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February 2~. 1987 

Memb~rs of the Assemblv Economic Development 
and Agriculture Com.mi t tee 

Assemblyman Joseph Azzolina 

Committee \1eeting on \tarch 3. 1987 

(Address corrunents and questions to Gregory L. Williams. 
Committee Aide (609) 984-0445) 

The.\ssembly Economic Development and Agriculture Corrunittee will 
me~t on Thursdav. \1arch 5. 1987 at 9:4~ a.:n. in Roo:u_ 4..;9, Sta_te 

. House Anne~. to consider the following bills: 

A-3-t72 
Brown 

A-3557 
Ogden 

S-2180 
(2nd OCR) 
Lioman 

Appropriates 5100.000 to Dept. of Commerce and 
Economic Development for grant to Interracial. 
Council for Business Opportunity. 

Permits the use of 1981 farmland pr~servation bond 
fund moneys to be used by the State for purchasing 
fee simple- absolute interests in certain farmland. · 

Appropriates 5100.000 to the Department of Cornmerce 
and Economic Development for grant to Interracial 
Council for Business Opportunity. 

lrrunediatelv following consideration of these bills the commit tee 
will adjou-rn and reconvene to hold a public hearing on the forlowing 
b i 11 and sub j ec t mat t e r . 

A-3282 
Azzo l ina/ 
Vi llane 

Create~ the ~ew Jersey Venture Investment 
Fund. appropriates S2 million. 

The purpose of the Hearing will be to consider a variety of 
approaches that the State can take. including the approach used in 
A-3282. to help stimulate the production of new products and 
technoiogies by new and existing companies in the State. 





ASSEl\1BLY, No. 3282 

STATE OF NEW JERSEY 

TXTRODPCED OCTOBEH 2~ 1986 

By Assemblymen AZZOLIKA, VILLANE, l\liller, I\1inc, Schuber, 

DiGaetano, AssemLlywomau Donovan, Al:isemblymen Kosco, Hen­

drickson, Frelingbuysen, Gargiulo, Arango, Singer, Cbiiinici, 

Palaia and ~fuziani 

AN AcT creating a private-publi(· N e"- .Jersey Venture Investment 

Fund. suppleme11ting P. L. ] 074. c. RO (C. 34:1 B-1 et seq.) ann 

making an appropriatiou. 

1 BE 1T EKACTEIJ by the Senate and G(·I/Pral .Assewul:ll of the State 

2 of ~Ye·zr J e-r .... ·ey: 

1 1. For the puqJose~ of tlJi:-i act: 

2 a. "Advisory board" means the Venture Investment Advisory 

3 Board established pursuant to section 5 of this act. 

4 b. "Co.,.veuture inveshueut" means a seed capital i11vestment b;: 

5 the autlwrity i11 qualined securities of a11 enterprise wl1ich is made 

6 in conjunc:tio11 \Yith o11e or more professiollal investors or se~d · 

7 ea}Jital i11Yestors who ot whieh are also making Pquity inn~stnw11ts 

8 in that enterprise, as provided ill this act. 

9 c. "Economically distressed municipality" means a municipality 

10 wl1ich qualifies for Stat(> aid 1mder the ph>Yisinn:-: of P. L. ] 07~. 

11. c. 14 (C. 52 :27D-178 et seq.) or a municipality wl1ich meets two of 

12 the fol1owillg standards: 

13 

14-

15 

(1) The unemployme1lf rate is al,ove the State an:n·age: 

(2) The per capita i11c·ome is lowPl' tlwi: tlH~ State aYern~<·: 

(3) The ratahlPs per capita an• le:-:s than the State a\·fir:U?;f~. 

16 A municipality shall be ref!:ardt"d as an eeonomjcally <.listres;.;rt1 

17 municipality for a period of one year aftrr it cease~ to meet t l11· 

18 above criteria. 



lSI d. "'EEterpri:-:e'' means an indiYidual, corporatioi1, partner;::hip, 

::W joil1t ,·enture~ trn~t. estate or unincorporated associatioll . 

. ~1 e. "Primary employmenf~ means work \\~hich pays at h~ast oue 

:!4 

:25 

26 

28 

29 

30 

:n 
32 

and o~1e-half tillles the· niinimum wage as defined iu ~(:'etion 3 of 

P. L.19G6, c. 113 (C. 34:11...:.5()a4) or as e~tahlished by federal law, 

·,dlidle\·er is higher, proYicles adequate fringe benefits indudi ng 
. . 

h(:·~1!th in~lll'UllCe, a11d i::; uot ~ea~ol!al or part-ti111e. 

f. ''Professional in Yes tor~' means m1y: bank; hank holding com­

pany: sa,~ing~ iii~:i tution: trust company; credit union: insurance 

comp~1!1y: iHYestment company registered uHder the federal •·In­

Ye~tmenf Compa11y _\.ct of 19-~0,'' 54 Stat. 789 (15 U. S. C. ~· ~Oa-1 

d seq.), as amended: pension or profit_;sharillg trust or other 

Hnaneial in~titntion or institutional buyer; licen~ee under the f1·cl­

eral "Small Busi11ess InYestmeut ..:\.et of 1!158." Pub. L. 8J-G99, i':2 

:33 Stat. GS!J (15 L', S.C.~· GG1 et seq.), as amew.led; or any enterprise 

:.34 the principal business of \Yhich i~ making venture capital i11Yest ~ 

HJ meli t and which has a net worth exc~elling $250,000.00. 

;)() g. ·•Qualiriucl ~r-enrit~''' mt·an~ a11y note, stock. con\·ertihle ~ecur-

37 ity, tretl~luy ~tuek, l10Ud. JelJenture,. e\'iclenee of in(lehtednes:', 

:~8 iiwited partnei·~hip i11terest, certitieate of· intere~t o1· participa­

;)~ tiou iu a;1y profit-sharing agreement; prl'orgauizatiOil certificate or 

40 ~uhscription, traEsferable sllare, i11\·estment contract, eertifica tp of 

41 Jeposit for a security, cedifictlte of iutere8t 01' particip<ttiou in a 

-12 patent or applicatio11 therefor, or in royalty or other payment~ 

.:.13 under the patent or application, or, in general, any interest or in"" 

+4 strument commonly known as a "security'' or any c-ertificate for, 

45 reoeipt for, guarantee of, or option, warrant or right to snhsrrihe 

46 · to or purchase any of the foreging. 

47 h. "Seed capital" means fnHlEcing in the form of inYeshnents i11 

48 qualified securities that is prodded for the applied re~earch. de-

49 Yelopinent ·and initial production and marketing of a new tech-

50 nology, product or industrial process. 

51 i .. ••seed capital iuYestor·' means any persoiJ, partner:'hip, coi·-

52 poration, trust or other e11tity, except for a prefessionnl illYic'Stor. 

53 making a senl capital in,·estment. 

1 2. The authority shall establish and maintaili a spe(·ial fund 

2 called the X ew Jersey Yenture Investment Fund, referred- to in 

3 secti()n5 2 through 7 of this a0t as the '• fmHl". The nutbority i~ 

4 authorized to ·accelJt any aud all granb alld loans~ U:' authorized by 

5 this act or any other law, subsidie~, matching funds, reimbuse-

6 ment~, appropriations. transfers of appropriations,. fP<leral ~Tmlt 

7 monr:·:0;, income derived f1'om in,·e~tmrnt~, or other thin.g,·s of ,·alue 
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frorn the federal or state goYernments or any a;::ency of any othPr 

~tate or from UJ!y in~titutic.,m, persm1, firm or corporation, puh1ic 

oi' priYate, for deposit in the fund. 

The authol'ity is authorized to use .mo11eys deposited in tlH? fund 

expressly for the purposPs specified in aml ae(:ording to tlw pro­

C'P.durh~ e~tahlished hy S(Jetions 3 through 7 of thi~ art. The anthm·­

ity way appoint a dirertor to maHage the actiYities associatecl witl1 

the fund. The director sl1all receive compensatiou as det(:'rmiHed 

by tlw authority. 

3. The authority shall haYe, ii1 addition to the pmn·r~ emu:~c·r­

ftt~'cl i11 sed]on f;. of P. L. 107~-. r. SO (C. 34:111-:1). tlH• fo 1 ln\,-i,:.~· 

powers concerniug the i1n·est::Jeut and reiJlYe:::tmrnt of money~ 

i11 tl1e Xrw .Jer~e:· Venture lnYe~hueitt Fund: 

a. To {'nter into, followi11g consult a tioll \\·itlJ tlll' c!dYi~u1·~: l1c:ard, 

\\Titte;, n~n·rme1jts o1· eontraos, inchHling 1iLJited pm·t!:c·rs]Ji}l 

aET2Cl~18Lh. Y:itl1 011e or more profcssimml inYestors or :-:c<~d c:::p:tnl 

]nYc~tor::: for tlH• purpose of r~tabli~hing a pool of fm:(1.;; to hr n~(.>d 

E-xe1nsiYr1:· n~ f:cecl capjtaL proYided that the amount of fHnd3 to 

Le proYided m:de1· each suc-h agreeme11t or rontract l1y tlw uuthor­

ity from the fuud sLall not excPed 257<- of the pool of fnnr1f. to !~;· 

estn h1i~lled hy snell agreemc·nt or contract. The autlwi i i;: 
I 

,:...]·j ~~ j 1 

l'Ot inYe~t more than $2~000.000.00 i11 a pool or pools of fn~:cb. 

Tl:e agreement or eontract may JH'OYicle for tLP pnn] nf fu::cl..: 

to bl' manag:ed h~- a profe:-sio1Jal in,~estor. Thr mann~;·pr may 1 • 

tlw general partJH~r of a limited part1wi·ship of y;hieh t1Je author­

ity is a limited partner. 

'l'lw n;::r(~enwnt m· c-ontract way proYi<.k for paynH:•nt 1 u th 1:::: · -

ager of a pereentage~ not to E'xecc•J ~o;;, computed on ~m mmunl 

hasb:, of ra~h m:c1 other property payal1le to tJw antJ!Orit;: (i:' it:-: 

pro rntn share of distribution~ to in\-ri-:tc,r:::.: in the pool of fund:-:, 

proYidt-d that: (1) no amount shall b(> receiYecl hy tlw mm:a,Q·er 

UJ)QjJ ~a](' or otl!E'l' disposition of qualified ~ecuritie~ i11 f'i'lP1'Jl1'i~,;_, 

untili·ecoYery hy the authority of it:' inYestnwnt: (2) upon liquida­

tion or withdrawal of the authority from tLP. pool of fmid~ the' 

manager shall llc obligated to refund an:· amo1mt rec·f>in·d ll;.~ it. 

from ~ucL perc~,nt~2Y if llecessary to alloY: t1H 1 authurit~· to l'P('O\",·r 

it~ }nYe~tnwnt: ,-;.Ld (3) the trrm~ of payn1e1( n:· ca-.:l1 aw1 otLr,:· 

pror:Prt~· to the authority an' no lt>:':':-' faym:n h1r I o rlH· :mtlwril :~­

than payments to other seed capital inYestorfo' m· profe . .;;~imwl ilJ­

Yestors other than the manager, who are parties to the agTeemrnt 

or contract; 
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:ia h. To wake a co-,·enture iuvestmei1t 111 qualified securities of' 

34 any f~nt-••i'prise approved pursuant to section 4 of this act by e11ter-
. . - . 

35 ing into ·agreements ,·\-ith one· or more professional investors or 

?.6 ~eed capital iiJYe~tori' "·ho agre~ tn invest an a111oun t of not les~ 

38 

thnn :)0~ of thP amonnt that tlw at1thority in,·P~ts jn !he (lnterpri:o:e 

for the purp05e of providi1ig ::-PNl capital, hut not more than 

39 $;100,000.00 shr.ll he invested hy tlw authority in the qualified sP-

40 eurities of a sh1gle enteqirise, unless the authority determines that 

41 aclditimJal investments an• !~cce>~~ary to protert or e11l1ance the 

+:! authority's il!itial inn~stment, iu whieh case the authr,rity may iJt­

+3 ,-p~f. not more than $7:10,nnn.nn in the ~nterpri;;,;e . 

. 44 Ea<;h co-ventur£~ inn:.stnwnt agreement shall 1n·ovide that the 

45 authority will l'PC'o\·~r its in,·estments vrior to or simultaneously 

46 with any distribution to participating professional investors or 

47 seed eapital in\·estors. The authority and· participating profe:'-

48 sional invP~tors Hiirl seecl capital inve~tors ~hall shart., ratahl~· in 

49 the profits earned in any form on sur.h co-venture itn-esttnent: and 

50 c. To make in,:estments of any rnnds held in reserYe or ~inking 

fit fund~~ or any fund~ not required for imn1ediate disbursement, in 

52 any clii·eC'tohli.~·:ati~ms of, or obligations as to whicl1 the pri~1cipal 
53 nnd interest i~ .~~narantPed hy tlw F11itecl States of Ameriea or such 

54 other ohligations as the authority may approYe; 

l 4. a. ~;.n enterpri~e ~eekiug a eo-\·Pnh.ll'e iln-estment from tlH; 

2 · fund or seed capital from a l'ool e~tahli~hed pursuant to sub~eC'-

3 tion a. of. ~ection ~ of this aet shall filP. an application \yith the 

4 ~uthority along \Yith an ar;p!ic~ .. tion :fee to he determined by the 

·;) authority. A vnlid application shall contai·n a business plan, in-

6 ·.eluding a description of the ei1terprise and its managelllent, a state-

7 ment of the amount, timing and projrcted use of the capital re­

S quired, · a statement concerning the feasibility of thP proposecl 

n technology, product, or· industrial process, its state of devf'lop-

10 JnEmt and likelihood of comnwrcial success. a statPment of t],e 

11 potPntial economic impact of tlw enterprise 011 the State, irtC'lnrl-

12 ing tlH~ number~ location and types of johs e~pected to he ereatetl. 

13 and any other information required by the authority. 

14 Xo applirat.ion for a eo-Yenture investment or seed capital shall 

15 be approverl until the authority ronsults with the advi~ory l)oard 

. 16 and determines that: 

17 ( 1) The enterprise has a reaso11ahl!~ chance of :;:nccP~~: 

18 (2) Authority. participation is necessary to the sneee~~ of 

J 9 the enterprise because con\·entional, private funding is un., 

20 available in the traditional capital rnarkets, or because fnnd-

21· ing has been offered only ·on terms that \yould substantially 

22 hinder the success of the enterprise; 
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(3) Tbe technology, product, process or invention for 

which the inYestment is Leing made is feasible~ has tl1e po­

tential to achieve conunercial success and the enterpri~e has. 

the reasonable potential to create a substantial amount of pri­

maty employment within the State per dollar i1n-e~ted a1id 

that the employment will he located in an economic-ally dil'­

tressed municipality unle~s the authority determine~ thaL· 

locating the new employment in an economically disti·esst>ll 

munie~pality is not feasible. In determiuing the feasihility 

and commercial viability of the technology~ product, proees~ 

or i1wention, the authority ~hall give consideratio11 to ~my 

potential for it~ f!Yt>Htual sale in export markets: 

( 4) Thf> entreprelleur~ investors, shareholde.r~, am] otlH·r 

foundC'rs of the enterprise bave already made or an> ob1ig·attJl1 

to niakP a substantial financial aud time commitm~nt to tltl' 

enterprise; 

( 5) Tlw securi tie~ to he purchased are qualified ~ecurities: 

(6) The possible gains on the investment are at least com­

mensurate with the risk of loss and that there is a rea~m1ahll~ 

possibility that the authority \Yill recoup its inYestment, '':ithi;J 

10 years aftc~r sneh investment or such other time ]WJ·ioc1 :1 ;.­

negotiated by the authority, through the receipt of bt<>rL'!'t 

payn~ent:o:., diYidends, cnpitn] grlin:3 or other di~trilmtion· of 

profits, or return on inve:::tnwnts 1n:1.d(> l.1y the nutLuri~~ : an(1 

(7) Tlw enterprise is willing to make. prior to thP illYe~~­

ment beint!· made, binding commitments with tl1e auth01·ity: 

(a) For adequate reporting of financial data to tlie an­

tlwrity, which shall includP a requirement for an audi1 of 

the fina11cjal recorJs of the enterpri~e at least ouc.:~ eac}J 

year: 

(b) TJwt ~my employment created l,ecnn::~:· of the inYt'St­

ment shall he located in the State, nnd ]ocatr(l in an eco-

55 nomically distressE'cl inunicipality nnles~ the authority 

56 detennines that locating the new employment in an eco-

57 nomiea11y distressed municipal it~- i~ not fensihl0: m1d 

ilS (c) That tlw authority shall ha\·e· suHicicnt <·o:itJ-n,·tnn: 

59 right~ as the authorit~- shall deem prudent to protE'rt the 

60 in\·estnwnt of tlw authority and to assure that th·· E'n;p]n~--

61 me11t. created 'Yould be located in the Statf> and loeatr·d in 

62 au eco11omical1y distressed community unle~~ tJw authority 

63 determines tLat locating the employnwnt in a:1 ermwn1irnll:·: 

· 64 distressed community is not feasible. 
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G5 h. lf the npplication i::: for 8(;ed capital from a pool establisJwd 

66 pnr~unnt to :-:nb!'ertion h. of ~eetio11 H of this net, the pi·ofessit:mnl 

67 i nYestor actin~:; as manager of the pool shall, after the authorit~-

6S mnkes the detenni11ations requiretl b~·. subsection a. of this sec-

6H tion, deeidc "·hether to appro....-e the application. Tf tlw applica-

70 tion is for a eo-\·Pntnre- iH\·estn.lt·llt from thP fund. the authority 

71 ~ball decide whether. to aprn·oye the application. 

1 :J. a. There is established in the DepartmeHt of Comntetce auJ 

2 Economic De\·e~opment, a Yenture In\·estment _\dvhory Board. 

:3 The board ~hall haYe nine memhers as follow8: the Commissioner 

-1- of f'nn!lJJE'J'('(l :u:<1 Eronomic Ue\"P1opn:ent e:u:d tlw ex:•f:ntive din~~~-

3 tor of the Xe,,- .Jf'rf;eY C'ommi:;;::;ion on SciPJlCe and Ter1wolo:..;:Y. . . . ~~. . 

fi created pur:o:unnt to P. L. Hl85, c. 102 (C. 52 :~(X-1 et 5eq.). Loth of 

7 whom shall sernt ex oftl.cio; and set·e11 I11embers appointed by tLe 

~ (~o,·ernor ''."ith the ndYice and consent of thP St>Late for tenn:; of 

9 three year~, except that of the se,:en memhers fir5t appointed h~-

1 0 the GoYernor, three shall be. appointed for thi·ee years. two :-.hall 

11 llt' appoi11ted for t\',·o year~, an(l h\·o f'hall he appoinh)d fc,r 0!11.' 

- 12 yet\r. Xot more than four of the members appointPfllly tlie (io,--

13 er11or shall be of the same political party. The members appointed 

14 b~- the GoYI:'rnor shall bclnde t\\·o incliddual~ ,,·ith e::-:perir>nc0 in 

15 small lnu;inesses inYoh·ed in the development and comi11ercinliza­

J 6 tion of ilP\\" products or indnstricll processPs, t\\~o indh·idnals "-itlt 

17 t'esearl'h nud (1e,·elopment experi~11ce in 1i1~-ljor P~tahli~ht>d in1 ln..:~. 
18 tries. and h,·o individuals "-ith investment or t1nnncial expPriew·n 

10 related to the de,·elopmcnt and rmmnercialization of 11P'.\. pro<lt:et:-; 

20. or industrial proresse~. Each member shall hold offlce for tile t<,rm 

21 of appoiuhnent and until his successor is appointed atl(l q nalified. 

22 _-\ me1i1her apopinted to till a Yacancy occurring in the member~hi lJ 
2~ of the hoard for any rt>ason other tlui11 thP t,xpiration of the tt?n,l-

2± ~lu~ll llnYe a term of appointment for the unPxpired tPrm onl~·. ..\ ll 

25 Yaeaucies ~ha11 he filled in the same nm;mer as the ori.!.!·imll HJ'· 

2() pointmei1t. .. Any llH:'lllber 1llay be l'E'1110Yecl from ol'fiee lly thr nm·-
27 ernor~ for cause~ after ~1 hearing and niay he ~uspeu1ed J:~- rh~~ 

:28 OoYernor pendi1ig the completioE of the hearing. :\femh·r~ of t l1" 

2!) hoard ~hall sen·e "·ithout compensation, hut shall he reimlnH~<·..l 

30 for necessary expenses incurred in the prrformanr.e of thPir 11ntif':-' 

:-n as memhers. Action may be taken and motions and re~olntio11;~ 

32 may be adopted by the board at a board-meeting by an nffirm~tiY<' 

33 Yote of not less than fh·e members. ~\s soon as praeticahle, tlw 

34 members of the board shall select fron1 among then1se1Yes a chair-

35 1uau, vice-chal.rman and treasurer. 
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36 b. It shall be the duty of tl1e adYisory board to: 

37 ( 1) Study and 111nke recmmHelJdations emH:el'HiHg tlw~e ae-

38 tiYities of the autlwrity which. are m;dertaken to imph!ment 

39 the purposes of. this act ; 

40 (2) Re,·iew any proposal of tlw authorit~· to e:-:tahli~h a 

41 pool pun:uant to sul>~Pction a. of ~ertioJJ 3 of thi~. ;w: au1 

42 ach·ise the authorit~· concerniug the proposal: and 

43 (3) Revie"" a11y applicatiou made to the authority nnder the 

·-14 provision~ of thi:;; art uncl advi~e the authority conrerning the 

43 application. 

fi . .:\ny documelltury 111Hteria1:-; Ol' uuta ff'('t•iYed h~· all~· 11H-'1llher. 

agC'nt or ell!ploy<·e of tlw authority or the a(h·bory 1,oanl. to th• 

E:>xteJJt thnt thP JJJatPrial or datn t·on::::i~t of tratlt· ~i·er~.•b. eom-

.J mercia} m· fi11ancial i::fornwtio11 re~:;ardin.~· t]H_, OJ>t'rativll of an.'· 

5 t~nterpri8(-' eondudf-'d h:• an a}J}>licant for. or l't•<:ipiC'JJt of. m1.'· 

G form of as~i~taJit'(' \\·l1ich the authority i:-: elllpowere(1 to n.'!:dc·r, or 

7 regarding the competitiYe po~ition of t1H? e11terpri~e in a ]mrticu:lar 

R field of emlcaYor, shall 1:ot be deemed puhlie reeorch: PXeept thnt 

!) - if tlte aut]JOrit~' purelwsp~ a qnulitied ~ec·nrit~· froJ!J ~nel1 entPr-

10 pri:;.;e, th(· tO~!tJJier(·inJ n11d finmtc·iaJ illformati(l!J~ <.~x(·1ndini! 1ra<l!~ 

1 l ~ecrets, ~haJ11H· ch'H~i<.:~1 to L<>eOJJJP n JIUL~ic· l'C(·urd ,.~· th• miUwr:~~-

12 nfler tlHl (_•xpirntiwt of tln·<-'C' y(·~;r:-: from tl1e dntc· ol'.:<lJ<·illl-.:t· u)' 

13 the qualified Fecurit:·. or, if the inforiJution i:-' l'\'('t_•in·d 1,~· tJu~ 

l-1: member~ a,q·ent or empJo~·ee of tlu: autho61y after tJ!·· 1mn·k;~:0. of 

15 the quaJifif•d seenrity, thr~e y~ar~ fron·· the datp tl!t~ i:1fonnatioi1 

16 was rec>Pived. 

1 1. TLen· i:- U]JJ>ropriated from the Ge11eral Fund to tltt-· _:\..""' 

2 J Prsey Venture hn·p~hnC'nt FuHd the ~um of $2.000.000.00. 

1 8. This aet slwll tab:• eff(:'c·t immediately. 

ST A TE:JIEXT 

Thi~ bill (·n·ate~ tl1<.· Xew Jersl'y VPnture llln_ .. ~tlllE:>Jit F'u11d and 

authorizes tht> X ew .) er~e y J.>oJ;omic· D~·,·t·lopl 1 11•nt _\ut 1wri ty to 

u~e mont>~·~ depofo;itPd i11 tl1e fnnd to mal\e :o"E'(·d ('apitn 1 inYPstmeJJ h.: 

in ent('1'pri:o:es e11~:n~\·d in tht• appliC'd rf•:=;l•arell, dp,·:·1npn11'~'t. illltl 

i1litia1 pror1Hdioll marktltill!:!' of a 1Jr"· tec1m()1n~::·:. ~11·nrl1vt 'lJ' i!:­

dustrja] proces~. 

TJw bill authorizes two kinds of seed capita 1 ll!YP:..:tmt·ni ~ l1~· t]t(• 

authority: 

1. 1nYestments made tln·ou; .. d1 S·:'fld capital pool~ of fuJJds in "·l1i(·11 

l!Ot .liJO]'(' tlw:J :!:1:~; of tlw f1Il!d:-; would conlt· fro111 tf1~> allth,rity <Ul11 

the remainder wonld ('Ollie fnHJl one or mon .. print!~- iJJ':e~tor:'. 



The authority is permittt:>d fo make an agreenie11 t with a qualified 

rnajor private iitvestor to haYe the investor n1anage the pool. Au­

thority inn~stments in such pools are limited to $2,000,000.00. 

· :2. Co•n!ntnre investments in individual euterprises 1nade joilitly 

v,·ith ont: or niore ptivate il;,·e:-;toJ·:o; who agree to inY(~st nt least 

;)o~~ 0f the aJIHmnt i11ve:-;ted by the authot:ity. TbP authority's 

~lu~re of a eo-\·enture inYe~tment would. he limited to $500,000.00, 

.·or, if the an~hority finds that inore is Heeded to protect or enhance 

an iuitial illYestment, $750,000.00. 

The hill appropriate::; $2,000.000.00 to the Xew .Jersey Yent.ure 

Tn,·f.:5tmPnt Ftmd. 

ECOXO~IIC DEVELOP~IEXT 

Creates Xew Jer~ey ·Venture Investment Fund, appropriates 

$.2 million. 
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ASSEMBLYMAN JOSEPH AZZOLINA (Chairman): We would like 

to start the public hearing now on· Assembly Bill 3282, which 

creates the New Jersey Venture Investment Fund and appropriates 

_$ 2 m i 11 ion. 

MR. WILLIAMS ( Conuni ttee Aide) : This bi 11 creates the 

New Jersey Venture · Investment Fund and authorizes the New 

Jersey Economic Development Authority to use moneys deposited 

in the. Fund to make seed capital investments in enterprises 

engaged in the applied research, development, ·and initial 

production and marketing of new technologies, products, or 

industrial processes. 

The bill authorizes two kinds of seed capital 

investments by the Authority: 

1) Investments made through seed capital pools of· 

furids in which not more than 25% of the funds would come from 

the Authority and the remainder would come from one or. more 

pri~ate investors. The Authority is permitted to make an 

agreement with a qualified major private investor to have the 

investor manage the pool. Authority investments in such pools 

~re limited to $2 million . 

. 2) Co-venture investments in individual, enterprises 

made jointly with one or more private investors who agree to 

invest at least 50% of ·the. amount invested by the Authority. 

The Authority's share of a c6-venture investment would be 

limited to $500,000, or, if the Authority finds that more is 

needed to protect or enhance an initial investment, $750,000. 

The bill includes provisions to safeguard the 

Authority's investment under both the pools and co-venture 

investments by requiring the terms of payment in any investment 

to be at least as favorable to the Authority as to other 

investors. 

The bi 11 . requires that the .n.uthor i ty make no seed 

capital investment unless it determines that: 
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1) The enterprise has a reasotiable thande of success, 

and the lik-elihood of gain for the Authority is conunensurate 

with the risk of loss; 

2) Other sources of funding are not available on 

reasonable terms; 

3) The new technology, product, or industrial pro'cess 

is ·feasible .and likely to create a substantial number of jobs 

per dollar. invested which are located in economically 

distressed corrununities to the extent feasible; andi 

4) The enterprise agrees_· to make binding corruni tments 

with· the Authority to provide the Authority with·. adequate 

financial reports and with contractual rights to protect the 

Authority's investment and insure that new jobs are located as 

required by the bifl . 

. The bi 11 establishes within the Department of Commerce 

and Economic Development ·a Venture Investment Advisory Board to 

adVise· the Authority concerning individual investmertts, the 

selection of private managers for investment pools, and the 

6verall implementation of the bill. 

The bill appropriates $2 million to the New Jersey 

Venture Investment tund~ 

There is also· a memo included in the legislators' 
. . 

packets on other states' programs of a similar nature. These 

c~n be entered into the record. 

ASSEMBLYM/l.N AZZOLINA: All right. Good morning. This 

bill is sponsored by mys~lf and Doc Villane. Many State 

planners and policymakers have recently focused their attention· 

on the issue of venture capital, providing seed capital 

financing used to start or expand a·business. In a real·sense, 

this represents just ·another strategy aimed at the retention 

and expansion of existing businesses and, more importantly, the 

.start-up and nurturing of new_companies. 

The lack of capital· from traditional sources. such as 

banks and other financial lnstit~tions for these . types of 
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ventures has triggered many states to launch initiatives 

compensating for that gap. 

Entrepreneurial spirit is the backbone of our nation. 

More and more firms are locating or relocating into our State. 

As a matter of fact, a recent New Jersey Business and Industry 

Association survey indicated that 80% of the respondents view 

New Jersey as better at promoting economic development. Let's 

make sure that this State continues its track record on this 

mark. One of the primary benefits 

start-ups is an 

of focusing on 

increased level 

further 

of job assisting 

creation. 

business 

Today' s hearing will allow the Committee members to 

better assess the . gap between demand and need for capital and 

the actual capital availability for early stage and expansion 

of business. In addition, we hope to discuss the pros and cons 

of the various venture capital finance strategies, including my 

legislation, to nurture business growth and expansion in our 

State. My-special thanks to those of you who will be providing 

testimony to the Cornmi ttee this morning. 

I would like to first call on Jim Hughes from EDA. Do 

you have anything you want to present at the moment, any 

amendments, or whatever? 

JAMES 

I didn't 

HUGHES (speaking from audience): 

come prepared to testify this morning. 

Assemblyman, 

I carne to 

answer questions and be available as a resource, if needed. 

The Committee has received· input from our Authority for some 

time now on some of our concerns. I am happy to see that they 

are addressed in the bill the need for private sector 

involvement, and certain things like that. We do have a couple 

of other reservations, technical amendments. 1 would be happy 

to discuss them further with you, but I have no formal 

presentation. 

ASSE~1BL"fT\1AN P.ZZOLINA: Okay, thank you. 
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MR. WILLIAMS: May I ask that anyone who . is going to 

speak _come up to· the microphone, because this is a public 

hearing and it just doesnit get picked UJ? for the record from a 

distance. 

ASSEMBLYMAN AZZOLINA: I would 1 ike to call on George 

Jenkins, Vice President, Midlantic· National Bank, Edison, New 

Jersey. Are you here, George? (affirmative response) Any 

relation to George ·Jenkins Public Supermarkets in Florida 

the owners? 

G E 0 R G E J EN K I N S: No. I imagine there are a lot of 

Jenkinses of Welsh descent here somewhere. 

I didn · t come this morning with a prepared formal 

response. I interpreted the di~cussion as being one more 

attempting to share some of our perspective with what is going 

on in the State of New ·Jersey, particularly what we are doing 

as a bank, and what we tend to believe the needs ate out there 

of the young company -- the d~velopment stage company corrununity. 

ASSEMBLYMAN AZZOLINA: That is what we want· to hear. 

Would yo~ please pull the mik~ closer to you? 

MR. JENKINS: Sure. 

ASSEMBLYMAN AZZOLINA: It is not a P.A. mike; it is 

just for the record, that's all. It'~ a recording. 

MR. JENKINS: Just some ·background ·history: About 

three years ago, we decided to set up a technology group in the 

bank. The technology group really has focused on development 

stage companies. The view of the bank was that there would be 

an expanding opportunity.· in the State of New . Jersey, partly 

driven by the deregulation of the Bell operating companies, 

changes we saw happening in the major drug firms, and a lot of 

dynamics that suggested to us that programs were . going to be 

curtailed, budgets were going to be curtailed, and that 

professional people would be in the marketplace attempting to 

take ~rejects or technology and look for external funding for 

these opportunities~ and to create companies. 

4 



We felt there was a role for the bank to get involved 
in that process I and we have gotten very involved in it. To 
date, we have a portfolio probably iri excess of 20 or 23 
companies, 

businesses. 
that we would classify as very early stage 

By early stage I mean a business that is probably, 
in many instances, less than a year old when we get involved. 
In many instances; it may be two to three years before that 
company is going to be profitable. We are looking at the bank 

performing in a variety of ways in support of that company. 
This would range from the bank being active at an early stage 
raising private placement capital, with the bank actually 

acting as the conduit to the venture community to try to create 

visibility for a particular project. I think the bank's 
imprimatur on that project has helped to move opportunities 
more rapidly through a venture funding process, and typically 

the bank's role, following that funding.,-- I think I need to 

distinguish here that we are not playing venture capitalist in 
these projects, but if you had to look at what we are doing on 

the spectrum of venture capital to traditional lending, we are 
somewhere in.,-between. 

We typically are getting involved. in providing debt 

finance to finance equipment needs, to finance working capital 
needs at a very early stage. Our involvement has ranged 

everywhere, as I -say, from initial funding to helping that 
company go public in the public marketplace. There are a 
number of examples of companies here in New . Jersey I can give 
you, wherein we were instrumental in causing those companies to 
be funded. In some instances, we were instrumental in cavsing 
those companies to get access to the public marketplace. 

The long and the short of this is, I think that 

certainly from Midlantic's perspective, there is an active 

program in the banking industry, through our institution, to 

support young companies. We have anchored ourselves at one end 

with making bank investments in venture capital limited 
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partnerships. We have . two to date. One is a fund called 

Edison. The specific mission of Edisori is really to focus on 

the tristate aiea, primarily New_ Jersey, and primarily on seed 

stage opportunities~ Our partners in that fund include 

Prudential Insurande, -Mutual Benefit, Public Service, 

ourselves, General _ Motors, and Arneri tee, 

regional Bell operating companies. 

The other fund we are involved 

TDH, · which is in Philadelphia, and 

which is one· of the 

_in is a fund called 

really covers the 

surrounding community in Eastern Pennsylvania and across into 

the southern New Jersey border area. 

ASSEMBLYMAN AZZOLINA: Is this high risk? 

MR .. JENKINS: These funds are venture fuhds, yeah, 

absolut~ly. I mean, this is where you are looking--

ASSEMBLYMAN AZZOLINA: -Have you lost much in it? 

MR. JENKI~S: Well, the history is too shorti In the 

case of TDH, TDH is an established group of professional fund 

managers _ who have had one fund or another for the 1 ast 15 

years. Their track record is pretty good in terms of producing 

a return on capital~ In the case of Edison, Edison was founded 

in August of ·a6. You knowj the record there is obviously much 
' ' 

too short, ·but -the first transaction that Edison did was a 

transaction that we brought to them, which was a company here 

in Princeton, which received a million dollar com.rnitment for 

development capital to · drive that business- forward. We 

subsequently brought ·in a public underwriter. The company went 

public in February, · and went out with a market valuation of 

about $14 million, and-raised about $4.5 million. 

So, they are well on their way. They have increased 

interestingly. Their _employment has gone from about 16 people 

in -July :to. about 30 currently. I anticipate that before the 

year is out they wi 11 probably be up to about 50 people. So 

there is a significant pattern of_ job. creation here. 
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. But, to go back to the central issue of what we see 

happening, I think there is a role for some expanded venture 

capital comm:i. tment in the State of New Jersey. I am concerned 

with how that gets managed. We have speht three years and an 

· inordinate amount of time learning how to survive in this 

marketplace. I can tell you from firsthand experience, it is 

not easy. I question, to some degree, if the State is going to.· 

pursue making capital available, whether that should be in the 

public domain, other than being funded from the public domain. 

I think an approach --- and you seem to suggest an approach in 

your bi 11. -- that you team with experienced venture capital 

general partners who understand the industry to manage that 

money, is probably an appropriate approach in this 

marketplace~- You know, the record of the industry is that on1y 

one in ten is a major success. We have -seen that in our own 

portfolio in the bank. 

The other thing that I think will happen, and I think 

you need to have some patience-- A lot of what will happen in 

the future in terms of av~ilability of venture capital is going 

to be a f unct ion of just a soc i a 1 i z at ion of this process ; a 

network being -created wherein you have the major public 

accounting firms, the major banks, other business development 

kinds of entities better acquainted with the whole process and, 

through that network, they are able to bring people together 

and get these transactions funded. 

I am not convinced in my own mind that there is a 

gross shortage of venture capital in the State of New lersey, 

based on our abi 1 i ty to take what we think are worthwhile 

projects, and to- get those projects funded. You know, I think 

there is so.rne gap there that can be supported by the State, but 

I don't think it is a gross gap. That would be my impression. 

ASSE~1BLY1'1A.N AZZOLINP..: Do other banks in our State 

make loans of this nature, or get involved in this kind of-­

MR. JENKINS! No. 

7 



ASSEMBLYMAN AZZOLINA: 

involved in it? 

Is · yours the only bank 

MR. JENKINS: There are about a half a dozen· banks in 

the entire country. There are four or five banks which are 

very., very active in . the Boston l28 area. . We are the only 

bank, to our knowledge, in the entire metropolitan area. I 

think it has bee~ born~ out by the deal flow we have. I mean, 

we spend the bulk of our time talking with the majbr 

institutional players in the. venture marketplace, looking to 

them to derive deal flow and, in turn, sending projects to them~ 

There is no adversity, believe me, to putting money to 

work in· the State of New Jersey. What I think has been a 

primary problem is, there hasn It been a mechanism to create 

visibility with these funds. It has been all too easy to go up 

to Route 128 or out to Silicon Valley or to Research Triangle, 

where the process is much more institutionalized than it is 

here _in. New .Jersey. I· think we are making progress by virtue 

of what Ed Cohen is trying to do, what we are trying to do, and 

wbat others are doing. 

Bear in mind· that you have over a half a billion 

dollars _worth· of venture capital managed just in Princeton. 

You know, the numbers are significant half a billion 

dollars. The problem is that only ·a small proportion of that 

has been· invested in Ne~ Jersey. 

ASSEMBLYMAN AZZOLINA: Are there any· questions anyone 

would like to ask? 

ASSEMBLYMAN ZIMMER: .I have a question. 

ASSEMBLYMAN AZZOLINA: Yes? 

· · ASSE?t1BLY?t1AN ZIM]\1ER: How would you describe that gap 

which . the State could fill? What sort of investments-­

Presumably they would be investments you wouldn It or couldn't 

make. 

~!R. JENKINS: That bank, at this point, does not have 

a directly ·owned venture capital arm. Traditionally the way 

8 



this would be done would be through a small business investment 

corporation, which is the way the regulators would al.low us to 

do it. Therefore, if somebody comes to us with an early stag~ 

project that is largely in the form of, .. I· ve · got an ·idea. 

I•ve·written a business plan. I have three contemporaries who 

have appropriate skills who are going to join me in this 

endeavor, .. the bank is able to sit down and help them enhance 

that business plan, and help them to get visibility with people 

who can fund that project. But the bank wi 11 not put the 

initial equity capital into that project. What the bank is 

doing is putting debt· on top of an initial layer of equity 

capital that somebody else has to provide. That debt, 

traditionally, has not been available, that leverage, from the 

banking community. 

The banking corrununi ty looks to see several years of 

financial statements and operating history. So, the issue is, 

is there a role there for the State? I think there. probably 

is, but I think you should also focus on the fact that there is 

a role 

sources 

for an expanded network to help to 

of capital to bear on that problem. 

bring existing 

I think that is 

happening, but I t~ink you have to be patient to some extent. 

ASSEMBLYMAN ZIMI'-1ER: So, the gap that you referred to 

is one that would hot necessarily be better filled by the 

State. It is one that could be filled by the private sector, 

if only the means of bringing the private equity in contact 

with the entrepreneurs were approved. 

MR. JENKINS: To a degree. The issue there is, you 

have to look at each individual fund, and ask that fund what 

their mission is. There are relatively few funds that 

concentrate on what we would call a seed stage type of 

investment; ·the problem being that the record of being able to 

sudcessfully develop companies starting at a seed stage is one 

that does not inspire a lot of people. It takes a tremendous 

amount of time, a tremendous amount of effort to- grow these 
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companies. Therefore, a lot of the money in the venture · 

community is going into development funding of existing 

businesses, that would have an opportunity- to grow much beyond 

their current level, and still need to do it in the form of 

equity capital, or it is· going into leverage buyouts. 

Therefore, I think an appropriate role for the State 

is one of holding up the flag, through the mechanism of a 

pr6fessional investor, or several professional investors, to 

create _some momentum in this process by the creation of. an 

entity such as you suggest._ But,I don•t see the State having a 

major role in that process. I really think that with time, 

with other_ banks getting involved, a process. will be created 

where the mechanism exists to bring projects· in front of the 

venture community and get them funded. 

ASSEMBLYMAN ZI~1MER: So,. the State would be taking an 

equity position, not so_ much for its intrinsic value, but as _a 

means of somehow developing a cohesive community of equity 

investors. 

MR. JENKINS: You·ve got to.get started somewhere. 

ASSEMBLYMAN ZIMMER: I understand that. 

MR. JENKINS: The quest ion is, what bounds do you put 

on that kind of a comrni tment? I think ·there is an appropriate 

role, as I say, to get the process moving in the right 

direction, and to essentially energize it. 

ASSEMBLYMAN ZIMMER: Has the experience in other 

states indicated that the private sector is brought into play 

by such puhl ic equity funds to a _greater extent than it would 

-have been? 

MR. JENKINS: My experie11ce is limited, in that our 

primary market_ territpry has been New Jersey and Pennsylvania. 

We have recently began supporting a company which is an 

outgrowth of the Ben Franklin partnership, that piece of it 

which is based at Lehigh University. That is a tangible 

example in our eyes of a state project which has funded a seed 
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stage business, which has gotten to a stage where we· will get 

involved as a bank. We have made a significant commitment 

there. We have also introduced them, interestingly, to a 

venture group in Princeton, which will very likely fund them 

fund them with a signif_icant seven-figure amount of initial 

capital. 

So, what I am saying is, the process is there. The 

mechanisms are not overly well-developed at this ~tage. There 

is a time component in that. I think time scales can probably 

be accelerated by what you are suggesting in this bill. I 

would also suggest that $2 million in the nature of what you 

are trying to do is absolutely insignificant. 

ASSEMBLYMAN AZZOLINA: How much do you need? 

MR. JENKINS: I think you are talking about at least 

$10 million, $15 million, or more, to have an impact. It is 

rare that you can get involved in an early stage business, for 

the first person involved in that business, for less than half 

a million to three-quarters of a million dollars. So, how many 

projects are you going to finance? I think a very limited 

number.· 

ASSEMBLYMAN AZZOLINA: Don't we have to crawl first? 

MR. JENKINS: Excuse me? 

ASSE~1BLYMAN AZZOLINA: We have to crawl first, I think. 

MR. JENKINS: Well, I think it is a worthwhile 

concept. I am. just giving you a candid reaction here to what I 

see happening. 

ASSEMBLYMAN AZZOLINA: Let me ask you this question: 

Do you think the approach taken in this bill would be incentive 

enough for private sector investment? 

MR. JENKINS: Co-"investment? 

ASSEf\1BL ~1AN AZZOLINA: Co-investment, yes. 

(indiscernible comrrtent from audience) I'm sorry, they can't 

hear in the back. I asked if the approach taken in this bill 

would be incentive ehough for private sector investment 

co-investment -- public and private? 
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·· MR. JENKINS: The answer to that 1 ies in each 

individual project. I think the private sector is going to be 

attra~ted to a project they feel has potential, if the State is 

a.· partner with them in that. process. . I. think everybody on the . 

front end likes to share the risk~ They certainly don't like 

to share the profits from the endeavor. Certainly, in a seed 

stage involvem~rit, you need somebody for a partner who is going 

to share the.· risk in something that is just in the concept 

stage. 

I think the answer -to the question is yes, but I. come 

back to the issue of, I don't think that with $2 rni 11 ion you 

are going to accomplish a 16t, be6ause I think you are limiting 

yourself i very dramatically, ·to three or four projects. This 

is a game of numbers. I mean, it is a statist ica 1 game. 

Regardle~s of how professional you are, the impact of the 

industry is very clear when you look at what their portfolios 

show. The average venture firm has one to two major hits out 

of every 10 deals they <;io, and they write off 30%, 40%, 50% of 

the transactions they get involved in. 

ASSEMBLYMAN AZZOLINA: Yes; go ahead. 

ASSEMBLYMAN ZI~1MER: As a bank, I know you are 

drastically 1 imited· in the kind of equity investment you can 

make in your banking capacity. But you do manage, as a 

fiduciary~ billions of dollars of investment funds. Could you 

not 'get involved in seed equity investments if the legal 

investment rules were modified to permit a small percentage of 

that large investment fund to be· invested in start-up companies? 

MR.· JENKINS: The answer. to that is, absolutely. I 

think the examples are numerous. The primary one I. can think 

of would be First Chidago Venture Investors, which is probably 

the largest venture investor in tbe nation. Most of that money 

comes out of pension funding. We haven't, to date, because we 

have chosen to put the bank's own equity capital at risk in 

these partnerships. I think there has been a feeling that 
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prudent-man rules have 1 imi ted us in terms of taking ·· conunon 

trust fund moneys and putting them to work in this · kind of a 

vehicle. I think that is just a function. of attitude in the 

bank. I tend to think that if we wanted to do it, we c.ould 

probably do it today. 

ASSEMBLYMAN ZIMMER: Under the current--:-

MR. JENKINS: Under the current rules. However, you 

know, there is something to be said for having those rules 

clarified, so that it makes one feel comfortable with the risk 

burden you are taking on board. 

ASSEMBLYMAN ZIMMER: ~1ay I ask staff a question? 

ASSEMBL~1AN AZZOLINA: Sure. 

ASSEMBLTI1AN ZIMMER: Have we got legislation 

introduced to do that --- to change the investment guidelines 

for private institutions managing their own deposits? 

UNIDENTIFIED STAFF MEMBER: Not that I know of. 

ASSEMBLYMAN AZZOLINA: Wouldn't that be Federal law, . 

though? 

ASSEMBLYMAN ZIMJ11ER: No. 

ASSEMBLYMAN AZZOLINA: No? (several members of 

Committee speaking at the same time) 

national. 

MR. WILLIAMS: It depends on which banks. 

ASSE~1BLTI1J:.N AZZOLINA: Oh, okay. 

MR. JENKINS: The bank also--

ASSEMBLTI1A.N AZZOLINA: Well, you're . not State, you're 

MR. JENKINS: Yes, we're a national charter. 

ASSEMBL~1AN AZZOLINA: So, how·would they--

ASSEMBLYMAN ZIM!-1ER: But, who governs? Aren ·' t you 

governed both by Federal and State laws as far as your legal 

investment rules go? 

MR. JENKINS: You are getting into an area where I am 

uncomfortable responding. I simply don't know the answers 

there. You know, one of the problems the banking community has 
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in. performing in both roles -- that of the venture role and 

that of the banking role -- is that you have a problem of·. 

equitable subordination. The courts have said, "If you are 

going to put equity into a company, you better strictly put 

equity in. Don • t put debt in. If you put . debt in, you • re dead 

in a distress situation when they get qualified as equity. •• 

You know, I guess the reasbn more banks are not 

involved is because it is very difficult to make money. You 

are corntniting yourself to spending six, seven, eight years 

holding hands with a young business t6 try to grow it to some 

scale, all the time b~tting that you are going to be 

successful. So, there is a tremendous. opportunity cost here. 

You know, it takes some real skills to be successful in this 

marketplace. 

ASSEMBLYMAN ZI~!ER: Why are you ·involved then at 

all? Is it an altruistic contribution to the general ecohomy, · 

or do you feel you may get lucky and get yourself a big client? 

ASSEMBLYMAN AZZOLINA: He's a hungry banker. You 

don:t see any advertfsing. 

MR. JENKINS: I· would like to put it in the category· 

of enlightened greed. (laughter) 

ASSEMBLYMAN ZIMMER: What has made America great. 

MR. · JENKINS:· I think ·somebody had to . stand up and 

present a forward role ·here, and we sav.' this as an 

opportunity. I think we have mac1e pretty good progress with 

what we are doing. On the same hand I I can It stand up and 

point to a compact computer or an Apple that has come out . of 

what we are doing. But we certainly hope that five years from 

now, I am going to be able to stand up and say I you know I "That 

is. a business based in New Jersey with 1000 employees, · with 

$100 mi Ilion in turnover, that would not be here if it weren It 

for the range of services we. are providing into this business 

sector." 
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ASSEMBLYMAN ZIMMER: When you make a loan to a 

company, does it include what is called "an equity kicker, ... 

that is, if the company makes. good, you· get warrants or other 

opportunities to cash in on the increased value of the equity? 

MR. JENKINS: There are two answers to that question. 

The first answer is, historically, to date, ~e have. The 

second answer is, going forward, we will. The rationale there 

is that we have spent three years, and we realize how difficult 

it is to build up a revenue stream to justify the professional 

talent we have committed to the activity. There are so many 

risks downstream for a bank, not the least of which is that 60% 

of the companies that are founded never go public. They get 

sold to somebody else. They get sold to GTE; they get sold to 

3M. If you are a bank, and your objective is to grow a 

long-term bank relationship, that may be truncated in the 

process. 

So, there are a lot of issues that bear on what we are 

doing that may not be material to this Committee. But I think 

the answer in the future is yes. 

ASSEMBLYMAN ZIMMER: Well, I would think that if banks 

cah, and do, get involved with an equity investment indirectly 

through their lending, it might enhance the supply of lo~ns and 

advice and technical assistance of a sort that your bank 

engages in, because there would be more of a~~ 

MR. JENKINS: The·answer there is, I think it enhances 

patience. It doesn't really enhance availability, because from 

the bank's perspective, you are making a credit judgment. You 

are making a business development judgment that this thing will 

be successful. You need something to cover that pain threshold 

of. sitting around for seven or eight years before you know 

whether you were right in your decision process. 

So, I would argue that it only enhances avai lability 

from the standpoint of enhancing your willingness to sit there 

and continue to support this business. I don't think it 

enhances initial availability, if that distinction is clear. 
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ASSEMBLYMAN AZZOLINA: If there ·are no more questions, 

we have about five or six more. speakers~ _so we really have to· 

move. Thanks a lot. It was very enlightening. 

MR. JENKINS: Thank you very much, Assemblyman. 

ASSEMBLYMAN AZZOLINA: Norma,. do you have any comments 

you want to make? 

N 0 R M A L o S A V I 0: 
point of information. When 

said that what. was needed, 

I don't h~ve testimony, but just a 

George _ Jenkins was speaking, he 

more ·than money perhaps, was a 

central location where people could find out where all of these 

· services are available. In the Governor's State of the State 

Address, he mentioned just· the same kind of thing a 

computerized list. He has given the Department of Commerce 

$100,000 this year to put· together such a list. We have 

already been· in tne process of putting· together the kind of 

marketing skills that a venture capital entrepreneur might 

need, the kinds of capitalists who are out . there who are 

willing to put money into such ventures, banks, marketing 

skills. All the kinds of things that young businesses, or new 

businesses would need ~auld be available in this directory~ 

·That is the kind of thing we are doing now and 

building on. We just have sort of a base now, but we do have 

something. We are working on that now with this $100,DOO, to 

develop it mbre thoroughly. 

ASSEMBLYMAN ZIMMER: Does the Department have a 
position on this legislation? 

MS .. LoSAVIO: Not particularly on this legislation. 

We are really not in favor of the State getting involved in 

venture capital. It is a very high risk situation. There 

seems to be a lot of rnortey out there for large projects. As 

Mr. Jenkins mentioned, what ·you have in the bill isn't enough 

money, because each project maybe needs a mi 11 ion, or 

whatever. The need is for the very small businesses. They 

c~n't get their money because the risk is far greater than the 
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ones which have already been nursed along and have a very good 

·chance of succeeding. They are the ones who can get money. 

There is lots of venture capital money out there. It is for 

these very small ones; for instance, the man who has an 

invention which maybe he has thought up in his garage, ·who 

needs someone to help him to finance it -- to give him the seed 

money. 

ASSE~1BLYMAN AZZOLINA: Yeah, but this is where you are 

going to help those kinds of people. Right?. 

MS. LoSAVIO: Yes. However, those kinds of people 

take up not even 1% -- less than 1% of the small businesses. 

Therefore, this is a lot of money to focus on just less than 1% 

of the small businesses which need this kind of assistance. 

ASSEMBLYMAN AZZOLINA: Why don't we save our opinions 

until we hear a lot of other speakers? We don't have to decide 

anythl.ng today. 

MS. LoSAVIO: Sure. You called on me~ 

ASSEMBLYMAN AZZOLINA: Oh, I just called you for· a 

quick comment. Okay, sit down. (laughter) 

Next will be Robert Little, President, Southern Jersey 

Venture Capital Group, Mount Holly. Try to keep the questions 

short, and the answers short, and the comments short and to the 

point, so I can cover most of the people in the next 50 minutes. 

R 0 B E R T .L I T T L E: I am Bob Little, and I would like 

to say that I am very, very much in favor of such a bi 11 as 

this. There can be all kinds of questions raised about whether 

it is 1 arge enough, whether it wi 11 really create very, very 

viable businesses in the State, and so forth and so on. It is 

a start. I think we have to have it. Other states have it, 

and we have to be competitive -- the Benjamin Frankl in group 

over in Philadelphia. We have to be competitive with these 

other states. I think it is a start. I think it should run to 

about $2 million a year for 10 years, or something like that. 

But I think those things can be worked out down the road. 
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As far as the management of it is concerned, there is 

a tremendous amount of talent in ·this State. A lot of this 

talent is available ·at no charge. I happen .to run, and did 

start, the Southern· New Jersey Venture Capital· Group, which is 

a nonprofit group,· to put entrepreneurs together · with 
. . ' . 

investors. Our membership_ is primarily made up of investors or 

people who have access to money. A lot of this is informal 

venture capital. Tf:lere is a tremendous amount . of informal 

venture capital within the State-~ not formal. 

As f~r as I am concerned, I think this will certa~nly 

gain a lot of publicity for the State. I think it will help 

some investors now who are a little bit afraid of going into a 

venture situation.· Knowing that the State is . going to put a 

little money in there,· that will help them to get in. I am 

very muc.h for the plan~ 

ASSEMBLYMAN AZZOLINA: Thank you very much. 

ASSEMBLYMAN COLLINS: I have a·qUestion. 

ASSEMBLYMAN AZZOLINA: You had to have one, because 

you are from South Jersey .. 

MR. LITTLE: By the way, I happen to have a couple of 

pieces of literature on this nonprofit group, which we are 

going to have all over the State in the next year. 

ASSEMBLYMAN AZZOLINJI.: Look at that. It· covers part 

of Monmouth County, too. 

ASSEMBLYMAN COLLINS: That's really slighting South 

Jersey. 

MR. LITTLE: We are going to cover the rest of the 

State with blue there. 

ASSEMBLYMAN _COLLINS: This will be a quick question: 

You mentioned that one of the pluses you saw witb this is that 

with the State involved, some people may be more· interested and 

may be a little more confident. The philosophical question is, 

what· about the State getting involved in thi·s . with private 

enterprise? What is your feeling on that? Does that bother 

you at all? 
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MR. LITTLE: In combination with private enterprise? 

ASSEMBLYMAN COLLINS: In combination with private 

enterprise. 

MR .. LITTLE: Very definitely. If you take the $2 

million this year and you give it to a fund, say, over in 

Philadelphia or one of the New Jersey funds -- and there are 

New Jersey funds ~- they could undoubtedly come up with another 

$6 million, so that under the law you would be at 25% invested, 

. and you could specify that those only go into start-ups.. This 

could be done, and in the State, and in those certain areas. 

You could put all kinds of things on it. Probably that could 

be done. 

The bank won•t do that. By the way, there are other 

banks that do have money in venture funds~ but not invested in 

this State. They have invested in-- I mean, State banks, or 

banks within the state. The Bank of New Jersey has a $2 

mi 11 ion venture fund I or 

Connecticut. They have 

partnership in a venture fund in 

not, to my knowledge) ~ade any 

investments in this State as yet. 

This money should be for this State. It should not be 

out of this State. 

ASSEMBLYMAN AZZOLINA: I agree. 

MR. LITTLE: So, we have a problem in this State. 

We've got to get our industry up and running; I am an 

ex-entrepreneur. I know it can be done. There are all kinds 

of opportunities. We just have to encourage the investors we 

have here -- the informal investors ..... ,..... by showing them, I 

think, that the State is interested, and we will get a lot more 

industry going. I brought in industries from Pennsylvania . in 

the last year or so. I am very much interested in incubators, 

and so forth. I think we can do it I but we have to have 

something like this bill to get more people interested. There 

ate people who will serve on your committees free of charge 

excellent people. People who have been through it know that no 
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venture that. a venture fund invests in should fail, if they 

have. put the · money into · it and they have used their heads 

de~iding t6 put_their money into it. 

ASSEMBLYMAN COLLINS: Are you saying this is a no-risk. 

operation? Are you willing to go that far? 

MR. LITTLE: I think it is. 

ASSEMBLYMAN COLLINS: Okay. 

ASSEMBLYMAN-AZZOLINA: I would like to call Mr. Ralph 

Klapper from Union County. 

R A L P H s. K L 0 P P E R: Rather than pass out copies of 

my remarks, ·which you wi 11 hear, here are some very c.ri tical 

statistics published very recently by the Federal Bur.eau of 

Labor Statistics, which bear very much and strongly on this 

question. 

First,. Mr. Chairman a·nd Committee members, let me 

cortunend this Committee for coming up with a bill and attempting. 

to address ·a· most severe problem with a worthwhile effort. 

Unfortunately, in our view, we do not see it as effective 

not nearly as effective as a different approabh could be. 

The manu£ acturing · sector of businesses in New Jersey 

and nationally is under constant pressure, and the result has 

been, over the last six or seven years for sure, that 

manufacturing employment has declined substantially. Our 

manufacturing base in this State is clearly threatened. The 

big question is, are we· going to do something meaningful about 

·it now with ·the lead time that is required in programs of this 

nature, or are we going to lock the barn door after the hotse 

has been stolen? 

If you. will just take a quick look at those 

statistics, there are just two main points out of that whole 

page, but they iie very much_ to the point. The 21.counties in 

New Jersey, in the last six or seven years, have lost 

manufacturers. The total is almost 1000. The average. 

employment in those manufacturing entities was 100. The jobs 
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that have been lost in the last six or seven years totaled 

100,000 jobs in that period in the State. Sixteen of the 21 

counties have lost manufacturing jobs. 

When you look at that allusive concept of the 

multiplier effect of manufacturing which, depending on· which 

particular industry you are looking at, runs from one and a 

half, two, two and a half, three other jobs for each 

manufacturing job, you quickly appreciate the seriousness of 

the problem. 

We feel it· is of critical importance to New Jersey 

employment and the economy to retain manufacturers here in the 

State; make them resistant to the inducements that many other 

states are offering, which states -- some of them ~- have very 

highly developed incentive programs, in very superior business 

climates. We want to help our manufacturers to expand in New 

Jersey, to grow and prosper. The object of it all is 

sustaining jobs, in6reasing tax ratables, certainly maintaining 

tax ratablesj and promoting stability. 

One extremely meritorious and productive means of 

helping to accomplish this is to make funding available to any 

New Jersey· manufacturer, not just in targeted ~reas, for new 

products, research and development, and productioh and 

marketing. Because the focus of such a program is the smaller 

manufacturer who does not have the financial resources of the 

giants or the multinationals, the loan/investment terms have to 

be clearly fa~orable to stimulate these goals. 

It is a well-documented fact that the greatest job 

growth has been realized in th~ smaller business sector, not by 

the multinational corporations. These ~dditional jobs mean 

increased tax revenues to the State, decreased unemployment, 

decreased welfare costs, and, overall, a stronger arid healthier 

economy. 

One of the most clever and productive approaches ~- as 

some of the staff know -- has been the Connecticut approach, 
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which, incidentally, had its genesis in Great Britain after the 

Secorid World War. This. has .been a loan/investment payback 

based essentially on sales royalties which· result from newly 

developed . products. Rather than re-create the wheel with any 

special legislation, we can look at Connecticut, which has had 

. an 11-year successfu.l track record. Such a program as they 

have cannot be accomplished by traditional lenders in whole or 

in part, who have . to · have secured co 11 a ter a 1. They have to 

have relatively. quick payback. This need carinot be met by 

or. hasn · t been met by venture capital groups. They require 

large and quick percentage returns on ;their funding, and they 

will _always take sizable equity· positions, if not actual 

ma~agement positions. 

In shorti there i$ a tonsiderable market gap in 

financing· for new products fot ·a great many of our New. Jersey 

roapufacturers and a program which will not jeopardize their 

·_working· capital in quick loan · paybacks. A legislative bill 

approach to accomplish . this can be flexible. We ar~ not here· 

to recommend a·ny specific bill. For example, initial funding 

can be met· by either general appropriations, ·taxable bonding, 

Federal funding, whatever is ~ost acceptable, or any 

combination of them. 

We have a list of recommended dos and don'ts. We feel 

strongly that the ·repayments of the ·money advanced to these 

companies should be ·royal ties on a scheduled basis from 

royalties. We feel the initial funding should be in the 

viciriity of $4 million. Connecticut, for example~ which has a 

stable pro~ram, is approving ·somewhere between eight and twelve 

of these investments per year. The average is approximately 

$300,000. We feel this program should be oriented toward 

existing businesses that are established here in the State, not 

new start~ups. There is room for helping new start-ups, but we 

do not feel that should be mixed in ~ith a progra~ such as this. 
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We feel the maximum commi trnent of these .funds should 

be $500,000. That $500,000 is leveraged on a 60/40 basis, with 

40% corning from either the assets of the corporation -- the 

business or from other borrowed money. They have to 

demonstrate a probability of success as part of the application 

process, which. would require consultants, marketing studies~ 

financial projections. In short, the whole onus of· that 

application and making thefr case · would be on the borrower. 

The requirements of the product and facility location should be 

totally in New Jersey. There should be penalty clauses, and 

immediate due and payable clauses on the money, if any of these 

manufacturers, after a product has been developed, att~mpt to 

move the production of it out of the State. 

We feel that the best administrative entity for this 

should be a quasi-public corporation, in but not of the 

Department of Commerce and Economic . Development. It could be 

the Economic Development Authority, or it could be, as in 

·Connecticut, a separate corporation. The business development 

plan funding should be defined by traditional or vent~re 

lenders, on· comparable or affordable terms. The banks are 

literally awash with money today. The venture capital 

groups-- There is no shortage of funds. The problem is, in a 

situation like this, you have those statistics where the 

manufacturers are going out· of business fast and furiously. 

That is in spite of the money that is available from the banks 

and from the venture capital groups. 

We feel there should be no geographical targeting. We 

feel there should be no other lender requirements. 

program should not be. narrowed by any science or 

oversight. 

We feel the 

technology 

I 

If I may conclude by talking specifically about the 

bill -- A-3282 -- we feel there is really no incentive for 

first-rate venture capital groups to get involved in this kind 

of a program. They are not there now. They don't need the 
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State~ This bill does not do anything for them~ We feel that 

targeting wou,ld be seriously restrictive. 

studies we have ·done,. that employment, 

We have. found, in 

for example _:._ ·· that 

jobs-- there is a wide, wide radi~s of those jobs out from the 

initial area, so tbat although the nome location of a 

corporation, or a business, may be in a given town, the jobs 

are quite a distance out. 

Assembly Bill 3282 would require an ownership 

position, which is onerous to a number of small business 

owners. It would require corporate debt on their balance. 

sheet,· and it would have a definite negative effect on. their 

working capital. The ·approach we recommend encourages 

expansion .bY not taking an ownership position; by getting 

payback from royalties. of sales only. It will not add, any 

additional debt on the balance sheet of. the company, and will 

not decrease theii working capital. 

ASSE~1BLY]\1AN AZZOLINA: Let me ask you a quest ion: .. On 

the Connecticut -~ the· payback of a Connecticut corporation _:._ 

does that only· cover the administrative costs·, or is there 

extra money ·in· there for future use --- future financing of 

projects? 

MR. KLOPPER: Yes. 

ASSEl\1BLYl'•'lA..~ AZZOLINA: Yes what? 

MR. KLOPPER: Future use. Their administrative costs, 

after the program has been established, are covered by the 

payback, as well as engendering a profit, if you want to look 

at it that way. There· is a. scheduled repayment. They lose 

some, they win some, and the winners are accumulating capital, 

because the payback goes way beyond just rep~acing the dollars 

that were initially advanced. 

ASSE1'1BL~1AN AZZOLINA: Thank you very much. I would 

like to call on Don Scarry; 

MR. KLOPPER: Incidentally, Mr. Franklin is here from 

my corporation. 

24 



ASSEMBLYMAN AZZOLINA: 

something? 

Oh, did . he want to say 

MR. KLOPFER: I am sure he · does. (Mr. Franklin 

replies in the negative from the audience.) 

ASSEMBLYMAN AZZOLINA: Oh, okay. Don Scarry? 

D 0 N A L D S C A R R Y: Good morning, Mr. Chairman and 

members of the Committee. 

ASSEMBLYMAN AZZOLINA: Is he the one on TV 

Frank)in? Aren't you on TV sometimes? (addressing Mr. 

Franklin who is in the audience) You're with Public Service, 

aren't you? (Mr. Franklin again replies in the negative) Oh, 

okay. 

Go ahead, Mr. Scarry. 

MR. SCARRY: My name is Don Scarry. I am with the New 

Jersey Business and Industry ·Association. You have had. a lot 

of speakers, and all of them are better th~n I .. All of them 

are more knowledgeable than I. 

I want to indicate that we do ·support this bill, but 

not in this particular form. I _want to do two things. First I 

want to tell you a little anecdote about a southern Ne~ Jersey 

business. I will make it as brief as possible, and then I want 

to talk about some of the things we have difficulty with. 

I counseled a small southern New Jersey business_ that 

was comprised of two partners. They had a series of valid 

patents on a toothbrush that had a sponge oh one end of the 

handle for delivering medication and things to your gums. I 

don't know whether this was a clever idea or. not. They put 

about $60,000 of their own money into this business to have a 

model to take around to show people, to do the patent work, and 

to do other work. They did all the right things. They went to 

J&J, they went to Block Drug, they went to all kinds of people 

who have interests in toothbrushes -- in making toothbrushesi 

They· got a generally positive reception, except that 

at the end of the interviews everyone would say, "Well, give us 
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half a gross of those toothbrushes, and we will put them in our 

testing program and get. back to you ... Well,-. they ·couldn't. 

They had a model; that i~ ail they had. They had a little.blue 

brush; that·was all.they owned. They needed about $150,000 to 

make a mul ti~cavi ty mold to produce these brushes. Produc irig . 

the brushe~ was cheap~ No pl~6e in New Jersey could they raise 

$150,000. They eventually hooked up with a venture capitalist 

in Richmond, Virginia, who ·gave them the $150,000. . They gave 

away the store to get that $150~000. They might have had to do 

that in New Jersey; I am not commenting on that deal. 

But, now, that little company is in Richmond, 

Virginia. It employs about 20 people ,...- minimum wage people. 

The brushes are made in India; they are bristled in 

Pennsylvania; the sponges come from Indiana; and tbey put them. 

together. Okay? For $150,000, the· venture · capitalist cal ted 

all of the shots; 

·One of the hopes I see in this bill ·is that little 

companies 1 ike that · Bur 1 ington County company could be growing 

here in Ne~ Jersey. Now, I am not talking about a lot ·of jobs. 

-~ · 20 minimum wage ·jobs. I understand that, but everything 

counts, especially in southern New Jersey~"""" everything. 

Some problems we have with this bill, as it is 

written: There is no way you are going to be able to keep this 

kind ·of production _in economically distressed municipalities. 

I don't think you are going to get any takers for the money, 

even if ·you stack all of -the programs that. exist to put someone 

in Camden or New Brunswick or Newark or someplace like that. I 

can see a geographic restriction to New Jersey and, in fact, if 

you didn't have a· geographic restriction to New Jersey we would 

be in total opposition to the bill. 

I have sorrie problems with your definition of ''primary 

employment. " I think you are going to be saddling a new 

company, just at its start...,up time, with one and a half times 

the minimum· wage. "Adequate fringe benefits" --:,... I don't know 
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what that is; I am not sure you do "including health 

insurance 1 and is not seasbnal or' part--time o II 

of a burden to take on as a brand-new company. 

That is a hell 

And, in fact, 

southern New Jersey has a somewhat lower wage level than does 

northern New Jersey, and this would be more onerous in southern 

New Jersey than it would be in northern New Jersey. 

One of . the things we really 1 ike is seed capital. I 

would like to see this limited completely to seed capital -- no 

big loans. You are only talking about $2 million. Even if you 

double it, even if you triple it, it is still a small amount of 

money.. I would like to see this for the business I described 

to you, for people who are looking for $150,000, $250,000. I 

am not a venture capitalist. I don't know what is a lot of 

money. But I would like to see this, small. 

We· are especially pleased that this will be in EDA, 

but we note that the Director of EDA is not on ·the group that 

decides on investments. I think you should have Jim Hughes on 

that, because he has one of the best business heads in Trenton. 

ASSEMBLYMAN AZZOLINA: Take a bow. 

MR. SCARRY: Pardon? 

ASSEMBLY1'1AN AZZOLINA: I am telling him to take a bow. 

MR. SCARRY: No, he has to pay me $5 now. 

MR. HUGHES (speaking from audience): Well said, Don. 

You are going to get it. 

·MR. SCARRY: I have some difficulties with one of the 

conditions where you talk about where this money will go to a. 

company, and you say: "Authority participation is necessary to 

the success of the enterprise because conventional, private 

funding is unavailable in the traditional capital markets" --- I 

.. think that is a ·clear statement -- "or because funding has been 

offered only ~on terms that would substantially hinder the 

success of the enterprise." 

ASSE!'1BL~1A..~ AZZOLINJl.: What page are you on ther-e? 

MR. SCARRY: Oh, I I m sorry. It Is page 4, the last 
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item on_ the page. It is indente_d paren 2, starting at line 

-_ 18. I • m sorry. "Or bec-ause funding has been · offered only on 

terms that would- substantially hinder the success of the 

enterprise._.. I don· t know what that means, and I --don· t ·know. 

--how we, as a group, ot any group would be able to assess that 

in re-ality. That is a very-- I think that is too vague. 

Now, I have, at this point, no suggestions for 

improvement. If I think of one, I will communicate ·with the 

Committee-Aide. 

My last corriment --I am trying _ to be as brief as 

possible ~- is, ·I don't think that $2 million is an adequate 

_amount of .money, unless you stay with very small projects. - If 

you are thinking of· any projects of reasonable sizes, I think 

you ought to rethink the appropriation. 

Thank you for your time. 

-_ASSEMBLYMAN AZZOLINA: Thank you very much. I would 

like to c~ll on Mitchell R~bil. 

MIT.CHELL 

of the Comrnittee:--

R A B I L, E S Q.: Mr. Chairman; Members 

ASSEMBLYMAN AZZOLINA: John Crosbie will be next. 

MR. RABIL: ·-~thank you very much for this invitation 

to sp~ak before you on this proposed legislation. I am happy 

to give· you the benefit of my perspective ori this particular 

area of activity. I am in the private pract-ice of law in 

Cherry Hill. I have been involved in corporate finance, taxes, 

and SEC matters in my practice for about 20 years in private 

practice . 

. From my perspective, I find very little seed capital 

out • there. Most seed capital in any business venture with 

which I have ·been involved has generally come from family, 

friends, personal savings. 

ASSEMBLTI1AN AZZOLINA: That· s _right; I know! 

MR. RABIL: There is very little of it. The banks are 

not interested. Large investors are not interested. Investors 
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might be interested in a_very small investment, but not a large 

investment, and you generally find that you hav~ to try to put 

a group of people together. 

I think the legislation is important, in that it makes 

a statement, first and foremost, with reference to where New 

Jersey stands in this area, and that it intends, and wants, to 

encourage venture capital acivity, or the start-up of new 

business, entrepreneurs, business activities. I think the 

general area of seed capial is obviously very risky, and hence 

you will find that is the reason very few people want to put up 

any sizable amount of capital.· 

I do think that for the State, its position is 

somewhat different, inasmuch as any· economic activity that is 

generated within the State does have some kind of fallout by 

virtue of increased payroll, salaries; etc., particularly to 

the extent that your funds might be able to attract funds from 

another state, to increase the capital that is -available. It 

seems to me that by virtue of the presence in at least South 

Jersey of Campbell Soup, RCA, and a lot of technical companies, 

there seems to be a number of individuals who have a lot· of 

good ideas. We would probably be an importer of capital for 

people who have a lot of good business plans of their own. 

So, I generally would feel that this legislation would 

be helpful,. at least from my perspective. Whether the funds 

are adequate or not, at least it is a start; it is a statement. 

ASSEMBLYMAN AZZOLINA: Let's see if we can get the $2 

million first. 

MR. RABIL: Yes, I think so. 

ASSEMBLYMAN AZZOLINA: We will be lucky if we get that. 

MR. RABIL: My own experience has been-- I would 

probably say with reference to the specific legislation, I 

would try to be as flexible as I could~ because, r~ally, when 

you are trying to make an investment, and you select the right 

invest~ent, a great deal of judgment and flexibility is 



required insofar as any restrictions you place. I think maybe 

I wo:uld try to establish some major goal, and then try tobe 

sure that the advisory boatd applies that goal and the 

c,lccomplishment of it, rather than putting a lot of restrictions 

on it. 

. It might well be that some funds should go to the 

·development phase of certain companies that could use the help 

and would continue employment in our State. But I generally 

speaking, there are more funds available for them than there 

are for that seed capital situation. There is some subsidy out 

there for seed capital~ I put together a research and 

development group syndicate to invest in a start-up situation. 

·We had to limit our funds to R&D type activity in order to 

enjoy the tax benefits, and therefore to obtain the subsidy we 

needed frbm the Internal Revenue Service. In a case like thai, 

if the State were. a partner and could put the funds . in that 
. . 

were required for. the marketing of that product, it would have 

. made that project much easier and more likely to have succeeded. 

I think that kind of thing must be. considered on a 

case-by..,...case basis, but you need to have flexibility in your 

legislation to permit .that kind of decision-making by the 

pe6ple iti control of the funds. 

I thank you very much for this opportunity. I will be 

glad to answer any questions youmight have. 

ASSEMBL YMA..l-.J AZ ZOL INA: Thank you very much, 

Counselor. I am afraid I have to get two more speakers up yet~ 

MR. RABIL: All right. Thank you. 

ASSEMBLYMAN AZZOLINA: Thank you. I have John Crosbie 

and . I have Robert Esposito. Is Robert Esposito here? 

(affirmative response) Okay, good. So, I have 15 minutes to 

_divide your time. 

J 0 H N C R 0 S B I E: P..ll right. I wi 11 do my best, ~1r. 

·chairman. 

ASSE~1BLYMAN AZZOLINA: I will give you seven minutes. 



MR. CROSBIE: Okay. 

ASSEMBLYMAN AZZOLINA: Five to seven. 

MR. CROSBIE: Five to seven. 

ASSEMBLYMAN AZZOLINA: I may have to give Mr. Hughes a 

chance to wrap up; I don't know. I mean, what the hell, you 

got nice comments today. You're one of the best in the State, 

right? 

MR. HUGHES (speaking from audience):· I am here to 

listen, Mr. Chairman. 

ASSEMBLYMAN AZZOLINA: Okay, let's go. 

MR. CROSBIE: The reason I am here today is, the New 

Jersey Comrt1ission on Science and Technology was an offshoot of 

the Governor's own Commission on Science and Technology. ·I 

believe you have all seen the "Green Report." Within that 

study was a study of venture capital, and how to stimulate new 

capital within the State. The Task For~e that we assigried to 

do the work on that, which was surnmariz.ed in this report~..,.. I 

brought a copy of the Task Force's full findings, which I will 

share with you and enter into the record. The reason I want to 

explain the Commission's point of view is, we understand what 

you. are trying to do, and we are the agency· within State 

government that is trying -- within the science and technology 

field, which is where innovation is taking place to 

stimulate capital. 

Let me tell you how we are doing it, and then.you can 

· perhaps understand why we are going to have some reservations 

about your bill. Within this Task Force and within the 

guidelines set by the Governor's Commission :-""'- and our findings 

have continued to confirm this -- our role should be one of 

stimulating the private sector. We hav~ sought to do th~s 

through a variety of programs which are, first off, a venture 

match program, which I believe you heard mentioned earlier. 

This is a data program. It is almost like a dating service for 

entrepreneurs and sources of venture capital. This data base 
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is being assembled through a grant from the Commission on 

Science ·. and Technology. · 

We also· have . an entrepreneurs' · forum, which includes 

working and retired executives who. examine business plans.· And 

then,· after. giving that expertise to an entrepreneur, they help. 

·to guide him to sources of venture. capital. It is guided by 

professors · at Rutgers University I and· is funded by our · 

Commission~ We are also involved ·in incubators. I am happy to 

mention that one of them is in South Jersey. 

ASSEMBLY¥~ COLLINS: South Jersey is doing well all 

of a sudden. 

MR.· CROSBIE: 

are doing r Assemblyman. 

Oh1 yes. I like to let you khow what ~e 

We also have one that will be up at 

Stevens :in Hoboken, where 

going. Th.ese types of 

· incentiv,es. The problem 

we are providing som~ funding to get 

services are ones that provide · 

that comes with going with State 

appropriations, which is the heart of your legislation, is one 

that .... - Venture money is patient money. You do not get a 

·return ··when you put money. in this year, 9-S has been said by 

previous speakers. It takes a long time. The problem you have 

is .when you go with $2 million, if you go through the 

· appropriations process. People here have said, "Well, we need 

$2 million· appropriated each year for the next 10 years." Next 

year th·ere is a major storm . along the shore. The State's 

·resources· have to ·go there. There ·is a budget deficit I and 

suddenly we have to make cuts. It is b~tween whether we are 

going to fund the cities I or whether the money is going to go 

there. 

When you deal from appropriations I you do not have a 

stable source of funding for a program that demands it. You 

are dealing in the investment medium. You are dealing with 

bankers v:ho are going to· de;nand this kind of. security. 

Therefore, I urge caution when you look at an appropriations 

process for any kind of venttire capital program. 
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. When. you look at the Connecticut Product Development 

Corporation, which is something this Conunission is again_ 

doing-- Based on the inquiries from this Conuni ttee, and from ·· 

members of the Senate who have expressed an interest in that 

exact same program in Connecticut, the Conunission has reopened, 

has visited Connecticut, and is in the process ·Of doing a 

study. It would be premature for me to come and say that we 

have decided this or that. We are very seriously, however, 

thinking of making a proposal to the Legislature as to how we 

might proceed in a similar vein~ But, again, it would be 

premature. But~ the key behind the Connecticut plan is that it 

deals with funding that comes through a long term, i.e., 

bonding. It does not come through appropriations. If you are 

going to get the investment conununi ty -~ which you are seeking 

to stimulate through this legislation -- involved, you are 

going to have to'provide that stable source of funding. 

I have given a very short overview here. I could have 

touched on other things as well, but I am trying to respect the 

Committee·s wishes. 

ASSEMBLY1-1AN AZZOLINA: No, you covered a lot of meat. 

Any questions? 

ASSEMBL~tn.N COLLINS: Where is the South Jersey 

project? 

MR. CROSBIE: It is going to be in Egg Harbor . 

. ASSEMBLYMAN COLLINS: That • s pretty far south; that • s 

good.· 

MR. CROSBIE: It is scheduled to open in September or 

October! 

ASSEMBLYMAN COLLINS: I just didn•t want it to be one 

of those South Jersey projects in Princeton, or--

ASSEMBLY1'1AN AZZOLINA: Is that an incubator facility? 

MR. CROSBIE: That is correct. It was leveraged from 

a $30,000 grant from us to help them to get started. They will 

be eligible for another $60; ooo .grant once they· get off. the 
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ground, to h~lp thetn to buy equipment for all the incubator 

tenants. But, ·this is a privately run ·incubator. We· are 

talking about an industrial park, where the· owners were 

convinced that it is in their interest to provide incubator 

space,· because the firms that spin out of an incubator become 

future tenants. 

ASSE1'1BLTI1AN AZZOLINA: When is your survey going to be 

ready on the Conn~ctic~t--

MR.· CROSl3IE: Again, I spe.ak prematurely, because .this 

is in the study phase. The next Conunission meeting is April· 

22. It is our hope, though I cannot guarantee it, ··to present 

some recommendations for the full Co'rnrnission to act on at that 

.time. 

ASSE1'1BLYMAN . AZZOLINA: May we see the study when you 

get it? 

MR. CROSBIE: Oh, absolutely. It will be in the forrn 

of a recorrirnendation as well, M:r. Chairman. 

ASSEMBLYMAN AZZOLINA: Thanks a lot. 

MR. CROSBIE: Thank you. 

ASSEMBLYMAN AZZOLINA: Okay, Mr. Esposito, from . Peat, 

Mar~ick, Mitchell and Company, Princeton Pike Corporate Center 

-- auditors. 

R 0 B E R T E s P 0 s I T 0: I have prepared a brief outline 

of my comments for the Cornmittee, and I wi 11 try to get through 

my corrunents in the next· seven minutes. 

ASSEr-1BLYMAN AZZOLINA: Is there anyone else out there 

whO wishes to. speak.? (no _response) Since there is not, you 

have 10 mlnutes. 

MR. ESPOSITO: Okay. Than}c you for the opportunity to 

present my comments today .. My· primary purpose for being here 

today is.not to' speak on the pros or cons of the bill, but to 
. . 

sh~re with the Corruni ttee some of the experiences that we have 

encountered over the last few years with growth emerging 

companies in New Jersey, from a different perspective, since we 

are a non-provider of funds. 
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Just a little bit of background: I have been in this 

business of public accounting for 11 years, primarily in the 
Princeton, Central Jersey, and southern New Jersey marketplace, 

so that most of the practice I have been experienced with has 

been with start:.....up type companies, companies with annual 

revenues of anywhere from zero to $25 million. 
We, as a firm, have made· a tremendous commitment to 

technology-based and growth emerging companies. We made that 

cornrni tment many years ago, because we saw this as a good 

opportunity for us. However, I will comment that it has been a 

very, very difficult market. There is a lot of risk; a lot of 

exposure; and a lot -- as one previous speaker has mentioned -­

of . opportunity cost that has to be committed. Fortunately, 

with the resources we have available, and the number of people 

we have available in the State, we are able to do it, but there 

are many other professionals in the accounting profession in 

New Jersey which cannot provide that type of service at low 

cost to these start-up companies~ 

Just as a little bit of a prelude to my specific 

comments, we conducted a ·survey about a year and a half· ago of 

entrepreneurs who had been fairly successful in growth emerging 

companies which had been in business in excess of five years. 

I just want to share with you some of the results of that 

survey which I think will add some perspective to your bi 11.. 

First of all--

ASSEMBLY'f\1AN AZZOLINA: Is that for this State? 

MR. ESPOSITO: Pardon me? 
ASSEMBLYMAN AZZOLINA: Is that for this State only? 
MR. ESPOSITO: That was for the East Coast, but a good 

representative of those surveyed companies were in the State of 

New Jersey. We gave these companies a number of variables 

which we asked them to identify as what they consider their 

most primary needs. Sixty-one percent of . the surveyed group 

said that cash management was their most important needr They 
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also said intern~l control, pricing strategies, and cost 

reduction were important, but raising ·equity capital was 

something that they just did not feel they had the expertise, 

when they were . starting out as· a start-up company, to provide 

· themselves. .They were looking externally for- that type of 

assistance. They were looking to the accountants, to the 

attorneys, to the ·banking community. to provide that·. type of 

technical adviceand networking ability. 

For example~ from the accountants-- They recommended· 

that the accounting profession get more involved, with better 

coordination, with the bankers and the venture. capitalists in 

the investment community,. to provide. them with an avenue- for 

whichthey could identify capital needs. They recommended that 

the bankers try to. be a· little bit more flexible on their 

financing requirements for 'Some of these start-up companies, to 

reduce their collateral requirements in certain situations, and 

to make more· timely decisions· with respect to lending money to 

them. 

·Just to give you. a little bit of perspective as to 

what I am facing currently, I currently have a number of 

companies that we are working with that we really don • t even 

. generate any fees from. We are providing basically a gratis 
. . 

service to them . to help them to get started with their game 

plan. We are noticing that there are quite a few companies 

that are being formed as spin-offs or divestitures of the 

Fortune 500 companies that are based in the ·State of New 

Jersey. With the RCA merger with GE, t~e divestiture o! AT&T, 

Johnson & Johnson, and some of these major companies, we are 

. finding teams . of highly technical · groups of people who are 

losing their identities in the restructured organizations, and 

are going out and forming their own new companies. They have 

tremendous · abi 1 i ty. with respect to the technology which they · 

perhaps even developed for these multiriational corporations, 

~nd they are trying to go out and start up their own brand-new . 
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companies. So, they have the technical expertise. In . many 

cases, they have already developed their product, so there is 

not an extensive amount of research and development cost that 

they need to incur to go to market. 

Their bigger problem is being able to present 

themselves, to understand the business needs of going out there 

and putting their best foot forward to attract th~ interest of 

the venture capital market, the banking market, and other 

private investment sources. 

Just to give you an example, I am working with three 

computer software developers right no~, a _robotics company~ two 

biotechnology companies, three medical instrumentation 

companies, two telecommunications companies, a sporting goods 

inventer, and two technology-based commercial instrumentation 

companies. These are all companies that have products that are 

at least 75% to 100% devel6ped, but they cannot get to market 

because they do not have enough money to put a business plan 

together -- or a quality business plan together. They do not 

have enough money to print a brochure, to hire the proper 

marketing people, to bring this technology which they have 

already developed to the marketplace. 

Where did they get the money to finance the 

development? Well, as I said, much of the technology was. 

developed when they were part of multinational corporations, 

but the remainder of it comes from their own money -- the sweat 

equity, the seed money that came from their families. People 

are taking fitst and second mortgages, horne. equity loans. They 

are putting virtually everything they have on the line. I have 

one company right now that-- Every founder of that company has 

basically taken every dollar of equity out of his home. If 

this company goes down the tubes, their entire life savings are 

going to go down with it. 

One of the questions that was asked me by ihe 

Committee was, what type of capital avajlability do these 
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. . 

companies face in today•s market in New Jersey? Well, we have 

heard £rom the ba~king corrunuhi ty; we have heard from venture 

capitalists. .A .number of these companies are considering going 

public,. Many of them are going prematurely, both on the U.S. 

markets, and. there is a lot of interest in the U.K. markets. 

We are advising many of these start-up companies to stay away 

from that right now, because . they tend to go prematurely, 

without the proper infrastructure in place to do that. 

Private ·placement money, SPIR grants, and other 

govern:me.rit grants are· what we see as the more traditional ways 

of looking to obtain financing, but they have not been very 

successful in that area. What are the reasons for the lack of 

these start-up companies obtaining capital? I say start-up 

tongue in ;cheek, because, 1 ike I said, most of the technology 

iri many of these companies has already been developed, whether 

it be in a garage, whether it be in a previous organization. I· 

heard one comment today fr.om one of · _the speakers . I think a 

question was raised by the Committee to Mr. Jenkins: .. What is 

the rea.son why you, as a bank,· want to make an investment in 

·these :start~up companies?.. I can give you one small example 

that I think ·reflect.s why the professional community does get 

involved. 
About 22 years· ago, there was a company that was · 

started out of a garage up in Connecticut with some technology, 

that. nobody would put a dime into. These individuals -- these 

invent.ers -~ put their owri money into it. They put $5000 into 

their . t.echnology, and today that company is Xerox. So, 

although i·t is a very, very small percentage of those companies 

that make it big, there .is always that chance for the few that 

will. 
I would like to conclude my corrunents by just spending 

a few minutes on giving. my observations as to why I see there 

.being a lack of capital, and. what some suggestions might be 

within the State for providing help to these start-up 
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companies. First of all, from the banking conununi ty side, the 

experience we see is that the banking conununi ty, in general, 

will not actept a high level of risk. They have a tremendous 

amount of pressure they receive from the Federal regulators 

that are coming in -to audit their records. They receive a 

tremendous amount of- pressure from senior management, which 

does not want to face any loan losses, and from their own 

shareholders. We all read in the papers everyday about banks 

failing and big loan write-offs, and this is the primary reason 

why the banking conununi ty has quoted to - me, on many, many 

occasions, that they do not want to be the lender of first 

resort in start-up, risk-type ventures. 

When you talk about the venture capital market, you 

have to look at the demand versus supply function there. I 

mean, the venture capital corrununi ty is bombarded with business 

plans requests for capital. They do not have a lot of time, 

and they basically only allocate enough money for perhaps six 

to ten investments per year. Yet they might receive 1000 to 

2000 business plans per year. So that means that a start-up 

company that cannot put, if you will, a Cadillac type business 

plan on their desk, will have very, very_ little chance of 

attracting any attention, unless they -have a contact with an 

accountant, an attorney, or a banker who has made an ora.l and 

formal introduction for them. 

The cost, the time corrunitments, the lack of resources, 

and the lack of a business infrastructure in a lot of these 

small start-up companies prevent them from being able to really 

get to the sources of private funding that are currently 

available in the State. Also, we found a tremendous amount of 

problem with respect to-- Companies all say they want to go 

public when they are just starting out, when really a more 

appropriate means of them financing their business might be a 

private placement. But it has been very difficult to find 

brokers in the private placement market that would be wi 11 ing 
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to invest time and money and take the risk associated with 

doing .a: private placement with some weal thy private investors 

for these companies. 

SPIR grants is an ·area that would be a very, very 

viable w~y for a lot of these research-based companie~ to get 

some initial funding. However, most of these companies have 

miniil)al business backgrounds arid minimal time and money to go 

ahead and pursue that. 

I guess· I wi 11 conclude . my conunents by just saying, 

obviously, funding th~t might be provided through a State bill 

would be very helpful, but I also think non-cash assistance is 

very critical in this process. There really is a need to 

provide a better line of communication. There are only a few 

profess:i.onals· in. this marketplace in New J"ersey who spend time 

at either no cost or minimal cost, to help these start-up 

companies, to make the c6ntacts, to help them write the 

. business. plans. If the State is really looking to help these 

Start-up companies, __ I think they could complement any type of 

monetary funding with some sort of an infrastruc:ture, some sort 

·of a program that would provide easy access to information, 

easy acc.ess to the names of :lndividuals who are out· in the 

marketplace who could help these companies prepare the 

appropriate game plans.to present their best foot forward. 

Thank- you. 

ASSEMBLYMAN AZZOLINA:. Thank you very much. 

Assemblyman .Franks wants to make a couple of comments. Mr. 

Crosbie#I will get youback in a minute. Assemblyman Franks? 

A S S E M B L Y M A N R 0 B E R T D. F R A N K S : Mr . 

Chairman, thank you very much. I will be very brief, but I 

couldn 1 t help but. conclude, upon listening to the deliberations 

thi~ morning, Mr. Chairman, that there appears to be two 

unique,. distinct yet compelling needs which need to be 

addressed. in whatever legislation moves from this Conunittee. 

·.,; ..... ' .. ::_ 
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One challenge that faces New Jersey is to create a 

climate in which new business enterprise can flourish. And to 

create that climate, new enterprises need start-up capital. 

Much of the talk around the table this morning has been, how 

can we make that capital available to new business ventures- at 

the appropriate moment, and in a climate that those types of 

enterprises can flourish in here in New Jersey? 

The second one, Mr. Chairman -- and I th:lrik this was 

spoken to rather eloquently by Ralph Klapper from the Union 

County Economic Development Corporation -- is, we live· in a 

very fully developed State, with a very large manufacturing 

base: According to the chart that has been maki:ng . its way 

around the room, my county has suffered dramatically in terms 

of the loss in the number of manufacturing--based jobs. 

Mr. Chairman, we need to stop the hemorrhage of 

manufacturing job loss from New Jersey, and treat it· as a 

priority equal to creating a climate· for new business 

· development. · Those two are unique and separate and distinct 

needs, and I believe the efforts that the legislation developed 

by this Committee-- The needs to be constructed may have to 

run on separate paths to achieve those two unique ends. I 

would urge the Committee not to overlook either one of them. 

Both of them are compelling as they relate to the continuing 

economic viability of New Jersey, whether you reside in Salem 

·County or Union County. You want to promote new business 

ventures, and you certainly want to retain the base we have 

worked so hard to achieve. 

I would ask you, Mr. Chairman, not to make a mutually 

exclusive choice, but to make sure that those two needs are 

addressed by this Committee. 

Thank you. 

ASSEMBLYMAN AZZOLINA: 

comprehensive plan probably 

losing jobs in droves. 

The other is a much more 

to try to retain jobs. We are 
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ASSEMBLYMAN FRANKS:·. ·:Absolutely . 

. ASSEMBLYMAN • AZZOLINA: . Big. plants are closing down . 

continually. 

ASSEMBLYMAN· COLLINS:· Yeah, but at least . you are 

starting off at a point wher~:--you have them. 
. . . :. ~ .. · . . 

ASSE~BLYr.1AN~ AZZOLINA:~~ Oh, I agree. I say we have to· 
. . . - . 

get into it. Assemblyman F~anks~,: you make a good point. 

ASSEMBLYMAN FRANKS:· Thank you, Mr. Chairman. 

ASSEl\~BL~1AN .AZZOLINA: Mr. Crosbie, I will give you 
. . . . ·.: .· .. · .... ·· . 

one minute, and then we have· ~to secure. 

_MR. CROS-B:IE: Tha.ri'k<~-~ou, I appreciate it. There were 

points made earlier · reg-ardin,g -~ the SPIR program, which is a 

Federal ·program where you· get Federal research. money to 

. initia~e things. · Under the Federal law, a certain number of 

Federal departments have to .award a certain percentage of their 

R&D rnoney to private small .. :bus-~ness . 

. · In ·New Jersey, ·we J:lave developed a support program. 

That support program r~nges from helping businesses to compete 
. ·. _.···.,· ... · ..... · . . 

for. that. money--" Once they 9~t to the first stage, if they 

qualify under those guidelines, they get up to $10,000 a 

quarter for up tofoui:' quarters from us. So, this is a form of 

venture capitai -~ helpihg to keep these firms on their feet. 

Last year, we gave_ $310,000 through the Commission 
. . 

from the_ L_egislat.ut~·>:•t9_:.thi5_ p~ogram, and we would like to do 

more~ We a:re .developing ··programs that will help these 

companies compete successfully for Federal research money, 

because what happens is, the Phase 2 can be a half. a million 

dollars frofu the Federal government to develop prOducts. Plus, 

they maintain the patent rights; they don't go to the Federal 

government,.· \#?hic:Q means_. pusinesses and jobs. 

AssE:tliBLYr-~ AZ.ZOLINA: Okay, thank you very much, Mr . 
Cro.sbie .. · 
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We will have to adjourn now. 

everyone. It was an ex~ell~nt hearing. 

(HEARING CONCLUDED) 
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SUBJECT: State-sponsored venture capital .investment programs in 
other states. 

As of May, 1986. 21 states had established venture capital 
investment programs operated by public agencies or quasi public 
entities. Six sta.tes had initiated (through tax credits or 
other means) privately-operated venture ·capital investment 
funds. Most of these programs were adopted during the preceding 
three or four years. Generally, they have involved public 
expenditures of several million dollars per year, but in some 
cases, more. 

The purpose of these programs has been to provide long term 
equity investments for high risk undertakings. usually small 
manufacturing firms in,.· their beginning stages or small and 
medium sized manufacturing firms involved in major expansions, 
the introduction of new products, or changes of ownership. Mast 
of the programs involve making investments through ownership 
interests in the fi.rm being financed, but seven states have 
public or quasi public programs which invest in specific new 
products rather than in a company as a whole and accept 
conunitments for royalty payments in return. 
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The rationale usually given for focussing at tent ion on 
relatively small companies is: 

. 1. That small. growth companies have been alleged to be 
responsible for most.net job growth in.recent years, 

2. That it is often unproductive to aim state government 
incentives at ·large Fortune· 500 companies which may be less 
rooted in the local economy than small indigenous firms and more 
likely to relocate in search of greater incentives elsewhere, and 
· 3. That traditional loan financing may be too burdensome 
to firms which are in their early stages of development· and 

·therefor in need of the "patient capital" of equity investments 
(lt might be added that in New Jersey even if a manufacturing 
firm is seeking tradi tiollal loan financing for expansion, it may 
encounter greater than average difficulty-. ln 1984, the State· s 
per capita rate of commercial_ and industrial loans was only 71% 
of the national rate, while all of the surrounding states had 
rates higher than the national rate, some with per capita loan 
rates several times greater than the national average). 

Why should pub I ic resources· be commit ted. to venture capital 
investments when more than ten billion dollars are already 
available for such investments from private venture 
capitalists? Advocates of such programs point to the fact that 
nearly three quarters . of all venture capital investments are 
made to companies located in the top four states·. Tables I and 
II show how New Jersey compared to the leading state~ in vertture 
capital_ resources arid commitments during 1984. 

STATE 

California 
New York 
Massachusetts 
I 11 inois 
Connecticut 
Texas 
NEW JERSEY* 

(*Ranks tenth) 

TABLE I 
VENTURE CAPITAL RESOURCES FOR 

LEADING STATES AND NEW JERSEY, 1984 

RESOURCES 
( in m i 11 ions ) 

$5296 
$3262 

'$2054 
. $863 

$794. 
'$775 
$285 

RESOURCES 
PER CAPITA 

$210.38 
$185.64 
$356.16 

$75.13 
$253.03 
$49.29 
$38.16 
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STATE 

California 
New York 
Massachusetts 
Connecticut 
Illinois 
Maryland 
NEW JERSEY* 

(*Ranks tenth) 

TABLE I I 
VENTURE CAPITAL COMMITME~~S FOR 

LEADING STATES AND NEW JERSEY, 1984 

COMMITMENTS 
(in millions) 

$1184.4 
$639.1 
$481.0 
$196.7 
$144.9 
$103.2 
$37.8 

COMMITMENTS 
PER CAPITA 

$46.89 
$36.17 
$83.41 
$62.68 
$12.62 
$23.98 
$5.06 

Proponents of a greater role for the states in venture 
capital activity also argue that the total volume of venture 
capital for the whole nation is minuscule when compared to the 
capital in publicly traded corporations~ Only 1.2% of all U.S. 
corporations are publicly traded, but, in 1983, the total assets 
of the Fortune 500 industrials (which comprise a small fraction 
of that 1.2%) were $1.4 trillion compared to total assets of.$13 
billion for all U.S. venture capital firms and small business 
investment companies combined. · 

Of course, it may be that smaller firms, which are usually 
less capital-intensive, simply are not interested in or can not 
make effective use of more equity capital than has been 
avai I able. In response to· this, surveys of small businesses and 
start-up entrepreneurs have been conducted in various states 
concerning their percept ions of their need for capital 
investment. A recurring theme is that it is difficult to get 
start-up capital in ·the earlier stages . of a business's 
development. Venture capitalists are alleged to almost never 
make investments of less than $300,000 and usually do not make 
investments of much under $1 million. This has been a commonly 
stated rationale for state support of "seed capital" investment 
funds. Even here, opponents of such programs argue that the 
businesses which can not get financing in the market probably do 
not merit special assistance from government. 
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Less evidence is available concerning "capital gaps" for 
~ore establi~hed small and middle sized companies seeking 
financing for ·new product development or _expanded operations 
generally. In 1'985, .the Wisconsin state government- conducted a 
survey of small to medium. size privately held manufacturing 
firms with significant employment growth. From the results of 
the survey it was conclu~ed that ~o~ewhat more than half of the 
firms had no interest in obtaining equity finance, but that more 
than a third of the firms felt that the cost of equity finance 
was either too high or involved giving up control to outsiders· 
(these complaints have been echoed by a number of -New Jersey 
manufacturers_ as well)._ It was recommended that a state product 
development corporation be created modeled on the existing 

-Connecticut program. The Massachusetts Comifiission on the Future 
-_of Mature Industr/ies recommended a similar program for thcd 

state, which already has one of the more successful seed capital 
programs, the Massachusetts Technology Development Corporal ion. 
But overall, most states with venture capital programs -have 
targeted these programs more at start up companies than 
established firms~ · 



THE STAR-LEDGER, Wednesday~ February 4, 1987 17 

Jersey lost .100,000 blue-collar iobs ·in six years 
B~ 001'\ALD WARSHAW N.J. MANUFACTURING LOSS, MARCH 1979-86 collar employment fell by 4.302 t'· 

During the 1980s. Nev.: Jersey lost 9.952 last vear. a loss of more tt:;,:. > 
more than 100.000 factory jobs and Changes in numbers of percent. · . 
nearly 1.000 manufacturing plants manufacturing businesses Cumberland Countv suffered tt!•· 
while blue-collar employment declined loss of 4,052 mar:IU(acturing joL, 0: ~~ 
in all butfive of the state's 21 counties. percent. of its job base since 19i9 wJ:" 

COUNTY CHANGE th b f bl. II ' according to a study released yesterday - e num er o ue co ar wor,;c~ 
by the federal Bureau of Labor Statis- Burlington ...•.....••. +53 down to 14.397last year. 
tics (BLSL Ocean .•.•............... ~41 Other counties suffering majo: 

A companion study by the BLS Somerset .......... ; ... +27 losses included Bergen. down bv 12}~: 
showed. however, the healthv condition Morris ................... +22 jobs or 11 percent; Middlesex. dowr, L:-
of the state's overall econom'r has been Sussex ................. +19 7.648 jobs or 9 percent: Passaic, dow~ 
a key factor in enabling most workers Monmouth ............ + 16 5,534 or 8 percent: Mercer. dowr; 5(. 
displaced by plant closings and moves. Hunterdon ............ +11 or 14 percent; Somerset. do\m 4.3\!2 c 
and abolishment of their jobs to find Gloucester ............. +B 15 percent; Gloucester, down 2.457 · o~ 
new employment. . Warren ................... + 1 16 percent. and Atlantic. down by li;: 

Regional BLS Commissioner Sa- Salem .............. , ...... _9 or 16 percent. 
muel M. Ehrenhalt said with the loss of Cape May ............. _15 Camden and Monmouth cour•J·'·' 
103.262 blue-collar jobs since 19i9. em- Cumberland ........... 21 s·uffered minor declines. with then~:. 
ployment in the m~nufacturing sector A ber of blue-collar jobs down bv 46t c•: 
declined to 684.262 last year-the tlantic ................. •26 1 percent. in Camden. and b~· 3i£. e:: 
lowest level since 1940. Middlesex ............. -28 2 percent. in Monmouth. · 

There was a net loss of 964 manu- Camden ........ ; ........ ·38 Burlington Count\• led those cot::· 
facturing plants in the state during the Mercer .................. -40 ~ies gaining in blue-coilar employmen; 
six~year period studied, with the total Passaic ............... -109 1t added 4,410 jobs between 1979 a~·-
decli!ling from 14,146 in 1979 to 13.182 Union .................. -152 19.86. for an iQcrease of 22 r:rcen' · 
in 1986. the commissioner said. Man\' Bergen ................ -183 Hunterdon added 1,80' job~ durinf 
of the plant closings involved major Hudson ............... -247 the six-year perioc. for a 30 pe~(·e~.: '· 
employers. he added, including 1,700 Essex .......... ~ ....... -294 crease: Morris gained 1,439 jobs. for a~, · 
employees laid off at the GM plant in New Jersey ........... -964 increase of 3 percent; Ocean added~.;: 
Linden. · . jobs, up by 22 percent. and Sus>;;~: 

Twelve counties lost plants, with added 475 jobs. for an increase of I '• 
985. or 84 percent, of the 1.171 plants S~a<·LedgcrGraph:c percent. 
that shut their doors or moved concen· 1979 27 percent, and VniOJ1. which lost The growth areas. Ehren~.J:: 
ttated in five counties-Essex, Hudson. Essex, Vnion, Hudson, Warren. 19.000. or 22 percent. of its manufac- noted. were "typically on the fring'· c 
Bergen. Union and Passaic. Cumberland. Cape May and Salem turing jobs. metropolitan areas," suggesting a "d·: 

Nine other counties-Burlington. counties suffered manufacturing job t:ape May haa the sharpest per- concentration" in the state's facton· ju~· 
Ocean. Somerset. Morris. Sussex. Mon- losses <if more than 20 percent. well centage decline. with the los~ i5l.job~ base. · 
mouth. Hunterdon. Gloucester and War- above the statewide 13 percent decline. accounting for a 40 percent decline in While county-by-county emp!t·:·. 
ren-added a total of 20i flants. Ehrenhalt said. the 1.260 factory jobs in.l9.i9. ment losses and plant shutdown> we~. 

The downward spira in r,nanufac· Numerically, the largest cutbacks Salem lost 3.431 manufacturing closely related. Monmouth. Somer~c 
turing came at a time whcr. ~eii· Jer- in manufacturing jobs were in Essex. jobs during the 1980!'. or 3!\ percent of and Gloucester counties lost blue,co1> 
sey's otherwise booming economy was ·down by 23.000, or 26 percent of the job its 9.456 factory jobs in 19i9. employment whi.le attracti11g add1tior.J! 
adding 600.000 jobs. with tremendous base in 19i9: Hudson, down 19.000. or Since 19i9. Warren County blue manufacturing plants. Ehrenhalt note:" 
growth in employment in services and r---------,.......:_,..,..... _____________________ _:..:.__:_ _ _,_ __ ..;...__ 
the wholesale and retail trades. the 
commissioner said. 

Ehrenhalt said that new jobs were 
found for some 65 percent of 139,000 
workers t20 years old or older \\·ith 
three years or more on the job) who 
were displaced from January 1981 
through 1986. 

Another 15 percent remained un· 
employed but actively seekicg work. 
while 20 percent dropped out of the 
labor market entire!\·, Ehrenhalt said. 

Nationally, 64 percent of workers 
dislocated since 1981 have found new 
employment. while in neighboring l'<ew 
York State only 55 percent of manufac· 
turing workers disp.Iaced since 1981 
have found other jobs 

The commissioner tied 1\ew Jer­
sey~s poor factory job picture to .severe 
declines m manufacturing in the 1981-
1982 nationa! recession. with a '·brief 
and partial" recovery in 1983, followed 
by another downturn in the past two 
years. 

"While the figures for the second 
half of 1986 showed some stabilization 
in the losses of manufacturing job,. 
there certamly has been no sign of a 
turnaround. The broader record of the 
1980s points to a massive loss of jobs 
that spells the loss of competiti\·e ad· 
vantage for manv industries and loca­
tion.s throughout 'the state.'' Ehrenhalt 
said. 

The study showed that "sharp fac· 
tory job losses in the 1980s were partic­
ularlv severe in the older northeastern 
New· Jerser industrial counties and in 
the southern part of the state, including 
Cape May. Salem, Gloucester and. At· 
!antic counties." Ehrenha!t said. 

On!\' five counties-Hunterdon. 
Burlington. Ocean. Sussex and Morris­
saw ,iob growth in manufacturing since 
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TECHNOLOGY ENTERPRISE IN NEW JERSEY 

Findings 

We find and hereby declare that: 

o New products and processes are the basis for development of 
the New Jersey economy, including development of new 
markets, new firms, and new industries. 

o The State of New Jersey exhibits a comparative advantage in 
the production of inventions, new products, and new 
.processes, as indicated by the number of patents, 
technically trained people, et al. 

o Small business and new businesses are the major source of 
new job creation. 

o Small, new or young business enterprises are also a major ·· 
source of inventions and innovations~ 

o Enterprises based on new technologies grow much faster than 
other businesses and are the source of new industries to 
replace those likely tostagnate, decline, or disappear in 
our state. 

o Yet relatively few of the inventions and innovations 
generated by the state's technological base are tran•lated 
into new enterprises·or other commercially exploitable forms 
which enhance the state's economic base. 

o Furthermore, the mechanics of the private capital markets 
and the dynamics of our private market economy are such that 
many viable new business ventures go unfunded even in the 
best of times, whileabsolute shortages of venture capital_ 
may arise at other times. Thus, there is underinvestment in 
new enterprises which may not be attractive investors but 
which could eventually provide employment opportunities to 
the citizens of New Jersey. 

We also tind that: 

o There is a need to promote the development of the State's 
economy. 

o In this era of rapidly increasing technological progress, 
the development of new products, new processes, new 
businesses, and new job opportunit{es is crucial to the 
welfare of the State and its citizens. 

o The development of new products, processes, businesses and 
jobs provide the State and its municipalities with the 
increased tax revenues which are essential to maintaining 
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public services •. · 

o The rate of return of venture capital investments . is, 
collectively, much higher than on other types ·of investments 
and, . thus, the financial benefits to both the public and 
private sectors from promoting new ventures in New Jersey 
are considerabl&. 

o The provision of financial and technical assistance to new 
technology-based enterprises as set forth in this proposal 
will assist in the creation of new products, businesses, and 
industry in our State, · in the public interest, and for the 
public benefit. · 

Recommendation$ 

To implement these findings, we recommend the creation of· three 
complementary vehicles: The New Jersey Venture Capital 
Partnership, The New Jersey Direct Placement Fund, and a publicly­
chartered technical assistance agency. 

o The New.Jersey.venture Capital Partnership will make equity 
investments iri new technology-based companies operating in 
New ·Jersey. It will emphasize seed, start-up, and early 

·stage financings. ·It will ·be a pooled investment fund 
operating under the management of a private v~nture 

capitalist. The investors will include public and private 
pension funds ~ithin the state, as well as other 
institutional investors. It will be expected to achieve 
investment returns competitive with other venture capital 
pa_rtnerships operating in the national . market. 

o The Hew Jersey-1)1reot Plaoaent Fund will make intermediate 
and long-term loans to growth-oriented, technology-based 
companies -that have already established themselves .in the 
·marketplace, but which need additional capital to assure 
their _survival and continuing growth. As with the Venture 
Capital Partnership, it will be a commingled fund--in this 
case, a direct placement separate account employing the 
management .services ofa life insurance company. (For a 
discussion.of commingled funds, see Appendix A.] 

o The publicly=chartered technical assistance agency will 
provide pre-venture de'Y'elopment assistance to entrepreneurs 
and inventors. It will be a publicly~funded corporation, 
employing a blend of staff' resources and privately­
contracted venture development organizations. While it will 
not be constrained from charging fees for its services, it 
will not be expected t~ operate ~n a self-financing basis. 
It will . provide assistance in three areas: product 
development, entrepreneurial development, and venture 
development. 

Taken together, the New Jersey Venture Capital Fund and - the 
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New Jersey Direct Placernent Fund will provide an important 
addition to the state's existing network of ·financial 
institutions. They will accelerate the rate at which new· 
businesses are formed in the state, as well as the rate at which 
existing, growth ... oriented ,businesses are able to expand. They will 
also enable New Jersey to remain competitive with ·the growing 
number of states which have enacted similar programs in recent 
years. 

In addition to providing the opportunity for a competitive 
rate of return on investment, both the Venture Capital Partnership 
and ·the Direct Placement Fund are structured to provide :~ew 

Jersey-based institutional investors with: 1) the involvement of 
specialized professional investment management, 2) the opportunity 
to invest with private, profit-oriented co-investors, 3) an 
opportunity to commit only a small percentage of total assets, 4) 
insulation from political pressures to invest in a particular · 
company, and 5) the · ability to diversify in~state business 
investments. 

Accordingly, the discussion of their designs is organized 
around the issues that are most important to · their operations: 
investment objecti~es, investment guidelines, and operational 
structure. 

As mentioned above, both vehicles are structured as 
commingled funds. In a commingled fund, investors place a portion 
of their assets in a common pool. In return, they receive a 
specified share of the income and capital gains on investments, 
along with the return of their initial paidin capital on an agreed 
upon basis. The pool is under the management of professional 
investors with skills and experience relevant to the pool's type 
of investing. It is because this specialization is so important to 
financial success that there are two pools rather than one. Each 
employs a managment structure appropriate to the type of. investing 
in which it will engage. [For more information on cqmmingled 
funds, see Appendix A.] 

Both vehicles are structured to take advantage of relevant 
federal tax laws, securities and financial regulations, and state 
insurance and banking regulations. 

Implementation. Several steps will be necessary to create these 
new investment vehicles• 

First, a fundamental reform must be made of the statutes 
governing the investment of New Jersey's public pension funds. 
Those statutes must be revised to incorporate the tenets of modern 
portfolio theory, and to permit the prudence of any . single 
investment to be gauged in the context of the role it plays in 
balancing the portfolio as a whole. The current method of 
investment regulation makes it extremely difficult for the 
managers of public funds to develop innovative new approaches to 
investment management dS rirli-l~l:~ i.-i ~- :1:)r'ld t t ion~ ch~r'lge c)'/~ r" t i.r1~. 
ts~e 'PP~1ji( a.] 
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se-cond, conditional commitments must be obtained from key 
pension funds and other institutional investors. 

Third, professional managers must·. be selected for each of the 
two investment pools. 

- Fourth, the required legal documents must be drawn up, a 
formal legal.offering made, and the documents executed. Only then 
will these vehicles become operational. The only legislative 
action which will be required is the reform or the investment 
statutes governi.1g state and local pension funds. . No state 
appropriation will be required for either investment vehicle. 
[Further details ·on implementation are contained later in this 

·report.] 

The publicly-chartered technical assistance agency, by 
contrast, ·will require legislative enactment, and wouldbe funded 
with a direct state appropriation. As mentioned above, it will not 

. be expected to operate in a selffinancing manner, although the use 
of fees and charges to defray certain expenses will be encouraged 
where feasable. 

While these three institutions share certain common purposes; 
they serve very distinct functions and constituencies. Each has 
different operational guidelines and objectives •. · Each would be 
capitalized (or funded) in· a different way. Each would be 
separately managed. Their structures must therefore be formally 
separate and distinct. Potential investors in either of the two . . , I 

commingled funds. will demand clear assurances that the their· 
.investments will not be undermined by the operations of funds and 
organizations in which they are not investors• 

On the other hand, these institutions are meant to complement 
each other. The following chart· provides a rough idea · of their 
differing. roles:. 

The puoli~ly-oha~tered t~chnical assistance agenof 

o Product development (initial screening and evaluation or 
ne~ product ideas; referral services for management 
assistance, financing, patents and licensing; . workshops 
for would-be ·entrepreneurs) - . . 

o Entrepreneurial development (screening and evaluation) 
o Venture development (assistance developing: management · 

teaJ:ns; product strategies; sales design; cost analysis; 
business plan development; etc.) 

New Jersey Venture Capital Fund 

· o Seed capital 
o Start-up financing 
o Early-stage financing 
o Expansion financing 
o Leveraged buyouts 



New Jersey Direct Placement Fund 

o Longterm debt 

Some of the entrepreneurs who emerge from the technical 
assistance agency's screening and t.a. program with an acceptable 
product idea, business plan and management team may be eligible 
for consideration by the New Jersey Venture Capital Fund (although 
they could not be guaranteed financing or even given a preference 
over more qualified applicants). Similarly, ti1ose companies that 
have grown beyond the capacities of the Venture Capital Fund may_ 
be eligible for and interested in financing through the Direct 
Placement Fund. 
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1.) New Jersey Venture Capital Fund 

Summary: A limited partnership would be created for the purpose of 
venture oapital investing in New Jersey.· The general par~ner would 
be a professional. venture capital management firm _receiving both 
incentive compensation and a management fee; the limited partners 
would consist mainly ot.pension tunds. The partnership's primary 
objective would be to achieve a higher rate ot return than is 
normally achieved in public equit) markets. A secondary 
consideration would be the contribution-made by the partnership's 
investments to the State of New Jersey's economic development. The 
partnership's organizatfonal structure would closely resemble the 
other professionally managed venture capital partnerships in which 
pension funds now invest. Each venture financing by the 
partnership. would involve co-investment by at least one other 
investor. 

Objective: The p~imary objective of the partnership would be to 
earn · a higher rate of return than is normally achieved in public 
equity markets. · The partnership would seek returns competitive 
with.other professional venture capital investors now operating in_ 
the national market. Normally; such returns would be achieved by 
taking an equity position· in technology firiDS with unusual 

·. development potential. 

Within the context of pursuing · a superior return, the 
partnership would contribute to New Jersey's economic development 
by financing growth-oriented, ·technology-based enterprises. It 
would make a significant contribution to the net capital available 
for firms promising major job and income generation in the state. 

General · Investment Guidelines: The partnership would take equity 
positions in a_carefully sel~cted and divers~fied group of New 
Jersey businesses •. Typically, these companies would be in the 
earlier stages of' corporate develop~ent and would be developing 
new technology-based products, processes or services~ 

Although a strong emphasis would be placed on seed, start-up, 
and early stage financings, partnership investments would include 
all the following .categories.: 

o Financing for product development, for initial marketing, 
and initiating commercial marketing and sales. 

o Financing for enterprises that have recently passed through 
the above stage and need capital for continued growth of 
production and marketing capacity. 

o Financing to enableoperatingmanagement (or other parties) 
to purchase a division of a larger company or closely-held 
business tor the purpose of more dynamic growth. 

Concentration in any single industry, sector or geographic 
area within New Jersey would be avoided. 



The form of investment used b/ the partnership would vary. 
Common stock, preferred stock and debt with equity participation 
would all be used. Investments would be long-term in nature, with 
only a modest current yield. The vast.majority of returns would be 
achieved only through the realization of capital gains. The 
partnership's holdings ·would normally be private placements, but 
each investment would have a mechanism to allow the partnership to 
ultimately realize its gains. 

Investees would have to be technology~based companies 
situated in New Jersey or companies whose operations would 
directly contribute to commerce and employment within the .high 
technology sector of the New Jersey economy. 

Additional investment guidelines would 
conjunction with the general partner and 
partners. 

be developed in 
potential limited 

Limited Partners: As is customary in such partnerships, the 
limited partners ·would provide about 99% of the partnership's 
capital. Total capitalization of the partnership would initially 
be in the. vicinity of $75 million. The limited partners would· 
primarily be public and private pension funds in New Jersey. Each 
participating pension fund would normally commit less than one 
percent of its assets to the partnership. Banks, insurance 
companies, and other qualified investors might participate as 
well. The contributions of each limited partner would be drawn 
down by the partnership over a two to three year period. I 

In exchange for their limited liability, limited partners 
would forego an active role in the operations and decisions of the 
partnership. They would retain the right to terminate their 
participation at the end of 10 years. A qualified investment 
advisory committee would be formed to represent the interests of 
the limited partners. It would periodically review the operations 
of the partnership and report back to the limited partners. 

General Partner: A professional venture capital management 
organization would serve as general partner and be respons ... ble for 
all investm~nt and management decisions of the partnership. The 
general partner would search out, evaluate, negotiate and closely 
supervise all investments. The general partner would operate an 
office in New Jersey to conduct the investment operations of the 
partnership. The general partner would receive as compensation 
both an annual management fee and an incentive participation in 
returns. 

Co-investors: The partnership· agreement would include a 
requirement that each of the partnership's venture financings 
include some minimum co-participation by at least one other 
investor. The co-investor· would normally be at least one other 
professionally managed venture cap! tal pool;. it · ·would take a 
minority participation. Co-investment would further ensure that 
sound investments are made on behalf of the partnership. 

-1-
iJX 



2 •:) Hew Jersey Direct Placement Fund 

Summary. A separate account for.pension tund investors will be 
established under the management of a qualified life insurance 
company. This account will be knoWn as The· New Jersey Direct 
Placement Fund. The fund will · make competitively ·priced, 
intermediate and l.ong-term private placement loans to technology­
based companies in New Jersey. The primary objective of the fund 
will be to achieve a suparior rate of return for the participating 
pension funds; secondarily, it will attempt to contribute to the 
development of New Jersey's high technology companies.· Each loan 
will have a minority co-participation, either from another account 
of the insurance company·or another financial institution. 

Objectives. The primary objective of the fund will be to earn· a 
rate of return superior to that available on higher grade, similar 
maturity, publiclyc:otraded . bonds. The fund will seek returns 
competitive with other private placement accounts and will command 
competitive liquidit)', risk and other premiums.in ·its lending. 

Within the context of earning a superior return, the fund 
will contribute to the preservation, expansion and modernization 
of technology~based New Jersey businesses. It will increase the 
availability of longer term and fixed-rate debt financing for the 
plant, equipment and working capital needs of medium-sized 
technology-based firms in the state. 

Like the venture capital partnership, the direct plac.ement 
fund has two separate but complementary objectives. For the·. same. 
basic legal· and practical reasons, the financial objective is 
primary. 

The financial.objective is defined in relation to a public 
bond benchmark. !n making loans on a private placement basis-­
which precludes easy resale to· other investors--the fund's 
investors will be bearing illiquidity. In addition, since the 
loans are. to companies of medium credit quality, t~.e pension funds 
will be bearing at least a moderate amount of additional credit 
ri$k. The appropriate return objective is a total return in excess 
or what could be obtained in similar ma~urity, higher ·quality, 
publicly traded bonds--the · major traditional alternative to 
private placements in the fixed income category. Pension funds 
investing in a separate account Which did not seek this superior 
rate of· return would be conceding earnings. that ·they could· 
otherwise qbtain in the marketplace and would thereby violate 
their fiduciary obligations. 

In order to insure that no concession is being made simply to 
make a loan in New Jersey,· a specific test will be applied to each 
financing. The loan must offer the same premiums that a loan with 
the equivalent features in the national market would offer. · 



As with the venture capital partnership, the development 
finance objective of this direct placement fund ~s to help 
technology-based New Jersey businesses obtain the capital they 
need to reach maximum growth potential. Long-term debt financing 
will be provided for plant, equipment, and working capital. The 
private placement fund differs from the venture capital limited 
partnership in that it will be providing: 

o Debt capital (rather than equity). 
o Capital to firms with a longer track record and of a larger 

size than the typical venture capital investee (but still 
moderate t~ medium-sized companies). 

o Capital to firms more likely to be representative of 
existing industrial sectors important to the New Jersey 
economy. 

General Investment· Guidelines. The account will provide debt 
financings with the following characteristics. 

o Loans will only be made for uses of funds within New Jersey. 
o The maximum maturity of financings will range from ten to 

fifteen years. 
o Loans will generally carry a fixed interest rate, and in 

some cases may be supplemented with equity participation 
features. 

o .Credit quality of borrowers will span the "A," " BAA," and 
"BA" categories, with an emphasis on the latter two ratings. 

o Loans will typi~ally range from $500,000 to $3 million in 
principal amount. Borrowing companies will typically have 
between $5 million and $30 million in assets. 

o Loans will be used for plant, equipment or working capital 
financing, and will be secured or unsecured as appropriate. 

o Loans primarily will be to technology-based manufacturing 
companies. Suitable diversification will be maintained with 
regard to industries and com~anies represented. 

The purpose of these investment guidelines is to balance the 
desire to reach an underserved borrower market with the need to 
maintain prudent levels of maturity,. credit standing ·and 
transaction/management costs. 

For firms of certain size with high credit ratings, the debt 
markets function well, even for long-term borrowing. Consequently, 
this separate account should focus on firms which are not high 
grade credits, are not so large that they have general access to 
the public bond market, are not primarily borrowing for short term 
uses, and are not able or willing to accept a variable interest 
rate arrangement. The investment guidelines relating to maximum 
maturity, interest rate, credit quali·ty and loan and borrower size 
·are meant to focus the account's lending activity on companies 
falling outside these categories. 

At the same time, the guidelines are designed to keep risk 
and management costs within a level that can be suffici~ntly 
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compensated by interest rate premiums. The guidelines do not 
permit 20 to 30 year maturities (where int.erest rate risk can 
become. unmanageable), nor low grade credits where companies are 
experiencing· · financial distress . and loans would be highlY 
speculative, nor truly small· companies where the cost of loan 
.origination and servicing would be_too high. 

The majority of- private placement,s by life insurance 
companies already fall into·the medium credit category (generally· 
"BAA"), but this fundwill have an even greater representation of 
"BAA" and "BA" credits. In terms of loan and borrower size, the 
account will be dealing with significantly smaller $ize loans and 
companies than the insurance company average.· In addition, its 
loans will have considerably longer final maturities than typical 
·current insurance company·loans and will offer a fixed interest 
rate, which has not been typical in recent years. 

With respect . to the longer final maturity and the fixed 
interest rate, the fund's placementswill more closely resemble 
the types of·loans insurance companies were making before they had 
to re-orient their portfolios due to cash flow problems. (The ten 
to fifteen year upper limit on final maturities for this account 
is a partial reflection-of these same concerns about excessively 
long maturities, since traditionally a long maturity loan by a 
pension fund would have been twenty to thirty y~ars. Also, average 
principal payback will be less than the final maturities due to 
amortization requirements.) 

•s presentlywritten, the guidelines would permitloans for 
plant, equipment or working capital \lSes. These are the 
traditional purposes for which companies use medium to long . term 
debt. Loans ·.could be l~ited to plant and equipment purposes, 
where · the development impact. is more straightforward and the in­
state use of funds more identifiable, but working capital loans 
are often critical to the expansion of aggressive, growing 
g1anufacturing firms. These loans will be secured or unsecured 
senior notes, depending on several factors, including the use of_ 
funds, the financial condition of the firm; etc. However, even 
though some loans will be secured, the fund is intended to be 
primarily a credit-oriented lender, looking more at the company's 
overall prospects than.simply at the liquidation value of its 
assets. 

:Loans will be made primarily to technology-based 
manufacturing companies. The rationale for this preference is 
that such companies are more likely to overlap with the objectives 

·of the fund: it. is in .manufacturing companies where the 
availa~ility of · long term capital is ( most crucial to 
competitiveness and growth, and where employment impact is likely 
to. be most direct, a_s. opposed to in the financial or utility 
sectors, for example. Within.the broad universe or manufacturing 
firms, only technology-based companies would be eligible. 

Additional investment guidelines will be· developed in 
conjunction- with.the managing insurance company and participating 
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pension funds. 

Management. The fund will be under the management of a life 
insurance company with demonstrated experience and comp~tenoe in 
private placement lending. This company will provide 
identification, evaluation, selection, negotiation and monitoring 
of all loans. The managing insurance company will receive a fee 
based on a percentage of· assets in the fund. This fee will be 
deducted from the income passed through to the participating 
pension funds. 

· The insurance company will be selected on the basis · of 
experience and competency in directplacement lending of the type 
this separate account will do, competitiveness of fees, and 
ability to operate in the New Jersey market. The selection will be 
made by an ad hoccommittee including representatives of the 
likely major investors and designees of the state·. 

Placing this loan pool under the umbrella of a life insurance 
company will provide strong professional management, as well as 
insulation from improper political pressures. .Life insurance 
·companies are also the most capable, experienced managers for· this 
type of financing. A separate-account represents a pool of asset~ 
"separate" from the general portfolio of the insurance company and 
'managed for a specific client. (or set of clients). There is a. 
legal contract between the.insurance company and each pension fund 
participating in the account, technically known as a variable 
annuity contract, which outlines the policies of the account. 

Activities of the manager. Lending functions will be performed by 
the commercial and industrial loan department of . the insurance 
company, the unit which is responsible for the private placement 
loans made by the general account and other separate accounts. It 
is unlikely that an office would need to be set up in New J~rsey 
to originate the loans, even if an out-ofastate insurance company 
is selected as manager. Either an in-state or out-of-state 
company would rely on both a network of existing "finders" 
(including investment bankers, commercial banks, accountants, 
etc.) and their own direct efforts at "beating the bushes" to 
identify loan opportunitiet. 

Management tee. The management fee charged ·annually by the 
insurance company would be about .SJ to l.OJ of the fund's net 
asset value. It will vary depending on the size of the fund and 
the size of the typioal loan. The lower the average size of the 
loans targeted, the higher the management costs. This will not 
necessarily affect the net return to the participating funds 
however, since these costs will, in principle, be passed on to the 
borrower. 

Selection of the manager. The selection of a competent and 
experienced insurance company will be critical to the fund's 
financial and development success. Like the venture capital 
partnership 1 the insurance company will be chosen by an ad hoc 
panel consisting of representatives from the pension funds likely 
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to participate and designees-of the state. 

Investors in the fund. Participants in the fund will be New Jersey 
pension funds, primarily state and local retirement tunds and 
jointly-trusteed private pension funds. Each individual fund will 
typically be committing less thanone percent of itsassets to the 
fund. 

- . . . 

The fund will resemble.a closed-end pool. After some period 
for initial capital colllllli.tments, it will be closed to new 
commitments. - New commdtments could be accepted into an additional 
.fund or other provisions could be made tor the fund's refunding or 
growth.. Liquidation of participating funds' investments will· 
occur _as_ principal and interest payments received by the fund are­
passed through to them ori a pro rata basis. Options for the 
reinvestment of this money, either in this account or in a new, . 
siJllilar fund, could also be offered. 

A qualified ·advisory committee will be formed to represent 
the interests of the participating pensionfunds. It will review 

· · the · operations of the fund on a periodic basis and report to 
participating pensionfunds. 

Pension funds and other institutional investorswill be the 
source of all ·of the fund's capital._ -They will be passive 
investors, with .the fund's managers having sole discretion in 
investment decisions~ It seems likely that the bulk of the capital 
will .be provided by a. small group o~ pension funds making 
relatively larger commitments and an additional number of funds 
making ~maller commitments. 

Size of fund. The minimum size of this fund should be in the $50 
million range. This is where good diversification can start to be 
achieved, whereeconomies of scale in management costs will come 
into play, and where a competent insurance COUlpany lender can be 
attract~d to manage the account. Private placement lenders differ 
on the issue of appropriate minimum size, according to their views 
of how much· it would cost to run the fund, how large the average 
loan would be, how much effort would be involved in identifying 
loan opportunities, and so on. The maximum size of this fund is 
probably of more theoretical than practical interest. Given_ the 
potentially - large number of firms in· New Jersey who would 
justifiably be eligible for financing from this fund, it is ·the 
inte~est of pension fund investors that will likely determine the 
real upper limit. A reasonable target capitalization for the fund 
would be $75 million to $100 million. 

Closed-end versus openc::oend structure. The f\llld cannot be. a 
straightforward, open-end account for two reasons. First, there is 

·no certainty that there will be a sufficiently even inflow of new 
investors. Second, the insurance company would not be willing to 
provide a source of funds to take-out to investors who want to 
leave. -Also, an open-end structure requires the portfolio to be 
market•valued periodically to determine the price for which the 
units in the fund should be sold. This adds to the costs · and 

j /~.:./. . • . 
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complexity or the fund. The open-end structure should not be ruled 
out completely, however, · since it gives at least potential 
liquidity to the investors and provides tor the inflow of new 
contributions in the account. There might be an option to convert · 
the fund into an open-end account at some future date. 

loGOUDtablll\J ot \be ..,...., Tbe accountability or the manager 
will be provided for in a manner similar to the venture ·capital 
limited partner.ship. The fund contract can be terminated it the 
manager does not adhere to the provisions or the agreement. In 
addition, there will be an advisory committee similar to the one 
for theventure capital partnership. One or its chief activities 
will· be to review the loan portfolio periodically to make sure 
loans are consistent with the agreed investment guidelines. 

Co-investment. Either the general account of the managing 
insurance company; another or its separate accounts, or another 
major financial institution will take a minority participation in 
each of' the fund's loans. This will further guarantee that 
sound and competitively priced loans are made on behalf of the 
account. 

Co-participation will help assure that bad loans are not 
being "dumped" onto this separate account fund and that the terms 
of its loans are competitive. ·co-participation will also increase 
the amount .of new money made available as a . result of the 
account's creation.· The most likely co-participant will be the 
managing insurance company's general account. Insurance companies 
appear to be willing either to take 15J to 25% of each loan for 
their general account or to find another co-participant for that 
loan (such as one of their other separate accounts). 



3.) Implementing Recommendations Concerning 
The New_Jersey Venture CapitalFund 

and The New Jersey Direct Placement Fund. -

Three steps remain before these designs can be turned into actual 
operating investment vehicles. 

o Conditionai commitments to participate must be obtained 
from the state's key pension funds. 

0 Management organizations must be selected for each of the 
two vehicles. 

o Legal documents must be drawn up, follow-up marketing with 
pension funds pursued, and legal agreements executed. 

Obtain conditional commitments from key pension funds. The designs -
or the two vehicles have been worked out in sufficient detail to 
begin gathering- conditional commitments to participate from key_ 
pension funds. These pledges would be conditional in two senses: 
1) no. formal securities offering would be made to the funds at 
that- time; and 2) it would be understood that ·their formal and 
binding commitment could hinge on information not yet available. 

These ·conditional pledges must be obtained before selecting 
the gen~ral partner for the venture partnership and the insurance 
company for the separate account. _ Major potential investors will 
want to have a role in the selection of pool managers. .Having the 
funds. first make a commitment will draw them into the selection 

- process, help indicate whether a sufficient number or funds are 
willing to participate, and bring out any changes or additions 
that might be needed in the vehicles' design. Moreover, P<:>tential 
managers will take the selection process more seriously-if these 
pledges have been obtained. 

Initially, this effort will focus upon discussions with the 
largest· funds with potential for participating. In particular, 
this should- include the major state pension funds, given their 
large_ size and the commonality of interests between their 
cont .. ibutors and beneficiaries and the goals of these vehicles. In 
addition, smaller public and jointly-trusteed funds would be more 
likely to participate if -_ the major state funds were major 
investors in the two vehicles. Other good candidates include 
public u~ilities and other corporations whose operations -re 
significantlyaffected by the New Jersey economy. 

Select iDall&gers for the two vehicles. Once a sufficient number of 
conditional commitments have_been obtained, the manager selection 
process would begin. There are two management organizations which 
have to be chosen, the general partner for the venture capital _ 
limited partnership and the insurance company for the private 
.placement separate account. 

The initial step-would be to form two ad hoc panels. (under 
the sponsorship of some state agency or office) which would be 



responsible for making the selections. The two panels would 
correspond to the two vehicles, and would include representatives 
of the likely major investors and designees of the state. (If 
there was sufficient overlap between the investor groups, then one 
panel might be able to deal with both selections.) Those pension 
funds who were going to be funding the largest percentages of the 
vehicle would have preference in sitting on the panel, and there 
should be an effort to include funds which were representative of 
key categories. State government designees should include people 
with both financial expertise and interest in (and knowledge of) 
New Jersey economic development issues. 

Ea~h panel would agree to a request for proposals •. The RFP 
would include a basic description of the vehicle, the requirements 
which will be placed on the manager, and the selection criteria. 
The RFP would be circulated widely to insure fairness. Based on 
the information·submitted-by the potential managers and follow~up 
research, a group or finalists would be chosen. These finalists 
would be interviewed and a selection made by each panel. 

Selection criteria would · include: 

o The experience of the organization in making the proposed 
types or investments. 

o The quality ·or their personnel. 
o Fees and compensation demanded. 

· o Sensi ti vi ty to the development objective o 

o A commitment to co-invest. 
o The ability to operate in the New Jersey market. 

All else equal, a New Jersey-based organization would be 
preferable. However, the factors 'listed above should take 
precedence over location in. the selection process. 

Formal establishment of the vehicles. Once the venture capital 
general· partner and insurance company have been chosen, most of 
the responsibility will shift to them for completing the steps to 
formal establishment of the respective vehicles. The main steps 
are drawing up or documents, formally offering the investment to 
the pension funds, and execution of legal agreements. Advisory 
letters might also have to be obtained from the UoS. Department of 
Labor if there are any unresolved ERISA issues. 

The primary role or the state at this point would be to 
monitor this process and to assist in the formal marketing or the 
two vehicles. This marketing assistance could be especially 
important. 
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4.) The publicly-chartered technical assistance agency 

The primary objectives of t,his agency will be to: · 

o · Screen new product ideas, preferably in ·the high-technology 
area, for possible funding by privately operated venture 
capital mechanisms, including the New Jersey · Venture 
Capital Partnership. 

·o· Provide, in_ response to .the submission of new ideas, 
feedback to assist the submitterto promote further his/her 
idea. 

o To develop and maintain a data bank, at least·. partially 
computerized, to enable ready· access to the. kinds _of 
information_ needed .by those coming to the corporation for 
assistance. 

o To provide· brokering, referral and networking assistance to 
entrepreneurs to improve their access to relevant resources 
outside _the corporation,· such as university resources, 
venture capital firms, banks, lawyers, accountants, etc. 

o To sponsor works!1ops to help identify, encourage, screen, 
and train potential entrepreneurs. 

o To sponsor workshops on other specialized topics of value 
to entrepreneurs as needed· (e.g.; new product development, 
venture capital financing, preparation of business plans, 
patent and licensing procedures.) 

o To provide entrepreneu~s and inventors in the State_of New 
Jersey with a reliable sou~ce of objective review of new 
product, process, of business ideas. 

Structure. The agency will be a publicly-chartered development 
corporation subject to the laws which govern other public 
corporations in New_ Jersey. 

_The agency will be governed by a board of seven (7) directors 
appointed by the governor. All of these directors will have 
extensive professional experience in one or more of the following 
areas: 1) technological innovation, 2)-small business development, 
3) legal aspects of new veqture creation, 4) patents or licensing 
of new technology, 5) new product development, 6) -the lending 

·operations of commercial banking, 7) the marketing of technology­
based products. One of these-directors will be appointed Chairman 
of the Board by the goyernor. The Commissioner of Commerce-and the 
Chancellor ~f Higher Education shall serve as ex-officio members 
of the Board. The initial appointees to the board will serve 
irregular terms. Two shall be appointed for two years, two for 
three years, and two for four years. The Chairman shall serve at 
the pleasure of the governor.· All directors, including the 



. chairman, will be eligible for reappointment. 

The board will appoint a president to administer the 
corporation. The president will serve at the pleasure of the board 
and will receive such compensation as is determined by the board. 
The president will be solely responsible for the selection of 
starr. The employment of ~taff will not be subject to the state's 
administrative code or subject to the supervision or control of 
any board, bureau, department or other agency of the state. 

The agency will be subject to sunset review after ten years· 
of operations: Unless its charter is extended by the legislature, 
the corporation will be dissolved and any funds remaining under 
its control will be returned to the State Treasury. It will be 
free to adopt, amend, and repeal bylaws for the conduct of its 
affairs. The powers of the corporation will be vested in and will· 
be exercised by the board of directors. A quorum will consist of 
five (5) members of the board. A majority vote of those present 
will be necessary for approval of any actions taken by the. board. 

Fl.inding. The agency's funding (via legislative appropriation_s) 
would be gradually "phased-in" over three years. In year one, 
$150,000; in year two, $225,000; in year three (and subsequent 
years), $300,000. It is unlikely that more than this amount could 
be efficiently spent. Indeed, giving the agency "too much" money 
at an early point in its life might be a danger to the development 
and implementation ofan effective business and management plan. 
However, should the agency establish · effective contractual 
relationships with university technical personnel or with private 
venture development organizations, higher levels of funding might 
be ·.appropria t,e. 

Any program concerned with new business creation must face a 
fundamental fact of economic life: most new businesses fail. 
Usually, these failures are attributable to poor.managemerit (we 
are not all out out to be entrepreneurs) . and/or improper 
debt/equity ratios. To some extent, these and other causes of new 
business failure can be ameliorated through programs such as this 
one. But they can never be eliminated .entirely. Hence it is 
important that the agency be insulated from political pressures: 
the program must.be able to tolerate the number of "failures" (or 
non-success stories) that is associated with the high risk 
business of starting new firms • 

. In all likelihood, some of the agency's clients will go 
nowhere, some will be modest successes, and a few will. become 
genuinely significant contributors to the state econO!JlY· The fact 
that most agency clients fail to produce an Apple Computer 
Corporation should not be used to justify attacks on the program's 
importance. Nor should the fact that it will take time for the 
agency to produce measurable results. 

This brings up a very important point. To the extent to which 
the agency is dependent on annual appropriations for its operating 
capital, it may be less inclined to take the type and number of 
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. risks that are needed to run an effective-program. An alternative 
method of funding the agency which might alleviate this problem 
would .be to capitalize the agency with a single $5 million state 
appropriation. This money could then be invested-in high-yielding, 
short-term government-securities and money market certificates. To 
the· extent possible, the· corporation's. operations would be 
financed out of' th~ income from this capital. From· time to time, 
and with the approval of the governor, the corporation would be 
permitted to draw . upon its capital· for a . share of. operating 
expenses. 

Functions. The agency will provide several types of' assi6tance to 
would-be entrepreneurs: 

o Product development. Initial screening and evaluation of' new 
product ideas; providing access to information on similar 
products or-technologies; providing referral services for 
non-corporation resources in such areas as management, 
venture financing, patenting and licensi~g -(universities, 
accountants, management assistarice.f'irms, lawyers, venture 
capital firms, banks, etc.). Workshops will be conducted 
throughout the state, and university management assistance 
programs will be employed where appropriate. 

o Entrepreneurial development. Through workshops and other 
forums, the ·corporation will attempt to identify 
entrepreneurs . with the capability and drive to succeed in 
developing a new business. After an initial screening, the 
corporation's staff and appropriate consultants will sponsor 
intensive workshops to ascertain whether any of' the 
participants have anappropriate combination of' business 
management skills and entrepreneurial characteristics. Those 

. participants . who emerge from this selection process will be 
eligible for more intensive assistance in the venture 
development process. 

o Venture development. General counsel in all the following 
areas: assembling management teams; devising basic product 
strategies;· choosing an- appropriate. sales method; cost 
analysis _(for both· pricing decisions and profitability 
monitoring); production and delivery problems; negotiating 
and structuring financing; technology or product transfer; 
business plan development. 

Thus, · two very · different . forms of assistance will be 
provided. The first type is inherently more limited. It is 
passive. It offers virtually the same type of service to anyone 
who requests_it. Virtually anyone is eligible. (The only deterrent 
would be the imposition of some moderate fee--in the range of 
$100--to keep away those without serious development potential.) 

The second form of' assistance is activist in nature: It seeks . 
out people with entrepreneurial abilities, and attempts to assist 
them to develop appropriate busin~ss strategies. It is extremely 

_expensive to develop a business plan (or to provide any_ other form 



of venture assistance), and before "investing" in an e~trepreneur, 
the corporation should be confident that the individual has the 
capacity and drive to succeed in business. {Most people do not 
have the ability to become successful entrepreneurs, particularly 
in the high technology field, and scarce ·public dollars should not 
be expended in a rutile effort to turn them into entrepreneurs.) 

It is· this · second type of assistance which will help to 
prepare _inventors and other potential entrepreneurs to _approach 
private venture financing groups, by ensuring that they meet 
certain minimal requirements (business plan, management team, 
etc.). 

Staffing. ·The agency's professional staff will consist of 
individuals with extensive experience in technology-based product_ 
evaluation, patenting and licensing procedures, small business 
management, accounting, and financial management. The agency will 
establish regular consulting arrangements with scientists and 
others working within the state's public and private universities 
to aid in product evaluation. In addition, the corporation will. 
supplement its regular staff by regularly employing venture 
development organizations with extensive experience . in 
entrepreneurial selection and development •. The agency will not 
attempt to construct a permanent professional staff which is 
capable of providing all forms of technical assistance. Neither 
the hiring and compensation of professional· staff nor the 
selection and compensation of consultants will be. subject to_ the 
state's administrative code or civil service procedures. However, 
all consultant contracts will be ~eviewed and evaluated annually 
by the agency's board of directors. · · 

Accountability. The agency be accountable to the legislature for 
the fulfillment of its public purpose. Because it is to be funded 
by the taxpayers through a legislative appropriation, the 
legislature has an obligation to see that its operations adhere to 
certain standards, and are appropriate to the concept of public 
purpose. The governor and the legislature should receive annual 
reports on the corporation's progress. 

Implementation. Implementation of-this recommendation will entail 
several steps. 

First, appropriate legislation must be drawn up and enacted, 
and initial appropriations must be made. The agency must be 
reconstituted as a public corporation. 

Second, a board of directors must be appointed, a chairman of 
the board designated, and a president selected. 

Third, a detailed and specific business and management plan 
for the agency's first three years should be developed. It should 
be subject to review, modification and approval by the board of 
directors. 

Fourth, on the basis of this management plan, the president 
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should begin to recruit starr, establish contr~ctual relationships 
with private. . consultants and venture deve~opment firms, ·and 
·constitute whatever technical advisory groups are called for under 
the busines·s plan. 



APPENDIX A 

Reform of investment statutes 
governing public pension fund assets 

The current method of regulating New Jersey's public pension 
funds-.,.far from guaranteeing their prudent allocation--is, on the 
contrary, inhibiting their effec~ive management by enforcing an 
antiquated framework for investment which is unduly restrictive, 
particularly concerning the type of eligible investments. 

New Jersey should adopt investment regulations similar to 
those governing the investment of private pension funds under 
ERISA. The ERISA language offers several advantages. It recognizes 
that pension funds are unique in the long-term nature of their 
liabilities, in their frequently substantial size, and in their 
opportunity for professional investment management. Accordingly, 
it includes in its concept of prudence a responsiveness to plan 
characteristics, tolerance for risk, liquidity needs, funding 
status, funding objectives, and so. on. It also emphasizes, 
crucially, that individual investments should be evaluated on the 
basis of the role they play in the portfolio as a whole. Thus, an 
investment which might appear relatively risky in isolation can 
make an important contribution to the diversification of assets, 
or set a proper overall balance within the portfolio between the 
opportunity for gain and the need for safety. 

The managers of New Jersey's public pension funds should be 
required to considerr 

o The composition of the portfolio as a whole with regard to 
the diversificati6n of risk. 

o The volatility of the whole pension portfolio with regard to 
the general movements in stock prices. 

o The liquidity of the whole pension portfolio relative to the 
payment schedule for retirement benefits. 

o The projected return of the whole portfolio relative to the 
funding objectives of the pension plan. 

o The prevailing and projected economic conditions of the 
entity in which the plan proposes to invest. 

This contrast strongly with the now antiquated common law 
approach of evaluating the "reasonableness" of each investment in 
isolation from the rest of the portfolio. 

One of the many benefits of modern portfolio management 
techniques is that they permit a pension fund to balance a small 
percentage of higher risk investments against more conservative 
holdings. 

For example, based on the 
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(nondlversifiable) risk o.f each investment type, the fOllowing to 
portfoli()S have an equal degree ot risk: 

T_radi tional Portfolio 
NYSE stocks (25S) 
Long-term corporate bonds (SOJ) 
Treasury bonds (25J) 

Development Portfolio 
Venture capital (2o5S) 
OTC·stocks(2.5J) 
NYSE stocks (17S) 
Long-term corporate bonds !( 53S) 
Treasury bonds (25•) . . 



APPENDIX B 

The COIIIIIlingled Fund 

In a commingled fund, investors place a portion of their assets in 
a common pool. In return, they receive a specified share of the 
income and capital gains on the investments, along with the return 
or their initial paid-in capital on an agreed upon basis. The pool 
is under the management of professional investors with skills and 
experience relevant to the pool's type of investing. 

A commingled fund can be established under a variety of legal 
structures, with each linked to different kinds of investment 
management organizations. Specific types of commingled funds have 
evolved which make sense for pension funds given federal tax, 
securities and financial regulations, and state insurance ·and 

.banking regulations. These provide pass-through of all tax 
· consequences, exemption from federal and state securities law (in 
most cases), and limited liability. Thus banks use what are called 
common trust fUnds, insurance companies use pooled $eparate 
accounts, and private venture capital and real estate management 
firms use limited partnerships. 

As a pension fund investment vehicle, a commingled fund provides 
four kinds of assistance: 

o Cost-sharing. It provides a means of sharing the cost of 
specialized investment management with other investors. 
Commingled funds normally free the investing pension fund 
from any responsibility for investment identific~tion, 
evaluation, selection, negotiation, and monitoring. 
Participating pension funds must still make sure that the 
fund is being managed in line with the investme·nt agreement. 

o D1vera1t1cat1on. It provides improved opportunities for 
diversification. With the limited amount of capital 
available to it, a single pension fund operating by itself-­
but interested in making certain types of investments-~might 
only be able to do five financings. But by participating 
equally with four other interested investors in a commingled 
fund, it could have a one-fifth share in twenty-five 
financings. 

o Small percentage of portfolio assets. It makes it feasible 
for a participating pension fund to place a relatively small 
percentage of assets in higher risk investments while still 
maintaining overall portfolio risk at a proper level.· 

o Co-investment. It makes.ft easier to obtain co-investment on 
a deal-by-deal basis. The firm managing the fund could 
itself be a co-investor or could use its network of 
financial contacts to secure the participation of outside 
co-investors. 
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As ·the absolute dollar commitment which a pension fund is 
willing to make for a particular .type or investment grows smaller, 
all or these features will, as a general rule, grow more 
attractive. 

Because . there are so many examples or commingled funds, it 
will be most useful to focus on the two·types most relevant to 
development investing: 1) the limited partnership for venture 
capital investing, such as those under the management or Golder, . 
Thoma or Menlo Asflociates; and 2) the pooled separate account tor 
direct pla~ement lending, such as the Prudential's. Privest 
Account. 

The limited partnership has become the preferred approach for 
pension funds interested in venture capital investing.· Pension 
funds participate by purchasing limi t,ed partnership interests in 
the .pool. As in a corporation, the liability or the limited 
partners is restricted to the amount or money each contributes at 
the start. As in a partnership, however, all tax.obligations and 

.benefits . pass through to the individual investors with no tax 
obligation at a corporate level. 

Because it ·is.· so easy to provide special performance 
incentives in the form ora share of capital gains, the· limited 
partnership has been effective in attracting skilled investment· 
managers· to act as the general partners and be responsible for 
day•to-day investment decisionmaking. The abilities of the general 
partner are crucial to the performanc·e of the partnership. In most 
limited.. partnerships the general partners · have extensive 
experience in evaluating potential ventures, structuring deals, 
monitoring investee performance, and providing management 

,assistance. · 

The initial · partnership agreement specifies the types O·f' 
investments, diversification requirements, compensation of' the 
general partner, allocation or gains and losses among · the 
partners, the authority .or the limited partners, and· how the· 
partnership will be liquidated. To.· qualify as a limited 
partnership, .it must have a predeter-dned liquidation date, which 
is usually ten years. 

Recently initiated partnerships are starting out with between 
$10 million and $75 million in.capital. Most restrict the number 
of limited partners to fourteen--the -result of certain legal 

. interpretations ....... and there are two to five.general partners. Each 
limited partner will usually contribute at le~st $i million. 

Once the limited partners have made capital commitments to 
the pool and·all legal documents·have been signed, the venture 
investment process begins. The limited partners typically pay in 
25J of-their commitments at the start,. adding 25J each subsequent 
year for. three years. Money is drawn from the pool's accountsc.. ... 
·usually money market-type assets--as investments are made. 
Management fees are about 2.5S of assets annually. More 
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significant is the "incentive fee• to the-general partner. These 
parties contribute only 1J to 1.5J of the initial capital but 
receive 201 of the capital gains and income (after the limited 
partners have earned back their initial investments). 

Pension funds and other fiduciary investors have · been the 
major source of capital for limited partnerships for some time. 
For example, during 1979-1981, pension funds supplied 30J or new 
capital commitments to these pools, insurance companies 13S, · and 
endowments and foundations 12S. The remainder came from 
corporations, individuals, and foreign investors. 

More recently, however, public pension funds have begun ·to 
take a much more active role in venture capital investing. The 
Minneapolis Employees Retirement Fund recently invested in the 
Minnesota Seed Capital Fund, a vehicle providing start-up 
financing for the state's high technology companies. The State of 
Washington has made a several million dollar commitment of funds 
under management to a venture capital pool. And three public funds 
in Ohio have committed more than $15 million to a venture capital 
ilimited partnership that will make the vast majority of its 
investments in Ohio-based companies. 

The investment vehicle of choice for pension funds wanting to 
participate in private placement corporate debt financings has 
been the insurance company separate account. Separate accounts are .. 
specific portfolios of investments managed under contract to 
pension funds and other qualified investors. The money in these 

· accounts . is managed according to an investment policy agreed upon 
by the account holders and the insurance company. The return to 
the pension fund varies directly with the income and value of the 
separate account's assets. 

Separate accounts can be either "pooled" or "single 
customer." In a pooled account, several pension funds contribute 
money in return for a proportionate share of any returns. With a 
single-customer account, the investment policy is tailored to the 
needs and wishes of a particular account holder. 

Several billion dollars ~f pension money is currently managed 
in commingled separate accounts devoted to private placements. The 
largest of these is the Prudential Insurance Company's PRIVEST 
account. PRIVEST is managed by Prudential's Bond and Commercial 
Loan Department, which also manages their general account 
portfolio of private placements. A substantial portion of the 
PRIVEST portfolio is in loans where the general account of 
Prudential is a co-lender. 

As a separate account, PRIVEST has 1) an investment policy 
specifying what type of lending will be done, according to what 
procedures, and 2) investment guidelines specifying target 
portfolio quality distribution, diversification requirements, 
average maturity goals, ineligible investments, and· 3 ). guidelines 
specifying when the account will not be a co-lender and how loan 
participation is to be allocated among PRIVEST and other 
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Prudential accounts. 
. . 

Participating pension funds pay Prudential 0.25' of the value 
of their share of the account as a management fee. Because of its 
size, PRIVEST was ·. also able to be structured as · an · open-ended 
account; thus, according to established rules, pension funds can 
withdraw their interest in the account or put · new money in. 
Pension· funds ·purchase .. units_ in the account through what is 

: essentially · a · variable . annui-ty contract. Unit values are 
recalculated periodically to reflect income and changes in market 
value. (A New Jersey direct placement separate account would 
almost certainly have to_be _closed-end,· with participating pensi~n 
funds receiving_ their money back only as the debt financed by the 
account was paid off.) · 

The · commingled approach is the simplest and · most direct 
vehi"cle for allowing_New Jersey pensioll funds to make development 
investments. 

o It provides a full range of management services-;.,whicb most 
public and private pension funds prefer. 

o It provides dil'ect diversification. 
o It . can attract private non-pension fund co-investment, 

either on a deal-by-deal basis or directly through the fund 
itself. 

o ·And its structure would make it possible for relatively 
moderate~size funds to participate. (This is more true of a 
direct placement . separate account than it is of a venture 
capital limited partnership. The typical minimum 
participation for a limited partner is $1 million. Should it 
prove impossible to design a lower minim\lm, a barrier might 
be erected for those 1'unds with less than $50 million in 
assets.) 

· The commingled fund approach can be tailored to any of a 
· number of types of business financing. The venture capital limited 

partnership and the direct placement separate account have already 
been mentioned; a thirdalternative is the creation of a common 

· trust fund specializing in New Jersey IPOs under the management of 
a bank trust departmen"' .• Up to the point where it pu-t in doubt the 
availability · of a suf!'icient number of viable investment 
opportunities, a commingled fund could have additional stage 
specific (e.g., expansion), industry, orgeographic priorities. 

A privately structured and managed . pool is strongly 
preferable ~ ~ created ~ !h! state. Many of the state's 
pension funds would be unlikely to participate in the operation of 
a publicly-chartered vehicle due to 1) concerns about the 
potential for improper. political pressures on the vehicle's 
investment activities; and -2) doubts about. the quality of 
management personnel available to public sector !'inancial 
organizations. Without their participation, the ultimate viability 
.of any vehicle would be seriously jeopardized. 

Second, the recent history of state chartered financial 
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.institutions suggests several reasons for caution. 

o It is extremely difficult to attract and maintain the talent 
needed to operate such a vehicle successfully in the public 
sector. 

o A publicly chartered operation is always prone to excessive 
centralization, and almost always perceived poorly by the 
small enterprise community. (This is true or virtually all 
state development banks designed in the past several years.) 

o More direct ties to legislative or executive power are 
likely to produce erratic lending behavior, while doing 
little to assure accountability-to the vehicle's public 
purposes. Many development finance efforts have proved too 
wconservativew to be effective--the result of their 
dependence on legislative appropriations and the resulting 
fear about the way in which any defaults would be viewed by 
legislative overseers. Others have been corrupted by 
improper political machinations, and have been led to make 
loans on the basis or factors other than development impact 
or credit need. 

The only clear drawback to the commingled fund approach is 
that it requires a high degree of consensus among participating 
pension funds on an appropriate investment policy and operational 
structure. This, in turn, requires the strenuous efforts or some 
independent sroup to broker the formation of the fund. 
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