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Established in 1994 by the Weld administration, the Massachusetts Office of Business Development was started “to help businesses who need assistance finding a location or getting financing through the quasi-public financing agencies or who might be having problems with the regulatory agencies and to be the service center for them” according to Mike Hogan, executive director.  (Lehigh, 13)  Through 5 regional offices, the goal is to help as many as 500 businesses at a time looking to locate or expand in Massachusetts.   

The Massachusetts Office of Business Development is a great starting place to locate one of several agencies, programs, or funds that provide financing or business services.  We investigated the MOBD and 3 of the branches that provide debt and equity financing options to meet different needs.  These three financing sources were focused on because they seem to be the three best sources geared towards growing businesses with limited financing options.  The three we researched and their relationships to MOBD are as follows:









According to Mr. O’Keefe, the Massachusetts Office of Business Development serves the role of promoting business development.  Their responsibilities include:

· Pointing potential applicants in the right direction for funding or other needs.

· Serving as a liaison between the applicants and the state or pseudo-state organizations.

· Promote the business development services provided by the state of Massachusetts.

· Encourage companies to come to Massachusetts or remain located in the state.

Under the umbrella of Massachusetts business development, companies/individuals can find funding, guarantees for funding, real estate location services, employee-training support, and assistance with business plan development.  All the funding options through the state of Massachusetts have a goal to create taxable revenue in Massachusetts.  The specific funding options have different requirements that may include:

· Located within an Economic Opportunity Area.

· Located in Massachusetts.

· Technology-based.

· Create or preserve permanent jobs.

· Renovation of a blighted area. 

· Non-profit, educational, cultural organizations.

· Recycling, sewage, solid waste and facilities.

· Exporting outside of Massachusetts.

· Minority-owned and located in a low-income area.

Mr. O’Keefe indicated that most of the funding options are geared toward manufacturing companies.  In addition, since the funding options are created by legislation, change in the programs is very slow and not always reflective of the current business.  Unfortunately, most of the funding programs are geared toward established businesses and he was not aware of any funding program that is available or focused toward start-ups.

According to Mr. O’Keefe, the funding programs are well utilized.  He also stated that most borrowers have had a good experience through the funding programs, which were echoed in interviews with the borrowers.  However, since their marketing budget is small, he believes that more companies would use the funding programs if they were aware of them.  


The Emerging Technology Fund was “designed to stimulate increased financing for new manufacturing, research and development and equipment purchases by complimenting traditional lenders with direct loans and guarantees.” (MOBD website)

It provides companies greater access to debt financing in Massachusetts targeting the following industries:

· Biotechnology

· Advanced Materials

· Electronics

· Medical

· Telecommunications

· Environmental Technologies

The fund provides access to capital in two ways, through a loan or a guarantee based on the following criteria:

Guarantees:
Loans can be guaranteed for tenant build-out, construction or expansion of facilities and equipment purchase up to $1.5 million or 50% of the aggregate debt which ever is less.

Loans:
Loans can be provided for hard asset-owned facilities and equipment up to $ 2.5 million or 1/3 of aggregate debt whichever is less.


	Requirement
	ETF Guarantee
	ETF Loan – Facilities
	ETF Loan - Equipment

	Industry Focus
	Biotech

Medical

Telecom

Advanced materials

Environmental
	Biotech

Medical

Telecom

Advanced materials

Environmental
	Biotech

Medical

Telecom

Advanced materials

Environmental

	Place of Business
	Massachusetts
	Massachusetts
	Massachusetts

	Number of Parties to Deal
	MassDevelopment will only be a co-lender; at least two other parties must participate in financing.
	MassDevelopment will only be a co-lender; at least two other parties must participate in financing.
	MassDevelopment will only be a co-lender; at least two other parties must participate in financing.

	Use of Proceeds
	Construct/expand facilities

Purchase equipment
	Construct/expand facilities
	Purchase equipment

	Structure
	Maximum-$1.5m or 50% aggregate debt, whichever is less

Guarantee covers principal

10 year guarantee
	Maximum-$2.5m or 33% aggregate debt, whichever is less

Loan secured by first lien on assets. Additional security may be required.

7 year repayment
	Maximum-$2.5m or 33% aggregate debt, whichever is less

Loan secured by first lien on assets. Additional security may be required.

7 year repayment

	Fees
	$250 filing fee

.5% fee with commitment letter

3%-5% annual fees collected based on outstanding guarantee balance

Warrants may be required for guarantee to be issued
	$250 filing fee

.5% fee with commitment letter


	$250 filing fee

.5% fee with commitment letter



	Interest Rate
	N/A
	Fixed
	Fixed


In addition to the financial eligibility requirements listed above, the project/company must provide:

· The ability to create or retain employment in Massachusetts.

· The potential to eliminate blight.

The structure, eligibility and terms of these loans make them useful for a small segment of the community searching for financing. In short, if you have a Massachusetts-based business in an emerging technology industry and have access to capital providers for capital improvements but have a shortfall between $.5m-$2m, consider the ETF fund. You cannot use this financing as a primary package; it will only supplement (or guarantee) what you have assembled. Also, there is a political element to state financing packages—economic development, job creation, worker retraining are all buzzwords that will make your application more attractive.

To date, the following organizations have been recipients of the ETF since its establishment in 1993:


	Organization
	Program
	Amount

	Polysonics
	ETF Loan
	$650,000

	Fiber Optic Network Solutions Corporation
	ETF Loan
	$500,000

	GTC Mason Labs
	ETF Loan
	$2,500,000

	Alpha-Beta Technology
	ETF Guarantee
	$5,000,000

	Bioshelters
	ETF Guarantee
	$425,000

	Hybridon
	ETF Guarantee
	$2,850,000



The Primedica subsidiary of Genzyme Transgenics borrowed money under the Emerging Technology Fund to renovate an older building in Worcester as a laboratory facility.  Jack Green negotiated the process.  The financing terms were as follows:

· $ 5 million, half provided by the Emerging Technology Fund and half from a local bank

· 10 year payback period at a 10% interest rate

· The local bank portion was guaranteed by the city of Worcester.

· Genzyme Transgenics guaranteed to entire loan amount.

· Genzyme Transgenics guaranteed 30 new jobs to residents of Worcester over the next 5 years.

According to Mr. Green, Genzyme Transgenics was low on cash and needed funding to renovate the building in Worcester.  Needless to say their options were limited.  He found the process with the Emerging Technology Fund easy.  He indicated that the Massachusetts Office of Business Development was extremely helpful during the process.  “If the loan only involved the Emerging Technology Fund and the local bank the process would have been finished in 30 days.  However, since the bank wanted some additional guarantees for the cash-poor company, the city of Worcester was brought.  That unfortunately added a political nature to the entire process.  The loan process took 6 months to happen because of this guarantee.  Mr. Green also stated that the money was not cheap at an interest rate of 10%.  He thought that if Genzyme Transgenics had a better cash position at the time, he could have negotiated a better interest rate.

Overall, Mr. Green had nothing but good things to say about the Massachusetts office of Business Development and The Emerging Technology Fund.  He said that their assistance was immeasurable and the loan would have never occurred without these two organizations.  The Office of Business Development aided them through the political arena of the city of Worcester.


Under the auspices of the Massachusetts Office of Business Development, the Capital Access Program exists so as to assist entrepreneurs in obtaining debt financing. Essentially, MassCap serves as a guarantor for banks who make loans to those individuals who would lack sufficient collateral to qualify for a conventional business loan.  Unlike Small Business Administration Loans (SBA), which often require substantial collateral, the MassCap debt financing service does not require collateral and it helps to stimulate small business growth within the state.

We spoke with Joe O’Gara director of the MassCap program.  He told me the program is very simple.  In order to qualify for a MassCap guarantee, the entrepreneur must meet the following criteria and intend to use the loan within the following guidelines:

· Seek a loan of $500,000 dollars or less

· Have annual sales of less than $5,000,000 

· Utilize loan proceeds within the State

· Pay a premium of between 1.5% and 3.5% of the proposed loan outstanding

· Not use proceeds to purchase real estate

No red tape exists in the MassCap program.  As an entrepreneur, one can go to nearly any bank in Massachusetts and apply for commercial credit.  Based on one’s business plan and/or operating history, the bank will determine whether any credit enhancement is needed.  If credit enhancement is necessary for all or part of the loan, the participating bank would seek a MassCap “cash collateral” guarantee. The bank and borrower negotiate all loan terms with the bank.  The bank then follows its own procedures for funding the loan. The differences between seeking a MassCap guarantee and a traditional bank credit extension are the additional forms signed and a loan origination fee of 1.5% to 3.5%.


We spoke with Brian Bramm, a recipient of a MassCap guarantee.  He is the President of BigBad Design, Inc., a web design firm located in the Fort Point Channel area of Boston.  Bramm described his need to raise $150,000 dollars in financing so that he could hire two web designers.  He approached Fleet Bank, BankBoston, Eastern Bank and US Trust in search of commercial credit and was told by all of those banks he needed to present a business plan and audited financials before being considered for a loan. 

After spending two months working on a business plan, he returned to these lending institutions only to discover that US Trust was the only one interested in doing business with him.  In exchange for a personal guarantee, collateral and a 1.5% lending fee, Bramm received his loan. Aside from the direct and indirect costs exacted on him, Bramm said the actual loan process was swift and simple.  He said that US Trust assumed $50,000 of principal risk on the loan and that MassCap guaranteed the remaining $100,000 of the loan. 

 At the time the loan was received, Bramm was a lending risk. He is grateful that MassCap was available to him because he thought he would not have received the loan otherwise.  The fee, he said, was small in relation to the opportunity to grow his business.

O’Gara concurs.  “We are giving capital access to entrepreneurs who would not ordinarily receive it.”  Since 1993, there have been over $135 million in MassCap cash collateral guarantees.  In addition, the cost of borrowing under the MassCap program is far less than other non-bank lending sources.  

In the case of Bramm and BigBad Design, Inc., they received a five-year loan at prime minus one-half point (-1/2).  What would Bramm’s term have been if he sought financing from a finance company like Household Finance or GreenTree Financial?  No doubt, the terms would be much more expensive.  


We also spoke with Vicki Chiu, a loan officer at FleetBoston, in order to get an understanding of the MassCap program from the lender’s perspective.  She stated that they do not often use Capital Access because their loan size is typically greater than that which many community banks are involved.  In the event they do employ Capital Access, it is typically used for start-ups or early stage companies to which the bank is not comfortable lending because of weak financials or insufficient collateral.  Furthermore, the bank often underwrites these smaller loans since the FleetBoston may prosper as the company grows.

MassCap offers advantages to the lending institution as well, according to Chiu.  As mentioned earlier, MassCap has very little red tape.  In addition, SBA requires more paperwork and due diligence than MassCap.

In conclusion, MassCap is a useful program for entrepreneurs seeking debt financing as opposed to equity financing.  We believe this to be true since the terms are attractive, restrictions are minimal and it provides a loan opportunity for those who may not ordinarily be extended credit. 


The Venture Capital Fund is one of three Community Development Finance Corporation funds.  The CDFC is a quasi-public investment corporation concerned with economic development programs in low and moderate income communities.  The Venture Capital Fund provides “debt and occasionally, equity financing to established businesses to enable them to expand or retain employment for local residents.”  (CDFC brochure)  Financing is generally for businesses unable to meet their capital needs through other sources.  Funds are allocated for working capital, acquisition, or expansion needs.  The range of financing is $100,000 - $1 M with a preference of $100,000-$300,000.  The program is government funded and has provided an accumulated $17 million since its inception.


Most applicants hear about the fund through the Mass Office of Business Development or from lawyers, bankers, and consultants.  The process for applying for funding is to submit a business plan directly to Ms. Whitlow.  The business plan needs to include historical financial information as well as projections.  The fund is a type of last resort financing.  Previously it was required that three letters of rejection needed to be provided in order to be considered.  The majority of firms receiving funds are ones that have gotten into a little trouble and need cash to turn around.  It is open to all industries.

The benefit of entering an agreement with the venture capital fund is the flexibility they provide.  They will be much more creative than banks in the loan terms and work with the firm to establish a beneficial agreement.  This may include interest bearing only loans for 6 months to a year.  The interest is typically slightly higher than a bank.  The fund has a high amount of risk with 2-3 loans that go bad in a given year.

Equity has only been provided in the past to one high technology start up for product development.  In the future, it is likely that financing will continue to be possible only to high technology companies.  

In order to qualify, the company must be a community development corporation as defined by chapter 40F.  The major requirement under this definition is that the “target area” must have an indication of economic hardship.  One determination of this is if the median family income falls below $38,250.

In the business plan, job creation is a major advantage and will significantly increase chances of being funded.  When asked how many business plans are received by the VC fund, Joy responded “a lot” which was defined as being 6 per month.  Out of the 6, only 2-3 have business plans that are complete or near completion.  One to two of the complete plans will be funded.  This translates into an exceptional opportunity for companies meeting criteria.  The time is relatively fast from submitting a plan to receiving cash unless the deal is complicated by involving banks or other sources of funding.  The process from the fund perspective is as follows:




Georgian Andstone, CEO of Design Communications has been in the business of providing professional engineering and architectural worldwide since 1984.  The company had a long relationship with State Street but when the business was going through a difficult time, the bank wanted to cut the yearly line of credit that was up for renewal.  

Originally she looked into the state Trust Fund but for a small amount of money, the fund required an incredible amount of work.  They were very high maintenance and would call on questions frequently.  The language of the loan document was intricate and controlling.  Her consultant referred her to the venture capital fund.

The line of credit she received from the VC fund did not require an appraisal.  It did require personal guarantees by the president and vice president and certificate of asset.  The time frame would have been fast but it was complicated by a State Street loan for $1 million dollars.  It required the lawyers to work out a deal so that State Street would be covered.  

Georgian found working with the VC fund to be better than working with banks because

· The people are more flexible 

· The lender works together with the investment officers of the fund to draw up the loan documents

· The fund will work through difficult situations

The items Georgian would caution applicants are in regards to inter-creditor deals and an  inability to electronically monitor loan.  Inter-creditor deals will drag out the process of receiving funding and create difficulty in figuring out who has a right to what assets.  In terms of monitoring, recipients are not able to pay down a line of credit to reduce interest or make transactions over the phone.  Exchange of money has to be carried out physically.  Overall, she does recommend the fund to anyone that qualifies.  

The venture capital fund is an easy and attractive source of financing for an established business or a technology start-up looking to exploit the opportunities found in lower income communities.  If the business meets the criteria, is looking for minimal funding, and is having difficulty obtaining other sources, the fund is probably the most attractive option.

	Capital Access Program

	Robert  F. Goyette
	Vice President

Citizens Bank
	40 Summer Street

Boston, MA 02110
	(617) 426-4132

	Vicki Chiu
	FleetBoston, NA
	100 Federal Street

Boston, MA 02110
	(617) 269-1917

	Venture Capital Fund

	Joy Whitlow
	Massachusetts Community Development Finance Corporation

Investment Officer
	100 City Hall Plaza

3rd Floor

Boston, MA  02108
	(617) 523-6262

F. (617) 523-7676

Jwhitlow@mcdfc.com

	Emerging Technology Fund

	Patrick Clark
	Office of Mass Development
	
	(617) 451-2477

	

	Massachusetts Office of Business Development

	Joe O’Keefe, 
	Massachusetts Office of Business Development
	10 Park Plaza

Suite 3720

Boston, MA  02116
	(617) 973-8605
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Interview with Emerging Technology Fund recipient, Jack Green, CFO, Genzyme Transgenics
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Interview with MassCap recipient, Brian Bramm, President Big Bad Design, Inc. guarantee





Interview with Vicki Chiu, loan officer at FleetBoston





The Venture Capital Fund, Part of the Community Development Finance Corp.








Interview with Joy Whitlow, Investment Officer, Venture Capital Fund





Interview with Georgian Andstone, recipient of VC Fund 
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Due Diligence


-Meet management
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-Conduct research











-Pitch plan to Board in monthly meeting held 1st Wednesday of each month


-Receive no or maybe





-Issue letter of commitment


-Call attorney
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Services ranging from site location, employee training, business plan development, and more
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