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Reinvesting in Dallas' Southem Sector 

Dalla.'; Together Fontm and the Greater Dalla.<. Chamber of Commerce 

On manv measures, Dallas is flourishing. The Cit\- has enpycd sensanonal growth dunng 
the past decade. Companies contcmplaang relocanon put Dallas high on the list of cities 
diev consider. Unemployment is below 4 percent. Average household mcome is 16 percent 
higher than the nanonal average. The cost-of-living index remains highly competiav( 

For Dallas to reach its full potennal, however, it must have a broad economic base, one 
which includes a large percentage of die city's neighborhoods, communines, and citizens. 
Today this is not the case. 

In die summer of 1997, the Greater Dallas Chamber of Commerce and the Dallas Togedier 
Forum miriated an exammanon of Southem Sector remvestment oppormniries. Under their 
leadership, McKinsey & Company, Inc., conducted a pro bono smdy uadi a dual purpose: 

\ Determine whedier diere were strong economic mcennves for rmd-size and large 
pnvate companies to mvest and operate in the Southem Sector (as defined by the 
Dallas Plan and approved by die Dallas City Council to mclude die area soudi of 
1-30 on the east and the Trinity River on the west). 

\ Identify management best practices employed by companies operating 
successfully in the Southem Sector. 

Put another way, die Greater Dallas Chamber and die DaUas Togedier Forum believed it 
was vitally important to develop a fact-based view of die opportunities in rhe Soudiem 
Sector and to understand how compames were making money diere. Armed widi this 
information, companies could make more dioughtfial decisions about mvesting m die Sector 
and - potenually - accelerate the Sector's revitalization and its long-term economic 
prospects. The McKmsey team focused us efforts on these pnonty areas. 

To develop die findmgs and conclusions presented in diis report, we collected and analyzed 
data on die Soudiern Sector's labor, real estate, and consumer markets. In addition, we 
reviewed articles and books, descnpnons of odier cities' improvement programs, past smdies 
of economic development m die Soudiern Sector, and Dallas' current improvement 
programs and plans. 

Supplementing these sources, we conducted interviews, site visits, and roundtable 
discussions widi more dian 100 busmess, civic and community leaders and economic 
development experts. We met with managers o f small and large compames who are already 
doing business in Soudiem DaUas and firms diat have yet to make a substantial investment 
in the Sector. In addition, we talked with members o f community development 
corporations (CDCs), Chambers of Commerce, workforce training organizations, real estate 
brokerage and development firms, city and county government representatives, and other 
community organizations. 



3. Many companies evaluating expansion options should seriously consider 
investing in the Southem Sector of DaUas. 

1 /\mong its many resources, the Southern Sector offers investors a lar^e and 
under-ser^'ed consumer market, and a large, stable labor pool. EquaUv imponant 
strengths mclude cost-effecnve locanons strategically located near uncongested 
transponaaon anenes, downtown DaUas, and insnmuons ranging from Fair Park 
to the Mediodist Medical Center. Sustained economic development and 
proposed projects such as die Trinity River Comdor development would furdier 
augment the region's compennveness. 

^ The Soudiern Sector retail market is currendy under-served relanve to its 
aggregate buving power. This market imbalance creates an oppormmu' for sman 
retaUers and service pro\nders to earn competinve remms by offenng Soudiem 
Sector residents higher quality purchasing altematives at more convenient 
locations. 

1 The Soudiem Sector also ments mclusion on many firms' shon Usts as diey 
consider alternanve sites for facUity- locanons or odier capital investments. The 
relanve attracnveness of Soutiiem Sector cost strucmres and operating 
environments wUl depend on die specifics of each investment decision; but for a 
range of labor-mtensive manufacmrmg, distribunon and busmess semces 
mdusmes, a Soudiem Sector site should prove competinve. 

1 Aldiough die basics of sound management do not change because an operation is 
located soutii of 1-30, taUored management practices can lead to improved 
perfonnance. Such "taUonng" typicaUy requires raising - not lowenng -
expectations and standards. 

J Both smaU firms and large investors face cntical chaUenges relanng to pubUc 
safety, workforce readiness, government services, and negative percepnons. By 
workmg togedier to address tiiese and odier concerns, die pubUc and pnvate 
sectors can create a "virmous cycle" diat wUl accelerate die economic 
development of Southern DaUas. 

In summary, we find diat weU-mn businesses, especiaUv diose widi management pracaces 
matchmg die area's specific resources and needs, can earn attracnve returns bv addressmg 
under-served consumer markets, tapping a large, diverse labor force, and acquinng 
strategicaUy valuable cost-compeoave locanons. Having evaluated die region's strengths and 
weaknesses and havmg conducted mtervnews widi more than 100 civic, nonprofit and 
busmess leaders, we conclude diat diere are good busmess oppormniaes widim die Soudiem 
Sector for a wide range of firms. 



Location and land-based factors 

The Southern Sector offers potennal investors several locanon-dependent advantages. 
Undeveloped land vvntiiin die Soudiern Sector is readUv available. With over one third of its 
land vacant, the Southem Sector contains approximatelv 65 percent of die cin-'s remainmg 
undeveloped space. Relatively inexpensive, tins land seUs on average for sbghtiv over S2.00 
per square foot, less dian one tiiird die pncc in nortinern DaUas. Aldiough littie vacant 
commercial space can be found wntiiin tiie Soudiem Sector, rents arc approximatelv 20 
percent lower dian die remainder of die Metroplex . Claimed die owner of a budding 
component manufacmrer, "As far as mv business is concerned, dirt is din as long as you can 
fmd good employees. 1 pay a fracnon of what 1 would pav in rent elsewhere, and die 
majonn- of our shop workers can walk to work." 

Adding to diese locanon strengths is die exceUent Nordi-Soudi and East-West freeway 
access enjoyed by many pans of the Southem Sector - especiaUy along the 1-20 and 1-45 
comdors. Soudiern DaUas' transportaaon network is much less congested than that of die 
nonhem half of the city. As growth widnn northem suburbs tests the Umits of the region's 
transportaaon mfrastructure over the next decade, this advantage wiU be ampUfied. The 
emergence of 1-35 as a NAFTA superhighwav should furdier augment diese transponaaon 
access advantages. 

The conanued expansion of die D A R T Ught raU system also suppons economic 
development initiatives withm Soudiem DaUas. DART projects a daUy ndership of 15,000 
m die Soudi Oak CUff and West Oak CUff comdors by 2010. The existing network is ' 
already making a difference by creating real estate development oppominities adjacent to 
staaons and by better connecting potential employees wit i i employers. Planned extensions 
to the nerw'ork wUl create new development oppormniries and wil l Ukelv increase die value 
of tiiose locations currendy near a DART station. 

FmaUy, some businesses may be able to take advantage of die Southern Sector's proximity to 
downtown and to odier assets such as the DaUas Zoo, Fau- Park, and die Mediodist and VA 
hospitals. Planned or potennal developments, especiaUy diose mvoKang die Tnniry River 
and die Redbird Airpon, wUl furdier augment die locanon strength of die Soudiern Sector. 
Eady phases of die Trimty Park-way project, for example, wUl facUitate traffic flow benveen 
downtown and West DaUas and wUl improve transponaaon access tiiroughout much of die 
Southem Sector. 

Other resources 

The Soudiem Sector's competitive strengdis do not end widi labor and location factors. 
When evaluating Soudiem DaUas opportumties, potennal investors should also consider 

1. Tax incentives: A variety of tax mcentives are avaUable to companies investing capital 
m and/or creaang jobs widun Soudiem DaUas; bodi die city and county govemments 
paracipate m diese programs. The tax abatement eUgibUity requirements for Soudiem 
DaUas projects are typicaUy lower dian diose for odier parts of the city. For example, a 10-

l.-and and rent costs depend on the specit'ic location and use considered. 
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Exhibit 1 

OVERVIEW OF SOUTHERN S E C T O R R E S O U R C E S 

Human resources 
• Availability of local labor 
• Lower average wage 

rates 
• Long-term employee 

retention 

Location 
• Availability of 

undeveloped land 
• Lower land/rent cost 
• Uncongested freeway 

access 
• Proximity to 

downtown 

-^Other 
' Tax incentives 
' Network of community-

based organizations 
' Community college 

system 
' Public utilities and 
waste removal capacity 

' Topography 

Market demand 
• Large consumer 

base 
• Young, ethnically 

diverse 
demographics 

• Under-served 
segments 
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Exhibit 2 

SOUTHERN SECTOR RETAIL DEMAND 
Percent of total 

ESTIMATE 

100% = S3.1 billion 

Tobacco and 
alcohol Droducts 

Home furnishings 
and equipment 

Gas/oil 

Entertainment 

Other* 

Food at home 

Vehicles 

Restaurants Apparel 

• IncluOes arugs ana medical supones. housekeeping supplies, personal care products, ana reading 

^ ' ^ ' ^ L " ^ " SourceOooK of Zip Code Deftwgraphcs; hJational Decision Systems; U.S. Department of Labor - Consumer 
ExpefxJiture Survey, 1992-93 

Southern Sector consumers are currently under-served 

Despite figures such as diese, die Soudiem Sector has relauvelv few retaU stores. WliUe 
NonJiem DaUas has more dian 5,700 retaU estabUshments, Soudiem DaUas has 
approximately 1,400 (see Exhibit 3). The Soutiiem Sector has approximatelv half as many 
stores per household and approximately 65 percent fewer stores per capita dian die nonhem 
half of die cit̂ ^ Examming store size differennals furdier Ulustrates die degree to which diis 
market is under-served: die Soudiern Sector contams only 21 percent of die cm-'s total retaU 
square footage. Soudiem DaUas enjoys 61 percent fewer square feet of retaU space per 
capita and 13 percent less per doUar of income dian die remainder of die cm-. In terms of 
retaU space per capita, 15 out of 17 Soudiem Sector zip codes are at least 40 percent below 
the city's average (see Exhibit 4). 

Aldiough store quaUty is difficult to measure quantitatively, our mterviews and previous 
surveys of Soudiem DaUas commumty needs consistendy highlight die demand for 
improved retaU services. In a 1995 Community Needs Assessment survey, residents in 
Soudiem DaUas distncts were seven nmes more Ukely dian odier DaUas respondents to 
identify access to quaUty shoppmg as a major neighborhood problem. We also conducted 
mfomial store visits to over 30 estabUshments widiin die Soudiem Sector. By no means a 
scienafic smdy, diis preUminary assessment finds diat most, but not aU, retaU estabUshments 
widiin Soudiem DaUas offer a less attractive physical plant, a more Umited assoranent of 
goods, and a lower level of customer service dian comparable or same cham stores m odier 
sections of the city. 
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Retail reinvestment can make a difference 

Given these differences in store quannn' and qualm-, it is not surpnsing that Southern DaUas 
residents spend a significant poraon of dieir retail budget outside die area, increased retaU 
investment untiiin Southern DaUas would benefit die area's residents bv offennc dicm 
higher quaUty goods and scr\'iccs at more convement locanons and at more competitive 
pnces. We esmnate tiiat approximatelv Sl. l biUion in consumer spending bv Soutiiern 
Sector residents leaves die region annuaUv (see Exhibit 5). By retaimng a larger poraon of 
tins spending v.nxhin tiie community, retaU invesmients create jobs, expand the local tax base, 
and make die region more anracnve to bodi current residents and other potennal investors. ' 
.\ldiough many entry-level retaO posiaons are not U\nng wage jobs, tiiev do pro\nde residents 
v-itii anotiier oppominit)- to enter the workforce and to buiTd job skUls. In fact, 
approximately four out of even- ten workmg Amencans' first job was in ret-oiling. 

Improved retaU ser\aces alone wiU not dnve Soudiem DaUas' economic rexntaUzauon, but it 
consnnites a move m die right direction. Because retaU profit margins are relanvely low, 
retaU businesses - even tiiose owned bv outside entities - typically transfer wealdi into the 
commumnes m which tiiey are located. I f buUt and operated weU, a large retaU 
estabUshment can have a posinve, stabUizmg impact on die sun-ounding neighborhood. In 
addinon, retaU franchismg can pro\nde an important vehicle for local wealdTcreanon. 

Exhibit 5 

SOUTHERN SECTOR RETAIL TRADE DERCfT 
$ Billions 

ESVMATE 

6.7 

3.6 

3.1 

2.0 

1.1 

Sector 
personal 
income 

Nonretail 
spending* 

Retail 
spending' 

Spent in 
Southem 
Sector" 

Spent outside 
Southem 
Sector 

• Ratio based on national weighted average spending patterns of similar income groups 
" Actual retail sales in Southem Sector minus suburban shopper spending at Southwest Center 

Source: CACI Marketing Systems - Sourcebook of Zip Code Demographics; htetional Decision Systems; U.S. Department of Labor - Con. i 
Expenditure Survey, 1992-93; Texas Corrptroller of Public Accounts; Interviews 
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Sman retailers can and do earn attractive returns 

To funher examine the artracDveness of Soutiiern Dallas retaU markets we anah zed 
comparanve store perfonnance data provided bv a set of retaU companies manacnng botii 
Soutiiern DaUas and Nordiern DaUas locanons. We also investigated how retaUers'across 
the countn- are performing in similar cn\nronments. 

In retail locanons across die country-, most chains cxpenence considerable vanabiUtA- in 
perfonnance by store. These differences are due to: i ; macro-locanon charactensncs such as 
die demographics of the surroundmg trade area; 2) micro-locaaon issues including traffic 
flows, ease of access, and proximity of compennon; and 3) store management pracnces. The 
results in Soudiem DaUas show simUar patterns of vanabUity-, wntii some stores perfomnmg 
relanvelv weU and odiers perfomimg relanvely poody. On average, die ret:ul chains we 
exammed earn remrns m die Soutiiern Sector comparable to diose earned elsewhere, widi 
die best sites domg quite weU. The foUouong cases demonstrate diat retaUers, especi'aUv 
diose ottenng basic goods and servaces, can and do succeed undim Soutiiern DaUas. 

1. Gasoline/convenience stores: A nanonal cham of gasoUne/convemencc stores uatii 
more tiian 20 locanons tiiroughout D / m ' finds Soutiiern Dallas central to its local surategy. 
In fact, die company's Soutiiern Sector locanons are approximatelv twice as profitable - on a 
per store basis - as otiiers witiim tiie Metroplex. /Mtiiough onlv 17 percent of tiic company's 
D / F W locanons are wndiin die Soudiern Sector, diese storefronts generate approximatelv 30 
percent of the firm's regional profits. 

2. Full-service grocery: The newer Soudiem Sector locations o f a leading grocery cham 
post higher sales per square foot dian comparable stores from die remamder of die 
Mettoplex (companng stores of sumlar size, age, and range of services). In fact, die sales per 
square toot posted by die Soudiem Sector locations are higher tiian die nanonal average for 
grocer>' stores ot sunUar size. Counterbalancmg diese higher volumes, however, are higher 
secunty costs (mcluding shrmkage) and a mix of sales tiiat results m lower gross margms. 

3. Apparel/department store O f course, not even' Soutiiern Sector retaU locanon 
outperfonns same-cham averages. One department store execunve descnbed die results 
posted bv his company's largest Soudiem Sector asset as, "Not die worst, but cenainly 
disappommig." , \n exammanon of tins companv's numbers reveals diat die Soudiem DaUas 
locanon ot diis retaUer lags behmd botii D/FW' and chain-vnde benchmarks but remams 
weU above die worst quanUe. /Mtiiough gross margms are only sUghtiv below average, lower 
dian average sales per square foot and sales per employee result in operanng margms ' 
approximately 45 percent below die chain-wide mean. 

NationaUy, die momenmm behind mner-city retaUing is strong, and many retaUers are 
aggressively movmg to serve lower income areas simUar to DaUas' soudiem half Widi 
suburban markets sanitated, firms diat looked overseas in die past for growtii are now 
recogni2ing die potennal inherent m demesne inner city and lower income markets. A 
review of recent headlines confirms this trend: 

• "Shuimed no more. New York's Hariem entices big chains seekmg fresh mrf' -
Tbe Wall Street journal 
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Responded a manager with responsibiUn,- for several convenience store locanons, "We have 
substannaUy less difticult\- with graffia, shop lifnng, and loitenng at our new or refurbished 
store fronts. It ma\- be as simple as bener lighnng, I don't know, but we have better sales 
wnxh fewer problems.'' Explained another retailer with significant expcnence scr\nng inner 
city markets, 'AX'e work hard to set an example bv making our stores safe, clean, and 
comfortable tor both our emplovees and our Customers. We w-ant our stores to stand-out as 
something die communm- can be proud o f I think tiiat's whv w-e have abnost no senous 
problems uath crime or vandalism." 

FinaUy, cnme, customer ser\nce, and community relauons concerns are bv no means unique 
to inner city locanons. One execunve told us, "PubUc secunn- is a concern even-where 
these days. We're upgradmg our secunty systems and instaUing new parking lot Ughts across 
aU of our stores. That's not )ust a Soudiem DaUas issue." /Vnotiier store manager explained, 
"You'd be ven- surpnsed by which of our stores have die highest shnnkage." Concerning 
employee hinng and naming requirements, several retaUers commented that tiiese are 
common, mdusni'--wnde chaUenges associated witi i entn'-level positions. 

2. But inner city retailing is not simply business as usual. Manv inner cin retailers 
have successfuUy taUored tiieir management pracnces to meet tiie specific requirements of 
tiie commumnes m which tiiey are located. /Mtiiough approaches van- from locanon to 
locanon and retaUer to retaUer, our research consistentiv notes the foUowing practices. 

ProGt f r o m positive commimi ty relations. "The biggest mistake a business can make is to 
underestimate die importance of community to die people here. This isn't a faceless suburb 
where people come and go. Most of us grew up here and have famUy here. There is a lot of 
history here. That's why it is not as simple as opening up a shmy new store and expecting 
everyone to say tiiank vou." These words, spoken by die leader of a Soutiiem DaUas 
neighborhood associanon, begin to reveal die powerful sense of community that 
charactenzes many Soutiiern DaUas neighborhoods. Aldiough some retaUers may fmd his 
words alanning or even tiireatenmg, our mterviews and research suggest tiiat tiie community 
spmt to which he refers creates important oppormruties. 

More tiian simply xht pnce of entry-zs some claim, invesnng in commumty relaaonships can 
lead to improved store performance. As die marketing director of one retailer told us, 
'AVorkmg witii tiie commumt>' is an integral part of our sttategy. I t aUows us to better 
understand die local market, to buUd customer loyalty, and to attract good employees. It is 
one way we disnnguish ourselves from compentors." Anotiier company descnbes its 
approach by saying, "Many of die commumties m which we locate have been economicaUy 
or sociaUy isolated from die rest of die city. W^idi diat m mmd, we try and make each store 
openmg a community celebration, not a company celebranon. For example, we might 
sponsor a parade tiirough die neighborhood streets. They don't teach diat in marketing 
seminars, but beUeve me, it works." 

FinaUy, a grocer focusmg on inner city markets reveals die ranonale behind his firm's 
community invesonents as foUows: "For us, investing m tiie commumty is simply good 
busmess. We wm big if our store can anchor further commercial development, and we win 
big as die community revitaUzes m odier ways." ProfitabUity - buUt on social responsibUity -
drives die commumty relations strategies o f diese and otiier successful urban retaUers. 
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Some inner cm- retailers have found it valuable to invest ven heaMlv in emplovee trainint;. 
Smart & Fmal, a California based retailer of bulk food semce items, has altered its strategy-
to take advantage of us pnmanJv urban locations. Believing that tiie convemencc of its 
locanons could consnmte a meaningful advantage vs. suburban club stores, Sman & Final 
refurbished its stores, extended its hours of operanons, and more tiian doubled its SKUs. In 
coniuncnon witii these concept renewal efforts, tiie companv created "Smart ik Final 
University ," a pro^^ram to train its front-line emplovees. According to an cquitv analvst who 
covers tiie companv, "Given how nimble tiiey needed to be, tiiev had to raise tiie basic skiUs 
of dieir staff. It has also helped reduce mrnover and, dierefore, costs. They blamed 
tiiemselves for having a relanvely low-skiUcd workforce because tiiev had never demanded 
much from tiiem." Sman & Final, witii sales grouing at neady 17 percent annuaUv, now 
seUs spaces in its trainmg programs to other retailers. 

Ad/ust the market ing mix. Most retaUers are famUiar witii adjusnng die merchandising 
and markenng mix to fit die needs of a specific trade area. The chaUenge, dierefore, is to 
apply diese same skUls to lower-income, urban markets Uke Soutiiern Dallas. The 
appropnate tacncs wiU depend on botii store n-pe and store locanon. WhUe some retaUers 
may address a specific market segment, otiiers wUl deUver a broad assortment of goods to 
customers from many different socioeconomic groups. A Soutiiwest Center deparanent 
store and a West DaUas grocer, for example, mav modi^' tiieir products, pnces, and 
promonons m very- different wavs. One real estate broker highUt^hted tins disnncnon, 
saving, "Most retaUers looking at Soutiiem DaUas wUl face a choice between edge strategies 
and mche strategies." 

AU retaUers, however, should recognize diat household mcomes are not the onlv factor 
disnnguishmg Soutiiem Sector consumers from tiie general marketplace. Remarked die 
markenng manager for a successfiU mner city retaU cham, " I dimk we srniplv mvest more in 
understandmg our customers than does our compention. We tn- not to make assumpnons 
about what tiiey want or don't want. We ask tiiem." As noted above, responding to lower-
income markets by simply offenng lower quaUty goods and semces - even i f pnces are very 
compennve - consnmtes an umnfonned and self-defeanng strategy. In order to capmre die 
fiiU potennal value of Soutiiem DaUas' consumer markets, retaUers wUl need to better 
understand differences in values, mterpersonal relanons, language preferences, and 
consequent patterns of media consumption, as weU as shoppmg and spending behaviors. 

For many store locanons, smaU changes to markenng, merchandismg, and customer semce 
pracnces may result m higher customer loyaltv' and mcreased sales productivlty^ As die 
adage goes, "retaU is detaU." One store manager widi whom we visited explained diat 
aUowmg die store's secunty guard to waUc customers to tiieir cars made a big difference. 
Anodier noted smaU adjusmients to Spamsh language advenisements and in store 
promonons made to match die specific nanonal hentage (in tiiis case Salvadoran) o f die 
store's Hispamc customers. RetaUers must always balance die benefits of diese speciaUzed 
tacncs against die assumed cost advantages o f a more unifomi and standardized approach. 

Commi t the organization. As noted above, successftiUy semng inner city markets wUl 
require many firms to adjust management practices and to overcome long-heJd beUefs about 
lower-mcome consumers. Consequentiy, clearly demonsn-ated, top-down commimient to 
the effort can prove cnncal. "The sttategic decision to tap diese markets has been made at 
die top. Consequentiy, it is much easier for die front-Une staff to do what it takes to be 
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A R A N G E O F O T H E R I N D U S T R I E S A L S O F I T W E L L W I T H S O U T H E R N 
D A L L A S ' C U R R E N T S T R E N G T H S A N D W E A K N E S S E S 

In no wav Umited to die retaUing opporrunitv- descnbed above, die Southern Sector ments 
mclusion on manv firms" shon list as tiiev consider alternanve sites for facUirv- locanons or 
otiier capital investments. In evaluaung alternanve locanons, companies examine 
rransportanon access, tax codes, labor supply, cnme rates, operanng expenses, proximin- to 
customers and suppUers, tiie quaUn- of pubhc semces, opnons for expansion, and a varietv-
of otiier factors. The relanve anxacnveness of Southern Sector cost stmcnires and operating 
environments uiU depend on die specifics of each investment decision; but for a range of 
labor-intensive manufacmnng, dismbunon and busmess semces indusmes, Soutiiem DaUas 
shoiUd on average prove quite competitive. 

Witiiin tiie Men-oplex and northern Texas, tiie Soutiiern Sector faces tough compentors for 
new busmess mvestment, and, consequentiy, not every Southern Sector resource constitutes 
a one compennve advantage. Undeveloped land, for example, is an important Soutiiem 
Sector resource, but one tiiat otiier Mettoplex competitors share. However, our review of 
tiie region's combined resources and sttengths, as weU as its curtent weaknesses, argues that 
many businesses should consider Soutiiem DaUas mvestment oppormruties much more 
senously. The Southern Sector wUl not be the best choice for aU busmesses, but if 
considered on die facts, it wUl wm some invesnnent competitions with other regions on 
sttaight-up economic grounds. 

Ciurent strengths and weaknesses 

Soutiiem DaUas possesses many resources of value to new investors (see Exhibit 1, p. 6). 
Southem Sector locations offer advantaged access to a diverse pool of entry-level and 
semiskUled labor, mcludmg die abUity to draw employees from neighbonng suburbs. 
Accordmg to die manager of a manufacmnng plant m Oak CUff, for example, "I'd say about 
two-tinrds of our employees come from witiim a five mUe radius of tiie plant, and we usuaUy 
hire tiirough mtemal refenrals. But some of our s t a f f , includmg a couple of our quaUty 
conu-ol speciaUsts, come from as far away as ArUngton. For most of us die commute is not 
very long because we're gomg agamst ttaffic." Citing labor mmover advantages, anodier 
manufacmnng manager clauned, "I tiimk we are able to keep good people paraaUv because 
we mamtam a good working environment and pamaUy because die nearby population is very 
stable. Not many of our employees move away to odier cities or even to odier nans of 
DaUas." ^ 

Odier managers have highUghted die area's location-based benefits, as explained by die 
owner of a distribunon and office semces firm. "Many of my customers office downtown, 
so being less dian 10 mmutes away is a real advantage. No one reaUzes it, but we're only 
about 20 minutes from D / F W hi r^on. We can afford to expand at tiiis site and our o^cks 
are on die freeway almost from die moment tiiey leave our lot." The owner of a metal 
fabncanon busmess told us, "We ship products aU over die country, wit i i about 10 percent 
of our sales g j m g overseas. For us it is a real advantage to be in a low cost locanon yet still 
be m a big city- diat aU our customers can recognize by name." The owner of healtii semces 
firm warned, "Don't underestimate tiie importance of bemg able to provide adequate 
parking." 
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CRIME COMPARISON 
Southern Sector vs. Northern Dallas* 

Total Clime 
Per 1,000 persons 

1990 

148.8 
-137.9 

Southein Northem 
Dallas Dallas 

1996 

w 95.9 
82.6 

Southern Northern 
Dallas Dallas 

Violent c r i m e " 
Per 1.000 persons 

1990 

17.2 

Southern Northem 
Dallas Dallas 

1996 

19.S 

10.6 

Southem Northem 
Dallas Dallas 

Incudes Par* Cilies ana encluoes Cenlral Business Qstnct (75201.75202) 
IncluOes muroer rape, roooery. ana aggravated nssautl 

^ ' ^ o Z R ^ Z ° ^ ™ " ' " ^ " ^ " " " ^ "^"^"""^ - °' ^ Code D e ™ ^ n « : Federal Bureau ol Inves.igalion - UniKxn, 

Exhibit 6b 

SOUTHERN SECTOR CRIME COMPARES FAVORABLY WITH PEER* CITIES 
Number of crimes per 1,000 population 1996 

Virginia Beach 

Pittsburgh 

Denver 

Cleveland 

Houston 

Northem Dallas" 

Forth Worth 

Phoenix 

Southern Sector 

Seattle 

Portland 

Minneapolis 

Washington, D C. 

Detroit 

Baltimore 

Miami 

Tampa 

St. Louis 

Atlanta 

J 47.3 

I 53.0 

66.5 

m 75.4 

I 76.4 

I 82.6 

I 82.7 

95 4 

95.9 

• 103.1 

Z D 107.5 
I 112.9 

I 118.9 

I 1199 

I 120.0 

137.5 

• 145.5 

J 151.3 

J 170.7 

• Primary cities within growing metropolitan areas that are similar in size to Dallas' metrapdrtan area (±50%) 
IncluOes Park Cities and excludes Central Business District (75201, 75202) 

Source: F«<«™|B*iroau of Investigation - Uniform Crime Report; Dallas Pol'<» Depanment - Statistical Reports; CACI Marketing Systems -
bourcobook of Zip Code Demographics 

27 



HIGH-POTENnAL INDUSTRIES AND FUNCTIONS 

Labor-intensive light industrial 

• Food processing 
• Textile production 
• Wood products 
• Fumiture 
• Paper products 
• Chemicals 
• Construction matenals 
• Rubber and plastic 

products 
• Leather items 
• Fabricated metal 

products 
• Commercial machinery 
• Light assembly 
• Recycling 
• Printing and publishing 
• Other light industrial 

Distribution 

• Transportation (motor 
treight/tnjcking) 

• Warehousing" 
• Nondurable 

wholGsale/distnbution 
- Paper products 
- Textiles 
-Apparel* 
- Grocenes 
-Chemicals' 
- Plastics 
- other nondurable goods" 

' Durable wholesale/distnbution 
- Construction matenals 
- Fumiture/home furnishings 
- Office equipment" 
- Other durable goods* 

Business and commercial 
services" 

• Pnnting/copying 
• Secretanal and vi/ord processing 

services 
• Data entry 
• Bookkeeping 
• Billing 
• Collection 
• Payroll 
» Temporary personnel services 
' Call center/customer service 
• Other administrative business 

services 
• Building maintenance and cleaning 
' Catering/food service 
' Equipment rental and leasing 
' RecortJs and equipment storage 
' Office supplies 
' Secunty services 
' Convention services 
' Medical supplies 
' Other physical business services 

• Especially good wiin a low dollar valuwcuOc loot or space-mienscve goods 

•• These sen/CSS can Be oerformea as a Dacx-otfice (unctior ol a large firm or as a separate ouoourang business 
Source Slandaid Indualrial Classilicaton Manual, leam analysis 

Comparative economics 

These indusmes and business funcnons siiare an abilin.- to take advantage of tiie Soudiem 
Sector's human resource and locanon snengths \^idiout being excessively penalized by die 
area's current challenges. The Soudiem Sector will not prove to be die best choice for every 
firm m diese industnes, just as these are not die only t>pes of fimis diat can succeed within' 
Soudiern Dallas. For each specific invesonent decision, die Southern Sector's 
compennveness will depend primarily on how die enterpnse's projected economics vary 
from one locanon altemanve to anodier. To illusttate diis point, we use die cost snoicnire of 
a naDonal food processing firm to compare two h>podiencal plant locanons: one in Alliance 
and one in Soudiem Dallas fsee Exhibit 8). 

Under dus set of assumpnons, die Soudiem Sector offers die hy^podierical investor a more 
profitable location choice. Lower rent, labor, and unljt>' rates yield an approximately 5 
percent operating cost advantage' . Our mterviews widi facility locanon decision makers 
and real estate brokers suggest diat atttacting additional corporate invesmient doUars to die 
Soudiem Sector will require demonsn-ating die area's competitiveness along diese cost 
dimensions. Of course many odier factors enter into capital invesmient decisions of diis 
type, including perceived risks to long-term real estate values. These nsks, bodi real and 
perceived, should be reduced if die momenmm behind economic development buUds over 
time. 

Di f f LTcnccs in up-front capiiiiJ costs btrwccn the r«.'o alternatives would j jso be important. 

29 



BREAKDOWN OF SOUTHERN SECTOR ESTABUSHMENTS 

Total establishrr>ents 
100% = 5.225 

High-potential industries present 
100% = 1,228 

Other 

Finance, insurance 
and real estate 

Constructioi 

Retail 

High potential 
industnes 
present 

Labor-intensive 
light industrial / 31 

Distribution 

Business and 
commercial services 

• includes oiner transoortalion and ouac ut.nlies. other inanulaclunng. and agnculture 

Source U.S. Census Bureau - 2 c Code Business Patterns 1994 

1. Customer caU center. Having grown rapidly smce its 1996 launch, diis facility now 
employees over 300 individuals. The location offers space for parking and expansion, 
Enterpnse Zone stams, and access to a large pool of potential emplovees. Aldiough ' 
compansons are made difficult by die different clients and funcnons handled in each center 
die call handlmg stansncs for the Soudiem Dallas location are 'verv comparable, maybe 
better' dian die firm's odier sites. Asked to note die keys to his facility's success, die 
manager explamed, "To get a better product, die bar must be raised. We provide a first-class 
working en\Tronment and demand first-class service. No call center has better equipment 
than we do." 

Hie vast majont)^ of die staff live widim five miles of die center, and to date die operation 
has been able to rely on referrals and word-of-moudi to source applicants. Descnbmg die 
appeal ofhis busmess to potennal employees, die facilit>''s manager told us: " '̂es, diese are 
entt>'devel jobs. But we seU oppormnity. We emphasize diat our busmess is die'busmess of 
our clients [for whom they outsource diis customer service ftinction]. We develop skiUs diat 
diey can go on and apply m odier environments." 

2. Metal fabrication plant. This busmess, located just soudi of downtown, fabncates low-
value metal pans for sale to customers in aU 50 states and 12 foreign countries. A winner of 
numerous quality competition and busmess recognition awards, die firm is ISO-9002 
cemfied and employs a diverse workforce of approximately 65 individuals. Total revenue 
has more dian doubled over die past five years while productivit)' more dian quadrupled. 

The company's owner noted, "The workforce here is ideal for us. We hire on attimde, not 
educanon. Only about 60 percent of our employees have high school diplomas, yet 90 
percent of our managers have been promoted from widiin." Furdier explaining what he 
sees as a human resource advantage, die owner argued, "Blanung die local labor supply for 
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.\lthough management heralded the area's labor avatlabilin.- and land cost advantages, cnme 
remains a concern. Descnbmg the benefits of their locanon, die companv owners remarked, 
"Most ot our producnon people live widun w;dkmg distance . . .we have great highwav 
access . . . and I could buy more land across die street for SI.50 a square foot." But crime 
issues detract from diese strengths. "[Cnme] is exacdv why we're moving the bulk of our 
operanons to [suburb]. 1 can't tell you how manv nmes our buUding and our ttucks have 
been vandalized and broken into. \ ou wouldn't believe what is going on in front of this 
building when we open at 3 a.m." 

W idi respect to cm- semces, die management team expressed mixed \aews. "We haven't 
really had problems wnth die cit>', and we did consider expanding our plant here. But diere 
was just so much red tape, and it was gomg to take nvo to diree mondis to get a hearing on a 
vanance we needed," commented one owner Expandmg upon dns pomt, anodier manager 
noted, "We should have planned ahead better on our end, so we can't reallv blame die cit>'. 
That said, i f diey had been able to rush dimgs dirough it might have made a big difference in 
our decision." 

Our mterMews mcluded diree companies located widiin two miles of dits food processor's 
Soudiern DaUas facilitv'. Indicative of how cnme and die overall business climate can var>' 
from locanon to locanon, none of diese nearby firms cued cnme as a ma)or concern. This 
case also exhibits die importance of suppomng and retaining diose companies currendy 
operating wnthin Soudiern Dallas. 

5. Rubber and plastics manufacturer. This 70,000 square foot mdustnal facilitv- produces 
approximately S20 million wordi of product each year and employs nearly 250 people. 
Labor availabilit)', unlit)' costs, and adequate waste disposal capaciU' initially attracted die 
company to dieir current locanon. PayroU is die company's most sigmficant cost. 
Accordmg to die plant manager, die facilit>''s performance on quality and cost measures is 
"above average on most, but not die best on many" in companson to smiilar operanons m 
die Midwest, California, and Canada. 

Approximately 85 percent of die plant's employees earn houdv wages, and die f imi draws 
die majonty of dus staff from surroundmg neighborhoods. Aldiough pleased v^idi die 
performance ot his current employees, die plant manager has recentiy found it more difficult 
to attract qualified workers. "Up unaJ a year or two ago, we had no ttouble recminng 
employees as we grew and our labor costs were ver>' compennve. Lately, however, I've 
begun to worr}- diat all of die employable people already have )obs." 

In response to diese labor chaUenges, die plant's management has begun to utilize a variety 
of job ttainmg resources. In addition to working widi die BUI J. Priest Instimte and odier 
DaUas Community CoUege Dismct insnmtions, die facUity has been mvolved extensively in 
die state-ftmded Smart Jobs program. In exchange for subsidized ESL, madi, and quaUty 
conttol classes, die plant agrees to pay course graduates a specified houriy wage 
(approximately 58). "We've sent more dian 50 people dirough die program m die last year 
and a half, and I hope to send anodier 50 diis year. We are trymg to implement a total 
quality management iniriative, and this ttaining is invaluable." 

6. Textile goods manufacturer. This company, sttuggUng to grow as fast as its customers 
would hke, designs and manufacmres specialty textile goods for large retaUers. Based in a 
75,000 square foot facUity, it aims to reach $25 miUion m sales by die year 2000. The 
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2. Local hiring: .Vn emphasis on local hinng can \neld manv benefits, including improved 
communin- relaaons. lower labor mrnover, and reduced cnme nsks. Manv Southern DaUas 
businesses chose the locanon for die express purpose of tapping the area's labor supply. 
Some businesses take diis pracnce one step furdier, as descnbed bv die owner of a 
dismbunon and logisncs busmesses: "Even diough we didn't have anv opemngs when we 
first moved to this locanon. we sent a letter to die local residents to introduce ourselves and 
to innte diem to mtervnew for posinons should diev come open in die fumre. Tliat's how 
we met two of die employees you've spoken v̂ nth today." 

3. Managing employees: Consistent wndi die \iews of leading inner cit\- retaUers, manv 
indusmal and services firms emphasize die need to raise, not lower, performance 
expectanons and standards. " I t may sound corny, but I give a speech to each group of new 
hu-es explaining diat to be die best you have to demand the best. I promise to^'deliver die 
best possible workmg envnronment and to provide die best training, and make it clear diat in 
mm I expect dieir best effons," explained die manager of an office services center. To 
create die "best possible working en\aronment," many employers mvest heavily in die 
quaUtv'of die physical plant and in employee nainrng programs. These firms also give nonce 
to detaUs which at first pass may seem insignificant. Examples we have seen include: adding 
name badges to employee umforms, huing a local amst to pamt a mural on die break room ^ 
waU, addressing staff wndi "Mr. and Ms.," and recogmizing relatively bnef tenure 
achievements (e.g., three mondis). 

SuccessfuUy managmg an mner ciry business is not only about creanng a "kmder and 
gender" working environment. In fact, many of our mterviews suggest that die opposite 
may be ttue. vVldiough some compames adopt more flexible hiring pracnces (hiring, for 
example, job appUcants widi cnmmal records), die more successful firms smcdy enforce 
termmanon poUcies. Remarked die manager of a \X est DaUas manufacmnng facUitv', "We 
recognize die need to take a few chances and diey usuaUy work out weU, but we are verv-
carefid to not let anv bad apples drag everybody else down." Remforcmg tins posinon, 'die 
founder of a finn speciaUzing m job ttainmg services for die cit>''s more disadvantaged' 
residents descnbed his company's policy widi die phrase, "Grace first, zero tolerance 
forward." iVnodier manager described his company's expenence by savmg, "We lose a lot of 
people in die first mondi because we can't tolerate tardmess or no-shows and because a few 
hires just lack some basic Ufe skUls - and diat's not verv' different from odier places. But for 
diose who make it, die results are exceUent. Our overaU labor mmover is reaUv verv' low." 

4. Ut i l iz ing job t raining resources: A number of Soudiem DaUas firms benefit from job 
ttainmg programs avaUable dirough die communit>' coUege system and other organizations, 
and many companies claim diese mvesmnents m skUl development result in both higher 
labor productivity and lower labor mmover The range of resources avaUable is broad, and 
many initiatives are subsidized by state and federal fiinds. WhUe one manufacmrer sends 
Une managers to Spanish language classes, anodier places employees in total quality 
management semmars. In odier mstances, consortia of simUar compames sponsor ttaining 
courses taUored to dieir specific needs. ITie BUI Priest Instimte, for example, has designed 
and managed job-ttainmg programs to meet die needs of multiple telecommumcations firms. 

5. Proactively managing pubUc safety risks: The cnme-related expenences of die 
Soudiem DaUas busmesses we interviewed differed dramancaUy. WhUe some companies 
highUghted pubUc safetv' as die Soudiern Sector's biggest chaUenge, odiers saw no tiireat and 
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SOtrmERN SECTOR REGIONAL DIFFERENCES 

Western reqion 
• Population 152.439 
• Per capita income $11,165 
• Indexed cnme" 78.9 
• Race (percent)" 

- Black 26.2 
-White 37.2 
- Hispanic ongin 52.3 

Southwestern reqion 
• Population 61.137 
• Per capita income $15,859 
• Indexed cnme" 94.5 
• Race (percent)" 

- Black 65.8 
-White 26.9 
- Hispanic Origin 9.2 

* Otlenses per l 000 residents 

•" Histanic relera lo olhnicilv since persons ol Hisoane ongin may be ol any race 
Source: Dallas Police Deoartmeni - Sansucai Reoons: CAO Marveong Systems - Sourceoook ol Zc Code 

DemograpnKx 

* * * 

Eastern reqion 
• Population 147,974 
* Per capita income $9,840 
• Indexed cnme' 116.9 
• Race (percent)" 

- Black 67.8 
-White 19.2 
- Hispanic ongin 17.8 

Southeastem reqion 
• Population 96,876 
• Per capita income $11,103 
• Indexed cnme* 91.5 
• Race (percent)" 

-Black 48.1 
- White 38.6 
- Hispanic origin 20.2 

Many busmesses can be found dinvong tiiroughout Soudiem DaUas commumnes. These 
compames profit from advantaged access to a large, stable labor supply. In addition, diese 
finns benefit from cost-effecnve locanons offenng proximin- to downtown and cntical 
ttansportanon nodes. Many odier compames should examme die oppormmnes created by 
die Soudiem Sector's underunUzed resources. Firms widim labor-mtensive indusmal, 
dismbunon and logisncs, and commercial services industty segments are especiaUy Ukely to 
tmd attracnve locanon alternanves widim Soudiern DaUas. /Vldiough busmesses widim' die 
Soudiem Sector face important chaUenges, adjusnng certam management pracnces can 
mingate diese difficulnes and enable compames more fiiUv to take advantage of die region's 
compentive sttengdis. 
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Manv positive efforts are under wav to enable more Southern DaUas residents to meet the 
needs ot today's employers and to link diose residents vvnth |ob oppormmues, vet 
approximatelv 35 percent of the area's populanon is neither emploved nor acavelv seeking 
employment. Effecnve ]ob traimng requires real employment oppormmnes, and businesses 
wUl need to be acnve pamcipants in workforce development programs to ensure die 
necessarv- relevance, ngor and responsiveness. FinaUy, intervnevvees from nonprofit 
orgamzanons, training orgamzanons, and Soudiern DaUas businesses have repeatedlv noted 
that no single model or "quick fix" can meet die region's workforce development needs. 

City and county services 

More dian half die companies interviewed cited concerns about the quaUn- of citv- and 
countv- services. Many of diese same intemewees admitted that cm- and countv-
governments "are easy targets and somenmes scapegoats," and stiU odiers claimed diat dieU-
firms receive "prenv- fau- value gnven our low tax burden." We have not attempted to 
independendv assess die quaUn- of government services or to identifH- dispannes between 
segments of die cm-. We beUeve, however, diese are important issues and deserve mention 
in an analysis of die Soudiern Sector's abUiu- to attract addiuonal pnvate mvesttnent. 

Explamed one Soudiern DaUas busmess owner, "VCTiedier or not die ttash gets cleaned up 
across die stteet from our buUdmg may not have die biggest impact on mv bottom Une, but 
I'm teUmg you it is one of dimgs diat I care most about. We finaUy got nred of complaining 
and now we just take care of it ourselves. I get angry just taUdng about it ." In die words o f 
anodier corporate decision-maker, "The quaUtv- of our expenences widi local govemment 
officials is a key detenninant in our facUirv' location decisions, and I'm not just talking about 
tax mcennves. My job requires me to be somewhat nsk averse, and i f I see evidence 
suggesting diat die local govemment might not hold up its end of die bargam, most of die 
time we'U move on to die next alternanve." 

We were surpnsed by die passion and regulantv- widi which intemewees expressed dieir 
opimons concermng die quaUn- of government servaces rangmg from code enforcement to 
infrastt^cmre mamtenance to tax admimsttanon. As widi pubUc safetv concerns, addressmg 
percepnons (e.g., markenng die citv''s comminnent to Soudiern Sector development) will 
prove cntical. There appears to be Utde doubt diat die effective provision of diese services 
IS crincal to long-temi compennveness of die countv% city, and Soudiern Sector. 

Commurucat ion between segments of the community 

Our mterviews highUghted an unfominate lack o f communication, ttust, and cooperation 
among various segments of die DaUas commumty. Accordmg to one leader of a successfiil 
community-based orgamzanon, "DaUas is m many ways die most segregated city you wil l 
ever see. Many people u i l l see your smdy as just anodier instance of nordiem DaUas people 
oying to figure out what's wrong widi foU<s m Soudiem DaUas. Don't forget diat you and 
your neighbors may verv' w.U be part of die problem." 

Aldiough die causes of die current economic dispanties are complex and debatable, mistrust 
and nuscommmiication clearly adversely impact invesnnent flows mto die city's more 
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Integrauon of Southem DaUas firms into the regional 
economv 

The long-term economic rcvntaUzanon of the Soudiern Sector wUl ulnmatclv depend on die 
retennon and growdi of die thousands of small businesses currendy operanng within die 
region. As tiiroughout the overaU economv, smaU businesses will dnve the ma)ontv- of job 
and vv-ealdi creanon. For diese smaller busmesses to reach dieir fiUl potennal, diev must 
paracipate more fuUy m the economic acuvnn- of the ennre region. Mcchamsms to more 
efticiendy connect potennal customers and suppUers across die araficial I-30/Tnnin- River 
boundarv vviU benefit die Dallas economv as a whole whUe acceleraang die economic 
development of the citv-'s southern half 

I f die Soudiern Sector is to reach its hiU economic potennal, factors mhibinng its longer-
tenn compennveness must be addressed, .'\ldiough die pnvate sector must acnvelv support 
diese minanves, pubUc sector leadership is required. In conjunction widi outside pnvate 
invesnnent and local entrepreneurship, pubUc sector effons to address cnme, workforce 
readiness, infrasttucmre, and site acquisinon issues would accelerate die Soudiern Sector's 
economic revitalizanon. 
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considenng mvesmnents in die D / F W rcgnon. The Soudiern Sector ments more consistent 
inclusion in die consideranon set of location choices simpiv because it vviU offer manv 
investors die most anracnvc, for-profit business opportumtv. 

Economic polanzanon threatens die conanued prospentv of DaUas. I f current trends are 
not reversed, over 40 percent of die cin-'s populanon vvUl conmbute increasinglv little to die 
tax base whUe placing higher demands on die pubUc budget; one half of die Dallas 
commumn- will carrv- the burden of die odier Formnatelv, die pnvate sector can help avoid 
dus scenano bv simplv doing what it does best: idenntHmg market oppormmnes, creanng 
jobs, and makmg profits. 
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Contest to foster new 
businesses in southern Dallas 

Consulting firm, coalition team up to 
encourage entrepreneurship 

09/11/98 

By Stephen Power / The Dallas Morning News 

A consulting firm and a Dallas business group 
said Tliursday that they are starting a contest to 
encourage new businesses in southem Dallas. 

The Venture 98 Southem Dallas Competition 
will award $50,000 in prizes to individuals or 
teams submitting original, viable plans to 
create or expand small businesses with annual 
revenue of less than $2 million. 

A series of selection panels - including 
corporate executives, academics and economic 
development officials - will choose the 
winners. Most of the $50,000 in prizes will be 
in cash, although some may take the form of 
in-kind services, said Bill Bamett, director of 
McKinsey & Co. 

"My hope is this will be a spark that lights a 
fire," said Mr. Bamett. whose company is 
leading the competition with the Dallas 
Together Forum, a business coalition that seeks 
to improve race relations. 

Mr. Bamett declined to say how much money 
local businesses have committed to the contest, 
which he described as a pilot program. 

Applicants do not have to live in southem 
Dallas, Mr. Bamett said, but their proposed 
businesses must be located there. Judges will 
not look specifically at credit histories, he 
added, and applicants do not need to have other 
financing lined up, but their plans must be 

http://www.dallasnews.com/business%2Dnf7biz57.htm 9/11/98 
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economically attractive. 

Entrepreneurs must submit two-page 
summaries of their ideas by Friday, Nov. 6. 
Seniifinalists will be picked by Wednesday, 
Nov. 11. and go on to compete in subsequent 
rotinds until the winners are announced in 
January. 

Prospective applicants may attend one of three 
overview training sessions. Tlie first will be 
Saturday, Sept. 26, from 9 to 11 a.m. at the Bill 
J. Priest Institute for Economic Development, 
1402 Corinth St., Dallas. Call (214) 665-1550 
or e-mail 

venture98@,mckinsey.com for more 
information. 

• Back to Ton 
• Send a letter to the F.ditor about this .slorv 
• Back to Business indexes 
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Wednesday, September 23, 1998 

EDITORMLS 

Southern Dallas 
Contest will place focus on area development 

j - P — ^ j ^ y * " * — y r i d m j , September I I , 19** 

S
outhern Dallas' economic potential 
has been dl3Ctu«ed widely at City 
Hall and within the biuinew com­
munity. Myriad itrateglea are in the 
workj to convince more companiea 

to invest in the aoutbem half of the city. 
But one groap of prospective investors still 

could use an added 
boost to get them 
Involved — small-
businesses. Fledgling 
companies with lim­
ited budgets may not 
see the benefits of 
Dallas' efforts to 
bring more balanced 
economic growth. 

An interesting com­
petition sponsored this fall by a consulting 
company and a Dallas business organization 
could change that situation. The Venture 98 
Southem Dallas Busineu Plan Competition 
asks entrepreneurs to submit viable plans to 
create or to expand small businesses in the 
southem sector.' 

The competition, sponsored by McKinsey & 

YOU HAVE THE POWER 
If your compait2LW«nta to parti<^ 

pate in the Venture 98rampitition^, 
call the (ollowinf numbu' for more 
information: (214) Proipec* 
tive participants also ^an e-mail:/ 
ventiire980mcldn8e7.conL ^ 

award prizes totaling $50,000 to the businesses 
that come up with the best financial develop­
ment plans. 

Similar competitions have generated 
strong public interest in other dties. There 
are reasons to believe Venture 98 will achieve 
the same goal in Dallas. 

, Tha f i n a n c i a l 
reward serves as an 
attention-getting 
device. Bat the more 
Important element of 
this project is tbe vast 
assistance provided to 
businesses that par­
ticipate in tbe 
bidding. 

Three training ses­
sions for people who want to submit plans 
will be held at the Bill J. Priest Institute for 
Economic Development, beginning at 9 a.m. 
Saturday. The deadline for entering is Nov. 6. 

Limited to companies with revenue of less 
than $2 million annually, Venture 98 seeks 
tbe people who can have a real impact on 
southern DaUas — those who want to create 

Co. and the Dalla» Together Forum, will new Jobs and new hope. 

Contest to foster new businesses in southem Dallas 
B y S i r p h r n P o w e r 

A coamlUog Arm and • D4JU* bujlncM 
iroup uid Tburadaf ilut Ui»r •unJnf 
• Gonial 10 cncour*|t n«» hinlnmin In 

—Tht Venture 9t Soulbem Dalit* Conpc-
Mlion will awtrd SSO.OOO lo priic* to Indl-
• idiuU or l u a u •abnurUnf orifinal. TI*-
Itt plan* lo cmie or eipand •mtll 
Dutineuc* «rlih tnnual revenue of k** 

Consulting firm, coalition team up to encourage entrepreneurshin 
Ituo n mlUloa. 

A K r i M of Miection panels — Including 
corpor i i * txeculiTca. acadaa ic i and aoo-
nomlc dcTc lopscn l ottieUU — will cbooaa 
tbe v i n n e n Moat of Iba tSO.OOO l a prlxc* 
• I I I be in ca ih , altboufh tome a u j lake the 
(orra of in klnd acn icca . said BUI Bamett. 
directorof McRlnaeyk Co. 

'M7 bop* It ihit will be a tpark tbal 

l l f b u a fire.' u l d Mr. Bamett. whoaa c o n -
panjr la leading ibe conpelltlon wlib Iba 
Dallaa Together Poram, a builnca* ooall-
tloa that teckj to InproTe race relatlooj. 

Mr. B a m e n declined to tajr how n u c h 
moocjr local butlnetact have comialned lo 
Ihe cofllett. which he dctchbed t* t pilot 
program. 

Appllcanu do not have 10 Ufa In 

aoulbcni Dallat. Mr. B a m e n tald. but their 
propoaad butlncaaaa lautl be located Ihcr* 
Judge* will not look tpeclflcallf at crcdi l 
blttorlc*. he added, and appllcanu do not 
need 10 have other financing lined up. but 
Ibelr pltnt muji be economically 
aitracllTe. 

Entrepreneur* mutt tubmlt two-page 
turemarle* of Iheir Idea* b j Friday. No> 6 

S e n i n o a l l s U will be picked by Wedocsdar. 
Nov. I I . and goon 10compete In aubaequent 
round* unii l the winner* ar* announced in 
January 

ProapacllT* appUcaoU may attend one 
of three OTerrlew trc-nlng aeaaion* The 
f i r r wlU be Saturday. Sept 24. from 9 lo II 
a m . at tbe Bill J Priest Institute for Eco­
nomic DcTelopmeot. l*W Conn ib Si Dal 
la* Call (2M) ««S.iSSO or emai l *enture9ll«. 
mcklnsey com for more Information. 



Southern Dallas Business Plan Competition 
Hotline: (214) 665-1550 E-mail: Venture98@McKinsey.com 
Fax: (214) 665-1660 Website: http://www.ssidallas.org/venture98 

Immediate Release: For information, call: 
lanuary 15, 1999 Karen Haynes 

(214) 4(̂ 7-0773 
Lyria Ht)wland 
(214) 979-0079 

WINNERS RECEIVE OVER $50,000 IN SOUTHERN 
DALLAS BUSINESS PLAN COMPETITION 

Four winners of the Venture 98 Southern Dallas Business Plan Competition were 

announced at a luncheon held on Fridav, January ] 5 at the Hall ot" State in Fair park. 

TransportCenter, led by Garry Castro, received the top award and $20,000. 

TransportCenter will be a series ot freight terminals and express distribution centers 

located south of the Trinity River. These freight terminals and distribution centers are 

supported by shared auxiliarv services comprised of a non-profit logistics career training 

center, maintenance and repair center, fuel depot, and information technology. Other 

TransportCenter team members are Ed Franco, Arcilia Carrasco-Acosta, Tern Adkisson, & 

Pedro .Aguirre. 

The Silver award went to Memorial.com. Memorial.com will be an on-line 

company using the internet as a global platform tor promoting, marketing, and selling 

electronic memorials, funeral arrangements, related services and merchandise. 

Memorial.com team members are jeff Smith, Stuart Smith, and Lisa Gott. They will 

receive SI5,000. 

ICrome/CTIS and Urban Constructions will be sharing the Bronze award and 

receive a cash prize of $6,000 each. ICrome/CTIS was submitted bv Clarence C. 

Mail: Venture 98, c/o McKinsey & Company, inc., 2200 Ross Avenue, Suite 5200, Dallas, Texas 75201 



.Alexander & Yvonne Mav. Their business will pro\ ide web design and hosting services 

to small businesses in southern Dallas. 

Urban Constructions is a fashion cooperati\-e that is run bv teenage designers 

under the supervision of a professional designer. The focus of the cooperative is to design 

and manufacture urban wear for consumers between 12 and 25 vears old. Urban 

Constructions team members are Marion Adele Marshall, Aja Boyd, Nathan Boateng, 

Carlton Burton, Michael Cleveland, and Patrick Washington. 

The remaining six finalists received $1,000 each. All winners are expected to use 

the prize money to help launch their businesses. In addition to the cash prizes, American 

Airlines donated two airline tickets to each of the ten finalist teams. 

"This contest and these new businesses are a crucial part of the economic 

revitalization of southern Dallas" says J. McDonald Williams, co-chair of the Southern 

Dallas Development Committee, Dallas Together Forum. 

Venture 98 was a collaborative community effort to help support entrepreneurship 

within the Southern sector and draw attention to the opportunitv for potential growth in 

the area. The Dallas Together Forum and McKinsey & Company, Inc. spearheaded the 

project. Venture 98 was sponsored by 20 area corporations. 

Following the competition's kickoff in September, more than 450 individuals 

received information regarding the contest. Contestants were eligible to receive training 

from various resources in the community including business plan seminars, networking 

sessions and coaching from prominent area business people. 

More than 130 entrepreneurs submitted business plans for the contest. The list was 

narrowed to 68 semifinalists m Round 1 and then to ten finalists in Round 2. 

Eighteen organizations endorsed Venture 98, including local chambers of 

commerce, academic and economic development organizations. 

Disclaimer: The decision of the Venture 98 judging Panel is final. Neither the Venture 98 
Organizers or Sponsors approve or endorse for investment purposes any of the Venture 98 xvinners 
or finalists. ### 

Mail: Venture 98, c/o McKinsey & Company, Inc., 2200 Ross Avenue, Suite 5200, Dallas, Texas 75201 
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GLOBE STAFf-' PH01US / FRANK O'BRIEN 

Unlveratty of Rhode Island student Carmelo Rodriguez worits In the shop at iob Link Inc. in Providence. 

Wealth, not welfare 
By l.yniiloy lirowiiiiig 

(il.UKK.S-J'AFI'^ 

D«nnl< R, lacobbo lletti and All T. Cabral 
founded Job Unk 15 year* ago. The flnt 14 
yean were spent in survival nH>de. WHh an 
Inveitment from BankBoston, the two can 
now take more ol a long-range approach. 

HliY HAD Hlil.l 'i;!) 
.scores ot'(li)wn-an(l-
oul New Eiighimlei-s 
fiiid work, building ;i 
jub placemeiil cuiii-
|)any whose 
cornei'.stone is a t'o:i-
vicLioii that 
enlre|)ren(!Ui'alii|> can 

succeed where welfai'e has failed. Tl»;ri Ali 
T. Cabral and Dennis R. lacolibo ran inio a 
wall. 

The men needed ca.sli to keep theii' 
Providence firm p'owing. Bill hanks did mil 
want Ui lend tn a scrappy inner-city outfit 
seizing a low-incoim^ market. "Hiiw many 
banks did we go toV" asks Cabral. "How 
many banks are tlKM'e'.'" 

Hope l.'iy in a li'asli can, wliere a tossed 
filer described an investnieril bank IVu- en­
trepreneurs t4i whom "the street" means 
not Wall Street, but the grittiei' streeLs iif 
the inner city. 

A year later, the bank, which Is part of 
BankBo.ston Corp., owns u stake in the 
men s company. Job Link Inc. The invest­
ment is a te.st ca.se ol'wlial many say is a 
long overdue reappraisal of the economic 
viability of inner-city America. 

For decades bankers 
looked at inner city 

and saw only poverty 
and hopelessness. 

Today, BankBoston 
sees opportunity 

In financial cir-cles, BankBoston's 
newest urban banking effort, known as 
BankBoston Development Co., is .seen as a 
pioneenng experiment in what has been 
called Amei'ica's last emei'ging market. By 
looking at blighted areas through the lens 
of potential wealth and profiUs, rather than 
welfai'e and philanthropy, the venture 
liopes to disprove the notion that minority-
owned ami low-income businesses exist in 
an economic no-man's land. 

I.ow-income housing loans and inner-
city liranches of mainstream lianks have 
liecome more common in recent years. But 
direct investment in small businesses in 
poor areas is still rare. 

Doulitei's say tlie inner city cannot lie as 
good a business liel as other areas. .Some 
liankers term sucli investment "strategic 

philanthropy." And community advocat<;s 
(lisagi'ee over the power of inai'keUs t<i tri­
umph over decades iif discriniinatiiin. 

But t4i some policy sjiecialists and activ­
ists, BankBoston's urban venture capital 
initiatives suggest a potential .sea change in 
financial Amei'ica's relationship tfi the trou-
bleil inner city. 

As financial institutions merge and 
pledge billions of dollars to meet low-in­
come banking needs as i'ei|uireil by law, 
community activi.sls are pressuring the be­
hemoths to go beyond cheap loans and to 
invest in urban businesses the way they 
would in technology start-ups. 

The pressure refiectii a major shift in 
approach to the inner city. What began in 
the 196(ls as the civil nghts movement and 
moved on to antipoverty campaigns and 
gi'ass-roots community activism may be 
evolving fi'om a social model into an eco'-
nomic jiaradigm rooted in market 
principles. 

With '1(1 branches in poorer Boston 
neighliorhoods, BankBoston already ha.s 
one of the most aggressive inner-city bank­
ing programs in the nation. Now, New 
England's second-largest financial institu­
tion is one of a thimbleful of banks 
nationwidt! to buy stjikes in low-income, mi-
iiorilv-Dwiied, and disadvantaged 

.(̂ Q lOMERGINC; B1.I,S]NE.SS, Page C4 



BankBoston unit sees wealth in urban areas 
Us strategy is based 

on economic principles, 
not on pliilanthropy 

• I';MI';H(;IN(;IIUSINKSS /{) 
{!(iTitiMlHMl IVniM l';)t;(; (_'.\ 

liiisiiicssfs. l-'()i'itit.'(l i;ist yfjjii-, HutikHd^tim I t<.'\'rhj])rTH'[il 
{•11. ]il;iti,s l(» pi'oviiii: miirn lli;iM $100 tiitllioti in riindiiij; In 
smii liii.^itir.ssds ovftr tin: iio.xL linii' yi'Mf.s. 

Kvcn Smilli Sliuri- L(;ml(, lliu C'liic;if;ii inslitiiliini tli;it 
piitrici'i'i'il linnkiii^' in puDj- iii'l);iti ;ttv;is. IIPJ^MII imc^tiii^,' 
i!ifi,'i'l!y niily e;ii'Iit;i' this y(.';ii'. 

"HimkHn.sluti is iIlCl '̂;lsin^^ly set̂ ii :is l\w iinnli.'l, l);if 
iiotic," s.'iid iiidfcssnr Mic'li;if;l !•! IVrtcr nl' HjiiTind 
MllsiiiL'.sy Sfliiiol. wild stinlic's intii.'r-uily ccoiititTiifs. 
"TlKMr slrji1<;(^\' is criiisiiit,' h;inks acfoss tin; ciumlrv I't 
Lhiiik iiliitnl liou' t,lii:y sei'V'c MIIUT cilies." 

(.)th(.'r hiiiiks are tVillm '̂iiij^ in BaiikUdstnn's fodL-
lii'iTit-'i. 

('itic(ir[i. Ilii! Inj; bank that is m(.'ft,'iiif; wil.h insurance 
f{iant Ti'avclcrs to form Ihv nalioii's kirj^csl tniaticial .siii'-
vices llrrn, rucL-iitly carno U1 (̂l|l̂ l̂l Liankltdstim t''»r [)i)iiit-
ers nil iiiner-ciLy liaiikinjj. So did Oliasi; Manliat.taii, 
which alnjaiiy has ati inn(;i--cil.y liraiich syslt.'iii, aiul 
Dime Savings Hank nf New Wu k. And a f.;i'i)ii]) uC liij.; 
NL'W York hanks lias ruriiir;!! Ilii; N(.'W 't'oi'k (IninriniiiiLy 
Invt'stment. t^o., pooling $7 iiiillnin tn t'und (;(|nity invii.sl-
monts in low-incmnL' Imsinessos. 

Staiiiling on a side slrcrt in Knxlinry. I-tankHoslon 
Dev(!liipiii(;nt (Jo. prcsidcnif. (irady H. Hoilf^fispi'di dc-
scfilied what, may hrcoim* a national model foi' urban 
hiisinc-̂ s rcvitalizalinn. HHDCJ's ^oal, he said, was less to 
redress societal wrttnj^s and moi'e lo d'eiiti; wmllh 
among Inr'̂ inrsses and areas locked onl of the iitaiii-
streaiii. "VVc joke that we Jnst want In he Uie bank in Uie 
'hood," flcd ,̂'(!!^peth said, Uoston's l-'inancial Hist rid 
tnw(.'rinj^ in the dksl̂ mcG. "We Lhink iL's very crilicid In 
be nnapoloRelic abonl. creatinj^ wealth in neijrhboihoofls 
like this. Nrt coiiirniinily wilhonL wealth has power." 

The hank in the 'hood is a I'ar cry from llu; nonprofit 
outnty, .social sei-vice orj^anizations, and RovernmiMit 
apciicies traditionally associated with iirhan renewal. 
These days, profits are the name of the ^niine. 

"What we do is not. charity or philanthropy - it's a 
business. Wo make money on Ibis," said (lail Snowrluii, 
who heads l^ankHostoI^s coinrmiriity banking practice, 
which inchules tbe inner-city branch network ami urban 
investment unit. With $1.(1 billion iti deposits, the branch 
network, founded in VM.) and known as h'u'st (.'ommuni­
ty Hank, has bi.'en profitable for tin.' [last six years. 

Tapping into spending power 

N iiitruuKi) IN (.;oMMiiNiTV (.;HOurs AND AT 
a few universities, Ihe notion that Ihe (!cononiic 
basket easi; of many imier cities may actually be 

a tlnanciai breadbasket Is Just now fiRci'ing out to banlfs 
A recent study estimated that IIS inner-city consumers 
have $.Sr) liillion in I'elail buyiriK power - 7 percent nf the 
nation'K Intal. That's niori; than the total buying power of 
Mexico. The study, by Boston (.'onsiiking Clrou|) and The 
Initiative for a (Competitive Inner (Jity, a Hoston-tiasiid 
community development organization, also found that in-
ni.-r-eity retail ai'eas often have higher sales per sijuare 
foot than tlieii" suburban countci'part.s. 

The concentrated buying' power offse-I-s cost.s relaleil 
to crime anil eiiiployee turnover, researcliers found. Hut 
a dearth of competitive sho])s and a lairk (»f business fi­
nancing mean inner-city demand often goes unmet, - in 
Hoston, by ;iO percent. The ll^tre ri.'flect.s the percent­
age of disposable income that inner-city consumers take 
to more upscale neigliborhdoils becaiisi; they lack retail­
ing choices in theii' o\wi areas. 

Stilt, inner-city wealth is an oxymoron In many bank­
ers. 

Desjiite an incrousc in low-income loans and mort­
gages under the (Jnnwnunity Keinvestmi.-nt Act - a l!t77 
federal law re(|uiring banks tn inee-t tlie credit needs of 

disadvaiilagi'd ateiis - many 
banks still vieu' low-iiicome bank 
ing as a nuisance and iiiiiei-cily 
\i'ntiii e c,i[)ilal as a j)t]ie dream. 
A IV'W hin'e set up their own cniii-
innnily financing units - lail 
in;iny simply hand (,'I!A iinniey 
atnl iiu'estmenl decisinn>, nver (o 
cominunily ni gani/al imis. 

••There is still an atltliide 
among many banks that all you 
I eally have In do is buy Iickels ID 
cniiimunily gimip rveiils, laid' 
oul an ad in the n(!\\'spa|)er, and 
say yniiVe done,"' said A. William 
iluli.'r, econoinii: direelor of Hiisi-
in.'ss for Social Hesponsibility, a 
San Krancisco grou[) lhal helps 
lu iiis do biisiiie.ss in the iniM;r 
cily. 

So far, OankHosloii Devi'lop-
meiit ('o. has made H) I'ljuily 
inveslineiits worth %1 million and 
c'linmilted anollu.>r $rt million in 
debt financing. It has also spent 
$r),S million on traditional low-in­
come liou.siiig. If things go well, 
Hedgespeth said, tin; bank eoiilil 
spend up to $1 billion on venture 
capiial, alToi ilablf; housing, and 
loans to iniH.'r-cily and low-in­
come businesses by iiOOli. 

That ItHDC: lumps togellier 
cheap mortgages with il.s novel 
vt'iiture capital business has 
sparked I'ritici.sm that R;inkHos-
ton's initiatives art; not so 
dramatic The bank has moved 
into viMitiire capital al. a time 
when the slrong economy has 
liflefl many Imat.s, suggesting to 
snini.' tliat its commiLmenl. is one 
of timing, not nf investment prin­
ciples. 

And despite touting tin; bot­
tom-line value of urban banking, 
liankHnsInn largely cooriiinates 
its I'equireii community remv(;sL-
menl out of il.s public relations section "Therti's no 
question t-bey sec- tliis as sirati.'gic phihmthropy, and iml 
as business as ii.sual," said a policy specialist wlm asked 
nut to be named. 

Unking capital with need 

G UOMNI) ZKKO |''nlt HANKItOSTON'.S KM'Kkl. 
meiit. is a converted stabk; in lln; h;ird-scral)ble 
In.'arL of south I'rovidence. 

The building is honn! to .lob I ,inl(, which has plact.'tl 
lOd.OIIO workers, !I0 peirent of 1 hem rninonlies, in Jolis 
since t laliral ami lacobbo t"oiiiid);d tin; firm in 
Around half the posilions have turned into lull-time iobs. 
l''or 15 yi.-nrs, tbe mt;n have s(jrainli!i;d every we(!k tn 
make sure clients, who range rrnm a national Iiardware 
chain to local data entry llrms, pay on lime so that they 
in turn can pay tin; (10(1 or sn woi-lu-rs th(;y jilact;. The 
hainl-tn-mouth exercise had kept its owners, who IK;-
cann; friends in high school, from growing the business. 

"We never hail a big chunk of cash to build," lacobbo 
said. 

A friend who found the discarded Hanklloston llier 
told the hank about ,!ob Link In June Cabral and la­
cobbo s()ld about tdie-lhird nf their company to HHItC 
for .fr)00,(10(). In addition to the money, they get strategic 
advice' on marketing and planning de'.signed In take .Inb 
Link - which had prnfits last year nf .$1,̂ )11,1)00 on rev­
enues of $10 millifin - to new ievi;Is. The goal o\' HlffK '. 
which now has a bo;ird .s(;;U at tbe company, is Lo sell il.s 
stake for a profit down the roail. 

.loh Link recently landed a contrail. Ut provide up tn 
.̂ Olt woi ker.s to ii local catalog compjuiy - a de'al lacitblio 

fiioiiF: STAn reoins/riroHcr F<7\ U 
BankBoston's Grady HedKCSpeth discusses the plans of jRmes UFond-Lewls (left) and 
Richard Letarle for a restaurant In Roxbury. 

sairj he and Cabral would not. have had the timc' nr skills 
In analyze witlnuit Ihe liank'.s ailvice. 

Ntiw, aftt'i' ye-ars of scrahbliiig, .lob Link aims tn dou­
ble the number of workers it |)Iaces each yi'ar. 

"The HankHoslon deal has l.ioosted our ability to go 
out and get clienl-s and compete with the big guys, like 
Man|)ower," Cabral .said, ri;ferriiig to the national Joli 
placement company. "Hefore, we'd always had one hand 
t ied behind our backs." 

(.iahral sUmd in a ple;isaiit, wan:house-style room, 
where disabled workers seated iindei- an old-fashionefl 
c(;iljiig fan assembled shiny gi-ominels hu' one of .lob 
I .ink's cli{!nls, a hardware stori;. A bright blui; tarpaulin, 
sl.retcln.'d ;icross oin; ceiling corm-r, caught water drip­
ping from a leak. An adj(»ining rnnm liumined wiih 
activity as wnrkers packag(;il glue sticks. "This is a (rain­
ing area and testing ground, where we can try people 
nut and prejiare them before sending them on to other 
things," lacitbho said. 

Next door is a training room full of new computeTs. 
The company regularly offers Kriglish-Ianguage tutori­
als. When .lob Link opens its dooi's at 0 a.m. i;ach 
workday, tht; main room (|uickly fills with applicints. 
"Somi; walk two miles to ge't hei'i;, bi;caiise thi;y know 
Iliey can get on our vans and we'll take them to tbe sub­
urbs, where the jobs arc;," (."ahral said. 

"We thinh tt's very critical to be unapologetic about creali ig wealth In neistihorhoods Mhe this," says BanlrBoston Develop-

To many, 'jury is still out' 
"AliVAltD miSlNKSS SCIHKH.'S I'OKTLIi 
gromnis his thesis of inin;r-city ecoinnnie viabil-

. ity ill the powei' of information to open up 
markets. |{i;s(.'arch on low-incomi; spending patterns, for 
e-xampie, will rijsulL in [iromising retailei's r(;(.'eiving fi­
nancing and moi'c companies opening urban branches, 
l-'inancial institulinns tliat npen Ihe ledgers nreiitrepic-
neiirs such as (.̂ abral will tunl diamoinis in the rough. To 
ignore tiiis market, I'orter said, is to ignore; a i-lianging 
Anien'ca's grnwlh markc;l. of the future. 

Hut dal;i ami studi(;s are not ennugli to cniivini'e 
most hankers that inn(;r-cil.y busirnisses are a good bet. 
"What motivates tilings is not an academic explaining it, 
l>ul. a hank making money on it," said .lean I'ogge, senior 
vice president at Soiitii Siiore Hank "The jury is still 
out." 

Still, if Hoston's jiast role in juinpstai'tirig low-inconu; 
lending across lln; country is any sign. HankHoston's ur­
ban venture couhl seta standard. A l!l!M study by the 
l''ed»;riil K(;si.'i'\'e Hank o!' Hoston showing inassivi; dis 
ci'iminatioii, or "red-lining," by iianks in mortgage-
lending to minorities is widely credited witli lougliening 
the (Joinmunity Keinveslme'iil Act. 

Nearly ll percent of Ihe $l-iri billion in loans maile hy 
US banks to small iiusiiii'sses in llt!)fi went to firms sei'̂ '-
ing low-income areas, an amouni proiiorlionab; In that 
group's share of Ihe MS population, acconling lo tiie 
American Hankers Association. Hut cominunity organi-
zaliniis cnmplain lln; I'lgure is disloT-ted hy elastic 
definitions of poorer areas ;unl inner-city businessme'ii. 

HankHostoii IS unapologetic about targeting not just 
minority-owned businesses but any company sen'ing 
disailvantageii groufis. 'i\vo men wiio dtin't live in Hox-
bury recently received $r,7(),0l)0 from ItankHostou's 
community banking group hn doing busiiii;ss in thai 
neighiioriiooil. I letlg(;spetii said tiie liank ii;ni .selected 
tiie men, .lami;s l,;iLond-Li;wis and iiiciiaril Li;larle, in;-
cause Iliey would hmld one ol'llie h'W restaurants in Ihe 
vicinity. IfUDC has also paid J'JfiD.OOO for a stake in 
Meyiii's (..'apital Man.'igement, ;m asset m;inag(;meMt 
llrni that caters to gay ami lesbian investors. 

To ('abral and bicobbo, wlmsi; llrsi j(jbs were admin­
istering anlipoVf;rty programs in tlie lale IDiills, ahsliact 
debate 'tver what kinds of disaiK aiilagefl llrms iiieril in-
veslmi'iit is not important. "Hack Iheii, we saw a lot 
[jcoph' coming liirougii liie dnni's.in^ l̂ Inoktiig for jolis, 
rinl W(;ll'are," (laiii al said ""I'ou know, ihnsr welfan.' pfo-



INITIATIVE FOR A COMPETITIVE INNER C I T Y 

W O R K I N G PAPERS SERIES 

UNIT TOTAL 

PRICE QUANTITY PRICE 

Publications 

1. Porter, Michael E., 'The Next Agenda for America's Cities: Competing in a Global Economy," 
The First Annual James W. Rouse hecuiie, June 24, 1997. $1 

2. Porter, Michael E., "Ne'w Strategics for Inner-City Economic Development," Economic 
Development Quarter^, Volume 11, Number 1, Sage Periochcals Press, February 1997. $1 

i . Porter, Nlichael E., "The Competitive Advantage of the Inner City," Harvard Business 
Review, May-Jimc 1995. $1 

Inner-City Benchmark Studies 

4. Strategies Jor Business Growth in Chicago's Neighborhoods, ICIC & The Boston Consulting 
Group, March 1998* $6 

5. Business Opportunities in Inner-City Oakland, ICIC & I'he Boston Consulting Group, April 
1998 $6 

6. Business Strategies for Kansas City's Urban Core, Executive Summary, ICIC/ Kansas City 
Advisors, UMKC Bloch School of Business and Public Administration, April 1998 $6 

7. Opportunities and Constraints Facing the Inner City of Miami, Harvard Business School Study 
Team for ICIC, May 1997 $6 

8. Strategies for Boston's Inner-City Business Growth, ICIC & The Boston Consulting Group, 
December 1996* $6 

Inner-City Cluster Studies 

9. Boston's Inner City: The Cleaning Services Cluster, Harvard Business School Study Team for 
ICIC, May 1997 $6 

10. Opportunity for Growth and Economic Development at Franklin Park Zoo, ICIC & The Boston 
Consulting Group, January 1997* $6 

Inner-City Retail Studies 

11. The Business Case for Pursuing Retail Opportunities in the Inner City, ICIC & The Boston Consulting 
Group, June 1998 $6 

12. The Inner-City Shopper A Strategic Perspective, ICIC & PnceWaterhouseCoopers, January 1999* $6 

Can be do-wnioaded free of charge from the publications page at -www.icic.org. 



Other Topics 

13. National Business School Network Conference, Business School Inner-City Leadership 
Conference Documents (Program, Appendix of Presentation Handouts), April 1998 $20 

14. Ownership and Employment of Inner-City Based Businesses: Who is Employed and Why? 
Ami Horgan, Harvard Business School Student for ICIC, March 1997 $6 

Total Enclosed 
(includes postage) 

Name: First_ 
Last 
Tide 
Organi2ation 
Street Address 

City 
Phone 
E-Mail 

State Zip_ 

Mail payment and orderform to: 

The Initiative for a Competitive Inner City 
Publications Coordinator 

727 Atlantic Avenue, Suite 600 
Boston, MA 02111 

Or fax order form to (617) 292-2380 

Make checks payable to the Initiative for a Competitive Inner City 

Direct inquiries to (617) 292-2363, Publications Coordinator 

Can be downloaded free of charge from the publications page at www.icic.org. 
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Saumweber , G e o r g e W. 

Full Name: 
Job Title: 
Company: 

Business Address: 

Business: 

Categories: 

Dr. Timothy T. Chiids 
President 

TLC Precision Wafer Technology 

1411 West River Road North 
Minneapolis, MN 55411 

(612)341-2795 

Success Story, 0508, 8(a), 504/CDC, SBIR 

2 5 8 3 
JXine 1 2 , 1998 George Sauroweber 

(612) 370-2322 

LOCAL SMALL BUSINESS OWNER 
HELPS OTHERS FIND SUCCESS 

MINNEAPOLIS - Dr. Timothy T. childs, owner of Minneapolis-based TLC 
Precision Wafer Technology, was recently honored by the U.S. Small Business 
Administration (SBA) for his efforts to hire and train the unemployed and 
underemployed. 

The SBA named Chiids the Minnesota Welfare TO Work Small Business 
owner for 1998. This award i s presented annually in each state to a small 
business owner who has made concerted efforts to help move people from 
public assistance into the work force. 

Chiids company, located on West River Road in North Minneapolis, 
develops and manufactures high-frequency circ u i t s for the 
telecoinrounications industry. 

TLC i s also one of only a handful of firms worldwide that have 
perfected the technology to commercially produce gallium arsenide wafers 
These wafers are sold to the military and high-tech manufacturers to 
produce sophisticated radar, s a t e l l i t e communications and electro-octical 
guidance systems. ^ 

From 1988 to 1991, Chiids was one of the leading research scientists 
in Honeywell Corporation's molecular beam epitaxy research group. 

The opportunity for Chiids to start his own company came in i s s i when 
Honeywell refocused research efforts away from in-house computer chip 
tf^ll^^"^ ^^^ '̂̂ ^ started TLC as a direct spin-off of the Honeywell 

Chiids has a doctorate in physics from Stanford University, He 
received his bachelor's degree in physics from Florida A & M University 
graduating with honors. 
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—more— 

2583 / Page Two 

o 
While at Florida A & M, he played varsity football and was the captain 

f the defense. He selected Stanford for his doctoral studies because i t is 
located near the San Francisco 49ers football team. He was considering a 
career in professional football but eventually chose physics over football. 

Even though Chiids has a doctorate in physics, he readily proclaims 
that the most important lessons he has learned were from his mother. She 
taught by example the importance of education, work ethic, high moral 
character and concern for the less fortunate. Chiids took these l i f e 
lessons to heart. 

He established his business in the inner city with the goal of 
employing local residents. Two years ago when a city project forced him 
from his original location, he resisted enticing offers to move his 
business to the suburbs. 

For Chiids, his present location puts him exactly where he wants to 
he. I t i s located near enough to Honeywell to maintain a close working 
relationship, and i t i s a short distance to the University of Minnesota 
where he has access to the latest technology and frequently collaborates 
with various professors on research projects. 

He also employs and trains University of Minnesota students as interns 
and often sends regular employees back to school for further training. 

Most importantly, his inner city location brings the jobs he has 
created near to the people most in need of such opportunities. Locating on 
a bus line to allow employees ready transportation to their jobs was also a 
top priority. 

Long before the welfare to work in i t i a t i v e took on national 
prominence, Chiids was already involved in helping to provide employment 
and training opportunities to the unemployed. 

Since the inception of his business, he has participated in job 
training programs sponsored by Hennepin County, the Metropolitan Economic 
Development Association, the Minneapolis Community Development Agency and 
the Urban League. 

As a result of chiids commitment to follow his mother's example of 
concern for others, numerous individuals have developed job s k i l l s and the 
means to support their families. 

—more— 

2 58 3 / Page Three 
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Chiids says, "The most important element to me i s seeing the sel f -
esteem and sense of achievement on the faces of my employees." 

Ed DauTO/ Director of the SBA Minneapolis District office said, "Tim 
Chiids has combined his technical and management expertise with his concern 
for the less fortunate to build a successful enterprise. He serves as a 
model for other small business owners to emulate." 

In addition to his accomplishments helping people move from welfare to 
work, Chiids and his wife, Lorraine, have opened their home as foster 
parents for at-risk youth. 

The SBA Welfare to Work Award honors Dr. Chiids for demonstrating that 
people formerly on public assistance can and do successfully make the 
transition from welfare to work-

He was nominated for this honor by Minnesota Project innovation. 

Daum i n v i t e s small business owners who are interested i n f i n d i n g 
q u a l i t y employees through SBA's welfare t o work i n i t i a t i v e t o c a l l his 
o f f i c e a t 6 1 2 - 3 7 0 - 2 3 2 4 . 

Dr. Timothy T. Chiids, President 
TLC Precision Wafer Technology 
1411 West River Road North 
Minneapolis, MN 55411 (612) 341-2795 

-0-

America's 22 million small businesses employ more than 50 percent of 
the private work force, generate more than half of the nation's gross 
domestic product and are the principal source of new jobs in the U.S. 
economy. 
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' Lox:al small business 
owner helps others fiiid 
success 

Df. Timothy T, Chiids, oWher of 
Minneapolis-based TLC Precieion 
Wafer Tbdjnoloey, WÂ  recentiy hon­
ored by the UlS. Small Bufliness 

^Administration CSSA) forhis afEotts 
to We x̂nd trnlnthe unemployed 
and underemployed. 

The SBA named Childe tlw Min­
nesota Welfare lb Work Small Busi­
ness Owner for 1998. This award is 
presented annually in each.atate to 
a small businieas owner who haa 
made concerted efforts to help move 
people from public assistance into 
the work fiTrce. 

Childe' company, located on \V«8t 
River Road in North Minneapolis, 
develops and manufiSctures high-
frequency circuits for the telecom-
municatioTU industry. 
TLC is also one of onJy a handfiil of 

firms worldwide that have perfected 
tlie technology to commercially pro­
duce gallium arsenide wafers. These 
wafei-s are sold to the military and 
high tech manufacturers to produce 
sophisticated radar, satellite com­
munications and electro-optical 
guidance systems. 
From 1988 to 1991, Chiids was one 

of the leading rasaan:h edentists in 
HoneywaU Corporatipn's molecular 
beam cpitaiLy research group. 
The opportumty for Chiids to gtait 

his own company came in 1991 
when Honeywell rafoctiaed reaeareh' 
efforts away from in-bouae comput-
er chip development, Chiids then 
started TLC as a direct apin.off of 
the Honeyw^l effort. ' 

Chiids hag a doctorate ii i physics 
from Stanford Unjvereity, He 
received his bachelor's degree in 
physics firom Florida A&M Universi­
ty, graduating with honors 

Even though Chiids hag a doctor-
ete in physics, he readily proclaims 
that the most important lessons he 

Dr. Timothy Chiids, President of 
TLC Precision Wafer Techhology 

has leaxned were &om his mother. 
She taught by example the ittpor* 
taace of education, wort ethic, high 
moral chariactar and concern for the 
less fortunate. ChjJds took theco life 
lessons to heart. 

He established hie business in the 
inner with the goal of employing 
local residents. Tivo years ago when 
a ci<y project forced him from his 
original location, ha resisted entic-
mg ofiers to move hia business to the' 
suburbs. 

His inner city location brings the 
jobs he has created near to the peo­
ple most in need of such opportuni­
ties, Locating on a bua line to allciw 
employees ready transportation to 
thsir jobs was also a top priority. 

, Long before the welfeie to work ini-
tiativB took on national .pif6ihl|ience, 
Child* was idnaily involved in help­
ing to proviidei employment and 
training op'portunitiea to the ' ' f \ 
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unemployed. 
Since the inception of his business, 

he has participated in job training 
programs sponsored by Henngpin 
County, the Metropolitan Bconoraic 

. Development Association, the Mm^ 
ncapolis Community Development 
Agency and the Urban League, 

As a result of Chiids commitment 

to follow lus ini)thi;i-'s example of 
concern for others, num -̂rovi? ludi-
viduals hflve flevclopeil job skills 
and the means lo support Hi^u fam-
iliee, Chiids snys, "Tlie m î.-it impor­
tant element to me is .sr-tinj: the .self-
esteem and sense of achievwirient on 
the faces of my emplnyQes." 

In addition to hia accoinpli,shmcncs 
helping people moi-'o fnj™ welfare to 
work, Chiids ai\d his wife, Lorraine, 
have' i:)pened tliciz lioiiio c\s foster I 
parents for at-iisit ycHith, 
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Sarah Rosen Wartell 
05/10/99 06:04:25 PM 

Record Type: Record 

To: Melissa G. Green/OPD/EOP@EOP, Jonathan A. Kaplan/OPD/EOP@EOP, Lisa Green/OPD/EOP@EOP, 
Richard L. Siewert/WHO/EOP@EOP 

cc: See the distribution list at the bottom of this message 
Subject: Guidance on SBIC Political Investments 

Melissa and Jake -- Please provide to whomever needs. You might attach the Wash Times article that I 
faxed to you. 

nmsbicpol.guid.do 

Message Copied To: 

michael.barr@do.treas.gov 
Kris.swedin@sba.gov 
Millicent.Hodge@sba.gov 
Don.christensen@sba.gov 
Jane.Merkin@sba.gov 



don.christensen@sba.gov 
05/12/99 08:10:08 AM 

Record Type: Record 

To: Sarah Rosen Wartell/OPD/EOP 

cc: Lisa Green/OPD/EOP, Sonyia Matthews/OPD/EOP 
Subject: FW: Guidance on SBIC Political Investments 

This apparently never made it through the internet, so I am resending it for 
info. 

Don A. Christensen X6513 

Original Message 
From: Christensen, Don A. (Investment) 
Sent: Tuesday, May 11, 1999 8:19 AM 
To: 'Sarah_Rosen_Wartell@opd.eop.gov' 
Cc: Levine, Nina D.; Miller, Saunders 
Subject: RE: Guidance on SBIC Political Investments 
Importance: High 

The last sentence is in error. Over 40% of the NUMBER of institutional 
venture capital investments are made by SBICs. (Not value!) 

Don A. Christensen X6513 

Original Message 
From: Sarah_Rosen_Wartell@opd.eop.gov 
[mailto:Sarah_Rosen_Wartell@opd.eop.gov] 
Sent: Monday, May 10, 1999 6:04 PM 
To: Melissa_G._Green@opd.eop.gov; Jonathan_A._Kaplan@opd.eop.gov; 
Lisa_Green@opd.eop.gov; Richard_L._Siewert@who.eop.gov 
Cc: michael.barr@do.treas.gov; Kris.swedin@sba.gov; 
Millicent.Hodge@sba.gov; Don.christensen@sba.gov; Jane.Merkin@sba.gov 
Subject: Guidance on SBIC Political Investments 

Melissa and Jake - Please provide to whomever needs. You might attach the 
Wash Times article that I faxed to you. 

(See attached file: nmsbicpol.guid.doc) 



Sarah Rosen Wartell 
05/13/99 08:03:04 AM 

Record Type: Record 

To: don.christensen@sba.gov 

cc: Lisa Green/OPD/EOP@EOP, Sonyia Matthews/OPD/EOP@EOP 
Subject: Re: FW: Guidance on SBIC Political Investments ^ 

for future reference we'll correct. 



A proposed rule was published on April 14, 1999. The proposed rule would prohibit federal, 
state, and local contribulions, inckiding soft-money donations, by all SBICs. Comments on the 
proposed rule must be submitted by May 14"'. No comments have been received to date. 

SBA examinations have identified four political contributions by four different SBICs - three of 
them to the DNC in 1996 for $5,000 each and one to a Republican State Fund for $5,000 in 
1998. [THIS INFORMATION IS NOT IN THE PUBLIC DOMAIN.] 

The Washington Times reported on May 10, 1999 "SBA hopes tighter rules will curb political 
contributions: Skeptics doubt measure will prevent "handful" of cases." In the article, a 
Common Cause spokesperson and an FEC official were quoted as saying that the language used 
in the SBA's regulation will not curb soft money. If true (lawyers yet to determine), that is 
SBA's intent and will be addressed in the final rule. 

The article also noted that, even with the new SBA rules, individual investors, owners, managers, 
and employees of SBICs will continue to be able to make political contributions. That is true. 
They can make contributions just like all other Americans - it is a constitutionally-protected First 
Amendment right. In addition, the article noted that the trade association for SBICs has fonned a 
Political Action Committee - also their right under our campaign finance laws. The PAC, 
however, only takes contributions from individuals, not from the SBICs themselves. 

SBICs are investment companies licensed by the SBA. Once the funds are licensed, private 
investors make investments in the tund. For every $10 million (for example) of private 
investment, the SBIC can also issue debt of up to $20 million. The government will guarantee 
the debt so that the bond holders would be repaid if the SBIC is unable to repay its debt. (Note: 
the government guarantee is only invoked if the $10 million in private capital, for example, has 
been exhausted.) The $30 million in fund capital is then invested in small businesses to help 
them grow and create jobs. The return on investment in the small businesses is used to repay the 
debt and provide a return to the fund investors. 

Over the years, SBICs have invested in hundreds of small firms that are now household names 
including: AOL, Dell Computer, Outback Steak House, Federal Express, and others. Over 40% 
of the venture capital investment in small business in the United States is invested through 
SBICs. 
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Social Compact Sees NeighbopI ood Vali e 

«njfftiMs&ts!&imiivi^fc 

BYDARRYLiaCXS 

roi/iingion-Somc of the naUon's 
"stereotypically" poorest neighborhoods 
in reality contain hundreds of millions of 
dollars in untapped equity tliat can be 
used to finance new home purchases and 
" lome improvement projects, according to 

'y released data. 
Two years ago, Social Compact, a 

irofit organization, here, started 
;ting data through its "egjpiging^ 
[B^orhood markets i n i t i ^ v g ^ ^ 

n neighboriioods. 
Tlie organization, whose 

me/iibersliip includes mostly senior level 
executives from privaU; sector businesses, 
exjimincd tlirce minority neighborhoods 

Chicago and found that each 
ili)mmunity off.^nnl exciting business 

pportunitics for investors. 
The information collected i)y Uie 

non-profit wa-s (•oridensed into a study 
Uiat was made available to Uie ni<;dia last 
week. 

laughton, pn^sidcnt and CEO 
^ I Mortgage, San Francisco, said be 

hesitiint about invesUiigJj. 
coTTTp«4W-a_j;es<)urces inJa»i-rr teome 
neighborhwidTlike tli<; o " ^ in Chicago. 

"But Uiere is money to be made m 
minority neighborhoods," Uie PM! 
execuUve, a Social Compact hoard 
member, told reporters. 

A decent percentage of Uie minontyJ 
residents in Ciii<-ago could qualify for a» 
conventional, Fannie Mae/Freddie Mac 
mortgage - products like the Flex 97 
loan, Mr. Haughton added. 

PMI this year was awarded a Social 
Compact award for a mortgage deal it is 
involved in wiUi tbe Chickasaw NaUon in 
Oklahoma. Freddie Mac and Firsl 
Americans Mortgage of Kansas are also 
participants. 

"There are emerging markets nght 
in our own yard Uiat deserve altenUon," 

I said William Goodyear, a former 
^executive at Bank of America who 
IfcurrenUy is h<^ading up Uie emerging 

markets initiative. Some of Uie borrowers 
living in Uie profiled neighborhoods -
LitUe Village, SouUi Shore and Forest 
Glen - have high levels of disposable 
income and live in homes Uiat have 
dramatically increased in value over Uie 
past five years. 

"The debt-to-income raUos of these 
borrowers hovered in Uie mid-20s, which 
is as good as any convenUonal borrower," 
said Lynn Reilly Whiteside, execuUve 
director of Social Compact 

All told, there is more Uian $500 
million in equity built up in the Chicago 
neighborhoods profiled by Social 
Compact, Uie study says. 

Mr. Goodyear said Uie data gaUicred 
by Federal, state and local governments 
on inner city comiminiUes often paints an 
inac<;urate pi(;ture of Uie residents. 

"Tiiese negative portraits ulUmalely 
impact not only bow public and private 
sector decision-makers view inner city 
areas hut also how the resiilents 
themselves vi(-w and define their 
cominuniUes," Uie study adds. 

"Tiirough the emerging markets 
initiatives we are challenging many of Uie 
negaUve stereotypes and poverty-based 
daUi Uiat have defined and discouraged 
inv(;stmenl in inner-city markets," Uie 
study notes. 

Roger Haughton 



/ Sarah Rosen Wartell 
05/10/99 04:39:03 PM 

Record Type: Record 

To: See the distribution list at the bottom of this message 

cc: 
Subject: SBIC Issue - URGENT ATTENTION 

Melissa and Jon - Please figure out who else needs to know/. Thanks. 

Today's Washington Times reported: "SBA hopes tighter rules will curb political contributions. Sceptics 
Doubt Measure witli Prevent "handful" of Cases." The story involves the discovery by SBIC examiners in 
1997 who found that 4 SBICs (whose debt is backed by gov't guarantees) had made 4 sepearate political 
contributions (3 to the DNC each for $5k in 1996 and one for $5k to Victory 98 in 1998 (endorsed by the 
Alabama Republican Party). (This detail is not in the public domain.) SBA regs provide that they can not 
engage in activities that "do not contribute to the growth, expansion, and modernization of a small 
business." SBA was thought its current regs prohibited the practice but was not clear. They decided it 
was advisable to issue a regulation to clarify the view that it was impermissible to use SBIC assets for 
political contributions, although contributions by individual investors, of course, are protected by first 
amendment. That regulation was published on April 14, 1999 as a proposed rule. No comments have 
been received yet. The comment period closes later this week - May 14th. 

I am nervous about this because SBICs are the model for the President's New Markets Initiative 
investment fund. The APICs and NMVC are modelled after them. It is possible that a question might get 
raised by a Washington Times reporter tomorrow, if they are hunting for a problem. 

In this case we can say clearly that SBA found the problem and has taken steps to remedy it. 

Note however that In the story (faxed to melissa and jake) Common Cause is quoted as saying the rule 
won't ban soft money because of how it is drafted. (Easily fixed in drafting.) The story also focuses on 
how individuals in SBICs can continue to make contributions and how the SBICs have their own PAC ~ 
the National Association of Small Business investment Companies PAC. 

Message Sent To: 

Jonathan A. Kaplan/OPD/EOP@EOP 
Gene B. Sperling/OPD/EOP@EOP 
Melissa G. Green/OPD/EOP@EOP 
Lisa Green/OPD/EOP@EOP 
Richard L. Siewert/WHO/EOP@EOP 



Statement of Needs and Purposes 

BusinessLINC 

Section 126. Section 8 of the Small Business Act is amended by adding section 8(m) to 

read as follows: 

"(m) BUSINESSLINC GRANTS. 

(I) IN GENERAL -The Administration is authorized to make grants to or sign 

contracts or cooperative agreements with, any coalition of private and 

public eeclor representatives thatfirms and organizations that seeks to (1) 

expand business-to-business relationships between large and small 

businesses and (2) provide businesses, directly or indirectly, with an on-

•U«e-information and a database of companies with an interest in mentor-

protege protjiams or conununity-bascd; local or statewideand business 

development programs that support such relationships, including mentor-

protege piograms. 

(2) The Administration is authorized to make grants on the condition that the 

coalition provides a matching amount, either in-kind or in-cash, equal to 

the grant amount. 

(3) In the best interests of the program, the Administration may waive the 

requirements for matching funds to be provided by the coalition 



BusinessLINC 

Section 126. This section would establish a BusinessLINC giants program in SBA 

which provides for a BusinessLINC discretionary grants awards program. The purpose 

of the program is to fund leadership coalitions made up of both private and public sector 

representatives to (1) expand business-to-business relationships between large and small 

businesses and (2) provide businesses with on line information and databases of both 

companies interested in mentor or protege programs and community-based, local or 

statewide btisiness development programs that support such relationshipsprogram in 

SBA. 

The purpose of the program is to fund leadership coalitions made up of private firms 

and organizations to (1) expand business-to-business relationships between large and 

small businesses and (2) |-)rovide businesses with information and databases of companies 

and business development programs that support such relationships, with a focus on 

businesses in economically distressed communities. 

The program will: 

(1) Provide a resource that helps small businesses find ̂ iw-interested large businesses that 

could provide the technical assistance needed for small business growth-»«d 

expansion, innovation, increased productivity and management improvement; 

(2) Encourage large businesses to considcidevelop linkages with smaller firms to their 

mutual economic benefit; 

(3) Encourage low-income communities to identify their business assets, including 

existing and potential help low income communities identify potentialbusiness assets. 



including local businesses that could benefit from technical assistance with large 

businesses; 

(4) Support new initiatives or collaboralives in low-income conuiuinities and historically 

underutilized business areas that support small business technical assistanccthese 

business-to-business relationships; iH44 

(5) Develop innovative approaches, case studies and other supportive materials to 

encourage these large business-to-small business linkages. 

(6) Promote such other activities as the Administrator shall direct to further the purposes 

of this section. 

SBA would require as a condition of the grant that an applicant provide a matching 

amount equal to the grant amount. Matching amounts may be in-kind or in-cash. The 

match requirement may he waived. 

SBA would make non-competitive grants, including contracts and cooperative 

agreements to any prospective BusinessLINC coalition within a State. 



GUIDANCE ON SMALL BUSINESS INVESTMENT COMPANIES (SBICs) 
AND POLITICAL CONTRIBUTIONS 

May 10, 1999 

Question: 

1 note that the basis for the President's New Markets Initiative is the Small Business Investment 
Company (SBIC) program at the SBA. It was recently uncovered that government-backed 
SBICs were making political contributions. Given all his campaign finance troubles, is it 
appropriate for the President to use such a tainted program as the model for his new initiative? 
Will the new America's Private Investment Companies (APICs) and New Market Venture 
Capital Firms (NMVCs), modelled after SBICs, also be able to make political contributions? 

Answer: 

• SBA first uncovered the problem of a handful of SBICs making political contributions and 
has taken appropriate steps to remedy the situation. While this was an inappropriate activity 
for a government-licensed investment company, no public funds were used to make the 
contributions. 

• While SBA believes that the practice was probably impemiissible under the Small Business 
Investment Act, they determined that it was advisable to clarify the Agency's position in 
regulation. They proceeded to publish a proposed rule in the Federal Register on April 14, 
1999. The conuiient period will close at the end of this week (May 14"'). Then SBA will put 
in place a final rule clarifying that such contributions are impemiissible. 

• A similar rule would be incorporated into the regulations for the new programs proposed by 
the President - APICs aiul New Market Venture Capital Firms. 

Background: 

During a routine examination early in 1997, an SBA examiner found that, in 1996, an SBIC had 
written a $5,000 check to the DNC "Non-Federal Account" - indicating a "soft money" 
contribution. The examiner issued a finding, concluding that the contribution was not an activity 
contemplated by the Small Business Investment Act. 

Under the Act, SBA does not permit activities by an SBIC that do not contribute to the "growth, 
expansion, and modernization of a small business." SBA determined that an SBlC's political 
contributions have, at best, only a remote and speculative connection to the growth, expansion, 
and modernization of small businesses. They viewed the contributions as impermissible, but the 
General Counsel, and the Agency's Oversight Committee, chaired by the Deputy Secretary, 
determined that they should publish a regulation to clarify the issue. 


