. Small Business Adminis-
tration, Wang Laboratories, and the Chambers of Commerce of Greater Lawrence and Greater Lowell,

Is coordinated by: Herbert M. Oshan and Donald W, Gardner, Jr., who may be reached at (617) 475-
3400, ext. 121, for further information,




“As you know, I heartily support your efforts
to stimulate the New England economy by
opening up sales opportunities for smaller
firms with major contracrors,”

— John J. Marino, Conunissioner
Mass. Dept. of Commerce and Development

SURVIVAL °76

“Often the biggest problem facing business representatives is wading through
the maze of divisions, departments and titles within a large corporation to
get to just the right buyer’—Electronic Business, Nov, 25, 1975.

S HL iy - -

If you would like to learn how to do business with 24 corporations such as
Digital, General Dynamics, Gillette, IBM, Raytheon and Wang Laboratorices,
and over 100 additional potential customers in two days, SURVIVAL 76

may be just the ticket for you.

Will you be one of them?
June 16 & 17

SURVIVAL '76

c/o Phillips Academy
Andover, Massachusetts 01810
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APPENDIX IV

MTE Designed Standard

Format for Incorporation




Outline of MTE Legal Incorporation Format
(by Robert Freedman)

g T

ST I

Fi7e:3 COT

I. Mequired Governmental Porms
;;ﬁﬂ-n. - Application for Federal Tax I.D. Number
) : B. Application for Mass. Re-sale Tax Exemption I.D. Number

3 C. Mass. "Articles of Incorporation"

L) B i

I1. Papers Normally Lcawn up by Lawyer

Fo5

A. Minutes of First Meeting of Incorporation

&

¥ B. Minutes of First Board of Directors Meeting

C. Agreement of Association

AN U

D. Corporate By-Laws, Including Reference to Appropriate
IRS Taxation Statutes (e.g., Section 1244, Section 1377/
Subchapter "5", etc.)

. .

Note: All documents above are on file at MTE and are
available for inspection.
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Introduction:

Morgan Guaranty Trust Company of New York sincerely believes
.he State of Alaska has the opportunity for the first time in the
past 100 years to diversify its economy through a well thought out
esconomic development programewhieh—shou;d—diigéﬁzzgithe_ﬁcnnomy.
This development program must involve the State Government's admin-
tstration and the Legislature, Native Corporations, and private
commerce, industry and finance.

But this opportunity, as we all know, can be fraught with
+roblems, selfishness of vested interests, and the results. of bad
mapagement. It is important to minimize these potential threats to

» s-cessful development program. Ve believe that this can only be

ione by ensuring that the financial, economic, and legislative

«_enents, necessary to commence the development program through the

““a‘e of Alaska Permanent Development Fund, be firmly set in place

+d with reasonable consensus. Only in such a way can the foundation,

i which the Permanent Development Fund must sit and rely, be strong

snough to allow for the success of this rare economic diversity

d2velooment opportunity.

Consequently, in the past six months we have started educating

surselves on the laws of the State, the opportunities and guideline:

o

ostabl ished by the Native Claims Act, and the economy. This educacional

vrocess will continue certainly through 1976. However, at this t_me ve

5¢fer our idens, suggestions, and some analysis. Tnis analysis 1s

“{ef, but essential. It primarily involves a credit commentary of
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the State and questions relating to revenue and economic development
concepts and management. We also provide some suggestions about the
Municipal Bond Bank. We explain our suggestions ebout the proposed
constitutional amendment creating the Permanent Fund. And, finally,
we embark on a discussion of the Permanent Development Fund.

We realize we are from the "lower 48" which has a history
of telling Alaska and its people how it all should be done. What we
offer is suggestions based on our experience in the public financial
sector and private capital markets. Our task is to try to be of
service, even at the risk of drawing conclusions and imparting suggestions
which may be controversial or may be critical. We hope our forth-
rightness will be judged based on the value of truth behind it, not

oy its face and first impression.

Credit Commentary (Report Appended)

We are not comfortable with Alaska's present fiscal situation.
And we understand neither is the Commissioner of Revenue and the
present government. But neither are we comfortable of mortgaging the
“ature, by spending today future oil revenues. Fisral responsibility
‘s essential in Alaska. Just as we are experiencing in New York,
other Fastern States and certain cities in the "lower 48", we think
Alnska can and must learn from some of Lhese follies. We are heartened
“/ the upproech which the present Alaska Administration is taking to
“elturn Lo u balanced budget and shortly thereafter to considerable

urpl unoey,




However, we want to caution that the debt per capita must

be reduced and the size of government, especially in personnel, should
not rise. Governmental bodies can no longer rely on the debt markets

to fund their priorities. Governments cen no longer expect note sales
to be refunded by long term bonds for the bond market is not always
receptive. Nor can Governments continue to rely on medium or poor
quality management. We have seen what many years of bad management

has wrought in Government operations and with it more and more people

on Government payrolls. Unless and until Alaska can balance its budget,
reduce its per capita debt, generate general fund surpluses, and implant
top quality management, there will not be the opportunity for a successful
Permanent Development Fund, for it will nol have the strong foundation

necessary for its operations.

Municipal Bond Bank (Report Appended)

The Municipal Bond Bank is conceptually & good vehicle to
ussist many of the Alaskan communities in having access to the debt
markets. However, the Alaska Municipal Bond Bank has some serious
deficiencies. They are bond anticipation note auwthorization, State
moral obligation which is a dead issue in the market plece, and no
Jtate control. In fact, the Alaska Municipal Bond Bunk's deficiencies
nceent the lack of management and control we are experiencing in many
rovernments and feel exist in Alaska. It appears e¢vident in the State's

igeal situation, its present development prcegrums and the Hond Bunk.

“ore importantly, the lack of management and control are having con-
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sicerable negative impact on government debt issuers' ability to

arrange financing.

One Commission for Caspital Allocation and Control

We believe it mandatory that the State establish one commission
to be responsible for the following areas and details:
1. LAuthority over all debt authorizations -- by the State

with general obligation debt; by the 3tate's agencies; by those muni-

cipalities who issue apart from the Bond Bank; end by the Bond Bank.

2. Authority over the priorities for all spending. Without
this number 1 would be non-operable. Total capital Allocation Authority.
3. Management and financial controls in terms of accounting
and monitoring systems of all in number 1 above. Standurd accounting
practices must be universally adopted. The State must have the authority
to audit the books of all government units.
L. The State must schedule all public sales, regardless of
the issuing unit. The State must approve all offering circulars, which
must be uniform.
9. With numbers 3 and 4, the State must establish and manage
& local government financial advisory group for fiscal and debt management
and to assist in the day-to-day operations of local subdivisions.
Through such a department in this State Commission, the State's financial
managers would know the financial conditions of all the subdivigsions
and would not be called on to bail out a subsidiary, which bail-out may

have substantial {mpact on the State's own financianl condition. The




Stave would know the financial demands being put on the subdivision.
This fiscal management and control commission would have an
enormous task &nd equally enormous power and responsibility to all of

Alaska's constituents. While we believe in smaller governmeut payrolls,

we feel that the creation of this commission will absorb other depart-

ments, divisions and commissions presently existing, and in the long
run provide for better operations and minimal net increase in people
working in government.
One may notice that we equate the State Government and its
fiscal and management responsibility to a large private commercial
and industrial corporation. The State is the parent and head office.
Its ngencies and local subdivisions are its subsidiaries. A subsidiary
out of control and not supervised can bankrupt the parent. It is
nappening in many parts of the "lower U8". Bub in North Carolins and
south Carolina very strong and wide sweeping capital allocation and
management control commissions have proven very successful and operable,
We realize these suggestions may sound shocking and may be awesome
to fulfill. Indeed, they may be, but we know through bitter experience

they are very worthwhile and necessary objectives, which can be realized.

Jew Municipal Finance Regulations

Concurrent with these recommendations are Lhe requirements beling
vlaced upon both governmental issuers and Municipal Securitices derler:
new Municipunl Finance Regulating subdivision of the SJecurlitics
whange Commiscion. Although these repulations are only in draft

time, uniformity of accounting and uniform offering eirculars




<ill be required. Full disclosure, similar to private issuers, is

going to be the norm. And securities underwriters will be required to

analyze prospective issues for their representation and {inancial
coundness. Just as with the State of New Jersey which provided inadequate
rapers last week, any issuer may find access to the marketplace closed

ine to "incapable" or "bad" management.

novernor's State of Alaska "Mini-Hoover" Commission

It seems to us that the timing of these recommendations to the
Jtate of Alaska is very propitious, inasmuch as the Governor has created
¢ "Mini-Hoover" commission to look into the operutions and management
)¢ the State Government. If this commission were to analyze the functions
of the principal Governmental departments keeping in mind better manage-
= nt, Increased centralization, and tight control as the prerequisites
of good government, we would suggest that the departments presently
‘abelled Commerce and Economic Development, Public Works, Revenue, and
ommunity and Reglonal Affairs be consolidated into one major commission.
foreover, the capital spending and aid programs of other depirtments
would have to be approved by thls "super" commission. Of course, we
would hope that these recommendations, if considered reasonnble, be
torvarded to the Governor's "Mini-Hoover" commission for study. Thut
comnfusion must realize that no longer will the electorate and investors
Jdlov povernment to just "bump along" with inadequnte, or barely

teegunte, management, systems and control. And certalnly whatever

ondations this "mini-comaiasion" mokes to the Administration and
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Tegislature must incorporate the overt change, and requirements placed
upon Governments and their subdivis" ; by Federal laws, Federal
Agencies, nationel securities dealers and investcrs, and, of course,

lavyers of varying responsibilities. D

Management
Once it is fairly well understood why the centralization and

“he systems and controls, required to allow it all to work, are needed,
the necessity of outstanding (no exaggeration) management is paramount.
For too long this nation has suffered from the weak or less than highly
compeient people being elected to povernment or wishing to be appointed
*o government. (In the case of Alaska, this may not at all be the case.)
overnment and the private sector have firally come to reelize that
“ne two sectors must work more closely together. Today, wve and similar
-nstitutions are being called upon to give advice to, and design packages
for, Governments. Our advice and products are:

1. Not new as in so many cases they ure traditional in private
nterprise;

2. Costly services to provide, due to emergency time frame
“equivements; and

3. Very difficult to implement due to the traditional lines of
mminication, the history of le:islation already in existence, and the
“tibersome apparetus that inherently has grown through poor management.

We would recommend that the State of Alaska would have less
red over time for costly private advisory and 2esign services, if

1y early-on it adopted a fiscal and management approuach based on
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the shock waves and warnings just coming to the fore and receiving
initial analysis nationwide. The response would ellow the State to

have the expertise and systems in-house to manage itself well.

Permanent Development Fund

The foregoing discussion impacts directly on the Permanent
Development Fund (PDF) and is essential in estiablishing the PDF frame-
work. We feel there is no apparatus presently established in Alaska
to achieve the goals of the PDF. We believe the PDF should be part of
the super-commission, incorporating all economic development , commerce,

revenue, and community and regional affairs. Certainly, the PDF's

purpose is to diversify the economy. This requires most of the capabilities

and analysis the commission would be doing for the State and its sub-
division even if there were no PDF opportunity.

But let us present to you our views on the PDF. At the outset,
we must all realize that the PDF opportunity afforded Alaska is unique
among the States of the United States and among most-of the nations and
supra-national organizations of the world. In fact, the only similar
opportunities exist in Saudi Arabjo, Venezuela, and perhaps Iran. The
Similarity is not due to oil, although oil created the opportunity. Rather,
these nations have a genuine positive flow of funds, generated by private
commercial and industrial enterprise; these nations do not have Iimmediate

applications but have long ternm rcal economic development opportunities




and needs; and these nations, which are only a few of those which seek
funds for development, are the only ones who have their own equity, if

they utilize it properly.

A.) The State of Alaska's Permanent Development Fund's Uniqueness

It is important to understand Alaska's uniqueness here, because
of the desire of so many pecple and institutions to study or allude to
many development vehicles already established in the world. To cite
Just four examples: The World Bank, Asian Development Bank, Inier-

American Development Bank, and the Development Bank of Puerto Rico. All

of these have a great need for capital. None of them has its own source

of equity. Each has received "equity" in the form of capital contributions,
but mostly guarantees and promises to puy from its constituents, most of
vhom, in tuarn, have incredible short falls in capital, little access
individually to the world capital markets, and yet huge economic developmenti
requiremenzs. Therefore, we must be very careful, in our desire to
establish zhe best vehicles for Alaskan economic development, that we do

not borrow from established organizations methods which are neither warranted
nor applicable.

The success of the economic development in Saudi Arabia, Venezuela,
or Iran and Alaska will depend on the government's ability to Join with
private enzerprises in economically sound and financially feasible projects.
Government, by definition is a user of funds. It cannot on its own generate
funds. And taxes alone are not sufficient as a developinz government's
only source of funds. So long as Suudi Arabia and Alaske's PDF Join with

proven private enterprise corporations in private development projects,




then these development entities should be successful (essuming good
management). In the right private development project, by definition,
the PDF should profit and the econcmy would diversify.

Additionelly, for a development project's success, it must export
(or deliver) its product to a viable market. Nations with rapidly expanding
exports attract the capital. Alaska must do the same in joining in private
enterprises which will provide exports and diversify the economy.

B.) Corporete Structure:

We believe it is so very important for Alaska to creaete through
the PDF a group which is corporate in nature, well-managed with high paid
personnel, profit seeking in goal, and long term entrepreneurial in scope.
The PDF would provide the capital for an Alaskan Development Corporation (ADC)
o commence establishing the expertise to develop the economy further. The
ADC could create a Development Bank (DB) which would .ake loans to the

proJects. The ADC could create a Finance and Investment Company (FIC)

which couvld package project loans to be participated out (sold) to insti-

tutional lenders (insurance companies, state pension funds, savings banks,
and major commercial banks) in the "lower-U8" and perhaps in other areas of
the world. The same investment arm could manage & series of investments

in a trust or mutual fund., so that smaller institutions and individuals
could buy into it. The significance of the FIC is that it would be
atiracting capital by offering certein assets. With Aleska, institutionzl
lenders are dealing in an unknown caused by distance, size, type of terrain,

ete. of institutional investors could buy loans (perhaps insured by PDF)




from proven management who has servicing and financial know-how capabilities,
we believe added capital may be found for sizeable Alaskan commercial
Projects.

So the PDF has its management corporation (ADC), bank (DB) and
finance and investment company (FIC). These three corporations would

analyze projects, help design them financially, lend money, arrange a

private placement on the proJect; gell loans, raise debt in the marketplace

and work with a private lender/investment banker to attract capital.

. In different ways, not well organized nor well managed, fragments
of this type operation are happening with some international and Federal
government entities. Alaska could do it, if the statutes are passed and
management put in place.

C.) PDF Specifics:

We would recommend the PDF also address the following:

1. Only participate in major developmental activities, both
non-renewable and renewable resource oriented. There are at least ten
programs in Alaska for small development projects. Incidentally, we
believe all the present programs, especially the 6 State ones, with which
wve are familiar, should be reviewed, moved Into the super-commission, and
perhaps be revamped or dissolved.

2. The projects should be capital intensive, although any project
development which d}VUrsifieu the economy, will attract people and, in
some cases, must for its success.

3. The PDF can best fulfill its role with long term loans in




partnership with jrivate industry and private lenders, rather than take

equity participations, as & gerieral rule. Equity participations do not

provide a scheduled return and any liquidity is represented by the private
company's dividend policy or the stock market.

4. The PDF should finance "missing links" in an otherwise
viably forecasted project.

5. No organization should be an equity holder in PDF or its
subsidiaries. Private lencers should maintain their identities by con-
tinuing their policies of making sound loans. This opportunity will
arise by participating with the DB and FIC in making loans Jointly.

6. The PDF must create a task force/steering committee to
study Lhe economy and geography sO as to establish its priorities and
feasibilities. We are apprehensive if the State Investment Advisory
rommittee has the time and/or expertise to be the task force or the
steering committee for PDF's inception.

7. 'The PDF must necessitate that the Native Corporations develop
their major projects in concert with the PDF.

. The Native Corporations may be able to gain from the PDF
enterprise by creating new villeges and ancillary services.

9. The PDF may also have to establish a subsidiary to expand
education, energy resources, and other necessities which indirectly
diversify the economy. Whatever these may be, the PDF must charge private
mirket rates.  (However, most ancillary servic s should be left Lo the
Native Corporations and municipal subdivisions.)

10. The PDF should not make grants or non-interest bearing loans.




11. The PDF should be designed, established, and managed so as

to insulate itself best from vested interests and political suasion.

12. Various ways of effecting leverage of PDF's equity capitel.
One area is insurance, whereby the PDF insures the issuance and principal
investment in PDF/DB bonds or loans. Also, the debt to equity ratios
must be considered.

13. Any statutes involving State Government financing and lending
should be reviewed in light of Internal Revenue Service regulations on
interest rate arbitrage.

D.) PDF Legislation

We have appended suggestions to the proposed legislation creating
a PDF. Our comments supporiing our proposals are:

1. "A Minimum" of 10% allows the legislature, upon the presentatior
»f the PDF's management, to appropriate more funds, rather than a legislative
debate commencing as to the interpretation of "10%" vis-a-vis the final
sentence of the paragraph.

2. "directly and indirectly" as there may be {we believe there

are) real possibilities to perform in ways which are known as "indirect"
but which have a direct impact on furthering economic development -

¢.g. loan guarantees, insurance of loans, selling loan participations,
arranging private placements, ectc.

3. "For projects relating to ....... sueh principal.....section.”

We believe the language should be more specific than "investments", but
wish tu insure that funds may be invested in U. S. Covernment securities

aud moroy market instruments so as to provide nn arount of liquidity for
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the PDF's operation and earnings while awaiting the {nvestment in a

development project.

L. “Tranafers.....pledged.“ We believe the PDF can expand

its capitel through the raising of debt - private end public. We

believe through the combination of outstanding manegement and borroving,
the PDF will increase its development financing capacity many times.
Howeve', this can only be done if income from its investment is availeble
to service debt expense. Usually, & project loan's debl expense will

be serviced by & direct pledge of that project's income. Therefore,
PDF's income cannot automatically go to the General Fund. Moreover, we
are strongly opposed to the legislature and administration leaning upon
the JDF so as to be able to balance the State budget, which may incorporate
i{rresponsible fiscal management. But we do believe PDF's income, not
otherwise 80 encumbered , may be deposited in the General Fund, if PDF's
management SO wishes and the Legislature sO approves.

Wwe must point out, ttat we approve of brief and succinct consti-
sutional legislation, only if the power exists in the constitution ‘or
the legislature to pass statutes which will allow for the greatest
flexibility and utmost specifics for implementing the PDF and creating
a financial management corporation. We admit to an ignorance of the
provisions of the Constitution of the State of Alaska.

Conclusion

None of what we have presented here can be accomplished without

consistent implementation of concepts to preserve the ecology and

environment. We do believe therec are viable compromises.
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We also believe that over a time periond of adjustment modern,
economically diversified Alaska and its native population and culture
can live in harmony. We feel the natives should and must continue to

share in the new prosperity of Alaska. We think vocational schools

are the most important educational feature in assisting the economy's

development.

We suggest the task force/steering committee must have a budget
sufficiently large enough to retain legel counsel, engineering consultants,
financial advisors, and any type of specialist necessary to create the
best list of priorities and feasibility studies and to place on-stream
the management of the PDF and its subsidiaries.

If it is financially and constitutionally possible, we would
suggest that the foundation work, necessary to have a PDF and its
suhsidiaries established in 1977, be undertaken all during 1976, while
awaiting the approval of the referendum by the voters next November.
(Perhaps statutes can e passed in "escrow".) During 1976, the present
economic, commerce, revenue and regional affairs departments should
consolidate.

And lastly and most importantly, none of what should be done
need be accomplished at the risk of panic or insufficient study. We

endorse a policy of "go slowly".
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Aleska's position as the stage for America's petroleum version
of the "gold rush" makes analysis of the State's economy quite problem-
atical in nature. Extensive capital development has fueled the economy,
population has sky-rocketed as people have flocked to the State for
high-paying pipeline Jobs and the State is already anticipating sizeable
cash flows from oill and gas related revenues.

In the case of a state with a viable in-place economy, the
0il factor would have been advantageous as an added windfall economic
stimulant. Alaska's economy, however, has never had the legitimacy of
diversity. Before the cil boom, Alaska's major industry was its
fisheries - an industry highly susceptible to forelgn competition and
roller -coaster prices. Manufacturing was nil, significant wholesale
and retail activities were limited by the lack of a sizeable population
base, while tourism, lumbering and extractive mineral production were
seasonal in nature because of the long and harsh winter. The only
stable employment base was in the federal and state government areas,
with the U.S. militery being a significant employer.

Unfortunately, oil development per se will change little of the
above. The spurt of capital development caused by pipeline construction
activity is o temporary factor which has created at least as ms , problems
as 1t huas solved. Inflation, fueled by pipeline and oil compa.iies
wvilling to pay bonus money to get the workers they need, and compounded

bty the need to "import" most food items from the lower forty-eight states,
has pushed Consumer Price Index numbers to a level approaching a 203
increase for 1975. Housing accommodations are in desperately short supply
due to the influx of oil related workers; and ancillary services such as
telephones, poitice, water, sewer, schools and electrical facilities are
vastly overburdened. Other categories of employment are in short labor
supply due to pipeline wage competition. Those on fixed incomes in the
State are in deep trouble financially.

A potential side lLenefit of the construction of the pipeline
and ancillary facilities will be in the opening of new areas in the
State for Lhe development of other extractive and regenerative resources.
Exploration for and production of coal, copper, iron and gold and other
minerals should increase. TLumbering and the development of fish hatcheries
will become more economically viable as the access to new reglons is eased
nnd the world's need for raw materials grows.

Alaska's quandary is how to gauvge the current hectic pace of
rconomic development, and plan for orderly future growth. Two questions
rome Lo mind:

1. Are the gas and oil revenue projeetions of Alanska
premature in light of the short-term possibility of a world glut
in 0il supply?

2. In what manner should Alaska proceed, should its prolected
wealtl, become a reality, in order to stimulate dependable economic
diversiv;s and viebility?
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Financial Operations

Alaska's debt burden of $1,673.33 per capita is extremely
high. As a basis of comparison, median State per capita debt of the
fifty states is $136, according to Moody's - substantially below that
of Alaska. Since per capita debt is a function of population, the
level will most certainly be higher after the exit of those people
associated with pipeline construction. In addition, debt retirement
is somewhat slow: 17.4% of outstanding debt matures in five years
and 39.6% in ten.

High per capita debt is due to the fact that extraordinary
capital expenses for the governmental services associated with pipeline
development have been borne through the issuance of debt, drawdown of
cash surpluses, and failure to increase State tax revenues. The Statec
is mlso mors heavily involved than is the case in the 'lower forty-eight'
in the direct development or subsidization of local services such as
schools, ports, and roads, resulting in more dependence upon State
financing.

Slow debt retirement is perhaps a result of historic antici-
pated cash flows from oil related activities. In any event, past debt
management policies have placed an undue burden upon Alaska's financial
future.

General Fund expcnditures have been far in excess of current
revenues since the receipt of some $900 million into the General Fund in
1969-70 as a result of a large oil lease sale. At June 30, 1975, a
surplus of $517 million remained in the General Fund, down from $645 million
the year before. Budgetary increases based upon a governmental policy
of running vast deficits coupled with delays in completion of the Trans-
Aleske Plpeline (postponing oil royalty revenues) have led the State to
anticipate that the current General Fund surplus will be fully eroded by
July 1, 1976, TIn an effort to incrense General Fund receipts, a 20 mill
tax on the value of oil and gas reserves has been enacted for fiscal 1976
and 1977. This tax is being levied Lo offset anticipated severance tax
revenues which have been deleyed as o result of corresponding delays in
pipeline completion. Revenues from this source are estimated by the
Stete at $211.7 million for 1976. 1In addition, the State intends to hold
nn additional oil and gas lease sale with regord to the Beanort Islands
urea near Prudhoe Bay in 1976. The State speculates some $250 million in
revenues from Lhis source.

Conclusion

Muska's high per capitn debt level and slow debl retirement
is disturbing in light of the State's extreme level of budgetary imbalance.
Anticipation of oil royalty revenues in future years (by borrowing against

such revenues) is extremely dangerous in light of general economle
quctitions being raised about the near-term cost viability of Alaskan oil.
Piprline cost overruns, question-mark “ederal tax and energy policies,

18,




There is no
s 0il and eventually bay off sig-
nificantly, but heavy current debt service requirements coupled with
continued severe budgetary deficits could result in financia] diffi-
culties over the next three years. Maintenance of General Fund surpluses
and a mandatory balanced budge* would pe 8 preferable policy as the future
of Alaska's eéconomy comes more ciearly into foeus.




