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Introduction and Scope 
 

Background 

Local communities are looking for exciting new ways to improve economic development and capital 

formation. One way is through investment crowdfunding, which was made more efficient by the 

2013 passing of the Michigan Invests Locally Exemption (“MILE”) Act. This legislation allows 

community businesses to raise capital more efficiently from a wider audience1.  

Investing in closely held businesses, which is typically available to accredited investors only, is now 

available under certain conditions and limitations to non-accredited investors who make up 

approximately 93% of the population2. Accredited investors are those who have an individual or 

joint net worth that exceeds $1,000,000, or earn an individual income of more than $200,000 or 

joint income of $300,000 annually3. Similar to the local food movement, the local investing 

movement is gaining momentum. In response, local governments are looking for ways to facilitate 

active connections and involvement between their areas’ companies and their constituents.  

On the other hand, local businesses are looking to their communities as a source of capital to 

replace or augment traditional sources of capital, such as bank financing. In some cases, capital is 

needed to execute a change in control e.g., during a transition or succession. Many existing 

businesses do not have a clear succession plan, affecting business owners and their communities. 

Private businesses are illiquid assets and this challenges owners who want to transition out of their 

businesses to create a liquidity event in the form of a sale or buyout of the company. Many owners 

are “baby boomers” who are approaching retirement age and their business constitutes a 

significant portion of their personal retirement portfolio. Being entrepreneurs and founders though, 

they are often interested in being able to redefine their roles in their businesses as opposed to a 

complete departure, while still being able to withdraw adequate funds from their major asset for 

their retirement years. 

 

Vision 

The leaders of the Office of Community and Economic Development (OCED) in Washtenaw County 

recognize this as an interesting confluence of events and is seeking solutions for these issues in 

order to create more vibrant, sustainable communities in the future. This study investigates the 

feasibility of creating a local investment fund.   

                                                           
1 Barbash, Angela, and David Palmer. "COMMUNITY BASED INVESTING." Crowdfunding and the Michigan Invests Locally 
Exemption (MILE) (2014). Web. 1 Mar. 2015. 
<http://www.reicenter.org/upload/documents/colearning/barbash2014_report_noa11y.pdf>. 
2 "FRB: Survey of Consumer Finances." FRB: Survey of Consumer Finances. Web. 16 Feb. 2015. 
<http://www.federalreserve.gov/econresdata/scf/scfindex.htm>. 
3 "Investor Bulletin: Accredited Investors." Investor Bulletin: Accredited Investors. Web. 16 Feb. 2015. 
<http://www.investor.gov/news-alerts/investor-bulletins/investor-bulletin-accredited-investors>. 
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The fund, if successful, will give local investors the ability to become stewards of their community 

and create an environment where more intellectual, natural, financial, and other forms of capital 

stay in the county. It will provide the opportunity for everyone to be responsible stakeholders of 

their local businesses. Through a fund, local businesses will be able to grow by utilizing the capital 

resources of local residents, which in turn will enable residents to grow their portfolio with assets 

connected to their community. 

 

Assumptions and Constraints 

We have approached this study with certain assumptions and modeling techniques on how a fund 

might work, as in how many investors are available in the market and the number of companies 

who may be seeking capital. One of the immediate steps following this feasibility study will be to do 

market research to determine the demand for capital and the demographics of closely held 

companies, as well as to develop a business plan for the operations of such a fund. 

Similarly we need to conduct additional studies on the investment side to get a better 

understanding of the total capital available to such a fund. Not only must prospective investors 

have disposable income to invest with respect to their entire portfolio, but they must also have 

interest in the companies. Companies who are interested in raising capital may also be able to 

attract other, more traditional forms of capital, possibly reducing their demand for community 

capital. To ensure we have confidence in the feasibility of our study, we have used reasonable 

assumptions about the market. 

 

Purpose – Objective 

The purpose of this study is to investigate the feasibility of creating an investment vehicle that 

would be available in Washtenaw County. Through the study, we will estimate the size of market 

and address whether the fund should be solely available to Washtenaw County or be expanded to 

surrounding counties for practical reasons, and its applicability to the rest of the State.  

We will outline what the investment vehicle should look like, the costs, and the advantages and 

disadvantages of such a vehicle. Lastly, the study will determine what actions need to be taken by 

Washtenaw County and other stakeholders in order to make a local investment vehicle possible.    

The stated objectives of the local investment fund are as follows:  

1. Generate a financial return, 

2. Create jobs through the increase of available capital, 

3. Grow the number of engaged community investors, and 

4. Help provide capital to non-traditional businesses – those businesses who have challenges 

getting conventional financing.  
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Approach and Philosophy 

There are a number of different fund models that are already present in the marketplace.  Examples 

of community investment funds already in existence are as follows: 

 Equity Trust Fund – www.equitytrust.org 

 The Community First Fund – www.common-capital.org 

 Calvert Foundation Community Investment Note – www.calvertfoundation.org  

 Opportunity Resource Fund (Michigan-based) – www.oppfund.org  

Traditional approaches to community investment use a debt-based approach, in which investors 

provide capital to the fund, and the fund loans money to companies or community projects.  Debt-

based funds exist because they are easier to execute and manage. Funds can lend money at a pre-

determined rate to borrowers, either at or above market rates, then pay back investors at lower 

interest rates. The difference between the two rates is the “spread”, and is generally how fund 

managers are able to pay for their operating expenses.  

From a fundamental view, debt-based funds are easier to understand for both investors and 

businesses. Investors lend a specific amount of money and expect to be paid back at that exact 

amount plus interest by a certain time. Businesses are given capital, and the amount they will need 

to repay is known ahead of time. The relationship between the fund, the company, and the investor 

is largely transactional.  While this model of providing capital to businesses has shown to be very 

effective, we felt that given the intent of the local investment fund this feasibility study should 

propose something that is non-traditional so as to deliver maximum value to County stakeholders. 

An equity fund is one in which the fund takes an ownership position in the company. The result 

establishes a true, potentially long-term partnership between the two entities. However, equity-

based funds are much harder to execute and manage and require creating sustainable governance 

models for long-term stability and value creation. Unlike debt-based funds, the liquidity event, i.e. 

when an investor gets their money back, may not be established, which creates uncertainty and 

increases the cost of finding a potential buyer. Also, unlike publicly traded stocks, the future value 

of a company is much harder to determine at the outset. However, creating a successful 

community-based equity fund will go a long way in establishing local stakeholder awareness and 

community connectedness unlike the transactional relationship of the debt-based fund.   

We also see this as an opportunity to change the thinking of what it means to be an owner from a 

mindset of “claim” to a mindset of “care and responsibility”. Shareholders do not need to be driven 

by maximizing profits, but developing ways to create the maximum amount of wealth for all 

stakeholders, including those who contribute to the business directly - the workers. 

 

 

 

http://www.equitytrust.org/
http://www.common-capital.org/
http://www.calvertfoundation.org/
http://www.oppfund.org/
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Proposed Solution 

The solution we are proposing is the creation of a holding company similar to Berkshire Hathaway, 

or what is called a business development company (BDC). A holding company, which can be private 

or public, can be used as a mechanism to own other companies and provide resources to those 

companies. Similar to a holding company, a BDC allows for a company to create a public vehicle, 

which can be debt or equity, and invest in other private companies. By utilizing a holding company 

and the MILE Act, individual investors (both accredited and non-accredited) and institutional 

investors, such as public pension funds, will be able to participate in a local fund that allows them to 

become an owner and a more impactful member of the community.  

One of the benefits of a holding company, whether private or public, is the ability to address the 

liquidity needs of its owners. The holding company we propose will initially be private, in which 

liquidity will come in the form of distributions to owners on a scheduled basis. As the holding 

company grows larger in assets, the option of taking the holding company public on a public 

exchange (possibly a local or regional exchange, if one exists by then) becomes clearer on the 

horizon.  

By allowing a public company to take either majority or complete ownership in a private company, 

the private company’s owners can transition out of their investment in a more liquid public market 

than in the illiquid private market. The vehicle is meant to alleviate some of the restrictions of the 

Investment Company Act of 19404. The difference between a holding company and a BDC is that a 

holding company wouldn’t need to register under the Act as an investment company, whereas the 

BDC may need to register with the Securities and Exchange Commission (SEC). 

As we progress throughout the study the terms BDC and holding company will be used 

interchangeably, since their functions are essentially the same, unless a specific reason to cite the 

difference is needed. Unlike the more common debt fund, a holding company allows an easier way 

for communities to establish ownership in their local businesses as well as a way for local 

businesses to utilize technical and management consulting services, creating stronger companies 

and deeper, more impactful relationships with their stakeholders. 

  

                                                           
4 "BDC Primer - BDC Reporter." BDC Reporter BDC Primer Comments. Web. 16 Feb. 2015. <http://bdcreporter.com/primer-on-
bdc-industry/>. 
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Market Analysis 
 

Market Profile 

Based on our initial assumptions with regard to the number of existing companies that may qualify 

for inclusion in the holding company, we have focused the market profile for this study on 

Washtenaw County, as well as its neighboring counties of Lenawee, Livingston, and Jackson. All are 

generally the same size in terms of geographic area, ranging from 585 sq. miles in Livingston to 761 

sq. miles in Lenawee5. Washtenaw is the most densely populated at approximately 360,000 

residents, with Livingston and Jackson at roughly half the population and Lenawee roughly a third 

(Figure 1). The number of firms in Washtenaw is approximately at 6,941, in which Livingston, 

Jackson and Lenawee, have 3,724, 2,623, and 1,668 firms, respectively6 (Figure 2). 

The profile of companies we seek are in the second stage of their business life cycle. A second stage 

company has the following characteristics: have grown past the startup stage but still have room to 

grow to maturity; have some professional managers but generally do not have a full-scale 

management team; typically sales are between $1MM and $50MM, although the range could be 

from $750,000 to $100MM; and 10 to 100 employees7.  We will be looking at the number of 

establishments (a firm may own more than one establishment, or a firm may share establishments), 

jobs and sales within each county from 2009 to 2013, based on data gathered by the Edward Lowe 

Foundation8 (Figure 4). 

Washtenaw County: 

In 2009, there were 2,975 second stage establishments; by 2013, that number had risen to 3,259, 

accounting for 13.6% of the total firms and a total increase of 9.5%. During that period, the number 

of jobs had risen significantly more than any other business segment, increasing 8.3% and 

accounting for 36.7% of the total jobs. However, sales had decreased significantly by 12.2%, but still 

accounted for 38.9% of total sales.  

 

  

 

 

                                                           
5 "2010 Census Data." - 2010 Census. Web. 16 Feb. 2015. <http://www.census.gov/2010census/data/>. 
6 "Index of /econ/susb/data/2011." Index of /econ/susb/data/2011. Web. 16 Feb. 2015. 
<http://www2.census.gov/econ/susb/data/2011/>. 
7 "Second Stage | Edward Lowe Foundation." Edward Lowe Foundation. Web. 21 Feb. 2015. <http://edwardlowe.org/who-we-
serve/secondstage/>. 
8 "YourEconomy.org | Edward Lowe Foundation." Edward Lowe Foundation. Web. 16 Feb. 2015. <http://edwardlowe.org/tools-
programs/your-economy/>. 
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Jackson County: 

In 2009, there were 1,104 second stage establishments; by 2013, that number had risen to 1,212, 

accounting for 13.2% of the total firms and rising 9.8%. During that period, the number of jobs had 

risen significantly, increasing 9.8% and accounting for 37.6% of the total jobs. However, just like in 

Washtenaw County, sales had decreased significantly by 16.1%, but still accounted for 35.8% of 

total sales.  

 

 

 

 

 

 

 

Lenawee County: 

In 2009, there were 638 second stage establishments; by 2013, that number had risen to 658, 

accounting for 10.8% of the total firms and rising 2.7%. During that period, the number of jobs 

increased 1.8% and accounted for 40.0% of the total jobs. Sales during that time period decreased 

significantly by 15.4%, but still accounted for 44.6% of total sales.  

 

 

 

 

 

 

 

 

Livingston County: 

In 2009, there were 1,222 second stage establishments, and by 2013 that number grew 2.7%, and 

accounted for 10.2% of the total firms. During that period, job growth was flat, only increasing 

0.18% and accounting for 38.9% of the total jobs. Sales during that time period decreased 

significantly by 17.2%, but still accounting for 42.3% of total sales.  

SalesJobsEstablishments
Self employed

Stage 1

Stage 2

Stage 3

Stage 4
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County Comparison 

Although each county differs in size, population, and the number of firms, the pattern of job and 

firm creation and sales growth is similar throughout. Second stage firms account for a relatively low 

amount of total firms in the counties, but their impact in the economy is significant in terms of the 

number of jobs and total receipts. If more companies can survive and transition from the trying first 

stage to the expansive second stage with adequate capital and proper guidance, local economies 

will surely benefit from added jobs and increased tax revenue.  

 

 

Target Market 

Seed Investors 

In order to get the essential up-front capital to launch the fund, there will be a need for seed 

investors.  These early providers of financing must have the excess capital to invest the necessary 

cash to begin operations and create a portfolio of companies. They will need to see the vision of the 

fund – how a locally-focused holding company can create a more vibrant economy in Washtenaw 

County and possibly other surrounding counties.  

Similar to later investors, they will need to be socially responsible and looking for a different 

solution than traditional means of economic development and investment allocation. Capital 

generated from seed investors needs to be sufficient to develop the organizational and legal 

structure of the fund and commence operations in the form of investment sourcing, analysis, 

decision making, and execution. 

 

General Investors 

After the fund is formed, it will need additional capital in the form of follow-on investment.  The 

possible investors could come from public sources, such as the local government. Public pension 

funds, university endowment funds, and community foundation funds can also participate as seed 

investors and allocate a small portion of their capital towards the creation of the fund. Investors can 

SalesJobsEstablishments
Self
employed
Stage 1

Stage 2

Stage 3

Stage 4
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also come from individuals, groups, or other private institutions who share the same desire to build 

the community. Investors must be willing to take on the risk of investing into small private 

businesses, as well as the ability to take on the risk, should their investment not come to fruition.  

 

Companies 

The companies best suited for the fund will be in a horizontal market, i.e., companies located in the 

same geographic area but operating in different industries, and recognized in the community. 

Generally, these companies would already be connected to other stakeholders in the community. 

Companies should be assessed using a fundamentals-based approach one would find in a classic 

“value-investing” text. Using a values investing approach, the factors looked at in a company that is 

interested in raising capital are9: 

 2nd stage companies who are transitioning out of the start-up phase 

 Understandable business models with clear value propositions 

 Good long-term prospects 

 Valued fairly to provide a reasonable return to investors 

Once the company has been selected, the fund will need to perform the necessary due diligence (in 

this order): 

1. Perform a deep analysis of the quantitative side of the business to determine the 

sustainability of the company and its intrinsic value 

2. Create “what if” scenarios of future financial performance in order to understand the 

impact of reasonably anticipated performance, but not in an effort to predict the future 

3. Gather all available relevant information about the company, including any filings, 

information gathered through direct contact with the company, and any external sources, 

including the community.  

4. Review all the information and make one of three possible decisions 

a. Active – the company is suitable for the fund  

b. Watch list – the company is a good candidate, but the timing may not be right 

c. Reject – the company is not a fit for the fund 

5. Ongoing review – review the investments quarterly for significant changes, and an even 

deeper analysis annually.  

 

 

                                                           
9 "Second Stage | Edward Lowe Foundation." Edward Lowe Foundation. Web. 16 Feb. 2015. <http://edwardlowe.org/who-we-
serve/secondstage/>. 
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Market Feasibility 

Since we are operating in a horizontal market, a large geographic area creates a larger market of 

companies than a smaller geographic area, which in turn makes a fund of this type more realistic. 

Based on the data in our table (Figure 3), and the assumptions we use, a fund operating solely in 

Washtenaw County may be possible, but challenging to execute.  

Based on our assumptions, investor interest may not be the problem, but instead, adequate deal 

flow of companies that match the fund’s profile could be an obstacle. Using just Washtenaw 

County’s 2nd stage company figures and a conservative estimate that only 2% of companies are 

seeking capital at any given time, over 15% of the eligible companies in the target market would 

need to pass our recommended due diligence process just to reach an estimated critical mass of 10 

companies.  

Of the estimated 65 companies looking to raise capital (2% of Washtenaw County’s 3,259 2nd stage 

firms), we expect only 20% of companies will pass the initial screening process, or about 13 

companies. Of those 13 companies, less than 25% will pass the full due diligence process, which 

leaves the fund with only 4 viable companies in which to invest. In order for that low amount of 

companies to be viable, the average deal size would need to be in the millions, which may not be 

realistic given that some of these companies may only request an amount in the low hundreds of 

thousands. More market research is needed to be done to verify the demand for capital in the 

county, but based on these conservative estimates, a fund focused solely on Washtenaw County 

may not be feasible.  

As we expand the scope of the fund to Washtenaw, Livingston, Jackson and Lenawee County, the 

probability of a fund becoming operational increases to a realistic outcome. The number of 

available companies grows from 3,259 to 6,381, essentially doubling the available field. Likewise, 

when following the same assumptions as before, the amount of companies expected to pass due 

diligence doubles from 4 to 8. This number of companies makes the BDC a much more palatable 

concept than relying solely on the companies in Washtenaw County. An added bonus of expanding 

the pool of companies to a larger geographic area is the possibility for greater diversification in 

regards to a wider breadth of industries. Again, it is important to note that more market research 

will need to be done to gauge the actual demand for capital in these counties. 

With regards to investors, creating a fund even within just Washtenaw County is more realistic. 

Based on our assumptions of 10% investor interest and an average investment of $2,000, the 

expected supply of capital available in just Washtenaw County will be approximately 1.5 times the 

demand of capital from companies in the same geographic area; that number increases to 1.71 

times the demand when the area is expanded to the surrounding counties of Lenawee, Livingston, 

and Jackson. Generally, it will be easier to find investors who are looking for alternatives, and 

making the fund available to investors in other counties increases the amount of investors and its 

attractiveness as an investment vehicle. Also, if it were established as a BDC, as the amount of 

investors expand, the liquidity of such a fund would increase should there be a need for an investor 

to exit before the BDC possibly goes public.  
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Cost Analysis 
 

In order to get a better grasp of the costs associated with a BDC company, we will be using 

assumptions from real world examples of BDCs, as well as the opinions of experts with knowledge 

of BDCs. In this study we will look at four private BDCs that are currently operating:  

 City of Baltimore Development Center, 

 Albany County Business Development Corporation, 

 Florida Business Development Corp., and  

 Ohio Valley Industrial and Business Development Corporation (Figure 5)10.  

Since these BDCs are nonprofit, they are required to file form 990, providing us detailed reports of 

the various expenses they incur during operations. As the holding company grows, the case for 

being listed on a public stock exchange becomes more favorable. In the future, a public BDC will be 

a better framework for certain costs, particularly legal, although current BDCs on the public market 

hold a much larger portfolio of assets than the one we plan to propose. These private community-

based BDCs provide us a more realistic view of typical costs of a BDC, as these four funds have 

assets ranging from $9.7 million to $39.9 million, which fits the asset under management range we 

recommend for the fund.  

It should be noted that these are assumptions and actual costs may fluctuate up or down due to 

market-specific factors for Washtenaw and surrounding counties, in which further research will 

need to be done. A comprehensive business plan will be able to determine the exact costs with 

more accuracy and is a recommended next step. 

 

Infrastructure 

In terms of physical needs, the fund will need to have a center of operations, such as an office space 

that will house the staff as well as meeting space for the companies they own. Management will 

need a location to collaborate on specific issues, including but not limited to: investment decisions 

regarding new companies, marketing strategy for the portfolio companies, and providing advice to 

the portfolio companies.  

The center of operations will need to have the necessary amenities required to support such 

functions, as well as tools for communications and day-to-day information management. Office 

expenses can range from $30,000 annually, upwards to $140,000, in which the size of the assets 

have no direct correlation to amount. Given that Ohio Valley’s office expense was $31,216 with an 

assets under management of $39.9 million and nine employees, it is fair to say this proposed BDC 

                                                           
10 "Tools & Resources for Philanthropy & the Social Sector | Foundation Center." Tools & Resources for Philanthropy & the 
Social Sector | Foundation Center. 1 Jan. 2013. Web. 16 Feb. 2015. <http://foundationcenter.org/>. 
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could have office expenses around $30,000, but those figures will be addressed with greater detail 

in a thoroughly researched business plan.  

 

Technical 

Physical infrastructure and hardware won’t be the only necessities for a BDC to function.  The BDC 

will need to have an operating infrastructure, including a team, a system of work, tools, systems, 

etc. The portfolio companies may also need these support systems to grow and the BDC needs to 

be able to support those needs in an effective manner. Some of these support systems can be used 

at little or no cost and can be used by companies to organize different aspects of the business, 

including day-to-day operations and long-term objectives. 

 

Personnel needs 

In the initial stages of the development of the fund, these functions may be merged so as to create 

an effective functional framework. As the BDC grows, so will its personnel needs to best serve its 

investors and portfolio companies. As a point of reference, Berkshire Hathaway has revenues close 

to $200B across all its subsidiaries, with more than 300,000 employees in them, yet its corporate 

office in Omaha has just 25 employees11.  

Although the initial cost for staff will be high in order to attract appropriate talent for such a 

venture, proper infrastructure and support can scale these positions to a more reasonable cost 

structure in the future. Also the BDC we are proposing will be an internal BDC as opposed to an 

external BDC, in which the costs of operation are higher but ensure a greater probability of success 

for companies (the difference is explained in greater detail later in this study). Roles and 

responsibilities to operate an internal BDC include: 

 Chief Executive Officer (CEO): responsible for the oversight of the BDC and will be involved 

in the investment decision process.  

 Chief Financial Officer (CFO): responsible for maintaining the financial stability of the BDC 

and their companies, including providing capital when needed, and will be involved in the 

investment decision process  

 Chief Marketing Office (CMO): responsible for the marketing of the BDC, to both potential 

investors and to potential companies  

 Portfolio Manager: responsible for overseeing companies and their performance and 

serving as a resource to company managers  

 Analyst: responsible for the research of companies and will be involved in the investment 

decision process  

 Administration Assistant:  responsible for the day to day operations of the BDC  

                                                           
11 "Filings & Forms." Filings & Forms. Web. 16 Feb. 2015. <http://edgar.sec.gov/edgar.shtml>. 
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Governance 

The Board of Directors (BOD) will most likely consist of a team of stakeholders that will be able to 

provide advice to the BDC as well as advice to the companies. The size of the BOD should be limited 

to only those members who can provide great value to management and the individual companies. 

Otherwise, the BOD may become too large and cumbersome and defeat its own purpose.  

A typical size for a BOD is generally nine members12, in which the BOD shouldn’t be any larger than 

12 members. The BOD will not be a direct cost to the BDC, but these stakeholders will benefit 

indirectly from the success of the BDC. In keeping with the best interests of the long-term success 

of the BDC, the board members’ interests should be aligned with those of the BDC. Compensation 

could include options to purchase stock in the BDC, allowing for returns from capital appreciation, 

after-profit dividends to provide a flow of income to the board members, or a combination of both.  

 

Legal 

With regards to seed investors, a BDC structure requires a substantial amount of up-front 

development expense, in which a significant portion of that amount will go toward legal services. 

Typically legal fees for a new vehicle with Series “A” funding is around $40,000 to $60,000. Based on 

a BDC with assets of $25 million, the registration cost for a company to file under the Securities Act 

of 1933 would be $2,300, or $92 per $1 million, should the BDC go public later. 

With regards to private BDCs, annual legal costs can fall within a range of $30,000 to $40,000, based 

on the previously mentioned community-based BDCs. Also, these legal costs are irrespective of size. 

For example, the City of Baltimore Development Center had approximately $9.6 million in assets for 

the fiscal year 2012, and paid $36,600 in legal expenses. Comparably, the Ohio Valley Industrial and 

Business Development Corporation had $39.9 million in assets for the fiscal year 2012, 

approximately four times the size of the City of Baltimore Development Center, and paid $33,287 in 

legal expenses, over $3,000 less in legal expenses. 

As the company approaches and decides to take the public fork in the road, this is where the 

significant legal costs reside. Private BDCs are not subject to the same reporting requirements of a 

public company. Public BDCs can have compliance costs that range at a minimum of $100,000-

$150,000 annually. Also, there are significant underwriting costs to taking a company public. Based 

on other publicly traded BDCs including Ares Capital, Solar Capital Ltd., and Chicago-based Golub 

Capital, the cost for an IPO (initial public offering) can range from 4.5% to 7.03%, in which the 

average is 6.16% (Figure 6)13.  

As a hypothetical, should a BDC based in Washtenaw County go public and create an IPO of $25 

million, it may have to pay just slightly over $1.5 million. If the BDC were to bear the full cost of 

                                                           
12 "Evaluating The Board Of Directors." Investopedia. 10 Dec. 2003. Web. 16 Feb. 2015. 
<http://www.investopedia.com/articles/analyst/03/111903.asp>. 
13 "Filings & Forms." Filings & Forms. Web. 16 Feb. 2015. <http://edgar.sec.gov/edgar.shtml>. 
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such an undertaking, as well as meeting the reporting requirements, the idea of creating a public 

BDC of this size may not be feasible.  

As part of a community effort, this may be an opportunity to attract stakeholders who are willing 

and interested in providing some discounted services for visibility and good-will. This could be a 

legal firm providing pro bono services to alleviate the costs associated with the holding company’s 

reporting requirements, and other stakeholders providing pro bono services in regards to the 

underwriting process of the IPO. There also may be additional ways that can help lower the burden 

towards the creation of a public BDC.  
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Overall Feasibility Evaluation 
 

The next step is to assemble the framework of a mechanism for community-based businesses and 

community-minded investors to connect. We will examine various aspects pertaining to the reality 

of creating an equity fund such as a BDC. Based on the assessment, we will then propose a timeline 

and recommendations on the specific approach that could be executed in order to create a 

functioning BDC. Lastly, we will present partners who may be open to collaboration, as well as the 

issues that such community partners may have the resources to alleviate.   

 

SWOT Analysis 

In order to assess whether a fund of this nature will work, we will evaluate the option of a BDC with 

the approach of a Strength, Weakness, Opportunity and Threat analysis (“SWOT”). The SWOT 

analysis allows us to focus on the internal and external factors that can affect the viability of a BDC 

focused on community businesses. The intent is to paint a balanced picture of the inherent 

strengths and weakness, and discover which opportunities can be leveraged and find mechanisms 

to avoid threats that have the most significant risk.  

 

Strengths 

Defined liquidity 

In a private deal, the value of the companies are not well known and there are few buyers. Since 

the private market doesn’t have a well-established exchange, business owners looking to retire 

from their private business and seeking financial return from the fruits of their labor may find that 

selling a business can be an expensive process. An owner may have to hire a business broker, in 

which success fees can be as high as 10 to 12 percent of the final price14 and the time to find a 

potential buyer can take months or years. 

A couple of ways to address the liquidity aspect of a private business is to either develop a 

redemption schedule through a private holding company, or take the company public through a 

BDC. 

Using a redemption schedule approach, the holding company is able to use excess cash and buy 

back portions of ownership from their investors at a fair value. Generally the buy-back period is 

done on an annual basis, but there could be an extenuating circumstances clause to allow investors 

to receive a redemption during times of financial distress.  

                                                           
14 "Guide To Selling a Business." Typical Business Broker Commission Percentages. Web. 16 Feb. 2015. 
<http://guidetosellingabusiness.com/Business-brokers/>. 



Washtenaw County Fund Feasibility Study 
 

 
© REVALUE LLC 3/3/15 `Page | 17 

The BDC has the ability to improve the process of owning community businesses by transforming 

private, locally held companies into a consolidated, publicly traded entity, by ‘going public’. By 

trading on the public market, a BDC will be able to trade their shares more efficiently on a well-

known exchange, which will be able to connect business owners and investors with the secondary 

market. A company that is traded publicly has brokerage fees as low as $7 per trade and finding a 

buyer is a quicker process than doing so through a private dealer15. The public BDC is capable of 

enabling the business to sell ownership of the company to a significantly wider range of investors at 

a much reduced cost to the investor.  

Diversified risk 

Investing in a single business can leave investors exposed to significant risk. There are two types of 

risk: there is unsystematic risk, which relates to how well or not a business may operate; and there 

is systematic risk, which relates to outside factors that the business can’t control, also known as 

“undiversifiable risk”.  

Excluding other investments in their portfolio, when an investor purchases stock of a single 

company, that investor’s expected return is exposed to significant risk. However, if such an investor 

were to purchase multiple stocks or invest in a mutual fund, they are able to diversify away from 

some of the unsystematic risk.  

By allowing ownership across several companies, investors will not be reliant upon one company’s 

success or failure. Companies experience hardships, whether it’s due to their own shortcomings or 

external factors that are unforeseen. A BDC enables the success of one company to perhaps 

overcome the failure of another company. Also, assuming an investor were to go another route and 

purchase individual local companies, the cost of each transaction may be cumbersome and the 

subsequent return may not be enough to overcome the premium of the added risk. A BDC provides 

an efficient way for investors to diversify and earn the same returns but in a way that is more cost-

effective than investing in those same companies individually.  

 

Transparency 

One of benefits of a holding company is the increased transparency, whether it is publicly or 

privately traded. Documents containing important information from privately traded companies can 

be disseminated through annual reports, although generally this information is only given to 

investors and select individuals. For publicly traded companies, companies must file certain 

documents to the SEC, including quarterly and annual reports and disclosures of significant events, 

such as a key person leaving the company16. Important information about the company is not only 

shared with investors, but with the general public.  

                                                           
15 "Trading Fees, Investment Fees, and Other Transaction Prices." Scottrade.com. Web. 16 Feb. 2015. 
<https://www.scottrade.com/online-brokerage/trading-fees-commissions.html>. 
16 "Financial Reporting Manual." Division of Corporation Finance: Staff Training. Web. 16 Feb. 2015. 
<http://www.sec.gov/divisions/corpfin/cffinancialreportingmanual.shtml>.  
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A Provider of Capital and Technical Services 

In contrast to an externally managed BDC, an internally managed BDC will have a more hands-on 

approach to ensure a higher probability of the company’s success. In an externally managed BDC, 

management passively holds the companies, similar to a mutual fund. In contrast, the management 

in an internally managed BDC provide technical services and other functions for the businesses the 

BDC owns. Once a company is acquired and integrated into the internally managed BDC, they will 

have access to the resources that were once not available to them.  

For example, should the company need capital to fund an expansion, purchase new equipment, or 

maintain a certain level of cash to stay afloat due to an extraordinary event, the BDC can provide 

those financial resources. Also, the BDC will be able to provide technical services that will enable 

the company to operate more efficiently. Companies will have access to the expertise of 

management, the board of directors, and other advisors. The BDC will not be a hands-off investor, 

but an integral part of the future success of the company. 

For Retiring Owners, a Succession Plan and Job Retention 

Owners have spent significant time, some their whole lives, turning an idea into a company that is 

profitable and rewarding. As they near the age of retirement, questions about the future of the 

company begin to swirl around. Some of these owners manage companies that are community 

staples and provide a sustainable source of jobs to those in the area. A BDC creates an exit strategy 

for the company that is beneficial to both the owner and their potential successors.  

Retired owners would have the option of transitioning from being a part of the day-to-day strategic 

decision-making process into a governance level that allows them to still be involved in the 

company, but provide influence and guidance from a distance. Also, since the owner will be in 

charge of the succession plan, they will be able to create a scenario that ensures the company will 

not shut down when they leave. By allowing the BDC to acquire the company and create a 

succession plan, retiring owners can reap some of what they have sown without uprooting the 

entire crop, and possibly benefit from the future success of the company indirectly through 

ownership of the BDC’s stock.  

 

Local economy improves 

The cumulative effect of businesses operating at the local level translates into dollars being 

reinvested back into the community and the creation of wealth. The local company is able to retain 

jobs in the community, and possibly add jobs in the future. As a result, employees living within the 

community are able to secure income which can be spent at other local businesses. Local investors 

benefit from the success of the company through capital gains in their portfolio. As investors gain a 

personal and financial stake in the company, they become evangelists of the company that 

increases their market exposure via word-of-mouth or social media, which can lead to increasing 

sales for the company.  

As more local companies are generated, communities are able to cultivate a more powerful 

economy than if the jobs were to come from companies outside of the local area. According to a 
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study done by Local First17, when a locally owned business in Grand Rapids spent $100, $73 was 

retained in the local economy. In contrast, when a non-locally owned business spent the same 

$100, only $43 was retained in the local economy. By keeping jobs and money within the local 

community, individuals, companies and governments alike are better shielded against global 

macroeconomic downturns. They become more diversified and reduce their dependency upon 

decision-makers whose interests may not be aligned with the community at heart.  

 

 

 

Weaknesses 

Seed capital and seed companies 

In order to get a BDC operational, it takes significant up-front capital to cover expenses, such as 

legal and investment analysis. Investors must not only have deep pockets, but they must 

understand the vision of a BDC, which places limits on the supply of capital available. Additionally, 

they must have an appetite and ability to assume risk as early stage investors in the BDC. 

Not only will the BDC need a minimum amount of capital to begin operations, but there must be a 

critical mass of investable companies that can provide sustainable operating cash flow to the BDC. 

                                                           
17 "Local Works! Examining the Impact of Local Business on the West Michigan Economy." (2008): 1-23. Local First. Web. 16 
Feb. 2015. <http://www.localfirstaz.com/studies/local-works/local-works-complete-study.pdf>.  
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However, given that the market will be limited to a small four-county geographic area, the pool of 

suitable companies looking to raise capital or owners looking to exit becomes smaller, requiring less 

seed capital than a statewide or regional BDC.   

Company valuation 

As we consider the opportunity of eventually taking a BDC public, the valuation of a company isn’t a 

straightforward process when shifting from private to public. A change in accounting policies could 

result in a significant change in value for a company. If a company were to go from a $4MM 

valuation to $8MM, it is questionable whether they have intrinsically changed the value of their 

company. Let’s assume for this company that the departure of their CEO would be viewed as a 

negative event to most investors. If the CEO’s retirement were to coincide with the company 

becoming public, there may be a positive effect on the valuation, in which the rise in value is 

counterintuitive because there has been no change to the intrinsic worth of the company.  

This positive effect in valuation arises from factors outside the scope of the core business. Such 

factors include18: 

 Increase market liquidity – When we talk about liquidity, we mean how easy it is for an 

owner to sell their company at the value they were hoping. Since the company would be on 

a public exchange, owners can sell their stock much more efficiently, which means the value 

of the company rises. 

 Pre-tax versus after-tax – Generally, private companies are valued by ratios using earnings 

before they pay taxes. In a public company, the value of a company is determined by ratios 

using after-tax earnings. The change in how people in the market measure the value of a 

company will create a different price of the company than when the company was private.  

 Enterprise value versus stock value – The value of a public company is determined by the 

market – multiply the amount of stock outstanding by the market price to arrive at the 

company’s total market value. In a private company, the value can be determined by using 

their “enterprise value”, which is the value of the company’s stock plus any debts, minority 

interests and preferred shares minus cash and cash equivalents19. By adding debt and other 

factors and getting rid of cash, the value could differ significantly from when it becomes 

public 

All of these factors, while important to determining the value of a public and private entity, have 

little bearing to the intrinsic value of the company. However, investors may become ecstatic or 

frustrated as to why their investment has significantly increased or decreased without there being 

any change to the company.  

 

                                                           
18 "Valuation of Private vs. Public Firms." Entrepreneur. 2 July 2001. Web. 16 Feb. 2015. 
<http://www.entrepreneur.com/article/41972>. 
19 "Enterprise Value (EV) Definition | Investopedia." Investopedia. 18 Nov. 2003. Web. 1 Mar. 2015. 
<http://www.investopedia.com/terms/e/enterprisevalue.asp>. 
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Significant staffing costs for internally managed BDCs 

Unlike their externally managed counterparts which act as passive investors, internally managed 

BDCs focus on helping the companies grow into the next stages of business. While the added 

support services are an advantage to the company and the BDC, the staff needed to provide 

technical services will increase the cost significantly.  

In contrast, an externally managed BDC or other similar type of fund structure does not need the 

extra staff; they generally rely on a portfolio manager, a finance/accounting person, and a marketer 

to promote the fund. Compare that to the proposed staff needs discussed earlier, which had six 

individuals, not including the possible need to hire part-time and low-level employees to handle 

certain day-to-day operations. Although an internally managed BDC can improve the chances of 

success for a company, it doesn’t come without a price. 

 

Opportunities 

Michigan Legislation 

In the wake of the MILE Act, companies are able to raise money using intrastate exemptions that 

enables non-accredited investors to be part of the conversation. Also, the 2014 signing of a bill 

allowing state regulated stock exchanges in Michigan, the Michigan Investment Markets Act20, gives 

business owners the opportunity to address the liquidity issue with their company stock in a more 

cost efficient manner.  

Since the MILE Act allows exemptions for local companies, the same law structure could in turn be 

used to create exemptions for a BDC, which can lower some of the initial legal costs and the amount 

of capital needed from seed investors. Also, private BDCs will be able to raise capital from non-

accredited investors through the MILE Act, allowing everyone in the community to be a participant. 

If the holding company or BDC were to go public, the creation of a local stock exchange could then 

provide liquidity for investors of the BDC, while reducing two key challenges. One issue discussed 

previously in the study that would be reduced is the cost of being listed on a national stock 

exchange. The other problem is the loss of focus of who’s investing in the fund i.e. only Michigan 

residents will be able to invest in a Michigan-based investment on a Michigan-based exchange, not 

national investors with possibly zero ties to Washtenaw County.  

 

Baby Boomers 

Baby boomers are a significant portion of business owners in the United States, in that 66% of all 

businesses with employees are owned by baby boomers21. Those born between the years of 1946 

                                                           
20 Web. 16 Feb. 2015. <http://www.legislature.mi.gov/documents/2013-2014/publicact/pdf/2014-PA-0355.pdf>. 
21 "United States Census Bureau." Survey of Business Owners. Web. 16 Feb. 2015. 
<http://www.census.gov/econ/sbo/getsof.html?07cbo>. 
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and 1964 are coming close to the age of retirement, which on average is 6222. Owners who wish to 

retire will need to find a way to exit their business, preferably in a manner that is cost effective and 

seamless. If an owner doesn’t have a successor to take over the reins of the company, retirees may 

be forced to close their doors for good.  

Businesses as such are not shutting down due to poor performance, but from the lack of a 

succession plan.  A BDC will be able fill this gap by providing the owner a way to retire, still keep 

customers coming through the doors and secure jobs that would have been otherwise lost. The 

field of viable companies looking for capital thus becomes larger as more business owners retire, 

which will make establishing a critical mass and acquiring additional companies easier for a BDC.  

 

A Rise in Local Investing Interest 

After the financial crisis in the late 2000’s, investors felt the full wrath of a macroeconomic 

shakedown. What spurred from that was an investor movement to shift capital from the global 

financial system to local economies. However, the private equity- and debt-based deals available in 

the market are primarily only accessible to accredited investors.  

Legislation in the state of Michigan has helped to level the playing field for non-accredited 

investors. A BDC focused on local companies in Michigan can provide local non-accredited investors 

the chance to efficiently become an owner of local community businesses. Although seed capital 

will come from accredited investors, there are a couple of ways non-accredited investors can 

participate. Additional needs for capital can be raised through the MILE Act, making ownership 

available to all investors, and community members can be owners of the BDC if they participate in 

an employee benefit plan that qualifies as an accredited investor, which includes a pool of assets 

that’s value is in excess of $5 million or has its investment decisions made by a bank, insurance 

company, or registered investment adviser23. 

 

Threats 

Legal environment 

Although there are exciting new laws for the state of Michigan in regards to individual companies, 

currently BDCs haven’t been able to share the same reward. The legal burden to run a public BDC 

can be cumbersome due to numerous factors as mentioned before, the BDC could eventually use 

the Michigan legislation regarding a local stock exchange to deal with the liquidity issue.  

However, the SEC hasn’t yet been clear about whether legislative action like the Michigan 

Investment Markets Act is at regulatory odds with federal law, and currently there are no qualified 

teams in Michigan who have stepped forward to challenge the SEC by putting the Act into practice. 

                                                           
22 "Average U.S. Retirement Age Rises to 62." Average U.S. Retirement Age Rises to 62. Web. 16 Feb. 2015. 
<http://www.gallup.com/poll/168707/average-retirement-age-rises.aspx>.  
23 "Investor Bulletin: Accredited Investors." Investor Bulletin: Accredited Investors. Web. 1 Mar. 2015. 
<http://www.investor.gov/news-alerts/investor-bulletins/investor-bulletin-accredited-investors>. 
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We anticipate that a Michigan-based exchange will not be launched and compliant for another 3-5 

years at minimum.  

Also, a company on a local exchange isn’t automatically made subject to the same requirements as 

a public company registered with the SEC, which means they may not be required to have the same 

transparency as a public company. The current legal environment is designed for a large scale public 

BDC that operates on a national level, due to their ability to attract more seed capital and spread 

out some of their fixed costs. The option to take the private holding company onto an exchange 

that is more liquid, whether nationally or locally, may not be available until the long-term.  

 

Geographic Area 

A BDC focused on a small geographic area faces certain obstacles that may not be present in a BDC 

with a state or national presence. One of those obstacles related to a small BDC is that the pool of 

candidate companies is reduced, lowering the chance of finding viable companies. The ability for 

the BDC to succeed is directly based upon the success of the businesses the BDC owns. Limiting the 

geographic area to a few counties may only yield a few viable companies.  

Also, a smaller geographic area makes it more difficult to find companies that don’t operate in 

similar industries, which reduces the diversification effect of owning a BDC.  One simple solution is 

to expand the geographic area; however, as coverage is expanded, the focus of locality is lessened, 

which can undermine the primary purpose of this BDC. If there aren’t enough companies for the 

BDC to acquire to hit critical mass, or if those companies are not diversified, then the future of a 

BDC is unclear. 

 

“Ownership” 

A mantra that is well known in the finance industry is the notion of maximizing shareholder wealth, 

in which companies are “owned” by their investors. This can create a division between the owners 

of a company and the workers and management who operate the company.  In order for a local 

BDC such as this to function in the long-term, the mindset of investors needs to change from 

maximizing shareholder wealth to a stakeholder mentality, in which owners are providers of capital.  

The concept of a local BDC is meant to improve the local economy, and if shareholders are focused 

only on maximizing profits and not the equitable distribution of financial wealth to those who 

contribute to the corporation, the direction of the company may lose focus of its locality and may 

lessen its impact, or become a social detriment.  

In addition, should the BDC be listed on a national public exchange and not through an exchange set 

up in the state of Michigan, investors from out of state who may not be stakeholders of the 

community could become owners and shift the direction of the BDC towards a vision that doesn’t fit 

the BDC’s initial purpose – a solution to create a more vibrant, sustainable local community.  

 



Washtenaw County Fund Feasibility Study 
 

 
© REVALUE LLC 3/3/15 `Page | 24 

Final Recommendations: Internally-Managed Private Four County BDC 

Management  

Generally, the management fee structure for an externally managed BDC is based on an asset 

management fee, plus any “hurdle rate fee”, which is based on the performance of the BDC. This 

type of fee structure is similar to a hedge fund or a venture capital fund (commonly expressed as ‘2 

and 20’, or 2% of the total portfolio per year plus 20% of the asset value growth in that year). The 

theory is that the hurdle rate incentivizes a manager to perform well. It also incentivizes a manager 

to take on riskier companies to earn a bigger payout. Managers may feel pressured to spin off 

companies that don’t contribute enough return to maintain their hurdle rate. Since the BDC will be 

internally managed, a more appropriate compensation structure would be similar to a regular 

company, including salaries and other benefits for the management team24.  

 

Define Capital Access Policies 

One of the primary advantages of a BDC is that when a company needs to borrow money, they can 

use the BDC as a source of capital. However, a BDC shouldn’t feel pressure to over-give to their 

businesses. The BDC’s capital should be a set amount of revolving debt, in which a company can 

access the money when needed, but cannot go over a certain limit except for extraordinary 

circumstances. Being prudent with lending practices ensures a company will make better 

investment decisions with their cash. Also, the BDC can create a liquidity buffer for any 

extraordinary circumstances, such as one of their portfolio companies experiencing hardship, an 

unexpected acquisition opportunity, and events related to the BDC. 

 

Flexibility with Investment Amount 

Although larger deals would be preferable since higher investment amounts would lead to a faster 

attainment of critical capital mass, viable companies may not fit our ideal investment amount. By 

allowing flexibility with the investment amount, a BDC is able to invest in more companies, creating 

a more diverse investment in the BDC.  

Also, as discussed before, a target asset size of the BDC does not need to be reached in the 

beginning, but with a critical mass of companies and then accumulating companies over time. A 

minimum number of companies and asset size should be determined at the outset, in which both 

need to be achieved before the BDC can begin fully operating. Also, the ratio of companies to asset 

size should be established so as not to spread resources too thin across a great deal of companies. 

Although flexibility in regards to the investment amount provides more opportunity and 

diversification, there needs to be some rigidity in order maximize the effectiveness of the 

management team.  

                                                           
24 "BDC Primer - BDC Reporter." BDC Reporter BDC Primer Comments. Web. 16 Feb. 2015. <http://bdcreporter.com/primer-on-
bdc-industry/>. 
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Collaboration 

Given the nature of this particular fund in that its success is driven by the community, stakeholders 

should be a part of the process and growth. Below are possible community partners and 

policymakers who can assist in the launch of the fund.  

 

Potential Partner profiles 

 A legal firm that can help create the framework for the BDC. They should see the value of 

such a community entity and be willing to provide some work pro bono to gain exposure.  

 Community banks 

 A private equity firm that can act as an advisor and perform the due diligence on companies 

 A community-centered entity such as a community foundation that can bring any additional 

resources 

 County and city governments and universities, which may be able to provide seed capital 

 Faith-based organizations 

 Support organizations such as SPARK, MEDC, SBDC, etc. 

 

Policymakers 

 Another avenue that can help the success of the BDC is discussing introduction legislation 

with interested policymakers to lower the cost burden of creating a BDC. Early advocates 

could include: 

▫ Nancy Jenkins – District 57, Lenawee County 

▫ Dave Hildenbrand – District 29, Wayne County 

▫ Tonya Schuitmaker – District 20, Kalamazoo County 

 

Issues to Consider 

The following are other issues that should be considered during the development phase of the BDC. 

1. In regards to staffing the BDC, should certain management be contracted or will all positions 

created be full-time? 

2. Does qualifying as an “emerging growth company” provide any benefit?25 

3. What exemptions can we currently use and what amendments can enhance these 

exemptions? 

a. A no-action letter from the SEC may lower the cost of legal expenses 

                                                           
25 "Jumpstart Our Business Startups Act Frequently Asked Questions." Jumpstart Our Business Startups Act, Frequently Asked 
Questions. Web. 16 Feb. 2015. <http://www.sec.gov/divisions/corpfin/guidance/cfjjobsactfaq-title-i-general.htm>. 
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b. The Urban Cooperation Act of 1967 may be a way to use government dollars to 

provide seed capital and raise future capital, although the law may be cumbersome 

and doesn’t address equity capital 

c. The Municipal Partnership Act may be less cumbersome than the Urban 

Cooperation Act, but it doesn’t deal directly with securities  

 

Next Steps and Phases 

Development Phases 

 Phase 1 – 2015 Act 88 Proposal 

▫ Answer questions regarding the legal framework of creating an internally managed 

private BDC, as well as ways to reduce the cost 

▫ Perform any follow-up action regarding the legal answers 

▫ Estimate the overall cost of establishing a BDC 

▫ Gather interest from stakeholders for seed capital and resources 

▫ Survey the target market of businesses to gauge interest 

 Phase 2 

▫ Secure 1st round of seed funding 

▫ Develop structure of BDC, holding company, etc… (based on legal answers) 

 Will it work within the current legal framework or do we develop something 

that is flexible based on legislation we look to propose? 

 Study governance structures of successful companies such as Berkshire 

Hathaway and the John Lewis Partnership and their applicability in this case 

▫ Market to companies and investors to secure pre-launch commitments for 

investment opportunities and seed capital 

 Phase 3 

▫ Secure initial tranche of investment capital – 2nd round of seed funding 

▫ File the legal requirements to establish the BDC 

▫ Attract the talent necessary to fill positions 

▫ Determine which companies will be reviewed 

 Phase 4 

▫ Begin investing in companies 

▫ Upon achieving critical mass, begin normal operations and making distributions to 

investors` 

 Phase 5 

▫ Add more companies and investors  

 As more companies are added to the portfolio, revisit the viability of taking the 

BDC public 

▫ Ongoing activities i.e. tracking progress, day-to-day operations 
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Conclusion 

Individuals, communities and companies are becoming more motivated by social returns than by 

traditional financial returns. However, there is some difficulty in providing all three members the 

same benefit in one package. What the holding company does is become the glue that bonds the 

stakeholders in local areas.  

Starting off as a private entity, the holding company can find community-based 2nd stage businesses 

within Washtenaw, Lenawee, Livingston and Jackson County, build them into better, more 

sustainable companies using an internally-managed approach, and allow individual investors and 

employees to become owners of said businesses. Investors can enjoy the financial returns from 

distributions and the social returns from having a stronger a community.  

If the BDC does go public in the future, investors will have even greater access to their community 

businesses and less liquidity risk from having these companies in their portfolio. Although there are 

hurdles to overcome, there are also ways to make those hurdles smaller and more manageable.  

The BDC will need strong support from stakeholders, whether it is providing seed capital to begin 

operations, performing pro bono services to reduce costs, or creating innovative new laws to make 

the establishment of a community-owned BDC a more real possibility. These stakeholders will 

become shepherds of an exciting way to create more sustainable local economies, and their vision 

must align with the creators of the BDC, otherwise the flock of communities, investors and 

businesses will be led astray.  

The success of the investor, the business, and the community needs to be aligned and become the 

success for all. The BDC will be the lens that guides all three energies into focus, creating a bright 

future that couldn’t have been achieved otherwise.   
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Figures and Tables 

Figure 1 

  

 

Figure 2 

 

Demographic Analysis

Counties Washtenaw Livingston Lenawee Jackson

Companies in profile 

(2nd Stage) 3,259 1,255 655 1,212

Percentage seeking 

capital 2.00% 2.00% 2.00% 2.00%

Number of companies 65                              25                              13                              24                              

Total Deal flow - 

Companies 65                              

Min Dollar Request per 

Deal $500,000 Scenario 1 Washtenaw

Average Dollar Request 

per Deal $750,000 Scenario 2

Wastenaw, Livingston, 

Jackson, Lenawee

Max Dollar Request per 

Deal $5,000,000

Low Demand 32,590,000$           

Expected Demand 48,885,000$           Scenario: 1

High Demand 325,900,000$        

Demographic Analysis

Counties Washtenaw Livingston Lenawee Jackson

Companies in profile 

(2nd Stage) 3,259 1,255 655 1,212

Percentage seeking 

capital 2.00% 2.00% 2.00% 2.00%

Number of companies 65                              25                              13                              24                              

Total Deal flow - 

Companies 128                           

Min Dollar Request per 

Deal $500,000 Scenario 1 Washtenaw

Average Dollar Request 

per Deal $750,000 Scenario 2

Wastenaw, Livingston, 

Jackson, Lenawee

Max Dollar Request per 

Deal $5,000,000

Low Demand 63,810,000$           

Expected Demand 95,715,000$           Scenario: 2

High Demand 638,100,000$        

Demographic Analysis

Counties Washtenaw Livingston Lenawee Jackson

Investors 367,043                   186,874                   101,100                   164,507                   

Percentage interested 

in LI Fund 10% 10% 10% 10%

Number of investors 36,704                     18,687                     10,110                     16,451                     

Total Interested 

Investors 36,704                     

Min Dollars allocated 

to fund $500 Scenario 1 Washtenaw

Avg. Dollars allocated 

to fund $2,000 Scenario 2

Wastenaw, Livingston, 

Jackson, Lenawee

Max Dollars allocated 

to fund $25,000

Low Demand 18,352,150$           

Expected Demand 73,408,600$           77% Scenario: 1

High Demand 917,607,500$        
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Figure 3 

 

 

 

 

Demographic Analysis

Counties Washtenaw Livingston Lenawee Jackson

Investors 367,043                   186,874                   101,100                   164,507                   

Percentage interested 

in LI Fund 10% 10% 10% 10%

Number of investors 36,704                     18,687                     10,110                     16,451                     

Total Interested 

Investors 81,952                     

Min Dollars allocated 

to fund $500 Scenario 1 Washtenaw

Avg. Dollars allocated 

to fund $2,000 Scenario 2

Wastenaw, Livingston, 

Jackson, Lenawee

Max Dollars allocated 

to fund $25,000

Low Demand 40,976,200$           

Expected Demand 163,904,800$        171% Scenario: 2

High Demand 2,048,810,000$     

Investment Flow Scenario 1

Flow through rate 20% 50% 70% 90%

Companies Applying Initial Screen Due Diligence Term Sheet Close

65 13 7 5 4

Investment Flow Scenario 2

Flow through rate 20% 50% 70% 90%

Companies Applying Initial Screen Due Diligence Term Sheet Close

128 26 13 9 8
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Figure 4 
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Figure 5 

 

Full-time Staff Salary

Other 

Compensation Total

Controller  $                   84,161  $                   15,795  $                   99,956 

Executive V.P.  $                144,506  $                   21,528  $                 166,034 

COO  $                   94,213  $                   11,092  $                 105,305 

CFO  $                185,124  $                   37,760  $                 222,884 

Dir. Of Bus. Dev.  $                110,351  $                   18,052  $                 128,403 

Proj. Analy. Dir.  $                173,314  $                   28,714  $                 202,028 

President  $                361,632  $                   35,581  $                 397,213 

Legal  $             36,600.00 Total Projects 55

Accounting  $             25,069.00 Total Employees 53

advertising & 

Promotion  $             37,023.00 

Office Expenses  $             68,925.00 

Occupancy  $          420,622.00 

Baltimore City 

Funding  $        6,298,629 

Travel  $             48,641.00 

State of Maryland 

Funding  $            814,277 

Other Fees  $            487,949 

Federal Awards  $            118,782 

Total Assets  $             9,689,681 

Investment 

Income  $            112,810 

Program Service

Management and 

general Total 

Salaries and Wages  $             1,622,354  $                 454,689  $             2,077,043 

City of Baltimore Development Center

Source of Revenue:

Expenses
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Full-time Staff Salary

Other 

Compensation Total

Assistant Secretary, Financial  $                 84,000  $                   23,739  $                 107,739 

Secretary, Executive Director  $              200,738  $                   26,919  $                 227,657 

Other salaries and wages  $              805,670 

Legal  $                 33,287 Total Employees 9

Accounting  $                 26,500 

advertising & Promotion  $              232,392 

Office Expenses  $                 31,216 

Grants & 

Contributions  $1,024,742 

Occupancy  $                 76,979 

Rental - Program 

Investments  $2,710,668 

Travel  $              264,754 Gross Income  $1,299,465 

Interest  $              685,348 Rental Income  $    181,084 

Maintenance & Operation  $              659,479 

Investment 

Income  $      76,840 

Pension Plan Accural and 

Contributions  $                 26,550 Lease Renewal  $2,989,538 

Other Employee Benefits  $              275,709 

Management 

Services  $    176,590 

Payroll Taxes  $                 43,045 Vending Revenue  $         8,168 

Compensation of current offices, 

directors, trustees, and key 

employees Other 4880

Compensation not included above and 

to disqualified persons  $              335,396 

Depreciation  $           1,177,504 

Insurance  $                 87,503 

Other Expenses  $              630,409 

Miscellaneous  $              157,355 

Expendable Equpment  $              126,241 

Dues & Subscriptions  $                 69,761 

Total Assets  $        39,920,712 

Ohio Valley Industrial and Business Development Corporation

Source of Revenue:

Expenses:
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Full-time Staff Salary

Other 

Compensation Total

President Secretary/Director  $              360,833  $                 33,293  $                   394,126 

Executive V.P.  $              191,200  $                 34,403  $                   225,603 

VP  $              201,000  $                 44,771  $                   245,771 

Executive V.P.  $              262,200  $                 40,658  $                   302,858 

VP  $              293,900  $                 40,894  $                   334,794 

Key Employee  $              209,033  $                 38,911  $                   247,944 

Key Employee  $              184,033  $                 33,636  $                   217,669 

Key Employee  $              175,864  $                 13,915  $                   189,779 

Employee  $              139,200  $                 35,316  $                   174,516 

Employee  $              133,908  $                 13,664  $                   147,572 

Employee  $              198,532  $                 23,506  $                   222,038 

Legal 357091 Total Projects

Accounting 31428 Total Employees 37

advertising & Promotion 7617

Office Expenses 139426

Occupancy 260736 Loan  $8,542,928 

Travel 220606 Investment  $    217,742 

Conferences, conventions, meetings 19732

Management 38957

Pension Plan Accural and Contributions 330461

Other Employee Benefits 460618

Payroll Taxes 283764

Compensation of current offices, 

directors, trustees, and key employees 3218175

Compensation not included above and 

to disqualified persons 1821153

Depreciation 11622

Insurance 15332

Other Expenses 379194

Total Assets  $        30,208,284 

Florida Business Development Corp.

Expenses

Source of Revenue:
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Full-time Staff Salary

Other 

Compensation Total

Controller  $                                -   

Executive V.P.  $                                -   

COO  $                                -   

CFO  $                                -   

Dir. Of Bus. Dev.  $                                -   

Proj. Analy. Dir.  $                                -   

President  $                                -   

Legal  $                 13,559 Total Projects

Agency Fees  $              202,403 Total Employees 0

Bad Debt  $                 80,009 

Application Fees  $                   7,350 

Loan App Fees 8,800$      

Loan Interest 

Income 315,389$ 

Loan Recoveries 99,600$    

Modification Fees 3,500$      

Total Assets  $        18,747,767 

Recovered Legal 

Fees 3,700$      

Other Service 

Revenue 2,749$      

Investment Income 18,159$    

Expenses

Albany County Business Development Corporation

Source of Revenue:
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Figure 6 

 

 

Additional Information 

1. BDC Structure 

a. A BDC may not acquire any asset other than qualifying assets listed in section 55(a) of 

the 1940 act: 

i. Securities of an “eligible portfolio company” purchased in transactions not 

involving any public offering. An “eligible portfolio company” is defined in the 

1940 Act as any issuer which: 

1. (a)   is organized under the laws of, and has its principal place of 

business in, the United States; 

2. (b)   is not an investment company (other than a small business 

investment company wholly-owned by the BDC) or a company that 

would be an investment company but for certain exclusions under the 

1940 Act; and 

3. (c)   satisfies any of the following: 

a. (i)  does not have outstanding any class of securities with 

respect to which a broker or dealer may extend margin credit; 

b. (ii)  is controlled by a BDC or a group of companies including a 

BDC and the BDC has an affiliated person who is a director of 

the eligible portfolio company; 

c. (iii)  is a small and solvent company having total assets of not 

more than $4 million and capital and surplus of not less than $2 

million; or 

Ares Capital

Offering Amount 165,000,000$  

Placement Costs 7,425,000$      4.50%

Solar Capital Ltd. 

Offering Amount 92,500,000$    

Placement 6,500,000$      7.03%

Golub Captal

IPO 107,372,500$  

Placement Costs 7,472,500$      6.96%

Washtenaw BDC

IPO 25,000,000$    

Estimated Placement Costs 1,540,537$      6.16%
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d. (iv)  does not have any class of securities listed on a national 

securities exchange. 

ii. Securities of any eligible portfolio company that we control; 

iii. Securities purchased in a private transaction from a U.S. issuer that is not an 

investment company and is in bankruptcy and subject to reorganization; 

iv. Securities received in exchange for or distributed on or with respect to 

securities described above, or pursuant to the conversion of warrants or rights 

relating to such securities; 

v. Cash, cash equivalents, U.S. government securities or high-quality debt 

securities maturing in one year or less from the time of investment; and 

vi. Under certain circumstances, securities of companies that were eligible 

portfolio companies at the time of the initial investment but that are not eligible 

portfolio companies at the time of the follow-on investment. 

b. Tax Status 

i. Tread as a regulated investment company and avoid corporate level taxation on 

ordinary income and capital gains distributed to its stockholders as dividends 

ii. Must distribute at least 90% of its taxable ordinary income  and realized net 

short-term capital gains in excess of realized net long-term capital losses and to 

meet specified source-of-income and asset diversification requirements 

c. Managerial Assistance 

i. Must have a principal place of business in the US and must be operated for the 

purpose of making investments 

ii. Must control the issuer of securities or must offer to make the available issuer 

of the securities significant managerial assistance 

1. Either through directors officers or employees – providing significant 

guidance and counsel company operations, selective participation in 

board and management meetings, consulting with and advising a 

portfolio company’s officers or other organizational or financial 

guidance. 

d. Temporary investments 

i. Can invest in short-term investments as long as they’re qualifying assets 

e. Senior Securities; Coverage ratio 

i. Less than 1:1 debt-to-equity ratio 

ii. May borrow amounts up to 5% of the value of total assets for temporary 

purposes 

f. Sources 

i. http://bdcreporter.com/primer-on-bdc-industry/  

ii. http://www.legalandcompliance.com/business-development-companies-

examined/  

iii. http://media.mofo.com/files/Uploads/Images/FAQ-Business-Development-

Companies.pdf  

2. Berkshire Hathaway holding company  

a. Owns shares of another company 

http://bdcreporter.com/primer-on-bdc-industry/
http://www.legalandcompliance.com/business-development-companies-examined/
http://www.legalandcompliance.com/business-development-companies-examined/
http://media.mofo.com/files/Uploads/Images/FAQ-Business-Development-Companies.pdf
http://media.mofo.com/files/Uploads/Images/FAQ-Business-Development-Companies.pdf
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b. Dividends flow to a holding company, not individual shareholder, which allows for 

reinvestment prior to distribution 

c. Holding company can lend funds back to the operating company as a secured creditor 

d. May assist companies with succession planning 

e. Allows for shares to be publicly traded, as well as shares of the operating companies 

f. Source: http://www.hss-ca.com/blog/holding-companies-primer/ 

  

http://www.hss-ca.com/blog/holding-companies-primer/
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