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THE_VENTURE CAPITAL INDUSTRY IN CANADA: A SHORT NOTE

INTRODUCT | ON

. Quantltative Information on the Canadian venturs capltal
_ Industry Is extremely hard to obtain., However, as a result of listening
{to some talks, attending semlnars, dolng soms reading and talking to a
few Canadlan venture capltallsts, the followlng Informatlon has been
obtained. It is unfortunately only of order-of-magnitude accuracy and
I's llable to change rapldly as the Canadian economic -ciimate changes,

CURRENT SITUATION

The major venture capltal houses in Canada probably command
around $100 million, of which $15-20 million Is available each year for
investment., The amount of money avallable Is very sensitlve to the
economic cllimate = It rises rapldly In & bull market and drops just as
rapldly in a bear market. ‘

There Is only one vanture capltal house with over $10 million
avallable to It, and three to four, with $5-10 milllon dollars ~ the
remaining 40 or so firms have less than $5 miillon. In consequence there
are few deals for over $1 milllon unless there are two or more partners
Involved. Also, there are few deals for under $250 thousand, because it
costs too much to Investigate and manage smaller investments., This Is
not to say that initial Investments of less than $250 thousand are not
made - but situations where thae total venture Investment over the 1lfe
of that investmsnt Is expected to be less than $250 thousand, are not
too common, : " ‘

, Every deal a venture capltallst enters iInto Is different, He
may require anything from 100% equity involvemant to 100% debt Involvement
with every concelvable varlation in between, The desal can range from 10% "

~equlity for the Inventor (where the Inventor has no proven record either

as an lnventor or as an entreprencur) to 80% equity for the Inventor
(whore the Inventor has successfully commerclelized several inventlons),
The venture capltallst seldom wants control of a company he lnvests In,
but he always Insists on befing abie to get It when he thinks things. are
golng wrong. Most venture chpltal flrms have vary few professional em=-
ployees (1,8, Helix Investments has four = even Helzer In the U.S. with
$81 mililon capltal only has 18 ), and cannot afford to becoma too heavily
Involved In the management of the companles they Invest In If they are to
meet thelr Investing objectives, : '

» s there enough venture money avallable In Canada? To the Inventor
and entrepreneur the answer will always be ''ng'', Currently, som2 Canadlan
venture caplitallsts agrec thera s a shortaege of start-up capital = but
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say there is more than enough second stage f.inancing for the ''good"
proposals made to them., To the venture caplitalist there Is always a
shortage of good entrepreneurs -~ and most Canadian venture capitallsts
find that better proposals (i.e. sounder business plans made by a team
of entrepreneurs in the U.$, vs., an idea brought forward by one man in
Canada) are available to them in the U,S$.A, Also their past investment
‘experlience has been much better in the U,S,A, than In Canada,

Most venture companies receive 500~1000 proposals for every
one they Invest Ina Of those they do invest In (and considering a 5-10
year time frame), L40-60% dle or are ''living dead", 50-30% do !''reasonably"
well (but do not repay the venture capitallist for his risk), and 10% pay.
of f at from 50 to 100 to 1.  The overall return on Investment In the.in-
dustry s less than 5% (1970 performance).

In the U,S,A, the statistics are similar except that the 10%
of the investments paying off really well do much bsttéer In the U,S, and
the overall r.o.l. was 5.7% In 1970, In the last five years about 50% of
the venture capltal firms in the U,S., have left the fleld, (no comparable
figure is available In Canada = but UNAS the largest vcnture capltal firm
has apparently discontinuad mak!ng venture deals)

TRENDS
. - s
Banks, Insurance companies, and large manufacturing companies
are moving into the venture flald, The first two sources generally are
interested only in buy-out or turn-around financing. The manufacturing
companias finance spin-offs and start-ups with the (USual) ultimate alm
of absorbing the fledgeling company. :

The small investmsnt dealer Is leaving the venture fiald - largely
because he is being leglislated out by stricter securitles legislation. -

Venture capital firms will probably move out of Investments in
manufacturing industries except where the products have a very high tech-
nology or design component. There will probably be a corresponding move
into service oriented industrles howsver, especially those involved in
financlal services, distribution of goods and retalllng, communication and
data processing (where.existing telephone facilities can be exploited).

Thera are attached, three appendices which deal respectively
with: :

a description of the venture capitailsts environmant;
.somz common venture capltal terms defined;

a check~1ist of information required by a venture
capltalist .befora he makes &n Investmant.

[ 2N

A. Vanterpool :
Planning and Evaluation
Octobsr 20, 1972,




QOuce tho preserve of an elite
of private investors, venture
capital has lately becomo o
game nearly everyone scems
to be playing. The reason is
obvious; aficr all, the emxlier
you get in on a potentinlly
explosivo situniion, tho bottor.
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by Chris Welles

But there aro two dangers, ag

this article points out. First of
all, venture capital investments
arejust about as risky asg they
come, And further, with
institutions of all sorts pouring
their capital into vonture

v}‘ur-o

iray

unlikkely that there will bo
nearly enough good ideas to

go around. Here, General
Editor Chris Welles examines
these not-to-be-underestimeated
problems, as well as the rather
apparent chaunce of reward that
vonturing offors,

»

T"s there really a new great land of super?

profits untouched by the great institutional
14%1 ramble for performance?
- It was perhaps inevitable that after one

promising area of possible capital gains after

another had been decsecrated by the sheer nume-
ber of people who tried to cash in on it, everyone
should finally coine upon the world's riskiest eq-
wity investment: venture capital, While it is dif-
ficult to be precise, if for no other reason than
widespread disagreement over how small a
company must be to represent a "venture,” Johin
M..Bryan and William C. Edwards, two experi-
enced San Francisco venturers, estimate that
within the past couple of years, large institu-
tional investors may have "ear-marked” (in oth-
er words, authorized the investment of, though
not necessarily spent) somewhere between $500
million ‘and $i billon for venture-capital en-
deavorg, But in all the talle that has heen going
around about this new El Dorado, too fow pooplo
havo beon thinking about that samo old prob-
lem: Now that a now voin of gold has beon dis-
covored, will thore be onough to go around?
Vonture capital used to be a rather ethoreal
game played by a small elite group of private
investors who wero almost alone in their will-
ingness to accept the sizable risks of laying out
several hundred thousand dollars on nothing
more than a couple of cager entrepreneurs and a
promising idea. Once the entrepreneurs had in-
corporated their firm, set up thoir offices, built
. their factory or comnmorcial outlets, begun tak-
’} ing in revenues, gone into the black and estab-

“lished a “track record” (as the phrase usually .

" goes), then, and only then, would most of tho
large institutional investors condescend to con-
sidor an investment. Usually they would wait
until the new firm had managed to achieve the

situntions, it seonis oxtromeoly

. status ofd Big Board or Amex listing."

But ag institutions have becoms more adven-
turous in invesiing in equities, they have started
to notice that while their investment in a listed
stock might, if they were lucky, double or triple,
they were imissing out on ihe stock’s really big
gains. For, by the time they had decided to buy,
the flrm's eriginal investors had perhaps multli-
plied their money 50 to 100 times and even more.
They berame aware of such heart-stopping tales
as that of Digital Equipment Corp., probably the
all-time fantastic venture capital winner. A

mere $70,000 investmenti in 1957 by American..

Research & Development Corp., one of the pi-
oneer venture capital organizations, is now
worth, despite sale of some of the shares, close

* to $4%2Y million, & 5,700-fold increase. Another

memorable deal was made by Edward Heller, &
senior partner at Schwabacher & Co. (now de-
coased), who some consider to be the grandfae-
thor of west coast venturo capital, Hollor tradi-
tionally put a few thousand dollars in just about
any situntion that looked intoresting, but his
biggest success wasg in' Raychom Corp., where
sharos he boug‘ht for $.07 aro now worth. $260,
Arthur Rock, another longtime west-ooast ven-

" turer, madec 800 times his moncy as a founder of

Scientific Data Systems; he also did well with
early stock in Teledyne.

An itch for action

Stirred by suoh successes, practically all of the
major insurance companies, who are today the
most prevalent instititional venture capitalists,
in part because of their ability to hold illiquid
securities for long periods, have set up pools of
venture capital, and many, such as Travelers
and Meassachusetts Mutual, have organized spe-
olal subsidiaries. At least 25 large corporations,

37 THE INSTITUTIONAL INVESTOR
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fnoluding  Goneral Ilectric, Dupont, Singer,
Amorican ixpross and Amerlean Brondensting
Companjosg, havo venturo funds, Most lnrpo Wall
Sirveet firma suah-an Smith, Barnoy, Donnldaon
Lufin & Jonrotto, Kiddor, Panbody, A.CL Boolk-
or, Whito, Wold, In.M, Warhury, Copnn, Horling,
Wolll & Lovitt, 'rulloner, Dawlkdne & Bullivan,
Burnham & Co,, Eastman Dillon and many oth-
org aro wnotively engagod In venturing., Many
univorsity endowment funds and pension funds
are comamitiing monoy, Banks and investment
counselling firms are {noroasingly interested,
"“Venture capital is'the sexiest aspect of private
finance today,” says Robert Madden, manager of
Kidder, Peabody's private placoments, *They
are all sitting there like virgins,” & promoter of
venture capital deals says gleefully, “just 1tching
to get in on the action.” ~
Typical of the kind of action going on is
Hsizer Corp., founded last year by Edgar F.
Heizer, Jr., 39, who for six years was assistant
treasurer for Allstate Insurance Co. in charge of
. the private placement division and who super-
vised some 70 venture capital investments to-
talling $125 million. Heizer Corp.'s purpose is to
invest its assets In venture situations, and last
November, with tho assistance of White, Weld,
Hayden, Stone and William Blair & Co., Heizer
menaged to raise $81 million through the private
placement of 6 per cent convertible notes and

4 per cent convertible preferreds, both with ac-
companying warrants. Among the backers are

Bankers Trust ($7.5 million), First National City
Bank (87 million), Manufacturers Hanover Trust
(86 million), New England Mutual (85 million),
Employers Mutual (§5 inillion), Northwestern
Mutual ($5 million), University of Chicago (§5
million) and St. Paul Fire and Marine (§4 mil-
lion). Some of Heizer Corp.'s allure derives no
doubt from the presence on its star-studded
board of such entrepreneurs as Donald F. Eld-
ridge, founder of Memorex, and George Kozmet-
sky, co-founder of Teledyne. Similar organiza-
tions are rapidly being formed. Data Bclence
Ventures, which specializes in date~-processing
situations, picked up $8 million from such inves-
tors as White, Wold, Crockor-Citizens National
Boank and B.M., Warburg, Now Conrt Sncuritios,
sponsorod by IKuhn, Lool and baclktod by Rotha-
ohild monoy, is trying to ralso $50 mlllion.
Charles Loa, a partnor with F.5. 8mithers, is or-
ganizing Ungersmith Securities Co.,, with an
anticipated capitalization of between $10 and $26
million,

The search for genius

Much, if not most, of this new interest has cen-

. .

terod on “high tech” (the first buzz vord nou-
voau vonturors aro rcequired to learn) or hig
tochnology, osapoecially datn procensing u_x{)
right now, compulor periphornda and rolat
aronn, Aotion la no hot thed whaon Dr, Duvid Leo.
aon, n nolontlal witlt Tvolk, told nomo friondn ono
day during the sunumor of 1064 that ho wantod Lo
atart a company cnllod Callfornia Mlcrownvo,
ino,, “tho donl,"” snys ono stlll somowhat numh
venturer, '"was oversubseribod in twenty-four
houra, It was in¢redible, It vanished so fast it
wat ke it had boen struok by lghtning.” The
rush was in no small part due to the reputation
of Dr. Leeson, who had degrees from MIT, Stan-
ford and Cal Tech. “Look, the guy is a genius, a

" real actual genius,” claims one investor, “When

I heard about the deal I sazd I don't care what he
intends to male, I want in.’

Such successes, at least at raising money,
have brought forth pioneer instincts among sci-
entists and engineers at IBM, Control Data, and
other large companies who previously had been
satisfled to pick up a comfortable $35,000 and

‘wait for their promotions. Generally in groups of

three and four and more, hundreds of men have
been giving up security in favor of the frontig=, . 3
Their former employers have been less than ov
joyed about this, not only because of the per-
sonnel loss but also because the idea on which )
the aspiring entrepreneur's company is to be
founded is often a product of their old compa-
ny's research and development, “We can't afford
to pay for research,” says a venture capitalist,
"We want somebody to have already done it for
us. Now, if a couple of guys get & really good
idea, they don't give.it to their company. They
just put it in a drawer and wait to form their
own company.”" Despite one of the lowest turno-
vers in the computer industry, IBM has institut-
ed some new policiesg to help block' an exodus.
When an imminent departure is discovered,
IBM will proffer all manner of salary hikes.
stocl options and promotions. “The decompres-
sion process is fantastic,” says one engineer.
“You have to talk to your boss, and his boss, and
his boss, all of whom are trying to find out why
you are unhappy and what they can do for you."
But onoe a man docldos to loavo, IBM makon it
cloar that ho will no longor bo wolcomod bnaelk
into tho fold as ho onco was liko a chlld who 1§ =
foolishly wandered away from home. And, as

Y

- warning to other departces, IBM has sued the

newly formed Cogar Corp., two-thirds of whose
employees once worked for IBM, for alleged use
of IBM's trade secrets.

Drawing conclusions from the rather sudden
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muasy neareh for “anothor Dipttad Jigudpmont”
{the pheaso somehow tues o ot e vinge) that Is
now poigr on s not onsy, for vonture enplinl is
in & somewhat muddled state of midpassage be-
tween dominalion by tradilional venturers and
domination 'by the institutional nouveaus, and
the palterns are far froin being set. But it ean bo
said that in the outpouring of enthusiasm and
offusively amatourish press reporting most poo-
ple have failed to notiee the extremely signifi-
cant ¢changos that are occwring in teehniques,
philosophios, motivitions and indeod the sntire
oonception of venture eapitad, Theso thntipos bty

S

S Lz,

Getting money for new ventures

not an cecasion for applause but for apprehen-
sion, as a few of the newer venturers themselves
are beginning to realize. One problem is that de-
spite tight moncy, the unavailability of bank
loans, the disenchantment of mutual funds with
letter stoek, and the weak state of the stock mar-
ket, there may be too much money being eom-
mitted to venture investments for the available
ventures, “T gave a speech reecently at Kidder,
Peabody’'s private plaecemont forum,” says Har-
old B. Bigler, Jr.,, second vice president with
Conneeticut General Life Insurance Co., “and I
Just happened to think what might bappen if
just one-half of one per cent of the $50 or $60 bil-
lion that was sitling in that room should sud-
denly be put into venture ocapital. The market
just wouldn't be able to absorb it. The gaine
would ba all over”” Tho othar problem, as Rich-
ard 0, Tvwin of Hayden, Slono puts i, is that

*mant of tho bipr institationn jeat don't oo
whiat the hell they're doine, They ot thini thet
vonturo cnf)itnl Iy nonent way Lo Invest, ity
done right, venlure capital is the most profiteble
business theve is. But if il's not done right, you
ean loso your shirt."”

Technology vibralions

Traditional venture capitalism by and large has
been & tight little world composed of a handful
of small professional partnerships, well-lo-do
oxuttlvey from largo corporations who enjoyed
the diversion of investing  tholr private funds
and managors of n fow pools of Baslern famnily
monoy ~ tho Rockofollors, the Whitnoys, the
Phippsos. Tho most netivo venturora aro Joeated
in Now Yorlk, San Franciseo and Boston, with
lossor groups in Phoenix, Houston-Dallas, Los
Angolos-San Diego, Ann Arbor and Washing-
ton, D,C. The heart of the high teeh veonturing is

in Palo Alto, California, and the surrounding -

eommunities, where on sparkiing, tree-lined
stroets, sleek, glassy, low-slung office buildings
full of venture capitalists snuggle elose to sleek,
glassy, low-slung faetories and plants on whose
future output their bets have been plaeced. Palo

- Alto addiets are. convinced they have eelipsed

anything Boston's famous Route 128 ever had to
offer. “They don't vibrate in Boston like we do,”
says one. “They're too establishment-oriented,
too structured, too conecerned with crossing t's
end dotting i's. Technology moves out here.” He

' pauses to gaze up at the bright, still warm De-

cember sun, "Besides,” he continues, “how’s the
weather back East?" .

The most important venture capitalists arv
divided into perhaps a dozen loose groups, with
considerable overlapping, whieh for the purpos-
es of gpeecifie investments forms itself into syn-

dieates. During the initial finaneing of a new .

company, the venturers prefer to work with peo-
ple who “think and operate the way we do,” as
one puts it, and the involvement of large institu-
tions will only be solicited during later stages.
Most of the traditional venturers know one an-
other well — they have worked at the same firm,
or they went to business sehoo) together — and

_ oompetitioh between syndiecates is slight. Few .

would even think of stealing somcone else's

" deal, and an entreprencur who fails to elieit the
interest of one venturer will most likely be
forced to go outside traditional ehannels entire-

ly. Few of the vonturers aro pesrsonally highly
gkillod in the arcas in whieh thoy invaest, but vir-
tually all of them maintain a sizable networlt of
experts — many at companics they helped start




— with. whom thoy chock out idons. "I don't
know o watl from a vol,"
Tventor, "but 1 hnve o lob of frionds who do,”
It tho toohnolopy, they feol, i muceh loon fine
Jovinnt than the on, and adl of thom oonatdor
T thomuaolvos sngro Judpos of ontropronourinl po-
tontivl. "A bad managoment can moss up on
bvon tho bost product,” says a venturer, "while a
top notch managoment can makeo & bundle on
avon roiu.tivmy mediocre hardware.”

#ays ono voituro

~ Mother, father and scapegoat

All of the traditional venture capitalisis, of
courso, 'want to mako money, and for their in-
vostment of usually betwoon $500,000 and $2.5
~million fn & company's futuro, they roooive &
hoalthy sllco of its stoolk, Butl most avo gironply
motivatod nlao by o spooinl ploasuro in “oroat«
Ingy value,” as ono plirasos it, and soolog a largo
oompuny matorializo ftom a fow dronms and
hopos. Tho funily monoy, ospooially, s intorost-
ed in aiding gntropronourism, in fostoring the
dovolopment of socially useful innovations., Con-
sequently, for no other compensation than the
possible appreciation of their investment, they
play a very active role in the management of
their ventures. especially when the venture is a
“start-up.” Former IBM scientists generally
have only the most rudimentary conception of
the mechanics and problems of establishing a

new corporation, and the venturers will supply'

them with lawyers, accountants, marketing ex-
perts and personnel experts and will teach them
how to make cash-flow analyses and, most im-
portant, how to institute and meaintain strict
financial controls. The "lead" venture capitalist,
who organized the syndicate, will almost always
go on the board along with another member of
the syndicate, or perhaps some outside expert,
often the president of another small company
which has already been through the throes of
birth. The venturers will keep in constant con-

" tact with the company’'s progress, and will
usually review financial results on a monthly or
even weekly basis. They are always available
for consultation. Says one venturer rather hy-
perbolically, “We're their mother and father. We
wet nurse them, act as their crying towel, or
their whipping boy or scapegcat.”

The traumas that can affiict small companies
are immense and multifarious, "It is very dli-
ficult for many of these men to adjust from
working at & large company to a small one,”
says one experienced venture investor. “They
ere used to the fact that when they run out of
poncils all thoy ha.ve to do is snap their ﬂngers

. timo, thoy mako a tolephopo call and

and thero aro poneils. Or if they ncod eomputer
Lingsl
thoro's compntor tho, Bal when Ltheno ooy rot
tholr own e compnny, thoy find thomaalven
wlt wrappod up In trylng to doclda whid tha Jots
terhoad {8 golng to look likco, and it drives them
rigght up tho wall.,” "Unfortunately many of Lheso
people, ospeclally scientists and engincers, are
rotten businessmen,” says another venturer,
"and they get off the track completely. First they
think just because they're so smart in the lab
that they know everything about overything.
Also, thoy're groat prima donnas and thay'ro
always worried about their reputation. Thoy
don't seem to roalize they are actually ontoring
the groasy businoss world, Whon tho first 1ittlo

machino is produocod, they think tholr ontire lifo

i boing laid on tho line, so too much timo is
spont tinloring with it and gold-plating It that
you'vo got to prooticully ldck thor_rf to pot tho
dnmn thing out of tho lub. Or thoy'll sucddonly got
interostod in something olso, somo other projcct,
and everything is dropped to run after it, leaving
the rest of the company up in the air.’
Occasionally, the venturers will find it nec-
essary, in order f{o save the company, to change

itg management. “You aren’t a real venture capi-

talist until you've fired your first president,”
gays one. It is not a simple move to execute.
“You've got to have a real long talk with the

Stalking services for en_lrepréneurs
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guy,” says nwest-coast venturo investor whose
proficiency in deposing chief exccutives is wide-
ly revered, "and convince him that it's for the
good of the company, and for his own good as
well, because, of courso, he's got a lot of stock.
Otherwise, I tell him, 'You're going to lose a lot

of money, and your wife and family are going to

loso a lot of money, and a lot of good peoplo are
going to lose their jobs.! I've had people cry and
break down, but to most of them it's a relief.
They know they've been in over their heads and
they've wanted out, but they just didn't know
' how to get out. Still, that docsn't make it easy. I
fired one president the week after his son had
gone into a mental institution, and I'm {elling
you, I went out and had a lot of drinks after I did
that. I mean, I'm only human. But what else
could I do? Look, we've got to serve as the con-
science of the corporation, and our job is to pre-
serve the corporation. Management wants that
too, but they also want to preserve themselves.
And sometimes that just isn't in the best intor-
ests of the corporation.” :
' To be in the position of being able to force
these changes, most traditional venturers prefer
to have either formal control of the company or
at least de facto control through the syndicate of
investors they organize. “To show you what can
happen when you don't have control,” recalls
San Francisco venturer William Edwards, “we
were in this ono company that was really going
down the tubes [another venture capital buzz
word], and despite all the suggestions we made,
management just ignored us. They were enor-
mously unrealistic, and they always felt that
these grent blg orders were just about to como
in, and when wo polnted oul that thoy woron't
ooming In, tho prosident and tho ohalrman
‘'would Just smlle and suy ‘You'll sce.' Whon
things got worse, wo tried to got them to raiso
somo capital, but the chairman resisted because
he didn't want his equity diluted — he was one
of those guys who would rather own 100 per cent
of a peanut stand than 10 per cent of IBM. Final-
ly, to illustrate how their serious corporate prob-
lems were creeping up on them, I got up in a
board meoting and told the story about that old
Frankonstein movie — romombor? — whoro the
monator has osonpod from tho oastlo and ho's
orashing through tho woods, and the camora
cuts to a litllo Boy who is throwing flowers into
a stream, and than it cuts back to the monster,
and then the little boy, all of the time with this
ominous music playing, and finally the monster
gels to tho kid and plays with him for a while

until hin flowers are gone. Then ha grabs him, I

told the board that the monster was just about o
gel them too, unless they did somcethirg preity
quickly. Well, wo did eventually get those guys
out of thore, but the company's still very sicl. I'd
say it was just about down to its last lower.”
Rescue operations can be very time-consum-
ing. “It's always the loscrs that take your time,”
says a venturc investor. “You bust your ass for
weeks trying like hell to fix up some dying little
company, and finally you manage to get it going
or at least merge it or sell it or get most of your

_money back. So after all that work, you're lucky

to break even. But when you've got a winner,
you just sit back and watch it go up, and the
only thing you have to do is read the nice, neat
little memos the president sends you about how .
great everything’s going.” o
Whether the rescue work is,really worth-
while is problematical, One man estimates that
out of 90 ventures he's been in over the past ten
years he has only had two losers, but he admits
that a large number of the “winners” have yield-
ed only the most marginal profits,” “We'll break
our backs to salvage a company,” says Richard
Stillman of Payson & Trask, a venture firm
founded by Joan Whitney Payson, John Hay
Whitney's sister. '""But I suppose you could make
a good argument that if we didn't spend so much
time on sick companies and just wrote them off
that we'd have more tinie to look for profitable

.deals and that we'd be further ahead. If's hard to

say for sure.” One motivation for making an ear--
nest salvage effort is based on-the close ties
among the {raditional venture éapital groups.
“We've got a lot more to lose than management
when one of these companles goes down the
tubos,” siys ono vonturor, *If thoy bomb, thoy can
Juat blnmo 16 on tho Nnpnolnd types and walle -
awuy. Dul wo've nol only lost owr monoy, wa've
also got our partners to account to. If I bring my
friends in on a deal, I feel a great responsibility
to them because they're relying on me to watch
the company for them. And if I let too many

"deals get out of hand, they're not going to be too

anxious to ask me in on their deals,” Just as im-
portant a factor, though, is that the traditional
venture oapitalists view the creations thoy
holpod bring into this world and on wliich thoy
expondod thelr timoe and offort with a cortain
prido. “Tho thing is we just don't liko to loso,”
says Richard Stillman. “It's nol so much the loss
of money but, well, just seeing a new business
go to pot.” - ) :

Tho ono-iu-ten approach

The now venture capitalists seo tho field rather
differently than tho traditionalists. Generally.
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they are uncncumberod by the same philosophi-
cal and altruistic motivations, and thoy tond to
regard a vonture fnvestinont os boing just liko
an Invostmont in n Hstod company, oxcopt that,
of oourse, tho risks and tho polontinl rownrds
aro gronter. This outlook manifosts itself most
strongly in what might bo called the "one-in-
ten" ider of the public venture capital and lotter
stock funds such as tho Value Line Dovelopment
Capital Corp. and the Diebold Tochnology Ven-
ture Fund. Tho tlioory'is that nine out of svery
ton vonture investmonts will probably be losors,
broak-ovens or only modiocre gainors, But the
tonth will hopofully be such a aplondid winnor
that it will moro than murko up for tho othor
nino. Whilo thoso organizations Investigato and
koop track of thoir invostments to o grontor do-
gree than thoy would a listed company, they do’
not see it as part of their job to assist the corpo-
ration in any but the most cursory way. Such as-
sistance would be impractical anyway — Value
Line recently held positions in some 112 compa-

nies. Ifa company becomes sick, that is the com-

pany's problem, the normal, to-be-expected haz-
ard of ontropronecuring,.

Tho institutions who havo roconlly become
intorostod In vonturing nro not unawaro of ite
apooial qunalitios. In a rocont spooch at Kiddor,
Poabody's privale placoment forum, Havold Big-
lor of Connccticut Gonernl sald that vonture
capiial "roq\ﬂros a substantially higher input of
management time per dollar invested than any
prosent form of investment we have.” "The prop-
er approach to vonture capital,”” he remarked at
another point, "emphasizes the creation of value
and a willingness to expend the sffort required
to create those values. This means more than
Jjust dollars, And if a venture capital program for
the traditional institutional investor is predicat-
ed on the assumption  that its contribution

should be more than money, then many of us

must rethink our traditional approach to invest-
ing."

Bigler admits, however, that while “venture
capital is a lot of fun and everyone likes to
spend time on it, we have a half billion dollars

worth of marketable securities, much of whichis
in funds that are competitive-parformance ori-

ented, and we just don't have a lot of time for a
few little venture invostments. I moean, recently
we 8pent two man-months on & single venture
capitel deel. I just can't afford that sort of

" thing.”

Since many of the deals the institutions have
gone into were organized by their investment
banlers, they usually expooct the investment

bankers to be responsible for maintaining a
closo serutiny over the company. While invests
mont bankers haveo beon ecnper to putl togeihier
onouh denls to sntinto the growing appetitc

their clients, fow feel it is their job to do any- -

thing more than passivoly “monitor” the compa-
ny, Most declino, for example, to go on the hoard
~- which can subject them to various legal lia-
bijlities and make them insiders — making their

" investmonts less liquid among other - things.
" "We invite the institutions to go on tho board,” -

says Robert Maddon of Kiddor, Poabody,.which
does peorhaps tho largest numbor of privato

Checking on company spending

placements on tho Streot, “but genomlly.thoir

* problem is the same ag ours., They just dop"t‘: '

havo the timo. Wo koop in constant touch wi '}
managomont and roview thoir financial stuto-
monts at loast quartorly, bul wo want to bo in an
advigory position rathor than a commnand posi-
tion. Wo're invostmont bankers, not oporating
people, and we just don't have expericnce in this
area. Smart investors try not to interfere with
management,” o E

It is difficult to generalize, but many of the
corporations that have gone into venture capital
appear to view it as principally & kind of re-
search and development exercise — indeed, one-
company actually writes off its venture losses as
an R & D expense —— or & way of keeping abreast
of promising technological developments. Some
smeller companies have purchased pieces of

" start-ups with the idea they might become fu-

ture acquisitions: Some entrepreneurs have not
been anxious to become involved in such deals.
“I'm not too sure that being 40 per cent owned
by, say, Control Data,” says one, “would help us
very much in trying to sell stuff to Burroughs or
Bperry Rand.” Anothor reason may be that ths
ultimate success of the venture may be only ¢ ™
of several goals of the larger company's involy«~
ment,

Crap-shonting

Meny tradilional venture capitalists display

" considerable distain for the approach of the nou-




vonus, Richard Stillman of Payson & Trask says
hao dislikes their use of the term "deal” and the

| way they talkk aboul “nonitoring” their invost-

maents, Paul Bancroft of Bossciner Socuritlios
Corp;, which invests Phipps family morey in

| ventures, asserts that "loo many pezoplo today

jus‘l let comipanies go adrift and dowan the
tubes." Ho says you can't sco when “the yollow
lights avo going on" unless you aro intimaloly
involvod with a compuany, Rovioewing quartorly
finnneials of a new company is in..,umemnt heo
assorts, bccauso “a sniall company, in o quavier,
can go fr om being profitable to bankruptcy." But
their most vchement criticism is reserved for
what they feel is the callousness of what they

| scornfully term tho “lottery” or

“crap-shooling™
concept. "Big institutions usually got cold feet
when a company comes back for more money,”
says ong venturer, “Thoy think this moans tho
company doosn‘t know what it's doing, and so
thoy figure thoy ought to writo that one off, 'Holl,

pomo good companics nood four or flve finano

inge bofore thoy got Into tho bluck and start to
go. Bul I know one guy who asked an institution
for moro monoy and thoy complainod that Sam
Wyly had startod Univorsity Computing with
$1,000 and thcy had given this guy $1 million
and nothing had happénod yet. They just told
him to go away.” ‘

. To a certain extent, these criticisms can be
dismissed. as the expected reaction of people

who, after having a ﬁeld to themselves for a

long time, are at last gett.m'T some competitors
But if they have gqnelally been successful, and

the evidence seems to indicate that they have

(one. partnership claims that two-thirds of its
deals over a year old have doubled and a half
have tripled), then anyone considerinug entering

venture capital must consider how.important .

the t{raditional approach of close, even intimate
association with one's ventures is to its ultimate
success. If it is important, & potential venture
capitalist must consider whother venture capital
is really so attractive and profitablo that even a
lottery one-in-ten approach will yieid results
commensurate with the risks. The avoilable evi-
dence appears to indicate that venture capital is
far from the automatic bonenza that some poo-
ple would like to believa,

Most venture capitalists keep their invest-

ment records quite confidential (though they do

lilie «tb brag about winners), but one company
whose achievements are lknown is the pnblicly-

owned American Research & Devolopment

Corp., which professes to maintain a close in-
velvement with its investments and whose suc-
\ : *

emerge,"”

" with Rotoh's
- one-in-ton idea works ﬁmthcmaticaﬁy," he snys,

cess has been widely acclaimed. AR&ED has

been cualled everything from “the most success-

ful venture capital firm on record™ (Forboo) Lo
"tho most preeminent. venturo capital compauy
of modern times” which "has dcmonstrwtcd the
most golden touch in industry” (Dun's Revicyy).
However, in & Septemboer-Oclober 1968 article in
tho Finencial Analysts Journal, V\’;llm m Rotch,
professor of businosy administration at tho Uni-
vorsity of Virginia's Groadunto School of Ilusgi-

ness Admindstration, concluded that during tho |

firgt 20 yonrs of AR&D's operation through tho
beginning of 1967 “recognizing income and capi-
tal gains dividends when declared and assum-
ing all unrealized gains were realized and dis-
tributed on Decembor 31, 1966, the stockholder's

investnent would have resulted in approximate--

ly a 14 per cent compounded annual return.”
Without Digital Equipment, by far the most suc-

cessful of all of the 100 companies in whieh

AR&D haus investod, tho roturn foll o only 8 por

.. cont. By contrast, tho Dow Joncs Indusirinl Av-

-oriyre ovor tho smno perlod, assuining o 4% por
. cant dividond yiold, showod n eompoundud an-
nual return of about 1134 por cont,

Rotch also studiod tho rocords of seven

' SBIC's (Small Business Investment Companies).

Since most were started in 1960-1962, Rotch said
it was somewhat premature to analyze their re-

.., sults definitively because of the long maturation -
.. time of most venture investments. Still, he said,

“a similar pattern [to AR&D] is beginning to
(Though at one time a major source of
venture capital, SBIC's, formed after passage of
the Small Business Investment Act in 1958, have
declined considerably in importance, due princi-
pally to a tangle of government restrictions, tho
unavailability of Federal financing and the dif-

ficulty of attracting skilled venture capitalists to

a salaried job when they could be picking up eq-

_uity work?ng independently. Most of the original

SBIC's have either gone out of business, trans-
formed themselves into investment companies
or become little more than finance companies,
often in the real estate field. A few, such as Mid-

land Capital Corp., established by Marine Mid-

land, and FINCB Capital Corp., set up recently by
the First National City Bank, are distinct excep-
tions and conduct active vernture operations.
Some members of venture capital partnerships,
as well, have organized thelr own private indi-

.vidual 8BIC's as & useful nethod of corducting
. certain deals.) ‘

E.F. Hoizer of Heizer Corp tends to apgree
anelysis, “You fizure out how the

g g
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, A further dilemma facing aspiring veri’tuxers'is
that the rush of capital into the game,
the desire of big institutions to become involved ot

Jyass

“and youll find oul that with tho kinds of win-
noru you'rn Hlioly to fot, thio loyors will kil you,
Thoy'l onl up yonr rolurn to the paliit whoro It
will ba Juat Hko invosting iy oatubushod compn-
nfos, In othor words, It won't bo vorthh all tho
trouble and tho slaying awako nights, Tho only
way to do it is to work nl cnoh Invostmont so
you don't loso monoy on any of thom,"

The porformanco of tho four letlor stock
funds, further, has beon considorably less than

. awesome, though, again, it i3 much too early to

sonte to fAirhi sohcluslony, Actotding to s rovetit
analysis in Baxron's, the Value Litie funid, which
started in February 1968 and is the oldest letter
stock fund, was also the only one as of last De-
cember to show a gain with a rise of 10.5 per
cent in its per share net asset value. The Diebold
Fund was down 2.5 per cent. SMC Investment
Corp., started by Shareholdels Mundgen‘;eht Co.
in Los Angeles, was down 7.7 per cent. (SMC has
invested only $156 million of ifs initial $238 mil-
lion.) The Fund of Letters was off 34 per cent.
Over a roughly comparable period, the Arthur

Lipper mutual fund industry average dropped 16 *°

per cent and the Dow average was off 18 per: o

oM

cent. All of the funds currently sell below :thexr
book value.

The point of diminished retuins

as. wall\aS»

in big deals, has inevitably raised the price of

_the deals. The “step-up” from founders' purchase | -

' prices of second and third stage financings,

where institutional interest has been heaviest,
has been substantial. “Six months after its start,
even if a company hasn't proved much of any-
thing,” says a venturer, “you can figure it might
well be ten times as expensive to buy in."” Even
start-up prices have escalated as now Street-

" wise entrepreneurs have demanded more favor-

gble terms. A few years ago, depending on the
track record of the entrepreneurs, the pfe ratio of

" the area of business they were trying to enter

and the apperent soundness of their business
plans, & group of entreprencurs might sell about
60 per cent of their company for as much as §1
million, Today thoy might got $3-to-$4 million
for o 40-10-00 por cont sharo, This moans that tho
company would bo starting with an initial val-
uation of $6-to-38 million agalnst around $1.6
million. If the eventual gcsal for the mature com-
pany is about $100 million, the upside potential
for today's venturer in such a doal would be 12-
{0-15 times his money instead of G0-l0-70 tines.

Ono mini-computer company (another currentiy
hot aren) whieh waa losing &1 million on %1 41,,)-
Hon in recontly Jnstitution -}
bitelddiyg on the bauls of o compnrny vidunti
830 milllon, Thoso fhrares nro vory nignificiont,
for as Rotch polntod out: “Tho sucenns of oquity
orlontod vonture capltalisty doponds on obtuin.
* -ing a high rato of capltal gnin on thouo invent-
“monts that turn out to bo winnors," Thoro are
not many deals around today where 78 per cont
of a high technology company can be obtained

for $70,000, a5 AR&D did i1 Diglinl Byuipment.

nnlan obtivineed

The profusion bf sew thorey his tlso precipi-

tated some dubious distortions of traditional
venture capital practices, Eager brokerage
houses and a growing band of “finders” (who

are compensated by fees and warrants) have :
" been seeking out talented scientists and engi-

neers at large corporations, convincing them of

the joys of running their own. companies and
- then, with barely a pause for the formulation of

business plans, filing public offering- registra-
" tions with the SEC. “Wall Street has been per-
+ forming:a tremendous Seducmg act,” says Rob-
‘,\art Johnston of “Johnston- Associates, which
9lps sma.ll companies arrange ﬂnancmgs
There are not. as many real entreprenf
around as you would think from all.the prospéc-
tuses Just a few days before the public offering

;",,( ,\%h? two)prmclpals for one high-technology com-

\(\ AL

AT .\pany, Who had been only c&sual acquaintances
“at the computer firm from which they had becn

recruited, developed such an intense hatred for

off. : . .
To oarry the new firms through the offering.
its promoters often try to peddle cheap letter
stockk with the promise that the offering price
six or eight months later will be four or five
times the letter stock price. In difficult situa-
tions, the promoters have offeroed various sorts
of notes with accompanying warrants, and have
guaranteed that the loans would be paid off after
the offering. Hedge funds, which have recently
been generally leery of venture capital becausc

of their. letter stock troubles, have often been

willing to assist in this sort of “bridge financ-
“ing.” "If you need money quick to carry you
through the offering,”" says one broker, *'some of
thoso guys will give it to you in twonty &1
hours aftor one phone cull,” : @
Even in the most respectable venture situa-
tions, one of the chief goals for all conoerned is
now to bring the company public "as soon as
possible,” as Robert Madden of Kidder, Peabedy
puts it. “That's the kicker,” he says. "That's

each other that the whole deal had to be called :
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Bealing the drum for new firms -

when the book value translates into market val-

ue and a multiple." Madden does, however, like -

the company first to get into the black, As hard
as it is to imagine today, Digitel Equipment

" waited nearly ten years before going public —

“to avoid the pressures of the public stock mar-

"~ ket,” sald DEC president Kenneth H. Olsen,

Hand helding

The trend toward less and less involvement with
one's venture investments is by no means uni-
versal. A number of new firms organized within
the past couple of years profess to.operate under
the same philosophies as the traditionalists.
Creative Technologies Co. was formed recently
by two physicists fromm Quantum Science Corp.,
a consulting firm for many venture capitalists,
to organize venture deals, espzcially start-ups.
Dr. Victor J. Krasan and Gerard M, Qrosof feel

‘their scientific expcertise gives them a big ad-

vautage over other venturers, "There are quite a
lot of jerky people in venture capital,” says Gro-

sof, “Some of these Wall Street firms think they
can turn their financial people into scientists
just by teaching them a few buzz words, But
they just don't know the quality of the people
they interface with. If some guy comes in with’
what looks like & good idea, they just pass the
hat and hope for the bost, But wo can got in
there and help make that comipany work., If
they're having trouble with their laser, we can
tell them who to call. Some partner down on
Wall Street can't do that.” “Besides, the scien-
tists trust us,” says Krasan, who after picking
up an MBA from NYU apparently feels a scien-

tist can becomne a financial man. “We all have a.

lot of friends in commeon. This is helpful, be-
cause & lot of them are afraid of Wall Street.
They think they're all a bunch of thieves down
there."” With a group of 17 partuers, including

two investment banking houses and the board .

chairmen of two large corporations, Creative
Teochnologies has gone into’ eight deals, four in
which they are the lead investor. In planning fu-




ture deals, they say they have no qualms about
"abducting” people from IBM and other lurgo
compenics, Tholr capital raing goals aro ambi-
tious, “A lot of pooplo In vontuvo capital nay
thoy want ton thimos thelr monoy in five yoars,”
says Grosof, "But that's only fifty-olght and a
hplf per cont compounded, which isn't good con-
sidering tho risks. We want a doublo ovory yesnr,
or thirty-two times our money over five yoars."
Though his IHeizer Corp. is just beginning
operations, E.F. Heizor says ho intonds to "stick
very closo to our companics,” to the poini whore
ho soos his firm as not so much a venture capital
outfit as n "business dovelopment corporation”
with o stafl of oporations-oricnted pooplo with
oxporionco on tho "firing Hino" (ho alroady hos
hired 16, who will bo glvon the incontive of stock

optionis) to help his companics through all -

" stages of its development. Despite tho institu-
donal support ho has acquired and his track rec-
ord at Allstate — a reported annual pro-jax ap-

preciation rate.of 40 per cent — many institutions

are stiil skeptical. “It's a great way for pcople to
play the game without getting mixed up in the
nitty gritty of venture capital, and he’ll be able
to buy some wild things we'd never get past our
investmont commiltee,” says one insuranco ex-
ocutive, "But I still think {t's too goddamn big
for him to accomplish tho things ho says ho's
going to." -

Anothor high-involvomont flrm is Fahorty &

Swartwood, whichh was organized last year by

some young employees at Biyth & Co. The new
company calls itself “venture bankers.” Accord-
ing to T, Marshall Swartwood, "When the com-
panies we're in need money we'll arrange it. If
they need exposure on Wall Street, we'll ar-
range that, and get research reports written.
. We'll provide all the services that Blyth and
Morgan, Stanley do for GM and Standard Oil,

except that we'll be doing it for the little guy.” . .

Adds J. Roger Faherty, "We intend to always
have our fingers right on the risks.”

Richard Irwin of Hayden, Stone contends
that his firm can actually offer young companies
more assistance than the traditionalists, though
mainly in the investment banking area: “We
want to go through all the stages, developing
the people and the idea, arranging the initial
financings, the public offering, subsequent
financings, mergers and acquisitions, private
placements — we're looking for a long-term re-
lationship and we like to go on the board."* For
its services, Hayden, Stone generally buys a

piece of the company, and receives & fee and ..

warranis, Irwin does not feel ho is at a disad-

vantage agninst such organizations as Creative
Tochuologies. "I don't have any faith in the tech-
nology boys,"” ho says, “The Ph.D, from Statford
may undarsiniid tlio technology, thouprh you
ronlly can't undorstand o-machine unleas you
nctunlly talo it apart, but ho doesn't understand

markets tho way I do. The technology will take’

caro of itscif. Tho recal problem is geiting tho
product into the right market." However, bn-
causo of its closc association with the company,
says Irwin, “this means that instead of doing
ten-to-fiftcen deals a year, we'll only be able to
do two-to-three.”

High pricos for junlk

Whothor Haydoen, Stono will continuo to bo sat-
isfied with two-to-threo doals a year whilo its in-
stitutional clients incrcase their demands for
venture-capital action remains to bo scen. At the
prescent time, there ‘appear to be plenty of re-
spectable deals to go arouhd, but many experi-
enced vonturers feel that the rush of uninformed
money will inevitably distort the values of small
companies to the point where a serious fallout,
perhaps. on the order of 1962, may result. Al-
ready, says Harold Bigler of Connccticut Gener-

al, “a lot of poople are paying horrondous prices

for junlk, for orap, It's gotting to bo & big put-on
Job, with everybody flguring that two-to-throo
financings along they'll Lo bailod out by the
public.” If several hundrod million
should suddonly become unhappy with tho
whole idea, the battering that small companics
could receive would be brutal. Many traditional
venture capitalists, who have been forced more
and more toward start-ups, where the price is
relatively lower and their expertise puts them at
the greatest advantage over more impersonal

.Ainstitutions, now feel that their best bargains

may come to be young companies that have
been abandoned by their original institutional
backers. "In the past few months,” says Paul
Bancroft of Bessemer, “we've seen a lot of these
institutionally-backed companies who have j'ust
run out of money."” '
“You can write this down in your little note-
book, there is going to be a lot of money lost in
venture capital ‘over the noxt three-to-four
years.” says Richard Irwin, “cnd it's not going
to be the old venture capitalists like Bessemer
and the Rockefellers and Arthur Rock who are
going to be the losers. It's the banks, the insur-
ance companies and the brokerage houses who
are going to lose their tails. There will be a big
retrenchment. And then this business will get
back to where it ought to be.” ' it

dollars -
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Audetson was dissolved In 1967 and Bancroft then vienl
to work for Besscrrer, with 1nore o less the s
tesponsibitities,

Bancrofl holinves Inmmlnlnlmnp o vety elosg work-
Ing rolntionshlp with tho companics in which Dnssemer
has on lavestmoil, and ho [s eureently on the bowd of
abont nine companles, “Venture caprlalls aninstintduat
Kl of busliess,” ho says. “You cat maka all kimly of
chorls and chorks, hut tha real decision on whother to
g0 shoad witl: a deal tonds to be made at four o'clock in
the morning when you suddenly figure that the guys
somehow seem woith betling on."

Paul ("Pelo™) Bancroll 111, 45 vice prnsldenl and riali-
ager of high growth and risk Investments for Bessemer
Sccwritios Corp., which hivests money for the Piilpps
family, is ono of {ho loromest of tho Lastern famlly
venluro capitalists, A geaduate of Yalo Universily In
1901, e did graduala work unibor an Alr Foico program
al Goorpelown Unlversity's [nstitute of Forolgn Reia.
tlons, from which ho graduated with honors in 1953, Ha
enterctl the securltics business in 1956 ns an account
exccnlive with Merrill Lyneh In New Yoik, ton lefl to
join £, Eberslat & Co., specializing In underwriting and
privale placemeats. In 1962 he joined Draper, Gaither
& Anderson, orte of the best known west coast venlure
capital firms, where he becamic a gencral and limited

e

PAUL BANCROFT, 111,
vica president,
BESSENECR SECURITIES CORP,

partner, In addition to serving as a director on the
buards of six companies, Bancroft investigated prospec-
live investnients, negoliated additional financings for
companies in which the fitrm held an investment and
arranged mergers and acquisitions. Draper, Gaither &
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WILLIAM ELFERS,.
managing parlner,
GREYLOCK & CO.
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Elfers, 51, might be counted as something of a tradi-

M tionalist in venture capital, having served for nearly 20
)’J years al American Research & Development, the
. S ] granddaddy of venture capital firms. A Princeton gradu-

| ate (history, 1941), he joined AR&D after World'War 11,
and views his stint there as his education in the venlure

AW . capital business. In 1965, he formed Greytock, with six

limited partners and three general ones, as a privale
equity partnership, ©I think private vehlcles are the
best way to participate in this business,’ he says,
pointing out that Greylock's approach is different from
that of the typical family operation. The partnrership's
assels have prown {rom $5 million to more than $15
million in four years-—not counting the effects of pend-
ing public offerings of several of its companies. And
Elfers is quick to give much of the credit to two of his
associates, general parlners Daniel 8. Gregory and
Charles P. Waite.

Greylock is samewhat less beld than many venture

capital firms, rarely getting involved with start-ups or
companies which are in trouble, "The investmants we
make," says Ellers, "are minority positions in private
companies ‘or companies which have just gone public,
usually -with sales ranging from two to twenty-five
million dollars, and primarily in the technological fields.

" Moreover, we are not loners ang frequently participate

with othérs if we need to."

" Elfers, however, sces some problems in store for the
business as a whole, "There are an awful tot of new
entities which have been formed because of the ap-
parenl allractiveness of venture capital,” he says, "but -
many of them have not learned the business they're
{n. They think venture capital is just an easy way lo
riches, but it's much tougher than il looks. Maere is
needed than just putting money inte 2 company; what
you need to do is live and breathe with a company—and .
slay with It."" - .
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. DONNIS,

THE AMERICAN EXPRTSS
INVESTMENT MANAGEMENT CO.
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Dennis, 43, in a sense bridges the gap between the old
and the new venture capitalists, applying many of the
traditional approaches to a corporation’s venture pro.
gram, A Stanford graduate—with a degree in electrical
engineering as well as an MBA—he joined the Fire-
man's Fund lnsurance Co, in San Francisco as an
analyst. After a series of promotions, and acquisitions
and reorganizations of the firm, he became a vice
president and senior Investment officer of the Fund
American Companies as well as the Commonwealth
Group, And after thc American Express takeover in
1968, he received his present title,

~Two of Dennis's biggest finds have been Ampex and
Recognltion Equipment. He had seen Ampex products
in action at a Stanford engircering seminar in tlie
early 1950's and was impressed enough to put in
$20,000 at 20 cents a share, He recalls that the invest-
ment vas in a product, not in the company's financial

prospects, vhich ""looked terrible for years and years,” -

But because he had no experience as a financial man,
he "wasn'l quite so cynical about the investment busi-
ness and fortunately didn't know that when you double
of triple your money, you are supposed to take a pro-
fit.” He watked away with more than a million dollars .

- in this one.

His first investment in Recognition Equipment came
in 1962, when he was alerted o the company's pelén- -
tial--and capital needs—by a Wall Street beokerage
house. Firemans paid $500,000 for convertible de-
bentures and warrants, and added an equal amount
for straight common stock two years Ialer. Dennis
estimates the worh of current holdings at about $28
miilion, a success which “set the stage for further deals
of this sort."” These, since 1958, have invelved seven -
investments tolaling $2.5 million, including four which
Dennis ranks as successful to highly successfui.

.
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STAGE I  START-UP (“ha.\i.,w..ui ")

When capital is required téliaunch A new enterprise scllinﬁ a

promising product or new service in a well-researched market.

STAGE II  DEVELOPMENT ( 1"4..@&- Haen ")

When an operational company with staff, plant and equipment and
sdme chstomers, is‘finally about to realize>or has just begun to -
realize its profit potential, and needs money to hang on until

the profits actualiy arrive,

STAGE IiI EXPANS;ON ( nubhtpm»én& »>

When a well established, profitable éoﬁpany could benefit from

substantial expansion but lacks the necessary extra funds.

STAGE IV TURN ARous (" Stcovel DWM“ )

When a company that is in difficulties can be re-egtablished on a

profitable basis, by the injection of new capital and internal changes.

' L [ e
STAGE V. BUYOUT ( scomet (oo )

When the present owners of an estahlished and profitable company wish

to liquify their investment in the company for personai reasons,
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'}CGEBCE“' o hicy &RS‘;Q‘QH gQS venture program chvclopment

2020 aurora ann arbor michigan 48105. phone 313/761-3655 °

SUBJECT: Venture Letter #100

."A_24 POINT CHECKLIST FOR PREPARING A BUSINESS. PLAN"

Presidentg, Marketing Vice Presidents, General Managcrsf
Corporate Planners & Individual Entrepreneurs

The items listed below represent the salient p01nts to be con51dered in
planning and financing a new venture centered around the development of

-a hew product. They are presented in the order in whlch a bu51ness plan_

is normally documented.

1.

2,

4.
5.

11.

12I

13,

carvirae merantad 1n Rinh tnerhnalacy (ndnetrics: naw companleq.cubsaidiary startuns-divisional startups-acaulsition investioationssplant expansion.regional representation _

Provide a one page summary of the venture idea, the market need,
and the magnitude of the dollar resources required.

Describe the key goals and objectives = specify what you are setting.
out to achieve, particularly sales and profitability goals.

Provide an in-depth market analysis and cite external markéet research
data sources. : :

List the names of six close competitor firms.

List the anticipated selling price to an ultimate consumer for each
product - present a brief summary. of comparison prices.

Provide a list of potential customers who have expressed an interest

in the products.

Provide a one page summary of the functlonal spe01flcatlons for the
new product spectrum.. '

Illustrate the physical forms of the products with drawings and/or
photographs.
Provide a profile of key patents.

Categorize .and list the key technologies and skills required to
develop and manufacture the products - indlcate which frontiers are
being pushed the hardest.

'Describe the alternative channels of sales distribution, e:.g. Diréct,.

Manufacturer's Representatives, O0.E.M., etc.

Describe the basis for determining if the new products are typically
"lease" or "buy" items from the purchaser's point of view.

Describe the type and geographlcal dlstrlbutlon of the anticipated -
field service organization.

-
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14, Describe the building block modularity of the new products using
the definition that a module is somcthing which can be independently
manufactured, is testable, and can be inventoried. o
15, Portray the cost vs. volume curves for each module - illustrate
the cost -breakdown for material, labor and factory burden.
16. Describe the manufacturing process involved = illustrate via a
block diagram. (
17. Describe the types and quantities of capital equipment needed, and :
when required. : !
-~ R . . !‘
18.. Portray a Flow-Event~Logic-Feedback chart which illustrates
achiévement milestones and portrays stepped levels of when and how '
additional funds should go into the venture. : -
19. Project staff and plant space requirements over a five year period.
20. List the rationale for choosing any single manufacturing plant
location.
21. Provide cash flow projections, by month for 24 months, every quarter ?
for the next three years. A f
22, Provide pro-forma balance gheets for five'years. : V ?
23, Provide pro-forma P & L statements for five yoars.
24. Present a position on the degree of ownership control being sought

- Several examples of growth industries to which this checklist has been
applied are:

and the limitg to which these can be varied with time and profitability;

Health Sciences Power & Energy

Education

Computers & Peripherals
Solid stato Bloctronics
IElectronic Communications

I sincerely hope the content of this letter will be useful
preparation of your new venture business plan.

Yours very truly,

Senior Consultant

G/ 7 / o
a Y SRR . ;
Robert R. Kley % ‘

RRK: ak _ -K

Metals & Alloys
Chomicals & Plastics
Pollution Control

Infrared, Optics, and

Wolography

te you in the
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Bigler, 38, has spent s enloe bustness carner valh the
Connecticut General Lile dnsurance Co. (we page 3),
rsing from a securities analyst in 1947 to s present
job, where one of his funclions is to supesvise the com-

~ eqal currently is one of the most aclive insurance com-
panies in this ficld. One of Bigler's dislinctions is that
the number of corporate litles he holds simultancoisly
probably sels some sort of a record: In addition to
being president and director of CG Securities Corp,, he
is treasurer of the CG Fund, the CG Income Fund and
the Companion Fund, second vice president of the
securilies department of Connecticut General and
Aetna Insurance, assistant secretary with Aetna, vice
president of CG Investment Management Co. and vice

HAROLD E, BIGLER, JR,,
president, .
CQ SECURITIES CORP.

pany's venture capital invesiments— Conneclicut Gen.’
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president of CG Lnuity 5alesy Co. :

Bigler grahuntend - Lrom Brosn Laogeraty oo ;;
B.A. in Engheh i 1993, ficn seived in tae Tlavy A
three years, after wiich he receved s WA I -
Babscn Institule of Business Admimsiration, Big A
not loag ago, spelled out what mught bi considered nu
criteria for picking a slandard type of venture invest-
ment. The company is small, he explained, and usualiy
in‘a high tcchnoloby product arca (rather than a people-
oriented firm in service or software fields), I has been
in business long enough lo provide some reading on
management and producl capabllmes but probablj has
nol yel reached the stage where itis turning in a profit.
And in most cases, the stock is still unregistered.
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Madden, 37, is actively engaged in putling together
venture capital deals for Kidder's institutional clients,
especially a humber of farge insurance companies. A
Princelon graduate, Madden also reccived a law degree
Arom Indiana University in 1937, and then went into the
Coast Guard as a law and intelligence officer, where he

investment department of the Metropolitan Life Insur-
ance Company and then went to Temper Insurance
Group (now Temper Co., a holding company). At both
places, he and some other individuals maintained a
small poctfolio of venture capital investinents. After
{wo years at Temper, he joined Kidder in 1967,

“There are a few.lawyers in the investment busi-

ness,” he says, "and { think legal training is good for

RORERT T. MADDEN,
wenager, ptivate placemont deparlment,
KIDDER, PEABODY & ‘CO.

tried cases for 2 years, After the service he joined the’

just about anything."" Recently, Madden, in association
with the Dichold Group, arranged one of the Street's
largest venture capilal start-ups, a $10 million financing
of converlible notes and common stock (Conneclicul
General was one of the biggest backers) for Intermodal
Transportation Syslems {nc., which.is now in the con-
tainer Ieasmg busmess Though the company oniy

" began operallons in February of last year, it already has

orders in excess of $14 million. "Venlure capital is a
little like a fad in thal everyone is rushing into it,”
Madden says, "but | think thal the people mvolved are

- generally quite sophisticaled.”
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- TN Creative Technologies exemplifies something of a new
A . breed of venture capital firm in that its partners use
*‘% their technical expertise to spot new opportunities
¥eah M @ rather than concentrating on management as so many
Wl : of the traditionafists do. Both president Krasan, 38, and

1 o vice president Grosof, 40, have impressive scientific
' backgrounds which have led to investmonts in science-

A - Yo orlented companies.
T e "j’/ * Krasan has a tumber of deprees In chemisltry, In-
\\ : l P chuding a Pl it Cathalle Universlty In Washinglon
. - (1998) a3 well ns o MUA In corporalo finance front

NYU, He wocked fur the Bureau of National Standards
as a research chemist studying the nffects of high-
energy radiation on polymers and subsequently did
sclentific research at NYU in such sbstruse fields as
energy transfer and photo conduction. Grosof, for his

VICTOR KRASAN, prasidont

X T R part, is a physicist (undergraduate, Cornell; graduate,
/ \_,l L Columbia), "Standing in the radiation {ab one day,” he
mard . says, "we decided lo profit from huge capital gaing

which could be derived from high-technology invest-
ments.” Thus, with a number of partners including
Nobel laureate Charfes Townes of Columbia, and Mirek

Stevenson, he slarted Samson Associates and later

(/;.) formed Quantum Science Corp., a subsidiary which has
GERARD GROSOF, vico president developed a long list of investment industry clients over
CREATIVE TECHNOLOOIES conrp, (he pasl ten years, Meanwhile, he worked as a research
physicist on the first government project 1o develop the
faser, and developad the laser retinal detachment

. M..,-a.-...
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surgery technique—""which, for a long time, was about
the only thing the laser was good for," he says. In 1555
he moved to the Zaret Foundation, as direclor ‘
physics. The two men joined forces in 1967 to form>
Creative Technologies,

...‘.__‘...i... ~ - = — 3
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EDOAR F. HEIZER, JR.,
chairman and presidont,

raised some $81 million last November from a number
HEIZER CORP,’

of prestigious institutional investors In order to make
venlure capital investments and provide management
support for the firms in which it invests. Indeed,
Heizer's plans for assisting fledgling concerns are so

detailed he prefers thal his company be called a

“business development” firm.
Heizer's background Is broad: He s a lawyer, havmg
. received his degree from Yale; he has an undergraduate
, ' degree {rom Northwestern Universily; he is a Certified
Public Accountant; and he formerly worked as a man-
egemont consultant with Booz, Allen & Hamilton, as a

“Ned" Heizer's Chicago-based Heizer Corporation °

financlal analyst with Kidder, Peabody, as an accountant
with Arthur Anderson & Co. and, during the six years
before he lzit to form Heizer Corp., hie was assistant
treasurer with Allstate insurance Co. in charge of the
private placement division, where he supervised some
$125 mitlion in venlure capital invesimenis. Wiy °
staff of 16, he is just now preparing his cOMParre.
initial investments. “We're already getling five calls 2

- day from people who want money,” he says,
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