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CHAPTER I

INTRODUCTION

During t h e  p a s t  few y e a r s  i n t e r e s t  i n  th e  im portance  

o f  Sm al l  B u s i n e s s  In v es tm en t  Companies ( r e f e r r e d  t o  h e r e a f t e r  

as in v e s tm e n t  com p anies)  has in c r e a se d . .  These  had t h e i r  

b e g in n in g  when t h e y  were p ro v id e d  f o r  under t h e  Sm all  B u s i n e s s  

In v es tm en t  A ct  o f  1958 ( r e f e r r e d  to  h e r e a f t e r  a s  The A c t ) .

They were s e t  up to  p r o v id e  a s o u r c e  o f  e q u i t y  f i n a n c i n g  

and l o n g - t e r m  c r e d i t  t o  s m a l l  b u s i n e s s  t o  f i l l  a f i n a n c i n g  

gap.  The Act  a l s o  p r o v id e d  t h a t  t h e  in v e s t m e n t  companies  

sh o u ld  render  management a s s i s t a n c e  t o  s m a l l  b u s i n e s s  as  

w e l l .  T his  s t u d y  i s  concerned  w i t h  t h e s e  management s e r v i c e s .

C o n g r e s s i o n a l  h e a r in g s  p r o v id e d  data p e r t a i n i n g  to  

th e  inad eq u a cy  o f  f i n a n c i n g  f o r  s m a l l  b u s i n e s s .  A s t u d y ,  

conducted  by t h e  F e d e r a l  R e se r v e  Board,  t o  s u p p ly  in f o r m a t i o n  

f o r  t h e s e  h e a r i n g s  showed t h a t  an a d e q u a te  su p p ly  o f  s h o r t - t e r m  

c r e d i t  was th e n  a v a i l a b l e ,  but  t h a t  l o n g - t e r m  c r e d i t  and e q u i t y  

f i n a n c i n g  f o r  s m a l l  b u s i n e s s  were l a c k i n g .  As a r e s u l t  o f  t h e  

h e a r i n g s  C ongress  p a s se d  The A c t .

1
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Two s t u d i e s  which  cover  t h e  s e r v i c e s  o f  in v e s t m e n t  

companies have  been c o n d u c te d .  They make i t  c l e a r  t h a t  

in v e s t m e n t  companies can p ro v id e  management a s s i s t a n c e  in  a 

number o f  w a ys .  The Act  a l l o w s  t h e  in v e s tm e n t  companies t o  

p r o v id e  management a s s i s t a n c e ,  b e c a u se  i t  was seen  t h a t  such  

a s s i s t a n c e  c o u ld  be v e r y  h e l p f u l  to  sm a l l  b u s i n e s s .  There  

i s  d i sa g re em e n t  to d a y  as to  whether  t h e  in v e s tm e n t  companies  

a r e  p r o v i d i n g  t h e s e  s e r v i c e s .

In t h e  seven  y e a r s  o f  i t s  e x i s t e n c e  t h e  in v e s tm e n t  

company program has grown u n t i l  in September,  1965 ,  t h e r e  

were over  700 l i c e n s e e s .  These l i c e n s e e s  have l e n t  o v e r  $800  

m i l l i o n  to  s m a l l  b u s i n e s s e s .

S ta tem en t  o f  t h e  Problem  

The u l t i m a t e  o b j e c t i v e  o f  t h i s  s t u d y  i s  t o  s u p p ly  

in f o r m a t io n  to  t h e  in v e s tm e n t  companies so t h e y  can p r o v id e  

t h e  management a s s i s t a n c e  n e c e s s a r y  to  enable  s m a l l  b u s i n e s s e s  

to  f u l f i l l  t h e  r o l e  a v a i l a b l e  t o . them In  th e  economy. T h is  

w i l l  be a c c o m p l i sh e d  by  an e v a l u a t i o n  o f  th e  s e r v i c e s  now 

o f f e r e d  by t h e  in v e s t m e n t  com p anies .

E v a l u a t i o n  o f  t h e  s e r v i c e s  c u r r e n t l y  p r o v id e d  w i l l  

a l lo w  t h e  in v e s t m e n t  companies to  de term in e  what ones  a r e  

b e i n g  u t i l i z e d .  T h is  w i l l  perm it  emphasis  to  be p l a c e d  on 

t h e s e  u s e f u l  s e r v i c e s .  As a r e s u l t ,  s m a l l  b u s in essm en  may 

r e c e i v e  more o f  t h e  s e r v i c e s  t h e y  r e q u i r e .  I t  may a l s o  

p o i n t  out  t o  t h e  in v e s tm e n t  companies n o t  now o f f e r i n g
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s e r v i c e s  t h a t  c e r t a i n  ones a r e  im p o r ta n t .

The e v a l u a t i o n  turned up a d d i t i o n a l  s e r v i c e s  which  

would be o f  b e n e f i t  t o  th e  s m a l l  b u s in e ss m e n ,  and which  are  

n o t  p rov ided  a t  t h i s  t i m e .  The in v e s tm en t  companies can

determ ine  i f  i t  i s  f e a s i b l e  to  p r o v id e  t h e s e  a d d i t i o n a l

s e r v i c e s .

The s p e c i f i c  o b j e c t i v e s  o f  t h i s  d i s s e r t a t i o n  are  -

1 .  to  de term in e  t h e  i n t e n t  o f  Congress  w i t h  

r e s p e c t  to  t h e  p r o v id in g  o f  s e r v i c e s  by th e  in v e s tm e n t  

companJ.es.

2 .  to  de term in e  how w e l l  t h e  in v e s tm e n t  companies  

a re  im plem enting  The Act  -

a .  as v iewed by t h e  in v e s tm en t  com p anies .

b .  as v iewed by s m a l l  b u s in e s s m e n .

3 .  to  make recommendations f o r  improvement in  The 

Act a n d /or  in  th e  in v e s tm e n t  company’ s p er form ance .

Importance o f  th e  Study

T h is  a n a l y s i s  can b e n e f i t  t h e  in v e s tm e n t  company 

i n d u s t r y  and t h e  s m a l l  b u s i n e s s  community. Sm al l  b u s i n e s s  

i s  im portant  to  t h e  economy, but many t im es  i t  has d i f f i c u l t y  

s u r v i v i n g  b e c a u se  o f  c o m p e t i t i o n .  The im portance  o f  sm a l l  

b u s i n e s s  w i l l  be t r e a t e d  f i r s t ,  f o l lo w e d  by a d i s c u s s i o n  o f  

s u r v i v a l  problems and how t h i s  s tu d y  may r e l i e v e  them.
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Im portance o f  s m a l l  b u s i n e s s  in  t h e  economy

S m all  b u s i n e s s  i s  t h e  backbone o f  th e  economy.

More than 99 p e r c e n t  o f  t h e  4 03 m i l l i o n  b u s i n e s s  f i r m s  in  

t h e  U n ited  S t a t e s  at  t h e  end o f  1957 were c l a s s i f i e d  as  

s m a l l .  A c cord in g  to  th e  House S e l e c t  Committee on Sm all  

B u s in e s s  r e p o r t ,  Problems o f  Sm al l  B u s i n e s s  F i n a n c i n g ,

95 p e r c e n t  o f  a l l  b u s i n e s s e s  had tw e n ty  or few er  employees.'*'  

The r e p o r t  s u g g e s t s  t h a t  th e  t o t a l ,  number o f  b u s i n e s s e s  

t e n d s  to  f o l l o w  t h e  economy as  a whole  and t h a t :

The t o t a l  b u s i n e s s  and t o t a l  human 
p o p u l a t i o n  move in rem arkable  consonance  
w i t h  each  o t h e r .  In 1 9 57 ,  t h e r e  were  
about 25 b u s i n e s s  f i r m s  f o r  e v e r y  1 , 0 0 0  
p e r s o n s ,  th e  comparable,  f i g u r e  f o r  1928 
was 2 4 . 9 .  Even in  t h e ' d e p t h s  o f  th e  g r e a t  
d e p r e s s i o n ,  t h e  r a t i o  f e l l  o n l y  t o  2 5 . 2 . 2

The t o t a l  number o f  b u s i n e s s  f i r m s  has i n c r e a s e d

over  t h e  y e a r s ,  though t h i s  has n o t  been t r u e  o f  a l l

i n d u s t r i e s .  From 1953 t o  1957 ,  th e  number o f  w h o l e s a l e

f i r m s  remained r e l a t i v e l y  c o n s t a n t  w h i l e  t h e  number o f
g

m a n u fa ctu rers  d e c r e a s e d .  The l a r g e s t  growth has been in  

t h e  a r e a s  o f  r e t a i l  t r a d e ,  c o n s t r u c t i o n ,  and s e r v i c e  

i n d u s t r i e s .

U. S .  C o n g r e s s ,  House S e l e c t  Committee on Small  
B u s i n e s s ,  Problems o f  Sm all  B u s i n e s s  F i n a n c i n g , 8 5 th  C o n g r e s s ,  
2nd. Sess . 'J  1958 ,  p .  S'.

2
I b i d . , p .  7 .

3
-  - I b i d . ,  p . 10.
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A l a r g e  segment o f  t h e  p o p u l a t i o n  in  t h e  United

S t a t e s  i s  d i r e c t l y  a f f e c t e d  by t h e  p r o s p e r i t y  o f  sm a l l

b u s i n e s s .  A p p r o x im a te ly  t h i r t y  m i l l i o n  p e o p le  earn a
4

l i v e l i h o o d  in  such b u s i n e s s  f i r m s .  T h is  amounts to  about  

h a l f  o f  t h e  t o t a l  working f o r c e .

Sm al l  b u s i n e s s  c o n t r i b u t e s  to  t h e  economy by 

k e e p in g  i t  c o m p e t i t i v e .  I t  s t r i v e s  c o n s t a n t l y  to  grow and 

o b t a i n  a l a r g e r  s h a r e  o f  t h e  m arket ,  and i t  th u s  keeps t h e  

a d v a n ta g e s  o f  a c o m p e t i t i v e  market open to  t h e  c u sto m er .

B ig  b u s i n e s s  l i k e w i s e  depends on s m a l l  .b u s in e s s  s i n c e  i t  i s  

im p e r a t i v e  t h a t  s m a l l  b u s i n e s s e s  e x i s t  i f  b i g  b u s i n e s s  i s  

to  remain under p r i v a t e  a u s p i c e s .  I f  th e  l a t t e r  a bsorb s  to o  

many s m a l l  b u s i n e s s e s ,  or o t h e r w is e  c a u s e s  them to  f a i l ,  t h e
g

government w i l l  brea k  up or w i l l ,  n a t i o n a l i z e  t h e  l a r g e  c o n c e r n s .

Sm all  b u s i n e s s  e n t e r p r i s e s  have, b e e n . th e  l e a s t  

a d a p t a b le  to  c e n t r a l i z e d  c o n t r o l  o f  a l l  t h e  economic e le m e n t .

I t  I s  d i f f i c u l t  to  v i s u a l i z e  a v i g o r o u s  m idd le  c l a s s  as  a 

s t r o n g  group o f  Independent  v o t e r s  w i t h o u t  th e  s m a l l  b u s i n e s s  

e l e m e n t .  In s e r v i n g  i t s  own i n t e r e s t s ,  i t  a c t s  as a s o c i a l

and p o l i t i c a l  s t a b i l i z e r ,  i t s  v e r y  numbers s e r v i n g  as  a s a f e -
7guard a g a i n s t  c o n c e n t r a t i o n  o f  power in  any one group.

4I b i d . ,  p .  10
5
A .D .H . Kaplan,  Sm all  B u s i n e s s ;  I t s  P la c e  and 

Problems (New York; McGraw-Hill  Book Company, I n c . ,  1948) ,  p . 6 .
6

I b i d . ,  p .  4 .
7

I b i d . , p .  3 .
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These  c o n s i d e r a t i o n s  i n d i c a t e  t h a t  i t  i s  in  t h e  

p u b l i c  i n t e r e s t  t o  l o o k  a t  p r e s e n t  economic and l e g a l  p o l i c y  

and p r a c t i c e  a f f e c t i n g  s m a l l  b u s i n e s s  t o  a s s u r e  t h a t  a l l  

e n t r a n t s  have a r e a s o n a b l e  chance  o f  s u c c e s s .  The s m a l l  

b u s i n e s s  owner s h o u ld  be .warned o f  a l l  t h e  p i t f a l l s  and th e  

n e c e s s a r y  f i n a n c i a l  and p e r s o n a l  r e s o u r c e s ,  but  no Bwet  

b l a n k e t ” sh o u ld  be  thrown on h i s  a m b i t i o n s .  Sm al l  b u s i n e s s  

p r o v i d e s  t h e  h i r e d  man w i t h  an o p p o r tu n i ty ,  to  become h i s  own 

b o s s .

Many i n d i v i d u a l s  t i r e  o f  working f o r  someone e l s e  

and lo n g  t o  e n t e r  b u s i n e s s  f o r  t h e m s e l v e s .  Small  b u s i n e s s  

a f f o r d s  them t h i s  o p p o r t u n i t y .  Many o f  them have  l i m i t e d  

f i n a n c i a l  r e s o u r c e s  and th u s  must e n t e r  b u s i n e s s  on a sm a l l  

s c a l e .  I f  I t  were n o t  f o r  s m a l l  b u s i n e s s ,  t h e s e  men would  

be r e l e g a t e d  t o  w orking  l i f e t i m e s  f o r  someone e l s e .  Sm all  

b u s i n e s s  p r o v i d e s  t h e  h i r e d  man w i t h  t h e  o p p o r t u n i t y  to  e n te r  

b u s i n e s s  and to  d e ter m in e  i f  h e . h a s  t h e  a b i l i t y  t o  become a 

manager. This  i s  im p o rta n t  in  our f r e e  e n t e r p r i s e  s y s t e m .

From t h e  f o r e g o i n g  a n a l y s i s  I t  i s  e v i d e n t  t h a t  

s m a l l  b u s i n e s s  i s  im portant  in  t h e  economy. I t  may be  assumed 

t h a t  what i s  good f o r  s m a l l  b u s i n e s s  i s  good f o r  t h e  economy.

W il l ia m  F r a n c i s ,  P a s t  P r e s i d e n t  o f  N a t i o n a l  A s s o c i a 

t i o n  o f  Sm al l  B u s i n e s s  I n v e s tm e n t  Companies,  g i v e s  some 

i n d i c a t i o n  o f  t h e  im portant  c o n t r i b u t i o n s  made to  t h e  economy 

by th e  s m a l l  b u s in e s s m a n .  The f o l l o w i n g  i s  a p o r t i o n  o f  h i s  

remarks t o  t h e  S o u th w es ter n  Region  in  Houston on August  10 ,  1964:
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Let me s e r i o u s l y  a s k  a s t r a n g e  q u e s t i o n s  
as a v i t a l ,  s t r o n g ,  b a s i c  e lem en t  in  our  
economic and s o c i a l  s t r u c t u r e ,  i s  s m a l l  
b u s i n e s s  h e r e  t o  s t a y ?  Most o f  us would  
u n h e s i t a t i n g l y  a f f i r m  t h i s  p r o p o s i t i o n .
B e fo r e  a n s w er in g  t o o  q u i c k l y  i t  may be  
w orth  c o n s i d e r i n g  some l i t t l e - r e c o g n i z e d  
t r e n d s  in  s m a l l  b u s i n e s s .

To c i t e  m e r e ly  one s t a t i s t i c :  in
terms o f  a f f l u e n c e .  The 1950 F e d e r a l  
c e n su s  d i s c l o s e s  t h a t  s m a l l  b u s i n e s s  
owners -  e x c l u d in g  farm ers  -  were 23$  
o f  t h e  to p  5$  income e a r n in g  g r o u p s . .
By 1960 -  in  o n l y  10 y e a r s  -  s m a l l  
b u s i n e s s  owners c o n s t i t u t e d  13$  o f  t h i s  
group .  What a d e t e r i o r a t i o n  in  p r o f i t 
a b i l i t y ’, Would t h i s  n o t  c a l l  f o r  your  
d r a s t i c  a c t i o n  i f  i t  o c c u r r e d  in  one o f  
your  p o r t f o l i o  companies?

In r e c e n t  y e a r s  s m a l l  b u s i n e s s  has  
se r v e d  as  a f r o n t i e r .  I t  p r o v i d e s  oppor
t u n i t y  f o r  t h e  f r u s t r a t e d  and th e  v i s i o n a r y  
to  move out  on t h e i r  own. I t  p r o v i d e s  
o p p o r t u n i t y  f o r  th e  e n e r g e t i c  and c r e a t i v e  
to  b u i l d  from t h e i r  own d e s i g n .  I t  a f f o r d s  
ev eryone  in  t h i s  c o u n t r y — f o r  t h e  t a k i n g —  
th e  chance  to  improve h i s  p o s i t i o n  th ro u gh  
hard work and d i l i g e n c e .

Thus, we c l e a r l y  s e e  s m a l l  b u s i n e s s  as  
a f r o n t i e r  f u r t h e r i n g  freedom , n u r t u r i n g  
economic c r e a t i v e n e s s  and p r o d u c t i v i t y ,  and 
most im p o r t a n t — a i d i n g  t h e  developm ent  o f  
our n a t i o n a l  c h a r a c t e r .

J u s t  a s  t h a t  w e s te r n  f r o n t i e r  was 
c l o s e d ,  c o n s i d e r  t h e  c r u c i a l  q u e s t i o n  h e r e  
and now; i s  t h e  s m a l l  b u s i n e s s  f r o n t i e r  
c l o s i n g ,  a l s o ?  U n dou b ted ly ,  t h a t  i s  t h e  
d i r e c t i o n  o f  our movement.

■From F r a n c i s ’ remarks i t  i s  e v i d e n t  t h a t  s m a l l  b u s i n e s s  did

and s t i l l  does make a c o n t r i b u t i o n  t o  th e  economy.

8"The P r e s i d e n t ’ s M essa ge ,"  NASBIC News, V o l .  6,  
No. 8 ,  A u g u s t ,  1 964 ,  p .  2 .
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I t s  Importance i s  a l s o  e v id e n c e d  by t h e  F e d e r a l  

Government’ s concern fo r  I t .  I t  formed t h e  Sm all  B u s i n e s s  

A d m in i s t r a t i o n  and Sm all  B u s i n e s s  Committee in  b o th  Houses  

o f  C o n g r e ss .  These  Committees are  s e t  up t o  a i d  s m a l l  

b u s i n e s s ' w i t h  i t s  problems and t o  o f f e r  i t  a s s i s t a n c e .  The 

U. S .  Department o f  A g r i c u l t u r e  a l s o  has  numerous f a c i l i t i e s  

t o  a id  f a r m e r s ,  many o f  whom a r e  s m a l l  o p e r a t o r s .

The Sm all  B u s i n e s s  A d m i n i s t r a t i o n  p r o v id e s  manage

ment a s s i s t a n c e  as  w e l l  as  f u n d s .  Such a s s i s t a n c e  comes 

th r o u g h  c o u n s e l i n g ,  a d m i n i s t r a t i v e  management c o u r s e s ,  

c o n f e r e n c e s ,  r e s e a r c h  on sm a l l  b u s i n e s s  management, and 

p u b l i c a t i o n s .  These a i d s  a r e  d e s ig n e d  s p e c i f i c a l l y  f o r  

s m a l l  bu s in essm en  and a r e  r e a d i l y  a v a i l a b l e .  A s s i s t a n c e  i s  

g iv e n  in  a number o f  fo rm s— i n d i v i d u a l  c o u n s e l i n g  and a d v i c e  

as  w e l l  as  o n e -d a y  c o n f e r e n c e s  c o v e r in g  some phase  o f  sm a l l  

b u s i n e s s  management. R esea rch  I s  undertaken  w i t h  i t s  main 

o b j e c t i v e  t h a t  o f  p r o v i d i n g  s m a l l  b u s in essm en  w i t h  in f o r m a t io n  

to  a id  them in  managing, f i n a n c i n g ,  and o p e r a t i n g  s m a l l  e n t e r 

p r i s e s .  C ongress  has made i t  c l e a r  t h a t  t h e  pr im ary area  In 

which  In fo rm a t io n  I s  to  be  d e v e lo p e d  i s  t h a t  o f  management.

The primary o b j e c t i v e  o f  o f f i c i a l  p u b l i c a t i o n s  i s  t o  in form  

s m a l l  bu s in essm en  about e f f e c t i v e  methods o f  management.

S u r v i v a l  problems o f  s m a l l  b u s i n e s s

Sm all  b u s i n e s s  o f t e n  n e e d s  f i n a n c i a l  and management 

a s s i s t a n c e  i f  i t  I s  t o  s u r v i v e .  The in v e s t m e n t  companies
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a r e  s e t  up by law to  p r o v id e  both  t y p e s  o f  a s s i s t a n c e .  This  

s t u d y  i s  co n cern ed  p r i m a r i l y  w i t h  p r o v i d i n g  management 

a s s i s t a n c e .  S u r v i v a l  problems a r e  more o f t e n  co n cerned  w i th  

management d e f i c i e n c i e s .

A l l  s m a l l  b u s i n e s s e s  have  p ro b le m s .  Many a r i s e  

from t h e  l a c k  o f  t h e  f o l l o w i n g  q u a l i t i e s  on t h e  p a r t  o f  t h e  

s m a l l  businessm an? (1 )  t h e  s e n s e  o f  h u m i l i t y  •— r e a l i z a t i o n  

t h a t  n o t  a l l  p e o p l e  a r e  q u a l i f i e d  to  run a company; ( 2 )  th e  

s e n s e  o f  v a l u e s  - -  r e a l i z a t i o n  t h a t  he must n o t  o v e r e s t i m a t e  

t h e  v a l u e  o f  t h e  produ ct  or s e r v i c e  produced;  (3 )  t h e  s e n s e  

o f  urgency  — r e a l i z a t i o n  t h a t  he must n o t  put o f f  problems  

u n t i l  i t  i s  to o  l a t e  to  do a n y t h in g  about  them; ( 4 )  t h e  

s e n s e  o f  d i r e c t i o n  - -  r e a l i z a t i o n  t h a t  he  does n o t  know what 

t h e  company i s  go in g  t o  do i n  t h e  f u t u r e  or  where i t  i s  

g o in g ;  (5 )  t h e  s e n s e  o f  o r g a n i z a t i o n  — r e a l i z a t i o n  t h a t  

t h e  company has a need  f o r  more than a one-man o r g a n i z a t i o n  —  

( 6 )  t h e  s e n s e  o f  p la n n in g  — r e a l i z a t i o n  t h a t  he must c o n s i d e r  

l o n g - r a n g e  p l a n s ,  b u d g e ts  and f o r e c a s t s .  I f  t h e  s m a l l  

bu sin essm an  had a d e q u a te  judgment in  a l l  o f  t h e s e  a r e a s ,  

many o f  h i s  problems would be a l l e v i a t e d .  He n e e d s  manage

ment h e l p ,  and in v e s t m e n t  companies can a i d  him in  a l l  t h e  

ways m en t ioned  a b o v e .

9
J oseph  I / I f .  P o w e l l ,  "Don't  Go Sh ort  on th e  Future  

o f  SBICs,"  The  Com m ercia l  and F in a n c i a l  C h r o n i c l e .  V o l .  1 96 ,  
No. 6224 (December 1 7 ,  1 9 6 2 ) ,  p .  1VT
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How t o  b r in g  e s s e n t i a l  management g u id a n c e  to  

s m a l l  b u s in essm en  on terms t h a t  t h e y  can a f f o r d  and through  

media to  whioh t h e y  w i l l  respond i s  a problem . There i s  

need f o r  an o v e r a l l  management c o u n s e l o r  who can ,  t o  some 

e x t e n t ,  p r o v id e  a d v i c e  about p r o d u c t i o n ,  d i s t r i b u t i o n ,  and 

f i n a n c e .  This  c o u n s e l o r  need n o t  be c o m p l e t e l y  com petent  

in  a l l  f i e l d s ,  but  he  can g i v e  g e n e r a l  gu id an ce  in  such  

m a tte r s  a s  market r e s e a r c h ,  f i n a n c i a l  a n a l y s i s ,  in v e n t o r y  

c o n t r o l ,  q u a l i t y  c o n t r o l ,  c o s t  c o n t r o l ,  r e c o rd  c o n t r o l ,  " 

p r o d u c t io n  c o n t r o l ,  and t e c h n o l o g i c a l  p r o g r e s s .  Many 

s o u r c e s  o f  h e l p ,  su ch  as s t a t e  u n i v e r s i t i e s ,  govern m ents ,  

ban k s ,  t r a d e  a s s o c i a t i o n s ,  and s u p p l i e r s ,  are  a v a i l a b l e  t o  

s m a l l  b u s in e s s m e n .  The problem i s  n o t  t h e  a v a i l a b i l i t y  o f  

such a d v i c e  but  in  in d u c in g  s m a l l  b u s in essm en  t o  s e e k  and 

u s e  i t .

F in a n c e  i s  but one o f  th e  problems o f  s m a l l  

b u s i n e s s .  O thers  i n v o l v e  p r o d u c t i o n ,  management, and 

m a r k e t in g .  F in a n c e ,  how ever,  g e n e r a l l y  a t t r a c t s  t h e  most 

a t t e n t i o n  s i n c e  problems in  any o f  t h e  o th e r  a r e a s  u s u a l l y  

c a u se  f i n a n c i a l  d i f f i c u l t i e s .  As a r e s u l t  t h e  company 

becomes f i n a n c i a l l y  em barrassed ,  and p e o p l e  f e e l  t h a t  th e  

problem i s  f i n a n c i a l .  A l th o u g h  money has become a problem  

a t  t h i s  s t a g e ,  i t  i s  r e a l l y  t h e  r e s u l t  o f  some o t h e r  w e a k n ess .  

The l a c k  o f  s k i l l  in running  a b u s i n e s s  i s  t h e  major f a c t o r



11

in  f a i l u r e  and d i f f i c u l t y ,  and o n l y  r a r e l y  i s  t h e  l a c k  o f  

c a p i t a l  a c a u s e .

Sm all  b u s in essm en  do n o t  have t h e  a d v a n ta g e  o f  

s t a f f  s p e c i a l i s t s  t o  a id  them in  t h e i r  work. This  p r e v e n t s  

t h e i r  s p e c i a l i z i n g  in  t h e  area  t h a t  t h e y  t h e m s e lv e s  perform  

b e s t  or even from working in  t h e i r  own s p e c i a l t y .  They a r e  

f o r c e d  to  do many t h i n g s  f o r  t h e i r  b u s i n e s s  t h a t  o t h e r  

p e o p l e  are  f a r  b e t t e r  q u a l i f i e d  t o  do. The i n d i v i d u a l  may 

be an e x c e l l e n t  s a le s m a n ,  but  when he runs a b u s i n e s s ,  he 

must concern  h i m s e l f  w i t h  p r o d u c t io n  and f i n a n c e  as  w e l l .

The Sm all  B u s i n e s s  A d m in i s t r a t i o n  r e p o r t s  t h a t  

sm a l l  bu s in essm en  f a i l  to  r e a l i z e  t h a t  what t h e y  d o n ' t  know 

can h u rt  them. They appear  to  s u f f e r  a c o n s i s t e n t  l a c k  o f  

b a s i c  t r a i n i n g .  In one o f  i t s  s t u d i e s ,  th e  A d m in i s t r a t i o n  

found t h a t  39 p e r c e n t  o f  t h e  m anagers ,  35 p e r c e n t  o f  the  

f u l l - t i m e  b o o k k e e p e r s ,  and 60 p e r c e n t  o f  th e  p a r t - t i m e  

b o ok keep ers  in  s m a l l  b u s i n e s s e s  had n e v e r  ta k en  a c o u r se  in  

a c c o u n t i n g  or f i n a n c e . " ^  T hese  f i n d i n g s  p o i n t  up a s e r i o u s  

d e f i c i e n c y .  Many s m a l l  b u s in essm en  do n o t  u se  th e  data th e y  

t h e m s e lv e s  g e n e r a t e .  As lo n g  a s  r e v e n u e s  e x c e e d  e x p e n se s  

t h e y  do n o t  s e e  t h e  need  f o r  r a t i o  a n a l y s i s .  They do n o t  

r e a l i z e  t h e  s i g n i f i c a n c e  o f  r e t u r n  on i n v e s t m e n t ,  i n v e n t o r y

A.D.H. Kaplan, See pages  2 7 -3 0  o f  t h i s  s t u d y .

^ " S m a l l  B u s i n e s s  Pays P e n a l t y  o f  I g n o r a n c e , ” 
B u s i n e s s  Week, No. 1661 (August 5 ,  1 9 6 1 ) ,  p .  1 07 .
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t u r n o v e r ,  and t r e n d s  in  expense  r a t i o s .  T h is  in  turn  damages 

t h e i r  com panies '  r e l a t i o n s h i p s  w i th  banks and o t h e r  f i n a n c i a l  

i n s t i t u t i o n s .  The l a t t e r  become r e l u c t a n t  to  l en d  to  

u n s o p h i s t i c a t e d  managers b e c a u se  t h e  r i s k  i n v o l v e d  i s  too  

g r e a t .  By p r o v i d i n g  a s s i s t a n c e  in  f i n a n c i a l  a n a l y s i s ,  

in v e s tm e n t  companies c o u ld  h e l p  s m a l l  b u s in e s s m e n .

Prob lem s,  f o r  example,  o r d i n a r i l y  a r i s e  when a

sa lesm an a t t e m p t s  t o  s t a r t  a p r o d u c t io n  o p e r a t i o n .  In t h i s

s i t u a t i o n  t h e  i n d i v i d u a l  may know v e r y  l i t t l e  about p r o d u c t io n

or f i n a n c e .  He f a l l s  s h o r t  in  such a r e a s  as p r o d u c t io n

s c h e d u l i n g ,  p l a n t  l a y o u t ,  motion s t u d y ,  and q u a l i t y  c o n t r o l .

He f e e l s  t h a t  so lo n g  as  he  can s e l l  t h e  i t e m ,  e v e r y t h i n g

e l s e  w i l l  be a l l  r i g h t .  O ften  he has l i t t l e  t r o u b l e  s e l l i n g

th e  p r o d u c t ,  but problems a r i s e  when p r o d u c t io n  f a i l s  to

su p p o rt  s a l e s .  The company may b e g in  t o  expand w i th o u t

concern  f o r  e f f i c i e n c y  o f  o p e r a t i o n s ,  f o r  c o s t s  o f  p r o d u c t i o n ,

or  f o r  o v e r h e a d .  O v e r -e x p a n s io n  p u ts  more companies i n t o
12b an krup tcy  than u n d e r - e x p a n s i o n .

Sm all  b u s in essm en  have  t h e  problem o f  o b t a i n i n g  

com petent  o u t s i d e  a d v i c e .  A d v i s e r s  a r e  needed  in  s e v e r a l  

a r e a s .  An a t t o r n e y  who can be c o n s u l t e d  f o r  l e g a l  a d v i c e  

b e f o r e  commitments a r e  made i s  a n e c e s s i t y .  An a c c o u n ta n t  

i s  a l s o  needed t o  a n a l y z e  t h e  company’ s f i n a n c i a l  p o s i t i o n ,

12L. C h a r le s  B u r l a g e ,  The Sm all  B u s i n e s s  Man and 
H is  Problems (New York, The V in t a g e  P r e s s ,  1 9 5 8 ) ,  p .  50.
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t o  p repare  p r o f i t  and l o s s  s t a t e m e n t s  as w e l l  as  t a x  r e t u r n s ,

and to  compute breakeven  c h a r t s  and r a t i o s  w i t h  t r e n d s  f o r

management. He sh o u ld  n o t  m er e ly  p repare  t h e s e  i t em s  but

sh o u ld  p o i n t  out t h e  meaning and t h e  im portant  a s p e c t s  o f

f i g u r e s .  The banker sh ou ld  be  v e r y  c l o s e  to  t h e  s m a l l

bu s in essm an  b e c a u se  he  can a d v i s e  on lo a n  l i m i t s  and pending

o b l i g a t i o n s  o f  t h e  company. The l a t t e r  sh ou ld  d e a l  h o n e s t l y

and f r a n k l y  w i t h  t h e  banker and accommodate him in  e v e r y  way

p o s s i b l e .  The s m a l l  bu s in essm an  a l s o  n e e d s  an o u t s i d e  person
13whose a d v i c e  can be t r u s t e d .  The in v e s tm e n t  company may

be a b le  to  f i l l  t h i s  l a t t e r  r eq u irem en t  s a t i s f a c t o r i l y .

To be a competent  manager o f  a s m a l l  b u s i n e s s ,  an

i n d i v i d u a l  must have  knowledge and s k i l l  in  a number o f  a r e a s .

He must be a b l e  t o  judge th e  p e o p l e  whom he  h i r e s .  He must

be  a good c r e d i t  a n a l y s t .  He must be a b l e  to  make d e c i s i o n s

c o n c e r n in g  t h e  o p e r a t i o n s  o f  t h e  b u s i n e s s  s i n c e  t h e s e  d i r e c t l y

a f f e c t  h i s  p r o f i t  and l o s s  p o s i t i o n .  He must be w e l l  read in

h i s  f i e l d  and a t t e n d  m e e t in g s  o f  h i s  t r a d e  a s s o c i a t i o n  to

keep h i m s e l f  informed o f  t h e  l a t e s t  d eve lop m en ts  in  h i s  a r e a .

T h is  l a t t e r  a c t i v i t y  w i l l  a l l o w  him to  b e n e f i t  from th e

e x p e r i e n c e s  o f  o t h e r s  and t o  l e a r n  what h i s  c o m p e t i t i o n  i s  
14

d o in g .

^ I b l d . ,  p .  2 5 .  

14I b i d . ,  p .  1 6 .
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Prom t h e  f o r e g o i n g  i t  i s  o b v io u s  t h a t  t h e  s m a l l  

businessm an must co v er  many a r e a s „ D e f i c i e n c i e s  in  any  

one area  can c r e a t e  s u r v i v a l  problems f o r  th e  company. Help  

in  s o l v i n g  t h e s e  prob lem s,  however,  i s  a v a i l a b l e .  I t  i s  t h e  

major p rem ise  o f  t h i s  s t u d y  t h a t  t h e  in v e s t m e n t  companies  

can p r o v id e  h e l p ,  and, i f  t h e y  a re  a c c e p t e d  as  p a r t n e r s ,  can 

be o f  g r e a t  a s s i s t a n c e .

How t h i s  s tu d y  can h e lp  s u r v i v a l

I t  has been p o i n t e d  out  t h a t  s m a l l  b u s i n e s s  n e e d s  

management a s s i s t a n c e .  Under The Act  th e  in v e s tm e n t  

companies are  a l lo w e d  t o  p r o v id e  i t .  The p r e s e n t  s t u d y  w i l l  

examine t h e  t y p e s  o f  a s s i s t a n c e  b e in g  o f f e r e d  by in v e s tm e n t  

companies and b e in g  used by s m a l l  b u s i n e s s e s .  Th is  i n v e s t i 

g a t i o n  aims t o  show I f  t h e  needed s e r v i c e s  a re  a v a i l a b l e .

I f  t h e y  are  n o t ,  th e  s tu d y  w i l l  p o i n t  out  t h e  need f o r  t h e s e  

s e r v i c e s  by s m a l l  b u s i n e s s .

I n d i c a t i n g  t h e  need f o r  s p e c i f i c  s e r v i c e s  to  s m a l l  

b u s i n e s s  s u g g e s t s  what s t e p s  can be taken  t o  e n su re  t h e y  a r e  

p r o v id e d .  Such s t e p s  can be taken  by  t h e  in v e s t m e n t  companies  

t h e m s e lv e s  or by t h e  Sm all  B u s i n e s s  A d m i n i s t r a t i o n .  E n su r in g  

t h a t  t h e s e  s e r v i c e s  a re  a v a i l a b l e  f o r  s m a l l  b u s in essm en  i s  a 

s t e p  in  t h e  p r o c e s s  o f  a i d i n g  s u r v i v a l .  I f  t h e  s e r v i c e s  are  

u t i l i z e d ,  t h e y  can h e l p  s m a l l  bu s in essm en  s o l v e  management 

problems and th u s  reduce  t h e  number o f  f a i l u r e s .
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Method o f  R esea rch

Secondary  r e s e a r c h

A su r v e y  o f  p e r t i n e n t  l i t e r a t u r e  was undertaken  

t o  o b t a in  in f o r m a t io n  r e l e v a n t  to  in v e s tm e n t  c o m p a n ie s .

The m a t e r i a l  i n c lu d e d  in f o r m a t io n  p e r t a i n i n g  t o  t h e i r  

im portance  and to  t h e i r  fo r m a t io n  as  w e l l  as  t e s t i m o n y  

from C o n g r e s s io n a l  H e a r in g s .

The same r e s e a r c h  a l s o  p r o v id e d  in f o r m a t io n  used  

t o  d e v e lo p  a p h i l o s o p h y  o f  t h e  s e r v i c e s  which t h e  in v e s tm e n t  

companies shou ld  r e n d e r .  Books and a r t i c l e s  w h ich  t r e a t  t h e  

kind o f  management a s s i s t a n c e  which  o u t s i d e  a d v i s e r s  can 

ren der  to  s m a l l  b u s i n e s s e s  were l o c a t e d .  Two s t u d i e s  which  

c o n ta in  in f o r m a t io n  croncerning s e r v i c e s  o f f e r e d  to  s m a l l  

b u s i n e s s e s  by in v e s tm e n t  companies were a l s o  fo u n d .  T’rom 

t h i s  l i t e r a t u r e  a l i s t  o f  s e r v i c e s  a l r e a d y  a v a i l a b l e  to  s m a l l  

b u s i n e s s e s  by in v e s tm e n t  companies and o t h e r s  was d e v e lo p e d .

This  r e s e a r c h  a l s o  d e v e lo p ed  i n s i g h t  on how t h e s e  

v a r io u s  s e r v i c e s  can b e n e f i t  s m a l l  b u s in essm en  and p e r m i t t e d  

a n a l y s i s  o f  t h e i r  v a l u e  and t h e i r  n e c e s s i t y .

R eports  o f  C o n g r e s s i o n a l  H ear in gs  p e r t a i n i n g  t o  

t h e  p a s sa g e  o f  The Act  were r e a d .  T h is  was done t o  o b t a i n  

i n s i g h t  i n t o  t h e  need f o r  a so u r c e  o f  l o n g - t e r m  l o a n s ,  

e q u i t y  c a p i t a l  and management s e r v i c e s  by s m a l l  b u s i n e s s e s .  

The primary purpose  was to  f i n d  i f  Congress  r e c o g n i z e d  t h e  

need f o r  management a s s i s t a n c e  by s m a l l  b u s i n e s s  and how 

th e  in v e s tm e n t  companies cou ld  p r o v id e  i t .
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Primary r e s e a r c h

Two q u e s t i o n n a i r e s  were prepared  t o  de term in e  what 

s e r v i c e s  a r e  a v a i l a b l e  from in v e s tm e n t  companies  f o r  s m a l l  

b u s i n e s s .  The f i r s t  q u e s t i o n n a i r e ,  i n c lu d e d  in  Appendix A,  

was s e n t  t o  t h e  in v e s tm e n t  companies and r e q u e s t e d  i n f o r 

mation r e l a t i v e  t o  th e  t y p e s  o f  f i n a n c i n g  and t h e  s e r v i c e s  

which t h e  in v e s tm e n t  companies p r o v i d e .  The q u e s t i o n n a i r e  

o b t a in e d  in f o r m a t i o n  c o n c e r n in g  s e r v i c e s  o f f e r e d  in  s i x  

major a r e a s :  ( 1 )  management a s s i s t a n c e ,  (2 )  o b t a i n i n g

a d d i t i o n a l  f i n a n c i n g ,  (3 )  h e l p i n g  to  l o c a t e  a d d i t i o n a l  

b u s i n e s s ,  (4 )  u n d e r w r i t in g  c o n n e c t i o n s ,  (5 )  o t h e r  s e r v i c e s  

o f f e r e d ,  and (6)  c o n s u l t i n g  s e r v i o e s .  A second  q u e s t i o n 

n a i r e ,  i n c lu d e d  in  Appendix B, was th e n  s e n t  t o  a group o f  

companies which have borrowed from in v e s tm e n t  com p anies .

T h is  i n q u i r y  c o v er ed  t h e  s i x  a r e a s  l i s t e d  above  and a t tem p ted  

t o  d e ter m in e  t h e  e x t e n t  to  w h ich  a v a i l a b l e  s e r v i c e s  a r e  used  

by t h e  s m a l l  b u s i n e s s e s .

D i s c u s s i o n s  w i t h  r e p r e s e n t a t i v e s  o f  18 in v e s t m e n t  

companies  and t h e  E x e c u t i v e  D i r e c t o r  o f  th e  N a t i o n a l  A s s o c i a 

t i o n  o f  Sm all  B u s i n e s s  In v es tm en t  Companies ( r e f e r r e d  to  

h e r e a f t e r  as  The A s s o c i a t i o n )  f o l l o w e d  and c o v e r e d  t h e  same 

a r e a s  as  d id  t h e  q u e s t i o n n a i r e s .  The o b j e c t i v e  was to  

o b t a i n  depth  in f o r m a t io n  beyond t h a t  d e r iv e d  from th e  

q u e s t i o n n a i r e s .  Such in f o r m a t io n  would a l lo w  f u r t h e r  i n t e r 

p r e t a t i o n  o f  c e r t a i n  a n sw e rs .  Case s t u d i e s  were conducted  

in  t h e s e  i n t e r v i e w s  t o  show how in v e s tm e n t  companies have
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p r o v id e d  s e r v i c e s  to  s m a l l  b u s i n e s s e s .  I n t e r v i e w s  i n c l u d e  

v i s i t s  w i t h  in v e s t m e n t  companies in  I l l i n o i s ,  I n d i a n a ,  Ohio 

and t h e  N o r t h e a s t  era U n i t e d  S t a t e s .

L i m i t a t i o n s  

L i m i t a t i o n s  o f  s e co n d a r y  r e s e a r c h

Secondary  r e s e a r c h  c o vered  government p u b l i c a t i o n s ,  

b o o k s ,  p e r i o d i c a l s ,  and s i m i l a r  r e s o u r c e s .  I t  was un der

taken  t o  l o c a t e  any a d d i t i o n a l  m a t e r i a l  p u b l i s h e d  on i n v e s t 

ment companies and on t h e i r  s e r v i c e s .  The major p o r t i o n  o f  

t h e  m a t e r i a l  w h ich  was e v e n t u a l l y  l o c a t e d  c o v e r e d  f i n a n c e  

and did n o t  d e a l  w i t h  t h e  a s p e c t  o f  s e r v i c e .  Some m a t e r i a l  

c o v e r i n g  s e r v i c e s  o f f e r e d  by in v e s tm e n t  companies was 

l o c a t e d .  This  was o f  a g e n e r a l  n a t u r e  and c o n s i d e r e d  

s e r v i c e s  which board members and c o n s u l t a n t s  might r e n d e r .

T h is  r e s e a r c h  was e x t e n s i v e  but  n o t  e x h a u s t i v e  as  

some m a t e r i a l  cou ld  have been o v e r l o o k e d .  S in c e  i t  i s  

p o s s i b l e  t h a t  m a t e r i a l  may have been o v e r l o o k e d ,  i t  i s  

a l s o  p o s s i b l e  t h a t  an im portant  v i e w p o in t  may have  been  

m i s s e d .

Survey l i m i t a t i o n s

The su r v e y  o f  in v e s t m e n t  companies c o n s i s t e d  o f  

t h o s e  which were members o f  The A s s o c i a t i o n  In 1 9 6 4 .  This  

in c lu d e d  325 o f  t h e  723 l i o e n s e d  in v e s tm e n t  companies a t  

t h a t  t i m e .  The s u r v e y  c o v e r e d  a l l  o f  t h e  l a r g e  in v e s t m e n t
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companies  and a l a r g e r  p e r c e n t a g e  o f  t h e  m ed ium -s ized  i n v e s t -
15

ment companies  than o f  t h e  s m a l l  ones  - -  b e c a u se  t h i s  i s  

t h e  makeup o f  t h e  membership o f  The A s s o c i a t i o n .  The r e t u r n s  

showed t h a t  47 p e r c e n t  o f  t h e  l a r g e ,  1 6 .6  p e r c e n t  o f  th e  

medium and 9 07 p e r c e n t  o f  t h e  s m a l l  companies resp o n d ed .

The f a c t  t h a t  o n l y  companies which  are  members o f  

The A s s o c i a t i o n  were i n c lu d e d  may have in tr o d u c e d  some b i a s .  

These  in v e s tm e n t  companies  a re  g e n e r a l l y  t h e  most a c t i v e  and 

p r o g r e s s i v e .  I t  i s  f e l t  t h a t  t h e s e  were t h e  ones which  

sh o u ld  be i n c lu d e d  s i n c e  t h e y  c o u ld  p r o v id e  b e t t e r  i n f o r m a t io n  

on s e r v i c e s  o f f e r e d .

The makeup o f  th e  sample may a l s o  tend to  i n t r o 

duce some b i a s  in  t h e  r e s u l t s .  T h is  i s  b e c a u se  o f  t h e  heavy  

w e ig h in g  o f  l a r g e  in v e s tm e n t  c o m p a n ies .  These f i rm s  can 

a f f o r d  f u l l - t i m e  management, and i t  i s  l i k e l y  t h a t  t h e y  would  

p r o v id e  more s e r v i c e s  than do s m a l l  in v e s tm e n t  com p anies .

Q u e s t i o n n a i r e s  were s e n t  t o  153 s m a l l  b u s i n e s s e s ,  

whose names were s u p p l i e d  by t h e  r e sp o n d in g  in v e s tm e n t  

c o m p an ie s .  Some in v e s tm e n t  companies  s u p p l i e d  s e v e r a l  names 

w h i l e  o t h e r s  p r o v id e d  n o n e .  The r e t u r n s  in c lu d e d  52 s m a l l  

b u s i n e s s e s  w h ich  had borrowed from l a r g e  in v e s tm e n t  co m p a nies ,  

36 from medium o n e s ,  and 11 from s m a l l  o n e s .  This  t e n d s ,  o f  

c o u r s e ,  t o  w e ig h  t h e  r e t u r n s  in  f a v o r  o f  t h e  companies which  

borrowed from l a r g e  in v e s tm e n t  com p anie s .

15TPr a d i s c u s s i o n  o f  s i z e  d e t e r m i n a t i o n  s e e  page 4 6 .
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The method o f  o b t a i n i n g  names o f  s m a l l  b u s i n e s s e s  

t o  su rv ey  may a l s o  have In tro d u c ed  some b i a s  I n t o  t h e  r e s u l t s .  

The in v e s tm e n t  companies were ask ed  t o  s u p p ly  names o f  p o r t 

f o l i o  companies t h e y  would be w i l l i n g  to  have s u r v e y e d .

These  companies had borrowed funds from t h e  in v e s tm e n t  

co m p a n ies .  T h is  was t h e  o n l y  method p o s s i b l e  t o  o b t a i n  names 

o f  p o r t f o l i o  companies s i n c e  t h e  Sm all  B u s i n e s s  A d m i n i s t r a t i o n  

w i l l  n o t  p r o v id e  t h i s  i n f o r m a t i o n .  But i t  c o u ld  have r e s u l t e d  

in  a l i s t  o f  companies w h ich  are  happy w i t h  t h e i r  in v e s tm e n t  

companies'  r e l a t i o n s h i p s .  Such ,  however,  was not  th e  c a s e ,  

f o r  s e v e r a l  companies v o i c e d  b i t t e r n e s s .  The heav y  w e ig h in g ,  

o f  companies borrow ing  from l a r g e  in v e s t m e n t  companies  c o u ld  

a l s o  p o s s i b l y  b i a s  th e  r e s u l t s .  There i s  no r e a so n  t o  b e l i e v e ,  

however,  t h a t  e i t h e r  o f  t h e s e  f a c t o r s  a c t u a l l y  does  c r e a t e  

b i a s ,  b e c a u s e  in  most c a s e s  t h e r e  i s  no s i g n i f i c a n t  d i f f e r e n c e  

between  th e  answers  g i v e n  by t h e  v a r i o u s  p o r t f o l i o  com p anies .

D e f i n i t i o n  o f  Terms 

This  s e c t i o n  g i v e s  d e f i n i t i o n s  which  in  some c a s e s  

p r o v id e  m er e ly  t h e  e s s e n t i a l s  o f  t h e  f u l l  d e f i n i t i o n  s t a t e d  

in  Appendix C.

Sm all  b u s i n e s s  concern  f o r  t h e  purpose  o f  f i n a n o i a l  

and o t h e r  a s s i s t a n c e ; one w h ic h  i s  n o t  dominant i n  i t s  

f i e l d ,  employs l e s s  than 250 em ployees  i f  engaged in  manu
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f a c t u r i n g ,  and has s a l e s  o f  l e s s  than $ 5 , 0 0 0 , 0 0 0  I f  i t  i s  

a w h o l e s a l e  e s t a b l i s h m e n t ,  or  s a l e s  o f  l e s s  than $ 2 , 0 0 0 , 0 0 0  

i f  i t  i s  engaged p r i m a r i l y  in  r e t a i l  o p e r a t i o n s .

Sm all  b u s i n e s s  f i r m  f o r  t h e  purpose  o f  r e c e i v i n g  

a s s i s t a n c e  from an In v es tm en t  company: in  order  t o  r e c e i v e

a s s i s t a n c e ,  t h e  b u s i n e s s  concern  must q u a l i f y  under th e  

p r e c e d in g  paragraphs or n o t  have a s s e t s  in  e x c e s s  o f  

$ 5 , 0 0 0 , 0 0 0 ,  n e t  worth  in  e x c e s s  o f  $ 2 , 5 0 0 , 0 0 0 ,  or a v e ra g e  

n e t  income a f t e r  t a x e s  f o r  t h e  p a s t  two y e a r s  in  e x c e s s  o f  

$ 2 5 0 , 0 0 0 .

Sm all  b u s i n e s s  in v e s tm e n t  company: a c o r p o r a t i o n

d u ly  o r g a n iz e d  and l i c e n s e d  t o  o p e r a t e  under The Act  o f  1 95 8 .

L i c e n s e e  r a c o r p o r a t i o n  c h a r t e r e d  by t h e  Sm all  

B u s i n e s s  A d m in i s t r a t i o n  t o  conduct  t h e  b u s i n e s s  d e s i g n a t e d  

f o r  an in v e s tm e n t  company w i t h i n  i t s  o p e r a t i n g  t e r r i t o r y .

O p e ra t in g  t e r r i t o r y ? th e  area in  which in v e s tm e n t  

companies  are  a u t h o r i z e d  to  c a r r y  on t h e i r  o p e r a t i o n s  o f  

p r o v i d i n g  e q u i t y  c a p i t a l ,  l o n g - t e r m  f i n a n c i n g ,  and c o n s u l t i n g  

and a d v i s o r y  s e r v i c e s  t o  s m a l l  b u s i n e s s .

Types o f  In ves tm en t  company l o a n s : an in v e s tm e n t

company i s  a u t h o r i z e d  t o  p r o v id e  funds to  s m a l l  b u s i n e s s e s  

under S e c t i o n s  304 and 305 o f  The A c t .  S e c t i o n  304 l o a n s  

p r o v id e  e q u i t y  c a p i t a l  t o  t h e  s m a l l  b u s i n e s s  through  th e  

pu rchase  o f  d e b en tu re  bonds which  s h a l l  be c a l l a b l e  and 

c o n v e r t i b l e  i n t o  s t o c k  o f  t h e  s m a l l  b u s i n e s s .  S e c t i o n  305
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lo a n s  p r o v id e  lo n g - t e r m  l o a n s  which a r e  n o t  c o n v e r t i b l e .

O r g a n iz a t io n  o f  T h e s i s

Chapter I I  d i s c u s s e s  b r i e f l y  t h e  C o n g r e s s io n a l  

i n v e s t i g a t i o n s  l e a d i n g  up t o  p a s s a g e  o f  The A c t .  A 

d i s c u s s i o n  o f  r e a so n s  f o r  f a i l u r e s  o f  s m a l l  b u s i n e s s e s  

f o l l o w s .  The s e c t i o n s  o f  The Act  which  p e r t a i n  t o  t h i s  

s t u d y  are  then covered  and a r e  f o l l o w e d  by a s e c t i o n  r e v i e w in g  

r e s e a r c h  su bseq uent  t o  The A c t .

Chapter I I I  r e p o r t s  t h e  r e s u l t s  o f  t h e  s u r v e y s .  I t  

I n c lu d e s  a d i s c u s s i o n  o f  t h e  makeup o f  t h e  q u e s t i o n n a i r e .

A d i s c u s s i o n  o f  th e  s e r v i c e s  p r o v id e d  by t h e  in v e s t m e n t  

companies and o f  how t h e s e  s e r v i c e s  can b e n e f i t  s m a l l  

b u s i n e s s e s  f o l l o w s .  T h is  c h a p t e r  then  examines th e  r e s u l t s  

o f  th e  s u r v e y s  and p o i n t s  out  t h e . s e r v i c e s  .o f f e r e d  and t h e i r  

u s e .

The i n t e r v i e w s  are  c o v e r e d  in Chapter IV. They 

b r in g  out a d d i t i o n a l  in f o r m a t io n  on t h e  s e r v i c e s  o f f e r e d  and 

s u g g e s t  what a d d i t i o n a l  s e r v i c e s  a r e  n e e d e d .  They a l s o  

p r e s e n t  c a s e s  to  i l l u s t r a t e  how management a s s i s t a n c e  

r en dered  by an in v e s tm e n t  company has b e n e f i t e d  a p o r t f o l i o  

company.

Chapter V p r e s e n t s  t h e  f i n d i n g s  and th e  c o n c l u s i o n s  

o f  th e  s t u d y .  Recommendations t h a t  i n d i c a t e  what a c t i o n  

n e e d s  to  be taken  f o r  t h e  in v e s t m e n t  companies  to  b e t t e r  

s e r v e  s m a l l  b u s i n e s s  c o m p le te  t h e  s t u d y .



CHAPTER I I  

PREVIOUS RESEARCH ON SMALL BUSINESS

T h is  c h a p t e r  w i l l  r ev iew  1) t h e  C o n g r e s s io n a l  

i n v e s t i g a t i o n  and o t h e r  i n v e s t i g a t i o n s  t h a t  l e d  t o  t h e  

enactm ent  o f  The A c t ,  2 )  The Act  i t s e l f ,  and 3 )  su b seq u e n t  

r e s e a r c h .  The C o n g r e s s i o n a l  i n v e s t i g a t i o n s  r e v e a l e d  

p r i m a r i l y  t h e  need  f o r  e q u i t y  f i n a n c i n g  and l o n g - t e r m  c r e d i t  

f o r  s m a l l  b u s i n e s s .  They p o i n t e d  out  t h e  l a c k  o f  su ch  

f i n a n c i n g  and t h e  need f o r  an i n s t i t u t i o n  to  p r o v id e  i t  on 

an e q u i t y  b a s i s .  I f  i t  were p r o v id e d ,  t h e  i n s t i t u t i o n  

l e n d i n g  t h e  funds would be i n t e r e s t e d  in  t h e  o p e r a t i o n s  o f  

t h e  s m a l l  b u s i n e s s  and would o f f e r  management a s s i s t a n c e .

The se co n d  s e c t i o n  w i l l  r e p o r t  on i n v e s t i g a t i o n s  t h a t  sought  

t o  d e ter m in e  why s m a l l  b u s i n e s s e s  f a i l .  The t h i r d  p a r t  

c i t e s  t h e  p r o v i s i o n s  o f  The Act  which a r e  p e r t i n e n t  t o  t h i s  

s t u d y .  These  s e c t i o n s  t r e a t  t h e  methods o f  p r o v i d i n g  funds  

and management a s s i s t a n c e .  The f i n a l  s e c t i o n  c o n s i d e r s  

r e s e a r c h  s i n c e  enactm ent  o f  The A c t .  T h is  r e s e a r c h  w i l l  

r e f l e c t  some u s e s  b e in g  made o f  t h e  management a s s i s t a n c e  

p r o v i s i o n .

22
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C o n g r e s s i o n a l  I n v e s t i g a t i o n

In th e  p e r io d  between 1935 and 1950 s e v e r a l  s t u d i e s  

t o  d e te r m in e  t h e  e x t e n t  o f  f i n a n c i n g  problems, f a c e d  by  s m a l l  

b u s i n e s s e s  were made. A l l  o f  them reached  th e  same c o n c l u 

s i o n s ,  nam ely  t h a t  a d eq u ate  s h o r t - t e r m  funds  were a v a i l a b l e  

but  t h a t  a so u r c e  o f  l o n g - t e r m  funds and e q u i t y  c a p i t a l  was 

n e e d e d .  A b i l l  was i n t r o d u c e d  in  t h e  S e n a t e  in  1950 to  

p r o v id e  f o r  e s t a b l i s h m e n t  o f  p r i v a t e  n a t i o n a l  in v e s tm e n t  

c o m p a n ie s .  These  were t o  f u r n i s h  l o n g - t e r m  c r e d i t  and e q u i t y  

c a p i t a l  t o  s m a l l  b u s i n e s s e s .  The b i l l  f a i l e d  t o  p a s s . ’*'

In 1957 C o n g r e s s i o n a l  Committees a g a in  began to

i n v e s t i g a t e  t h e  need f o r  l o n g - t e r m  c r e d i t  and e q u i t y  c a p i t a l
2 3f o r  s m a l l  b u s i n e s s e s .  * Numerous i n d i v i d u a l s  t e s t i f i e d  

b e f o r e  t h e  House and S e n a te  Committees as t o  t h e  need f o r  

funds and t h e  s o u r c e s  o f  a v a i l a b l e  f u n d s .  At th e  same t ime

’'’Andrew P.  Murphy, J r .  and C h a r le s  H. N e t t e r ,  nThe 
Sm all  B u s i n e s s  In v e s tm e n t  Act  o f  1 9 5 8 ,  “V ar ious  B i l l s  to  
Amend The Sm all  B u s i n e s s  In v es tm en t  Act  o f  1953 and t h e  Sm all  
B u s i n e s s  In v e s tm e n t  Act  o f  1 9 5 8 “ (W ashington ,  D. C . ,  U. S .  
Government P r i n t i n g  O f f i c e ,  1 9 5 9 ) ,  pp. 5 6 9 - 7 0 .

g
U. S .  C o n g r e s s ,  House S e l e c t  Committee on Sm all  

B u s i n e s s ,  Problems o f  Sm al l  B u s i n e s s  F i n a n c i n g , 85th. C o n g . ,  
2nd. S e s s . ,  1958 .

3
U. S .  C o n g r e s s ,  S e n a t e  Subcommittee  o f  t h e  

Committee on Banking and Currency ,  C r e d i t  Needs o f  Sm al l  
B u s i n e s s , 8 5 t h  C o n g r e s s ,  1 s t .  Sess."^ 1957".
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t h e  F e d e r a l  R e se r v e  u n d erto ok  a s t u d y  t o  de term in e  th e

a v a i l a b i l i t y  o f  l o n g - t e r m  c r e d i t  to  s m a l l  b u s i n e s s e s .  The

c o n c l u s i o n  reached  was t h a t  p r i v a t e  in v e s tm e n t  companies

were needed  t o  p r o v id e  f u n d s .

S e n a to r  Johnson (now P r e s i d e n t  Johnson) w rote  t o

t h e  S e n a te  Subcommittee  t h a t  s m a l l  b u s i n e s s  can n o r m a l ly

f i n d  s h o r t - t e r m  c r e d i t  but t h a t  t h e  need f o r  l o n g - t e r m  c r e d i t

and e q u i t y  f i n a n c i n g  was not  b e in g  m et .  He f u r t h e r  s t a t e d

t h a t  a p r i v a t e  so u r c e  was needed t o  s u p p ly  t h i s  t y p e  o f

f i n a n c i n g  b e c a u se  com m erc ia l  banks a r e  n o t  c a p i t a l i z e d ,  or

s e t  up, or  equipped t o  p r o v id e  e q u i t y  c a p i t a l .  He proposed

t h a t  in v e s t m e n t  companies  which  would p r o v id e  i t  thro ugh
4t h e  p u rc h ase  o f  c o n v e r t i b l e  d e b e n tu re s  be c h a r t e r e d .

In t h e  House r e p o r t ,  Problems o f  Sm all  B u s in e s s
5

F i n a n c i n g , t h e  a d v a n ta g e s  o f  e q u i t y  c a p i t a l  a r e  d i s c u s s e d .

One o f  t h e  s i x  a d v a n ta g e s  c i t e d  i s  t h a t  i t  i n t r o d u c e s  th e  

e x p e r i e n c e  o f  s e v e r a l  owners w i t h  t h e i r  v a r y in g  backgrounds  

to  s m a l l  b u s i n e s s .  T h is  i s  t h e  o n l y  r e f e r e n c e  in  t h e  

C o n g r e s s i o n a l  R e p o r ts  to  p r o v i d i n g  management a s s i s t a n c e  t o

U. S .  C o n g r e s s ,  S e n a t e ,  Subcommittee  o f  t h e  Committee  
on Banking and Currency ,  F in a n c in g  Sm all  B u s i n e s s , 8 5 t h .  Cong. 
2nd. S e s s . ,  1 9 58 ,  p .  3 5 9 - 6 0 .

5U. S .  C o n g re ss ,  House S e l e c t  Committee on Sm all  
B u s i n e s s ,  8 5 t h .  C o n g . ,  2nd. S e s s . ,  o jd . c i t . ,  pp .  3 7 2 - 8 1 .
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s m a l l  b u s in e s s m e n .  I f  t h e  new in v e s t m e n t  companies  were t o  

p r o v id e  e q u i t y  c a p i t a l ,  how ever ,  t h e y  would a l s o  i n f l u e n c e  

management.

In A p r i l ,  1958 ,  th e  F e d e r a l  R e s e r v e  System
6p r e s e n t e d  i t s  r e p o r t  on s m a l l  b u s i n e s s  f i n a n c i n g .  I t  

a g a in  showed t h a t  s h o r t - t e r m  c r e d i t  was a v a i l a b l e  f o r  

s m a l l  b u s i n e s s  but  t h a t  l o n g - t e r m  c r e d i t  was n o t .  The need  

f o r  l o n g - t e r m  f i n a n c i n g  f o r  sm a l l  b u s i n e s s e s  s im p ly  was n o t  

b e in g  m et .

I t  i s  i n t e r e s t i n g  t h a t  n o t h i n g  i s  found in  t h e  

h e a r i n g s  t o  I n d i c a t e  t h a t  Congress  was concerned  w i t h  th e  

l a c k  o f  management a b i l i t y  In s m a l l  b u s in e s s m e n .  S in c e  

n o t h i n g  I s  m entioned  in  t h e  r e p o r t s ,  W alter  S t u l t s ,  E x e c u t i v e  

D i r e c t o r  o f  The A s s o c i a t i o n ,  was q u e r i e d  about  t h i s  s u b j e c t .  

Mr. S t u l t s ,  f o r m e r l y  w i t h  t h e  House Committee on Sm all  

B u s i n e s s ,  s t a t e s  t h a t  between 1950 and 1958 t h e  a b i l i t y  and 

d e s i r a b i l i t y  o f  in v e s tm e n t  c o m p a n ie s ’ p r o v i d i n g  management 

a s s i s t a n c e  f o r  s m a l l  b u s i n e s s  was d i s c u s s e d  but  n e v e r  

f o r m a l i z e d .  On t h e  o t h e r  hand, C ongress  d id  have c o n t i n u i n g  

co ncern  about t h e  o b v io u s  l a c k  o f  com petent  management s k i l l s  

found in  many s m a l l  b u s in e s s m e n .  The Dun & B r a d s t r e e t  

F a i l u r e  Record ,  which  a t t r i b u t e s  o v e r  90 p e r c e n t  o f  a l l  

f a i l u r e s  o f  b u s i n e s s  t o  m a n a g e r ia l  s h o r t c o m in g s ,  was o f t e n

Q
"Member Banks Lending t o  Sm al l  B u s i n e s s e s ,  1 9 5 5 - 5 7 ,  

" F e d e r a l  R e se r v e  B u l l e t i n " ,  XLIV ( A p r i l ,  1 9 5 8 ) ,  p .  3 9 3 - 4 0 6 .
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q u o te d .  Mr. S t u l t s  f u r t h e r  s t a t e d  t h a t  some o f  t h o s e  who 

worked c l o s e l y  w i t h  S e n a to r  Sparkman f o r  p a s s a g e  o f  The Act  

d id  unders tand  t h a t  in v e s tm e n t  companies which  t o o k  e q u i t y  

p o s i t i o n s  in  s m a l l  b u s i n e s s e s  would have  s t r o n g  m o t i v a t i o n  

f o r  p r o v i d i n g  c o u n s e l  and a i d .  T h i s ,  o f  c o u r s e ,  i s  n o t  form al  

d a t a ,  hut  i s  t h e  o n l y  e v id e n c e  a v a i l a b l e .  I t  does  i n d i c a t e  

t h a t  t h o s e  d r a f t i n g  The Act  were a t  l e a s t  t h i n k i n g  o f  t r y i n g  

t o  p r o v id e  some a s s i s t a n c e  and th u s  red uce  t h e  f a i l u r e  r a t e  

caused  by ig n o r a n c e  o f  management p r i n c i p l e s .

Other I n v e s t i g a t i o n s  B e f o r e  The Act

T h is  s e c t i o n  w i l l  p r e s e n t  m a t e r i a l  r e l a t i n g  t o  t h e

r e a s o n s  f o r  t h e  f a i l u r e s  o f  many s m a l l  b u s i n e s s e s  and w i l l

i n d i c a t e  t h a t  t h e  major r e a so n  f o r  them i s  t h e  l a c k  o f

m a n a g e r ia l  a b i l i t y .  S i n c e  i n v e s t m e n t . companies can p r o v id e

a s s i s t a n c e  th r o u g h  management s e r v i c e s ,  t h e y  sh o u ld  be a b l e

t o  r ed u ce  t h e  f r e q u e n c y  o f  f a i l u r e s .

The Dun & B r a d s t r e e t  F a i l u r e  Record shows t h a t

9 1 . 9  p e r c e n t  o f  t h e  u n d e r ly in g  c a u s e s  o f  b u s i n e s s  f a i l u r e s
7

in  1964 were caused  by management s h o r t c o m in g s .  The f i g u r e

7
"The f a i l u r e  Record Through 19 6 4 ,"  Dun & B r a d s t r e e t ,  

I n c .  I n d u s t r i e s  S t u d i e s  D i v i s i o n  (New Y o r k ) ,  pp. 12-114.
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p o i n t s  t o  f o u r  f a c t o r s :

8 . 8 #  Lack o f  e x p e r i e n c e  in  t h e  l i n e

2 0 . 9  Lack o f  m a n a g e r ia l  e x p e r i e n c e

1 9 . 7  Unbalanced e x p e r ien ce t t

4 2 . 5  Incom petence

9 1 . 9 #  T o t a l

^ E x p e r ien ce  n o t  w e l l  rounded in s a l e s ,  f i n a n c e ,  
p u r c h a s i n g ,  and p r o d u c t io n  on t h e  p a r t  o f  
management.

These  u n d e r ly in g  c a u s e s  were r e v e a l e d  by t h e  owners'  a b i l i t y  

t o  e l i m i n a t e  c o n d i t i o n s  which r e s u l t  in  in a d e q u a te  s a l e s ,  

heavy  o p e r a t i n g  e x p e n s e s ,  r e c e i v a b l e s '  d i f f i c u l t i e s ,  i n v e n t o r y  

d i f f i c u l t i e s ,  e x c e s s i v e  f i x e d  a s s e t s ,  poor l o c a t i o n ,  c o m p e t i t i v e  

w e a k n ess ,  and t h e  l i k e .  T h is  f a c t  i n d i c a t e s  th e  d e f i n i t e  

need  f o r  t r a i n i n g  in  management f o r  s m a l l  b u s in essm en  t o  be 

s u c c e s s f u l .

A d m it t e d l y ,  t h e  Dun & B r a d s t r e e t  s t u d y  o f  f a i l u r e s  

c o v e r s  a l l  b u s i n e s s e s ,  l a r g e  and s m a l l .  S in c e  99 p e r c e n t  o f  

b u s i n e s s e s  a re  c l a s s i f i e d  as  s m a l l  o n e s ,  how ever ,  t h e  f i g u r e s  

sh o u ld  a c c u r a t e l y  r e p r e s e n t  t h e i r  s i t u a t i o n .

Some comments by A .D .H. Kaplan in  h i s  book Sm all  

B u s i n e s s ,  I t s  P la c e  and Problems are  s i g n i f i c a n t  thou gh  

somewhat d a t e d .  Most f a i l u r e s  o f  a s m a l l  b u s i n e s s ,  he s a y s ,  

a r e  r e a l l y  cau sed  by m a n a g e r ia l  i n a b i l i t y  a l t h o u g h  t h e  most  

f r e q u e n t l y  c i t e d  c a u se  I s  t h e  l a c k  o f  working c a p i t a l .

Bankruptcy  e s s e n t i a l l y  i s  t h e  i n a b i l i t y  t o  m uster  s u f f i c i e n t  

c u r r e n t  a s s e t s  to  meet c u r r e n t  o b l i g a t i o n s .  But l a c k  o f  

c a p i t a l  i s  t h e  r e s u l t  o f  f a i l u r e - - n o t  I t s  c a u s e .
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Of a l l  the  c a u s e s  o f  f a i l u r e s ,  o n l y  a s m a l l  p o r t i o n

can be a t t r i b u t e d  to  o u t s i d e  c o n d i t i o n s .  Some 8 0 - 9 0  p e r c e n t
8are  t r a c e a b l e  to  th e  human e l e m e n t .  T h is  r e c a l l s -  the  

problems d i s c u s s e d  in  t h e  p r e v io u s  s e c t i o n .  Sm al l  b u s in essm en  

need a s s i s t a n c e  in  t h e i r  a f f a i r s  b e c a u se  t h e y  se ldom can 

r e l y  e n t i r e l y  on t h e i r  own a b i l i t y  and e x p e r i e n c e .

A c co r d in g  t o  Kaplan,  5 0 . 1  p e r c e n t  o f  b u s i n e s s
9

f a i l u r e s  can be t r a c e d  t o  i n e p t  management. Only 6 .5  

p e r c e n t  was due t o  c a p i t a l  c a u s e s ,  1 2 . 1  p e r c e n t  to  o v e rh ea d ,  

7 . 0  p e r c e n t  t o  i n e x p e r i e n c e ,  and 6 . 5  p e r c e n t  t o  g e n e r a l  

in c o m p e te n c e .  E n v iro n m en ta l  c o n d i t i o n s  a cco u n ted  f o r  2 7 . 4  

p e r c e n t  o f  t h e  f a i l u r e s ,  f a m i l y  a f f a i r s  f o r  8 . 8  p e r c e n t ,  

p e r s o n a l  c h a r a c t e r i s t i c s  f o r  2 . 0  p e r c e n t ,  s p e c u l a t i o n  f o r  

7 . 3  p e r c e n t ,  and m i s c e l l a n e o u s  f a c t o r s  f o r  3 . 3  p e r c e n t .

These  f i g u r e s  i n d i c a t e  how im portant  management a b i l i t y ,  or  

t h e  l a c k  o f  i t ,  i s  in  t h e  l i f e  o f  a b u s i n e s s .

Kaplan l i s t s  t h e  f o l l o w i n g . r e a s o n s  f o r  sm a l l  

b u s i n e s s  f a i l u r e s  as determ ined  from form a l  s t u d i e s  ( r e f e r 

e n c e s  no t  g i v e n ) ,  and he comments:

1 .  D e f i c i e n c i e s  in  management su p p ly  t h e  
u n d e r l y i n g  cause  o f  f a i l u r e  in  t h e  m a j o r i t y  o f  
c a s e s ,  u s u a l l y  w i t h  u n f a v o r a b le  e x t e r n a l  c o n d i 
t i o n s  t o  make t h e  f a i l u r e  d e c i s i v e .

g
A..D.H. Kaplan, Sm all  B u s i n e s s ;  I t s  P la c e  &

Problems (New York: McGraw-Hill-Book C o . ,  I n c . ,  1 9 4 8 ) ,  p .  6 5 .
9

I b i d . ,  p .  67 .
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2 .  Most f a i l u r e s  a re  in  t h e  v e r y  young 
e n t e r p r i s e s ,  r e f l e c t i n g  a l a c k  o f  p r e p a r a t i o n .
As im portant  as  t h e  b u s i n e s s  i n e x p e r i e n c e  o f  
t h e  e n t e r p r i s e r  i s  h i s  f a i l u r e  t o  l a y  t h e  
groundwork f o r  d e t e r m in in g  t h e  sco p e  o f  th e  
e n t e r p r i s e ,  th e  c h a r a c t e r  o f  i t s  m arket ,  and 
t h e  kind o f  equipm ent— p e r s o n a l  and p h y s i c a l —  
i t  r e q u i r e s .

3 .  The p r e v a i l i n g  w eakn esses  o f  management 
f a l l  w i t h i n  t h e  area  o f  f i n a n c i a l  management.
They range  from a co m p le te  absenoe  o f  r e c o r d 
k e e p in g  and l o o s e  c r e d i t - g r a n t i n g  t o  a l a c k  o f  
reg a rd  f o r  t h e  n e c e s s a r y  r e l a t i o n s h i p  between  
a v a i l a b l e  funds  and t h e i r  a p p r o p r i a t e  u s e s .

4 .  The s m a l l  e n t e r p r i s e r  te n d s  t o  be  t i e d  
up in  th e  immediate o p e r a t i o n s  o f  p u r c h a s e ,  
s a l e s ,  or c r a f t s m a n s h ip  w i t h o u t  t a k i n g  t im e  f o r  
a n a l y s i s  o f  -his p o s i t i o n  e i t h e r  b y h i m s e l f  or
by o u t s i d e  c o u n s e l .  I n s o l v e n c y  thus  o f t e n  comes 
a s  a shook  t o  t h e  e n t e r p r i s e r .

5 .  P e r s o n a l i t y  d i f f i c u l t i e s  t h a t  doom s m a l l  
p r o p r i e t o r s h i p s  i n c l u d e  a l a c k  o f  a l e r t n e s s  to  
meet chang in g  s i t u a t i o n s ,  i n a b i l i t y  t o  m a in ta in  
f r i e n d l y  r e l a t i o n s  w i t h  h e l p  and c u s t o m e r s ,  and,  
t o  a l e s s e r  e x t e n t ,  s h i f t l e s s n e s s ,  n e g l e c t  and 
p e r s o n a l  in v o lv e m e n t s  in  q u e s t i o n a b l e  o u t s i d e  
a c t i v i t i e s .

6 .  The advent  o f  s e v e r e  c o m p e t i t i o n  o f t e n  
marks th e  t u r n in g  p o i n t  in  th e  l i f e  o f  t h e  
b u s i n e s s ,  d e te r m in in g  whether  i t  w i l l  meet
t h e  c h a l l e n g e  w i t h  a r e - e x a m i n a t i o n  o f  t h e  
e n t e r p r i s e  and f r e s h  g r ip  on i t s  problems or  
go under f o r  l a c k  o f  in h e r e n t  s t r e n g t h .

7 .  E x t e r n a l  f a c t o r s ,  l i k e  economic c h a n g e s ,  
u n f a v o r a b l e  l e g i s l a t i o n ,  and ’’a c t s  o f  G od,’1 
o c c a s i o n a l l y  w ipe  out  a w e l l -m anaged  b u s i n e s s ,  
but  t h e s e  a re  o f  c o m p a r a t i v e ly  minor im portance  
i n  t h e  t o t a l .

These  comments show t h a t  man i s  t h e  most im portant  

f a c t o r  in  t h e  s u c c e s s  or  f a i l u r e  o f  a b u s i n e s s .  In an a t t e m p t

^ I b l d  o, pp. 6 6 - 6 8 .
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t o  remedy m a n a g e r ia l  in a d eq u a c y ,  The Act made p r o v i s i o n s  f o r  

t h e  in v e s t m e n t  companies t o  p r o v id e  management a s s i s t a n c e  to  

s m a l l  b u s i n e s s .  Congress  hoped t h a t  competent management 

g u id a n ce  c o u ld  be fo r th c o m in g  and t h a t  t h e  sm a l l  b u s i n e s s e s  

would use  i t .

The Act

C o n tr o v e r s y  raged over  whether  s m a l l  b u s i n e s s  needed  

such  a s s i s t a n c e  through  companies t h a t  th e  government  

c h a r t e r e d  to  p r o v id e  l o n g - t e r m  and e q u i t y  f i n a n c i n g .  Many 

were o u tsp o k en  on b o th  s i d e s .  Some f e l t  s m a l l  b u s i n e s s  did  

n o t  need government a s s i s t a n c e .  O thers  d e c la r e d  t h a t  s m a l l
%s>

b u s i n e s s  would s u f f e r  u n l e s s  b e t t e r  f i n a n c i n g  was made a v a i l 

a b l e .  Thomas Graham, f o r  i n s t a n c e ,  s u g g e s t e d  in  1958 t h a t  

t h r e e  t h i n g s  were needed t o  a s s u r e  ad eq u ate  s m a l l  b u s i n e s s  

f i n a n c i n g :

1 .  Make e q u i t y  c a p i t a l  more a v a i l a b l e  to  
s m a l l  b u s i n e s s .

2 .  P r o v id e  an i n s t r u m e n t a l i t y  by which s m a l l  
b u s i n e s s  may have more r e a d i l y  a v a i l a b l e  good 
management and good management s e r v i c e s .

3 .  A s s i s t  in  promoting t h e  l i q u i d i t y  o f  t h e  - 
common s t o c k  o f  s m a l l  companies in  t h e  area  s e r v e d .

On A p r i l  21 ,  1958 ,  S e n a t o r  Johnson s p e a k in g  f o r  him

s e l f  and f o r  s e v e r a l  o t h e r  s e n a t o r s ,  among them F u l b r i g h t ,

■'■■̂ Thomas Graham, !,Sm al l  B u s i n e s s  W i l l  D isa p p e a r  
U n le s s  F in a n c in g  i s  O b t a i n e d , ” The Commercial &.F i n a n c i a l  
C h r o n i c l e ,  V o l .  CLXXXVII (May 8 ,  1 9 5 8 ) ,  p .  2 0 8 4 .
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Sparkman, P ro xm ire ,  and Humphrey, In tro d u c ed  S .  3651 w hich  

p r o v id e d  f o r  t h e  e s t a b l i s h m e n t  o f  a Small  B u s i n e s s  A d m in i s t r a 

t i o n  as  a s e p a r a t e  Government a g e n c y .  T h is  b i l l ,  t i t l e d ,  

"Small  B u s i n e s s  In v es tm en t  A d m in i s t r a t i o n  Act o f  1 9 5 8 ,"  

a u t h o r i z e d  t h e  c h a r t e r i n g  o f  in v e s tm e n t  companies in  v a r i o u s  

s e c t i o n s  o f  t h e  c o u n t r y  t o  advance  e q u i t y  c a p i t a l  t o  sm a l l  

b u s i n e s s .  On t h e  same day H, R. 12182 ,  w h ich  would amend 

t h e  S m al l  B u s i n e s s  Act  t o  p r o v i d e  l o n g - t e r m  l o a n s  in  i n c r e a s e d  

amounts t o  s m a l l  b u s i n e s s ,  was i n t r o d u c e d .  The House b i l l  

p r o v id e d  f o r  a d m i n i s t r a t i o n  o f  t h e  l o a n s  by th e  Small  

B u s i n e s s  A d m i n i s t r a t i o n .  S .  3651 was amended on June 9 ,  1 9 5 8 ,  

t o  a u t h o r i z e  a new Sm all  B u s i n e s s  A d m i n i s t r a t i o n  d i v i s i o n  to

•a d m in is ter  The A c t .  The b i l l  was then  s e n t  t o  t h e  House
12Committee on Banking and Currency f o r  c o n s i d e r a t i o n .

Congress  p a s se d  o r i g i n a l  S .  3651  as  amended as P u b l i c  Law 

8 5 -6 9 9  on August  21,  1 958 ,  The b i l l  p r o v id e d  f o r  l o n g - t e r m  

c r e d i t ,  e q u i t y  f i n a n c i n g ,  and management a s s i s t a n c e  f o r  s m a l l  

b u s i n e s s .

P r o v i s i o n s  o f  The Act

The Act has undergone numerous m o d i f i c a t i o n s  s i n c e  

i t s  p a s s a g e .  I t s  p r o v i s i o n s  w i l l  be d i s c u s s e d  h e r e  as  t h e y  

s ta n d  in  F ebruary ,  19 6 6 .  The r u l e s  were i s s u e d  by  t h e

12 TJ. S .  C o n g r e ss ,  House S e l e c t  Committee on Sm all  
B u s i n e s s ,  o p .  o i t . ,  p .  8 0 - 1 0 5 .
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13Sm all  B u s i n e s s  A d m i n i s t r a t i o n  December 1 0 ,  1 9 6 4 ,  as  amended.

14Formation r e q u ir e m e n ts

A p p l i c a n t s  f o r  l i c e n s i n g  as  In v es tm en t  Companies  

must submit  a p r o p o s a l  t o  t h e  Sm all  B u s i n e s s  A d m i n i s t r a t i o n  

which g i v e s  in f o r m a t i o n  about (a )  p la n s  o f  o p e r a t i o n ,

(b)  e x p e r i e n c e  o f  t h e  o p e r a t o r s ,  and ( c )  f i n a n c i a l  data on 

t h e  o f f i c e r s ,  d i r e c t o r s ,  and t h e  10 p e r c e n t  s t o c k h o l d e r s .

The Sm all  B u s i n e s s  A d m i n i s t r a t i o n ,  a f t e r  r e v i e w i n g  t h e  

p r o p o s a l ,  w i l l  n o t i f y  t h e  proponent  t o  p r o c e e d ,  t o  f u r n i s h  

a d d i t i o n a l  i n f o r m a t i o n ,  or t o  c o n s i d e r  t h e  a p p l i c a t i o n  

r e j e c t e d .  I f  n o t i c e  t o  p ro ceed  i s  i s s u e d ,  t h e  a p p l i c a n t  can 

th e n  o b t a i n  i t s  s t a t e  c h a r t e r  and o r g a n i z e  under s t a t e  l a w s .  

A f t e r  i t s  s t a t e  c h a r t e r  i s  in  o r d e r ,  t h e  c o r p o r a t i o n  may 

a p p ly  f o r  a l i c e n s e  under The A c t .  When s u b m i t t i n g  i t s  

a p p l i c a t i o n ,  t h e  c o r p o r a t i o n  must show e v id e n c e  t h a t  i t  has  

p a i d - i n  c a p i t a l  and s u r p lu s  eq u a l  t o  a t  l e a s t  $ 3 0 0 ,0 0 0  in  

ca sh  or in  Government s e c u r i t i e s .  Only a f t e r  i s s u a n c e  o f  

t h e  l i c e n s e  i s  t h e  c o r p o r a t i o n  a u t h o r i z e d  to  o p e r a t e  as  an 

in v e s tm e n t  company.

13 Sm all  B u s i n e s s  A d m i n i s t r a t i o n ,  F art  1 07 ,  B u ie s  
and R e g u l a t i o n s  I s s u e d  Under t h e  Sm all  B u s i n e s s  In v e s tm e n t  
Act o f  1 9 5 8 ,  as  Amended (W ashington ,  D. C . t  tt. S .  Government  
P r i n t i n g  O f f i c e ,  1 5 6 4 ) .

14I b i d . , S e c t i o n s  1 0 7 . 1  & 1 0 7 . 2 .
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. 15C a p i t a l  r eq u ire m en ts

As n o t e d  in  t h e  p r e c e d in g  s e c t i o n ,  t h e  o p e r a to r  

must have p a i d - i n  c a p i t a l  and s u r p lu s  o f  a t  l e a s t  $ 3 0 0 , 0 0 0 .  

At l e a s t  o n e - h a l f  o f  t h i s  amount, or  $ 1 5 0 , 0 0 0 ,  must be from 

p r i v a t e  s o u r c e s .  I f  t h e  r em ain ing  amount i s  n o t  a v a i l a b l e  

from such  s o u r c e s ,  t h e  a p p l i c a n t  may r e q u e s t  t h e  Sm all  

B u s i n e s s  A d m in i s t r a t i o n  t o  p u rchase  su b o r d in a te d  d e b e n tu re s  

f o r  t h e  d i f f e r e n c e .  The Sm all  B u s i n e s s  A d m i n i s t r a t i o n  

w i l l  p u rchase  t h e s e  from th e  in v e s tm e n t  companies in  an 

amount equa l  t o  t h e  p a i d - i n  c a p i t a l  from p r i v a t e  s o u r c e s  up 

to  $ 7 0 0 , 0 0 0 .  These  d eb e n tu re s  a r e  f o r  a term o f  tw e n ty  

y e a r s  and b ea r  i n t e r e s t  a t  t h e  r a t e  o f  5 p e r c e n t  per  annum. 

The funds  p r o v id e d  under S e c t i o n  302a o f  The Act  are  

c o n s i d e r e d  as p a r t  o f  t h e  p a i d - i n  c a p i t a l  and s u r p l u s .

E q u i t y  c a p i t a l  and lo a n s  p rov ided  by  
in v e s tm e n t  companies-*-®

E q u i t y  C a p i t a l  (under S e c t i o n  304 o f  The A c t )  i s

p r o v id e d  t o  i n c o r p o r a t e d  s m a l l  b u s i n e s s  c o n c er n s  under

S e c t i o n  1 0 7 .5 0 1  o f  t h e  R e g u l a t i o n s  as f o l l o w s :

A. Each L i c e n s e e  s h a l l  c o n s t i t u t e  a so u rc e  
o f  E q u i t y  C a p i t a l  f o r  in c o r p o r a t e d  s m a l l  b u s i n e s s  
c o n c e r n s ,  which c a p i t a l  s h a l l  be  s u p p l i e d  i n  a 
manner and under terms c o n s i s t e n t  w i t h  r e g u l a t i o n s  
o f  t h e  A d m i n i s t r a t i o n .

15I b i d . , S e c t i o n s  1 0 7 .3  &  1 0 7 . 4 .  

16I b l d . ,  S e c t i o n s  1 0 7 .5 0 1  and 1 0 7 .6 0 1 .
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B. ’’E q u i t y  C a p ita l"  funds r e c e i v e d  by an 
i n c o r p o r a t e d  s m a l l  b u s i n e s s  concern  from a 
L i c e n s e e  as  t h e  c o n s i d e r a t i o n  f o r  t h e  i s s u a n c e  
o f  E q u i ty  S e c u r i t i e s  by such concern  t o  such  
L i c e n s e e .

C. wE q u i t y  S e c u r i t i e s ” means:

1 .  C e r t i f i c a t e s  o f  s t o c k  o f  any c l a s s :  
P r o v id e d ,  however,  t h a t  whenever any su ch  s t o c k  
c o n t a i n s  a r i g h t  t o  c o n v e r t  t o  a noth er  c l a s s  o f  
s t o c k  or c o n t a i n s  r i g h t s  or p r i v i l e g e s  t h e r e i n  
in  t h e  n a t u r e  o f  s t o c k  w arran ts  or o p t i o n s ,  no 
f u r t h e r  s t o c k  pu rch a se  w a r r a n t s ,  o p t i o n s  or  
c o n v e r s i o n  r i g h t s  s h a l l  be I s s u e d  in  c o n n e c t i o n  
t h e r e w i t h  and

2 .  I n s t r u m e n t s  which e v id e n c e  a debt and 
which p r o v id e  a r i g h t  or p r i v i l e g e  t o  c o n v e r t  
a l l  or  any p o r t i o n  o f  t h e  debt in s tr u m e n t s  i n t o  
s t o c k  o f  th e  s m a l l  b u s i n e s s  c o n c e r n ,  or  p r o v id e d  
n o n d e t a c h a b le  or d e t a c h a b le  s t o c k  p u rchase  w arran ts  
o r  o p t i o n s ,  or  p r o v id e  b o th  a r i g h t  or  p r i v i l e g e  t o  
c o n v e r t  a l l  or any pa r t  o f  t h e  debt in s tr u m e n t  i n t o  
s t o c k  and a l s o  d e t a c h a b le  s t o c k  p u rchase  w arran ts  
or  o p t i o n s :  P r o v id e d ,  however,  t h a t  no f u r t h e r
s t o c k  purchase  w a r r a n t s ,  o p t i o n s  or c o n v e r s i o n  
r i g h t s  s h a l l  be i s s u e d  in  c o n n e c t i o n  t h e r e w i t h .

The d e b e n tu r e s  must have m a t u r i t i e s  o f  no t  l e s s  than f i v e

y e a r s  but no more than tw e n ty  y e a r s .  I n t e r e s t  on them i s

s e t  w i t h  t h e  a p p ro v a l  o f  th e  Sm all  B u s i n e s s  A d m in i s t r a t i o n

but may n o t  exceed  t h a t  a l lo w e d  under s t a t e  usury  l a w s .

D ebentures  a re  c a l l a b l e  on any i n t e r e s t  d a t e  by  

g i v i n g  t h r e e  m onths’ n o t i c e .  I f  t h e y  a r e  c a l l e d ,  t h e  i n v e s t 

ment company must d e c id e  whether  i t  w i s h e s  t o  c o n v e r t  to  

common s t o c k  in  the  s m a l l  b u s i n e s s  concern  or t o  r e c e i v e  i t s  

in v e s t m e n t  in  c a s h .  The r u l e s  a l lo w  f o r  a premium to  be  

p l a c e d  on t h e  v a l u e  o f  t h e  deb en tu re  in  t h e  event  o f  a c a l l .
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N e v e r t h e l e s s  t h e  in v e s tm e n t  companies  are  co n cerned  l e s t  

t h e  s m a l l  b u s i n e s s  c a l l  t h e  loa n  b e f o r e  s u f f i c i e n t  t im e
17has e la p s e d  t o  de term in e  whether  c o n v e r s i o n  i s  d e s i r a b l e .

In a d d i t i o n  to  e q u i t y  l o a n s ,  in v e s tm e n t  companies

a r e  a l lo w e d  to  make l o n g - t e r m  lo a n s  under S e c t i o n  1 0 7 .6 0 1

o f  t h e  R e g u l a t i o n  in  accordan ce  w i t h  S e c t i o n  305 o f  The A c t .

Such l o a n s  may be made t o  e i t h e r  i n c o r p o r a t e d  or n o n - i n c o r -

p o r a te d  s m a l l  b u s i n e s s  c o n cern s  as f o l l o w s :

Each L i c e n s e e  s h a l l  c o n s t i t u t e  a l s o  a so u r c e  
o f  funds  f o r  lo n g - t e r m  lo a n s  f o r  th e  sound 
f i n a n c i n g  o f  th e  o p e r a t i o n s ,  e x p an s ion  and 
m o d e r n iz a t io n  o f  sm a l l  b u s i n e s s  c o n c e r n s .
Such l o a n s  s h a l l  n o t  p r o v id e  any r i g h t  in  
a L i c e n s e e  to  a c q u ir e  any s t o c k  or o t h e r  
p r o p r i e t a r y  i n t e r e s t  in  t h e  bo rrow er ,  e x c e p t  
throug h  t h e  medium o f  c o l l a t e r a l  s e c u r i t y .

The same terms a p p ly  to  t h i s  lo a n  as t o  e q u i t y  f i n a n c i n g .

E i t h e r  e q u i t y  c a p i t a l  or l o a n s  may be p rov id e d  w i t h  

m a t u r i t i e s  o f  l e s s  than f i v e  y e a r s  when t h i s  i s  n e c e s s a r y  to  

p r o t e c t  t h e  p r e v io u s  p o s i t i o n  o f  t h e  L i c e n s e e .  T h is  a r r a n g e 

ment may be made o n l y  i f  th e  purpose  o f  such s h o r t - t e r m  funds  

i s  n o t  to  meet normal s h o r t - t e r m  r eq u ire m en ts  o f  t h e  s m a l l  

b u s i n e s s .

B e fo r e  p u r c h a s in g  a deb en tu re  or making a l o a n ,  

in v e s tm e n t  companies may r e q u i r e  t h e  borrower t o  in c u r  no

17Donald E a r l  Vaughn, Development o f  t h e  Small  
B u s i n e s s  In v es tm en t  Company Program ( u n p u b l i sh e d  Ph. D . t h e s i s , 
A u s t i n ,  The U n i v e r s i t y  o f  T e x a s ,  1 9 6 1 ) ,  p .  5 5 .
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f u r t h e r  l i a b i l i t i e s  o t h e r  than t r a d e  c r e d i t .  T h is  means 

t h a t  i f  any f u r t h e r  borrowing  i s  a t t e m p t e d ,  t h e  in v e s tm e n t  

companies must a g r e e  to  such  a c t i o n  and e i t h e r  make th e  loan  

or a s s i s t  t h e  s m a l l  b u s i n e s s  in a r r a n g in g  i t .  T h is  c o n d i t i o n  

p e r m its  th e  in v e s tm e n t  company t o  s e r v e  as an a d v i s o r  on 

f u t u r e  f i n a n c i n g  and i s  one phase  o f  t h e  s e r v i c e s  p r o v id e d  

by i t .

C o n s u l t i n g  and a d v i s o r y  s e r v i c e s  
p r o v id e d  by in v e s tm e n t  com panies*8

The c o n s u l t i n g  and a d v i s o r y  s e r v i c e s  which in v e s tm e n t

companies may p r o v id e  t o  t h e  sm a l l  b u s i n e s s  concern  are  d e f i n e d

in  S e c t i o n  1 0 7 .7 0 5  o f  t h e  R e g u l a t i o n s  as  f o l l o w s :

A. C o n s u l t in g  and a d v i s o r y  s e r v i c e s  s h a l l  
c o n s i s t  o n ly  o f  a d v i c e  w i t h  r e s p e c t  to  t h e  
f i n a n c i a l ,  management and o p e r a t i o n a l  a c t i v i t i e s  
o f  a s m a l l  b u s i n e s s  co n c er n :  and s h a l l  not
i n c l u d e  perform ance  by t h e  L i c e n s e e  o f  any  
f i n a n c i a l ,  management or o p e r a t i n g  a c t i v i t y
o f  th e  sm a l l  b u s i n e s s  c o n c er n .

B. C o n s u l t in g  and a d v i s o r y  s e r v i c e s  may be
p r o v id e d  by a L i c e n s e e  to  o n ly  (1 )  t h o s e  s m a l l  
b u s i n e s s  co n c er n s  which meet t h e  e l i g i b i l i t y  
r eq u ire m en ts  under The Act  and th e  r e g u l a t i o n s  
th e r e u n d e r ;  and (2 )  a n o th er  L i c e n s e e  in  c o n n e c t i o n  
w it h  th e  f i n a n c i n g  o f  a s m a l l  b u s i n e s s  concern  
w it h  which t h e  l a t t e r  L i c e n s e e  proposed  to  
n e g o t i a t e  f o r t h w i t h  o r . i s  then  in  p r o c e s s  o f  
n e g o t i a t i o n  f o r  f i n a n c i n g .

C. A L i c e n s e e  may render  c o n s u l t i n g  and 
a d v i s o r y  s e r v i c e s  to  sm a l l  b u s i n e s s  c o n c e r n s  f o r  
whom t h e  L i c e n s e e  does  n o t  p r o v id e  f i n a n c i n g :
P r o v id e d ,  however,  t h a t  such s e r v i c e s  s h a l l  n o t

18Sm all  B u s i n e s s  A d m i n i s t r a t i o n ,  op .  c i t . ,  S e c t i o n  
1 0 7 .7 0 5  and 1 0 7 . 7 0 6 .
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c o n s t i t u t e  a major so u r c e  o f  Income o f  a L i c e n s e e  
( i n c l u d i n g  as  p a r t  o f  L i c e n s e e ’ s income t h e  n e t  
incom e,  b e f o r e  F e d e r a l  income t a x e s ,  o f  s a i d  
L i c e n s e e ' s  s u b s i d i a r y  c o r p o r a t i o n  under S e c t i o n  
1 0 7 . 7 0 6 ) .

S e c t i o n  1 0 7 .7 0 6  p r o v i d e s  t h a t  a L i c e n s e e  may o r g a n i z e  and 

e s t a b l i s h  a s u b s i d i a r y  c o r p o r a t i o n ,  c h a r t e r e d  f o r  t h e  purpose  

o f  p r o v i d i n g  c o n s u l t i n g  and a d v i s o r y  s e r v i c e s  t o  s m a l l  

b u s i n e s s .  T h is  s e c t i o n  p r o v i d e s  f u r t h e r  t h a t  t h e  s u b s i d i a r y  

must be w h o l l y  owned by t h e  L i c e n s e e  and must have t h e  same 

o f f i c e r s  and d i r e c t o r s .

T h is  s e c t i o n  was d e s ig n e d  t o  p r o v id e  s m a l l  

b u s i n e s s e s  w i t h  a s s i s t a n c e  n o t  a v a i l a b l e  under o t h e r  

c o n d i t i o n s .  I t  i s  t h e  s e c t i o n  o f  th e  R e g u l a t i o n  w i t h  

w hich  t h i s  paper i s  o h i e f l y  c o n c e r n e d .

The w r i t e r s  o f  The Act  f e l t  t h a t  t h e  s m a l l  b u s i n e s s  

c oncern  needed more th a n  a so u r c e  o f  f u n d s .  I f  management 

s k i l l s  t o  complement t h o s e  o f  t h e  s m a l l  b u s in essm an  are  

p r o v id e d  by in v e s tm e n t  c o m p a n ies ,  he can c o n c e n t r a t e  on t h e  

area or a r e a s  o f  b u s i n e s s  In which  h e  e x c e l s  and can r e c e i v e  

e x p e r t  a s s i s t a n c e  in  t h o s e  in  which  he i s  weak. T h is  a id  

would s t r e n g t h e n  s m a l l  b u s in essm en  e s p e c i a l l y  In growing  

b u s i n e s s  s i t u a t i o n s .

The l i t e r a t u r e  on t h e  s u b j e c t  d i s c l o s e s  t h a t  

in v e s t m e n t  companies do render  s e r v i c e s  in  a number o f  w ays .  

Primary among t h e s e  i s  management a s s i s t a n c e .  C o n s u l t in g  

s e r v i c e s  a l lo w e d  under The Act are  a l s o  o f f e r e d .  Aid in
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o b t a i n i n g  a d d i t i o n a l  funds when t h e y  a r e  needed  i s  l i k e w i s e  

g i v e n .  A s s i s t a n c e  in  o b t a i n i n g  a d d i t i o n a l  b u s i n e s s  i s  

a u t h o r i z e d .  Such m a t t e r s  a r e  c o vered  in  t h e  f o l l o w i n g  

c h a p t e r .

Scope o f  t h e  program

■From i t s  b e g i n n in g  in  1958 t h e  in v e s t m e n t  company 

program has grown u n t i l  in  June,  1 9 65 ,  t h e r e  were 720  

l i c e n s e e s .

Growth o f  t h e  in v e s tm e n t  
company program

The f i r s t  in v e s t m e n t  companies were l i c e n s e d  in

1959;  s i x t y - o n e  f i r m s  r e c e i v e d  l i o e n s e s  in  t h a t  y e a r .  The

peak y e a r  f o r  l i c e n s i n g ,  1 9 6 3 ,  saw 273 new companies formed.

Of t h o s e  h o ld in g  l i c e n s e s  a s  o f  t h i s  w r i t i n g  (F eb ru ary ,  1 9 6 6 ) ,
1945 a r e  p u b l i c l y  h e l d .  Over o n e - h a l f  o f  t h e  in v e s tm e n t  

companies  a r e  s m a l l ,  p r i v a t e l y  h e l d  f i r m s  w i t h  c a p i t a l  and 

s u r p l u s  o f  l e s s  than $ 3 2 5 , 0 0 0 .

The e a r l i e s t  f i g u r e s  a v a i l a b l e  on l o a n s  were f o r  

September 3 0 ,  1 9 6 0 ,  and a r e  shown i n  Table  1 .  A t o t a l  o f  

643 l o a n s  i n v o l v i n g  $ 3 0 , 1 9 0 , 3 5 4  had been made. These  funds  

were d i s b u r s e d  to  companies in  39 s t a t e s .  None o f  th e  

in v e s t m e n t  companies  had been i n  o p e r a t i o n  much in  e x c e s s

’'F r e e z e  t o  End; Squeeze  to  Remain,"  NASBIC News 
V o l .  6 ,  No. 9 (Septem ber ,  1 9 6 4 ) ,  p .  4 .
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o f  one y e a r  and 52 had been in  o p e r a t i o n  l e s s  than s i x  
20

months.  The in v e s tm e n t  company i n d u s t r y  a t  t h i s  t im e  was 

young,  and th e  t y p e s  o f  f i n a n c i n g  p r o v id e d  were new to  t h e  

b u s i n e s s  community. The r o l e  t h e y  were to  p l a y  was b e in g  

e s t a b l i s h e d .

The l a t e s t  f i g u r e s  a v a i l a b l e  on comparable  data  

were f o r  f o u r  y e a r s  l a t e r ,  September 3 0 ,  1964 .  There were  

then  664 in v e s t m e n t  co m p an ies .  The 540 a d d i t i o n a l  f irm s  

g i v e  some i n d i c a t i o n  o f  th e  r a t e  o f  growth o f  t h e  i n d u s t r y .  

There have  been c o n s i d e r a b l y  few er  S e c t i o n  304 than  S e c t i o n  

305 l o a n s ,  but a p p r o x im a t e ly  t h e  same amount o f  d o l l a r s  i s  

in v o l v e d  in  each c a t e g o r y .  As t im e  p r o g r e s s e d ,  t h e  in v e s tm e n t  

companies have put more money i n t o  e q u i t y  c a p i t a l ,  and f o r  

t h a t  r e a so n  t h e y  should  be w i l l i n g  to  p r o v id e  management 

a s s i s t a n c e .  Most o f  th e  p u b l i c  i s s u e s  in  in v e s tm e n t  c o m p a n ie s ’ 

s t o c k  were s o l d  d u r in g  t h e  p e r io d  (1 9 6 0 -1 9 6 4 )  and th e  l a r g e  

in v e s tm e n t  companies have p r o v id e d  e q u i t y  f i n a n c i n g .  Funds  

have  been p ro v id e d  to  companies in  a l l  f i f t y  s t a t e s  and t h r e e  

p o s s e s s i o n s *  P u erto  R ic o ,  Guam, and t h e  V i r g in  I s l a n d s .

"Sm all  B u s in e s s  In ves tm en t  Company Loan & E q u i t y  
F in a n c in g  T r a n s a c t i o n s — By I n d u s t r y ,  C um ulat ive  Through  
September 3 0 ,  I 9 6 0 ,"  W ashington,  Sm al l  B u s i n e s s  A d m i n i s t r a t i o n  
(December 1 6 ,  I 9 6 0 ) .



TABLE 1

QUANTITY AND AMOUNT OF LOANS MADE BY INVESTMENT COMPANIES 
SEPTEMBER 30, 1960 AND SEPTEMBER 30, 1964

(In Thousands)

Date Number of 
SBICs

Number of 
Loans

304
Number

Loans
Amount

305
Number

Loans
Amount

Total Loan 
Amount

1964 664 11,300 2,625 $218,130 6,776 $237,535 $524,422

1960 124 643 160 14,436 483 15,755
1

30,190

Difference 540 10,657 2,465 $213,694 6,293
1

$221,780 $494,232

Sources: "Small Business Investment Company Loan and Equity Financing
Transactions--By Industry, Cumulative Through September 30, 1960,"
Washington, Small Business Administration, (December 16, 1960).

"Activities Data Report for Quarter Ended September 30, 1964," 
Washington, Small Business Administration (April 9, 1965).

&o
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S i z e  c l a s s i f i c a t i o n  and f i n a n c i a l  
in  fo rm at io n

The Sm all  B u s i n e s s  A d m in i s t r a t i o n  d i v i d e s  t h e  

l i c e n s e e s  i n t o  t h r e e  g r o u p in g s  by s i z e .  T h ese  groups are  

based  on t h e  s t a t u t o r y  c a p i t a l  and s u r p lu s  a s  f o l l o w s :

1 .  Sm al l  companies -  n o t  more th a n  $ 3 2 5 , 0 0 0

2 .  Medium companies -  from $ 3 2 5 , 0 0 0  to  $ 1 , 0 0 0 , 0 0 0

3 .  Large companies -  more than $ 1 , 0 0 0 , 0 0 0  

Each group in g  w i l l  be  d i s c u s s e d  to  show i t s  im portance  in  

th e  i n d u s t r y .  F ig u r e s  p e r t a i n i n g  t o  eaoh group are  shown 

in  T ab le  6 .  Though s m a l l  in v e s t m e n t  companies make up 56 

p e r c e n t  o f  th e  i n d u s t r y  t h e y  have p r o v id e d  o n l y  19 p e r c e n t  

o f  t h e  funds l e n t .  This  group has about t h r e e  t im e s  as  many 

d o l l a r s  in  S e c t i o n  305 l o a n s  as in S e c t i o n  304 l o a n s .  T h is  

f a c t  i n d i c a t e s  t h a t  t h e  s m a l l  in v e s t m e n t  companies  ten d  t o  

c o n c e n t r a t e  t h e i r  funds  in  s a f e r ,  more c o n s e r v a t i v e  S e c t i o n  

305 l o a n s  which  have a h i g h e r  y i e l d  and r e q u i r e  l i t t l e  

management a s s i s t a n c e .

Few s m a l l  in v e s t m e n t  companies  have f u l l - t i m e  

management and can p r o v id e  management a s s i s t a n c e  t o  s m a l l  

b u s in e s s m e n .  With a S e c t i o n  305 lo a n  i t  i s  n o t  common f o r  

t h e  in v e s t m e n t  companies to  become i n v o l v e d  w i t h  t h e  s m a l l  

b u s i n e s s  by o f f e r i n g  a d v i c e  or by h a v in g  a s e a t  on t h e  board  

o f  d i r e c t o r s .  Even where e q u i t y  funds a re  p r o v i d e d ,  a c l o s e  

r e l a t i o n s h i p  i s  se ldom e s t a b l i s h e d .



TABLE 2

NUMBER OF SBICS AND FUNDS LOANED BY THE INVESTMENT COMPANIES 
SEPTEMBER 30, 1964, SHOWN BY SIZE CATEGORY

(In Thousands)

Size Number of 
Companies

Percent of 
Number of 
Companies

304
Equity
Loans

305
Straight
Loans

Direct
Stock
Purchase

Total
Dollars
Provided

Percent of 
Total Dollars 
Provided

Paid in 
Capital and 
Surplus (a)

Small 370 56 $ 24,316 $ 67,408 $ 7,190 $ 98,914 19 $ 59,607

Medium 228 34 45,246 85,848 11,282 142,376 27 77,282

Large 66 10 148,568 84,279 50,285 283,132 54 328,558

Total 664 100 $218,130 $237,535 $68,757 $524,422 100

Source: Small Business Administration Letter to All Licensed
Small Business Investment Companies (February 19, 1965).

(a) Exclusive of Government funds.

CO
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In v es tm en t  companies o f  t h i s  s i z e  f a l l  o n l y  

s l i g h t l y  above t h e  minimum ( $ 3 0 0 ,0 0 0 )  s i z e .  I t  i s  l i k e l y  

t h a t  t h e y  cannot  g e n e r a t e  enough income from i n t e r e s t  on 

l o a n s  to  e n a b le  them t o  show a r e a l  p r o f i t .  The l a c k  o f  

f u l l - t i m e  management r ed u c es  t h e  a v a i l a b i l i t y  o f  a s s i s t a n c e  

from t h e  in v e s t m e n t  companies  and l e s s e n s  t h e  th o r o u g h n e ss  

o f  i n v e s t i g a t i o n  b e f o r e  t h e  lo a n  i s  made. A change in  th e  

r e g u l a t i o n s  now a l l o w s  two t o  f i v e  s m a l l  in v e s tm e n t  companies  

w i t h  an a g g r e g a t e  p a i d - i n  c a p i t a l  n o t  e x c e e d in g  $ 7 5 0 ,0 0 0  

t o  sh a re  j o i n t  management. T h is  arrangement makes i t  

p o s s i b l e  f o r  in v e s tm e n t  companies t o  employ f u l l - t i m e  

management and a rran ge  f o r  management a s s i s t a n c e  t o  

b o r r o w e r s .

The m ed iu m -s ize  group c o n s i s t s  o f  228 in v e s tm e n t  

co m p an ies .  I t  c o m p r ise s  34 p e r c e n t  o f  th e  i n d u s t r y  and 

has p r o v id e d  27 p e r c e n t  o f  t h e  l o a n s  advanced to  s m a l l  

b u s i n e s s e s .  T h is  group a l s o  has t h e  h e a v i e s t  c o n c e n t r a t i o n  

o f  d o l l a r s  in  S e c t i o n  305 l o a n s ;  th e  amount, how ever ,  i s  

o n l y  about t w i c e  as  l a r g e  as  t h e  amount in  S e c t i o n  304 

l o a n s .  The medium s i z e d  companies show more i n t e r e s t  in  

e q u i t y  f i n a n c i n g .

The companies in  t h i s  group v a r y  in  s i z e .  Some 

a r e  a lm o st  a t  t h e  $1 m i l l i o n  f i g u r e ,  and o t h e r s  s l i g h t l y  

above th e  $ 3 2 5 ,0 0 0  minimum. A m a j o r i t y  in  t h i s  grouping  

employ f u l l - t i m e  management, and some p r o v id e  C o n s u l t i n g
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s e r v i c e s  on a f e e  b a s i s .  The i n t e r e s t  c o l l e c t e d  on funds  

p r o v id e d  by t h e s e  in v e s tm e n t  companies p r o v i d e s  s u f f i c i e n t  

income t o  c o v e r  management and s t a f f  c o s t s .  These  companies  

th u s  t a k e  a more a c t i v e  i n t e r e s t  in  th e  borrowing  f i r m s .

Managers make f r e q u e n t  v i s i t s  t o  t h e  p o r t f o l i o  company to  

d i s c u s s  problems and to  p r o v id e  g u id a n c e .  T*requently,  

t h e s e  in v e s tm e n t  companies  h o ld  s e a t s  on t h e  boards  o f  

d i r e c t o r s .

The l a r g e  s i z e  c a t e g o r y  i n c l u d e s  t h e  g i a n t s  o f  

t h i s  r e l a t i v e l y  young i n d u s t r y .  T h e ir  s i z e  v a r i e s  g r e a t l y .

Some a re  b a r e l y  ov er  $1  m i l l i o n .  Others  have s o l d  p u b l i c  

i s s u e s  and have  a s s e t s  o f  $ 2 0 - 3 0  m i l l i o n .  T h is  group  

c o m p r is e s  10 p e r c e n t  o f  the  i n d u s t r y  but has  p r o v id e d  54 

p e r c e n t  o f  t h e  fu n d s .  The p a i d - i n  c a p i t a l  and s u r p lu s  

amounts t o  about 2 . 5  t im e s  t h e  t o t a l  o f  t h e  o t h e r  two g r o u p s .

The b u lk  o f  t h e  funds i s  in  e q u i t y  s e c u r i t i e s ,  e v id e n c i n g  a 

move away from c o n s e r v a t i v e  h i g h  i n t e r e s t  b e a r in g  s t r a i g h t  

l o a n s .

A l l  o f  t h e s e  companies employ f u l l - t i m e  management 

t o  i n v e s t i g a t e  a p p l i c a n t s  and t o  p r o v id e  management a s s i s t a n c e .  

The c a l i b e r  o f  t h e i r  e x e c u t i v e s  i s  g e n e r a l l y  h i g h e r  than i t  

i s  in  o t h e r  in v e s tm e n t  companies so t h e y  have g r e a t e r  e x p e r i e n c e  

and can more e f f e c t i v e l y  s e r v e  s m a l l  b u s in e s s m e n .  Some 

companies in  t h i s  group r e q u i r e ,  a s  p ar t  o f  t h e  terms o f  th e  

l o a n ,  t h a t  a member o f  t h e i r  s t a f f  be h i r e d  as  a member o f
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th e  management o f  t h e  s m a l l  b u s i n e s s  to  p r o v id e  c o n t i n u i n g  

a d v i c e ,  more p o s i t i v e  c o n t r o l ,  and g u i d a n c e .  A s e a t  on t h e  

board o f  d i r e c t o r s  o f  t h e  p o r t f o l i o  company i s  u s u a l l y  h e ld  

by t h e  in v e s t m e n t  company. Members o f  t h e  l a t t e r ' s  manage

ment a r e  u s u a l l y  in  c l o s e  c o n t a c t  w i t h  th e  p o r t f o l i o  

c o m p an ies .  Some l a r g e r  in v e s tm e n t  oompanies have s u b s i d i a r y

management c o n s u l t i n g  f i r m s ,  w h ich  p r o v id e  c o n s u l t i n g  s e r v i c e s
21

to  b o t h  p o r t f o l i o  and n o n - p o r t f o l i o  Small  b u s i n e s s .

C l e a r l y ,  t h e r e  i s  a w i d e . d i v e r g e n c e  in  t h e  s i z e

and o p e r a t i o n s  o f  in v e s t m e n t  com p a nies .  A move i s  under

way t o  c u r t a i l  t h e  l i c e n s i n g  o f  in v e s tm e n t  companies in  th e

s m a l l  c a t e g o r y .  The S m a l l  B u s i n e s s  A d m in i s t r a t i o n  wants

e x i s t i n g  in v e s t m e n t  companies  t o  grow and p r o v id e  b e t t e r  
22s e r v i c e s .  The new l i c e n s i n g  s ta n d a r d  sh o u ld  h e l p  g u a r a n te e  

w el l -m an a g ed  and e c o n o m i c a l l y - v i a b l e  in v e s t m e n t  com p anies .

R e s e a r c h  Subsequent  t o  The Act  

Two s t u d i e s  o f f e r  some d i s c u s s i o n  o f  c o n s u l t i n g  

and a d v i s o r y  s e r v i c e s  by in v e s tm e n t  co m p an ies .  The f i r s t  

c o n c er n s  b o t h  t h e  u s e  o f  c o n s u l t a n t s  and management g u id a n c e .  

The secon d  c o n s i d e r s  o n l y  t h e  l a t t e r .

In f o r m a t io n  d e r iv e d  from i n t e r v i e w s ,  s e e  Chapter IV.
22  ■"F reeze  t o  End? Squeeze  t o  Remain," 0£ .  o i t . ,  p .  4 .
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The use  o f  c o n s u l t a n t s

In th e  p a s t ,  u s a g e  o f  o o n s u l t a n t s  by s m a l l

b u s i n e s s e s  has been l i m i t e d .  J o e l  Ross s t u d i e d  in v e s tm e n t

companies and t h e i r  p o r t f o l i o  companies in  one r e g i o n  o f

t h e  Sm all  B u s i n e s s  A d m i n i s t r a t i o n  by s e n d in g  q u e s t i o n n a i r e s

t o  each group .  R e sp o n ses  came from 74 in v e s t m e n t  companies

and 60 p o r t f o l i o  com p anies .  He r e p o r t e d  t h a t  31 p e r c e n t  o f

t h e  l a t t e r  i n d i c a t e d  f r e q u e n t  u s e  o f  c o n s u l t a n t s ,  57 p e r c e n t
23i n f r e q u e n t  u s e ,  and 12 p e r c e n t  no u s e .  T h is  l e a d s  t o  t h e  

q u e s t i o n  o f  whether  f u r t h e r  u se  o f  c o n s u l t a n t s  would not  be  

a d va n tag eo u s  f o r  t h e  s m a l l  b u s i n e s s .

Among t h e  74 in v e s t m e n t  companies r e p o r t i n g ,  Ross
24le a r n e d  t h a t  59 o f f e r e d  management s e r v i c e s  and 15 d id  n o t .  

The f o l l o w i n g  management and a d v i s o r y  s e r v i c e s  were o f f e r e d  

( t h e  number f o l l o w i n g  each i n d i c a t e s  t h e  number o f  i n v e s t 

ment companies o f f e r i n g  t h a t  s e r v i c e ) : l e g a l  2 5 ,  m ark et in g

2 6 ,  e n g i n e e r i n g  5 0 ,  r e s e a r c h  9 ,  g e n e r a l  management 6 ,  

b ookkeep ing  2 ,  r e a l  e s t a t e  a p p r a i s a l  2 ,  and one each f o r  

p r o d u c t i o n ,  p u r c h a s i n g ,  s u p e r v i s i o n ,  p e r s o n n e l ,  s a l e s ,  and 

p l a n n i n g .  T h is  shows t h a t  s e r v i c e s  a r e  a v a i l a b l e  t o  s m a l l  

b u s i n e s s  but  l e a v e s  t h e  q u e s t i o n  o f  why t h e y  a r e n ’ t  u s e d .

J o e l  E. R o s s ,  Sm al l  B u s i n e s s  In v e s tm e n t  Companies 
& An E v a lu a t io n  o f t h e  S m a l l  B u s i n e s s  In v e s tm e n t  Act  o f  1958  
w i t h  a Background Stu dy  o f  P u b l i c  P o l i c y  A f f e c t i n g  Sm all  
B u s i n e s s ,  I t s  R o le  and t h e  A v a i l a b i l i t y  and Adequacy o f  
F in a n c in g  (u n p u b l i sh e d  Ph. 1). t h e s i s ,  W ashington ,  The George  
Washington U n i v e r s i t y ) ,  June,  19 6 1 ,  p .  135 .

24 I b i d . ,  p.  134.
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Ross f u r t h e r  r e p o r t e d  t h a t  73 p e r c e n t  o f  th e

p o r t f o l i o  companies f e e l  t h a t  c o n s u l t i n g  s e r v i c e s  a r e  n o t

r e q u ir e d  and t h a t  27 p e r c e n t  s a i d  t h a t  t h e  c o s t  o f  su ch
25s e r v i c e s  i s  to o  h i g h c

These  s e r v i c e s ,  r e p o r t e d  by R o s s ,  were o f f e r e d  by  

in v e s t m e n t  companies and n o t  by o u t s i d e  c o n s u l t a n t s . He 

i n d i c a t e d  t h a t  some l i m i t a t i o n s  on o f f e r i n g  s e r v i c e s  t o  

p o r t f o l i o  companies may e x i s t .  One may be th e  p r o s p e c t  o f  

unreimbursed c o s t s .  In v es tm en t  companies may be in  a 

p o s i t i o n  t o  p r o v id e  s e r v i c e s  b u t  n o t  be a b l e  t o  p r e s s  f o r  

c o l l e c t i o n .  F u r th e r  l i m i t a t i o n s  l i e  in  t h e  l e g a l  r e s t r i c 

t i o n s  o f  t h e  t r a d i t i o n a l  l e n d e r  r e l a t i o n s h i p .  An in v e s t m e n t  

company as  an i n v e s t o r  and c o n s u l t a n t  cou ld  be i n v o l v e d  in  

a c o n f l i c t  o f  i n t e r e s t s .  A nother  r e a s o n  t h a t  p o r t f o l i o  

companies do n o t  use  c o n s u l t a n t s  from t h e  in v e s t m e n t  

companies i s  u n w i l l i n g n e s s  o f  t h e  former t o  have t h e  l a t t e r  

Msn o o p ” or i n t e r f e r e .

Ross  a l s o  r e p o r t e d  t h a t  few s m a l l  b u s in essm en  

r e a l i z e  t h e i r  need f o r  o u t s i d e  a s s i s t a n c e ,  and some f e e l  

t h a t  i t  i s  to o  e x p e n s i v e .  To c o r r e c t  t h e s e  a t t i t u d e s  a 

program o f  e d u c a t io n  may be n e c e s s a r y .

Ross c a r r i e d  out  t h e  i n i t i a l  s t u d y  on management 

s e r v i c e s  and d e v e lo p ed  a l i s t  o f  t h o s e  o f f e r e d .  H is  work,  

how ever ,  i s  l i m i t e d  to  t h e  in v e s t m e n t  companies o f  one r e g i o n .

25
I b i d o , p .  1 3 5 .
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The s u r v e y s  condu cted  f o r  t h e  p r e s e n t  s t u d y  n o t  o n l y  c o v e r  

a l a r g e r  number o f  in v e s tm e n t  and p o r t f o l i o  companies but  

e x te n d  to  a l l  r e g i o n s .  T h is  s t u d y  expands on t h e  use  o f  

t h e  s e r v i c e s  by c o n c e n t r a t i n g  on them, w h i l e  o n l y  a p o r t i o n  

o f  R o s s ’ s work i s  d e v o ted  t o  them.

Ro3je o f  t h e  in v e s t m e n t  companies  
in  p r o v i d i n g  management 
a s s i s t a n c e

One purpose  o f  in v e s tm e n t  companies  i s ,  a s  i n d i c a t e d ,  

t o  p r o v id e  management a s s i s t a n c e  to  s m a l l  b u s i n e s s .  T h is  a id  

can come in  t h e  form o f  membership on t h e  l e t t e r ’ s board o f  

d i r e c t o r s ,  f r e e  a d v i c e ,  or c o n s u l t a t i o n .  The im portant  t h in g  

i s  t h a t  in v e s tm e n t  companies sh o u ld  a t tem p t  to  supplem ent  th e  

t a l e n t s  o f  s m a l l  b u s in essm en  w i t h  th e  wisdom o f  e x p e r i e n c e d  

p e r s o n s .

In h i s  s t u d y  o f  in v e s tm e n t  companies in  1960 Vaughn

r e p o r t e d :

During  th e  f i r s t  few months o f  o p e r a t i o n  o f  
t h e  s m a l l  b u s i n e s s  in v e s t m e n t  program, o p t i m i s t i c  
w r i t e r s  s u g g e s t e d  th a t -  t h e  o f f i c e r s  o f  t h e  SBICs • 
were in  a p e r f e c t  p o s i t i o n  t o  f u r n i s h  m a n a g e r ia l  
and f i n a n c i a l  a d v i c e  t o  t h e i r  s m a l l  b u s i n e s s  
c u s t o m e r s .  The c o u n s e l i n g  program, however,  
has n o t  m a t e r i a l i z e d  in  a m a j o r i t y  o f  t h e  i n v e s t 
ment c o m p a n ie s .  The t y p e s  o f  m a n a g e r ia l  and 
f i n a n c i a l  a d v i c e  f u r n i s h e d  t o  s m a l l  b u s i n e s s  
c l i e n t s  u s u a l l y  d e a l  w i t h  su ch  t h i n g s  a s :

1 .  A d v ic e  on s a l e s
2 .  A d v ic e  on a d v e r t i s i n g
3 .  A u d i t i n g  work
4 .  Bookkeep ing  s e r v i c e s
6 .  Management and c o u n s e l i n g  on 

f i n a n c i a l  m a t t e r s .



49

Items t h r e e  and fou r  above are  u s u a l l y  p rov id ed  on 
a f e e -  b a s i s  w h i l e  t h e  o t h e r s  may be prov ided  
f r e e  or on a f e e - b a s i s .  The management c o n s u l t a n t  
group in  charge  o f  o p e r a t i n g  one o f  th e  SBICs 
s u p p l i e s  m a n a g e r ia l  and f i n a n c i a l  s e r v i c e s  t o  t h e i r  
c u s t o m e r s .  Many o f  the  SBIC o f f i c i a l s  do n o t  d e s i r e  
to  become to o  d e e p l y  i n v o l v e d  in th e  m a n a g e r ia l  
problems o f  t h e i r  s m a l l  b u s i n e s s  c u s to m e r s ,  
e s p e c i a l l y  when t h e i r  f i n a n c i n g  has been on a 
l o n g - t e r m  l o a n s  b a s i s .  Eor the  most p a r t ,  t h o s e  
companies which  have a c q u ir e d  a c o n v e r t i b l e  
debentu re  i s s u e  or o t h e r  e q u i t y  s e c u r i t i e s  
from s m a l l  b u s i n e s s e s  r e q u i r e  t h a t  one o f  th e  
o f f i c e r s  or d i r e c t o r s  o f  th e  SBIC be e l e c t e d  t o  
th e  board o f  d i r e c t o r s  o f  th e  s m a l l  b u s i n e s s  
c u s to m e r .  The s e r v i c e s  o f  t h e  d i r e c t o r  are  
u s u a l l y  on a n o n - f e e  b a s i s  and se r v e  as 
i n s u r a n c e  f o r  p r o t e c t i n g  th e  in v e s tm en t  o f  
th e  l i c e n s e e . 26

Vaughn c o n t a c t e d  in v e s tm e n t  companies in Region Ten 

o f  t h e  Sm all  B u s i n e s s  A d m i n i s t r a t i o n .  He m ai led  n i n e t e e n  

q u e s t i o n n a i r e s  and r e c e i v e d  e i g h t  r e p l i e s .  He s t u d i e d  i n v e s t 

ment com panies '  i m p r e s s io n s  o f  th e  program and in fo r m a t io n  

about t h e i r  o p e r a t i o n s .  One q u e s t i o n  about th e  s e r v i c e s  

o f f e r e d  was meant to  d e term in e  whether  t h e  in v es tm en t  companies  

were u t i l i z i n g  t h i s  s e c t i o n  o f  The A c t .  The i n d u s t r y  then  was 

o n l y  two y e a r s  o l d .

A c co r d in g  to  Vaughn, in v e s tm e n t  companies can f u n c t i o n  

as o u t s i d e  a d v i s e r s  in  t h e i r  r e l a t i o n s h i p s  w i t h  p o r t f o l i o  

co m p a n ies .  Thus t h e y  may work w i t h  sm a l l  bus inessm en  and a c t  

as a d v i s e r s .  T h is  r e l a t i o n s h i p  enco u ra ges  bu s in essm en  to  

a c c e p t  t h e  id e a  t h a t  t h e  in v e s tm en t  company i s  t h e i r  p a r t n e r .

26
Donald E a r l  Vaughn, o j d .  c i t . ,  pp. 1 4 6 - 7 .
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In e s s e n c e ,  t h e  in v e s t m e n t  companies are  p a r t n e r s  o f  th e  

s m a l l  b u s in e s s m e n ,  f o r  i f  th e  a d v i c e  g iven  i s  bad, the  i n v e s t 

ment companies share  in  t h e  f a i l u r e  o f  the  b u s i n e s s .  In 

working w i t h  t h e  s m a l l  b u s in essm en  as a d v i s e r s ,  in v e s tm en t  

companies  may f i l l  gaps in  th e  former g r o u p 's  a b i l i t y .

In t a k i n g  a p o s i t i o n  on t h e  board o f  d i r e c t o r s

o f  a s m a l l  b u s i n e s s ,  an o f f i c i a l  o f  an in v e s tm e n t  company

f i l l s  t h e  r o l e  m entioned above ,  but w i t h  t h i s  d i f f e r e n c e :

a p o s i t i o n  o f  a u t h o r i t y  and r e s p o n s i b i l i t y  i s  i n v o lv e d

s i n c e  t h e  in v e s tm e n t  company r e p r e s e n t a t i v e  has a l e g a l

o b l i g a t i o n  f o r  th e  o p e r a t i o n  o f  t h e  sm a l l  b u s i n e s s .  The

i n v e s tm e n t  companies are  s t i l l  in  t h e  p o s i t i o n  o f  p a r t n e r s

o f  t h e  b u s in essm en  in  p r o v i d i n g  a d v ic e  and g u id ance  as

r e q u e s t e d .  Ross r e p o r t e d  t h a t ,  o f  th e  in v e s tm en t  companies
27

r e p l y i n g ,  46 r e q u ir e d  board membership, and 18 did n o t .  

O b v i o u s ly ,  a m a j o r i t y  o f  th e  in v e s tm e n t  companies f e e l  t h a t  

i t  i s  a d v i s a b l e  t o  h o ld  board membership. By s u p p l y in g  a 

board member, t h e  in v e s tm e n t  companies can work on s p e c i a l  

p r o j e c t s ,  a d v i s e ,  and t a k e  p a r t  in  management d e c i s i o n s .

They a l s o  a r e  in a b e t t e r  p o s i t i o n  to  watch the  sm a l l  b u s i n e s s  

and p r o t e c t  t h e i r  own i n v e s t m e n t .  A s e a t  on th e  board o f  

d i r e c t o r s  does n o t  g i v e  th e  in v e s tm e n t  company a u t h o r i t y  to  

c o n t r o l  t h e  s m a l l  b u s i n e s s  but  does a f f o r d  i t  an o p p o r t u n i t y  

t o  a s s i s t  t h e  management.

J o e l  E. R o s s ,  o £ .  c i t . ,  p. 153.
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A nother  form o f  a s s i s t a n c e  i s  p rov id e d  when th e  

in v e s t m e n t  company has one o f  i t s  members p la c e d  in  t h e  

management s t r u c t u r e  o f  t h e  s m a l l  b u s i n e s s  as a pa id  e x e c u t i v e .  

In t h i s  way t h e  In v es tm en t  company h e l p s  th e  p o r t f o l i o  companies  

i n  d a y - t o - d a y  problems and I s  in  c o n s t a n t  to u c h  w i t h  t h e  

s i t u a t i o n .  T h is  ty p e  o f  arrangem ent ,  however,  i s  n o t  common. 

Ross r e p o r t e d  t h a t  o f  57 in v e s tm e n t  companies an sw er in g  t h i s
28q u e s t i o n ,  15 did r e q u i r e  management c o n t r a c t s ,  and 42 d id  n o t .

Above s t u d i e s  i n d i c a t e  s e v e r a l  o f  th e  ways in  which  

in v e s t m e n t  companies can p r o v id e  management a s s i s t a n c e  t o  s m a l l  

b u s i n e s s e s .  The im portant  p o i n t  i s  t h a t  t h e y  o f f e r  t h i s  

a s s i s t a n c e  t o  h e l p  t h e  s m a l l  b u s i n e s s e s  grow and to  improve  

t h e i r  own e q u i t y  p o s i t i o n .

2ft
I b i d . ,  p .  15 3 .



CHAPTER I I I

SURVEY RESULTS

T h is  c h a p t e r  c o n c er n s  t h e  su r v e y  o f  t h e  in v e s tm e n t  

companies and o f  t h e  s m a l l  b u s i n e s s e s  w h ich  have borrowed  

from them. The f i r s t  s u b j e c t  d i s c u s s e d  w i l l  be  t h e  sample ,  

i t s e l f .  I t  w i l l  c o v e r  t h e  p e r c e n t a g e  o f  r e t u r n  o f  t h e  

q u e s t i o n n a i r e s ,  t h e  g e o g r a p h ic  d i s t r i b u t i o n ,  and r e l a t e d  

f a c t o r s .  E o l lo w in g  t h i s ,  t h e  makeup o f  t h e  q u e s t i o n n a i r e  

w i l l  be d i s c u s s e d .  The second  s e o t i o n  w i l l  c o v e r  th e  r e s u l t s  

o f  t h e  s u r v e y s .  I t  I n c l u d e s  a r e p o r t  on t h e  t y p e s  o f  s e r v i c e s  

ren d e re d  by In ves tm en t  co m p an ies ,  and how e ach  can a s s i s t  

s m a l l  b u s i n e s s e s .  The r e s u l t s  o f  t h e  s u r v e y  w i l l  then  be  

p r e s e n t e d .  R e sp o n ses  are  th en  a n a ly z e d  t o  de term in e  I f  the  

s e r v i c e s  a r e  u t i l i z e d  and how t h e  r e s p o n s e s  v a r y  a c c o r d in g  

t o  s i z e  o f  f i r m s  and t h e  i n d u s t r y .  The l a s t  s e c t i o n  w i l l  

a n a l y z e  a d d i t i o n a l  s e r v i c e s  w h ich  t h e  r e s p o n d in g  s m a l l  

b u s i n e s s e s  s a y  would a s s i s t  them.

Nature o f  t h e  Sample

Number o f  q u e s t i o n n a i r e s  and r e s p o n s e

In v e s tm e n t  companies w h ich  are  members o f  The 

A s s o c i a t i o n  were chosen  f o r  t h e  f i r s t  s u r v e y .  Q u e s t i o n n a i r e s  

were s e n t  t o  325 o f  a t o t a l  o f  723 l i c e n s e e s  a t  t h e  t i m e .

52
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A c c o r d in g  to  Mr. Robert L e i s y ,  A s s i s t a n t  Deputy  A d m in i s t r a t o r  

f o r  In v e s t m e n t s  o f  t h e  Sm all  B u s i n e s s  A d m i n i s t r a t i o n ,  51 o f  

t h e  in v e s t m e n t  companies  were c o n s i d e r e d  " i n a c t i v e . ” They  

were over  t h r e e  y e a r s  o ld  and had l e s s  than 4 0 o8 p e r c e n t  o f  

t h e i r  a s s e t s  i n v e s t e d .  T h is  means t h a t  4 8 . 4  p e r c e n t  o f  t h e  

a c t i v e  in v e s tm e n t  companies  were s e n t  q u e s t i o n n a i r e s .  Of 

t h e  325 s e n t ,  105 were r e t u r n e d ;  t h i s  r e t u r n  r e f l e c t s  3 2 . 8  

p e r c e n t  o f  t h o s e  su rveyed  and 1 5 .7  p e r c e n t  o f  a l l  a c t i v e  

in v e s t m e n t  com p anies .

The second  s u r v e y  i n c lu d e d  s m a l l  b u s i n e s s e s  

nom inated  by t h e  in v e s tm e n t  com panies .  The l a t t e r  l i s t e d  

153 p o r t f o l i o  companies on a s h e e t  a t t a c h e d  t o  t h e  q u e s t i o n 

n a i r e  s e n t  t o  them. Some in v e s tm e n t  companies s u p p l i e d  

s e v e r a l  names,  o t h e r s  p r o v id e d  n on e .

From t h e s e  153 companies a r e s p o n s e  r a t e  o f  6 5 . 1  

p e r c e n t  was o b t a i n e d - - 9 9  q u e s t i o n n a i r e s .  Two had been  

r e tu r n e d  b e c a u se  o f  i n c o r r e c t  a d d r e s s e s ,  and one company 

s a i d  t h a t  i t  had n o t  borrowed fu n d s .

T h is  r e s p o n s e  r a t e  was h i g h e r  than  e x p e c t e d .  I t  

may have  o ccu rred  b e c a u s e  th e  c o v e r  l e t t e r  i n d i c a t e d  t h a t  

t h e  names were su b m it te d  by in v e s t m e n t  co m p an ie s ,  a s t a t e m e n t  

t h a t  may have cau sed  t h e  companies t o  f e e l  t h e y  sh o u ld  

r e s p o n d .  I t  may f u r t h e r  i n d i c a t e  a h i g h  i n t e r e s t  among 

in v e s tm e n t  companies in  t h e  t o p i c  b e in g  r e s e a r c h e d .  S in c e  

t h e  number o f  p o r t f o l i o  companies v o l u n t e e r e d  was s m a l l ,  a 

h ig h  r e s p o n s e  r a t e  was most d e s i r a b l e .
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R e sp o n ses  by g e o g r a p h ic  l o o a t l o n

R e p l i e s  came from in v e s tm en t  companies in  a l l  n i n e  

o f  t h e  S m a l l . B u s in e s s  A d m i n i s t r a t i o n  R e g i o n s .  Tab le  3 shows 

t h e  p e r c e n t  o f  in v e s tm e n t  companies in  each  r e g i o n  and t h e  

p e r c e n t a g e s  o f  t h e  r e s p o n s e s  from each  r e g i o n .  The r e s p o n s e s  

from most r e g i o n s  a r e  c l o s e  in  a c t u a l  p e r c e n t a g e .  The New 

England Region has a r e s p o n s e  r a t e  in  e x c e s s  o f  i t s  p r o p o r t io n  

o f  t o t a l  in v e s tm e n t  com p anies ,  and t h e  E ast  North  C e n t r a l  

Region i s  a l s o  h i g h .  Other r e g i o n s  f e l l  below t h e i r  

p e r c e n t a g e  o f  r e p r e s e n t a t i o n .  The f a c t  t h a t  th e  New England  

and E a s t  North C e n t r a l  r e g i o n s  a re  h i g h  i s  p r o b a b ly  r e l a t e d  

t o  t h e  f a c t  t h a t  many i n d i v i d u a l s  who work w i t h  The A s s o c i a t i o n  

r e s i d e  in  t h e s e  r e g i o n s .  S i n c e  t h i s  was an A s s o c i a t i o n  

q u e s t i o n n a i r e ,  t h e s e  i n d i v i d u a l s  would be l i k e l y  t o  c o o p e r a t e .  

B ecause  o n l y  105 in v e s tm e n t  companies r e sp o n d e d ,  a d i f f e r e n c e  

o f  o n l y  two or t h r e e  q u e s t i o n n a i r e s  from a r e g i o n  c r e a t e s  a 

n o t i c e a b l e  s h i f t  in  p e r c e n t a g e .  I t  i s  b e l i e v e d  t h a t  t h i s  

d i f f e r e n c e  does not  a f f e c t  t h e  r e s u l t s  b e c a u se  th e  p e r c e n t a g e  

o f  r e s p o n s e s  agreed  c l o s e l y  w i t h  t h e  p e r c e n t a g e  o f  in v e s tm e n t  

companies  in  a l l  r e g i o n s .

T ab le  3 a l s o  shows th e  p e r c e n t  o f  in v e s t m e n t  

company l o a n s  made t o  s m a l l  b u s i n e s s e s  l o c a t e d  in  each  r e g i o n .  

Some s m a l l  b u s i n e s s e s  have o b t a i n e d  more than one l o a n .  T h is  

means t h a t  t h e  same s m a l l  b u s i n e s s  may be counted  more than  

o n c e .  These  were t h e  o n l y  f i g u r e s  a v a i l a b l e  f o r  co m p a ra t iv e  

p u rp o se s  and which  i n d i c a t e  th e  number o f  s m a l l  b u s i n e s s e s
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borrow ing  from in v e s tm e n t  companies in  each r e g i o n .  Table  

3 th e n  p r e s e n t s  t h e  p e r c e n t a g e  o f  t h e  s m a l l  b u s i n e s s e s  

r e s p o n d in g  from each  r e g i o n .  In s e v e r a l  c a s e s  t h e r e  i s  

c o n s i d e r a b l e  v a r i a t i o n  between t h e  a c t u a l  f i g u r e s  and t h e  

r e s p o n s e s .  The l a r g e s t  d i f f e r e n c e  i s  found in  t h e  E a s t  

N orth  C e n t r a l  R e g io n .  T h is  oocurred  b e c a u s e  t h e  w r i t e r  i s  

an e x e c u t i v e  o f  an in v e s tm e n t  company in  t h i s  r e g i o n ,  had 

more c o n t a c t  w i t h  o t h e r  in v e s t m e n t  companies in  i t ,  and 

t h e r e f o r e  r e c e i v e d  more names o f  s m a l l  b u s i n e s s e s  in  I t .

He a l s o  had t h e  l i s t  o f  s m a l l  b u s i n e s s e s  which had borrowed  

from h i s  own in v e s tm e n t  company. In some o f  t h e  o t h e r  

r e g i o n s  t h e r e  i s  a l s o  c o n s i d e r a b l e  d i f f e r e n c e ;  t h e  r ea so n  

i s  n o t  known.

R e sp o n ses  by t h e  s i z e  o f  f i r m

The r e s p o n s e s  by t h e  in v e s t m e n t  companies were  

broken down a c c o r d i n g  t o  t h e  s i z e  groups m ent ioned  p r e v i o u s l y .  

Table  4 shows t h e  number o f  r e s p o n s e s  in  e a ch  group and i t s  

p e r c e n t a g e  o f  t h e  t o t a l .  The s m a l l  group l a c k s  adequate  

r e p r e s e n t a t i o n  w h i l e  t h e  l a r g e  group i s  o v e r l y  r e p r e s e n t e d .  

T h is  o c c u r s  b e c a u s e  a l l  o f  t h e  l a r g e  in v e s tm e n t  companies  

b e lo n g  t o  The A s s o c i a t i o n  and have f u l l - t i m e  management 

a v a i l a b l e  to  co m p le te  t h e  q u e s t i o n n a i r e .

An i n i t i a l  t a l l y i n g  o f  r e s p o n s e s  r e v e a l e d  t h a t  th e  

s i z e  f a c t o r  made no d i f f e r e n c e  in  answers  r e c e i v e d  t o  most  

q u e s t i o n s .  The r e s p o n s e s ,  t h e r e f o r e ,  w i l l  be  t r e a t e d  as  a
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TABLE 3

RESPONSES PROM INVESTMENT COMPANIES AND SMALL BUSINESSES 

(PERCENT OE ACTUAL COMPARED TO RESPONSES EROM REGIONS, 1965)

In v es tm en t Companies Sm all  B u s i n e s s e s
A c t u a l  in  

R eg io n*  R eg ion*
R esp onses  

Erom Region
Loans In R esp onses  

R e g ion *  Erom Region

1 -  New England 10 15 25 11

2 -  M iddle  A t l a n t i c 24 22 15 11

3 -  E ast  North C e n t r a l 11 14 6 26

4 -  West N or th  C e n t r a l 4 4 4 5

5 -  South A t l a n t i c 15 11 10 3

6 -  E a st  South  C e n t r a l 2 1 5 4

7 -  West So u th  C e n tr a l 15 13 16 25

8 -  Mountain 2 3 2 5

9 -  P a c i f i c 17 17 17 10

T o t a l 100 100 100 100

* S m a l l  B u s i n e s s  A d m in i s t r a t i o n  F ig u r e s  and r e g i o n s .
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group in  p r e s e n t i n g  t h e  data  in  t a b u l a r  form . When a 

s i g n i f i c a n t  d i f f e r e n c e  i s  p r e s e n t ,  a comment and t h e  f i g u r e s  

w i l l  be g iv e n  in  t h e  d i s c u s s i o n .

The s m a l l  b u s i n e s s e s  were a l s o  broken i n t o  t h r e e  

g r o u p s ,  b a sed  on t h e  s i z e  o f  t h e  in v e s t m e n t  company from 

which  funds were borrowed .  I t  was f e l t  t h i s  would be t h e  

b e s t  way to  c l a s s i f y  them s i n c e  to  a sk  f o r  f i n a n c i a l  d a t a ,  

g e n e r a l l y  c o n s i d e r e d  c o n f i d e n t i a l ,  would p r o b a b ly  have  

low ered  t h e  r e s p o n s e  r a t e .  T h is  method would a l s o  seem 

l o g i c a l  s i n c e  answers c o u ld  then  be compared w i t h  answers  

g iv e n  by t h e  s i z e  o f  in v e s tm e n t  companies s u p p l y i n g  th e  

f u n d s .

Again t h e  l a r g e  c a t e g o r y  i s  o v e r l y  r e p r e s e n t e d  

b e c a u se  s e v e r a l  l a r g e  i n v e s t m e n t  companies  s u p p l i e d  a 

co m p le te  l i s t  o f  t h e  s m a l l  b u s i n e s s e s  t o  wh ich  t h e y  had 

l e n t  f u n d s .  They s t a t e d  t h a t  s i n c e  t h e  names o f  t h e i r  

p o r t f o l i o  companies are  l i s t e d  In t h e i r  p u b l i s h e d  s t a t e m e n t ,  

t h e y  would p r o v id e  them f o r  t h e  s u r v e y .  But as  w i t h  th e  

in v e s t m e n t  c o m p a n ies ,  s i z e  in  most c a s e s  does  n o t  o c c a s i o n  

a n o t i c e a b l e  d i f f e r e n c e  in  t h e  r e s p o n s e s .  Where a s i g n i f i 

ca n t  d i f f e r e n c e  e x i s t s ,  I t  w i l l  be n o te d  in  t h e  d i s c u s s i o n .  

A l l  t h r e e  c a t e g o r i e s  w i l l  be  combined in  t h e  t a b l e s .

R esp o n ses  by I n d u s t r y

The s m a l l  b u s i n e s s e s  r e s p o n d in g  p r o v id e  a c r o s s  

s e c t i o n  o f  t h e  k in d s  o f  b u s i n e s s e s  borrow ing  funds from 

I n v es tm en t  c o m p a n ie s .  Table  5 shows t h e  p e r c e n t a g e  o f  s m a l l
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TABLE 4

INVESTMENT COMPANIES AND SMALL BUSINESSES IN EACH SIZE CATEGORY
1965

In v es tm en t  Companies Sm all B u s i n e s s e s  (k)
S i z e  C ateg ory R esp onses  

Number P er ce n t
A c t u a l  , . 
P e r c e n t ' a ' Number P er ce n t

Sm all 36 34 56 11 11

Medium 38 36 34 36 36

Large 31 30 10 52 53

T o t a l 105 100 100 99 100

( 9  }Sm all  B u s i n e s s  A d m i n i s t r a t i o n  f i g u r e s  s e e  page 42 .
/  - u  \

Based on S i z e  o f  in v e s t m e n t  company from which  funds were  
o b t a i n e d . '
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b u s i n e s s e s  r e s p o n d in g  in  each  kind o f  b u s i n e s s  as compared

to  f i g u r e s  o b t a in e d  from t h e  Sm all  B u s in e s s  A d m i n i s t r a t i o n .

A l l  k in d s  are  f a i r l y  c o n s i s t e n t  w i t h  th e  Sm all  B u s in e s s

A d m in i s t r a t i o n  f i g u r e s  e x c e p t  f o r  r e a l  e s t a t e  and c o n t r a c t o r s ,

who had low r e p r e s e n t a t i o n ,  and m a n u f a c t u r e r s ,  who had h i g h

r e p r e s e n t a t i o n .  No f i n a l  e x p l a n a t i o n  can be s u p p l i e d  fo r

t h i s ,  but  p o s s i b l y  t h e  in v e s t m e n t  companies d id  n o t  su p p ly

names o f  p e r so n s  engage'd in  r e a l  e s t a t e  and c o n t r a c t i n g  on
i

t h e  p rem ise  t h a t ' t h e y  would not  r e s p o n d .  On t h e  o t h e r  hand,  

t h e  names o f  m a n u fa c tu re rs  were s u p p l i e d  s i n c e  i t  might be
i

assumed t h a t  t h e y  would r e s p o n d .  On most q u e s t i o n s  no 

d i f f e r e n c e  was n o te d  among t h e  r e s p o n s e s  o f  s m a l l  b u s i n e s s e s  

in  t h e  v a r i o u s  i n d u s t r i e s ,  and t h e y  w i l l  n o t  be s e p a r a t e d  in  

t h e  t a b l e s .  Where a s i g n i f i c a n t  d i f f e r e n c e  does  o c c u r ,  

comment w i l l  be in c lu d e d  in  t h e  d i s c u s s i o n .

Q uest ionn a  i r e s  

T h is  s e c t i o n  w i l l  b r i e f l y  d i s c u s s  th e  two q u e s t i o n 

n a i r e s .  The f i r s t  p a r t  i n c l u d e s  a r e v i e w  o f  how the  

q u e s t i o n n a i r e s  were d e v e lo p ed  and t h e  m a t e r i a l  each  c o n t a i n e d .  

The second  d i s c u s s e s  th e  p r e t e s t  r e s u l t s  on th e  second  

q u e s t i o n n a i r e .

How d e v e lo p ed

The f i r s t  q u e s t i o n n a i r e  was prepared  j o i n t l y  w i t h  

t h e  Management S e r v i c e  Committee o f  The A s s o c i a t i o n .  A f t e r  

a q u e s t i o n n a i r e  had been prepared  f o r  t h i s  s t u d y ,  i t  was
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TABLE 5

PORTFOLIO COMPANIES IN DIFFERENT LINES OF BUSINESS COMPARED 

TO FIGURES OBTAINED FROM SMALL BUSINESS ADMINISTRATION

1965 

(In P e r c e n t )

( %)
L ine  o f  B u s i n e s s ' F ig u r e s  Obtained  

.From S tu dy '  '
F ig u r e s  Obtained  
From SBA(°)

M anufacturer 54 31

S e r v i c e  B u s in e s s 14 11

R e a l  E s t a t e  & C o n tr a c to r 9 34

W holesa le 9 3

R e t a i l 9 10

S c i e n c e 8 5

T r a n s p o r t a t i o n  & U t i l i t y 0 4

Other 13 0

( Q }
' E s t a b l i s h e d  by Sm all  B u s i n e s s  A d m i n i s t r a t i o n

^ ^ F i g u r e s  t o t a l  more than 100 p e r c e n t  s i n c e  some companies  
checked  more th a n  one l i n e  o f  b u s i n e s s .

( C }' ' F i g u r e s  a s _ o b t a in e d  t o t a l  l e s s  than 100 p e r c e n t .
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l e a r n e d  t h a t  t h e  com m ittee  was a l s o  s e e k i n g  in f o r m a t i o n  on 

management s e r v i c e s .  A f t e r  some d i s c u s s i o n ,  i t  was d e c id ed  

t o  combine t h e  two q u e s t i o n n a i r e s  and t h a t  The A s s o c i a t i o n  

would d i s t r i b u t e  th e  r e s u l t i n g  o n e .  I t  i n c l u d e s  some q u e s t i o n s  

n o t  p e r t i n e n t  to  t h i s  s t u d y ,  but  o m it s  no m a t e r i a l  needed f o r  

i t .  A copy o f  t h e  q u e s t i o n n a i r e  i s  in c lu d e d  as  Appendix A.

The q u e s t i o n n a i r e  has two p a r t s .  Only P art  I  

p e r t a i n s  to  t h i s  s t u d y ,  P a rt  I I  so u g h t  in f o r m a t io n  f o r  The 

A s s o c i a t i o n  on how i t s  members f e e l  about i t s  o p e r a t i o n s .

P art  I  c o n s i s t s  o f  two s e c t i o n s .  The f i r s t  asked  f o r  in fo r m a 

t i o n  p e r t a i n i n g  t o  ( 1 )  why t h e  companies approached t h e  

i n v e s tm e n t  c o m p a n ie s ,  ( 2 )  what management s e r v i c e s  are  

r e n d e r e d ,  (3 )  t h e  need f o r ,  and s o u r c e s  o f ,  a d d i t i o n a l  f u n d s ,

( 4 )  a s s i s t a n c e  ren d ered  in  o b t a i n i n g  a d d i t i o n a l  b u s i n e s s ,  

and (5 )  u n d e r w r i te r  c o n n e c t i o n s .  The seco n d  s e c t i o n  concerned  

p a id  c o n s u l t i n g  s e r v i c e s  o f f e r e d .  The r e v ie w  o f  t h e  l i t e r a t u r e  

had p rov id e d  i n s i g h t  i n t o  t h e  a r e a s  in  which  in v e s tm e n t  

companies can r en d er  a s s i s t a n c e .

The purpose  o f  t h e  q u e s t i o n n a i r e  was to  g e t  

i n f o r m a t io n  p e r t a i n i n g  t o  s e r v i c e s  which  in v e s tm e n t  companies  

p r o v id e  t o  s m a l l  b u s i n e s s e s .  T h is  n o t  o n l y  a p p l i e d  t o  t h e  

s p e c i f i c  a r e a s  m ent ioned  above but  a l s o  t o  any o t h e r  a s s i s t a n c e  

which  might be o f f e r e d .  I t  i s  c l e a r  t h a t  In fo r m a t io n  about  

t h e  number o f  In v es tm en t  companies  o f f e r i n g  e a ch  s e r v i c e  i s  

d e s i r a b l e ,  s i n c e  t h i s  p r o v i d e s  some i n s i g h t  i n t o  i t s  im p o r ta n c e .
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The second  q u e s t i o n n a i r e  was d e s ig n e d  s p e c i f i c a l l y  

f o r  t h i s  s t u d y .  I t  was in te n d e d  to  cov er  t h e  same s e r v i c e s  

as  t h e  f i r s t  q u e s t i o n n a i r e ,  th e  o b j e c t i v e  b e i n g  to  de term in e  

i f  t h e  s m a l l  b u s i n e s s e s  f e e l  t h a t  t h e y  a re  g e t t i n g  th e  

s e r v i c e s  o f f e r e d  by in v e s t m e n t  c o m p a n ies .  They were a l s o  

asked  to  l i s t  any s e r v i c e s  w h ich  t h e y  would l i k e  to  have  

and a r e  n o t  r e c e i v i n g .

The second q u e s t i o n n a i r e  was su b m it ted  to  an o f f i c i a l  

o f  The A s s o c i a t i o n  and t h e  chairman o f  th e  Management S e r v i c e s  

Committee t o  see  i f  t h e y  co u ld  improve th e  wording o f  any 

q u e s t i o n s  or t h i n k  o f  a d d i t i o n a l  in f o r m a t io n  which  should  

be o b t a i n e d .  These i n d i v i d u a l s  found no f a u l t  w i t h  e i t h e r  

t h e  m a t e r i a l  cov ered  or t h e  wording o f  the  q u e s t i o n s .  They 

a g r ee d  t h a t  i f  t h e  in f o r m a t io n  r e q u e s t e d  was o b t a in e d  i t  

sh o u ld  c o r r e l a t e  w i t h  t h a t  g a in e d  from t h e  f i r s t  q u e s t i o n n a i r e .

P r e t e s t  r e s u l t s

A f t e r  r e c e i v i n g  t h e s e  comments, i t  was d e c id ed  t o  

p r e t e s t  t h e  secon d  q u e s t i o n n a i r e .  T h is  was done to  check  

q u e s t i o n n a i r e  c o n s t r u c t i o n  and q u e s t i o n  c l a r i t y .  "For 

p r e t e s t i n g ,  20 s m a l l  b u s i n e s s e s  were s e l e c t e d  a t  random 

from t h e  l i s t  o f  153 names,  and q u e s t i o n n a i r e s  were s e n t  

t o  them.

Of th e  2 0 ,  16 were c o m p le te d .  No  comments were  

made about th e  q u e s t i o n s ,  but  th e  answers to  fo u r  q u e s t i o n s  

made i t  e v id e n t  t h a t  c l a r i f i c a t i o n  was r e q u i r e d .  These  were
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t h e  two q u e s t i o n s  c o n c e r n in g  t h e  f r e q u e n c y  o f  v i s i t s  and 

t h e  t im e  sp e n t  by t h e  in v e s tm e n t  com p anies ,  and t h e  two 

q u e s t i o n s  c o n c e r n in g  t h e  r a t e  o f  growth o f  t h e  sm a l l  

b u s i n e s s e s .  In t h e  former t h e  answer b la n k s  were changed  

to  read Mt im e s  per y e a r M and " l e n g t h  per v i s i t  The 

q u e s t i o n s  about growth were reworded to  t r y  to  c l a r i f y  the  

method o f  c a l c u l a t i n g  t h e  answ er .

A f t e r  t h e  changes  were made, i t  was f e l t  t h a t  

t h e  q u e s t i o n n a i r e s  would e l i c i t  in f o r m a t io n  needed to  

com plete  t h i s  study„

Report  o f  Sur'/ey R e s u l t s  

T his  s e c t i o n  w i l l  a n a l y z e  t h e  q u e s t i o n n a i r e s  one  

s e c t i o n  a t  a t i m e ,  based  on s e r v i c e s  provided, ,  Both  

q u e s t i o n n a i r e s  w i l l  be  c o n s i d e r e d  t o g e t h e r  t o  compare the  

r e s u l t s .  Each t y p e  o f  s e r v i c e  w i l l  be s t u d i e d  as th e  

r e s u l t s  a re  p r e s e n t e d  and i n f o r m a t i o n  from t h e  r e v ie w  o f  

t h e  l i t e r a t u r e  w i l l  be in t r o d u c e d  a t  t h a t  p o i n t .

Types o f  f i n a n c i n g  p r o v id e d  by 
In v es tm en t  companies

As p o i n t e d  out  e a r l i e r ,  in v e s tm e n t  companies were

i n s t i t u t e d  to  p r o v id e  l o n g - t e r m  lo a n s  and e q u i t y  c a p i t a l .

Funds a re  p rov ided  in  s e v e r a l  form s:

1. Loans o n l y  in  which  S e c t i o n  305 ty p e

f i n a n c i n g s  are  p r o v id e d  and in  which  in v e s t m e n t  companies

have no e q u i t y  p o s i t i o n .
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2.  Loans and e q u i t y  in  which  S e c t i o n  304 

funds are  p rov ided  on a s t r a i g h t  n o t e  and a d d i t i o n a l  

funds a re  i n v e s t e d  d i r e c t l y  in  s t o c k  o f  t h e - c o m p a n i e s .

3 .  Loans and warrants  in  which S e c t i o n  304  

funds are  p rov ided  in  t h e  form o f  a d ebentu re  w i th  warrants  

a t t a c h e d .  The w arran ts  g i v e  t h e  in v e s tm e n t  companies the  

o p t i o n  to  o b t a in  s t o c k .

4 .  C o n v e r t i b l e  d e b e n tu re s  in  which S e c t i o n  304 

funds are  pro v id ed  in  t h e  form o f  a d e b e n tu r e ,  a l l  or a 

p o r t i o n  o f  which  may be c o n v e r te d  i n t o  s t o c k .

5 .  E q u i ty  o n ly  i n v o l v i n g  t h e  use  o f  S e c t i o n  304 

funds fo r  d i r e c t  pu rch ase  o f  s t o c k  in  t h e  companies w i th  

no loan  b e in g  made.

Erom T a b le  6 i t  can be seen  t h a t  t h e  most common method o f  

p r o v i d i n g  e q u i t y  c a p i t a l  i s  a lo a n  w i t h  w arran ts  a t t a c h e d .  

Loans w i t h  an e q u i t y  p o s i t i o n  a r e  t h e  second most common 

ty p e  o f  f i n a n c i n g .  The l e a s t  commonly used arrangement i s  

a s t r a i g h t  e q u i t y  p o s i t i o n ,  which p r o v id e s  t h e  in v e s tm en t  

companies w i t h  no income on t h e i r  in v e s t m e n t s  u n l e s s  the  

borrowing companies pay d i v i d e n d s .

Advantages  and d i s a d v a n t a g e s  o f  
t h e  t y p e s  o f  f i n a n c i n g

When an in v e s tm e n t  company has an e q u i t y  or 

p o t e n t i a l  e q u i t y  p o s i t i o n  in  a s m a l l  b u s i n e s s ,  i t  becomes 

i n t e r e s t e d  in  th e  growth o f  th e  e q u i t y .  In v es tm en t  companies  

r e l y  on a p p r e c i a t i o n  in  e q u i t y  t o  o b t a in  c a p i t a l  g a in s  on
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t h e i r  i n v e s t m e n t s .  I n t e r e s t  income from t h e  lo a n  c o v e r s  

t h e  in v e s t m e n t  companies* money c o s t  and p r o v i d e s  some 

income f o r  o p e r a t i o n s .  I t  does not  p r o v id e  most in v e s tm e n t  

companies w i t h  t h e  r e t u r n  on in v e s tm e n t  t h e y  d e s i r e .  That 

r e t u r n  can be o b t a in e d  o n l y  through  c a p i t a l  g a i n s .

Funds p r o v id e d  by in v e s tm e n t  companies where an 

e q u i t y  p o s i t i o n  i s  i n v o l v e d  are  su b o r d in a te d  debt and are  

u n se c u r e d .  R i s k  i s  r e l a t i v e l y  h ig h  in  t h i s  t y p e  o f  f i n a n c i n g  

b e c a u se  o t h e r  c r e d i t o r s  o f  t h e  s m a l l  b u s i n e s s  must be s a t i s f i e d  

b e f o r e  th e  in v e s tm e n t  companies are  r e p a i d .  S in c e  t h e  o n ly  

funds  b eh in d  th e  in v e s tm e n t  companies come from, s t o c k h o l d e r s , 

t h e  former a r e  v u l n e r a b l e  i n  e v e n t  o f  l i q u i d a t i o n .  To 

com pensate  f o r  such r i s k ,  a p o t e n t i a l  e q u i t y  p o s i t i o n  i s  

o b t a in e d  th r o u g h  c o n v e r s i o n  p r i v i l e g e s  or w a r r a n t s .  I f  th e  

s m a l l  b u s i n e s s e s  grow, t h e  in v e s tm e n t  companies  a re  compensated  

f o r  t h e i r  r i s k ;  i f  t h e y  do n o t ,  t h e  in v e s t m e n t  companies h o p e 

f u l l y  w i l l  r e c e i v e  i n t e r e s t  on t h e  d e b e n tu re  and have the  

p r i n c i p a l  r e p a i d ,  but  c o n v e r s i o n  p r i v i l e g e s  or w arran ts  would 

be w o r t h l e s s .  I f  t h e  s m a l l  b u s i n e s s  d e t e r i o r a t e s ,  t h e r e  i s  

t h e  p r o b a b i l i t y  o f  l o s s .

When t h e  in v e s t m e n t  companies  have an e q u i t y  

p o s i t i o n ,  t h e y  ten d  to  assume t h e  a t t i t u d e  o f  p a r t n e r s  o f  

t h e  s m a l l  b u s in e s s m e n .  They work c l o s e l y  w i t h  t h e  sm a l l  

b u s i n e s s e s  in  t h e  hope o f  r e n d e r i n g  management a s s i s t a n c e  

and h e l p i n g  them grow. Growth s t r e n g t h e n s  th e  in v e s tm e n t  

c o m p a n ie s ’ p o s i t i o n  on th e  lo a n  and i n c r e a s e s  t h e i r  e q u i t y  

p o t e n t i a l .



TABLE 6

TYPES OF INVESTMENTS MADE BY INVESTMENT 

AND CATEGORY IN WHICH THE MAJORITY TALL,

COMPANIES

1964

Number o f  In ves tm en t C a tego ry  In which
Type o f  In v es tm en t Companies Making t h i s M a j o r i t y  o f

Type o f  In v es tm en t In v e s tm e n ts T a l l

Loans and Warrants 83 60

Loans and E q u i t y 75 31

C o n v e r t i b l e  Debentures  57 13

Loans Only 48 21

E q u i t y  Only 25 6

To be rea d :  48 companies have made lo a n s  o n l y ,  but  in  o n ly

21 companies do lo a n s  make up th e  m a j o r i t y  o f  th e  i n v e s t m e n t s .
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Some In ves tm en t  companies tend to  c o n c e n t r a t e  on 

l o a n s  o n l y .  These  in v e s t m e n t  companies a r e  a p p a r e n t l y  n o t  

so i n t e r e s t e d  in  c a p i t a l  a p p r e c i a t i o n .  They are  n o t  w i l l i n g  

t o  p r o v id e  management a s s i s t a n c e  u n l e s s  t h e i r  l o a n s  a re  in  

jeo p a rd y ;  th e n  t h e y  may have to  do so t o  p r e v e n t  l o s s .

Reasons  s m a l l  b u s i n e s s e s  approach  
in v e s t m e n t  companies'

The t r a d i t i o n a l  r e a so n  t h a t  s m a l l  b u s i n e s s e s  

approach  in v e s t m e n t  companies i s  t o  borrow f u n d s .  That,  

n a t u r a l l y ,  i s  th e  most im portant  r e a s o n ,  but  some s m a l l  

b u s i n e s s e s  a r e  i n t e r e s t e d  in  o t h e r  m a t t e r s .  S i n c e  in v e s tm e n t  

companies  a r e  a u t h o r i z e d  t o  p r o v id e  c o n s u l t i n g  and a d v i s o r y  

s e r v i c e s ,  a purpose  o f  t h i s  s t u d y  was t o  l e a r n  i f  s m a l l  

b u s i n e s s e s  a c t u a l l y  do approach them f o r  t h e s e  s e r v i c e s .

In  Q u e s t i o n n a i r e  1 t h e  in v e s tm e n t  companies were asked  i f  

t h e y  had been approached f o r  r e a s o n s  o t h e r  than t o  o b t a i n  

f u n d s .  T h i r t y - f o u r  o f  104 (3 3 $ )  s a i d  t h e y  had.  Here a 

s i g n i f i c a n t  d i f f e r e n c e  based  on s i z e  e x i s t e d  as  23 p e r c e n t  

o f  t h e  s m a l l ,  34 p e r c e n t  o f  t h e  medium, and 46 p e r c e n t  o f  

t h e  l a r g e  in v e s t m e n t  companies s a i d  t h e y  had been approached  

f o r  o t h e r  r e a s o n s .  In Q u e s t i o n n a i r e  2 ,  t h e  s m a l l  b u s i n e s s e s  

were asked  why t h e y  approached in v e s t m e n t  c o m p a n ie s .  R esp onses  

from each  o f  t h e s e  s o u r c e s  are  d i s c u s s e d  s e p a r a t e l y  b e lo w .

Reason c i t e d  by in v e s tm e n t  companies

The in v e s t m e n t  companies were asked  to  t e l l  why 

s m a l l  companies had approached them; a number o f  r e a s o n s  

were c i t e d .



TABLE 7

WHY INVESTMENT COMPANIES ARE CONTACTED BY SMALL BUSINESSES, 1964

Reason JTumber L i s t i n g

Management A s s i s t a n c e 13

A d v i s o r y  S e r v i c e s 10

In f o r m a t io n  on t h e  E q u i t y  Market 3

F i n a n c i a l  A d v ice  and I d e a s 3

Management E v a l u a t i o n 2

Looking  f o r  A c q u i s i t i o n s  or Mergers 1

S e e k in g  t o  be A cqu ired 1

Management R e f e r r a l s 1

As g iv e n  by in v e s tm e n t  com p a n ie s .
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T a b le  7 shows t h a t  th e  most f r e q u e n t  r e a s o n  was 

to  g e t  management a s s i s t a n c e :  t h e  secon d  most f r e q u e n t

r e a s o n  was t o  s e c u r e  a d v i s o r y  s e r v i c e s .  I t  i s  p o s s i b l e  

t h a t  t h e s e  two r e a s o n s  might b e lo n g  t o g e t h e r  s i n c e  t h e  

d i f f e r e n c e  co u ld  be a m atter  o f  s e m a n t i c s .  Both o f  t h e s e  

a r e a s  f a l l  w i t h i n  t h e  i n t e n t  o f  The A ct  and show t h a t  sm a l l  

b u s i n e s s e s  do approach in v e s t m e n t  companies for- management 

a s s i s t a n c e .

At l e a s t  two in v e s t m e n t  companies r e p o r t e d  t h a t  

t h e y  b e l i e v e  t h e y  have  e s t a b l i s h e d  a good r e p u t a t i o n  in  

t h e  b u s i n e s s  community s i n c e  t h e y  have been approached by  

s m a l l  bus inessm en  w i s h in g  t h e  p r e s t i g e  o f  h a v in g  someone  

from t h e i r  o r g a n i z a t i o n  be on t h e  b o a r d . o f  t h e  borrowing  

companieso

Many s m a l l  b u s i n e s s e s  coming i n t o  in v e s tm en t  

company o f f i c e s  cannot  be h e lp e d  d i r e c t l y ,  but  t h e  in v e s tm e n t  

companies a r e  s t i l l  in  a p o s i t i o n  t o  p r o v id e  them w i t h  

f i n a n c i a l  g u i d a n c e .  T h is  gu id a n ce  may be g iv e n  by a n a l y z i n g  

t h e  s i t u a t i o n  and making s u g g e s t i o n s  as  t o  p o s s i b l e  a l t e r n a 

t i v e s .  In some c a s e s  in v e s tm e n t  companies can g u id e  t h e  

s m a l l  b u s in essm en  t o  o t h e r  s o u r c e s  o f  c a p i t a l .  In v e s tm e n t  

companies u s u a l l y  have c o n t a c t  w i t h  t h e s e  o t h e r  s o u r c e s  ahd 

can b r in g  p a r t i e s  t o g e t h e r .

I n v es tm en t  companies have been approached by f irm s  

l o o k i n g  f o r  a c q u i s i t i o n s  or mergers and by o t h e r s  s e e k i n g  to
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be a c q u i r e d .  In v es tm en t  companies may know o f  companies  

s e e k i n g  to  buy o t h e r s  and t h o s e  w i s h in g  to  s e l l .  In e i t h e r  

c a s e  s m a l l  bu s in essm en  are  s e rv e d  i f  s a l e  or purchase  i s  

a c h i e v e d .  The o b j e c t i v e  o f  th e  in v e s tm e n t  companies i s  n o t  

to  merge a l l  o f  th e  p o r t f o l i o  companies i n t o  l a r g e  p u b l i c l y  

h e ld  c o r p o r a t i o n s ,  but in  some c a s e s  such a c t i o n  i s  b e s t  f o r  

a l l  c o n c e r n e d .

Other r e a s o n s  l i s t e d  were in  management a r e a s  

p e r t a i n i n g  to  e v a l u a t i o n  and r e f e r r a l s .  Many s m a l l  b u s i n e s s 

men r e a l i z e  t h e y  are  d e f i c i e n t  in  c e r t a i n  a r e a s  and approach  

in v e s tm e n t  companies f o r  a s s i s t a n c e .  A f t e r  in v e s tm e n t  

companies have a n a ly z e d  d e f i c i e n c i e s  and p o in t e d  out  th e  

need f o r  a s s i s t a n c e  in  an a r e a ,  t h e y  may then  be asked to  

h e l p  l o c a t e  someone to  undertake  t h e  jo b .  T h is  i n v o l v e s  

a s s i s t a n c e  in l o c a t i n g  and s c r e e n i n g  a p p l i c a n t s .  The f i n a l  

s e l e c t i o n ,  however,  sh o u ld  be l e f t  t o  th e  s m a l l  businessm an  

s i n c e  he must work on a d a y - t o - d a y  b a s i s  w i t h  t h e  man s e l e c t e d .

R easons c i t e d  by p o r t f o l i o  companies

Table  8 shows th e  r e s p o n s e  o f  t h e  s m a l l  b u s i n e s s e s  

as to  why t h e y  approached in v e s tm e n t  com p a n ies .  I t  i s  

s i g n i f i c a n t  t h a t  97 o f  t h e  99 s m a l l  b u s i n e s s e s  r e sp o n d in g  

i n d i c a t e d  t h a t  t h e y  approached t h e  in v e s t m e n t  companies to  

o b t a in  funds but two s a i d  t h a t  t h e y  were s e e k i n g  management 

a s s i s t a n c e  and n o t  fu n d s .  Other s m a l l  b u s i n e s s e s  i n d i c a t e d  

t h e y  were i n t e r e s t e d  in  s e c u r i n g  s e r v i c e s  in  a d d i t i o n  to  fu n d s .
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TABLE 8

WHY PORTFOLIO COMPANIES APPROACHED INVESTMENT COMPANIES, 1965

(a )Reasons  ̂ (b)  Number

Obtain  Funds 97

Management A s s i s t a n c e 8

Obtain B u s i n e s s 4

C o n s u l t i n g  S e r v i c e 2

E s t a b l i s h  B u s i n e s s  R e l a t i o n s 1

U n d e rw rit in g  C o n n e c t io n s 0

Other 0

( a )As r e p o r t e d  by p o r t f o l i o  companies
( Td }F ig u r e s  t o t a l  more than  t h e  99 s i n c e  some companies  checked

more than one answer when r e s p o n d i n g .
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TABLE 9

SERVICES THE PORTFOLIO COMPANIES LIST AS PROVIDED BY THE

INVESTMENT COMPANIES, 1965

S e r v i c e ^ 8 ^ N umb er ^  ^

P r o v i d i n g  Funds 99

Management A s s i s t a n c e 60

C o n s u l t i n g  S e r v i c e s 44

U n d e r w r i t in g  C o n n e c t io n s 15

P r o v i d i n g  A d d i t i o n a l  Customers 7

Other 0

( a )As r e p o r t e d  by p o r t f o l i o  com p anies .
("h \

F ig u r e s  t o t a l  more than th e  99 s i n c e  some companies checked
more than one answer when r e s p o n d i n g .
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T h is  shows t h a t  t h e y  do approach in v e s t m e n t  oompanies f o r  

r e a s o n s  o t h e r  t h a n ,  or in  a d d i t i o n  t o ,  g e t t i n g  fu n d s .

The s m a l l  b u s i n e s s e s  were asked i f  t h e y  e x p e c t e d  

s e r v i c e s  t o  be a v a i l a b l e  when t h e y  approached th e  in v e s tm e n t  

c o m p a n ie s .  The purpose  o f  t h i s  q u e s t i o n  was t o  a s c e r t a i n  

t h e  aw aren ess  o f  t h e  a v a i l a b i l i t y  o f  s e r v i c e s .  I t  was found  

t h a t  38 o f  92 (4 1 $ )  o f  t h e  companies I n d i c a t e d  t h a t  t h e y  were  

aware t h a t  s e r v i c e s  were a v a i l a b l e .  The s m a l l  p o r t f o l i o  

companies  were l e s s  aware o f  t h e  a v a i l a b i l i t y  o f  s e r v i c e s  

than were th e  l a r g e  o n e s :  27 p e r c e n t  compared to  36 p e r c e n t ,

an I n d i c a t i o n  t h a t  th e  l a r g e  in v e s t m e n t  companies o f f e r  more 

s e r v i c e s .

The s m a l l  b u s i n e s s e s  were th en  asked  to  l i s t  

s e r v i c e s  a v a i l a b l e  from th e  in v e s t m e n t  c o m p a n ies .  T a b le  9 

shows t h e  r e s u l t s .  A l l  o f  t h e  companies s a i d  funds were  

a v a i l a b l e ,  a m a j o r i t y  r e c e i v e d  management a s s i s t a n c e ,  and 

o t h e r  s e r v i c e s  were l e s s  f r e q u e n t .  Each s e r v i c e  i s  d i s c u s s e d  

in  th e  rem ainder  o f  t h i s  c h a p t e r .

Management a s s i s t a n c e

As de term ined  by i n t e r v i e w s  and t h e  l i t e r a t u r e ,  

t h e r e  are  t h r e e  ways in  which  in v e s t m e n t  companies  can 

r en d e r  management a s s i s t a n c e :  by h a v in g  an i n d i v i d u a l  from  

t h e i r  o r g a n i z a t i o n  become a member o f  the  board o f  d i r e c t o r s ,  

by o f f e r i n g  s e r v i c e  as an o f f i c e r ,  or by e s t a b l i s h i n g  a c l o s e  

working r e l a t i o n s h i p  w i t h  t h e  s m a l l  b u s i n e s s e s .



74

A s s i s t a n c e  rendered

The hoard o f  d i r e c t o r s  can he composed e n t i r e l y

o f  i n d i v i d u a l s  from w i t h i n  t h e  company or o f  i n d i v i d u a l s

from o t h e r  o r g a n i z a t i o n s .  These  a re  known as " in s id e "  and

" o u t s id e "  hoards  r e s p e c t i v e l y ,  hut a "mixed” board i s
1

c la im e d  t o  have  t h e  b e s t  f e a t u r e s  o f  b o t h .  The board  

a p p o i n t s  th e  c o r p o r a t e  o f f i c e r s ,  p a s s e s  on recommendations  

o f  t h e  management and i s  t h e  primary p o l i c y - m a k in g  body o f  

t h e  o r g a n i z a t i o n .  I t  i s  i n t e r e s t e d  in  broad c o r p o r a t e
2problems a f f e c t i n g  th e  c o n s e r v a t i o n  and u s e  o f  c a p i t a l .

I t  may r e c e i v e  r e p o r t s  o f  th e  r e s u l t s  a c h ie v e d  by the

o r g a n i z a t i o n  and compare them t o  p lanned r e s u l t s .  I t s

d e c i s i o n s  a r e  t h e  b a s i s  f o r  p l a n n i n g ,  o r g a n i z i n g ,  and

c o n t r o l l i n g  t h e  c o r p o r a t e  a c t i v i t i e s .  I t  i s  n o t  a s t a f f

o r g a n i z a t i o n ,  o f  c o u r s e ,  as i t  i s  t h e  so u rc e  o f  d e l e g a t i o n

o f  f u n c t i o n s ,  r e s p o n s i b i l i t i e s ,  and a u t h o r i t y  w i t h i n  th e  
3

o r g a n i z a t i o n .  I t  prom u lg a te s  broad g e n e r a l  p la n s  and 

p o l i c i e s  and I t  p l o t s  t h e  c o r p o r a t i o n ’ s g e n e r a l  c o u r s e  o f  

a c t i o n  o v e r  th e  y e a r s .

Ralph C u r r ie r  D a v i s ,  I n d u s t r i a l  O r g a n iz a t io n  and 
Management (New York, Harper &. B r o t h e r s , 1 9 5 7 ) ,  pp. 1 6 2 - 6 3 .

2 - . . -  

Ralph C u r r ie r  D a v i s ,  "Fundamentals o f  Top Management
(New York,  Harper & B r o t h e r s ,  1 9 5 1 ) ,  p .  1 6 4 .

5 I b l d . ,  p .  4 8 6 .
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The board o f  d i r e c t o r s  sh o u ld  be de tach ed  from
4

o p e r a t i o n s  and sh ou ld  v iew  th e  company as a w h o le .  In  

t h e  t y p i c a l  s m a l l  b u s i n e s s  t h e  o u t s i d e  board member s e r v e s  

a n o th er  im portant  f u n c t i o n  by b e in g  someone t h e  s m a l l  

busin essm an  can t a l k  to  and t e s t  h i s  d e c i s i o n s  a g a i n s t .  

Management i s  i s o l a t e d  when i t  i s  so s m a l l  t h a t  i t  does  

n o t  p r o v id e  a d i v e r s i t y  o f  background and temperment.  

T h e r e f o r e ,  board members a r e  needed whose e x p e r i e n c e ,  

o u t l o o k ,  and i n t e r e s t s  a re  d i f f e r e n t  from t h o s e  o f  manage

ment.  What i s  needed  i s  no t  p e o p l e  who a g r e e  w i t h  manage

ment but  p e o p l e  who a r e  l i k e l y  t o  s e e  t h i n g s  d i f f e r e n t l y ,
5

to  d i s a g r e e ,  and to  q u e s t i o n .

Boards in  s m a l l  b u s i n e s s e s  a r e  o f t e n  mere l e g a l  

form s ,  w i t h  t h e  owners o f  t h e  b u s i n e s s  s e r v i n g  as  d i r e c t o r s .  

At th e  same t im e  many o t h e r  s m a l l  b u s i n e s s e s  have found a
0

board u s e f u l  f o r  Improving t h e  q u a l i t y  o f  t h e i r  management.  

The t y p i c a l  s m a l l  bus inessm an has  a d i s t r u s t  f o r  o u t s i d e r s  

and i s  t i m i d  to  a sk  anyone to  s e r v e  f o r  f e a r  t h a t  he c a n ' t  

make i t  w o r t h w h i le .  H0n th e  o t h e r  hand, many p u b l i c - s p i r i t e d  

b u s i n e s s  and p r o f e s s i o n a l  men s e e  in t h e  s m a l l  b u s i n e s s  th e  

h e a r t  o f  th e  American p r i v a t e  e n t e r p r i s e  s y s te m ,  a c h a l l e n g e

P e t e r  P.  D rucker ,  The P r a c t i c e  o f  Management (New 
York,  Harper & Row, 1 9 5 4 ) ,  p .  180.

5
I b i d . , p .  181 .

6Harold Koontz and C y r i l  O 'D o n n e l l ,  P r i n c i p l e s  o f  
Management (New York,  McGraw-Hill  Book Company, 1 9 6 4 ) ,  p .  3 5 7 .
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t o  p r o f e s s i o n a l  e x p e r i e n c e  and i n g e n u i t y ,  and a means o f  

b e in g  o f  g e n u in e  s e r v i c e  in  t h e  b u i l d i n g  o f  w e l l -m an aged
7

b u s i n e s s  e n t e r p r i s e , ” a c c o r d in g  t o  Koontz and O’D o n n e l l .

The board perform s many f u n c t i o n s  on an in f o r m a l

b a s i s .  A common m i s c o n c e p t i o n  about d i r e c t o r s  i s  t h a t

t h e i r  most im portant  f u n c t i o n  i s  t o  a t t e n d  m e e t i n g s .  'Formal

m e e t in g s  do have  a p l a c e  in  t h e  scheme o f  t h i n g s ,  but  f a i l u r e

t o  r e c o g n i z e  t h e  in f o r m a l  a s p e c t  o f  board a c t i v i t i e s  l e a v e s
8out  a s i g n i f i c a n t  p a r t  o f  t h e  p i c t u r e .

The board o f  d i r e c t o r s  o f  a s m a l l  b u s i n e s s  can be

o f  r e a l  v a l u e  t o  i t .  I f  w i s e l y  c h o s e n ,  board members w i l l

b r i n g  in  f r e s h  o u t s i d e  v i e w p o i n t s  u n c l u t t e r e d  w i t h  d a i l y
9o p e r a t i o n s  and u n p r e ju d ic e d  by p e r s o n a l  a t t a c h m e n t s .  Sm al l  

b u s in essm en  must be c a r e f u l  In t h e i r  s e l e c t i o n  o f  members o f  

t h e i r  board o f  d i r e c t o r s .  Members must be p e r s o n s  w i t h  whom 

t h e  b u s in essm en  are  w i l l i n g  to  d i s c u s s  problems and whose  

judgment t h e y  r e s p e c t .  The b u s in essm en  must be  w i l l i n g  t o  

l i s t e n  t o  t h e i r  s u g g e s t i o n s  and heed t h e i r  a d v i c e .  F a i l u r e  

to  do t h i s  w i l l  d e s t r o y  t h e  r e l a t i o n s h i p  among t h e  i n d i v i d u a l s

7
I b i d . , p .  3 5 8 .
8Henry H. A l b e r s ,  P r i n c i p l e s  o f  O r g a n iz a t io n  and 

Management (New York, John W iley  & S o n s ,  I n c . ,  1 9 6 1 ) ,  
pp* 1 9 7 - 9 .

9
M yles  L. Mace, The Board o f  D i r e c t o r s  in  S m al l  

C o r p o r a t i o n s , Graduate  S c h o o l  o f  B u s i n e s s  A d m i n i s t r a t i o n  
( B o s to n ,  Harvard U n i v e r s i t y ,  1 9 5 8 ) ,  p .  1 5 .
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and r e n d e r  t h e  boards  u s e l e s s .  Members must b e  I n t e r e s t e d  

in  t h e  s m a l l  b u s i n e s s ,  a t t e n d  board m e e t i n g s ,  and be w i l l i n g  

t o  g i v e  o f  t h e i r  t im e  on o t h e r  o c c a s i o n s .  Care must a l s o  be  

ta k e n  so t h a t  a c o n f l i c t  o f  i n t e r e s t  does n o t  a r i s e .

A number o f  s p e c i f i c  s e r v i c e s  can be ren d ered  by  
10

board members. They can a i d  t h e  s m a l l  bus in essm an  in  

p o l i c y  making, as  o u t s i d e  e x p e r i e n c e  and v i e w p o i n t s  can be  

h e l p f u l  in  s e t t i n g  up p o l i c i e s  f o r  t h e  d a y - t o - d a y  o p e r a t i o n s  

o f  t h e  b u s i n e s s e s .  Board members can a l s o  a i d  in  l o n g - r a n g e  

p l a n n i n g .  T h e ir  g u id a n c e  can be  v a l u a b l e  in  k e e p in g  t h e  

companies  headed in  t h e  proper  d i r e c t i o n .  Many t im e s  s m a l l  

b u s i n e s s e s  may be tempted t o  v e e r  from t h e i r  o r i g i n a l  o b j e c t i v e s ;  

by d i s c u s s i n g  such  s i t u a t i o n s  w i t h  t h e  board members, t h e y  

can r e - e s t a b l i s h  d i r e c t i o n .

I f  board members a r e  f a m i l i a r  w i t h  i n d u s t r i e s  

d i r e c t l y  r e l a t e d  t o  t h e  b u s i n e s s ,  t h e y  can be o f  a s s i s t a n c e  

by p o i n t i n g  o u t  b e t t e r  management p r a c t i c e s  or  by o f f e r i n g  

d i r e c t  management h e l p .  The board members sh o u ld  supplement  

t h e  q u a l i f i c a t i o n s  o f  t h e  b u s in e s s m e n .  At t h e  same t im e  t h e y  

must be c a r e f u l  n o t  t o  meddle and th u s  a l i e n a t e  t h e  b u s in essm a n .

In c a s e  o f  t h e  u n t im e ly  d e a t h  o f  t h e  s m a l l  b u s i n e s s 

man, th e  d i r e c t o r s  may be a b l e  t o  p r o v id e  a s u c c e s s o r  from 

among t h e i r  ranks  u n t i l  a com petent  person  can be h i r e d .  Many 

s m a l l  b u s in essm en  f a i l  t o  p r e p a r e  someone to  ta k e  ov er  In c a s e

^ ° I b i d . , pp. 1 3 - 2 0 .
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o f  an emergency.  I f  th e  board members have been d o in g  t h e i r

job p r o p e r l y ,  how ever ,  t h e y  w i l l  be c e r t a i n  t h a t  someone in

t h e  o r g a n i z a t i o n  i s  p r e p a r e d . ^

I f  t h e  b u s in essm en  need o u t s i d e  t e c h n i c a l  a i d ,  t h e

board members may be a b l e  to  l o c a t e  such a s s i s t a n c e .  Many

t im e s  t h e y  w i l l  have c o n t a c t  w i t h  p e r so n s  or  know o f  f i rm s

do ing  t h i s  work. They can h e l p  e v a l u a t e  p r o p o s a l s  made by

c o n s u l t a n t s .  T h is  w i l l  a id  t h e  companies s i n c e  i t  i s  u s e f u l
12to  d i s c u s s  t h e  d i f f e r e n t  p r o p o s a l s  w i t h  someone.

Board members can o f t e n  h e lp  bu s in essm en  l o c a t e

competent  r e p la c e m e n t  p e r s o n n e l .  T h is  can be a c co m p l i sh ed

by recommending names o f  q u a l i f i e d  p e r so n s  to  t h e  b u s in essm en

or by s e n d in g  i n d i v i d u a l s  f o r  i n t e r v i e w s .  Board members

sh o u ld  not  make d e c i s i o n s  on t h e  h i r i n g  o f  p e r s o n n e l .  This
13i s  t h e  r e s p o n s i b i l i t y  o f  management.

A d v ic e  may a l s o  be ren d ered  in  t h e  area  o f  f i n a n c i a l

management or a c c o u n t i n g .  T h is  may c o n s i s t  o f  p o i n t i n g  out

o u t s i d e  c o n d i t i o n s  such as  g ov ern m en ta l  a c t i o n s  or b u s i n e s s
14

c o n d i t i o n s  w h ich  w i l l  a f f e c t  t h e  o p e r a t i o n .  I t  can a l s o  

be through  r e v ie w  o f  f i n a n c i a l  s t a t e m e n t s ,  t r e n d s ,  and 

r a t i o s ,  w i t h  t h e  s m a l l  bus in essm an  t o  p o i n t  out s i g n i f i c a n t  

f a c t o r s .  A c c o u n t in g  a i d  can be r en d e r e d  by h e l p i n g  t h e

‘L1I b i d . , P. 2 7 .
12

I b i d . , P. 60 .

13I b i d . , P. 63 .
14'I b i d . , P« 28 .
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s m a l l  b u s i n e s s  u se  proper p ro c ed u r es  and fo rm ats  and by- 

s e e i n g  t h a t  a c c u r a t e  f i g u r e s  a r e  m a i n t a i n e d .  A c c o u n t in g  

i s  an im portant  area t o  s m a l l  b u s i n e s s  and i s  one in  w h ich  

many b u s in essm en  a re  d e f i c i e n t  u n l e s s  o u t s i d e  a s s i s t a n c e  

i s  had. In v es tm en t  companies r e c e i v e  p e r i o d i c  f i n a n c i a l  

s t a t e m e n t s  from the  p o r t f o l i o  companies and must a s c e r t a i n  

t h a t  t h e s e  a r e  a c c u r a t e .  By r e q u i r i n g  a s m a l l  businessm an  

to  make a c c u r a t e  s t a t e m e n t s  p e r i o d i c a l l y  in v e s tm e n t  companies  

a s s u r e  t h a t  he knows what i s  hap pen in g .

In ves tm en t  companies oan a l s o  be o f  a s s i s t a n c e

by p l a o i n g  someone d i r e c t l y  in  t h e  management o f  t h e  s m a l l

b u s i n e s s .  T h is  a l l o w s  an i n d i v i d u a l  t o  work d i r e c t l y  w i t h

t h e  b u s i n e s s  and be a v a i l a b l e  t o  p r o v id e  a d v i c e  on d a y - t o -

day o p e r a t i o n s .  I t  b r i n g s  o u t s i d e  a s s i s t a n c e  i n t o  t h e

company t h a t  i t  p r o b a b ly  cou ld  n o t  a f f o r d  o t h e r w i s e .  Most

s m a l l  b u s i n e s s e s  d o n ' t  have rea d y  a c c e s s  t o  r e l i a b l e  manage-  
15

ment g u id a n c e .

No s p e c i f i c  in f o r m a t io n  about t h e  competence o f  

th e  r e p r e s e n t a t i v e s  o f  t h e  in v e s tm e n t  companies i s  a v a i l a b l e .  

However, t h e  m a j o r i t y  o f  t h e  i n d i v i d u a l s ,  managing them have  

been s u c c e s s f u l  in  o th e r  l i n e s  o f  b u s i n e s s  or have earned  

advanced c o l l e g e  d e g r e e s .  In ves tm en t  companies are  o p e r a te d  

as a second  b u s i n e s s  by some i n d i v i d u a l s  who have funds  and 

have d e c id ed  to  i n v e s t  through  t h e  in v e s tm e n t  company program.

15A.D.H. Kaplan,  Sm al l  B u s in e s s ?  I t s  P la c e  and
Problems (New York,  McGraw-Hill  Bock Company, I n c „) , 1 9 4 8 ,  p .  97.

». -
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These are  g e n e r a l l y  t h e  s m a l l e r  in v e s tm e n t  companies which  

l a c k  f u l l - t i m e  management. In v es tm en t  companies which  have  

f u l l - t i m e  management u s u a l l y  employ p e r so n s  t h a t  a r e  deemed 

c a p a b le  o f  runn ing  them and o f  p r o v i d i n g  a s s i s t a n c e  t o  t h e  

p o r t f o l i o  com panies .

This  d i s c u s s i o n  has been m o s t l y  c o n f i n e d  to  t h e  

s e r v i c e s  ren dered  by t h e  board o f  d i r e c t o r s .  I t  i s  n o t  

n e c e s s a r y  t h a t  one be a board member t o  ren der  t h i s  a s s i s t 

a n c e .  The im portant  f a c t o r  i s  t h a t  t h e  r e p r e s e n t a t i v e  o f  

t h e  in v e s tm e n t  company b r i n g s  in  t h e  o u t s i d e  v i e w p o i n t  and 

competent  a s s i s t a n c e .

Survey r e s u l t s

T ab le  10 shows th e  n a tu r e  o f  th e  p a r t i c i p a t i o n  by 

in v e s tm en t  com p anies .  I t  was found t h a t  61 o f  th e  in v e s tm e n t  

companies r e sp o n d in g  have r e p r e s e n t a t i o n  on t h e  b o a r d , o f  a l l  

or most o f  t h e i r  p o r t f o l i o  c o m p an ies .  Tab le  11 r e v e a l s  t h a t  

60 p e r c e n t  o f  t h e  p o r t f o l i o  companies r e p o r t  t h a t  t h e  i n v e s t 

ment companies are  r e p r e s e n t e d  on t h e  board .  T h is  c o n f l i c t s  

somewhat w i t h  t h e  f a c t  t h a t  t h e  p o r t f o l i o  companies r e p o r t e d  

t h a t  70 p e r c e n t  o f  th e  in v e s tm e n t  companies i n s i s t e d  on 

board membership.  The r e a s o n  f o r  t h e  d i f f e r e n c e  p r ob a b ly  

l i e s  in  th e  s t r u c t u r e  o f  t h e  sa m p le .  C o n s id e r in g  t h e  number 

o f  s i t u a t i o n s  where in v e s tm e n t  companies  do have a board  

membership or a t t e n d  m e e t in g s  r e g u l a r l y  one c o n c lu d e s  t h a t  

t h i s  i s  e v i d e n t l y  t h e  most p r e v a l e n t  method o f  p r o v i d i n g  

a s s i s t a n c e .
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Table  11 i n d i c a t e s  t h a t  62 p e r c e n t  o f  t h e  p o r t f o l i o  

companies s e e k  h e l p  and a d v i c e  from in v e s tm e n t  com panies .  

R esp o n ses  d i f f e r  a c c o r d in g  to  company s i z e .  F o r t y - f i v e  p e r 

c e n t  o f  t h e  s m a l l ,  69 p e r c e n t  o f  t h e  medium, and 60 p e r c e n t  

o f  t h e  l a r g e  p o r t f o l i o  companies sou g h t  a s s i s t a n c e  from th e  

in v e s tm e n t  com p a n ies .  T h is  em p has izes  th e  f a c t  t h a t  w ider  

u se  c o u ld  be made o f  a s s i s t a n c e  a v a i l a b l e .

The p o r t f o l i o  companies r e p o r t e d  t h e  n a t u r e  o f  

a s s i s t a n c e  v a r i e d  based  on b o th  s i z e  and kind o f  b u s i n e s s .  

F * o r ty - f iv e  p e r c e n t  o f  t h e  s m a l l ,  8 p e r c e n t  o f  th e  medium, 

and 27 p e r c e n t  o f  t h e  l a r g e  companies s a i d  t h a t  t h e  i n v e s t 

ment companies were c r e d i t o r s  o n ly  and p ro v id ed  no a s s i s t a n c e .  

The s i g n i f i c a n t l y  l a r g e r  number o f  t h e  s m a l l  companies  

r e c e i v i n g  no a s s i s t a n c e  i n d i c a t e s  t h a t  t h e  sm a l l  in v e s tm e n t  

companies a re  n o t  p r o v i d i n g  h e l p  to  management. And s i n c e  

27 p e r c e n t  o f  t h e  l a r g e  companies a r e  a l s o  r e c e i v i n g  no 

a s s i s t a n c e ,  some l a r g e  in v e s t m e n t  companies a r e  a l s o  f a l l i n g  

s h o r t .  I t  was f u r t h e r  found t h a t  45 p e r c e n t  o f  t h e  s m a l l ,

72 p e r c e n t  o f  t h e  medium, and 74 p e r c e n t  o f  t h e  l a r g e  

companies r e p o r t  t h a t  t h e  in v e s t m e n t  companies  have r e p r e s e n t a 

t i o n  on t h e i r  b o a r d s .  T h is  p l a c e s  th e  medium and l a r g e  s i z e  

in v e s tm e n t  companies in  a b e t t e r  p o s i t i o n  to  ren der  a s s i s t a n c e .  

The f o l l o w i n g  l i s t  shows t y p e  o f  f irm s  and p e r c e n t a g e  w i th  a 

r e p r e s e n t a t i v e  from t h e  in v e s tm e n t  company s e r v i n g  on t h e i r  

b o a r d :

S e r v i c e  b u s i n e s s  93^

M anufacturers  62
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TABLE 10

PARTICIPATION IN PORTFOLIO COMPANIES BY INVESTMENT COMPANIES
1964

APTER INVESTING

P a r t i c i p a t i o n # P r o p o r t io n  o f  P o r t f o l i o  
Companies

A l l  Most Pew None

O f f e r  Free C o n s u l t i n g  S e r v i c e 20 32 33 7

S e r v e  on Board 15 46 29 8

As C r e d i t o r  Only 7 22 28 13

O f f e r  p a id  C o n s u l t i n g  S e r v i c e 6 4 42 24

As S t o c k h o l d e r  Not on Board 3 2 21 29

A tte n d  M eet in g  but n o t  s e r v e  as  
Board Member 2 8 19 31

P a r t i c i p a t e  D i r e c t l y  in  
Management 0 12 27 34

#As r e p o r t e d  by In v es tm en t  c o m p a n ie s .

To be r e a d :  20 in v e s t m e n t  companies r e p o r t  t h e y  o f f e r  f r e e
c o n s u l t i n g  s e r v i c e  t o  a l l  o f  t h e i r  p o r t f o l i o  co m p a n ies ,  52 
o f f e r  i t  t o  m o st ,  33 o f f e r  i t  t o  a f ew ,  and 7 o f f e r  t h i s  
s e r v i c e  t o  n o n e .
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S c i e n c e  f i r m s  62

W h o le s a l e r s  56

R e t a i l e r s  43

R e a l t o r s  and C o n t r a c t o r s  33

S e e m in g ly  t h e  n a t u r e  o f  t h e  b u s i n e s s  a f f e c t s  t h e  i n t e r s t  o f  

in v e s t m e n t  companies in  s e r v i n g  on t h e  boa rd .  T h is  c o u ld  

be based  on t h e  need o f  th e  s m a l l  b u s i n e s s e s  or t h e  f e e l i n g  

by t h e  in v e s t m e n t  companies t h a t  t h e y  have someone competent  

to  r en d e r  a s s i s t a n c e .  I t  was a l s o  found t h a t  15 p e r c e n t  o f  

th e  m a n u f a c t u r e r s ,  11 p e r c e n t  o f  t h e  r e a l t o r s  and c o n t r a c t o r s ,  

and 7 p e r c e n t  o f  t h e  s e r v i c e  b u s i n e s s e s  i n d i c a t e d  someone  

from t h e  in v e s tm e n t  companies p a r t i c i p a t e d  d i r e c t l y  in  manage

ment.  None o f  t h e  r e t a i l e r s ,  w h o l e s a l e r s ,  or s c i e n c e  f irm s

I n d i c a t e  t h a t  t h e y  r e c e i v e  su ch  a i d .  T h is  a g a in  s u g g e s t s

t h a t  t h e  In v es tm en t  companies r e n d e r  a s s i s t a n c e  to  t h e  ty p e  

o f  b u s i n e s s  w i t h  whioh t h e y  a r e  f a m i l i a r  and ho ld  back in  

a r e a s  in  which  t h e y  may n o t  be so w e l l  p r e p a r e d .

A c co r d in g  to  T a b le  1 1 ,  86 p e r c e n t  o f  t h e  p o r t f o l i o  

companies r e p o r t  t h a t  t h e  in v e s t m e n t  companies  t a k e  an 

a c t i v e  i n t e r e s t  in  them - -  a s i g n i f i c a n t  f a c t .  I t  shows 

t h a t  s m a l l  b u s in essm en  a r e  w i l l i n g  to  d i s c u s s  t h e i r  problems  

w i t h  someone and s e e k  o u t s i d e  h e l p .  P o r t f o l i o  companies  

r e p o r t  t h a t  66 p e r c e n t  o f  them had asked  f o r  a id  in  s o l v i n g
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TABLE XI

MANAGEMENT ASSISTANCE PROVIDED PORTFOLIO COMPANIES, 1965

FROM INVESTMENT COMPANIES

fa)N ature  o f  A s s i s t a n c e '  ' - Number _ (b)  P e r c e n ta g e

Type o f  R e l a t i o n s h i p

S e r v e  on Board o f  D i r e c t o r s 60 60

O f f e r  C o n s u l t i n g  S e r v i c e s 36 36

None,  C r e d i t o r  Only 22 22

A tte n d  Board M e e t i n g s ,  but not  member 10 10

P a r t i c i p a t e  D i r e c t l y  in  Management 10 10

A s s i s t a n c e  Rendered

A c t i v e  I n t e r e s t  in  Company 81 86

R equired  Board Membership 69 70

H elp  w i t h  S p e c i f i c  Problem 65 66

H elp  and A d v ic e 61 62

Works C l o s e l y  w i t h  Company 60 73

Pay f o r  S e r v i c e s  R e c e iv e d 38 40

A s s i s t a n c e  R e q u e s te d ,  n o t  r e c e i v e d 10 11

( a )As r e p o r t e d  by p o r t f o l i o  com p anies .
( t )  ) Based on t h e  number o f  companies  answ er ing  t h i s  q u e s t i o n .
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s p e c i f i c  problems and had r e c e i v e d  i t .  Only 11 p e r c e n t  s a y  

t h a t  a s s i s t a n c e  had been r e f u s e d  when r e q u e s t e d .  This  

i n d i c a t e s  t h a t  in v e s t m e n t  companies a re  w i l l i n g  t o  r en d er  

a i d  when i t  i s  a s k e d .  By do ing  s o ,  t h e  f a i l u r e  r a t e  o f  

s m a l l  b u s i n e s s e s  can be red uced  b e c a u se  t h e  s m a l l  b u s i n e s s 

men a re  su p p le m e n t in g  t h e i r  own a b i l i t i e s .  The g r e a t e s t  

b a r r i e r  l i e s  in  g e t t i n g  th e  s m a l l  bus in essm an  t o  c o n s i d e r  

t h e  in v e s t m e n t  company as  a p a r t n e r  and th e n  t o  s e e k  and 

t o  u se  i t s  a s s i s t a n c e .  In Q u e s t i o n n a i r e  1 t h e  in v e s tm e n t  

companies were asked  i f  t h e y  f i n d  managements o f  p o r t f o l i o  

companies g e n e r a l l y  r e l u c t a n t  t o  a c c e p t  a s s i s t a n c e ,  and 21  

o f  103 (21$)  i n d i c a t e d  t h e y  had e x p e r i e n c e d  some d i f f i c u l t y .  

O b v io u s ly  some b a r r i e r s  s t i l l  e x i s t  and must be  lo w e re d .

When asked t o  l i s t  o t h e r  s e r v i c e s  t h a t  t h e y  had 

r e c e i v e d  but  t h a t  were n o t  p r e v i o u s l y  c o v e r e d ,  p o r t f o l i o  

companies l i s t e d  t h e s e ;  l e g a l ,  e n g i n e e r i n g ,  data p r o c e s s i n g ,  

p r o j e c t  d ev e lo p m en t ,  o p e r a t i o n s  r e s e a r c h ,  and market r e s e a r c h .  

Some in v e s tm e n t  companies  p r o v id e  a s s i s t a n c e  in  t h e s e  

s p e c i a l i z e d  a r e a s  and s e e k  companies t o  whom t o  r en d e r  t h i s  

a s s i s t a n c e .

The in v e s t m e n t  companies were asked  to a s s e s s  th e  

s e r v i c e s  t h e y  o f f e r  and t o  l i s t  them in  t h e  order  o f  

e f f e c t i v e n e s s .  These  r e s u l t s  w ere ;

1 .  Management c o u n s e l i n g  and a s s i s t a n c e

2 .  F i n a n c i a l  c o u n s e l i n g

3 .  S i t t i n g  on t h e  board o f  d i r e c t o r s
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4 .  A c c o u n t in g

5 .  M arket ing  a s s i s t a n c e  and o b t a i n i n g  b u s i n e s s

6 . O b ta in in g  a d d i t i o n a l  funds

7 .  A c q u i s i t i o n  and merger

8 . Procurement o f  p e r s o n n e l

9 .  E n g in e e r in g  and p r o j e c t  deve lopm ent  

1 0 .  L e g a l .

C e r t a i n l y  t h i s  l i s t  p o i n t s  out t h e  s e r v i c e s  t h a t  

in v e s t m e n t  companies  f e e l  a re  o f  t h e  most b e n e f i t  to  th e  

companies and i n d i c a t e s  t h e  t y p e s  o f  s e r v i c e s  to  be  

c o n c e n t r a t e d  on to  b o l s t e r  t h e  co m p an ie s .  The p o r t f o l i o  

companies were not  asked  t o  l i s t  t h e  s e r v i c e s  t h e y  r e c e i v e  

in  order  o f  e f f e c t i v e n e s s .  T a b le  9 d id  show, how ever ,  t h e  

s e r v i c e s  which t h e  p o r t f o l i o  companies i n d i c a t e  t h e y  r e c e i v e .

Another  method used  by in v e s t m e n t  companies  to  

p r o v id e  a s s i s t a n c e  i s  t o  p l a c e  someone in  th e  management 

s t r u c t u r e  o f  a company. T h is  p r a c t i c e  i s  no t  common as  

n o te d  in T ab le  1 0 ,  a s  o n l y  12 o f  t h e  in v e s t m e n t  companies  

r e p o r t  t h e y  p a r t i c i p a t e  d i r e c t l y  in  t h e  management o f  most 

o f  t h e  p o r t f o l i o  com p anie s ,  and 34 r e p o r t  t h a t  t h e y  never  

do t h i s .  Twelve p e r c e n t  o f  th e  p o r t f o l i o  companies r e p o r t  

t h a t  in v e s tm e n t  companies have someone in  t h e i r  management 

s t r u c t u r e ,  as  s e e n  in  Tab le  11 .

I n v es tm en t  companies were asked  to  i n d i c a t e  what 

p o s i t i o n  t h e i r  r e p r e s e n t a t i v e s  h o ld  in  t h e  p o r t f o l i o
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c o m p a n ie s .  The f o l l o w i n g  l i s t  i n d i c a t e s  t h e  p o s i t i o n  and

t h e  f r e q u e n c y  o f  o c c u r r e n c e :

Chairman o f  t h e  board 12

P r e s i d e n t  13

Vioe  P r e s i d e n t  16

T r e a s u r e r  14

Other ( S e c r e t a r y ,  A s s i s t a n t  
S e c r e t a r y ,  and A s s i s t a n t  
T r e a s u r e r )  13

There i s  no s i g n i f i c a n t  d i f f e r e n c e  in  t h e  number o f  o c c u r r e n c e s  

o f  any one p o s i t i o n .  The p o s i t i o n  o f  chairman o f  t h e  board  

u s u a l l y  i s  h on o ra r y  in  a s m a l l  b u s i n e s s  and may r e l a t e  to  

one o f  t h e  r e a s o n s  g i v e n  f o r  c o m p a n ie s ’ a p p ro ach in g  i n v e s t 

ment com p a n ie s ,  t h a t  o f  p r e s t i g e .  In  t h r e e  i n s t a n c e s  

in v e s tm e n t  companies i n d i c a t e d  t h a t  t h e y  have p l a c e d  a man 

in  t h e  p o s i t i o n  o f  p r e s i d e n t  b e c a u se  t h e y  to o k  over  t h e  

companies  in  t im e  o f  d i f f i c u l t y ,  as an i n t e r i m  measure to  

sa v e  them.

The companies  were th en  asked  to  i n d i c a t e  how 

f r e q u e n t l y  t h e  in v e s t m e n t  companies  v i s i t  them and how lo n g  

t h e  v i s i t s  l a s t .  They i n d i c a t e d  t h a t  th e  f r e q u e n c y  ran  from 

0 to  100 a y e a r ,  w i t h  t h e  a v e r a g e  b e i n g  about once  a month.

T h is  shows t h a t  some in v e s tm e n t  companies are  c o n t e n t  t o  l e t  

t h e  p o r t f o l i o  companies o p e r a t e  on t h e i r  own, but  o t h e r s  

ch eck  q u i t e  o f t e n .  An a v e r a g e  o f  once a month s u g g e s t s  

c o n t a c t  o n l y  a t  board m e e t i n g s .
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The l e n g t h  o f  v i s i t s  r a n g e s  from o n e - h a l f  t o  16 

h o u r s .  No c o r r e l a t i o n  e x i s t s  be tw een  f r e q u e n c y  and l e n g t h  

o f  t h e  v i s i t .  Some in v e s t m e n t  companies v i s i t  w e e k ly  or 

even o f t e n e r  and spend two t o  t h r e e  hours  per v i s i t .  Others  

v i s i t  o n l y  a few t i m e s  per y e a r  and spend but one hour per  

v i s i t .  :Rrequency and l e n g t h  o f  v i s i t s  must depend on f a c t o r s  

n o t  c o v er ed  in  th e  q u e s t i o n n a i r e .  I t  may r e f l e c t  t h e  needs  

o f  t h e  companies  and t h e  d e s i r e  o f  t h e  in v e s tm e n t  companies  

t o  s u p e r v i s e  c l o s e l y .  One making o n l y  i n f r e q u e n t  and s h o r t  

v i s i t s  cannot  p r o v id e  as  much a s s i s t a n c e  as  one v i s i t i n g  

more f r e q u e n t l y  and rem a in in g  l o n g e r .  G e n e r a l l y  t h e  

companies which  s a i d  t h e y  a re  r e c e i v i n g  t h e  most s e r v i c e s  

a r e  t h e  ones  v i s i t e d  most f r e q u e n t l y .

The s i z e  o f  t h e  p o r t f o l i o  company caused  no 

d i f f e r e n c e  in  th e  answers  t o  t h e  q u e s t i o n  o f  whether  th e  

In v es tm en t  company works c l o s e l y  w i t h  i t ,  but d i f f e r e n c e  

does e x i s t  a c c o r d i n g  t o  d i f f e r e n t  k in ds  o f  b u s i n e s s .  The 

f o l l o w i n g  l i s t  shows t y p e  o f  f i r m s  and p e r c e n t a g e  g i v i n g  

a f f i r m a t i v e  answers  t o  t h i s  q u e s t  i o n t

S e r v i c e  b u s i n e s s e s 90 %

R e t a i l e r s 71

R e a l t o r s  and C o n t r a c t o r s 66

M an u fa c tu rers 50

S c i e n c e  f i r m s 50

W h o le s a le r s 45



89

T h is  ag a in  d e m o n s tra te s  t h a t  t h e  in v e s tm e n t  companies p r o v id e  

more a s s i s t a n c e  t o  c e r t a i n  t y p e s  o f  f i r m s .

When asked i f  t h e y  e x p e c t e d  t o  pay f o r  a s s i s t a n c e  

r e c e i v e d ,  t h e  f i r m s '  r e s p o n s e s  v a r i e d  b o th  by s i z e  and kind  

o f  b u s i n e s s :  54 p e r c e n t  o f  t h e  s m a l l ,  31 p e r c e n t  o f  t h e  

medium, and 40  p e r c e n t  o f  t h e  l a r g e  p o r t f o l i o  companies s a i d  

t h e y  e x p e c t e d  to  pay .  The h i g h e r  p e r c e n t a g e  in  t h e  s m a l l  

group i s  p r o b a b ly  caused  by th e  f a c t  t h a t  t h e  in v e s tm e n t  

companies have no e q u i t y  p o s i t i o n s  and a re  t r y i n g  to  

supplement t h e i r  incom e.  The medium and l a r g e  companies  

o b t a in e d  funds from medium and l a r g e  in v e s tm e n t  companies  

which are  e q u i t y  h o l d e r s  and would be  w i l l i n g  to  p r o v id e  

s e r v i c e  f r e e .  The f o l l o w i n g  l i s t  shows t y p e  o f  f i r m s  and 

p e r c e n t a g e  i n d i c a t i n g  t h e y  e x p e c t  to  pay f o r  c o n s u l t i n g  

s e r v i c e :

S e r v i c e  b u s i n e s s  50^

M anufacturers  41

S c i e n c e  f i r m s  38

R e a l t o r s  and C o n t r a c t o r s  12

W h o le s a l e r s  12

R e t a i l e r s  12

T h is  v a r i e s  from f i g u r e s  g iv e n  p r e v i o u s l y  as  t o  t h e  amount 

o f  a s s i s t a n c e  ren d ered  in  d i f f e r e n t  l i n e s .  I t  i n d i c a t e d  

t h a t  th e  g r e a t e r  t h e  s e r v i c e  r e n d e r e d ,  t h e  more l i k e l i h o o d  

t h e r e  i s  o f  t h e  s m a l l  b u s i n e s s ' s  e x p e c t i n g  t o  pay .



90

S i n c e  59 p e r c e n t  o f  t h e  in v e s t m e n t  companies  are  

s m a l l ,  a S m a l l  B u s i n e s s  A d m in i s t r a t i o n  o f f i c i a l  was asked  

about t h e  s i z e  o f  t h e  p r o f e s s i o n a l  s t a f f  o f  in v e s tm e n t

co m p a n ies .  He f u r n i s h e d  t h e  f o l l o w i n g  d a t a :

S i z e  P e r c e n t

L ess  than one f u l l - t i m e  person  4 0 . 0

One f u l l - t i m e  perso n  2 2 .6

One f u l l - t i m e  and one p a r t - t i m e  p e r so n  1 6 .4

Two f u l l - t i m e  p e r s o n s  1 0 . 2

Three t o  f i v e  p e r s o n s  8 . 2

S i x  to  t e n  f u l l - t i m e  p e r so n s  2 . 2

More than t e n  f u l l - t i m e  p e r so n s  .4

I t  can be s e e n  from t h e s e  f i g u r e s  t h a t  about  t w o - t h i r d s  o f  

a l l  t h e  in v e s tm e n t  companies have one or l e s s  f u l l - t i m e  

p r o f e s s i o n a l  p e r s o n s  on th e  s t a f f .  T h is  must l i m i t  th e  

s e r v i c e s  which  t h e y  can p r o v i d e .  With 40 p e r c e n t  o f  them 

em ploy ing  l e s s  th a n  one f u l l - t i m e  p e r s o n ,  th e  s e r i o u s n e s s  

o f  t h e  problem i s  c l e a r l y  e v i d e n t .  P e r so n s  d e v o t i n g  o n l y  

p a r t  o f  t h e i r  t im e  t o  t h e  in v e s t m e n t  companies  a re  l e s s  

l i k e l y  t o  be  as i n t e r e s t e d  in  t h e  in v e s t m e n t  companies  a s  

t h e y  a re  in  t h e i r  own prim ary jo b .  The Sm all  B u s i n e s s  

A d m i n i s t r a t i o n  i s  c u r r e n t l y  t r y i n g  t o  remedy t h i s  s i t u a t i o n  

by r e q u i r i n g  t h a t  a l l  new in v e s tm e n t  companies  have f u l l 

t im e  management and by en c o u r a g in g  e s t a b l i s h e d  ones  t o  

p r o v id e  i t .  S i n c e  o n l y  o n e - t h i r d  o f  t h e s e  f i r m s  employ
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more than one f u l l - t i m e  p e r s o n ,  t h e  s e r v i c e s  t h a t  t h e  

I n d u s t r y  o f f e r s  a r e  o b v i o u s l y  l i m i t e d .

The problem , o f  c o u r s e ,  l i e s  in  f i n a n c i n g  f u l l 

t im e  management. I t  i s  p r a c t i c a l l y  i m p o s s i b l e  f o r  a s m a l l  

in v e s t m e n t  company t o  employ a f u l l - t i m e  p e r so n  and s t i l l  

show a p r o f i t .  Only t h e  l a r g e r  m ed ium -s ized  and t h e  l a r g e  

in v e s t m e n t  companies can a f f o r d  t o  employ ipore than one

p e r s o n .  A p o s s i b l e  s o l u t i o n  i s  t h a t  th e  s m a l l  in v e s tm e n t

companies  must grow i f  t h e y  are  t o  p r o v id e  proper s e r v i c e s .

C o n s u l t i n g  s e r v i c e s

C o n s u l t a n t s  h e l p  b u s i n e s s  t o  s o l v e  management and 

r e l a t e d  o p e r a t i n g  and t e c h n i c a l  p ro b lem s .  They supplem ent  

t h e  work o f  t h e  manager p a r t i c u l a r l y  i n  a r e a s  in  wh ich  he  

i s  n o t  q u a l i f i e d  or f o r  which  he does n o t  have t i m e .  They 

b r i n g  i n  w ide  e x p e r i e n c e  and knowledge g a in e d  from working  

in  a v a r i e t y  o f  s i t u a t i o n s  and in  a l a r g e  number p f  co m p an ie s .

R o le  o f  c o n s u l t a n t s

C o n s u l t a n t s  may be c a l l e d  in  t o  work on problems

r a n g in g  from broad t o  s p e c i f i c .  They may work i n  any o f

t h r e e  pr im ary  f u n c t i o n s  o f  b u s i n e s s  ( p r o d u c t i o n ,  m a r k e t in g ,  

or f i n a n c e )  a s  w e l l  as  i n  any s t a f f  f u n c t i o n .  They may work 

on s p e c i f i c  problems in  such  a r e a s  as  work measurement,  

com p en sa t io n  and i n c e n t i v e  p l a n s ,  work m ethods ,  sy s te m

16J i r e o t o r y  o f  Membership and S e r v i c e  (New York,  
A s s o c i a t i o n  o f  C o n s u l t i n g  Management E n g i n e e r s ,  I n c . ,  1961)  p .  5.



92

a n a l y s i s ,  market r e s e a r c h ,  r e s e a r c h  and dev e lo p m en t ,

produ ct  p l a n n i n g ,  b u d g e ta r y  c o n t r o l ,  and p e r s o n n e l .  They

may a l s o  o p e r a te  in  such human r e l a t i o n s  a r e a s  as  e x t e r n a l

company r e l a t i o n s ,  t h e  e d u c a t i o n  and t h e  e v a l u a t i n g  o f

m anagers ,  and problems a r i s i n g  from t h e  s o c i a l  environm ent
17

in  which  th e  b u s i n e s s  o p e r a t e s .

When a b u s in essm an  c a l l s  in  a c o n s u l t a n t ,  he  

se e k s  someone to  f i n d  an o b j e c t i v e  s o l u t i o n ,  have t h e  co u ra g e  

to  t e l l  him about  i t ,  and th e n  urge him toward a sound c o u r s e  

o f  a c t i o n .  The b u s in essm a n  must r e a l i z e  fo u r  t h i n g s :  (1 )

t h e r e  a re  no e a s y  pan aceas  o r  fo rm u la s  t o  s o l v e  h i s  p rob lem s ,  

(2 )  problems a r e  se ldom  s o l v e d  s o l e l y  thro ugh  s y s t e m s ,  

p r o c e d u r e s ,  or t e c h n i q u e s ,  ( 3 )  he s h o u ld  a v o id  c o n s u l t a n t s  

who make e x tr a v a g a n t  c l a i m s ,  and ( 4 )  he sh o u ld  t h o r o u g h ly  

i n v e s t i g a t e  t h e  c o n s u l t a n t ' s  r e f e r e n c e s .  I t  i s  recommended

t h a t  he c a l l  in  s e v e r a l  c o n s u l t a n t s  to  o b t a i n  a v a r i e t y  o f
X8v i e w s ,  i f  he i s  n o t  su re  o f  th e  problem .

Seymour T i l l e s  found t h a t  many bu s in essm en  w as te
19

money when t h e y  engage c o n s u l t a n t s .  He a l s o  o b s e r v e s  

t h a t  many t im e s  a c o n s u l t a n t  cannot  g i v e  a f l a t  answer to

17 Ib id_ . , p . 4 .

18I b i d . ,  p .  1 0 .
19 Seymour T i l l e s ,  "U n d ers ta n d in g  t h e  C o n s u l t a n t s  

R o l e . ” Harvard B u s i n e s s  R e v ie w . V o l .  3 9 .  No. 6 (November-  
December, 1961),  p .  8 7 .
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a problem even though  one i s  e x p e c t e d .  At t im e s  to p

management won’ t  admit t h a t  i t  has been a t  f a u l t .  These

f a o t o r s  a f f e c t  t h e  r e l a t i o n s h i p  o f  t h e  p a r t i e s .

Management must d e c id e  what ty p e  o f  r e l a t i o n s h i p

i t  d e s i r e s  w i t h  a c o n s u l t a n t .  Th is  can ta k e  one o f  t h r e e

form s:  a t a k e - o v e r  by t h e  c o n s u l t a n t ,  a s u b o r d in a t e  p o s i t i o n

f o r  him, or e q u a l  s t a t u s  f o r  him. The p o s i t i o n  taken  w i l l
20v a r y  w i t h  t h e  r e s u l t  s o u g h t .

I f  th e  r e l a t i o n s h i p  w i t h  a c o n s u l t a n t  i s  t o  be

s u c c e s s f u l ,  c e r t a i n  s t e p s  must be t a k e n .  The businessm an

must d e c id e  e x a c t l y  what he hopes to  a c h i e v e  b e f o r e  he

i n v i t e s  t h e  c o n s u l t a n t  i n .  He must perm it  o t h e r s  in  th e

o r g a n i z a t i o n  t o  de term in e  whether  t h e y  would l i k e  o u t s i d e

h e l p ,  b e c a u s e  p a r t i c i p a t i o n  g i v e s  a b e t t e r  chance o f

a c h i e v i n g  s a t i s f a c t o r y  r e s u l t s .  He must perm it  o t h e r s  to

p a r t i c i p a t e  In t h e  d e c i s i o n  c o n c e r n in g  what t h e  h e l p  w i l l

b e .  He must have p e r i o d i c  a p p r a i s a l s  by t h e  p a r t i c i p a n t s

as  t o  what i s  b e in g  a c c o m p l i s h e d ,  and he must r e v i e w  t h e
21e s t a b l i s h e d  g o a l s .  The l a s t  t h i n g  he must do i s  to  

e x e c u t e  t h e  reco m m end at io n s .  When t h e  c o n s u l t a n t s  make 

t h e s e ,  i t  does no good i f  t h e  r e p o r t  i s  f i l e d  and l e f t  

unused .

2° I b i d . ,  p .  90 .  

21I b i d . ,  p .  9 8 .
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C o n s u l t a n t s  working w i t h  s m a l l  b u s i n e s s e s  w i l l  be  

a b l e  to  h e l p  them s o l v e  t h e i r  p rob lem s .  This  in  turn  w i l l  

h e lp  r ed u ce  t h e  f a i l u r e  r a t e .  But t h i s  can happen o n l y  i f  

t h e  sm a l l  bu s in essm an  i s  w i l l i n g  to  s e e k  th e  c o n s u l t a n t s *  

a d v i c e  and then  heed i t .

Survey  r e s u l t s

Under t h e  c o n s u l t i n g  r e l a t i o n s h i p ,  th e  in v e s tm e n t  

companies work in  a s p e c i f i c  a r e a .  S e r v i c e s  ren d ered  may 

be on a p a id  or n o n - p a id  b a s i s .  N i n e t y - e i g h t  p e r c e n t  o f  t h e  

in v e s tm e n t  companies which p r o v id e  c o n s u l t i n g  s e r v i c e s  on a 

paid  b a s i s  a l s o ,  a t  t i m e s ,  p r o v id e  them f r e e .  S e v e n t y  

p e r c e n t  o f  th e  p o r t f o l i o  companies s a i d  th e y  r e c e i v e  s e r v i c e  

f r e e  on o c c a s i o n s .  Charges a r e  not  c o n s i s t e n t  b e c a u s e  t h e  

companies are  n o t  in  a p o s i t i o n  to  pay ,  though t h e y  s e r i o u s l y  

need th e  s e r v i c e .  In  t h e s e  c a s e s ,  to  p r o t e c t  t h e i r  i n v e s t m e n t ,  

t h e  in v e s tm e n t  companies  p r o v id e  f r e e  s e r v i c e .

The a r e a s  in  which  t h e  in v e s tm e n t  companies p r o v id e  

c o n s u l t i n g  s e r v i c e s  are  l i s t e d  in  T a b le  1 2 .  P o r t f o l i o  

companies r e p o r t  t h a t  55 p e r c e n t  o f  t h e  in v e s tm e n t  companies  

p r o v id e  c o n s u l t i n g  s e r v i c e s .

Table  12 c i t e s  th e  c o n s u l t i n g  s e r v i c e s  p rov id ed  on 

a f e e  b a s i s  by t h e  in v e s tm e n t  com p anies .  I t  i s  n o t  s u r p r i s i n g  

t h a t  th e  m a j o r i t y  o f  t h e  in v e s tm e n t  companies p r o v id e  a s s i s t a n c e  

in  t h e  f i n a n c i a l  area  b e c a u s e  many o f  t h e i r  managers a re  

t r a i n e d  in  f i n a n c e .  I f  s m a l l  b u s in essm en  ta k e  advan tage
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o f  th e  s e r v i c e s  o f f e r e d ,  i t  sh ou ld  a i d  c o n s i d e r a b l y  in  

s o l v i n g  t h e i r  management pro b lem s .

Table  12 a l s o  shows t h e  c o n s u l t i n g  s e r v i c e s  which  

are  a v a i l a b l e ,  as  r e p o r t e d  by th e  co m p a n ies .  The a v a i l a b i l i t y  

o f  c o n s u l t i n g  s e r v i c e  v a r i e s  o n l y  s l i g h t l y  w i t h  t h e  s i z e  o f  

the  company, but t h e  kind o f  b u s i n e s s  r e v e a l s  s i g n i f i c a n t  

v a r i a n c e .  The f o l l o w i n g  l i s t  shows t y p e  o f  f i r m s  and 

p e r c e n t a g e  i n d i c a t i n g  c o n s u l t i n g  s e r v i c e  a v a i l a b l e :

R e t a i l e r s  90$

S e r v i c e  b u s i n e s s e s  79

R e a l t o r s  and c o n t r a c t o r s  66

M anufacturers  50

W h o le s a l e r s  45

S c i e n c e  f i r m s  35

This  a ga in  s u g g e s t s  t y p e s  o f  f i r m s  to  w h ich  th e  in v e s tm e n t  

companies f e e l  competent  to  r e n d e r  a s s i s t a n c e .

The p e r c e n t a g e  o f  in v e s tm e n t  companies which  r e q u i r e  

the  use o f  c o n s u l t a n t s  as a c o n d i t i o n  o f  l e n d i n g ,  was found  

to  be 52 p e r c e n t  o f  t h o s e  r e sp o n d in g  t o  t h e  q u e s t i o n .  T h is  

p e r c e n t a g e  v a r i e s  w i t h  t h e  s i z e  o f  f i rm  as t h e  s m a l l  and 

m edium -s ized  ones r e q u i r e  more c o n s u l t i n g  than t h e  l a r g e  

f i r m s ,  p r o b a b ly  b e c a u se  t h e  s m a l l  and m ed iu m -s ized  i n v e s t 

ment companies a r e  a t t e m p t in g  t o  i n c r e a s e  t h e i r  incom e.

S in c e  th e  l a r g e  in v e s tm e n t  companies have s u f f i c i e n t  income  

from i n v e s t e d  f u n d s ,  t h e y  d o n ' t  r e q u i r e  c o n s u l t i n g  c o n t r a c t s



TABLE 12

PAID CONSULTING SERVICES PROVIDED TO PORTFOLIO COMPANIES, 1964-65

Consulting Area

Service Provided (a) Consulting Available (b)

Number Percentage (c) Number Percentage (c)

Accounting 21 52 23 43
Financial Management 31 78 42 78
General Management 29 74 45 83
General Technical 10 25 2 4
Manufacturing ■ 7 18 6 11
Marketing 15 38 7 13
Research 5 12 5 9

(a) As reported by investment companies.
(b) As reported by portfolio companies.
(c) Based on number responding to this question.

co
05
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and t h e y  render  more management a s s i s t a n c e ,  as has been  

p o in t e d  o u t .  One company was q u i t e  unhappy about r e q u i r e d  

c o n s u l t i n g  and i n d i c a t e d  i t  on t h e  q u e s t i o n n a i r e .  T a b le  13 

shows t h a t  78 p e r c e n t  o f  th e  companies  f e l t  t h a t  r e q u ir e d  

c o n s u l t i n g  s e r v i c e s  are  not  d e s i r a b l e .  T h is  f a c t  v a r i e d  

w ith  s i z e ,  w i th  t h e  s m a l l  and medium companies h av in g  a 

l a r g e r  p e r c e n t  and th e  l a r g e  companies t h e  s m a l l e s t  p e r c e n t .  

A l l  companies which have t h e  req u ire m en t  i n d i c a t e d  t h e y  f e e l  

i t  i s  u n n e c e s s a r y .

T h i r t y - t h r e e  p e r c e n t  o f  t h e  companies say  t h a t  the  

in v e s tm e n t  companies recommend t h e  use  o f  c o n s u l t a n t s .

Table  13 a l s o  shows t h a t  o n l y  41 p e r c e n t  o f  t h e  companies  

i n d i c a t e  t h a t  t h e y  have used  c o n s u l t a n t s .  An at tem p t  was 

made to l e a r n  i f  c o s t  i s  a d e t e r r e n t .  Table  13 shows t h a t  

32 p e r c e n t  o f  th e  companies i n d i c a t e  t h a t  i t  i s .

F i f t y - f o u r  p e r c e n t  o f  t h e  p o r t f o l i o  companies say  

t h a t  c o n s u l t a n t s  c o u ld  not  b e n e f i t  t h e i r  company. Answers  

vary both  by s i z e  and kind o f  b u s i n e s s :  64 p e r c e n t  o f  t h e

s m a l l ,  42 p e r c e n t  o f  t h e  medium, and 46 p e r c e n t  o f  th e  l a r g e  

p o r t f o l i o  companies f e e l  t h a t  t h e  s e r v i c e s  o f  c o n s u l t a n t s  

co u ld  not  be o f  b e n e f i t  to  them. T h is  p r o b a b ly  r e f l e c t s  th e  

o v e r c o n f i d e n c e  o f  th e  managers o f  s m a l l  companies in  them

s e l v e s  and d i s t r u s t  o f  t h e  worth  o f  a s s i s t a n c e  ren d ered  by 

c o n s u l t a n t s .  The management o f  l a r g e r  companies may be o f  

b e t t e r  q u a l i t y  and may f e e l  the  need f o r  c o n s u l t a n t s .  The
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TABLE 13

USAGE OF CONSULTING SERVICES BY PORTFOLIO COMPANIES, 1965

Usage^8 ^ Number _ (b)  P e r c e n t a g e

C o n s u l t a n t s  Should Not Be R equired 66 78

C o n s u l t a n t s  Would Not B e n e f i t  Company 40 54

Have Used O u t s id e  C o n s u l t a n t s 39 41

Not Used Due t o  Cost 29 32

Recommended by In v e s tm e n t  Companies 27 33

R equired  by In v e s tm e n t  Companies 8 8

( a )As r e p o r t e d  by p o r t f o l i o  co m p an ie s .  

^ ^ B a s e d  on t h o s e  r e s p o n d in g  to  q u e s t i o n .
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TABLE 14

REASONS GIVEN BY PORTFOLIO COMPANIES FOR NOT USING CONSULTANTS 

(EXPRESSED AS NUMBER OF RESPONSES, 1965)

Reason Number L i s t i n g

C o n s u l t a n t s  Not Q u a l i f i e d  15

No Need a t  P r e s e n t  11

Too S m a l l  t o  Use C o n s u l t a n t s  3

C o n s u l t a n t s  a r e  Waste o f  Money 3

C o n s u l t a n t s  Know Only Book M a t e r i a l  1
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f o l l o w i n g  l i s t  shows t y p e  o f  f i r m s  and p e r c e n t a g e  I n d i c a t i n g  

t h e y  f e l t  t h e y  co u ld  b e n e f i t  from c o n s u l t i n g  s e r v i c e :

S e r v i c e  b u s i n e s s e s  62%

W h o le s a le r s  45

M a n u fa c tu rers  41

R e t a i l e r s  29

R e a l t o r s  and C o n t r a c t o r s  25

S c i e n c e  f i r m s  25

T h is  i n d i c a t e s  t h e  t y p e s  o f  b u s in essm en  who f e e l  c o n s u l t a n t s  

a re  q u a l i f i e d  t o  a s s i s t  them.

Reasons  f o r  t h e i r  n o t  u s in g  c o n s u l t a n t s  were g iv e n  

by t h e  companies (T able  1 4 ) .  The most f r e q u e n t ,  g i v e n  by 15 

com panies ,  i s  t h a t  c o n s u l t a n t s  were n o t  q u a l i f i e d .  Seven  

o f  t h e s e  a r e  in  t h e  s c i e n c e  and m a n u fa c tu r in g  l i n e s  and 

s t a t e  t h a t  t h i s  i s  b e o a u se  o f  t h e  s p e c i a l i z e d  n a t u r e  o f  t h e  

b u s i n e s s .  One c i t e s  th e  f a c t  t h a t  i t  i s  f e l t  t h a t  t h e r e  i s  

a g r e a t  d e a l  o f  m e d i o c r i t y  among c o n s u l t a n t s ,  and a n o th er  

s a i d  t h a t  ev eryone  t h i n k s  he i s  an e x p e r t  and i s  becoming a 

c o n s u l t a n t .

E lev e n  companies  s a i d  t h e r e  i s  no need f o r  c o n s u l t a 

t i o n  a t  p r e s e n t .  They e x p r e s s  t h e  o p i n io n  t h a t  t h e i r  manage

ment team and t h e  a s s i s t a n c e  r en d e re d  by  t h e  in v e s t m e n t  

companies i s  a d e q u a t e .  A n other  company s a i d  t h a t  c o n s u l t a n t s  

know t h e o r y  but don’ t  u n d e rs ta n d  p r a c t i c a l  b u s i n e s s  p ro b le m s .
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Three companies have  t r i e d  u s in g  c o n s u l t a n t s  and 

c o n c lu d e  t h e y  a r e  a w a s t e  o f  money. Three o t h e r  companies  

t h i n k  t h e y  a r e  so s m a l l  t h a t  c o n s u l t a n t s  a r e n ’ t  i n t e r e s t e d  

in  working w i t h  them. They have t a l k e d  t o  c o n s u l t a n t s  and 

have r e c e i v e d  t h e  i m p r e s s io n  t h a t  t h e  l a t t e r  o n l y  want to  

work w i t h  l a r g e  co m p an ies .

I f  c o n s u l t a n t s  are  t o  b e n e f i t  p o r t f o l i o  com p anies ,  

t h e y  must have good q u a l i t y  c o n s u l t a n t s  i n t e r e s t e d  in  sm a l l  

b u s i n e s s  p ro b le m s .  And th e  c o n s u l t a n t s  must be w i l l i n g  t o  

work a t  a p r i c e  t h a t  t h e  companies can a f f o r d .

C o n s u l t a n t s  a r e  n o t  a s  w i d e l y  used by t h e  p o r t f o l i o  

companies  as  t h e y  c o u ld  b e .  Some companies  do not  f e e l  

c o n s u l t a n t s  can b e n e f i t  them and t h e  in v e s tm e n t  companies  

a r e  n o t  recommending t h e i r  u s e .  Though s e v e r a l  r e a s o n s  were  

e x p r e s s e d  by t h e  p o r t f o l i o  companies f o r  n o t  u s i n g  c o n s u l t a n t s  

most o f  t h e s e  co u ld  be overcome by e d u c a t in g  t h e  companies  

i n  t h e  b e n e f i t s  to  be  d e r i v e d .  P o s s i b l y  some in v e s tm e n t  

companies a l s o  a re  n o t  aware o f  t h e s e  b e n e f i t s .  A program 

to  a c q u a in t  th e  in v e s tm e n t  companies and t h e  s m a l l  businesm en  

w i t h  t h e  a d v a n ta g es  o f  u s in g  c o n s u l t a n t s  m ight  h e l p  t o  o v e r 

come much o f  t h i s  r e l u c t a n c e .

Banking f u n c t i o n  o f  t h e  
In ves tm en t  companies

In v es tm en t  companies  a r e  somewhat o f  a c r o s s  

between a commercia l  banker and an in v e s tm e n t  ban ker ,  w i t h o u t  

b e i n g  e i t h e r .
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Role  o f  comm ercia l  banker

A primary purpose  o f  t h e  comm ercia l  bank i s  to

a id  commerce through  l e n d i n g  money to  f i n a n c e  com m ercia l  
22

t r a n s a c t i o n s .  Commercial  banks p r o v id e  p r i m a r i l y  s h o r t 

term c r e d i t ,  equipment f i n a n c i n g ,  and some term c r e d i t .

Thus t h e  com m ercia l  bank i s  a major so u r c e  o f  s e a s o n a l  fu n d s ,  

but p r o v i d e s  v e r y  l i t t l e  l o n g - t e r m  o p e r a t i n g  c a p i t a l  f o r  

sm a l l  b u s i n e s s .

The comm ercia l  banker a l s o  p r o v i d e s  o t h e r  s e r v i c e s .  

He may s e r v e  on t h e  board o f  t h e  s m a l l  b u s i n e s s  or may 

e s t a b l i s h  a c l o s e  working r e l a t i o n s h i p  w i t h  th e  sm a l l  

b u s in essm a n .  In t h i s  way he may ren der  many o f  t h e  s e r v i c e s  

d i s c u s s e d  p r e v i o u s l y .  He knows o f  companies f o r  s a l e  and o f  

t h o s e  s e e k i n g  to  buy o t h e r s .  He w i l l  a l s o  know o f  p e o p le  

l o o k i n g  f o r  j o b s ,  and may be a b l e  t o  h e l p  l o c a t e  com petent  

p e r s o n n e l .  Thus, t h e  banker can r en d er  s e r v i c e s  b e s i d e s  

p r o v id in g  fu n d s ,  but t h e  l a t t e r  I s  h i s  primary i n t e r e s t .

R o le  o f  t h e  in v e s tm e n t  banker

The r o l e  o f  t h e  in v e s tm e n t  banker i s  c o n s i d e r a b l y  

d i f f e r e n t  from t h a t  o f  t h e  com m ercia l  banker .  The former  

i s  p r i m a r i l y  concerned  w i t h  lo n g - t e r m  f i n a n c i n g ,  through

E l v i n  P. Donaldson and John K. P f a h l ,  Corporate  
Finance  (New York, The Ronald P r e s s  Company, 1 9 6 3 ) ,  p .  5 1 2 ,
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23
t h e  s a l e  o f  s t o c k s  and b o n d s .  I f  he f i n a n c e s  a s m a l l

b u s i n e s s  a t  a l l ,  he does i t  o n l y  f o r  t h e  b r i e f  p e r io d  t h a t

may e l a p s e  between t h e  t im e  he p u r c h a s e s  and s e l l s  t h e
24

s t o c k  or bonds .

The in v e s tm e n t  banker f u r n i s h e s  s e v e r a l  s e r v i c e s  
25to  t h e  bu s in essm an :

1 .  As a middleman, he  works t o  b r in g  t o g e t h e r

t h e  companies n e e d in g  c a p i t a l  and i n v e s t o r s  s e e k i n g  f i n a n c i a l  

o p p o r t u n i t i e s .  T h is  a l l o w s  a m a n u fa ctu r in g  company t o  f i n d  

i n d i v i d u a l s  who would l i k e  t o  i n v e s t  i n  i t s  o p e r a t i o n .

2 .  The in v e s tm e n t  banker g u a r a n t e e s  t h a t  t h e  s a l e  

o f  s e c u r i t i e s  w i l l  be s u c c e s s f u l .  The company w i l l  n o t  end 

up w i t h  o n l y  h a l f  o f  t h e  i s s u e  s o l d ,  and w i l l  r e c e i v e  a l l  o f  

t h e  funds a t  one t im e .

3 .  He i s  an e x p e r t  on t h e  s e c u r i t i e s  market and 

can p r o v id e  a d v i c e  on t h e  t y p e  o f  i s s u e  to  s e l l .  He can  

a d v i s e  on t h e  t im in g  o f  t h e  s a l e  and t h e  i n t e r e s t  or  

d iv id e n d  r a t e  to  be p la c e d  on t h e  s e c u r i t i e s .

4 .  He w i l l  s t r i v e  to  s e e  t h a t  t h e  s e c u r i t i e s  a r e  

w e l l  p l a c e d .  His s a l e s  o r g a n i z a t i o n  c o n t a c t s  i n v e s t o r s  

r a t h e r  than s p e c u l a t o r s .

23
I b i d . ,  p .  3 0 7 ,

24 ‘R ob ert  W. Johnson ,  F i n a n c i a l  Management ( B o s to n ,  
A l l y n  & Bacon, I n c . ,  1 9 5 9 ) ,  p .  3 6 6 .  ..

25
Donaldson and P f a h l ,  Op. c i t . ,  pp .  3 0 8 - 9 .
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5 .  The in v e s tm e n t  banker w i l l  su pp ort  th e  market  

by b u y in g  s t o c k  w h i l e  i s s u e s  a r e  b e in g  s o l d  i f  t h e  p r i c e  

w e a k e n s .

6 . He may c o n t in u e  to  l e n d  h i s  a i d  t o  t h e  company

f o r  an i n d e f i n i t e  t im e  a f t e r  t h e  i s s u e  i s  s o l d .  The

b a n k e r ’ s r e p u t a t i o n  i s  a f f e c t e d  by t h e  performance o f  th e  

s e c u r i t i e s  he s e l l s  so he i s  i n t e r e s t e d  in  t h e  f u t u r e  s u c c e s s  

o f  t h e  company. He may s e r v e  as  a f i n a n c i a l  a d v i s o r  so  lo n g

as  t h e  s e c u r i t i e s  a re  o u t s t a n d in g  and may s e r v e  as  a member

o f  t h e  b oa rd .

7.' He buys o n l y  s e c u r i t i e s  o f  companies  he 

b e l i e v e s  w i l l  be s u c c e s s f u l  and he r e j e c t s  t h o s e  o f  companies  

he d i s t r u s t s .

The in v e s tm e n t  banker may a l s o  l o c a t e  i n d i v i d u a l s  

who w ish  to  buy i n t o  t h e  b u s i n e s s .  He may a l s o  know o f  

companies  w i l l i n g  t o  merge and o t h e r s  w i s h in g  to  buy, and 

can i n t r o d u c e  t h e  businessm an t o  su ch  p r o s p e c t s .

R o le  o f  in v e s tm e n t  companies

The in v e s t m e n t  companies  are  n e i t h e r  commercia l  

bankers  nor in v e s t m e n t  b a n k e r s ,  but  ten d  to  p r o v id e  some o f  

t h e  s e r v i c e s  o f  b o t h .  They p r o v id e  s h o r t - t e r m  c r e d i t  and 

a d v i c e  as  does a commercial  b an ker .  They ten d  t o  f u n c t i o n  

as in v e s t m e n t  ban kers  in  t h a t  funds  a r e  p r o v id e d ,  and 

s e c u r i t i e s  or  o p t i o n s  a re  o b t a i n e d .  In v es tm en t  companies  

a c t u a l l y  len d  funds t o  t h e  s m a l l  b u s i n e s s e s  in the  i n t e r i m
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p e r io d  and hope t h a t  t h e  s e c u r i t i e s  t h e y  o b t a i n  can be s o l d  

i n  t h e  f u t u r e .  They w i l l  g e n e r a l l y  have c o n t a c t s  w i t h  b o th  

com m ercia l  and in v e s tm e n t  bankers  t o  c a l l  on t h e  s e r v i c e s  

o f  b o th  f o r  t h e  p o r t f o l i o  com p anies .

Su rvey  r e s u l t s

Many o f  t h e  c o m p a n ies ,  a f t e r  o b t a i n i n g  i n i t i a l  

funds from in v e s tm e n t  co m p a nies ,  need a d d i t i o n a l  money f o r  

growth or b e c a u se  o f  f i n a n c i a l  d i f f i c u l t y .  Whatever t h e  

r e a s o n ,  in v e s tm e n t  companies a r e  in  a p o s i t i o n  e i t h e r  to  

p r o v id e  or to  h e l p  o b t a i n  fu n d s .  The in v e s t m e n t  company’, s 

lo an  agreement p r o h i b i t s  t h e  p o r t f o l i o  company from 

o b t a i n i n g  a d d i t i o n a l  f i n a n c i n g  o t h e r  than t r a d e  c r e d i t  or  

s h o r t - t e r m  c r e d i t  from t h e  bank. In v e s tm e n t  com p anies ,  

t h e r e f o r e ,  must be c o n s u l t e d  b e f o r e  borrow ing  companies  

o b t a i n  a d d i t i o n a l  l o n g - t e r m  fu n d s .

T ab le  15 shows t h a t  60 p e r c e n t  o f  t h e  p o r t f o l i o  

companies have needed a d d i t i o n a l  f u n d s .  Answers v a r i e d  

among p o r t f o l i o  c o m p a n ie s ’ s t a t i n g  t h a t  a d d i t i o n a l  funds  

were r e q u e s t e d ,  based  b o th  on s i z e  and kind o f  b u s i n e s s .  

S e v e n t y - t h r e e  p e r c e n t  o f  t h e  s m a l l ,  53 p e r c e n t  o f  th e  medium 

and 61 p e r c e n t  o f  t h e  l a r g e  companies s a i d  t h e y  asked  f o r  

a d d i t i o n a l  f u n d s .  T h e ir  need c o u ld  have  been b e c a u s e  o f  

growth or o th e r  problems and a l s o  c o u ld  have  been  f o r  

s h o r t - t e r m  or l o n g - t e r m  p e r i o d .  The f o l l o w i n g  l i s t  shows



106

t y p e  o f  f i r m s  and p e r c e n t a g e  i n d i c a t i n g  t h e y  had r e q u e s t e d

a d d i t i o n a l  fu n d s :

S e r v i c e  b u s i n e s s e s  78$

R e a l t o r s  and c o n t r a c t o r s  56

M anufacturers  56

R e t a i l e r s  25

S c i e n c e  f i r m s  25

W h o le s a le r s  0

The q u e s t i o n n a i r e  r e v e a l e d  no e x p l a n a t i o n  f o r  t h i s  v a r i a n c e .

With such  a l a r g e  p e r c e n t a g e  o f  t h e  companies  

n e e d in g  a d d i t i o n a l  f u n d s ,  where d id  t h e  funds come from? 

F o r t y - f o u r  companies r e p o r t e d  t h a t  th e y  o b t a in e d  fun ds

from t h e  f o l l o w i n g  s o u r c e s :

In v es tm en t  companies 31

Banks 9

A d d i t i o n a l  i n v e s t o r  3

S a v in g s  and Loan 1

The p o s i t i o n  o f  in v e s tm e n t  companies in  th e  

f i n a n c i a l  community and in  r e l a t i o n  to  t h e i r  own s h a r e 

h o l d e r s  may p r o v id e  i n v e s t o r s .  I f  t h e  in v e s tm e n t  companies  

cannot  make t h e  l o a n ,  one o f  t h e i r  i n v e s t o r s  may p r o v id e  

f u n d s .  I f  no s t o c k h o l d e r s  a r e  w i l l i n g  to  i n v e s t ,  t h e y  may 

know o t h e r  i n d i v i d u a l s  or companies w i l l i n g  to  do s o .

Having a c c e s s  to  many s o u r c e s  o f  fu n d s ,  in v e s tm e n t  

companies can a s s i s t  in  o b t a i n i n g  money. As T a b le  15 

i n d i c a t e s ,  81 p e r c e n t  o f  them c la i m  to  have  r en d ered  su ch



TABLE 15

ASSISTANCE RENDERED IN OBTAINING ADDITIONAL FUNDS, 1964-65

Area of Assistance

Assistance Provided (a) Assistance Received (b)

Number Percentage Number Percentage

Additional Funds Required by Companies 90 86 59 60

Additional Funds Were Obtained (cO (cO 44 80

Investment Companies Provided Funds 57 54 31 72

Investment Companies Assisted in Obtaining Funds 25 81 8 38

(a) As reported by investment companies answering questionnaire.
(b) As reported by portfolio companies answering questionnaire.
(c) No comparable question asked in The Association survey.

107
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a s s i s t a n c e ,  but o n ly  38 p e r c e n t  o f  th e  companies have  

r e c e i v e d  h e l p .  There I s  no e x p l a n a t i o n  f o r  t h i s  l a c k  o f  

a s s i s t a n c e  e x c e p t  t h a t  t h e  names o f  p o r t f o l i o  companies  

b e n e f i t e d  were n o t  g iv e n  f o r  t h e  s t u d y .  Three o f  th e  

companies  which s a y  t h e y  d id  not  r e c e i v e  a s s i s t a n c e  

i n d i c a t e d  t h e y  o b t a in e d  funds  on t h e i r  own. Two o t h e r s  

s a i d  t h e i r  c o n d i t i o n  was so bad t h a t  no one was w i l l i n g  

t o  h e l p .

I n v e s tm e n t  companies a s s i s t e d  t h e  companies n o t  

o n l y  by p r o v i d i n g  t h e  i n i t i a l  funds  but  a l s o  in  e i t h e r  

l e n d i n g  or h e l p i n g  t o  o b t a i n  added money. S m a l l  b u s i n e s s e s  

In d i f f i c u l t y  or growing  a t  a r a t e  f a s t e r  than can be  

su p p o r te d  by r e t a i n e d  e a r n in g s  f i n d  t h i s  a v a l u a b l e  s e r v i c e .

T ab le  16 shows t h a t  47 p e r c e n t  o f  t h e  in v e s tm e n t  

companies have c o n t a c t s  w i t h  in v e s t m e n t  ban kers  ( u n d e r w r i t e r s ) .  

T h ese  c o n n e c t i o n s  can be Important t o  t h e  companies  i f  t h e y  

hope to  become p u b l i c l y  owned a t  a l a t e r  d a t e .  When asked  

i f  t h e y  hoped t h a t  t h e i r  company would someday have a p u b l i c  

s a l e  o f  s e c u r i t i e s ,  45 o f  77 (5 8 $ )  o f  t h e  s m a l l  bu s in essm en  

answered a f f i r m a t i v e l y .  T h is  r e s p o n s e  was g r e a t e s t  In th e  

l a r g e  group w i t h  56 p e r c e n t  a n s w er in g  Hy e s tf w h i l e  35 p e r c e n t  

o f  t h e  s m a l l  and m ed iu m -s ize  companies  gave  a s i m i l a r  answ er .
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T h is  answer a l s o  v a r i e d  by kind o f  b u s i n e s s .  The f o l l o w i n g  

l i s t  shows t y p e  o f  f i r m s  and p e r c e n t a g e  f e e l i n g  t h e i r  company 

would someday have a p u b l i c  o f f e r i n g :

S e r v i c e  b u s i n e s s e s 71$

M anufacturers 50

W h o le sa le r s 50

S c i e n c e  f irm s 50

Reta i l e r s 29

R e a l t o r s  and c o n t r a c t o r s 0

T h is  shows t h a t  some companies  in  c e r t a i n  t y p e s  o f  b u s i n e s s e s  

a r e  t h i n k i n g  o f  g o in g  p u b l i c .  T h is  i s  e n c o u r a g in g  s i n c e  th e  

s m a l l  b u s in essm an  must want h i s  company to  "go p u b l i c "  i f  

t h e  in v e s tm e n t  companies a re  t o  r e a l i z e  a o a p i t a l  g a i n .  Among 

t h e  companies r e s p o n d i n g ,  56 o f  71  (7 9 $ )  i n d i c a t e  t h e y  f e e l  

t h e  in v e s t m e n t  companies can a id  in  t h e  s a l e  o f  a p u b l i c  

i s s u e .  T h is  v a r i e s  by s i z e  o f  company; 36 p e r c e n t  o f  t h e  

s m a l l ,  56 p e r c e n t  o f  t h e  medium, and 62 p e r c e n t  o f  t h e  l a r g e  

companies f e e l  t h a t  in v e s tm e n t  companies  can h e l p  e i t h e r  in  

a i d i n g  t h e  company t o  grow and p rep a re  f o r  a s a l e  or in  

s t i m u l a t i n g  i n t e r e s t  in  t h e  i s s u e .

When ask ed  i f  t h e y  would encourage  t h e i r  s h a r e 

h o l d e r s  t o  p u rc h a se  s t o c k  in  a p o r t f o l i o  company w h ich  was 

" g o in g  p u b l i c , "  65 p e r c e n t  answered " y e s" .  About 15 p e r c e n t  

w ro te  t h a t  i t  depends on t h e  s i t u a t i o n .  In v es tm en t  companies  

would be in  a p o s i t i o n ,  a f t e r  f o l l o w i n g  t h e  p r o g r e s s  and 

growth o f  a p o r t f o l i o  company, t o  a d v i s e  t h e i r  s h a r e h o l d e r s



TABLE 16

ASSISTANCE RENDERED IN OBTAINING ADDITIONAL BUSINESS AND SELLING STOCK, 1964-65

Area of Assistance

Assistance Provided (a) Assistance Received (b)

Number Percentage Number Percentage

Send Additional Business 86 88 56 60
Promote Dealings Between

Portfolio Companies 58 60 34 44
Encourage Investment Company

Shareholders to Purchase
Stock of a Portfolio Company 49 65 51 71

Underwriting Connections 47 47 49 70
Dealings Requested Between

Portfolio Companies 46 46 54 76

(a) As reported by investment companies answering questionnaire.
(b) As reported by portfolio companies answering questionnaire.
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as to  p o t e n t i a l .  By recommending s e c u r i t i e s  t o  t h e i r  

s h a r e h o l d e r s ,  in v es tm en t  companies can a id  in  t h e  s a l e  

o f  t h e  s t o c k  and thus  a s s i s t  p o r t f o l i o  com panies .

In ves tm en t  companies were asked i f  any o f  t h e i r  

companies had s o l d  a p u b l i c  i s s u e  o f  s t o c k :  Tab le  17

shows t h a t  26 i n d i c a t e  t h a t  t h e y  h a v e .  When asked how 

many companies had "gone p u b l i c , ” o n l y  21 were l i s t e d .

A l l  21 i n d i c a t e  the  r e s u l t s  were s u c c e s s f u l  or m o d e r a te ly  

s u c c e s s f u l ,  and none i n d i c a t e  t h a t  problems were e n c o u n te r e d .  

Two in v e s tm e n t  companies l i s t e d  m u l t i p l e  s a l e s  so o n l y  18 

o f  the  26 in v e s tm e n t  companies r e p o r t e d  on th e  s u c c e s s  o f  

t h e  i s s u e  b e in g  s o l d .  I t  may be  surm ised  t h a t  t h e  e i g h t  

in v e s tm e n t  companies f a i l i n g  to  respond may have e x p e r ie n c e d  

l e s s  than s a t i s f a c t o r y  r e s u l t s .

The m a j o r i t y  o f  t h e  s a l e s ,  15 o f  2 1 ,  were o f  

companies borrowing from l a r g e  in v e s tm e n t  com p anies .  This  

was e x p e c ted  s i n c e  t h e y  i n v e s t  in l a r g e r  p o r t f o l i o  com panies ,  

which  w i l l  be ready  to  market s o o n e r .  There has been no 

n o t a b l e  i n c l i n a t i o n  to s e l l  companies out  o f  t h e  in v e s tm e n t  

c o m p a n ie s ’ p o r t f o l i o .  The young age  o f  t h e  in v e s t m e n t  

company i n d u s t r y ,  coupled  w i t h  th e  poor market f o r  new 

i s s u e s  in  the  s e c u r i t i e s  market in  th e  p a s t  two t o  t h r e e  

y e a r s ,  has kept  many i s s u e s  from b e in g  m arketed,  but  21 

s u c c e s s f u l  s a l e s  i n d i c a t e  p r o g r e s s  i s  b e in g  made.
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TABLE 17

PUBLIC OFFERINGS OF STOCK OF PORTFOLIO COKPANIES, 1964

R e s u l t s Number

Number o f  In v es tm en t  Companies R e p o r t in g
S a l e  o f  S t o c k  o f  One o f  T h e ir  Companies 26

Number o f  Companies Going Public . 21

Number o f  S u c c e s s f u l  S a l e s 21

Number o f  In v es tm en t  Companies R e p o r t in g  
S u c c e s s f u l  S a l e s 18

As r e p o r t e d  by in v e s tm e n t  co m p anie s .
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O b ta in in g  a d d i t i o n a l  b u s i n e s s

In v es tm en t  companies  a re  u s u a l l y  In a p o s i t i o n

t o  h e l p  t h e  p o r t f o l i o  oompanies g e t  b u s i n e s s .  With t h e i r

c o n n e c t i o n s  in  t h e  community and t h e  c o n n e c t i o n s  o f  t h e i r

s t o c k h o l d e r s  and d i r e c t o r s ,  a d d i t i o n a l  oustom ers  can be  
26

fo u n d .

In v es tm en t  companies may be a b l e  t o  promote  

d e a l i n g s  among t h e  companies in  t h e i r  p o r t f o l i o  i f  th e  k in d s  

o f  b u s i n e s s •p e r m i t . This  p r o m o t io n a l  work s e r v e s  t h e  p o r t 

f o l i o  companies by  o b t a i n i n g  a n o t h e r  custom er  or a so u rce  

o f  su p p ly ;  a t r a n s a c t i o n  t h a t  can be  g u id ed  by t h e  In ves tm en t  

companies and t h a t  can reduce  e x p e n s e s .

D i r e c t o r s  and s h a r e h o l d e r s  o f  t h e  in v e s t m e n t  

companies may be a b l e  to  h e l p  th e  p o r t f o l i o  companies  

o b t a i n  a d d i t i o n a l  b u s i n e s s .  E i t h e r  or b o t h  o f  t h e s e  groups  

may be in  a b u s i n e s s  which can u s e  th e  p r o d u c t s  o f  one o f  

t h e  c o m p a n ie s .  I f  s o ,  t h e y  make I t  a p o i n t  t o  buy from t h e  

p o r t f o l i o  company, assum ing t h a t  p r i c e s  a r e  c o m p e t i t i v e  and 

t h a t  q u a l i t y  m eets  r e q u i r e d  s t a n d a r d s .  They can a l s o  h e l p  

t o  a rran ge  i n t r o d u c t i o n s  and v i s i t s  f o r  r e p r e s e n t a t i v e s  o f  

t h e  oompanies to  s e l l  t h e  p r o d u c t .  T h is  a s s i s t a n c e  can 

r e s u l t  in  o p e n in g s  and s a l e s  n o t  a v a i l a b l e  to  t h e  com p anie s .

26
Samuel L. H ayes ,  and Donald H. Words, aAre SBICs 

Doing T h e ir  Job?” Harvard B u s i n e s s  R e v iew , V o l .  4 1 ,  No.. 2 
(March, A p r i l ,  1 9 6 3 ) ,  p .  1 94 .
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Su rv ey  r e s u l t s

The in v e s t m e n t  companies  r e p o r t  (T able  16)  t h a t  

88 p e r c e n t  o f  them t r i e d  to  h e l p  p o r t f o l i o  companies g e t  

b u s i n e s s .  In  a d d i t i o n ,  60 p e r c e n t  s a y  t h a t  t h e y  t r y  to  

send a d d i t i o n a l  b u s i n e s s  t o  t h e  companies  from o t h e r  

p o r t f o l i o  c o m p an ies .  Only 44 p e r c e n t  o f  t h e  p o r t f o l i o  

companies i n d i c a t e  t h a t  t h e y  r e c e i v e  t h i s  t y p e  o f  a s s i s t a n c e  

w h i l e  76 p e r c e n t  say  t h e y  have r e q u e s t e d  i t .  O b v io u s ly  

d e a l i n g s  among companies a r e  no t  promoted t o  t h e  maximum.

I t  was found t h a t  whether  t r a n s a c t i o n s  were  

promoted between  p o r t f o l i o  companies  v a r i e s  w i t h  t h e  kind  

o f  b u s i n e s s .  The f o l l o w i n g  l i s t  shows t h e  t y p e  o f  f i r m s  

and p e r c e n t a g e  o f  e a ch  t h a t  s a i d  d e a l i n g s  were promoted:

S e r v i c e  b u s i n e s s e s  43$

M anufacturers  35

W h o le s a le r s  35

R e a l t o r s  and c o n t r a c t o r s  22

R e t a i l e r s  14

S c i e n c e  f i r m s  14

T h is  order  seems l o g i c a l  s i n c e  some b u s i n e s s e s  can work w i t h  

o t h e r s  more e a s i l y .  On th e  o t h e r  hand, t h e  r a t e  i s  low as  

one would have  e x p e c t e d  a much h i g h e r  number o f  in v e s tm e n t  

companies  t o  promote d e a l i n g s  among p o r t f o l i o  c o m p a n ie s .
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The f o l l o w i n g  l i s t  shows t h e  ty p e  o f  f i rm s  and t h e  p e r c e n t a g e  

o f  each s a y in g  t h e y  would l i k e  t o  g e t  b u s i n e s s  from o t h e r  

p o r t f o l i o  companies:

S e r v ic e  b u s i n e s s e s Q6%

Kan u f a c t u r e r s 52

S c i e n c e  f irm s 48

■Retailers 48

W h o le sa ler s 48

R e a l t o r s  and c o n t r a c t o r s 33

C l e a r l y  some k inds  o f  b u s i n e s s  f i r m s  f e e l  t h i s  c o u ld  be  a 

good so u rce  o f  i n c r e a s i n g  t h e i r  b u s i n e s s .

I t  i s  e v id e n t  t h a t  more c o u ld  be done t o  promote  

d e a l i n g s  between t h e  p o r t f o l i o  com p anies .  The in v e s tm e n t  

companies are  no t  making a g r e a t  e f f o r t  t o  do so and t h e  

p o r t f o l i o  companies are not pu rsu in g  t h e  i s s u e .  T h is  i s  a 

so u rc e  o f  b u s i n e s s  which should  be promoted by a l l  c o n c e r n e d .  

G enera l  comments by the  companies

When asked i f  t h e y  had grown s i n c e  r e c e i v i n g  

fu n d s ,  85 p e r c e n t  o f  t h e  companies i n d i c a t e  t h a t  t h e y  h a v e .  

The companies were then  asked t h e i r  r a t e  o f  growth o f  n e t  

p r o f i t  b e f o r e  t a x e s ,  bo th  b e f o r e  and a f t e r  t h e y  o b t a in e d  

f i n a n c i n g ,  but answers to  t h i s  q u e s t i o n  were n o t  s i g n i f i c a n t ,  

and no c o n c l u s i o n s  can be drawn.

When asked i f  t h e y  would go t o  in v e s t m e n t  companies  

a g a in  i f  t h e y  needed fu n d s ,  81 p e r c e n t  o f  t h e  p o r t f o l i o
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companies  answered t h a t  t h e y  would (Table  1 8 ) ,  and 86 

p e r c e n t  s a i d  t h a t  t h e y  would recommend in v e s t m e n t  company 

f i n a n c i n g  t o  a f r i e n d .  C l e a r l y ,  t h e  m a j o r i t y  o f  t h e

companies  a r e  s a t i s f i e d  w i t h  t h e i r  r e l a t i o n s .

Companies s t a t i n g  t h e y  would n o t  go t o  in v e s tm e n t

companies  a g a i n  were asked  why. The most common r e s p o n s e

(Table  18) i s  t h e  c o s t  t h a t  f i n a n c i n g  i n v o l v e s .  The second  

most common answer c o n c er n s  th e  e q u i t y  p o s i t i o n  which i s  

r e q u i r e d .  One company f e e l s  t h a t  t h e  r e s t r i c t i o n s  in  th e  

l o a n  agreement make i t  d i f f i c u l t  t o  t a l k  t o  p o t e n t i a l  

i n v e s t o r s .  Three r e s p o n d e n t s  say  t h e y  would go o n l y  i f  

o t h e r  funds were not  a v a i l a b l e .  The r e s p o n s e s  to  t h i s  

q u e s t i o n  a r e  not  s i g n i f i c a n t  enough to  s u g g e s t  any c o n c l u s i o n  

e x c e p t  t h a t  t h e r e  i s  no s i n g l e  s e r i o u s  weakness  in  t h e  

program.

Other s e r v i c e s  d e s i r e d  by t h e  companies

A f u r t h e r  area  t o  be i n v e s t i g a t e d  co n c er n s  o t h e r  

s e r v i c e s  which  in v e s tm e n t  companies can r en d e r  t o  s m a l l  

b u s i n e s s .  Are t h e r e  a d d i t i o n a l  s e r v i c e s  t h a t  t h e  companies  

would l i k e  to  r e c e i v e ?  What are  t h e s e  s e r v i c e s ,  and can  

t h e  in v e s t m e n t  companies p r o v id e  them e c o n o m ic a l ly ?
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TABLE 18

PEELINGS OP THE PORTFOLIO OOMPANIES TOWARD THE INVESTMENT

COMPANY PROGRAM, 1965

P e e l i n g i 8 ^ Number (b)P e r c e n t a g e

Have Grown S in c e  O b ta in in g  Funds 
Erom In v es tm en t  Companies 79 85

Would Go to  In v es tm en t  Companies  
Again 76 81

Would Recommend In v es tm en t  
Companies to  a F r ien d 76 86

Reasons For Not U s in g  In v es tm en t  
Companies a g a in  
(a )  Cost 4
(b) Due t o  E q u i ty  Requirement 2

( a )As r e p o r t e d  by  p o r t f o l i o  companies,,

Of t h o s e  r e s p o n d in g  11 yes"  to  q u e s t i o n .
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P o r t f o l i o  companies  were asked  t o  p r o v id e  in fo r m a 

t i o n  on any a d d i t i o n a l  s e r v i c e s  t h e y  would l i k e  to  r e c e i v e .  

Only one area  o f  a s s i s t a n c e  was m entioned  w i t h  any f r e q u e n c y .  

T h is  i n d i c a t e s  t h a t  t h e r e  i s  no o t h e r  major area  i n  which  

a s s i s t a n c e  i s  needed and not  r e c e i v e d .

The o n l y  f r e q u e n t l y  m ent ioned  area  f o r  i n c r e a s e d  

a s s i s t a n c e  i s  t h a t  o f  f i n a n c i a l  management. The need f o r  

a s s i s t a n c e  and g u id a n c e  in  su ch  a r e a s  a s  c a s h  f l o w ,  b u d g e t s ,  

and f i n a n c i a l  p l a n n in g  was e x p r e s s e d .  There g e n e r a l l y  seems  

t o  be  a l a c k  o f  t h i s  t y p e  o f  t a l e n t  in  s m a l l  b u s i n e s s e s .

Many companies  do not  know how t o  f o r e c a s t  t h e i r  n e e d s  f o r  

funds  and to  de term in e  s o u r c e s .  T h is  i s  n e c e s s a r y  when 

a p p ro ach in g  a l e n d e r ,  b e c a u s e  he w i l l  r e q u i r e  an i n d i c a t i o n  

o f  how t h e  r e q u e s t e d  f i g u r e  i s  d e te r m in e d .  I f  a company i s  

growing and a d d i t i o n a l  fun ds  a r e  n e e d e d ,  t h e y  s h o u ld  be  

planned  f o r ,  and arrangem ents  sh o u ld  be  made i n  advance  

r a t h e r  than when t h e  need a r i s e s .  B u d g e t in g  o f  e x p e n d i t u r e s  

i s  a l s o  im p o r t a n t .  Companies need t o  know how much money 

t h e y  can a f f o r d  t o  spend on an i tem  and t h e  s a v i n g s  i n v o l v e d .  

Many companies buy equipment w i t h o u t  d e t e r m in in g  t h e  pay

back p e r i o d .  Guidance in  su ch  a r e a s  c o u ld  be p r o v id e d  by 

t h e  in v e s t m e n t  co m p a n ies .

I t  was shown e a r l i e r  t h a t  a g r e a t  number o f  

b u s i n e s s e s  f a i l  due to  t h e  l a c k  o f  w e l l  rounded e x p e r i e n c e
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on t h e  p a r t  o f  t h e  s m a l l  b u s in e s s m a n .  F i n a n c i a l  management 

i s  an area  in  w hich  many l a c k  judgment. I t  seems t h a t  

some r e c o g n i z e  t h e i r  d e f i c i e n c y  and a r e  s u g g e s t i n g  t h a t  

t h e  in v e s t m e n t  companies p r o v id e  t h e  needed a s s i s t a n c e .

T h is  c o u ld  be done e a s i l y  by most in v e s tm e n t  companies  

and might h e l p  p r e v e n t  t h e  companies from g e t t i n g  i n t o  

t r o u b l e  due t o  l a c k  o f  f i n a n c i a l  p l a n n i n g .  T h is  co u ld  

h e l p  r ed u c e  th e  r a t e  o f  f a i l u r e  o f  s m a l l  b u s i n e s s e s .



CHAPTER IV

IFOLLOW-UP INTERVIEWS

In a n a l y z i n g  t h e  q u e s t i o n n a i r e s  and t h e  r e s p o n s e s ,  

some f u r t h e r  q u e s t i o n s  a r o s e .  I n t e r v i e w s  were conducted  

w it h  18 In ves tm en t  companies in  t h e  North E a s t e r n  and North  

C e n t r a l  s e c t i o n s  o f  t h e  c o u n tr y  to  g a t h e r  In fo rm a t io n  to  

supplem ent t h a t  c o n t a i n e d  In t h e  q u e s t i o n n a i r e s .  Cases  

t h a t  dem onstra te  how management a s s i s t a n c e  a id e d  p o r t f o l i o  

companies were o b t a in e d  during t h e  i n t e r v i e w s  and a re  

p r e s e n t e d  f i r s t .  The remainder  o f  t h e  I n t e r v i e w  r e s p o n s e  

i s  then  d i s c u s s e d  in  t h e  seq u en ce  used In t h e  q u e s t i o n n a i r e s *  

(1 )  management a s s i s t a n c e ,  (2 )  c o n s u l t a n t s ,  (3 )  t h e  banking  

f u n c t i o n ,  and ( 4 )  l o c a t i n g  added b u s i n e s s .

The c a s e s  p r o v id e  added in f o r m a t io n  on t h e  s p e c i f i c  

t y p e s  o f  s e r v i c e s  which were ren dered  and t h e i r  e f f e c t i v e n e s s .  

Each in v e s tm e n t  company i n t e r v i e w e d  was asked  t o  c i t e  one 

or  more c a s e s  where i t  had a s s i s t e d  a p o r t f o l i o  company.  

T w e n t y - f i v e  c a s e s  were r e p o r t e d  and 12 were s e l e c t e d  f o r  

p r e s e n t a t i o n  in  t h i s  p a p e r .  Those chosen  I l l u s t r a t e  s i t u a 

t i o n s  where a s s i s t a n c e  had been ren dered  In a l l  f o u r  a r e a s  

l i s t e d  a b o v e .  They a l s o  r e f l e c t  t h e  s e r v i c e  g iv e n  by l a r g e ,  

medium, and s m a l l  in v e s t m e n t  co m p an ies .

120
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When t h e  In v es tm en t  c o m p a n ie s •were asked  t o  submit  

c a s e s ,  t h e y  were a l s o  r e q u e s t e d  to  r e p o r t  t h e  background,  

t h e  problem , t h e  a s s i s t a n c e  r e n d e r e d ,  and t h e  r e s u l t .  They 

were l a t e r  q u e r ie d  about t h e  s i t u a t i o n ,  e s p e c i a l l y  t h e  

s e r v i c e  r e n d e r e d .  The i n t e r v i e w  was conducted  as  an open 

d i s c u s s i o n  o f  t h e  c a s e .  In v es tm en t  companies u n d e rs to o d  

t h a t  t h e  m a t e r i a l  would be  w r i t t e n  up so t h e  i d e n t i t i e s  o f  

t h e  p o r t f o l i o  companies were not  d i s c l o s e d .

Cases

Case 1

An in v e s t m e n t  company i n v e s t e d  in  a s m a l l  

m anu factu rer  o f  i n d u s t r i a l  equipm ent.  The l a t t e r  had a 

good product  l i n e  but  needed a s s i s t a n c e  in  m a r k e t in g .  Aid  

in  o p en in g  c h a n n e l s  to  o b t a i n  government b u s i n e s s  and in  

e s t a b l i s h i n g  c o n n e c t i o n s  f o r  e x p o r t i n g  t h e  produ ct  was 

g i v e n .  Both opened new a r e a s  o f  p r o f i t a b l e  s a l e s .  In 

a d d i t i o n ,  th e  in v e s tm e n t  company r e p r e s e n t a t i v e  made s a l e s  

c a l l s .  Without t h i s  h e l p  t h e  company would n o t  have  grown.

B e s i d e s  t h i s  s e r v i c e  in  m a r k e t in g ,  t h e  company 

a l s o  r e q u ir e d  a d d i t i o n a l  f u n d s .  The in v e s t m e n t  company n o t  

b e i n g  in  a p o s i t i o n  t o  p r o v id e  t h e  money, a s s i s t e d  in  two 

ways in  o b t a i n i n g  i t .  F i r s t ,  t h e  in v e s t m e n t  company c o n v in c e d  

t h e  s h a r e h o l d e r s  t h a t  t h e y  sh ou ld  put more money i n t o  t h e  

company b e c a u se  o f  I t s  p r o m is in g  f u t u r e .  Second ,  a l t h o u g h  

th e  bank would n o t  make a r e g u l a r  lo a n  t o  t h e  company, a
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l i n e  o f  c r e d i t  was opened u s in g  government c o n t r a c t s  as  

c o l l a t e r a l .  These  funds a l lo w e d  t h e  company to  c o n t i n u e  

in  o p e r a t i o n s  and to  grow.

In a d d i t i o n ,  a s s i s t a n c e  was g i v e n  in  t h e  a l l o c a t i o n  

o f  funds  t o  su ch  t h i n g s  as r e s e a r c h ,  d e v e lo p m en t ,  and 

a d v e r t i s i n g .  This  a l lo w e d  th e  company t o  d e v e lo p  new 

p r o d u c t s  to  promote th e  e x i s t i n g  ones and p r e s e n t e d  o v e r -  

or u n d e r - e x p e n d i tu r e  in  c e r t a i n  a r e a s .

Case 2

T h is  company i s  a m anufacturer  o f  e l e c t r o n i c  

equipm ent.  The in v e s tm e n t  company s te p p ed  in  t o  s o l v e  

t e c h n i c a l  and m a n a g e r ia l  p rob lem s .  A d v ice  was g i v e n  in  

p e r f e c t i n g  t h e  produ ct  and in  pack a g in g  and s e l l i n g  i t .

Some a s s i s t a n c e  was r en d ered  by in v e s tm e n t  company p e r s o n n e l  

and some by o u t s i d e  c o n s u l t a n t s .  Now t h a t  th e  problems are  

s o l v e d  and t h e  company i s  o p e r a t i n g  p r o f i t a b l y ,  t h e  s m a l l  

bu sin essm an  w rote  to  t h e  in v e s tm e n t  company to  e x p r e s s  h i s  

a p p r e c i a t i o n  f o r  i t s  h e l p .  He f e l t  t h a t  th e  g u id a n c e  he 

had r e c e i v e d  would not  have been a v a i l a b l e  e l s e w h e r e  and 

t h a t  t h e  in v e s tm e n t  company had f i l l e d  th e  r o l e  o f  a "dutch  

uncle"  in  i t s  r e l a t i o n s h i p .  A s s i s t a n c e  had a l s o  been '  

ren d ered  in  g e t t i n g  a l i n e  o f  c r e d i t  from the  bank and in  

s a l e s ,  even t o  t h e  e x t e n t  o f  making s a l e s  c a l l s .

P art  o f  t h i s  company has s i n c e  been s o l d  t o  o u t s i d e  

p e o p l e  who co u ld  a s s i s t  in  management. The in v e s t m e n t  

company l o c a t e d  th e  b u y e r s .
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Case 5

T h is  i s  a s e r v i c e  b u s i n e s s  f i n a n c e d  by t h e  

in v e s t m e n t  company. The two s t o c k h o l d e r s  d i s a g r e e d  ov er  

management problems and were read y  t o  l i q u i d a t e  th e  b u s i n e s s .  

The in v e s t m e n t  company s te p p ed  in  t o  p r o t e c t  i t s  i n t e r e s t ,  

s e t t l e d  th e  d i s p u t e ,  and th u s  saved t h e  company. The p a r t n e r s  

c u r r e n t l y  are  working t o g e t h e r ,  and t h e i r  b u s i n e s s  i s  t h r i v i n g .

Case 4

A s m a l l  growing t e l e p h o n e  company in  t h e  Midwest  

needed added e x e c u t i v e  t a l e n t .  The in v e s tm e n t  company 

s u g g e s t e d  t h a t  one perso n  h i r e d  be a t r e a s u r e r .  I t  f e l t  

t h i s  man sh o u ld  be a f o r c e f u l  i n d i v i d u a l ,  n o t  j u s t  a 

b o o k k e ep er .  He would th e n  be  c a p a b le  o f  m e e t in g  p e o p l e  

and c o n d u c t in g  b u s i n e s s  f o r  th e  company as  i t  expanded.

The in v e s t m e n t  company h e lp e d  l o c a t e  such an i n d i v i d u a l ,  

and he was h i r e d .  He f i t  in  w e l l  in  t h e  o r g a n i z a t i o n  and 

has  h e lp e d  im m ensely .

S t o c k  in  t h i s  company was p u b l i c l y  h e l d ,  but t h e r e  

was no a c t i v e  market f o r  i t .  Some s h a r e h o l d e r s  d e s i r e d  t o  

make a m ark et ,  and t h e  in v e s t m e n t  company found a broker  t o  

do s o .  The i n v e s t m e n t  company i s  c u r r e n t l y  t r y i n g  t o  g e t  

t h e  s t o c k  p r i c e  quoted  in  t h e  n e w sp a p ers .

Case 5

A s m a l l  M idwestern m ortgage banker d e s i r e d  t o  s e l l  

and asked  th e  in v e s t m e n t  company to  f i n d  a b u y e r .  Two
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p r o s p e o t s  were l o c a t e d ,  and s a l e  terms were d i s c u s s e d .  The 

i n v e s t m e n t  company h e lp e d  d e c id e  which  o f f e r  was t h e  more 

a t t r a c t i v e .  The "better d e a l  was com pleted  t o  e v e r y o n e ’ s 

s a t i s f a c t i o n .

Case 6

T h is  company m anu factu res  h y d r a u l i c  component  

p a r t s .  The p ro d u ct  was w e l l  a c c e p t e d ,  but  th e  owner was 

n o t  c a p a b le  o f  r u n n in g  t h e  b u s i n e s s ,  and i t  was about to  

f a i l .  The in v e s t m e n t  company e x e r c i s e d  a v o t i n g  t r u s t ,  to o k  

c o n t r o l ,  and d i s m i s s e d  t h e  owner.  I t  condu cted  t h e  b u s i n e s s  

u n t i l  i t  was o p e r a te d  p r o f i t a b l y .  D uring  t h i s  p e r io d  

a d d i t i o n a l  funds  were l e n t  by  t h e  in v e s tm e n t  company. The 

b u s i n e s s  has s i n c e  been  s o l d ,  r e t u r n i n g  a c a p i t a l  ga in  to  

t h e  former owner. The a c t i o n  by th e  in v e s tm e n t  company 

p r e v e n t e d  i t  and t h e  owner from l o s i n g  t h e i r  in v e s tm e n t  

and k ep t  t h e  s m a l l  b u s i n e s s  in  o p e r a t i o n ,  thus  p r e s e r v i n g  

t h e  j o b s .

Case 7

An in v e s t m e n t  company f i n a n c e d  a shopp ing  c e n t e r .  

The s m a l l  b u s in essm a n  i n v o l v e d  was t a k i n g  funds out  o f  the  

c o r p o r a t i o n  f o r  p r i v a t e  v e n t u r e s ,  and t h e  company was 

d e t e r i o r a t i n g .  The in v e s tm e n t  company bought out th e  

i n d i v i d u a l  and c o m p le ted  t h e  work on t h e  p r o j e c t .  This
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a o t i o n  p r e v e n te d  i t  from f a i l i n g ,  p r e s e r v e d  t h e  s t o r e s  f o r  

t h e  community,  and p r e v e n te d  t h e  owners from s u f f e r i n g  a 

l o s s .

Case 8

A company in  t h e  paper c o n v e r t i n g  i n d u s t r y  had 

no unique  p r o d u c t .  C o m p et i t io n  in t h e  i n d u s t r y  i s  s t i f f  

and m argins  a r e  s m a l l .  A f t e r  funds were r e c e i v e d  from th e  

in v e s t m e n t  company, o p e r a t i o n s  expanded,  hut  t h e  company 

s t a r t e d  t o  d e t e r i o r a t e .  P r o f i t s  f e l l  and l o s s e s  were  

i n c u r r e d .  The problem was i n e f f i c i e n t  m a n u fa c tu r in g .  At  

t h i s  t i m e  t h e  in v e s tm e n t  company found t h e  p r e s i d e n t  was 

a good sa le sm an  but  n o t  a p r o d u c t io n  man. The company 

d e f a u l t e d  on t h e  loa n  agreem ent ,  and th e  in v e s tm e n t  company 

t o o k  over  o p e r a t i o n  o f  t h e  p l a n t  w i th  th e  p r e s i d e n t  

c o n t i n u i n g  t o  s e l l .  E v e n t u a l l y  a p r o d u c t io n  manager was 

t r a i n e d ,  and now t h e  in v e s tm e n t  company o n l y  v i s i t s  

b i w e e k l y  to  ch eck  o p e r a t i o n s .  The company i s  p r o f i t a b l e ,  

and t h e  in v e s t m e n t s  o f  a l l  p a r t i e s  have been s a v e d .

Case 9

A company had been  o p e r a t i n g  p r o f i t a b l y  but  

su d d en ly  r e v e r s e d  and s u s t a i n e d  a s u b s t a n t i a l  l o s s .  Most 

o f  t h e  l o s s  was caused  by  development c o s t s  on a new l i n e  

o f  equipm ent,  but p a r t  was caused  by e x c e s s  o v e r h e a d .  The 

in v e s t m e n t  company s t e p p e d  i n ,  asked q u e s t i o n s ,  and f o r c e d
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management t o  e v a l u a t e  t h e  s i t u a t i o n .  Cuts were made in  

p e r s o n n e l  and o t h e r  e x p e n se s  t o  r ed u ce  o v e rh ea d ,  and 

developm ent  was c u r t a i l e d .  Budgets  were made up t o  show 

minimum p r o j e c t e d  s a l e s  and e x p e n se s  t o  o p e r a t e  p r o f i t 

a b l y .  O p e r a t io n s  were cut  back to  t h e  minimum l e v e l  t o  

o o n s e r v e  c a p i t a l .  Then, as s a l e s  grew, o p e r a t i o n s  were  

i n c r e a s e d .  Without t h i s  a c t i o n  t h e  company would have  

f a i l e d .  The r e p r e s e n t a t i v e s  o f  t h e  in v e s tm e n t  company, a 

board member, p lu s  a n o th e r  o u t s i d e  board member teamed up 

t o  s e e  t h a t  e x p e n se s  were h e ld  in  l i n e  and gu ided  the  

company during  t h i s  p e r i o d .

The in v e s tm e n t  company l e n t  a d d i t i o n a l  funds  to  

pay t r a d e  c r e d i t o r s .  In  a d d i t i o n ,  a lo a n  was arran ged  w i th  

t h e  bank u s i n g  i n v e n t o r y  and a c c o u n t s  r e c e i v a b l e  as  o o l l a t e r a l .  

The company i s  o p e r a t i n g  p r o f i t a b l y ,  and has resumed i t s  r a t e  

o f  growth w i t h  s a l e s  a t  r e c o r d  l e v e l s .

Case 10

In a f u r n i t u r e  company p r o d u c t io n  co u ld  n o t  keep  

pace  w i th  s a l e s .  The p r e s i d e n t  was an e x c e l l e n t  sa lesm an  

b u t  a poor p r o d u c t io n  man. As s a l e s  i n c r e a s e d ,  d e l i v e r y  

d a t e s  l e n g t h e n e d .  The in v e s t m e n t  company i n s i s t e d  t h a t  an 

o u t s i d e  c o n s u l t a n t  be  brought  in  t o  c o r r e c t  p r o d u c t io n  

problems and t h a t  a p r o d u c t io n  manager be h i r e d .  C o n s u l t a n t s  

were s c r e e n e d  w i t h  t h e  in v e s tm e n t  company’ s a i d ,  and one was 

engag ed .  P r i o r  t o  h i s  s t a r t i n g  work, a new p r o d u c t io n
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manager was named. The l a t t e r  worked w i t h  th e  c o n s u l t a n t ,  

t h e  l a y - o u t  o f  t h e  p l a n t  was m o d i f i e d ,  and m otion s tu d y  

work was a c c o m p l i s h e d .  P r o d u c t io n  i s  now k e e p in g  up w i th  

s a l e s ,  and t h e  company i s  e x p a n d in g .

With s a l e s  i n c r e a s i n g ,  a d d i t i o n a l  c a p i t a l  was 

r e q u i r e d .  The company t a l k e d  to  f a c t o r s  and commercia l  

f i n a n c e  companies hut  found t h e  i n t e r e s t  r a t e  q u i t e  h i g h .

The In v es tm en t  company d id  n o t  w ish  to  put in  more funds  

so I t  h e lp e d  a rran g e  a s e c u r e d  l i n e  o f  c r e d i t  w i t h  a bank.  

Thus i t  p r o v id e d  t h e  needed funds a t  a lower  i n t e r e s t  r a t e .

Case 11

A company had d e v e lo p e d  a new product  l i n e  and 

r e q u ir e d  added funds t o  f i n a n c e  i t .  S i n c e  t h e  in v e s tm e n t  

company a l r e a d y  had an i n v e s t m e n t ,  i t  l e n t  a d d i t i o n a l  f u n d s .  

As s a l e s  began t o  grow, s t i l l  more funds  were r e q u i r e d  so 

t h e  in v e s t m e n t  company h e lp e d  t o  a rran ge  r e c e i v a b l e s  

f i n a n c i n g  w i t h  a bank. The new product  l i n e  c o n t in u e d  to  

grow, and p r o f i t s  expanded. Without h e l p  from t h e  in v e s tm e n t  

company, t h e  new produ ct  l i n e  c o u ld  not  have been brought  

out and expanded so r a p i d l y .

Case 12

T h is  s m a l l  m anu factu rer  was h a v in g  problems w i th  

b o t h  e x e c u t i v e  and o p e r a t i n g  p e r s o n n e l .  The in v e s t m e n t  

company h e lp e d  l o c a t e  and s c r e e n  a new p r o d u c t io n  manager.

The f i r s t  man h i r e d  turned  out  to  be th e  wrong on e .  The
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second  t r y  produced a s u i t a b l e  man who t o o k  c o n t r o l  o f  

p r o d u c t io n  w h i l e  t h e  p r e s i d e n t  s o l d  th e  p r o d u c t s . The 

in v e s tm e n t  company r e p r e s e n t a t i v e  th e n  h e lp e d  e v a l u a t e  

p r o d u c t io n  problems and make recomm endations f o r  

im provem ents .

W hile  t h i s  was g o in g  on, e f f o r t s  were made to  

s o l v e  o p e r a t i n g  p e r s o n n e l  p r o b le m s .  The c a l i b e r  o f  t h e  

w orker ,  t h e  pay s c a l e ,  working c o n d i t i o n s ,  and f r i n g e  

b e n e f i t s  were s t u d i e d .  Working c o n d i t i o n s  were s a t i s f a c t o r y ,  

but  worker c a l i b e r  needed  t o  be r a i s e d  by h i r i n g  some 

r e p l a c e m e n t s .  The wage s c a l e  was e q u a l  t o  t h a t  o f  t h e  

community, but  f r i n g e  b e n e f i t s  were l a c k i n g .  A d ju s tm en ts  

were made t o  t h e  b e n e f i t s  to  p r o v id e  in s u r a n c e  and more 

p a id  h o l i d a y s .  With t h e  changes  em ployee  m ora le  improved  

as did  o u t p u t .  T h i s ,  c o u p le d  w i t h  t h e  management c h a n g e s ,  

red uced  c o s t s  and i n c r e a s e d  p r o f i t s .

Summary

T*rom th e  c a s e s  i t  can be  s e e n  t h a t  t h e  in v e s t m e n t  

companies o f f e r  a s s i s t a n c e  i n  s e v e r a l  ways:  (1 )  management

a s s i s t a n c e ,  (2 )  f i n a n c i a l  management, (3 )  l o c a t i n g  and 

l e n d i n g  f u n d s ,  (4 )  h e l p i n g  t o  o b t a i n  b u s i n e s s ,  ( 5 )  l o c a t i n g  

p r o s p e c t i v e  b u y er s  when a company i s  f o r  s a l e ,  (6 )  m arket ing  

t h e  p r o d u c t ,  (V) a c t i n g  as  a m e d ia t o r ,  ( 8 )  l o c a t i n g  e x p e r t  

p e r s o n n e l ,  and (9 )  h e l p i n g  make t h e  market in  t h e  company’ s 

s t o c k .
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Suoh a s s i s t a n c e  has h e lp e d  to  p r e v e n t  t h e  f a i l u r e  

o f  s m a l l  b u s i n e s s e s  whioh would have r e s u l t e d  in  l o s s  to  t h e  

owners and to  t h e  in v e s t m e n t  c o m p a n ies .  By h e l p i n g  s o l v e  

problems and by working in  a r e a s  where t h e  s m a l l  b u s in essm an  

e i t h e r  was n o t  p r o f i o i e n t  or  d id  n o t  have t im e  t o  work,  

in v e s t m e n t  companies  c o n t r i b u t e d  t o  i n s u r e  t h e  s m a l l  f i r m s ’ 

s u r v i v a l .

D i s c u s s i o n  o f  A s s i s t a n c e  

B e s i d e s  t h e  c a s e s  a l r e a d y  r e p o r t e d  o t h e r  in fo r m a 

t i o n  was g a th e r e d  in  th e  i n t e r v i e w s  t o  g a in  f u r t h e r  i n s i g h t  

i n t o  t h e  s e r v i c e s  c o v er ed  in  t h e  q u e s t i o n n a i r e s .  In  t h e  

i n f o r m a t io n  g a th e r e d  in  t h e  q u e s t i o n n a i r e s ,  some a d d i t i o n a l  

q u e s t i o n s  a r o s e ,  and i t  was f e l t  t h e  b e s t  way to  o b t a i n  

answers  was th ro u g h  i n t e r v i e w s .

The i n t e r v i e w s  were c o n d u cted  f o r  t h e  most p a r t  

in  t h e  o f f i c e s  o f  t h e  in v e s t m e n t  companies  b e in g  s u r v e y e d ,  

but some t o o k  p l a c e  e l s e w h e r e .  The I n t e r v i e w s  were  

u n s t r u c t u r e d .  I n t e r v i e w e e s  were encouraged t o  t a l k  about  

t h e  t y p e s  o f  s e r v i c e s  t h e y  r e n d e r e d ;  q u e s t i o n s  were used  

t o  s t i m u l a t e  d i s c u s s i o n ,  t o  i n c r e a s e  d e p th ,  and t o  o b t a i n  

in f o r m a t i o n  c o n c e r n i n g :  ( 1 )  t h i n g s  needed to  h e l p  t h e

in v e s t m e n t  companies so  t h e y  can b e t t e r  s e r v e  t h e  p o r t f o l i o  

com p anies ,  ( 2 )  how much a s s i s t a n c e  t h e y  r e n d e r ,  (3 )  t h e i r  

o p i n i o n s  on c o n s u l t a n t s ,  and (4 )  problems t h e y  have e n co u n tered
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which a f f e c t  t h e  s e r v i c e s  t h e y  r e n d e r .  The Id ea s  and 

o p i n i o n s  in  t h e  f o l l o w i n g  s e c t i o n  a re  t h o s e  e x p r e s s e d  

by  t h e  i n t e r v i e w e e s .

Management a s s i s t a n c e

In d i s c u s s i n g  a s s i s t a n c e  r e n d e r e d ,  t h e r e  a re  mixed 

f e e l i n g s  about b o a r d - o f - d i r e o t o r  membership.  Some say  t h e y  

i n s i s t  on i t  w h i l e  o t h e r s  do not  want a board s e a t .  Those  

i n s i s t i n g  on membership do so t o  s t a y  in  c l o s e  c o n t a c t  w i t h  

t h e  companies and t o  keep inform ed o f  h a p p e n in g s .  In most  

i n s t a n c e s  t h e  in v e s tm e n t  companies demand m onth ly  m e e t i n g s ,  

but  som etim es o n ly  q u a r t e r l y  ones  a r e  r e q u i r e d .  In ves tm en t  

companies n o t  r e q u i r i n g  board membership f e e l  t h e  same 

a s s i s t a n c e  can be  ren d ered  w i t h o u t  i t .  They a t t e n d  m ee t in g s  

and o b t a i n  a l l  in f o r m a t io n  but are  n o t  in  a p o s i t i o n  o f  

c o n t r o l  and were r e l i e v e d  o f  f i d u c i a r y  r e s p o n s i b i l i t y .

Most o f  t h e  in v e s tm e n t  companies r en d er  a s s i s t a n c e ,  

b ut  two o f  t h e  s m a l l  ones i n d i c a t e d  t h a t  t h e y  have v e r y  

l i t t l e  t im e  f o r  i t .  Those g i v i n g  a s s i s t a n c e  f e e l  the  o u t 

s i d e  o b j e c t i v i t y  i s  b e n e f i c i a l  t o  t h e  co m p a nies .  Th is  i s  

done by a s k in g  q u e s t i o n s  to  be c e r t a i n  t h a t  t h e  sm a l l  

bu sin essm an  u n d ers ta n d s  what i s  g o in g  on and t o  s t i m u l a t e  

him t o  make t h e  r i g h t  d e c i s i o n s .  By a s k in g  q u e s t i o n s  about  

th e  f u t u r e ,  t h e y  c a u se  him to  examine h i s  p la n s  and make 

d e c i s i o n s  c o n c e r n in g  t h e  f u t u r e .  The same t e c h n i q u e  i s  used  

in  p o l i c y  f o r m a t io n ,  b u d g e t s ,  and o t h e r  a r e a s .
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One in v e s t m e n t  company sa y s  i t  t r i e s  t o  employ  

s p e c i a l i s t s  in  s e v e r a l  a r e a s  t o  h e l p  t h e  c o m p a n ies .  Because  

t h i s  r e q u i r e s  a c o n s i d e r a b l e  o u t l a y  f o r  s a l a r i e s ,  i t  can be  

done o n l y  by t h e  l a r g e r  in v e s t m e n t  co m p a n ie s .  Another  sa y s  

i t  u s e s  i t s  d i r e c t o r s ,  who s p e c i a l i z e d  in d i f f e r e n t  a r e a s ,  

t o  work w i t h  t h e  com p anies .

A s s i s t a n c e  i s  o f f e r e d  by most in v e s t m e n t  companies  

in  f i n a n c i a l  management by i n s i s t i n g  t h a t  a budget  be 

e s t a b l i s h e d .  Thus t h e  s m a l l  bu s in essm an  must t h i n k  about  

t h e  f u t u r e  and do some f o r e c a s t i n g .  The f o r e c a s t  and budget  

a r e  then r e v i e w e d ,  a s s i s t a n c e  i s  g iv e n  i f  n e e d e d ,  and p la n s  

a re  made based  on them. As t im e  p a s s e s ,  c o n t r o l  i s  e x e r c i s e d  

by comparing a c t u a l  c o s t s  and income t o  t h e  p la n  and t a k i n g  

c o r r e c t i v e  a c t i o n  i f  i t  i s  r e q u i r e d .  By f o r c i n g  t h i s  a c t i o n ,  

in v e s t m e n t  companies a s s i s t  management in  making and c a r r y in g  

out  f i n a n c i a l  p l a n s .

In v e s tm e n t  companies a c t i v e l y  working w i t h  t h e i r  

p o r t f o l i o  companies s a y  t h e y  t r y  t o  make p e r i o d i c  v i s i t s  

and be a v a i l a b l e  when n e e d e d .  On t h e s e  v i s i t s  t h e y  r e v ie w  

hap penin gs  and t h i n k  o f  t h i n g s  tohich d a y - t o - d a y  management  

does n o t  c o n s i d e r .  They f e e l  t h e y  sh ou ld  be c l o s e  i f  t h e y  

a r e  needed  but n o t  be i n v o l v e d  d a i l y .  Th is  g i v e s  t h e  

bu sin essm an  someone t o  turn  t o  w i t h  h i s  p ro b lem s ,  as each  

in v e s tm e n t  company r e p r e s e n t a t i v e  f e e l s  he  i s  q u a l i f i e d  as  

somewhat o f  an e x p e r t  on s m a l l  b u s i n e s s  problems and can 

ren der  a s s i s t a n c e .
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In v es tm en t  companies a c t  a s  c a t a l y s t s  in  working  

w i t h  t h e  b u s in e s s m e n .  The e n t r e p r e n e u r  wears many h a t s  in  

h i s  o p e r a t i o n  and i s  hungry f o r  a d v i c e .  He w i l l  t r y  any  

s u g g e s t i o n  made; s o ,  when o f f e r i n g  a d v i c e ,  th e  in v e s tm e n t  

company t e n d s  t o  become p a r t  o f  t h e  management team.

A good method o f  p r o v i d i n g  a s s i s t a n c e  i s  through  

management by  e x c e p t i o n .  Trends can be watched and compared 

t o  p a s t  perform ance  and f o r e c a s t s .  Then I f  changes  a r e  

n e c e s s a r y  t h e y  can be f o r c e d  by t h e  in v e s t m e n t  company.

Prom th e  f o r e g o i n g  i t  i s  c l e a r  t h a t  t h e  in v e s tm e n t  

companies t r y  to  work c l o s e l y  w i t h  t h e i r  p o r t f o l i o  com p a n ies .  

They t h i n k  t h e y  can p r o v id e  h e l p  i n  a number o f  ways and 

g u id e  t h e  companies in  t h e  p e r i l o u s  jo u r n e y  to s u c c e s s .  T hese  

comments, c ou p led  w i t h  t h e  c a s e s  showing t h a t  management 

a s s i s t a n c e  h e lp e d  com p anies ,  d e m o n s tr a te s  t h a t  a s s i s t a n c e  i s  

b e in g  r e n d e re d  e f f e c t i v e l y .

Pour in v e s tm e n t  companies e x p r e s s e d  t h e  o p i n io n  

t h a t  t h e  Sm all  B u s i n e s s  A d m i n i s t r a t i o n  sh ou ld  make p r o v i s i o n s  

f o r  them t o  borrow more f u n d s .  T h is  would p r o v id e  more 

l e v e r a g e  and thus  more income. With t h i s  added income more 

s t a f f  c o u ld  be h i r e d  t o  p r o v id e  added a s s i s t a n c e .

C o n s u l t a n t s

None o f  t h e  in v e s tm e n t  companies i n t e r v i e w e d  have  

a c t i v e  c o n s u l t i n g  o r g a n i z a t i o n s  a l t h o u g h  two had had them 

in  t h e  p a s t .  They found t h e y  can work more c l o s e l y  w ith .  .
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t h e  companies by  p r o v i d i n g  management a s s i s t a n c e ,  and t h e y  

did n o t  w i s h  t o  r e q u i r e  c o n s u l t i n g  c o n t r a c t s  in  t h e  loa n  

a g r ee m e n t .  In  e s s e n o e ,  t h e  oompanies a r e  r e c e i v i n g  t h e  

c o n s u l t i n g  s e r v i c e  but  n o t  p ay in g  f o r  i t .

Most o f  t h e  in v e s tm e n t  companies s a y  t h e y  recommend 

t h e  u se  o f  o u t s i d e  c o n s u l t a n t s  when c o n d i t i o n s  r e q u i r e  them.  

They f e e l  t h e s e  i n d i v i d u a l s  can h e l p  t h e  s m a l l  b u s in e s s m a n .

The in v e s t m e n t  companies u s u a l l y  o n l y  s u g g e s t  t h e  u s e  o f  

c o n s u l t a n t s ,  but  i f  t h e  a d v i c e  i s  no t  f o l l o w e d ,  t h e i r  use  

can be demanded.

One in v e s t m e n t  company s t a t e s  i t  does n o t  recommend 

t h e  u se  o f  c o n s u l t a n t s  b e c a u s e  t h e y  cannot  a f f o r d  to  work 

f o r  most s m a l l  b u s i n e s s e s ,  nor  can t h e  s m a l l  b u s i n e s s  a f f o r d  

them. The i n d i v i d u a l  i n  t h i s  c a s e  c o n s i d e r s  h i m s e l f  a s p e c i a l  

c o n s u l t a n t  f o r  h i s  p o r t f o l i o  companies but  does n o t  charge  

f o r  h i s  t i m e .

S e v e r a l  i n v e s t m e n t  companies  i n d i c a t e  t h e y  have  

t r o u b l e  l o c a t i n g  c o n s u l t a n t s  t o  work w i t h  p o r t f o l i o  com p anies .  

Two r e a s o n s  were g i v e n :  l a c k  o f  q u a l i f i e d  c o n s u l t a n t s  t o

work w i t h  s m a l l  b u s i n e s s  and t h e  l a c k  o f  i n t e r e s t  in  s m a l l  

b u s i n e s s  by c o n s u l t a n t s .  I t  was found t h a t  in v e s t m e n t  

companies r e c o g n i z e  t h e s e  p r o b le m s ,  and The A s s o c i a t i o n ' s  

Management S e r v i c e s  Committee i s  c u r r e n t l y  working on a p lan  

to  remedy t h e  s i t u a t i o n .  A l i s t  o f  q u a l i f i e d  p e r s o n n e l  in  

th e  in v e s t m e n t  companies w i l l i n g  t o  do c o n s u l t i n g  work w i t h
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s m a l l  b u s i n e s s  w i l l  be e s t a b l i s h e d .  C o n s u l t a n t s  on t h e  l i s t  

can a l s o  be  from o u t s i d e  t h e  in v e s t m e n t  c o m p an ies ,  but  t h e y  

would have t o  e x p r e s s  a d e s i r e  to  be i n c l u d e d .  The l i s t i n g  

w i l l  be  a v a i l a b l e  to  th e  in v e s tm e n t  companies  and t h e  p o r t 

f o l i o  companies so c o n s u l t a n t s  who can an -4 -w i l l  work may be 

o b t a i n e d .  T h is  sh o u ld  h e l p  c o r r e c t ,  i n  p a r t ,  t h e  r e a s o n s  

e x p r e s s e d  f o r  n o n - u s e  o f  c o n s u l t a n t s .  The problem o f  c o s t  

w i l l  s t i l l  remain b e c a u s e  many s m a l l  b u s i n e s s e s  s im p ly  

cannot  pay f o r  c o n s u l t i n g  s e r v i c e s .

A l l  o f  t h e  in v e s tm e n t  companies i n t e r v i e w e d  

r e a l i z e d  s m a l l  b u s i n e s s e s *  need f o r  c o n s u l t i n g  h e l p .  The 

problem i s  t o  f i n d  th e  c o n s u l t a n t s  and then  g e t  t h e  s m a l l  

b u s in essm en  t o  u s e  them.

Banking a s s i s t a n c e

A s s i s t a n c e  ren d e re d  i s  s e p a r a t e d  i n t o  two c a t e g o r i e s  

based  on commercia l  and in v e s tm e n t  banking  f u n c t i o n s .  They  

w i l l  be d i s c u s s e d  in  t h a t  o r d e r .

Commercial banker

In t h e  c a s e s  r e p o r t e d ,  many companies r e q u ir e d  

a d d i t i o n a l  f u n d s .  In ves tm en t  companies s t a t e d  t h e y  e i t h e r  

were w i l l i n g  t o  put in t h e  needed funds  or to  t r y  to  l o c a t e  

a s o u r c e  o f  f u n d s .  One l a r g e  in v e s tm e n t  company s a i d  i t  

p r e f e r s  n o t  t o  s u p p ly  e x tr a  funds but  had done so on o c c a s i o n s .  

I t  f e l t  t h a t  su ch  funds co u ld  g e n e r a l l y  be o b t a i n e d  from some
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o t h e r  s o u r c e ,  su ch  as a bank or an I n v e s t o r ,  and ev ery  

e f f o r t  was made t o  o b t a i n  them in  t h a t  way. G e n e r a l l y  an 

o u t s i d e  i n v e s t o r  i s  sou g h t  who can supplement t h e  manage

ment a b i l i t y  o f  t h e  s m a l l  b u s in e s s m a n .  By do ing  t h i s ,  h e l p  

i s  o b t a in e d  i n  two ways.

S e v e r a l  in v e s tm e n t  companies i n d i c a t e  t h e y  were  

s u c c e s s f u l  i n  l o c a t i n g  o u t s i d e  i n v e s t o r s .  T hese  i n d i v i d u a l s  

a r e  sometimes a s s o c i a t e d  w i t h  t h e  in v e s tm e n t  companies and 

som etim es n o t .  The l a t t e r  f e l t  t h e i r  c o n n e c t i o n s  i n  t h e  

community h e lp e d  l o c a t e  i n t e r e s t e d  i n v e s t o r s .

Two b a n k - a f f i l i a t e d  in v e s t m e n t  companies  s a i d  t h e y  

made t h e  f a c i l i t i e s  o f  t h e  bank a v a i l a b l e  t o  p o r t f o l i o  

c o m p an ies .  The s m a l l  b u s i n e s s  c o u ld  then  u s e  t h e  c r e d i t  

department f o r  c r e d i t  c h e c k in g ,  th u s  p r o v id in g  a v i t a l  

s e r v i c e .

In v es tm en t  banker

The in v e s tm e n t  companies f e l t  t h e i r  c o n n e c t i o n s  

and t h o s e  o f  an u n d e r w r i te r  c o u ld  d e f i n i t e l y  be  o f  a s s i s t a n c e .  

I n s t a n c e s  were m entioned  where in v e s tm e n t  companies  had 

h e lp e d  a rra n g e  a s a l e ,  and one s t a t e d  t h a t  i t  had a id e d  a 

p o r t f o l i o  company t o  p u rc h a se  a c o m p e t i t o r .

One l a r g e  in v e s tm e n t  company s a i d  i t  l e t s  p o r t f o l i o  

companies  s e e k  t h e i r  own merger c a n d i d a t e s .  A f t e r  l o c a t i n g  

on e ,  t h e  p r o p o s a l  i s  th en  p r e s e n t e d  t o  t h e  in v e s t m e n t  

company, which  t a k e s  over  n e g o t i a t i o n s .  In t h i s  way t h e



136

In v es tm en t  company a c t s  as t h e  nbad boy  back home” and can 

work out  a b e t t e r  t r a n s a c t i o n  f o r  t h e  s m a l l  b u s in essm a n .

The f e e l i n g  i s  a l s o  e x p r e s s e d  t h a t  c o n n e c t i o n s  w i t h  an 

u n d e r w r i t e r  can be b e n e f i c i a l .  The l a t t e r  h e l p s  l o c a t e  

i n v e s t o r s  f o r  t h e  company i f  t h e y  are  r e q u ir e d  dur ing  t h e  

growth p e r i o d .  Then when t h e  company r e a c h e s  t h e  s t a g e  

where i t  i s  t h i n k i n g  o f  o f f e r i n g  a p u b l i c  i s s u e  o f  s t o c k ,  

more a s s i s t a n c e  i s  a v a i l a b l e .  The u n d e r w r i te r  h e l p s  g e t  

t h e  company r ea d y  f o r  t h e  p u b l i c  i s s u e  by showing how t o  

keep c o s t s  down and i n c r e a s e  p r o f i t s ,  th u s  making t h e  i s s u e  

more a t t r a c t i v e .

O b t a in in g  a d d i t i o n a l  b u s i n e s s

As was n o te d  i n  t h e  c a s e s ,  s e v e r a l  in v e s tm e n t  

companies  s a i d  t h e y  h e lp e d  g e t  b u s i n e s s  f o r  t h e  p o r t f o l i o  

co m p a n ies ,  even t o  t h e  p o i n t  o f  s e l l i n g  f o r  them. Most o f  

t h e  ones  i n t e r v i e w e d  i n d i c a t e d  t h e y  t r y  to  f i n d  b u s i n e s s  

f o r  t h e  p o r t f o l i o  companies but  l i m i t  t h e i r  a s s i s t a n c e  to  

l o c a t i n g  c o n t a c t s .

A s s i s t a n c e  i s  g i v e n  by i n t r o d u c i n g  t h e  s m a l l  

bu sin essm an  t o  p o t e n t i a l  cus tom ers  and o c c a s i o n a l l y  s e t t i n g  

up a p p o in t m e n t s .  The o b j e c t i v e  i s  to  open doors  f o r  t h e  

companies  but  not  a c t u a l l y  make t h e  s a l e s .  T h is  a t t i t u d e  

changes somewhat i f  t h e  company i s  in  d i f f i c u l t y .  Then more 

e f f o r t  i s  d i r e c t e d  toward making s a l e s .  Someone may h e l p
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w i t h  t h e  p r e s e n t a t i o n  and t r y  t o  c o m p le te  t h e  s a l e .  Help  

i s  a l s o  o f f e r e d  by g e t t i n g  c o n t r a c t o r s  and m a n u fa ctu rers  

l i s t e d  so t h e y  can b id  on b u s i n e s s .

The in v e s tm e n t  companies i n d i c a t e  t h a t  t h i s  

a s s i s t a n c e  i s  p r o v id e d  n o t  o n l y  by t h e i r  management but  

a l s o  by t h e i r  d i r e c t o r s .  They t a l k  to  p o t e n t i a l  custom ers  

in  a p u b l i c  r e l a t i o n s  way f o r  t h e  com p anies .  One in v e s tm e n t  

company even e n l i s t s  t h e  a id  o f  s h a r e h o l d e r s  in  t h i s  ty p e  

o f  a s s i s t a n c e .

In t h e  i n t e r v i e w s  t h r e e  s u g g e s t i o n s  were made on 

how added b u s i n e s s  may be s e c u r e d .  One p r o p o s a l  urged more 

a d v e r t i s i n g  o f  companies'  p r o d u c t s .  For i n s t a n c e ,  t h e  Sm all  

B u s i n e s s  A d m in i s t r a t i o n  s p o n s o r s  m e e t in g s  and c o n f e r e n c e s .

At one o f  t h e s e  a d i s p l a y  by some p o r t f o l i o  companies  was 

a r r a n g e d .  T h is  program cou ld  be expanded.  T h is  would a l lo w  

f irm s  in  d i f f e r e n t  p a r t s  o f  t h e  c o u n t r y  to  d i s p l a y  p ro d u cts  

i n  m e e t in g s  condu cted  f o r  t h e  s m a l l  b u s in essm en  i n  t h e  a r e a .  

At a m ee t in g  such as t h i s  t h e  companies  do not  have to  

compete w i th  l a r g e r  companies f o r  a d v e r t i s i n g  sp a c e  and 

d i s p l a y s .  T h is  t y p e  o f  e x h i b i t  a l l o w s  t h e  b u s in essm en  from  

t h e  p o r t f o l i o  companies o f  d i f f e r e n t  in v e s t m e n t  companies  

t o  m ee t .  I t  co u ld  l e a d  t o  i n c r e a s e d  s a l e s  and p r o f i t s  f o r  

a l l .

Another  s u g g e s t i o n  was a t r a d e  m i s s i o n  sp o n so re d  

by t h e  Sm all  B u s i n e s s  A d m i n i s t r a t i o n .  A t r i p  t o  Europe i s
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c u r r e n t l y  b e i n g  o r g a n iz e d  f o r  s p r i n g  o f  1966„ T h is  t y p e  

o f  t r i p ,  when sp onsored  by a government a g e n c y ,  can have  

good r e s u l t s ,  by a s s u r i n g  p a r t i c i p a n t s  t h a t  t h e  companies  

w i l l  have  proper  r e c o g n i t i o n  in  f o r e i g n  c o u n t r i e s „ I t  

p r o v i d e s  an o p p o r t u n i t y  to  go a t  l e s s  c o s t  than i f  t h e  

companies went i n d i v i d u a l l y 0

An area in  which  c o n s i d e r a b l e  e f f o r t  has been  

expended i s  t h a t  o f  g e t t i n g  s m a l l  b u s in essm en  more government  

c o n t r a c t s  or s u b c o n t r a c t s „ Much has been a c c o m p l i s h e d  In 

t h i s  a c t i v i t y  to  d a t e .  The problem i s  t o  s e e  t h a t  t h e  s m a l l  

companies have  an eq u a l  o p p o r t u n i t y  t o  com pete .

One in v e s tm e n t  company h o ld s  a m ee t in g  f o r  t h e  

managers o f  th e  p o r t f o l i o  companies in  i t s  group once  a 

y e a r .  I t s  f i r s t  o b j e c t i v e  I s  t o  t e a c h  new methods and 

p r o c e d u r e s  and a l lo w  f o r  c r o s s  f e r t i l i z a t i o n  o f  i d e a s  „ 

A n other  i s  t o  t r y  to  s t i m u l a t e  b u s i n e s s  among t h e  com p anie s .

Summary

Most o f  t h e  In v es tm en t  companies b e l i e v e  t h e y  can 

a s s i s t  p o r t f o l i o  com p anies .  The d i s c u s s i o n s  have p r e s e n t e d  

t h e i r  v ie w s  on what t h e y  can o f f e r  and how t h e y  can do I t .

The i n t e r v i e w e e s  a l s o  d i s c u s s e d  t h o s e  problem s which  p rev en t  

t h e i r  b e in g  o f  more a s s i s t a n c e .  They have  made a number o f  

s u g g e s t i o n s  on what can s t i l l  be  a c c o m p l i s h e d .
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The c a s e  a n a l y s e s  a l s o  has shown t h a t  a s s i s t a n c e  

i s  b e in g  ren d ered  by t h e  in v e s t m e n t  c o m p a n ies .  They have  

h e lp e d  some s m a l l  b u s i n e s s e s  to  grow and have p r e v e n te d  

o t h e r s  from f a i l i n g .  C l e a r l y  t h e  in v e s t m e n t  companies are  

u t i l i z i n g  t h e  s e c t i o n  o f  The Act which  p e r m it s  them to  

p r o v id e  management a s s i s t a n c e .  They sh o u ld  in  t h e  f u t u r e  

h e l p  o t h e r  s m a l l  b u s i n e s s e s  t o  su c c e e d  and should  red uce  

t h e  number o f  f a i l u r e s .



CHAPTER V

■FINDINGS, CONCLUSIONS, AND RECOMMENDATIONS

P urpose

T h is  s tu d y  has examined t h e  management a s s i s t a n c e  

pr o v id e d  t o  t h e  p o r t f o l i o  companies by in v e s tm e n t  com panies .  

The need f o r  s e r v i c e s  by s m a l l  b u s i n e s s ,  th e  s e r v i c e s  

o f f e r e d ,  and t h e i r  u se  have been a n a l y z e d .  An attem p t  has  

been made t o  de term in e  what a d d i t i o n a l  s e r v i c e s  sm a l l  

b u s i n e s s  d e s i r e s .  Thus, t h e  u l t i m a t e  pu rp ose  o f  t h i s  s tudy  

was to  p r o v id e  i n f o r m a t i o n  t o  in v e s tm e n t  companies in  

im proving s e r v i c e s  and in  f u l f i l l i n g  e f f e c t i v e l y  th e  r o l e s  

in te n d e d  f o r  them under The A c t .

F in d in g s

The r e s e a r c h  con d u cted  f o r  t h i s  s tu d y  r e v e a l s

t h a t

1 .  Sm al l  b u s i n e s s e s  make a s i g n i f i c a n t  c o n t r i b u t i o n  

to  th e  economy.

Sm all  b u s i n e s s e s  are  t h e  backbone o f  t h e  

economy in  v iew  o f  t h e  f a c t  t h a t  99 p e r c e n t  o f  a l l  b u s i n e s s e s  

are  c l a s s i f i e d  as s m a l l .  A p p r o x im a te ly  o n e - h a l f  o f  t h e  work

140
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f o r c e  earns i t s  l i v e l i h o o d  from them. Sm all  b u s i n e s s  

p r o v i d e s  an o p p o r t u n i t y  f o r  i n d i v i d u a l s  to  s ta r t  on t h e i r  

own. Small  b u s i n e s s e s  a l s o  c o n t r i b u t e  by k ee p in g  t h e  

economy c o m p e t i t i v e .

2 .  The human e lem ent  c o n t r i b u t e s  to  b u s i n e s s

f a i l u r e s .

A lth o u g h  f i n a n c e  i s  n o r m a l ly  c i t e d  as  t h e  main 

r e a so n  f o r  b u s i n e s s  f a i l u r e ,  i t  i s  h i s t o r i c a l l y  an e f f e c t ,  

n o t  t h e  t r u e  c a u s e .  The Dun and B r a d s t r e e t  r e p o r t ,  d i s c u s s e d  

in  Chapter I I ,  shows t h a t  t h e  u n d e r l y i n g  ca use  o f  9 1 . 9  p e r c e n t  

o f  a l l  b u s i n e s s  f a i l u r e s  i 3  management s h o r t c o m in g s .  These  

are  l i s t e d  As:  ( 1 )  l a c k  o f  e x p e r i e n c e  in t h e  l i n e ,  (2 )  l a c k

o f  m a n a g e r ia l  e x p e r i e n c e ,  ( 3 )  unbalanced  e x p e r i e n c e ,  and 

( 4 )  in c o m p e te n c e .  T hese  d e f i c i e n c i e s  r e s u l t  in  t h e  company’ s 

e v e n t u a l l y  becoming f i n a n c i a l l y  em barrassed .

3 .  S t u d i e s  show t h a t  in v e s tm e n t  companies can 

and do p r o v id e  some management a s s i s t a n c e  and c o n s u l t i n g  

s e r v i c e s  to  p o r t f o l i o  co m p an ie s .

I t  was found t h a t  in v e s tm e n t  companies p r o v id e  

a g r e a t  d e a l  o f  management a s s i s t a n c e .  T h is  i s  done in  t h e  

primary f u n c t i o n s  o f  p r o d u c t i o n ,  m a r k e t in g ,  and f i n a n c e  or  any 

s t a f f  f u n c t i o n ,  e i t h e r  th ro u g h  an in f o r m a l  or  a form al  

r e l a t i o n s h i p .  One s t u d y  found t h a t  48 o f  64 in v e s tm e n t  

companies i n s i s t  on h a v in g  a s e a t  on t h e  board o f  d i r e c t o r s  

o f  t h e  p o r t f o l i o  co m p a n ies .  Another  s t u d y  a l s o  found t h a t



142

59 o f  74 In ves tm en t  companies o f f e r  management a s s i s t a n c e  

t o  p o r t f o l i o  f i r m s .

I t  was found t h a t  12 p e r c e n t  o f  t h e  companies  

do n o t  employ c o n s u l t a n t s  and 57 u s e  them o n l y  I n f r e q u e n t l y .  

S e v e r a l  r e a s o n s  are  a s s i g n e d  f o r  not  u t i l i z i n g  t h e  s e r v i c e s ,  

t h e  main ones b e i n g  c o s t  and t h e  o p i n io n  t h a t  t h e y  a r e  n o t  

n e e d e d .

4 .  The Sm all  B u s i n e s s  In v es tm en t  Act p r o v i d e s  

f o r  f i n a n c i n g  and management a s s i s t a n c e  t o  s m a l l  b u s i n e s s e s .

The Act  p r o v i d e s  f o r  Government c h a r t e r e d  

in v e s t m e n t  co m p anie s .  T h ese  a re  to  p r o v id e  l o n g - t e r m  c r e d i t ,  

e q u i t y  f i n a n c i n g ,  and c o n s u l t i n g  and management s e r v i c e s  to  

s m a l l  b u s i n e s s .  I t  was f e l t  t h a t  when in v e s t m e n t  companies  

p r o v id e  e q u i t y  f i n a n c i n g ,  t h e y  would be v i t a l l y  i n t e r e s t e d  

in  t h e  growth and developm ent o f  t h e i r  p o r t f o l i o  co m p a n ies .  

They w i l l  then  e s t a b l i s h  a c l o s e  working r e l a t i o n s h i p  w i t h  

t h e  s m a l l  bu s in essm en  and p r o v id e  a s s i s t a n c e  by h e l p i n g  them 

in  a r e a s  in  which  t h e y  are  weak.

5 .  E q u i t y  f i n a n c i n g  i s  t h e  most common t y p e  

p r o v id e d  by in v e s tm e n t  co m p anie s .

T ab le  6 shows t h a t  t h e  most common t y p e  o f  

f i n a n c i n g  p r o v id e d  was t h a t  o f  lo a n s  w i t h  w arran ts  a t t a c h e d ;  

t h e  second  most common t y p e  was t h a t  o f  l o a n s  w i t h  an e q u i t y  

p o s i t i o n .  These  a r e  both  S e c t i o n  3 0 4 - t y p e  f i n a n c i n g s  and
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p r o v i d e  t h e  in v e s t m e n t  companies w i t h  an i n t e r e s t  in  t h e  

growth o f  t h e  co m p a nies ,  th u s  e n c o u r a g in g  management a s s i s t a n c e .

6 . Sm a l l  b u s i n e s s e s  approach  in v e s t m e n t  oompanies  

f o r  r e a s o n s  o t h e r  than to  o b t a i n  f u n d s .

The in v e s tm e n t  companies  r e p o r t e d  t h a t  33 

p e r c e n t  o f  them had been approached f o r  r e a s o n s  o t h e r  than  

t o  o b t a i n  f u n d s .  A number o f  r e a s o n s  were g i v e n ,  but  t h e  

most f r e q u e n t  one was to  s e c u r e  management a s s i s t a n c e ,  and 

t h e  n e x t  most f r e q u e n t  one was t o  g e t  a d v i c e .  A l l  o f  t h e  

r e a s o n s  shown in  T ab le  7 i n v o l v e d  s e r v i c e s  g e n e r a l l y  f u r n i s h e d  

by t h e  in v e s t m e n t  com p anies .

S e v e r a l  p o r t f o l i o  companies r e p o r t e d  t h a t  t h e y  

had approached in v e s t m e n t  companies f o r  r e a s o n s  o t h e r  than  

t o  o b t a i n  f u n d s .  Two i n d i c a t e d  t h a t  t h e i r  primary r e a so n  

was t o  o b t a i n  management a s s i s t a n c e .  Most companies were  

aware o f  t h e  a v a i l a b i l i t y  o f  o t h e r  s e r v i c e s  when app ro a ch in g  

an in v e s tm e n t  company.

7 .  Management a s s i s t a n c e  can be r e n d e re d  to  p o r t 

f o l i o  companies in  t h r e e  main ways;  by h o l d in g  a s e a t  on 

t h e  board o f  d i r e c t o r s ,  by  o c c u p y in g  a p o s i t i o n  in  th e  

management s t r u c t u r e ,  or by  an in f o r m a l  working r e l a t i o n s h i p .

I t  was found t h a t  management a s s i s t a n c e  i s  

r e n d e re d  In t h e s e  t h r e e  w ays .  T a b le  10 shows t h a t  th e  

in v e s t m e n t  companies r e p o r t  t h e  most common method o f  

p r o v i d i n g  t h i s  a s s i s t a n c e  i s  t o  have  a s e a t  on t h e  board
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o f  d i r e c t o r s  and t h e  l e a s t  common i s  t o  occupy a p o s i t i o n  

in t h e  management s t r u c t u r e .  T ab le  11 shows t h a t  p o r t f o l i o  

companies r ep o r t  t h a t  60 p e r c e n t  o f  them have someone from 

t h e  in v e s tm e n t  company on t h e i r  b o a r d s ,  but o n l y  10 p e r c e n t  

s a y  t h a t  t h e y  have someone in  t h e  management s t r u c t u r e .  

E ig h t y - o n e  p e r c e n t  o f  th e  p o r t f o l i o  companies  sa y  t h e  i n v e s t 

ment companies  take  an a c t i v e  i n t e r e s t  in  them, and 60 

p e r c e n t  say  t h e  in v e s tm e n t  companies work c l o s e l y  w i t h  

them. S i x t y - f i v e  p e r c e n t  o f  t h e  companies have  r e c e i v e d  

h e lp  from th e  in v e s tm e n t  com p anie s ,  and 61 p e r c e n t  v o l u n t a r i l y  

s e e k  h e lp  and a d v i c e .  One f a c t o r  which h i n d e r s  many i n v e s t 

ment companies from p r o v i d i n g  management a s s i s t a n c e  i s  t h a t  

t h e y  l a c k  f u l l - t i m e  p e r s o n n e l .  T w o - th ir d s  o f  them employ  

one ,  or l e s s  than one ,  f u l l - t i m e  p r o f e s s i o n a l  s t a f f  w orker .

8 . C o n s u l t in g  s e r v i c e s  a r e  a v a i l a b l e  to  t h e  

companies and a r e  s u p p l i e d  by t h e  in v e s tm e n t  com p anies .

C o n s u l t in g  s e r v i c e s ,  o f f e r e d  by a m a j o r i t y  o f  

th e  in v e s tm e n t  com p anies ,  a re  p r o v id e d  e i t h e r  on a f e e  b a s i s  

or f r e e  a c c o r d in g  t o  t h e  s i t u a t i o n .  S i x t y  p e r c e n t  o f  t h e  

companies r e p o r t  t h a t  c o n s u l t i n g  s e r v i c e s  a r e  a v a i l a b l e  and 

a re  prov ided  in  s e v e r a l  a r e a s ,  t h e  main ones  b e in g  management,  

m a r k e t in g ,  and f i n a n c e ,  as shown in  T ab le  1 2 .

Tab le  13 shows t h a t  33 p e r c e n t  o f  th e  in v e s t m e n t  

companies recommend t h e  u se  o f  o u t s i d e  c o n s u l t a n t s  by t h e  

com panies ,  and 41 p e r c e n t  o f  t h e  companies u s e  them. T h i r t y -  

two p e r c e n t  o f  t h e  companies  sa y  t h e y  a r e  d e t e r r e d  from
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u s i n g  c o n s u l t a n t s  b e c a u se  o f  c o s t ,  and 54 p e r c e n t  f e e l  

c o n s u l t a n t s  would not  b e n e f i t  them. Some s a y  t h e y  do not  

u s e  c o n s u l t a n t s  f o r  s e v e r a l  r e a s o n s ,  i n c l u d i n g  t h e  f a c t  

t h a t  t h e i r  b u s i n e s s  i s  h i g h l y  s p e c i a l i z e d  and t h a t  t h e y  

l a o k  c o n f i d e n c e  in  c o n s u l t a n t s ,  as  shown in  Tab le  14.

9 .  In v e s tm e n t  companies a s s i s t  p o r t f o l i o  

companies  in s e c u r i n g  a d d i t i o n a l  f u n d s .

T ab le  14 shows t h a t  86 p e r c e n t  o f  t h e  i n v e s t 

ment companies have  had p o r t f o l i o  companies in  need o f  

a d d i t i o n a l  f u n d s .  They t h e m s e lv e s  have s u p p l i e d  54 p e r c e n t  

o f  t h e  fun ds  r e q u i r e d .  When t h e y  do n o t  s e e  f i t  to  p r o v id e  

t h e  money, t h e y  h e l p  t h e  companies g e t  i t  from o t h e r  s o u r c e s .  

T hese  I n c lu d e  banks and comm ercia l  f i n a n c e  com p a n ies .  I t  

was found t h a t  48 p e r c e n t  o f  t h e  s m a l l  b u s i n e s s e s  co u ld  not  

have r a i s e d  a d d i t i o n a l  fun ds  had i t  n o t  been f o r  th e  i n v e s t 

ment com p a n ie s .  E i g h t y  p e r c e n t  o f  p o r t f o l i o  companies  

r e q u i r i n g  added fun ds  o b t a i n e d  them.

1 0 .  C o n n e c t io n s  o f  t h e  i n v e s t m e n t  companies w i t h  

an u n d e r w r i t e r  a s s i s t  p o r t f o l i o  com p anies .

T h ese  a s s o c i a t i o n s  b r in g  in f o r m a t i o n  on th e  

s e c u r i t i e s  market and g u id a n c e  to  companies  which hope to  

some day "go p u b l i c . "  In  t h e  i n t e r v i e w s  i t  was found t h a t  

h a v in g  an u n d e r w r i t e r  who can be approached f o r  u s e f u l  

in f o r m a t i o n  i s  o f  v a l u e .  F o r t y - s e v e n  p e r c e n t  o f  t h e  i n v e s t 

ment companies i n d i c a t e  t h e y  have c o n n e c t i o n s  w i t h  an 

u n d e r w r i t e r ,  as shown in  T ab le  16 .  Of th e  p o r t f o l i o
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companies  r e s p o n d i n g ,  71 p e r c e n t  f e e l  t h a t  t h e  In ves tm en t  

companies c o u ld  a s s i s t  in  a p u b l i c  s a l e  o f  t h e i r  s t o c k .

The l a t t e r  resp ond  t h a t  65 p e r c e n t  would recommend t h e  

s t o c k  o f  t h e  companies t o  t h e i r  s h a r e h o l d e r s ,  i f  a s a l e  

were made. I f  a p u b l i c  s a l e  i s  no t  f e a s i b l e ,  u n d e r w r i t e r s  

know o f  i n d i v i d u a l s  or  o f  l a r g e r  c o r p o r a t i o n s  l o o k i n g  f o r  

a c q u i s i t i o n s .

1 1 .  In v es tm en t  companies h e l p  b r in g  a d d i t i o n a l  

b u s i n e s s  t o  p o r t f o l i o  co m p a n ies .

Such b u s i n e s s  may come from o t h e r  p o r t f o l i o  

companies  or from o u t s i d e  c o n t a c t s .  T a b le  15 shows t h a t  

86 p e r c e n t  o f  t h e  in v e s t m e n t  companies  t r y  to  send a d d i t i o n a l  

b u s i n e s s  to  t h e  p o r t f o l i o  com p anies ,  and 46 p e r c e n t  promote  

b u s i n e s s  among them. S e v e n t y - s i x  p e r c e n t  o f  t h e  p o r t f o l i o  

companies  r e q u e s t  d e a l i n g s  between p o r t f o l i o  com p a n ies ,  but  

o n l y  44 p e r c e n t  say  i t  I s  done.  The i n t e r v i e w s  d i s c l o s e d  

t h a t  some In v es tm en t  companies have  t h e i r  d i r e c t o r s  and 

s t o c k h o l d e r s  l o o k  f o r  b u s i n e s s  f o r  t h e  p o r t f o l i o  com p anies ,  

e i t h e r  from t h e i r  own f i r m s  or from t h o s e  o p e r a te d  by f r i e n d s .

1 2 .  P o r t f o l i o  companies  a r e  s a t i s f i e d  w i t h  t h e i r  

r e l a t i o n s h i p s  w i t h  t h e  in v e s t m e n t  co m p a nies .

E i g h t y - o n e  p e r c e n t  o f  t h e  companies  say  t h a t  

t h e y  would go t o  t h e  in v e s tm e n t  companies a g a i n ,  w h i l e  19 

p e r c e n t  sa y  t h a t  t h e y  would n o t .  The two main r e a s o n s  

g iv e n  f o r  n o t  g o in g  are  t h e  c o s t  i n v o l v e d  and t h e  e q u i t y  

p o s i t i o n  r e q u i r e d  as  shown in  T a b le  1 8 .
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1 3 .  In v es tm en t  companies have p r e v en te d  some 

p o r t f o l i o  companies from f a i l i n g .

Prom t h e  i n t e r v i e w s  and c a s e s  i t  was found  

t h a t  in  s e v e r a l  I n s t a n c e s  management a s s i s t a n c e  from t h e  

in v e s tm e n t  companies had p r e v e n te d  s m a l l  b u s i n e s s e s  from 

f a i l i n g .  In some c a s e s  t h e  in v e s tm e n t  companies to o k  over  

t h e  p o r t f o l i o  com panies ,  and in  o t h e r  c a s e s  t h e y  m ere ly  

h e lp e d  t h e  s m a l l  b u s in essm en  w i t h  t h e i r  p rob lem s .  T h is  

a s s i s t a n c e  has p r e v e n te d  l o s s e s  t o  t h e  in v e s tm e n t  companies  

and t h e  p o r t f o l i o  com p anies .

14 .  In v es tm en t  companies need a d d i t i o n a l  funds to  

I n v e s t  i f  t h e y  a r e  t o  p r o v id e  more management a s s i s t a n c e .

The i n t e r v i e w s  r e v e a l e d  t h a t  some in v e s tm e n t  

companies  f e e l  t h e y  need added income t o  su p p ort  t h e  s t a f f  

o f  q u a l i f i e d  p e r s o n n e l  n e c e s s a r y  to  p r o v id e  adequate  

management. They f e l t  t h a t  added funds sh ou ld  be made 

a v a i l a b l e  t o  them by t h e  Sm all  B u s i n e s s  A d m in i s t r a t i o n  so 

t h e y  can grow and h i r e  more f u l l  t im e  p e r s o n n e l .

C o n c lu s io n s

Based on t h e  f i n d i n g s  o f  t h i s  s t u d y ,  i t  may be 

co n c lu d ed  t h a t

1 .  Congress  in t e n d e d  t h a t  t h e  in v e s tm e n t  companies  

sh o u ld  p r o v id e  management a s s i s t a n c e  and c o n s u l t i n g  s e r v i c e s  

t o  s m a l l  b u s i n e s s e s .
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The r e v ie w  o f  t h e  l i t e r a t u r e  and i n t e r v i e w s  

l e a d s  t o  t h e  c o n o l u s i o n  t h a t  Congress  was concerned  w i t h  

t h e  f a i l u r e  r a t e  o f  s m a l l  b u s i n e s s e s  when i t  d r a f t e d  The 

A c t .  A l th o u g h  t h e r e  i s  n o t h in g  in  t h e  C o n g r e s s i o n a l  Records  

c o n c e r n in g  t h i s  s u b j e c t ,  s e v e r a l  a r t i c l e s  m en t ion  t h e  need  

f o r  a s s i s t a n c e .  One i n t e r v i e w  a l s o  brought  ou t  t h e  f a c t  

t h a t  S e n a to r  Sparkman, a framer o f  The A c t ,  was concerned  

w i t h  t h i s  p r o b l e m , . and t h e  S e n a te  d i s c u s s i o n  makes numerous  

r e f e r e n c e s  t o  t h e  Dun and B r a d s t r e e t  "Failure R e p o r t s .  The 

Act i n c l u d e s  a s e c t i o n  w h ich  p e r m its  t h e  in v e s t m e n t  companies  

t o  p r o v id e  management a s s i s t a n c e .

2 .  The in v e s tm e n t  companies a re  e f f e c t i v e l y  

im plem ent ing  The Act by p r o v i d i n g  s e r v i c e s .

The in v e s t m e n t  companies are  p r o v i d i n g  

s e r v i c e s  in  f i v e  main a r e a s ;  (1 )  management a s s i s t a n c e ,

(2 )  c o n s u l t i n g ,  (3 )  o b t a i n i n g  f u n d s ,  ( 4 )  o b t a i n i n g  b u s i n e s s ,  

and (5 )  th ro u gh  u n d e r w r i te r  c o n n e c t i o n s .  The c a s e s  and 

i n t e r v i e w s  make i t  c l e a r  t h a t  t h e s e  s e r v i c e s  a re  b e i n g  

u t i l i z e d .  Most o f  t h i s  a s s i s t a n c e  i s  r en d ered  by th e  i n v e s t 

ment companies'  h o l d i n g  p l a c e s  on t h e  board o f  d i r e c t o r s  o f  

t h e  p o r t f o l i o  com p a n ie s .  A s s i s t a n c e  i s  g i v e n  in  such  

s p e c i f i c  a r e a s  a s :  (1 )  f i n a n c i a l  management, (2 )  p r o d u c t io n

management, (3 )  m ark et in g  management, (4 )  g e n e r a l  a d m i n i s t r a 

t i v e  management, (5 )  o b t a i n i n g  added b u s i n e s s ,  ( 6 )  h e l p i n g  

t o  o b t a i n  a d d i t i o n a l  f u n d s ,  (7 )  h e l p i n g  t o  l o c a t e  bu yers  f o r  

a oompany, and ( 8 )  h e l p i n g  t o  l o c a t e  competent  p e r s o n n e l .
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E i g h t y  p e r c e n t  o f  t h e  in v e s t m e n t  companies  

s a y  t h e y  o f f e r  management a s s i s t a n c e .  E i g h t y - s i x  p e r c e n t  

have h e lp e d  p o r t f o l i o  companies o b t a i n  a d d i t i o n a l  f u n d s ,  

and 88 p e r c e n t  have h e lp ed  t o  l o c a t e  a d d i t i o n a l  b u s i n e s s .  

T h i r t y - t h r e e  p e r c e n t  s a y  t h e y  were approached by p o r t f o l i o  

companies  f o r  r e a s o n s  o t h e r  than to  r e q u e s t  f u n d s .

S e v e r a l  p o r t f o l i o  companies r e p o r t e d  t h e y  

were s e e k i n g  s e r v i c e s  and f u n d s .  Two companies approached  

in v e s t m e n t  companies  p r i m a r i l y  t o  o b t a i n  management a s s i s t 

a n c e .  E o r t y - o n e  p e r c e n t  o f  th e  companies  r e p o r t  t h e y  were  

aware o f  t h e  management s e r v i c e s  when t h e y  turned  t o  i n v e s t 

ment c o m p a n ie s .  The in v e s tm e n t  companies  are  p r o v i d i n g  

a s s i s t a n c e  i f  t h e  s m a l l  b u s i n e s s e s  s e e k  i t .

3 .  The in v e s t m e n t  companies sh o u ld  p r o v id e  more 

a s s i s t a n c e  in  f i n a n c i a l  management.

The area  o f  f i n a n c i a l  management seems t o  be 

t h e  one where t h e  most a s s i s t a n c e  i s  r e q u i r e d .  Most s m a l l  

b u s in essm en  l a c k  competence  in  i t .  Many o f  them a r e  

e x c e l l e n t  sa le sm en  or  e n g i n e e r s  but  have had no f i n a n c i a l  

e x p e r i e n c e .  In v es tm en t  companies  a r e  c a p a b le  o f  p r o v i d i n g  

t h i s  a s s i s t a n c e .  Help in  t h i s  area  can reduce  t h e  f a i l u r e  

r a t e  o f  s m a l l  b u s i n e s s e s  and h e l p  them grow.

4 .  In v e s tm e n t  companies need to  grow I f  t h e y  a r e  

t o  p r o v id e  a d e q u a te  s e r v i c e s  t o  t h e  p o r t f o l i o  com p anies .
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I f  t h e  in v e s tm e n t  companies  are  t o  be a b le  to  

p r o v id e  a d e q u a te  a s s i s t a n c e ,  t h e y  must have t h e  s t a f f s  to  

do s o .  At p r e s e n t  most o f  them are  not  s t a f f e d  to  g i v e  such  

s e r v i c e .  To employ s u f f i c i e n t  f u l l - t i m e  s t a f f  r e q u i r e s  

income to  c o v e r  t h e  c o s t .  To g e n e r a t e  income t h e  in v e s tm en t  

companies  must have  funds  t o  l e n d .  When t h e y  have more 

money t o  l e n d ,  t h e y  can g e n e r a t e  s t i l l  more income and 

engage  more p e o p l e  t o  b e t t e r  a s s i s t  t h e  p o r t f o l i o  com panies .  

Such p e o p l e  must be a v a i l a b l e  im m e d ia te ly  when h e l p  i s  

needed b e c a u s e  t h e  s m a l l  bu s in essm a n  cannot  w a i t  u n t i l  an 

i n a d e q u a t e l y  s t a f f e d  in v e s tm e n t  company can g e t  around to  

s e n d in g  a s s i s t a n c e  t o  him. I t  may come to o  l a t e .  S in c e  

t h e  s m a l l  b u s i n e s s e s  a sk  t h a t  competent  a s s i s t a n c e  be 

a v a i l a b l e  in s e v e r a l  a r e a s ,  an in v e s tm e n t  company w i t h  o n ly  

o n e ,  or l e s s  than on e ,  f u l l - t i m e  person  cannot  a d e q u a t e l y  

meet th e  n e e d .

5 .  The s e r v i c e s  w h ich  t h e  in v e s tm e n t  companies  

p r o v id e  t o  t h e  s m a l l  b u s i n e s s  community a r e  im portant  to  

t h e  l a t t e r  and t o  t h e  economy.

The in v e s t m e n t  companies o f f e r  a v a r i e t y  o f  s e r v i c e s .  

I t  has been  p o i n t e d  out t h a t  s m a l l  b u s in essm en  need a s s i s t a n c e  

and g u id an c e  t o  a v o id  f a i l u r e .  In v es tm en t  companies a re  n o t  

o n l y  a l lo w e d  to  p r o v id e  su ch  s e r v i c e  but  a r e  encouraged to  do 

s o ,  and many are  do in g  s o .  They can p r o v id e  a s s i s t a n c e  in  

a r e a s  where t h e  s m a l l  bu s in essm an  I s  weak, th u s  s t r e n g t h e n i n g
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h i s  o r g a n i z a t i o n  as  was shown in  t h e  c a s e s .  T h is  f u r n i s h e s  

companies w i t h  a s s i s t a n c e  which  t h e y  o t h e r w i s e  might not  be 

a b l e  t o  f i n d  or  t o  a f f o r d .  I t  sh o u ld  h e l p  reduoe  t h e  

f a i l u r e  r a t e  and i n c r e a s e  th e  r o l e  o f  s m a l l  b u s i n e s s  in  

t h e  economy.

6 . The i d e a s  o f  s a v i n g  t h e  in v e s t m e n t  company’ s 

c a p i t a l  and o f  s a v i n g  t h e  s m a l l  b u s i n e s s  from f a i l u r e  cannot  

be s e p a r a t e d .

The f a c t  t h a t  t h e  in v e s tm e n t  companies have  

funds i n v o l v e d  c a u s e s  a q u e s t i o n  t o  a r i s e :  I s  management

a s s i s t a n c e  p r i m a r i l y  p r o v id e d  t o  p r o t e c t  t h e  in v e s tm e n t  or  

t o  h e l p  t h e  s m a l l  bus inessm an? E v id e n c e  i n d i c a t e s  t h a t  th e  

two o b j e c t i v e s  cannot  be s e p a r a t e d .  The in v e s tm e n t  company 

p r o v i d e s  h e l p  to  make t h e  s m a l l  b u s i n e s s  grow and t o  p re v en t  

f a i l u r e .  When i t s  e q u i t y  p o s i t i o n  i n c r e a s e s ,  so does th e  

v a l u e  o f  t h e  In ves tm en t  company’ s c a p i t a l .  As growth o c c u r s ,  

t h e  in v e s tm e n t  company s t a n d s  l e s s  chance o f  l o s s .  I f  

t r o u b l e  a r i s e s ,  I t  must move in  t o  p r o t e c t  i t s  funds and 

t o  c a r r y  t h e  s m a l l  bus in essm an  through  h i s  d i f f i c u l t y .  The 

two aims cannot be  s e p a r a t e d .

Recommendations  

As a r e s u l t  o f  t h e  f i n d i n g s  and c o n c l u s i o n s  o f  

t h i s  s t u d y ,  t h e  f o l l o w i n g  recommendations a r e  In order

1 .  In v es tm en t  companies sh ou ld  s t r e n g t h e n  and 

i n o r e a s e  th e  s e r v i o e s  which  t h e y  o f f e r .
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I t  Is  c l e a r  t h a t  a v a r i e t y  o f  s e r v i c e s  a re  

a v a i l a b l e  from t h e  in v e s t m e n t  companies and a r e  b e in g  

u t i l i z e d  by some o f  t h e  p o r t f o l i o  com p a nies .  On t h e  o t h e r  

hand, many s m a l l  b u s i n e s s e s  approach in v e s t m e n t  companies  

f o r  r e a s o n s  in  a d d i t i o n  t o  t h a t  o f  r a i s i n g  f u n d s .  I t  seem s ,  

t h e r e f o r e ,  t h a t  more In ves tm en t  companies sh ou ld  a r r a n g e  to  

p r o v id e  t h e  s e r v i c e s  r e v ie w e d  i n  t h i s  s t u d y  so t h a t  a g r e a t e r  

number o f  s m a l l  b u s i n e s s e s  w i l l  have  a c c e s s  to  them. I n v e s t 

ment companies which a l r e a d y  o f f e r  t h e  s e r v i c e s  can Improve 

t h e i r  q u a l i t y  and can p u b l i c i z e  t h e  f a c t  t h a t  such  s e r v i c e s  

a r e  o f f e r e d .  A program t o  e d u c a te  s m a l l  b u s in essm en  t o  t h e  

a d v a n ta g e s  o f  working w i t h  t h e  In v es tm en t  companies i s  c a l l e d  

f o r .  T h is  may w e l l  prove  t o  be an added inducement t o  b r in g  

a d d i t i o n a l  s m a l l  b u s i n e s s e s  t o  in v e s tm e n t  oom pan ies .  I t  

would b r in g  them new in v e s tm e n t  p o s s i b i l i t i e s  and a l s o  p r o v id e  

t h e  companies w i t h  t h e  a s s i s t a n c e  d e s i r e d .

S e r v i c e  sh ou ld  be p r o v id e d  In th e  e i g h t  

s p e c i f i c  a r e a s  l i s t e d  In C o n c lu s io n  2 ,  but  i t  i s  n o t  n e c e s s a r y  

t h a t  s e r v i c e s  be  l i m i t e d  t o  t h i s  l i s t .  O thers  may be r e q u i r e d .  

A l l  w i l l  supplem ent  t h e  a b i l i t y  o f  t h e  s m a l l  bu s in essm a n  by  

g u i d in g  him in  a r e a s  In which  he  I s  n o t  com petent  or  where  

t im e  does  not  perm it  him t o  work e f f e c t i v e l y .  S e r v i c e s  su ch  

a s  t h e s e  can b e n e f i t  s m a l l  b u s i n e s s e s  and,  o f  e q u a l  im p o r ta n c e ,  

s e t  in v e s t m e n t  companies a p a r t  from o t h e r  f i n a n c i a l  i n s t i t u 

t i o n s  .
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2 .  In v es tm en t  companies sh o u ld  work more c l o s e l y  

w i t h  t h e  p o r t f o l i o  c o m p a n ie s .

Sm al l  b u s i n e s s e s  need management a s s i s t a n c e ,  

which  in v e s t m e n t  companies can p r o v i d e .  They sh o u ld  aim  

to  e s t a b l i s h  a c l o s e  working r e l a t i o n s h i p  w i t h  t h e  com p anies .  

By e s t a b l i s h i n g  t h i s  t y p e  o f  r e l a t i o n s h i p ,  t h e y  can be o f  

g r e a t e r  a s s i s t a n c e .  I f  th e  companies c o n s i d e r  t h e  in v e s t m e n t  

companies as  p a r t n e r s ,  t h e y  w i l l  c o n f i d e  in  them and a l lo w  

them t o  a s s i s t  w i t h  p r o b le m s .  The companies  sh o u ld  under

s ta n d  t h a t  t h e  in v e s t m e n t  companies  have an i n t e r e s t  In 

t h e i r  s u c c e s s .  When t h e  s m a l l  b u s in essm en  r e a l i z e  t h i s ,  

t h e y  w i l l  a c c e p t  a s s i s t a n c e  from t h e  in v e s t m e n t  companies  

b e c a u se  t h e y  w i l l  r e a l i z e  t h e  l a t t e r  a r e  q u a l i f i e d  and are  

s i n c e r e  in  t h e i r  i n t e n t i o n s .  I f  t h e y  work c l o s e l y  w i t h  t h e  

co m p an ies ,  t h e y  w i l l  be b e t t e r  a b l e  to  s e r v e  and a s s i s t .

3 .  The Sm all  B u s i n e s s  A d m i n i s t r a t i o n  sh o u ld  h e l p  

th e  In v es tm en t  companies o b t a i n  a d d i t i o n a l  funds t o  i n v e s t  

so t h a t  t h e y  can a f f o r d  f u l l - t i m e  and competent  p e r s o n n e l .

The S m a l l  B u s i n e s s  A d m i n i s t r a t i o n  can h e l p  

a rra n g e  f o r  funds  to  be borrowed by t h e  in v e s tm e n t  companies  

f o r  in v e s t m e n t  i n  s m a l l  b u s i n e s s e s ,  th u s  g e n e r a t i n g  Income.  

These funds a r e  needed  i f  Income i s  t o  be a v a i l a b l e  to  

in v e s t m e n t  companies t o  pay t h e  s t a f f  needed t o  h e l p  t h e  

s m a l l  bus in essm an  w i t h  h i s  problems and reduce t h e  number 

o f  f a i l u r e s .  In t u r n ,  t h i s  w i l l  a c c e l e r a t e  t h e  r a t e  o f



154

growth o f  t h e  s m a l l  b u s i n e s s e s  and i n c r e a s e  t h e  v a l u e  o f  

t h e  in v e s t m e n t  company’ s e q u i t y  p o s i t i o n .  A f t e r  p r o v i d i n g  

t h e s e ,  t h e  A d m i n i s t r a t i o n  might d e s i r e  t o  a s c e r t a i n  t h a t  

in v e s t m e n t  companies o b t a i n i n g  fun ds  h i r e  com petent  p e r s o n n e l  

t o  p r o v id e  s e r v i c e  and not  m e r e ly  g e n e r a t e  p r o f i t .  T h is  can  

be  done by c h e c k in g  th e  number and q u a l i f i c a t i o n s  o f  p e r s o n n e l .  

Large in v e s tm e n t  companies  a r e  a b l e  t o  a f f o r d  t h e  s t a f f  so  

h e l p  sh ou ld  be  d i r e c t e d  toward t h e  s m a l l  and m ed iu m -s iz e  

o n e s .  However, t h e  A d m i n i s t r a t i o n  sh ou ld  a l s o  d e ter m in e  

w hether  l a r g e  in v e s t m e n t  companies employ s t a f f  s u f f i c i e n t  

t o  p r o v id e  t h e  d e s i r e d  a s s i s t a n c e .

4 .  A f o l l o w - u p  s t u d y  co u ld  be  undertaken  t o  

d e ter m in e  t h e  e f f e c t i v e n e s s  o f  t h e  s e r v i c e s  and a s s i s t a n c e  

w h ich  t h e  in v e s t m e n t  companies p r o v i d e .

A l th o u g h  an a t tem p t  was made in  t h i s  s t u d y  to  

de ter m in e  i f  t h e  s e r v i c e s  were u t i l i z e d ,  i t  has no t  sought  

t o  d e ter m in e  t h e i r  e f f e c t i v e n e s s .  Another  s t u d y  might  

d e term in e  i f  th e  a v a i l a b i l i t y  and u s e  o f  t h e s e  s e r v i c e s  

r ed u ce  t h e  f a i l u r e  r a t e  o f  p o r t f o l i o  companies  as  compared 

t o  t h e  a v e r a g e  f a i l u r e  r a t e  f o r  a l l  s m a l l  b u s i n e s s .  M a t e r i a l  

f o r  t h i s  t y p e  o f  s t u d y  would be d i f f i c u l t  to  o b t a i n  b e c a u s e  

u n f a v o r a b le  in f o r m a t i o n  would r e f l e c t  on t h e  management  

a b i l i t y  o f  t h e  in v e s t m e n t  c o m p a n ie s .  They would u n d e r s t a n d 

a b l y  be r e l u c t a n t  t o  p r o v id e  d e r o g a to r y  f a c t s  and o p i n i o n s .



155

Even though a m a j o r i t y  o f  t h e  companies r e p o r t  t h a t  t h e y  

have grown s i n c e  r e c e i v i n g  in v e s tm e n t  company f u n d s ,  t h i s  

does not  n e c e s s a r i l y  mean t h a t  t h e  s e r v i c e s  have c o n t r i b u t e d  

t o  t h i s  growth .  "Further s t u d i e s  might f o r  example ,  c o r r e l a t e  

growth w i t h  a s s i s t a n c e  r e c e i v e d .
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APPENDIX A

P l e a s e  r e t u r n  t o :
W alter  B. S t u l t s ,  

E x e c u t i v e  D i r e c t o r  
NASBIC
537. Washington B u i l d i n g  
W ashington,  D. C. 2005

PART I

Management S e r v i c e s  
O f f e r e d  by SBICs t o  P o r t f o l i o  Companies

Company name ( o p t i o n a l )  ________________
( i f  name i s  n o t  g i v e n ,  p l e a s e  g i v e  r e g i o n a l  l o c a t i o n )

C a p i t a l ______________ No. o f  c u r r e n t  in v e s t m e n t s

P u b l i c l y  h e l d ____________   C l o s e l y  h e l d ________________________

Bank a f f i l i a t e d

Type o f  I n v e s tm e n ts  made:

(a )  Loans o n l y  ____________
(b)  Loans and e q u i t y  ____________
( c )  Loans and w arran ts
(d)  C o n v e r t i b l e  d e b e n tu re s
( e )  E q u i t y  o n ly
( f )  Other ( s p e c i f y )  ____________

P l e a s e  i n d i c a t e  in  what c a t e g o r y  t h e  m a j o r i t y  o f  your  
in v e s t m e n t s  f a l l :  (a )  (b)  ( c )  (d)

( e )  ( f )  -  . .
Yes No

Do you f e e l  t h a t  any company has approached you
f o r  r e a s o n s  o t h e r  than  t o  o b t a i n  funds?___________ ________
I f  y e s ,  f o r  what r e a s o n ? __________________

Do you f i n d  managements o f  p o r t f o l i o  companies  
g e n e r a l l y  r e l u c t a n t  t o  a c c e p t  a s s i s t a n c e  you
o f f e r ?  ________
I f  y e s ,  how do you go about c o n v i n c i n g  them
t h e y  need  h e l p  and t o  a c c e p t  i t ? ______________________ _____
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8 . N a tu r e  o f  p a r t i c i p a t i o n  in  p o r t f o l i o  companies a f t e r  
i n v e s t m e n t ;  (^ R efe rs  to  p r o p o r t i o n  o f  p o r t f o l i o  com p anies)

ttA l l  ttfflost Si-Few WNone

(a )  As c r e d i t o r  not  on Board________ __________________ _______
(b)  As s t o c k h o l d e r  n o t  on Board
( c )  A t te n d  Board m e e t in g  b u t  n o t  

s e r v e
(d) S er v e  on Board
( e )  P a r t i c i p a t e  d i r e o t l y  in  

management
How?

( f )  O f f e r  f r e e  c o n s u l t i n g  s e r v i c e
(g )  O f f e r  p a id  c o n s u l t i n g  s e r v i c e
(h) O ther______ _______________

9 .  Nature o f  spec.la. l  s e r v i c e s  o f f e r e d ;
(a )  None
(b)  A c t iv e .B o a r d  p a r t i c i p a t i o n
( c )  Serve  as o f f i c e r  o f  company:

__________Paid_______
Number Yes' NcT How

Chairman o f  t h e  Board
P r e s i d e n t ________________ ______  ______  ______  ______
V ic e  P r e s i d e n t ________________  ______  ______ -
T r e a s u r e r        -
Other _ _ _ _ _  ______  _ _ _ _ _
Do you c o n t r o l  (own 51% or more o f  v o t i n g  s t o c k )  any  
o f  t h e s e  companies?  How many?_________

(d) Pa id  c o n s u l t i n g  s e r v i c e s ;  ( I f  you o f f e r  t h i s ,  p l e a s e  
f i l l  in  s p e c i a l  q u e s t i o n n a i r e  a t  e n d . )

Yes No
( e )  Have any o f  your companies  r e q u i r e d  

a d d i t i o n a l  f i n a n c i n g  s i n c e  t h e  o r i g i n a l
lo a n ?  ______  _____
I f  y e s ,  were you a b l e  t o  p r o v id e  t h e
funds?  ______  _____
I f  n o ,  were you a b l e  t o  a id  t h e  company
i n  o b t a i n i n g  t h e  fun ds?  ______  _____
What was th e  so u r c e  o f  th e  funds  
o b t a i n e d ? _____________________________________

( f )  Have any o f  your p o r t f o l i o  companies  
asked you t o  send them b u s i n e s s  from
a n o th er  p o r t f o l i o  company? ______  _____
Do you a t tem p t  t o  promote d e a l i n g s  
between th e  companies?
Do you a t tem p t  t o  l o c a t e  new b u s i n e s s  
f o r  your companies?
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Yes No

( g )  Does your SBIC have c o n n e c t i o n s  w i t h
a s e c u r i t i e s . u n d e r w r i te r ?  _____ _____
Have any o f  your companies s o l d  a
p u b l i c  i s s u e  o f  s t o c k ? ________________________ _____ ____
I f  y e s ,  how many?_____
What were t h e  r e s u l t s ?
Would you encourage  your s h a r e h o l d e r s
t o  p u rc h a se  s t o c k  in one o f  your
p o r t f o l i o  companies i f  t h e  S t o c k  were
marketed? _____ ____

(h)  Other s e r v i c e s  o f f e r e d .  P l e a s e  d e s c r i b e

1 0 .  Of a l l  s e r v i c e s  you o f f e r ,  which  have been most e f f e c t i v e  
in  h e l p i n g  p o r t f o l i o  companies ( p l e a s e  l i s t  s e v e r a l  most  
e f f e c t i v e  s e r v i c e s  and r a t e  d e g r ee  o f  e f f e c t i v e n e s s ) .

1 1 .  W i l l  you e n c l o s e  t y p i c a l  c o n v e n a n ts  from your agreem ents  
r e l a t i v e  to  management s e r v i c e s  r e q u i r e d  a s  a lo a n  
p r o v i s i o n  ( c o n s u l t i n g  s e r v i c e ,  Board membership , e t c . ) .

1 2 .  W i l l  you d e s c r i b e  a c a s e  h i s t o r y ,  or s e v e r a l ,  t e l l i n g  
how any o f  your n o n - f i n a n c i a l  s e r v i c e s  have m a t e r i a l l y  
h e l p e d  a p o r t f o l i o  company.
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Q u e s t i o n n a ir e  f o r  t h o s e  o f f e r i n g
pa id  c o n s u l t i n g  s e r v i c e s  Yes No

1 .  Do you have  a s p e c i a l  o r g a n i s a t i o n  f o r  t h i s ?
I f  n o ,  do you ever  c h a rg e  c o n s u l t i n g  f e e s ?
%  o f  t o t a l  company revenu e  d e r iv e d  from
c o n s u l t i n g ________
Number o f  f u l l - t i m e  c o n s u l t a n t s :

S e n i o r ____________  J u n io r ____________
Number o f  p a r t - t i m e  c o n s u l t a n t s :

S e n io r  Jun ior
Sou rce________
%  o f  permanent s t a f f  t im e  dev o ted  to  c o n s u l t i n g

Maximum r a t e  charged ( i f  on t im e  b a s i s ) __________
Average

Other ch arge  b a s i s  ( r e t a i n e r s ,  e t c . )
Do you a l s o  s e r v e  n o n - p o r t f o l i o  companies?
%  o f  t o t a l  c o n s u l t i n g  income d e r iv e d  from n o n 
p o r t f o l i o  com panies____________
Type o f  c o n s u l t i n g :

G eneral  management ____________
G enera l  f i n a n c i a l  
G eneral  t e c h n i c a l  
A c c o u n t in g
M a nufa c tur ing  ____________
M arket ing  ____________
R ese a rc h ______________ ____________
Other  ---

Do you c o n s i d e r  your pa id  c o n s u l t i n g  a c t i v i t i e s  
s u c c e s s f u l ?
I f  n o ,  e x p l a i n  why_________________________________

Are pa id  s e r v i c e s  e v e r  r e q u i r e d  in  loa n  a g r e e 
ment or o t h e r  agreement?
Under what c i r c u m s t a n c e s ?
I f  you o f f e r  p a id  c o n s u l t i n g  s e r v i c e s ,  do you  
ever  p r o v id e  t h i s  ’’f r e e ” ?
Under what c i r c u m s t a n c e s ?
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R eply  t o :
—John E. McDavid_

827 C e n t r a l  T ru st  Tower 
C i n c i n n a t i ,  Ohio 45202

Management S e r v i c e s  R e c e iv e d  by Companies  
Which Have O bta ined  Funds From an SBIC

Name and A d dress  o f  Respondent Company:

1 .  P l e a s e  ch eck  t h e  t y p e  o f  b u s i n e s s  your company o p e r a t e s .

M anufacturer  
R e t a i l  S t o r e  
W h o lesa le  Firm 
R e se a r c h  Firm 
T r a n s p o r t a t i o n  Company 
Other ( S p e c i f y

R e a l  E s t a t e  Firm 
Food P r o c e s s o r  
P r o c e s s o r  o t h e r  than food  
B u s i n e s s  C o n su l ta n t  
B u i l d i n g  C o n tr a c to r

2 .  Why d id  you approach a SBIC ( p l e a c h  ch eck  one or more)?

To o b t a i n  funds
  Management a s s i s t a n c e

To h e l p  o b t a i n  b u s i n e s s
To h e l p  e s t a b l i s h  b u s i n e s s  r e l a t i o n s
C o n s u l t i n g  s e r v i c e s

  For u n d e r w r i t in g  c o n n e c t i o n s
  Other ( S p e c i f y ) _______________________________

3« Did you e x p e c t  s e r v i c e s  t o  be a v a i l a b l e  from th e
SBIC o t h e r  than  p r o v i d i n g  fun ds?  Yes or No

4 .  What s e r v i c e s  a r e  a v a i l a b l e  from t h e  SBIC?

  P r o v id in g  funds
  Management a s s i s t a n c e

C o n s u l t i n g  s e r v i c e s  
P r o v i d i n g  a d d i t i o n a l  cus tom ers  

  U n d e r w r i t in g  c o n n e c t i o n s
  Other ( S p e c i f y ) _____________________________________

161



162

5 .  Were t h e  r e q u e s t e d  amount o f  I n i t i a l  funds
p r o v id ed ?  Yes or No

( a )  Have a d d i t i o n a l  funds been  r e q u e s t e d
s i n c e  t h e  i n i t i a l  f i n a n c i n g ?  Yes or No

(b)  Were t h e s e  funds  o b ta in e d ?  Yes or No
( c )  I f  t h e  p r e c e d in g  answer i s  y e s ,  p l e a s e  

l i s t  th e  so u r c e  o f  th e  funds o b ta in e d

(d)  Gould t h e s e  funds  have been o b t a in e d  i f  
t h e  SBIC had n o t  have made a p r e v io u s
in v e s t m e n t  in  your company? Yes or No

( e )  I f  t h e  answer to  (b) i s  no,- why not?

6 . N ature  o f  management a s s i s t a n c e  pr o v id e d  by t h e  SBIC. 

None, c r e d i t o r  o n l y
A tte n d  board m e e t i n g s ,  but  n o t  a member 
Ser v e  on Board o f  D i r e c t o r s  
P a r t i c i p a t e  d i r e c t l y  in  management 
O f f e r  c o n s u l t i n g  s e r v i c e s  

 Other ( S p e c i f y ) ________________________________

(a )  Did t h e  SBIC i n s i s t  on p l a c i n g  someone on
your board? Yes or No

(b) Do you a s k  management h e l p  and a d v i c e
from th e  board member o f  from t h e  SBIC? Yes or No

( c )  Does t h e  SBIC management t a k e  an a c t i v e
i n t e r e s t  in  your problems? Yes or No

(d)  Has t h e  SBIC h e lp e d  you w i t h  a s p e c i f i c
problem? Yes or No

( e )  Has management a s s i s t a n c e  been r e q u e s t e d
and n o t  r e c e i v e d ?  Yes or No

( f )  Do you e x p e c t  to  -pay f o r  h e l p  r e c e i v e d ?  Yes or No
( g )  Does t h e  SBIC management work c l o s e l y

w i t h  you? Yes or No
(h) How f r e q u e n t l y  does someone from t h e  SBIC 

v i s i t  you? t im e s  Per y e s r
( i )  How many hours  a r e  s p e n t  by th e  SBIC 

r e p r e s e n t a t i v e  working w i t h  you?
per v i s i t

( j ) Does t h e  SBIC p a r t i c i p a t e  d i r e c t l y  in  th e
management o f  your company Yes or No

(k)  I f  t h e  above answer i s  y e s ,  p l e a s e  s p e c i f y  
in  what c a p a c i t y , , ________________________
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7 .  Does t h e  SBIC w i t h  w h ich  you d e a l  o f f e r

c o n s u l t i n g  s e r v i c e s ?  Yes  or No

( a )  I f  t h e  answer t o  Number 7 i s  y e s ,  i n  what a r e a s ?

G en era l  Management 
M anufactur ing  Management 
Finance  
M arket ing

R e se a r c h  
A c c o u n t in g  
G en era l  T e c h n i c a l  
Other ( S p e c i f y )

(b) I s  t h e r e  a c l a u s e  in  your lo a n  agreement  
r e q u i r i n g  t h e  use  o f  c o n s u l t a n t s ?  Yes or No

( c )  Do you f e e l  t h e s e  s e r v i c e s  are  n e c e s s a r y ?  Yes or No
(d)  Are t h e  s e r v i c e s  p r o v id e d  on a f e e  b a s i s ?  Yes or No
( e )  I s  any work done f r e e  o f  cha rg e?  Yes or No
( f )  Does t h e  SBIC recommend t h e  use  o f  o u t s i d e  

c o n s u l t a n t s ?  Yes or No
( g )  Have you used  o u t s i d e  c o n s u l t a n t s ?  Yes or No
(h) Are you d e t e r r e d  from u s i n g  c o n s u l t a n t s

due to  t h e  c o s t  i n v o l v e d ?  Yes or No
( i )  Do you f e e l  t h a t  c o n s u l t a n t s  co u ld  b e n e f i t

your company? Yes or No
( j )  I f  t h e  above answer i s  no ,  why not?

8 . Does t h e  SBIC from which  you borrowed a t tem p t
t o  o b t a i n  a d d i t i o n a l  b u s i n e s s  f o r  your company?Yes or No

(a )  Have you r e q u e s t e d  su ch  a s s i s t a n c e ?  Yes or No
(b )  I s  b u s i n e s s  promoted be tw een  companies

which  t h e  SBIC has  f in a n c e d ?  Yes or No
( c )  Would you l i k e  to  o b t a i n  b u s i n e s s  from

th e  above so u rc e?  Yes or No

9 .  Does t h e  SBIC w i t h  which  you d e a l  have
c o n n e c t i o n s  w i t h  an u n d e r w r i te r ?  Yes or No

(a )  Do you hope t h a t  e v e n t u a l l y  your company
may go p u b l i c ?  Yes or No

(b) Do you f e e l  th e  SBIC can a id  in  s a l e  o f
a p u b l i c  i s s u e  of. s e c u r i t i e s ?  Yes or No

( c )  Do you f e e l  t h a t  t h e  s t o c k h o l d e r s  o f  th e  
SBIC would be w i l l i n g  t o  pu rch a se  s t o c k
i n  your company? Yes or No

1 0 .  G enera l
(a )  Has your  company grown s i n c e  o b t a i n i n g  

t h e  SBIC funds? Yes or No
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(b)  What was your r a t e  o f  growth in  p r o f i t  
b e f o r e  t a x e s ,  p r i o r  t o  o b t a i n i n g  SBIC 
fun ds?  . .

( c )  What has been t h e  r a t e ,  u s i n g  t h e  ""
same b a s i s ,  s i n c e  o b t a i n i n g  funds?  _

(d) Would you go to  a SBIC a g a in  i f  you  
needed  funds?

( e )  Would you recommend SBIC f i n a n c i n g  to  
a n o t h e r  company in  need o f  funds?

( f )  I f  n o ,  why n o t?  ____________________ •

( g )  L i s t  any s e r v i c e s  n o t  p r e v i o u s l y  m ent ioned
t h a t  you r e c e i v e  from t h e  SBIC.

(h) L i s t  any a d d i t i o n a l  s e r v i c e s  you would l i k e  t o  s e e  
t h e  SBIC i n d u s t r y  p r o v i d e .

( i )  P l e a s e  d e s c r i b e  some i n c i d e n t  i n  which  t h e  SBIC has  
a id e d  your company o t h e r  th a n  by p r o v i d i n g  f u n d s .

%  per  year  

%  per  year  

Yes or No 

Yes or No



APPENDIX C. DEFINITION OF TERMS 

A s m a l l  b u s i n e s s  under t h e  S m a l l  B u s i n e s s  Act o f  1 9 5 8 .  A

s m a l l  b u s i n e s s  i s  d e f i n e d  in  S e c t i o n  203 o f  The Act  as  

f o l l o w s :

For p u rp o ses  o f  t h i s  t i t l e  a s m a l l  b u s i n e s s  
oonoern s h a l l  be deemed t o  be one which i s  
i n d e p e n d e n t l y  owned and o p e r a te d  and which i s  
n o t  dominant i n  i t s  f i e l d  o f  o p e r a t i o n .

In a d d i t i o n  to  t h e  f o r e g o i n g  c r i t e r i a  t h e  
A d m i n i s t r a t i o n  in  making a d e t a i l e d  d e f i n i t i o n  
may u se  t h e s e  c r i t e r i a  among o t h e r s ;  Number 
o f  em ployees  and d o l l a r  volume o f  b u s i n e s s . ■*-

A s m a l l  b u s i n e s s  concern  f o r  t h e  pu rp ose  o f  f i n a n c i a l  and

o t h e r  a s s i s t a n c e : A s m a l l  b u s i n e s s  f o r  t h e  pu rp ose  o f

f i n a n c i a l  and o t h e r  a s s i s t a n c e  i s  d e f i n e d  a s  f o l l o w s ;

A s m a l l  b u s i n e s s  concern  f o r  th e  p u rp ose  o f  
f i n a n c i a l  and o t h e r  a s s i s t a n c e  ( e x c e p t  procurement  
a s s i s t a n c e )  i s  a b u s i n e s s  c o n c e r n ,  i n c l u d i n g  i t s  
a f f i l i a t e s ,  which i s  n o t  d o m in a n t . in  i t s  f i e l d  o f  
o p e r a t i o n s  and can f u r t h e r  q u a l i f y  under t h e  
f o l l o w i n g  c r i t e r i a :

A. M a n u fa c tu r in g :  Any m a n u fa c tu r in g  concern  i s  
c l a s s i f i e d ;
1 .  As s m a l l  i f  i t  employs 250 or few er  em p loyees;
2 .  As l a r g e  i f  i t  employs more than 1 , 0 0 0  employees
3 .  E i t h e r  as  s m a l l  or  l a r g e ,  depending  on i t s  

i n d u s t r y ,  i f  i t  employs more than 250 but  
l e s s  than  1 ,0 0 0  e m p lo y ee s .

B. W h o le sa le :  Any w h o l e s a l e  concern  i s  s m a l l  i f  
i t s  a n n u a l  d o l l a r  s a l e s  i s  $ 5 , 0 0 0 , 0 0 0  or  l e s s .
Any w h o l e s a l e  concern  a l s o  engaged i n  m a n u fa ctu r in g  
i s  n o t  a s m a l l  b u s i n e s s  concern  u n l e s s  i t  so  
q u a l i f i e s  under both  th e  m an u fa c tu r in g  and 
w h o l e s a l i n g  s t a n d a r d s .

U. S . ,  C o n g r e ss ,  House,  S e l e c t  Committee on Sm all  
B u s i n e s s ,  D e f i n i t i o n  o f  ”Sm a l l  B u s i n e s s ” W ith in  Meaning o f  
Sm all  B u s i n e s s  Act  o f  1953 as  Amended, H. R e s .  TT4  ̂ 8 4 th  
Cong. 1 s t  S e s s . ,  1956 ,  p .  19 .  !
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C. R e t a i l :  Any r e t a i l  c o n cern  i s  c l a s s i f i e d :
1 . As s m a l l  i f  i t s  annual  s a l e s  a re  $ 1 , 0 0 0  or  l e s s ;
2 . As s m a l l  i f  i t  i s  p r i m a r i l y  engaged in  making 

r e t a i l  s a l e s  o f  g e n e r a l  m erch and ise  ( i n c l u d i n g  
department s t o r e s )  or new and used  motor  
v e h i c l e s  or  g r o c e r i e s  w i t h  f r e s h  meats and 
i t s  annual  s a l e s  a re  $ 2 , 0 0 0 , 0 0 0  or  l e s s .

A s m a l l  b u s i n e s s  f i r m  f o r  p u rp o se s  o f  r e c e i v i n g  a s s i s t a n c e  

from In v es tm en t  c o m p a n ie s . In o rd e r  f o r  a s m a l l  b u s i n e s s  to  

r e c e i v e  a s s i s t a n c e  i t  must q u a l i f y  under th e  p r e c e d i n g  

paragraph or be c l a s s i f i e d  as. a b u s i n e s s  concern  w hich ,

T o g e th e r  w i t h  i t s  a f f i e l i a t e s ,  i s  i n d e p e n d e n t l y  
owned and o p e r a t e d ,  i s  no t  dominant in  i t s  f i e l d  o f  
o p e r a t i o n ,  does n o t  have a s s e t s  e x c e e d in g  $ 5 , 0 0 0 , 0 0 0 ,  
does not  have n e t  worth in  e x c e s s  o f  $ 2 , 5 0 0 , 0 0 0  and 
does n o t  have an a v e ra g e  n e t  income, a f t e r  F e d e r a l  
income t a x e s ,  f o r  t h e  p r e c e d i n g  two y e a r s  in  e x c e s s  
o f  $ 2 5 0 , 0 0 0  ( a v e r a g e  n e t  income t o  be computed w i t h o u t  
b e n e f i t  o f  any c a r r y - o v e r  l o s s ) . ^

S m all  B u s i n e s s  In v es tm en t  Company: The term s m a l l  b u s i n e s s

i n v e s t m e n t  company r e f e r s  to  a c o r p o r a t i o n  d u ly  o r g a n iz e d

under t h e  p r o v i s i o n s  o f  T i t l e  I I I  o f  t h e  Sm all  B u s in e s s
4I n v e s tm e n t  Act  o f  1 958 ,  as amended.

U. S . ,  C o n g r e s s ,  i io u se ,  S e l e c t  Committee on Sm all  
B u s i n e s s ,  D e f i n i t i o n  o f  wSma-ll B u s i n e s s ” W ith in  Meaning o f  
S m al l  B u s i n e s s  Act  o f  1 953 ,  a s  Amended, S .  R e s .  6 6 , 8 6 t h  
Cong. 2nd . S e s s . ,  195"9, p .  1 3 .  !

3 25 F e d e r a l  R e g i s t e r  10087 (O ctober  22 ,  1 9 6 0 ) ,  S e c t i o n
1 21 .  3 - 1 1 .

4
U. S o ,  C o n g r e s s ,  S e n a t e ,  S e l e c t  Committee on S m a l l  

B u s i n e s s ,  Sm al l  B u s i n e s s  In v es tm en t  A c t ,  Text  E x p la n a t io n  
and R e l a t e d  Tax P r o v i s i o n s ,  P u b l i c  Law 692 ,  as  Amended,
6 5 th  C o n g . ,  2nd .  S e s s . ,  1 9 6 0 ,_ p .  2^
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L i c e n s e e ? The term ,  L i c e n s e e ,  r e f e r s  t o  a c o r p o r a t i o n  

c h a r t e r e d  by t h e  Sm all  B u s i n e s s  A d m in i s t r a t i o n  under S e c t i o n  

301 o f  t h e  Sm all  B u s i n e s s  In v es tm en t  A ct  o f  1958 ,  to  conduct  

in  t h e  t e r r i t o r y  in  which  i t  o p e r a t e s  t h e  a c t i v i t i e s  d e s c r i b e d
5

under T i t l e  I I I  o f  The A c t .

O p e ra t in g  T e r r i t o r y : The area  in  which  a s m a l l  b u s i n e s s

i n v e s t m e n t  company i s  a u t h o r i z e d  t o  c a r r y  on i t s  o p e r a t i o n s  

i s  r e f e r r e d  t o  a s  th e  " o p e r a t in g  t e r r i t o r y " .  I t  r e f e r s  to  

t h e  t e r r i t o r i a l  area  in which  t h e  l i c e n s e e  i s  a u t h o r i z e d  t o  

f u r n i s h  e q u i t y  c a p i t a l ,  l o n g - t e r m  c r e d i t  and c o n s u l t i n g  and
g

a d v i s o r y  s e r v i c e s  t o  sm a l l  b u s i n e s s .

Types o f  l o a n s  t o  s m a l l  b u s i n e s s  by SBICs: A s m a l l  b u s i n e s s

in v e s t m e n t  company i s  a u t h o r i z e d  to  p r o v id e  funds  t o  s m a l l  

b u s i n e s s e s  under S e c t i o n s  304 and 305 o f  The A c t .  S e c t i o n  

304 lo a n s  p r o v id e  E q u i t y  C a p i t a l  f o r  s m a l l  b u s i n e s s  c on cern s  

as f o l l o w s :

(a )  I t  s h a l l  be primary f u n c t i o n  o f  each s m a l l  
b u s i n e s s . in v e s tm e n t  company t o  p r o v id e  a so u r c e  o f  
needed e q u i t y  c a p i t a l  f o r  s m a l l  b u s i n e s s  c o n c e r n s  in  
t h e  manner and s u b j e c t  to  t h e  c o n d i t i o n s  d e s c r i b e d  
in  t h i s  s e c t i o n .

(b) C a p i t a l  s h a l l  be p r o v id e d  by a company to  
a s m a l l  b u s i n e s s  concern  under t h i s  s e c t i o n  o n l y  
throug h  t h e  purchase  o f  d e b e n tu re  bonds ( o f  such  
c o n c er n )  which s h a l l :

(1 )  b ea r  i n t e r e s t  a t  such  r a t e ,  and 
c o n t a i n  su ch  o t h e r  te r m s ,  as t h e  company may 
f i x  w i t h  t h e  a p p r o v a l  o f  t h e  A d m i n i s t r a t i o n ;

5
Sm all  B u s i n e s s  A d m i n i s t r a t i o n ,  op .  c l t . ,  S e c t i o n  1 0 7 . 1 2 .

6
I b i d .
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 ( 2 )  be c a l l a b l e  on any i n t e r e s t  payment
d a t e ,  upon t h r e e  months n o t i c e ,  a t  par p lu s  
a c cr u e d  i n t e r e s t ;  and

( 3 )  be c o n v e r t i b l e  a t  th e  o p t i o n  o f  t h e  
company, or a h o l d e r  in  due c o u r s e ,  up t o  and 
i n c l u d i n g  t h e  e f f e c t i v e  da te  o f  any c a l l  by  
t h e  i s s u e r ,  i n t o  s t o c k  o f  t h e  s m a l l  b u s i n e s s  
co ncern  a t  th e  sound book v a l u e  o f  su ch  s t o c k  
determ ined  a t  t h e  t ime o f  t h e  i s s u a n c e  o f  t h e  
d e b e n t u r e s . 7

S e c t i o n  305 o f  The Act  p r o v i d e s  f o r  l o n g - t e r m  l o a n s  

as  f o l l o w s :

(a )  Each company i s  a u t h o r i z e d  t o  make l o a n s ,  
in  t h e  manner and s u b j e c t  t o  t h e  c o n d i t i o n s  
d e s c r i b e d  in  t h i s  s e c t i o n ,  to  i n c o r p o r a t e d  or  
u n in c o r p o r a t e d  s m a l l  b u s i n e s s  c o n c e r n s  in  order  
to  p r o v id e  su ch  c o n c e r n s  w i t h  fun ds  need ed  fo r  
sound f i n a n c i n g ,  grow th ,  m o d e r n iz a t io n  and 
e x p a n s i o n „

C o n s u l t i n g  and a d v i s o r y  s e r v i c e s : The i n v e s t m e n t  company

may p r o v id e  c o n s u l t i n g  and a d v i s o r y  s e r v i c e s  t o  t h e  s m a l l  

b u s i n e s s  c o n c e r n .  These  are  d e f i n e d  and a l lo w e d  f o r  under  

S e c t i o n  308b o f  The A ct  a s  f o l l o w s :

Each s m a l l  b u s i n e s s  in v e s t m e n t  company may 
make u s e ,  wherever  p r a c t i c a b l e ,  o f  t h e  a d v i s o r y  
s e r v i c e s  o f  t h e  F e d e r a l  R eserve  System and o f  
t h e  Department o f  Commerce which a re  a v a i l a b l e  
f o r  and u s e f u l  t o  i n d u s t r i a l  and com m erc ia l  
b u s i n e s s e s ,  and may p r o v id e  c o n s u l t i n g  and 
a d v i s o r y  s e r v i c e s  on a f e e  b a s i s  and have on 
i t s  s t a f f  p e r s o n s  com petent  t o  p r o v i d e  such  
s e r v i c e s . ®

7
U. S . ,  C o n g r e s s ,  S e n a t e ,  S e l e c t  Committee  on Sm all  

B u s i n e s s ,  0£ .  c i t . ,  p .  7 .
8I b i d . ,  p .  8 .
9

I b i d . ,  p .  9 .
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