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          1  FINANCE-ECONOMIC DEVELOPMENT-SMALL BUSINESS

          2                 CHAIRPERSON BERMAN: Good afternoon,

          3  ladies and gentlemen. My name is Herbert Berman, I

          4  chair the Finance Committee of the City Council.

          5  Today's hearing will be jointly chaired by Jay

          6  O'Donovan, chair of our Economic Development

          7  Committee, and Angel Rodriguez, who is chair of the

          8  Subcommittee on Small Business, Retail and Emerging

          9  Technologies.

         10                 We are also joined by Councilman

         11  Fiala of Queens -- Staten Island. Well, you know,

         12  nothing personal for you, Steve, it is just time for

         13  you to move on.

         14                 In any event, we each have a small

         15  statement to read and exercising the Chair's right

         16  of seniority, I will go first, and then we will get

         17  to Mr. Carey.

         18                 Welcome to this joint hearing on the

         19  City's Emerging Industries Fund. The Council

         20  established this fund in 1998 with a $25 million

         21  appropriation to the City's Economic Development

         22  Corporation.

         23                 The agreement reached was that the

         24  fund would be used to assist new developing

         25  technology companies that may have difficulty
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          2  obtaining financing through traditional means to get

          3  start-up money.

          4                 The industries that this fund was

          5  designed to reach out to are; New Media, Advanced

          6  Software, Fotonics, or the use of fotons for medical

          7  purposes, biotechnology, environmental businesses,

          8  and aerospace.

          9                 However, two years later it is still

         10  unclear as to those of us who appropriated this

         11  money as to how the fund was operating.

         12                 My staff has been approached by

         13  businesses that have attempted to attain funding and

         14  the perception being that they felt there were too

         15  many obstacles to obtain the money that they sought

         16  to get, and that there was nothing different from

         17  traditional banking or investing companies.

         18                 Now of course we realize that just

         19  because several companies may have approached us

         20  that have been unsuccessful in obtaining funding

         21  does not mean that there are problems with the fund

         22  or its administration, but the fund was intended to

         23  help those that private leaders or investors would

         24  not help.

         25                 Also, as you will hear from my
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          2  co-chairs, staff has difficulty obtaining

          3  information about the fund's operation, including

          4  whether or not it has begun to lend out any money.

          5                 So, it is incumbent on those of us

          6  responsible for having created a fund to oversee its

          7  operation.

          8                 Several jurisdictions have had

          9  successes in attracting and growing new technology

         10  firms through similar funds. It is especially

         11  important, as we enter a period in our economy in

         12  which financial backing for start-up technology

         13  companies may be harder to come by, that we make

         14  certain that this fund and its administrators are

         15  doing all they can seek out and assist worthy

         16  enterprises.

         17                 It is our hope that the additional

         18  diversity which these companies bring to our

         19  economic base will help our City as much of these

         20  funds have -- as much as the funds we have

         21  appropriated will help these businesses.

         22                 Just as a less formal aside, this

         23  money was appropriated with sense on the part of the

         24  Council that we were opening the door for the

         25  creation of new industries, and that we are meeting
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          2  our obligation to the future by making available

          3  this type of monies to help attract new industries

          4  into the City, new industries which are vitally

          5  necessary.

          6                 So, you know, my sense is, I have

          7  great faith in Mr. Carey, we just want to make

          8  certain that the money is appropriately directed.

          9                 Having said that now, I would turn

         10  the mike over to my co-chair Jay O'Donovan.

         11                 CO-CHAIRPERSON O'DONOVAN: Thank you,

         12  Chairman Berman.

         13                 Chairman Berman had said it all in

         14  his opening statement. My concern is, as Chairman of

         15  the Economic Development Committee, we have had a

         16  number of small emerging companies, if you want to

         17  use the word emerging, and it's my experience to my

         18  knowledge and legal counsel will bear this out, Todd

         19  Turner, is that in inquiring for funds for helping

         20  them, since their entrepreneurship, and since they

         21  are emerging so-to-speak, they were denied the

         22  funding.

         23                 And the question I have and which we

         24  will ask, obviously, is what will determine who gets

         25  the money. And the word "emerging" I think is very
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          2  critical here, and what does that mean? Does that

          3  mean that it is a new company that needs funding,

          4  yet doesn't have the backing of banks and

          5  traditional people to back them up because they are

          6  "emerging" entrepreneurship. So, what is this fund

          7  for? For who? Is it for companies that are solid,

          8  rock solid, and you know, have the money that are

          9  established and they need more money or something

         10  like that? So, that is my concern and it's a big

         11  concern, and I want to hear the answers to that.

         12                 Thank you.

         13                 CHAIRPERSON BERMAN: I am pleased to

         14  now turn the mike over to one of the newer members

         15  of the Council who is and will be one of the

         16  emerging leaders of the next Council, Angel

         17  Rodriguez.

         18                 CO-CHAIRPERSON RODRIGUEZ: Thank you,

         19  Mr. Chair.

         20                 Let me first thank Chairman Berman

         21  and O'Donovan for being here and supporting what I

         22  think is an important hearing today.

         23                 You know, we realize as we move

         24  forward that emerging industries in New York City

         25  are going to be a major part of the economy in New

             Legal-Ease Court Reporting Services, Inc. (800) 756-3410

                                                            8

          1  FINANCE-ECONOMIC DEVELOPMENT-SMALL BUSINESS

          2  York City. I think we would all agree with that and

          3  we have had several hearings to that effect. And the

          4  steps that we took in creating this fund several

          5  years ago was to make sure that we were at the

          6  forefront. I think that one of the things that has

          7  to come out and one of the things I keep saying, one

          8  of the things that people have told me at all the

          9  hearings, is that the high-tech world works at a

         10  speed that really is faster than anything the

         11  regular economy has been used to, much less

         12  government. So, I think what we need to accomplish

         13  today is to figure out a way by which we can fill

         14  the need that they have, because as the economy

         15  moves forward, and as these emerging industries take

         16  hold, they will mature, and I think that, I don't

         17  know when the financial markets first started

         18  establishing themselves in New York, but if we

         19  hadn't taken steps back then to make sure that they

         20  decided that New York was going to be the place

         21  where they were going to do business, if this never

         22  became the financial center of the world, New York

         23  City would not be what it is today.

         24                 And I think we have an opportunity

         25  now to make this one of the high-tech centers of the
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          2  world, and I think that is why I have taken it with

          3  such great passion to make sure that I advise

          4  everyone that it is important that we do it now, it

          5  is important that we understand that even though I

          6  understand there are certain due diligence things

          7  that have to be done, other venture capitalists, and

          8  other cities have taken steps to speed up the

          9  process so that, while at the same time being

         10  vigilant of the City's money, we are also

         11  understanding the needs of that industry.

         12                 With that I want to introduce our

         13  first guest, and someone I have a lot of high regard

         14  for, and someone I think who has been real

         15  supportive and someone that I think that is going to

         16  give us the answers that we need today, because we

         17  have tried several times to get the answers through

         18  our Council and through our staffs and we haven't

         19  been successful and maybe now you can give us the

         20  information. And with that, I introduce Michael

         21  Carey.

         22                 Thank you.

         23                 MR. CAREY: Thank you, Council Member

         24  Rodriguez, and thank you to the Committee.

         25                 I appreciate this opportunity to
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          2  update you, I just want to make a couple of

          3  observations, certainly about the way the fund has

          4  been structured and it has been structured as

          5  something that was, that there was a board set up to

          6  oversee, and that board is, I think a seven-person

          7  board, four members are appointed by the Mayor, and

          8  three by the Council to the Speaker's Office, and I

          9  can provide the names of the people to you. But I

         10  apologize if there has been any lack of information

         11  to you, there certainly should not be, and I will

         12  make sure personally that if there are inquiries

         13  that you feel you are being frustrated about

         14  information, that that is not the case. Because as I

         15  said, this is something that is administered by EDC

         16  on behalf of a committee or a group, which is

         17  chaired part by the Mayor's representatives, part by

         18  the Council's representatives, so we consider this

         19  to be a partnership in terms of doing that.

         20                 However, I can understand how if

         21  businesses make application to the fund and feel

         22  that they have a great idea or something that they

         23  don't get the answers that they like, which is they

         24  will make an investment, that they are going to be

         25  seeking information and that sometimes is a
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          2  frustrating and disappointing process.

          3                 Let me go back over the history of

          4  this thing a little bit.

          5                 I think back in late 1999, we

          6  established the format for going forward with the

          7  fund. We met with the Council's staff to do that.

          8  There clearly, I think, was a recognition that there

          9  was a gap in terms of financing opportunities for

         10  emerging industries, emerging companies in the City

         11  of New York. There were, if you will, there were

         12  venture capital funds that we are looking for later

         13  stage investments and perhaps larger size

         14  investments. What we were trying to do with this

         15  fund I think was provide something like angel seed

         16  financing for companies, earlier stage capital, in

         17  smaller trenches, if you will. And when we met with

         18  the Board that works with us, we sort of embraced

         19  some criteria, but more importantly, we agreed we

         20  would go out and get outside advisors to assist us

         21  in administering the fund, and during the first part

         22  of 2000 we contracted with Draper Fisher, which is

         23  represented here by Fred -- I am sorry, by Chip

         24  Meekum who is here, in case the Council has any

         25  questions about what they have done in terms of
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          2  doing this. But we agreed that the fund would be

          3  divided between $15 million being allocated to

          4  technology companies of the kind that Chairman

          5  Berman made reference to, New Media, Software and

          6  the like, and the $10 million will be allocated, if

          7  you will, towards biotech companies, to try and see

          8  if we can jumpstart some investments in that area,

          9  and on that side we secured the services of

         10  Paramount capital and Dr. Fred Mermalstein is also

         11  here.

         12                 And I mention that because, this, to

         13  me, is an open book process. We are not trying to

         14  conceal any information. It is a difficult road. As

         15  I said, the companies that get a disappointing

         16  answer that there won't be an investment, and, so,

         17  obviously there are frustrations there, and that is

         18  understandable. We will certainly work with you in

         19  the future to make sure if there are any inquiries

         20  through Council or directly to me, that that

         21  information is provided.

         22                 We spent, unfortunately, a good deal

         23  of time in the year 2000 negotiating contracts and

         24  arrangements with the fund advisors and with Council

         25  to see to it that this fund was set up in a very
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          2  professional arm's length way, in order that it

          3  could be the proper vehicle for investments.

          4                 We started, if you will, accepting

          5  business plans sometime in the spring or summer of

          6  2000, and I think we have to date received something

          7  like 136 business plans. Those were all reviewed by

          8  a staff member at EDC in the first instance to see

          9  to it that the necessary information was there, and

         10  if it was not it was returned to the company in

         11  order that they could, if you will fill out the

         12  package. For those companies that we felt were

         13  suitable candidates, I think about 57 of them, or

         14  more, were submitted to Draper Fisher or Paramount,

         15  for them to review, and I want to just stop here to

         16  point out that the way this works is that the

         17  capital that the City through EDC allocated to this

         18  fund would be invested along side money that these

         19  other firms are investing with companies. And I say

         20  that because obviously they are looking at these

         21  companies as investment vehicles, and are part of an

         22  investment that would go into these companies. So,

         23  they are using criteria that they have set up, in

         24  terms of looking at a company as a potential

         25  investment.
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          2                 And, so, we have done that in order

          3  that these monies would not be, if you will,

          4  dispensed with a view towards what may be the

          5  easiest way for appearance sake to lend money, or to

          6  do it in a way that is not appropriate or

          7  responsible.

          8                 So, these people are set up to review

          9  these business plans with a view towards what's a

         10  worthwhile investment, one that will, in order to

         11  the benefit of the company, obviously, but also in

         12  order to the benefit of the City long term and be a

         13  vehicle for creating jobs and for, if you will,

         14  fostering a company or helping a company to get to

         15  the next stage in its growth. But we do not want to

         16  simply just invest in companies for the sake of

         17  investing.

         18                 And we use outside investors to guide

         19  us through that process, and that is something that

         20  we do with respect to other types of programs that

         21  we administer, IDA bond financings, REDAC, the

         22  Capital Access Program, because while we are

         23  perfectly capable in the first instance looking at a

         24  company and seeing whether or not it is something

         25  that is a good investment potential or not, we would
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          2  like to leave it up to the experts to make the final

          3  judgment and leave it up to the capital markets in

          4  the case of bond financing, as to whether or not

          5  this is a deal that should go forward.

          6                 And that also serves to insulate the

          7  process from political influence, if you will,

          8  because I am sure that as some of you have, I have

          9  gotten calls from friends or others who may be

         10  interested in this fund, and I simply told them that

         11  they have to make an application and it will be

         12  considered on its merits by our staff and as

         13  appropriate forwarded to our outside advisors for

         14  their review and consideration.

         15                 The good news, as I say, is that we

         16  have gotten about 136 plans, they have all been

         17  reviewed. A number of them have been forwarded to

         18  our outside advisors for them to consider, in terms

         19  of a potential investment.

         20                 The unfortunate news is that today

         21  they have not agreed or approved of an investment.

         22  And that is obviously a disappointment for us and I

         23  am sure it is a disappointment to you all.

         24                 On the other hand, there are a number

         25  of other companies that are still actively under
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          2  consideration by our advisors, three specifically

          3  that were brought to our attention recently, where

          4  there are actively looking at a potential investment

          5  where the EIF funds would be used as an investment

          6  vehicle and these are New York City-based companies.

          7  Obviously the criteria generally are that they be in

          8  New York City or they are looking to move to New

          9  York City, that the size of investment range from

         10  $250,000 to $750,000 or more and that there be,

         11  along with the idea of the type of company being a

         12  new media or a biotech --

         13                 CHAIRPERSON BERMAN: Is that money

         14  that is direct investment money, or can it be via

         15  services or anything else, or does it have to be

         16  actual cash?

         17                 MR. CAREY: It is cash. It would be

         18  primarily an equity investment, although it is

         19  possible that it could be a debt, you know, a loan,

         20  that sort of thing. Although, primarily we are

         21  looking at this as equity investment.

         22                 So, I think that we are hopeful that

         23  in the first quarter of 2000 there will be the first

         24  of a few investments, and I just want to point out

         25  that this is not something that is unusual, although
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          2  it is frustrating because if you look at the

          3  experience of venture capital funds, for example, or

          4  Discovery funds, which we set up in 1995, and

          5  Councilman Rodriguez, as you know, the technology

          6  sector in the City of New York has had a phenomenal

          7  rate of growth from starting at about 1995, and we

          8  help to augment through things like the plug-n-go

          9  program, the Discovery Fund, but the discovery fund

         10  took I think about five years to get fully invested,

         11  and in the course of their own due diligence in

         12  looking at companies, they looked at 12,000 business

         13  plans, of which approximately 500 resulted in

         14  follow-up meetings as part of their due diligence,

         15  but only 17 actual investments, and I think the rate

         16  of investment among these types of funds is about

         17  one percent. So, it is unfortunately a fact of life

         18  that while a lot of companies will apply when there

         19  is a fun like this, that by the time we go through

         20  the diligence, it often times the case that the

         21  funds are not able to make those investments.

         22                 Having said that, I think it is also

         23  important to point out that we have a number of

         24  other programs which are available potentially for

         25  these companies, and we worked with one company
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          2  where I know Council Member O'Donovan was helpful to

          3  us, where there was, the company was turned down by

          4  the investment fund, but we looked to different

          5  types of opportunities to try and see what kinds of

          6  other programs that could be available here and that

          7  is what we will try and do and we have tried to do

          8  in the past, is that if there are companies that one

          9  program may not fit, there may be other programs

         10  that we have, through the IDA or otherwise, where we

         11  might be able to provide assistance.

         12                 So, as I say, I think the good news

         13  is that we have gotten a lot of interest. We put the

         14  plan on our web site, we promoted at conferences

         15  that we go to, we have a newsletter which we have

         16  tried to promote it.

         17                 The disappointing news is that to

         18  date we have not made any investments, but I am

         19  hopeful in the first quarter of 2000, we will make

         20  the first of several investments, and from there I

         21  think we will try to average one or two a quarter.

         22                 So, that's my testimony and I will be

         23  glad to answer any questions.

         24                 CHAIRPERSON BERMAN: Do you have any

         25  established criteria relative to the making of any
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          2  loans, minimum requirements required to be

          3  completed?

          4                 By the way, we are also joined by

          5  Council Member Robles, Golden and Clarke, all I

          6  might say, from Brooklyn.

          7                 MR. CAREY: Yes, we do. In terms of

          8  eligibility criteria generally that, as you have

          9  said, a technology-based industry, located and

         10  moving to the City, looking for early stage capital,

         11  and obviously with a meritorious business plan.

         12                 In terms of investment approval

         13  criteria, that it is addressing a large or rapidly

         14  growing market, that they be experienced, flexible

         15  and committed entrepreneurs; that it is something

         16  which we believe has a sustainable competitive

         17  advantage in terms of the marketplace; that they are

         18  seeking to get into or are in; a rational business

         19  plan we feel can achieve profitability; and

         20  essentially a sound business plan.

         21                 In terms of size, it's about

         22  $250,000, and I correct my earlier statement, to

         23  about a million and a half.

         24                 CHAIRPERSON BERMAN: Mr. O'Donovan.

         25                 CO-CHAIRPERSON O'DONOVAN: Thank you,
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          2  Mr. Chairman.

          3                 President Carey, thank you for your

          4  testimony.

          5                 You haven't made any loans since we

          6  started, correct?

          7                 MR. CAREY: That's correct. We have

          8  not made any investments to date.

          9                 CO-CHAIRPERSON O'DONOVAN: Okay.

         10                 And you started this in September of

         11  '99, the advisory board about 2000, so we have

         12  about a year and a half, nothing has been done.

         13                 Now, you know we have been involved

         14  in a number of projects in the economic development

         15  field, and you are doing extremely well.

         16                 MR. CAREY: Thank you.

         17                 CO-CHAIRPERSON O'DONOVAN: But this

         18  one field on emerging companies, the criteria -- you

         19  mentioned the word "entrepreneurship," how far do

         20  you go with that? I mean, what if you have a company

         21  that has a good sound plan, that has investments?

         22  And we know one company that has now, and of course,

         23  we want to know the route to fund it, but why if you

         24  have a company on Staten Island or Queens or

         25  Brooklyn, wherever, that is emerging, that is
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          2  starting, because of the entrepreneurship of the

          3  person has some funding, but maybe not all, why

          4  wouldn't that -- and a good plan and a good product,

          5  why wouldn't that automatically qualify for these

          6  funds, to put it over the top?

          7                 MR. CAREY: Well, I think it qualifies

          8  them potentially for consideration. I think then you

          9  have to look at what -- obviously a lot of these

         10  firms don't have track records almost by definition

         11  because they are emerging --

         12                 CO-CHAIRPERSON O'DONOVAN: That's

         13  exactly correct.

         14                 MR. CAREY: They may have a good idea,

         15  they may have, but I mean the question is, is this a

         16  good idea. What one person thinks might be a good

         17  idea may not be a good idea in someone else's eyes.

         18  In terms of, you know, investment criteria, you

         19  know, what is the potential for success here? What

         20  is the talent level, I mean, in terms of management?

         21  Those are all considerations that have to go into

         22  any analysis, and the fact that they may have some

         23  seed money doesn't necessarily mean that they should

         24  get the next chaunch (phonetic) of money. It

         25  certainly means that we should look at them as we do
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          2  and, you know, except for plans which are on the

          3  face for whatever reason defective, in which case we

          4  give the company an opportunity to, if you will,

          5  augment the package or address shortcomings, we

          6  forward those plans to our outside advisors to give

          7  us, you know, guidance as to whether these things

          8  are appropriate investment opportunities.

          9                 As I said, this is not something that

         10  is out of the norm with respect to looking at other

         11  types of funds that are doing similar things.

         12                 We had some terrific success with the

         13  Discovery fund, but if you look at all of these.com

         14  companies, for example, that are having troubles

         15  now, you know, one person might one day think that

         16  this is a great idea, if you look at what happened

         17  in the markets in the last quarter of calendar year

         18  2000, I think you will see there has been a lot of

         19  unrest, a lot of shake out, a lot of firms are going

         20  through let's say an adjustment period, NASDAQ has

         21  had a lot of turbulence. I mean, you can't simply

         22  say that because they have got an idea and they have

         23  some financing, that therefore it is an appropriate

         24  investment.

         25                 I mean, what we want to do with this
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          2  money is make it something that in the long term can

          3  help as many companies and create as many jobs as

          4  possible.

          5                 And let me just say that, I don't

          6  think it is fair to say that nothing happened in

          7  2000. We put the plan together, we secured the

          8  outside assistance of what we feel are very good

          9  group of advisors and put the plan in the position

         10  to start going forward, and the fact that no

         11  investment has been made does not mean that we have

         12  not been doing anything. We have reviewed over 100

         13  plans. I am hopeful, based upon that type of

         14  activity, that there will be investments in the

         15  first quarter.

         16                 So, obviously there is some lead time

         17  here, but I think we have tried to do this in a

         18  diligent professional methodical way, but I am also

         19  disappointed that we haven't made any investments.

         20                 CO-CHAIRPERSON O'DONOVAN: But your

         21  methods are exactly like a commercial bank. I mean,

         22  your due diligence is what a bank would do.

         23                 Now, I understand that we are not in

         24  a crap shoot here, but the government funding is,

         25  maybe my philosophy is wrong on what this should be,
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          2  but, you know, your advisors are looking at these

          3  emerging industries as a banquet, a bank, with

          4  commercial funding - are they solid? Are they

          5  strong? Are they of a good plan, et cetera, et

          6  cetera - which is good, that's what banks do, they

          7  don't want to lose money.

          8                 But here, here we have an instance

          9  where the City has put these millions of dollars up

         10  to almost say let's take a chance, and if we lose

         11  the money, we lose the money. Not that we want to,

         12  but the government itself, this is philosophical

         13  stuff, but here is where I am coming from, because I

         14  believe that the funding itself, on like a Staten

         15  Island small company, okay, so the commercial bank

         16  doesn't lend it because they believe it's a bad

         17  investment, but should we then say we agree with the

         18  commercial bank, it's a bad investment - nothing

         19  will ever get funded. Do you see where I am coming

         20  from?

         21                 MR. CAREY: Sure, I do.

         22                 CO-CHAIRPERSON O'DONOVAN: So what do

         23  we do?

         24                 MR. CAREY: If --

         25                 CO-CHAIRPERSON O'DONOVAN: Let me just
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          2  finish my thought.

          3                 MR. CAREY: Sorry.

          4                 CO-CHAIRPERSON O'DONOVAN: Nothing has

          5  been funded so far, the City Council put $25 million

          6  into it, that's a lot of money. I mean, take $1

          7  million or $2 million out of that 25 million and

          8  invest it in some small company in Staten Island or

          9  in Brooklyn, that will put them over the top

         10  probably. If they go bankrupt, then they go

         11  bankrupt, but it is not for us not trying.

         12                 Now, should we act as a bank, a

         13  commercial bank, with their criteria? Or should we

         14  act as a government that's here to provide funding,

         15  not for some crap shoot, but perhaps an emerging

         16  industry that can survive and survive because we

         17  give them the money. So, who makes that decision?

         18  And if we don't make that decision, when will we

         19  ever make that decision?

         20                 MR. CAREY: Well, I think that it

         21  should not be a crap shoot, I agree with you, it

         22  should be a --

         23                 CO-CHAIRPERSON O'DONOVAN: Of course.

         24                 MR. CAREY: It should be a calculated

         25  risk, and I think that whatever bank may decide you
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          2  look at --

          3                 CO-CHAIRPERSON O'DONOVAN: But you

          4  haven't calculated that risk, you haven't taken any

          5  risk taking.

          6                 I know this is difficult for you to

          7  hear this, and the bankers here -- well, they are

          8  not bankers, but the companies. I am saying that

          9  perhaps, since we are government, perhaps we put

         10  this money up, I think that the reason why we did

         11  it, is the motivation why this Council did it, is to

         12  take a risk.

         13                 Now, are these funds, these funding

         14  mechanisms, the two companies you have, are they

         15  prepared to say, look, this is a risk-taking

         16  operation but let's give it a try? I don't think so.

         17                 MR. CAREY: Well, let me point

         18  something out to you.

         19                 CO-CHAIRPERSON O'DONOVAN: Sure.

         20                 MR. CAREY: I mean, because it is a

         21  calculated risk, and I think for every ten

         22  investments that are made, and venture capitalists

         23  are by definition taking on more risk, that's why

         24  it's more expensive capital often times than you

         25  would get from a bank, so if anything they are
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          2  pushing the envelope in terms of risk. If a venture

          3  capital firm makes ten investments, historically

          4  three of them wind up being successful, three of

          5  them go out of business, okay? But, I mean, we look

          6  at each company that comes to us on a case-by-case

          7  basis, okay? I am not saying that every one of them

          8  was a bad company, and perhaps there were some there

          9  where we may have made an honest mistake. I don't

         10  think so. We are doing the best we can to review

         11  these companies to see which ones would be

         12  appropriate investment vehicles.

         13                 I don't think we should take a

         14  million or $2 million and say, well, you know, that

         15  million or $2 million we will just use it as sort of

         16  an easy access loan program, to put them over the

         17  top, if they go bankrupt so what, I don't think that

         18  is responsible, I really don't.

         19                 CO-CHAIRPERSON O'DONOVAN: I am not

         20  saying that.

         21                 MR. CAREY: Well, that's what you

         22  said, though. You know, in so many words, I think

         23  that what we try to do, and in this case what we did

         24  was set up a mechanism by which appropriate

         25  investments could be made, and it may be that it is
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          2  a philosophical difference or a policy difference

          3  where the Council thinks that we should take on more

          4  risk, and maybe that is something that needs to be

          5  considered.

          6                 But I mean in terms of the way we

          7  have administered this fund and tried to do it, we

          8  have tried to do it with a view towards long-term

          9  providing assistance to a certain area of the City's

         10  economy, or the City's industries, which perhaps

         11  could use early stage capital, okay? The fact is

         12  that if companies have made applications to us and

         13  we have decided in good faith and sent them out to

         14  our advisors to review and they have passed on it,

         15  it doesn't mean that they have made a mistake. It

         16  may be that many of these companies simply aren't

         17  there yet, in terms of the product that they are

         18  trying to market.

         19                 CO-CHAIRPERSON O'DONOVAN: You say you

         20  had 136 companies made application?

         21                 MR. CAREY: I believe that is correct,

         22  yes.

         23                 CO-CHAIRPERSON O'DONOVAN: And not one

         24  of those companies received any funding?

         25                 MR. CAREY: To date. But there are
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          2  certain of them that are still under consideration

          3  and we are actively looking I think at two or three

          4  that we hope to make investments in the first

          5  quarter of 2000.

          6                 CO-CHAIRPERSON O'DONOVAN: Well, why

          7  can't they go to a commercial bank?

          8                 MR. CAREY: Why can't they?

          9                 CO-CHAIRPERSON O'DONOVAN: Yes.

         10                 MR. CAREY: Well, often times they

         11  have tried and been turned down by a commercial bank

         12  because they don't have any credit. They don't have

         13  any criteria. I mean, what are they borrowing

         14  against? They are borrowing against an idea.

         15                 CO-CHAIRPERSON O'DONOVAN: I

         16  understand, but you are using the same criteria as

         17  the bank, no?

         18                 MR. CAREY: In certain --

         19                 CO-CHAIRPERSON O'DONOVAN: You are

         20  doing the same thing?

         21                 MR. CAREY: In certain respects, yes.

         22  We vett these companies in terms of what the

         23  potential for a successful investment is.

         24                 CO-CHAIRPERSON O'DONOVAN: Well, you

         25  see, there is where we come to a difference. The
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          2  whole point is, what is this fund for? I mean, how

          3  far do we go? I mean, does government take a chance,

          4  more than a bank would, and should we?

          5                 I mean, you don't have to answer

          6  that.

          7                 I think that we have to sit down with

          8  the City Council and the Administration and outline

          9  exactly what criteria should be used, and I know,

         10  Councilman Rodriguez, perhaps this is your bailiwick

         11  on this one, on how far do we go, how much risk do

         12  we take for an emerging company.

         13                 I mean, if we take the same tact as a

         14  bank would, what are we here for? I think we should

         15  take a little more risk. I mean, if we lose all the

         16  $25 million, $30 million, then we lose it, but it is

         17  not for not trying.

         18                 No, I don't say fund something on

         19  Staten Island, that has five people, and they are

         20  selling, I don't know, cowboy boots or something,

         21  rhetorical for Staten Island, but I don't say that.

         22  I mean, a bank wouldn't do it. But maybe we should

         23  have a criteria, since we gave you the money, that

         24  we go a little farther and say, hey, this just might

         25  fly. So, who makes that decision? You know, you
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          2  don't have to answer that either, but those are the

          3  questions that I have.

          4                 The 136 companies, you haven't funded

          5  one of them, banks probably aren't going to fund

          6  them either. So, what are we doing in business, in

          7  that business of government.

          8                 MR. CAREY: What I have tried to, I

          9  mean, we are not going to agree on this, I don't

         10  think.

         11                 CO-CHAIRPERSON O'DONOVAN: Probably

         12  not.

         13                 MR. CAREY: Well, I think not, but

         14  respectfully. But what I have tried to do --

         15                 CO-CHAIRPERSON O'DONOVAN: I

         16  understand.

         17                 MR. CAREY: But what I have tried to

         18  convey to you, at least from an informational

         19  standpoint, is that this is not an unusual

         20  experience for these types of funding vehicles, and

         21  if there is a disagreement about how much risk

         22  should we take, that is a disagreement that we have.

         23                 CHAIRPERSON BERMAN: Mr. Rodriguez.

         24                 CO-CHAIRPERSON RODRIGUEZ: Thank you,

         25  Mr. Chair.
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          2                 Let me just ask a couple of

          3  questions. Okay, so, tell me what you believe the

          4  mission of the fund is. What is the mission, in a

          5  short, one-sentenced or two sentences, what is the

          6  mission of this fund?

          7                 MR. CAREY: Well, the mission of this

          8  fund is I believe to provide early stage capital to

          9  emerging industries, if you will, companies in

         10  emerging technologies within the City of New York

         11  who are looking to move to the City of New York, in

         12  the areas specifically of new media, software,

         13  biotechnology, that sort of thing.

         14                 COUNCIL MEMBER RODRIGUEZ: That's the

         15  only mission, okay.

         16                 Do, you think that somewhere in that

         17  mission should be that we should maybe consider

         18  companies that would not normally have the benefit

         19  of traditional venture capitalist funding? Because

         20  the reason New York City put $25 million into a

         21  venture capital-type fund, is not to replicate what

         22  the private sector has been doing for hundreds of

         23  years, and billions of dollars per year? Do you

         24  think maybe there is room for that in this mission?

         25                 MR. CAREY: Yes. But let me point out,
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          2  if you go back to when the Discovery fund was set

          3  up, for example, back in about 1975, there were very

          4  few venture capital firms in the City of New York

          5  that were willing to fund technology companies,

          6  so-called Silicon Alley companies, and you go back

          7  and maybe it was Chase Capital Partners and Patrick

          8  Hoff and Company, but one of the reasons why the

          9  Discovery fund was instituted then was to try and

         10  address that gap.

         11                 What this fund does as a further step

         12  in terms of providing assistances, provide earlier

         13  stage capital, in other words, seed capital or Angel

         14  financing for these companies in an earlier stage of

         15  their growth, in smaller amounts, so that the

         16  criteria in terms of where they are in their life

         17  cycle is not as high and perhaps that capital might

         18  be easier to access.

         19                 The difficulty I think is that

         20  whenever a fund like this is set up, a lot of

         21  companies are going to make application and that's

         22  good, we want them, and some may be better than

         23  others in terms of where they are with respect to

         24  their product, their dreams, their experiences, but

         25  those are all things that have to be looked at in a
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          2  very sort of professional way in order that this

          3  money, if you will, that the City gets the maximum

          4  return on these sorts of investments. I don't think

          5  that we should consider this to be expendable

          6  capital, and if we lose a certain amount of it that

          7  it's okay. By definition with respect to these funds

          8  certain of the investments probably will not be

          9  successful. But if you look at the Discovery fund as

         10  an example, it has had tremendous success and we are

         11  looking at reinvesting in that. Unfortunately, in

         12  the later part of 2000 some of that success

         13  evaporated with the downturn in NASDAQ, but that

         14  fund has helped create thousands and thousands of

         15  jobs and brought literally billions of dollars of

         16  capital into the City of New York. So, I think in

         17  the longer term that it has been a great success, in

         18  terms of promoting the high-tech industry, providing

         19  capital there, and we would hope to do a similar

         20  thing with this fund, but as I said, based upon

         21  earlier stage investments and perhaps smaller

         22  investments than the Discovery fund would make.

         23                 CO-CHAIRPERSON RODRIGUEZ: So, it is

         24  your, I guess, position that, in essence, and I

         25  guess you have hired advisors that you have told
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          2  that treat it as a regular venture capital fund; is

          3  that right?

          4                 MR. CAREY: With the caveats that I

          5  have mentioned that we are looking at --

          6                 CO-CHAIRPERSON RODRIGUEZ: For New

          7  York City, right.

          8                 MR. CAREY: Earlier stage investments

          9  and smaller investments, yes. But if this fund is

         10  not to be a one shot, if you will, or a crap shoot,

         11  then they have got to look at it in terms of what

         12  types of investments are likely to succeed, and,

         13  therefore, replenish the fund in a sense so that we

         14  can make more investments.

         15                 CO-CHAIRPERSON RODRIGUEZ: I can't

         16  even say that I disagree with that, I am just saying

         17  that maybe what you should think about is what we

         18  are saying here is, maybe the mission should include

         19  companies that may not get traditional funding of

         20  this sort, and maybe there are some companies out

         21  there that even though they wouldn't qualify for

         22  traditional type of funding that we can assist in

         23  this process, while at the same time maintaining

         24  that we need to have loans to companies that are

         25  going to pay back and that it's fiscally prudent,
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          2  because I believe in that.

          3                 Let me ask you another question. So,

          4  EDC gets, I guess, the application, right?

          5                 MR. CAREY: Correct.

          6                 CO-CHAIRPERSON RODRIGUEZ: They get an

          7  application. You have an application that someone

          8  fills out?

          9                 MR. CAREY: Yes, I believe that is

         10  correct. With a business plan they submit an

         11  application.

         12                 CO-CHAIRPERSON RODRIGUEZ: They have

         13  an application. They submit an application with a

         14  business plan, and then you have, I guess, a board

         15  or a group that views them?

         16                 MR. CAREY: We have several staff

         17  members who basically look at each business plan,

         18  look at the application, see to it that everything

         19  is in order, make a sort of initial determination as

         20  to whether this is something that is on its face a

         21  potential opportunity or something which is, maybe

         22  they didn't sign it, maybe they didn't fill out the

         23  information and in that case we are just acting as a

         24  check, and we will send it back to them to make sure

         25  they provide the necessary information and then once

             Legal-Ease Court Reporting Services, Inc. (800) 756-3410

                                                            37

          1  FINANCE-ECONOMIC DEVELOPMENT-SMALL BUSINESS

          2  the package is together we will forward it to the

          3  outside advisors for them to review.

          4                 The investment would then be passed

          5  on by the Board which is set up by the Mayor and the

          6  Council, and that Board would then approve the

          7  investment.

          8                 CO-CHAIRPERSON RODRIGUEZ: So, now,

          9  you receive, and correct me if I am wrong, you

         10  received 100 and something applications that went to

         11  EDC?

         12                 MR. CAREY: Correct.

         13                 CO-CHAIRPERSON RODRIGUEZ: Of those,

         14  how many were passed onto the advisors?

         15                 MR. CAREY: Let me just check on that.

         16                 Seventy-eight.

         17                 CO-CHAIRPERSON RODRIGUEZ:

         18  Seventy-eight, after negotiating with the 131 City

         19  advisors.

         20                 MR. CAREY: Right.

         21                 CO-CHAIRPERSON RODRIGUEZ: You also

         22  testified that I guess when the Discovery fund

         23  started, they had 12,000 applications?

         24                 MR. CAREY: Yes, over about, maybe a

         25  five or six-year period. All told they have had
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          2  about 12,000.

          3                 CO-CHAIRPERSON RODRIGUEZ: Right.

          4                 MR. CAREY: And out of that number,

          5  they made 17 investments.

          6                 CO-CHAIRPERSON RODRIGUEZ: Right. But

          7  if you only have 100 applications, does that maybe

          8  say something to the product? Does that maybe say we

          9  had one product where over five years --

         10                 MR. CAREY: Right.

         11                 CO-CHAIRPERSON RODRIGUEZ:

         12  Twelve-thousand people decided let me apply for

         13  this, and if you break that down it is 2,500 a year,

         14  or however you want to do that, and we have another

         15  product that has been around since I guess for a

         16  year or two, and we have 100 applications. So, maybe

         17  the marketing is not right, maybe the outreach is

         18  not right, maybe something isn't working; has that

         19  occurred to you?

         20                 MR. CAREY: Well, I think those are

         21  all valid observations in a sense. Let me make a

         22  couple of comments about that, though.

         23                 I think when the Discovery fund was

         24  set up, as I said, there were very few venture

         25  capital funds that were looking at potential
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          2  opportunities in the City of New York, and that was

          3  set up, if you will, to address that void. So, I

          4  think since that time there have been several

          5  venture capital funds set up and indeed, we went out

          6  to the west coast to market Silicon Alley firms to

          7  Silicon Valley counterparts and Silicon Valley firms

          8  that were venture capital firms, several of them

          9  wound up coming back and not only looking at Silicon

         10  Alley companies, like Draper Fisher, for example, is

         11  a west coast firm which set up a New York City

         12  affiliate, others that set up New York City-based

         13  venture capital funds.

         14                 So, in one sense, at the time it was

         15  set up, there were very few opportunities for others

         16  to make applications --

         17                 CO-CHAIRPERSON RODRIGUEZ: Applicants,

         18  right.

         19                 MR. CAREY: -- To companies, so that's

         20  one thing.

         21                 The other thing is that I think, you

         22  know, we started receiving applications back in the

         23  spring and summer, and we have done some marketing,

         24  and, obviously, we can look at the marketing and see

         25  whether or not it would be worthwhile to step that

             Legal-Ease Court Reporting Services, Inc. (800) 756-3410

                                                            40

          1  FINANCE-ECONOMIC DEVELOPMENT-SMALL BUSINESS

          2  up, but I think that your point is well taken, and I

          3  will look and see why it is that we got so many,

          4  over a five-year period it may have been one of the

          5  few places in town to look. We may be able to look

          6  at our advertising. We do include it in all our

          7  advertising materials that are directed at these

          8  sorts of companies, but we will look at that.

          9                 CO-CHAIRPERSON RODRIGUEZ: So, prior

         10  to the implementation of the Discovery fund there

         11  were no competitors.

         12                 MR. CAREY: Very few. Very few.

         13                 CO-CHAIRPERSON RODRIGUEZ: And now

         14  there are no competitors for this fund?

         15                 MR. CAREY: Well, there are several

         16  funds that are looking at investing in New York City

         17  technology companies.

         18                 CO-CHAIRPERSON RODRIGUEZ: Are they

         19  looking to do the same types of investments that we

         20  are doing, that we are looking to do?

         21                 MR. CAREY: A few.

         22                 CO-CHAIRPERSON RODRIGUEZ: A few.

         23                 MR. CAREY: I understand your point.

         24                 CO-CHAIRPERSON RODRIGUEZ: Because

         25  then it goes back to the original point, and that is
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          2  that we should have somewhat of a different mission.

          3                 MR. CAREY: Right.

          4                 CO-CHAIRPERSON RODRIGUEZ: A little

          5  bit different. That we shouldn't be out there

          6  competing with private venture capitalists because

          7  that is not the role of government.

          8                 MR. CAREY: Yes.

          9                 CO-CHAIRPERSON RODRIGUEZ: The role of

         10  government is to facilitate things to move on.

         11                 So, if someone had filled the niche

         12  that we maybe had created in the first place, and I

         13  don't doubt that that is what has happened, because

         14  obviously it made economic sense to these private

         15  investors to do that, maybe at this point in the

         16  evolution of this industry, that we should consider

         17  taking the additional steps to address the need so

         18  that we reach out to the 11,000 and change or

         19  similar type of companies that are out there that

         20  are looking for financing that have not even seen

         21  fit, or have decided we are not even going to apply

         22  to EDC because they don't fill our needs. But when

         23  we have hearings testifying before us, high-tech

         24  companies every day saying we can't find the

         25  financing, we cannot get our hands on start-up seed
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          2  money, it is difficult to get started. So, maybe

          3  what we should do is revisit that and say if someone

          4  is filling that need, and someone must be if you

          5  only have 130 applications, then are we doing it

          6  wrong? Why is it that no one wants to have access to

          7  our capital, and maybe we should tweak it a little

          8  bit so that people decide to go after the capital,

          9  and maybe what it should be is going back to what

         10  Chairman O'Donovan and Council Member Berman said,

         11  and that's to just the parameters that we are using

         12  to have these companies decide that they want to

         13  borrow money from us, because I think that is part

         14  of the problem, or one of the problems, I think.

         15                 Do you want to add to that?

         16                 CO-CHAIRPERSON O'DONOVAN: Well, I

         17  didn't want to interrupt, Councilman, but he is

         18  right on the mark with, for instance, the Discovery

         19  fund, how much loans did you give, how many

         20  companies?

         21                 MR. CAREY: Seventeen companies, I

         22  think roughly about $60 million.

         23                 CHAIRPERSON O'DONOVAN: So, what is

         24  the criteria for that? Are you taking a chance

         25  there? Are they minority-owned companies,
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          2  women-owned companies, or are they big companies?

          3  But you gave Discovery money to help these companies

          4  along, were you taking a chance?

          5                 MR. CAREY: Sure. But that was --

          6                 CHAIRPERSON O'DONOVAN: Did they get

          7  money from banks, these companies, too?

          8                 MR. CAREY: That was over a five-year

          9  period. I mean, if you look at this, we could make

         10  five investments in the Year 2001 and it may be that

         11  this thing is almost fully used up. There is one

         12  point there is $15 million, if we made ten $1.5

         13  million investments over the next year or so, it

         14  would be fully invested.

         15                 What I was saying was that it takes a

         16  long time for these funds to get invested, because

         17  they go about a proper course of looking at

         18  companies.

         19                 If you look at the first couple years

         20  of the Discovery fund, you will see it was very,

         21  very small in terms of the amounts of investments

         22  early on and I will be glad to provide you with a

         23  schedule of it. It was over several years that that

         24  fund got invested.

         25                 I mean, in other words, if you looked
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          2  at whether the Discovery fund was at a similar time

          3  in its lifespan, I think you would see that very

          4  little of it was invested, and that is the

          5  experience I think of most funds, that it takes time

          6  to find the right investments.

          7                 I am not disagreeing with you in any

          8  way, shape or form. I am just pointing out that if

          9  you look at the Discovery fund, sure, after five

         10  years, but in terms of where it was in its first or

         11  second year, I think, I dare say I think it is safe

         12  to say that you will find that it was not nearly

         13  fully invested and that there may have been some

         14  investments, but it took a long time to find the

         15  right investments.

         16                 CO-CHAIRPERSON O'DONOVAN: The right

         17  investment.

         18                 MR. CAREY: Right.

         19                 CO-CHAIRPERSON O'DONOVAN: Is the same

         20  criteria as a commercial bank, I would imagine?

         21                 MR. CAREY: No. Maybe there was some

         22  similar criteria but I think that venture

         23  capitalists are actually taking more risk than

         24  traditional banks would take.

         25                 CO-CHAIRPERSON O'DONOVAN: Very good.
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          2                 MR. CAREY: And also insisting on more

          3  return.

          4                 CO-CHAIRPERSON O'DONOVAN: Now we are

          5  talking turkey here.

          6                 MR. CAREY: I understand.

          7                 CO-CHAIRPERSON O'DONOVAN: So why

          8  don't we take this emerging funding and fund,

          9  emerging entrepreneurship, risk taking, small

         10  businesses, minority owned, woman owned other owned

         11  companies? Why aren't we doing the same thing?

         12                 MR. CAREY: It's --

         13                 CO-CHAIRPERSON O'DONOVAN: We are back

         14  to square one, you know that?

         15                 MR. CAREY: Excuse me?

         16                 CO-CHAIRPERSON O'DONOVAN: We are back

         17  to square one.

         18                 MR. CAREY: No, it's a calculated

         19  risk. I mean, if someone gave you ten to one odds

         20  that the Giants would win the Superbowl by 25

         21  points, I am sure you would probably pass on the

         22  bet. I mean, it depends on how much you want to

         23  gamble. But I think it has got to be done in a

         24  responsible way, and we are back to square one in

         25  that sense.
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          2                 I hear what you are saying, you would

          3  like to see us be more aggressive, more risk averse.

          4                 CO-CHAIRPERSON O'DONOVAN: And

          5  conversely, if someone set up a fund for me to take

          6  that risk of the Giants, I might take that bet.

          7                 MR. CAREY: Well, I think the City

          8  would be hard-pressed to be funding gambling

          9  ventures.

         10                 CO-CHAIRPERSON O'DONOVAN: But we are

         11  in business to do this. Not to throw money away.

         12  That is why we are here, that is why this Committee

         13  is here, to fund these companies. I mean, that is

         14  all we hear, that is why we exist. You know what I

         15  am talking about.

         16                 MR. CAREY: I do. I think what it

         17  comes down to is defining these companies. I mean,

         18  we all agree on the purpose I think, I think you

         19  would like us to be more risk averse.

         20                 CO-CHAIRPERSON O'DONOVAN: That's why

         21  I put the money in the fund, to take risks to fund

         22  these types of companies.

         23                 Now, I think that the point is, and

         24  it's a very good point that you just made, perhaps

         25  this Committee, or the three Committees, should sit

             Legal-Ease Court Reporting Services, Inc. (800) 756-3410

                                                            47

          1  FINANCE-ECONOMIC DEVELOPMENT-SMALL BUSINESS

          2  down with staff, review the whole operation, and

          3  come up with a plan or a criteria to take a little

          4  bit more risk to help these small businesses out,

          5  this entrepreneurship, I think. I throw that out to

          6  you and I will speak to my colleagues on it.

          7                 MR. CAREY: Okay.

          8                 CO-CHAIRPERSON RODRIGUEZ: Let me ask

          9  you another question.

         10                 MR. CAREY: Yes.

         11                 CO-CHAIRPERSON RODRIGUEZ: I guess, so

         12  we are going back, I guess the way I am seeing it,

         13  it's pretty much a traditional venture capitalist,

         14  which is sort of, okay, that's fine, that's what you

         15  have designed your activity as; so will you be

         16  taking equity in companies, just like traditional

         17  venture capitalists normally do?

         18                 MR. CAREY: Yes. That would be -- yes.

         19                 CO-CHAIRPERSON RODRIGUEZ: Okay. And

         20  who will, I guess in the traditional sense what

         21  happens is you go to the next level of financing and

         22  you have people from the Board of the venture

         23  capitalists firm sitting on the board of the

         24  invested company, and figuring out how they are

         25  going to get to the next level; do we have
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          2  parameters for how that is being done in this fund?

          3                 MR. CAREY: Well, we haven't gotten

          4  that far yet, because it hasn't happened, but it has

          5  happened with the Discovery fund.

          6                 I mean, we don't have any specific

          7  parameters as to that at this point, no.

          8                 CO-CHAIRPERSON RODRIGUEZ: No?

          9                 MR. CAREY: I would be glad to

         10  supplement that answer.

         11                 CO-CHAIRPERSON RODRIGUEZ: So, why

         12  don't you tell me how the discovery fund did it?

         13                 MR. CAREY: Well, the Discovery fund,

         14  they did exactly that, they had in appropriate cases

         15  where they made investments, sometimes they provided

         16  a role in terms of oversight going on the Board to

         17  those companies, and, you know, in terms of -- I

         18  think the big, if you will, pay off, with these

         19  things is if the company is successful and goes to

         20  later rounds of financing, including potentially a

         21  public offering. That's where the companies can

         22  really ring the bell and that's where the City, in

         23  terms of using this as an appropriate investment

         24  vehicle, can have a replenishing fund and grow jobs.

         25                 CO-CHAIRPERSON RODRIGUEZ: So let me
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          2  see if I understand this.

          3                 You haven't yet come up with a

          4  formula by which one of these companies that you are

          5  being very careful with how you are going to lend

          6  the money to, this $25 million that has been lying

          7  around for two years, you haven't yet come up with a

          8  formula that you are going to use on second level

          9  financing? You don't know how that is going to work?

         10                 I just want to make sure that is what

         11  I heard.

         12                 MR. CAREY: No, not yet. But obviously

         13  it would -- you know, once we would make an

         14  investment, we would look at that company, we would

         15  work with that company and see what was going on

         16  there through our advisors and then, hopefully it

         17  would get to a later --

         18                 CO-CHAIRPERSON RODRIGUEZ: With all

         19  due respect, okay, you tell me you are being real

         20  careful, you tell me you are going through the due

         21  diligence, you tell me you are taking your time

         22  about this whole thing, and then you tell me you

         23  haven't gotten to that yet. And, so, I am sitting

         24  here wondering, I am saying, what is going on? I

         25  mean, and I am saying that really respectfully and I
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          2  am just saying, it just doesn't all mesh together

          3  for me. So, let me just get to the next question, I

          4  just wanted to get that out there.

          5                 So, the second level financing, will

          6  those companies have any relationship with the fund

          7  advisors maybe? Is that how it is set up? I mean, I

          8  am trying to understand this.

          9                 MR. CAREY: Sure. But I mean --

         10                 CO-CHAIRPERSON RODRIGUEZ: If I were

         11  an adventure capitalist, that is what I would be

         12  doing. I would be saying, okay, because the big

         13  payoff is at the end. You just said it.

         14                 So, I am not concerned about what I

         15  am lending them now, getting paid back on that or

         16  being ten percent of a company that is worth X

         17  dollars, I am worried about that company getting to

         18  the top level, and I would think that the City,

         19  taking their responsibility as a venture capitalist,

         20  which is what we are saying, would have thought that

         21  to that point, and you are saying we haven't.

         22                 MR. CAREY: No, no. I think I may have

         23  misunderstood. Let me point something out, though.

         24                 If we take an equity stake in the

         25  company, whether it's two percent, five percent or
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          2  0.5 percent, the company then goes to a later

          3  financing, out equity interest is going to be

          4  increased, and our value is going to be increased.

          5  So, from that standpoint, sure, we would share in a

          6  second financing. So, I mean, it's not like we are

          7  in for a one shot, and we have a continuing

          8  investment with the company, and, so, if the company

          9  then goes through a further financing and they raise

         10  further money, obviously our interest in the company

         11  will increase in value, maybe we would then seek to

         12  take some money out and put it back into the fund

         13  for further investment or we would leave it in

         14  there, depending upon what we thought was the

         15  appropriate thing to do. And ultimately, our equity

         16  stake would be, if it were the subject of a public

         17  offering, obviously it could be a very good payoff.

         18  And from that standpoint, sure, we would be in this

         19  as an investor with an equity stake, and as there

         20  were later rounds of financing we would share in

         21  that. So, I hope I didn't mislead you on that.

         22                 CO-CHAIRPERSON RODRIGUEZ: Okay.

         23                 I have more questions, but I will go

         24  to my colleagues.

         25                 Council Member Robles.
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          2                 COUNCIL MEMBER ROBLES: Mr. Chairman,

          3  before I get to my questions, let me first

          4  apologize, because I was ending my hearings when I

          5  walked in and you were speaking and when I sat I

          6  heard you say something, and I need you to define

          7  what you mean, if I heard it correctly.

          8                 Somehow you said something about you

          9  do not want political influence; what were you

         10  referring to and what do you mean by that?

         11                 MR. CAREY: Well, maybe it wasn't the

         12  most artful choice of words. What we tried to do

         13  with this fund was set it up in a way that

         14  investments would be weighed in terms of their

         15  merits, and not based upon who was submitting the

         16  application or who was, if you will, might want a

         17  lobby in favor of a investment.

         18                 COUNCIL MEMBER ROBLES: Well, I've got

         19  to tell you, and I've got to also confess to you, I

         20  turned to my colleague because when I looked at your

         21  prepared remarks I saw here Michael G. Carey, and

         22  the first thing that came to my mind, I said to him

         23  is he Hugh Carey's son, and he said yes, he is. So,

         24  I want you to know, I served with your father when

         25  he was Governor, believe it or not, I was in the
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          2  assembly, and I worked with your brother when he

          3  used to take pictures for us in the assembly.

          4                 MR. CAREY: You are not old enough.

          5                 COUNCIL MEMBER ROBLES: You would be

          6  surprised.

          7                 Anyway, the point, and I don't

          8  understand, because as I got involved into public

          9  life, I always thought that once one gets elected,

         10  it is to represent the interest of its constituency,

         11  and constituency could be residents or interests

         12  that helps the community that you represent, and

         13  then I turn over and then I see, I do remember, you

         14  know, I know you now, but PDC, now EDC, and so let

         15  me share with you what I believe, and that's why I

         16  must tell you, you see if you don't want political

         17  influence, that someone comes to me, and I sent a

         18  letter, then you shouldn't tap into public funds.

         19  Because so long as you have public funds, there is a

         20  role that I play, and I will not apologize or yield

         21  to anybody, especially in government. And there is

         22  where I find the mentality sometimes gets twisted

         23  around, and it depends upon who it is.

         24                 So, let's be clear. I tell you, like

         25  I tell the Catholic church, and I tell the parochial
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          2  churches and what have you, you don't want

          3  government telling you what to do, then don't take

          4  government funds. So long as it is government funds,

          5  I have a role to play, so I want to be clear on that

          6  one, and I want to start on a good foot.

          7                 Now, I was also around in Fiscal Year

          8  '99 when the $25 million was voted upon by the

          9  Council, and so let me for those who were around,

         10  perhaps help me before I turn over there.

         11                 Because I have a bad taste when it

         12  comes to EDC and PDC, and let me just be clear. I

         13  come from a community where you all told my

         14  community you were going to help me, and we got

         15  Mademoiselle Knitting - you know what? Guess who is

         16  suffering today in that community? Not Mademoiselle,

         17  not those who package, we had to wait ten years

         18  before now we can even do any kind of project for

         19  that open land that was part of a deal that we

         20  couldn't touch for ten years. So, I have a bad taste

         21  where people in good faith talked about industry and

         22  jobs and there was a time you came into my community

         23  and all you could say was jobs, and they would

         24  blindedly vote. Today you come in and they will vote

         25  you out in terms of jobs.
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          2                 So, having said that, let me just

          3  perhaps present what I believe was what we did. We

          4  appropriated this funding because we heard, and Mr.

          5  Chairman, you said it, more than once, how those

          6  small companies or those who are trying to make it,

          7  were finding it hard to go to the private sector,

          8  private investors and get what you call seed money.

          9  I think you said that, and because we saw that this

         10  was happening throughout the City of New York, not

         11  just in my area, I believe that government then

         12  stepped in to help to provide the seed money, and I

         13  think that was the purpose of this appropriation. If

         14  I am wrong, please correct me.

         15                 CO-CHAIRPERSON RODRIGUEZ: I think we

         16  have a philosophical disagreement with EDC.

         17                 COUNCIL MEMBER ROBLES: Forget about

         18  philosophical, I want to know what we -- this was a

         19  Council initiative?

         20                 CO-CHAIRPERSON RODRIGUEZ: Yes.

         21                 COUNCIL MEMBER ROBLES: What was our

         22  intent? Was our intent to help what you and Chairman

         23  Berman and Chairman O'Donovan were talking about

         24  where others didn't want to take the risk -- that's

         25  what government is about, to take risks. We
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          2  sometimes come out good, and then sometimes we blow

          3  it. So, I just don't understand. And the philosophy

          4  is not at hand here, it's what the intent was. This

          5  is not a million dollars, this is not a half a

          6  million dollars, this is $25 million, and so when we

          7  did that, there was an intent.

          8                 Now, having said that, Mr. Carey, let

          9  me ask you a question then.

         10                 If this fund is not willing, or at

         11  least you are not willing to use this fund, which

         12  was the intent to take some additional risk which

         13  the private investors would not do, then why do we

         14  have public funds?

         15                 I believe when government steps in,

         16  government does do it in order to accept the

         17  consequences where sometimes they are good

         18  investments, sometimes they are not. And if that was

         19  not the intent, and if the private investors were

         20  doing exactly what the intent was, then why don't

         21  you have them go to them, go to the banks?

         22                 The problem with this scenario is

         23  that I have been going to the banks and sending

         24  people to the banks and lenders, and they have been

         25  rejected. Even though they, I mean they don't have a
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          2  perfect 100 percent score card, but I believe that

          3  sometimes small businesses that today are big

          4  businesses, somebody took a risk, and, so, I am a

          5  little confused based upon what I heard. It has

          6  nothing to do with philosophy. It has to do with

          7  what was the $25 million appropriated by this

          8  Council. This is not a Mayoral initiative, this is a

          9  Council initiative. What is the problem here, folks?

         10                 Now, you may be right, sir. I just

         11  want to make sure I understand, because if they, who

         12  are now the implementers, we are not, I am hearing

         13  the president say we don't want political influences

         14  -- excuse me. When you accepted the $25 million,

         15  which was governmental, I mean is the PDC board so

         16  independent? I thought they were also a creature of

         17  politics.

         18                 And, so I had to say that, because

         19  you know something? For some of us who have

         20  suffered, you know? And with good intention, come

         21  into Bushwick. Sir, before you became president, he

         22  was there, he was vice president of PDC and EDC,

         23  promises were made. Excuse me, I am still there. I

         24  am still there. Look, gray hairs. I have been

         25  around. So, what is this discussion here? Why are we
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          2  not spending this money that was intended to help,

          3  what Chairman O'Donovan, Chairman Rodriguez,

          4  Chairman Berman and Council Members -- now, let me

          5  tell you something, folks, if we do investment, I

          6  can't believe that 100 percent they are all going to

          7  be bad, but isn't that like the lottery, you have

          8  got to be in it to win it? How do we know what is

          9  going to be good and what is not going to be if we

         10  are not doing something? So, that is where I am

         11  coming from, so please help me out, as someone who

         12  had nothing to do with these committees, but I just

         13  want to know, I know what the intent was, where did

         14  it change, who changed it? Did we come back here and

         15  discuss with the committees exactly why we changed

         16  it?

         17                 MR. CAREY: Well, as I said earlier,

         18  there is a group that oversees this fund, okay, that

         19  was represented by both the Mayor and by the

         20  Council, so I believe at this point it was a joint

         21  initiative, whether it was started in the Council or

         22  not, that's the way it is right now, and I think it

         23  all comes down to what is an appropriate risk to

         24  take, and what I am hearing here today, and I don't

         25  know whether there is any point in arguing this, I
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          2  will sit here and take the heat from you, but

          3  basically we tried to set it up in a way that it

          4  would make responsible, take appropriate risks, and

          5  responsible investment so that the fund did not get,

          6  if you will, burned up too quickly and it was like a

          7  one-shot thing.

          8                 COUNCIL MEMBER ROBLES: But I think I

          9  heard you also say, I heard --

         10                 MR. CAREY: Can I just finish my

         11  point?

         12                 COUNCIL MEMBER ROBLES: That in the --

         13  let me finish. I am getting older and I lose my

         14  train of thought.

         15                 In the $25 million appropriation that

         16  was Fiscal Year '99, not one contract, whatever you

         17  want to call it, I don't want to use contract

         18  because I don't want it to be politically --

         19                 MR. CAREY: Investment.

         20                 COUNCIL MEMBER ROBLES: Investment.

         21  You tell me that in the fiscal year that we

         22  appropriated, although you are absolutely right, I

         23  am a conserved democrat, and I am a conservative

         24  compassionate democrat. I am learning from my

         25  conservative Republican here, compassionate. But in
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          2  Fiscal Year '99, there was not investment, so how do

          3  we know whether, you know, we took risks. And that's

          4  the point, and we are now in the Fiscal year 2001,

          5  what happened with those two fiscal years? Have you

          6  invested anything within those last two years?

          7                 MR. CAREY: The answer is no.

          8                 COUNCIL MEMBER ROBLES: That's my

          9  point.

         10                 CO-CHAIRPERSON O'DONOVAN: You are

         11  absolutely right, that's all our points, that's why

         12  we are here.

         13                 And, incidently, President Carey,

         14  this Council is prepared to put in the budget more

         15  millions of dollars for this fund, 25 million, maybe

         16  five or 10 million more, now you are up to $35

         17  million for this fund to help small businesses, so

         18  we are prepared to do that but there has to be a

         19  meeting of the minds, a meeting of the committees, a

         20  meeting of staff on both sides of the aisle, to come

         21  to a resolution or a conclusion on the risk taking

         22  that is involved here. Has to be.

         23                 Now, I now again, once again, I know

         24  they are going to come up, your financial managers,

         25  they are bankers probably and probably say the same
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          2  thing of bankers. We don't like this because it is

          3  too big of a risk, we are not going to give the

          4  money. I don't want to hash this over again. We have

          5  got to come up with some type of means of delivering

          6  this money to entrepreneurs for businesses.

          7                 Now, Councilwoman Clarke.

          8                 Oh, excuse me, I am sorry. Council

          9  Member Robles.

         10                 COUNCIL MEMBER ROBLES: Before you --

         11                 CO-CHAIRPERSON O'DONOVAN: I didn't

         12  mean to cut you off.

         13                 COUNCIL MEMBER ROBLES: And, again,

         14  Mr. Chairman, I have to much respect for you,

         15  however, you see, I am in a dilemma now. You said

         16  that the Council, and I am part of the leadership,

         17  and we are about to do that now because of budget

         18  time, is prepare -- now let me finish -- right now,

         19  in two fiscal years, $25 million -- do you know

         20  right now I am trying to fight for the restoration

         21  of $20 million in health services, and if they have

         22  $25 million and in two fiscal years they haven't

         23  done anything, I mean, can you imagine if I did

         24  that? And, so, I don't know whether I am prepared to

         25  add anything else because there is no track record.

             Legal-Ease Court Reporting Services, Inc. (800) 756-3410

                                                            62

          1  FINANCE-ECONOMIC DEVELOPMENT-SMALL BUSINESS

          2                 MR. CAREY: Could I make a statement?

          3                 CO-CHAIRPERSON O'DONOVAN: President

          4  Carey made a statement that he did not want to

          5  deplete the fund that quick, and so they are going

          6  slow. I say you can deplete it as quick as you want,

          7  just invest it, we will add more money, okay? That's

          8  what I meant.

          9                 MR. CAREY: Could I make a statement?

         10                 CO-CHAIRPERSON O'DONOVAN: Yes.

         11                 MR. CAREY: Councilman, with all due

         12  respect, you know, I was the one who sought out the

         13  Council and sat with the Council staff to try and

         14  get this fund up and going. All right, we sat down

         15  with Council staff and went over what we were doing

         16  and how we would do it back when Tom McMahon and

         17  other people were here. So, I mean that is what

         18  happened in 1999, okay?

         19                 Between 1999 and 2000, we went about

         20  the process in a very diligent and professional way

         21  of getting outside people to advise us, okay? And I

         22  think there is a distinction between politics and

         23  government and I certainly recognize the role of

         24  this Committee and your role, as far as oversight

         25  and the involvement of government, and we are not
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          2  looking to be a loose canon and someone who is not

          3  responsive to government. I just tried to make an

          4  observation and what I said to you may have been a

          5  poor choice of words. We tried to do this so that

          6  these types of investments would be made on the

          7  merits. I appreciate your frustration, but the fact

          8  of the matter is, I was the one that set out in 1999

          9  to try and get this fund up and going with people

         10  from the Council. We had a very good meeting or set

         11  a meeting in which we established a protocol on how

         12  we would proceed. We did that in consultation with

         13  staff from the Council, okay? And we have Council

         14  Members who are on the Board of this thing who

         15  approved of how we are going about it. So, we tried

         16  to do this in the correct way. We may not agree on

         17  how it was done or on how much risk we should take,

         18  but I think it is not fair to say that nothing

         19  happened over two years because we have done an

         20  awful lot and, you know, if we had reviewed those

         21  136 business plans and we agreed upon ten or 15

         22  investments, we wouldn't be having this discussion.

         23  So, we can second guess about whether or not it was

         24  appropriate to reject those things, but I don't

         25  think it is fair to say that nothing happened in two
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          2  years.

          3                 CO-CHAIRPERSON O'DONOVAN:

          4  Councilwoman Clarke.

          5                 COUNCIL MEMBER CLARKE: President

          6  Carey, I think we are getting you a little bit

          7  testy. I didn't know you could become testy.

          8                 MR. CAREY: No, no, no.

          9                 COUNCIL MEMBER CLARKE: You are always

         10  so calm.

         11                 But since I was --

         12                 MR. CAREY: I apologize.

         13                 COUNCIL MEMBER CLARKE: Since I was

         14  here in 1999 when the fund was set up, I am going to

         15  ask the same questions that I asked then to figure

         16  out because the money was first in DBS, it then came

         17  to you --

         18                 MR. CAREY: Yes.

         19                 COUNCIL MEMBER CLARKE: And I raised

         20  the issue of have you identified what are the

         21  emerging industries in the City of New York? I

         22  raised the question about the ethnic marketplace,

         23  and how this money could help to fund that. And I

         24  did ask questions about did you study or did we look

         25  at other jurisdictions or other states or counties
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          2  that may be trying to do the same thing, and how can

          3  we compare what they do that is successful that

          4  would make us successful here? But then the question

          5  of, have we looked at what SBA has done in the

          6  federal government that guarantees and helps small

          7  businesses to emerge and to grow, and, so, I am

          8  throwing out the same questions now so that if I

          9  would want to help my district to approach you for

         10  the kinds of businesses that I think would thrive

         11  and grow as an ethnic marketplace, that I would know

         12  what the criteria is.

         13                 I am sitting here and the fact that

         14  nothing has been done with the money I am concerned,

         15  because I know and see many fledgling businesses

         16  that could grow, if they had both the technical

         17  support and the financial support guaranteed maybe

         18  by an EDC behind them.

         19                 So, should we be getting back to the

         20  drawing board? Do you think you are far in the way

         21  in which you will set this up, the advisory that you

         22  put together, to promote the market place in the

         23  City?

         24                 MR. CAREY: No, I think the answer is

         25  yes and no. We have done a lot of work with respect
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          2  to this particular initiative, and we have set up

          3  some criteria, and I think at the beginning Mr.

          4  Berman identified the type of companies that we were

          5  looking at, new media, software companies, biotech

          6  companies, but there are also a number of programs

          7  at EDC that might or might not be suitable for any

          8  particular business that is looking to see if they

          9  can get access to capital. Whether or not this is

         10  the one for any particular initiative depends on --

         11  is on a case-by-case basis. But, you know, you and I

         12  talk from time to time and if there is any

         13  particular initiative that you feel is something

         14  that we should be looking at, we would be glad to

         15  look at it. Whether it is in the context of the

         16  emerging industries fund, or other IDA programs or

         17  EDC programs.

         18                 COUNCIL MEMBER CLARKE: I just think

         19  that we miss an opportunity all the time in the City

         20  because I think that we are bounded by old ideas and

         21  institutionalized ideas, that the City is now some

         22  50 percent immigrants, of which I am one, and we

         23  come with skills, talent, business, ideas, that

         24  still help those communities to grow.

         25                 And I could say in some communities
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          2  maybe furniture making may not be a bad idea to go

          3  back to.

          4                 In my community, and every day you

          5  see me there is something I am wearing that is made

          6  in my community, today it is my hat. And why

          7  wouldn't you want to invest in a company like Carlos

          8  New York Hats, when I know that every other woman in

          9  my district wears a hat on Sunday to church and that

         10  it could be successful if it could access that

         11  dollar.

         12                 Clothing we wear -- Carlos New York,

         13  I just gave him a plug here. But I am just saying

         14  there is a whole lot in the ethnic marketplace that

         15  would help people to come, start a business, be

         16  successful and have you considered any of this

         17  dollar to be placed as a pot for experimentation, or

         18  could we consider that?

         19                 MR. CAREY: Not out of this $25

         20  million, we have not.

         21                 COUNCIL MEMBER CLARKE: Are you saying

         22  we have to give you another ten?

         23                 MR. CAREY: Well, that is, I guess

         24  that is for you to consider.

         25                 What I wanted to say was in terms of
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          2  the IDA, you know, we meet monthly and work with

          3  small businesses to try and provide them with

          4  financial assistance through accessing capital so

          5  that whether it be a hat manufacturer or a furniture

          6  manufacturer, that if it is possible we try to help

          7  them to raise capital. So, there are traditional

          8  ways or other, if you will, programs that we

          9  administer that may be more appropriate, or more

         10  available at the present time.

         11                 Whether or not there are other types

         12  of programs that we ought to be doing, we constantly

         13  look at other states and other counties to see what

         14  types of programs they have, to see whether or not

         15  it is something that we can learn from. And I would

         16  be glad to consider any program that you think would

         17  be appropriate.

         18                 COUNCIL MEMBER CLARKE: Thank you very

         19  much.

         20                 CO-CHAIRPERSON O'DONOVAN: Council

         21  Member Golden.

         22                 COUNCIL MEMBER GOLDEN: Thank you, Mr.

         23  Chairman.

         24                 Welcome, Mr. Carey.

         25                 MR. CAREY: Thank you.
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          2                 COUNCIL MEMBER GOLDEN: You have had

          3  an unusual afternoon here. I would imagine if you

          4  had done this already, and 60 percent of these

          5  companies had failed, we would be asking for an

          6  indictment against you, instead of congratulating

          7  you for taking your time and acting professionally

          8  and asking for due diligence and trying to make sure

          9  that the investments are made in a proper way.

         10                 And I have heard everything from, it

         11  should be like a lottery that some will work, some

         12  won't work. I heard that the City Council put up

         13  this money for you to lose and is that your

         14  interpretation that the City Council put up money,

         15  gave you money to lose?

         16                 MR. CAREY: No, absolutely not. And I

         17  know from sitting down with members of the Council

         18  staff what we tried to do here, and I think we tried

         19  to honor that, and I think we had long discussions

         20  with them about how we were going to go about this,

         21  what we would do, how would we be implemented, so I

         22  was there. I know from those discussions, with the

         23  staff members and the Council, how we were going to

         24  do this. And they were kept informed all along the

         25  way and when we convened the Board to go over this,
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          2  the Board members that were appointed by the Council

          3  were there, they were active, they were engaged, so

          4  I feel very confident that we have tried to act

          5  responsible here and proceed in accordance with what

          6  the mission was.

          7                 I think what I am hearing is that

          8  there are some people here who felt we should be

          9  more risk taking or risk averse, or rather more, I

         10  guess willing to take on more risk.

         11                 COUNCIL MEMBER GOLDEN: Free with the

         12  City's money.

         13                 The request for proposal, you had 49

         14  different companies it went out to and you finally

         15  got Draper to take that, and they have set up a

         16  criteria with working with yourself to bring all of

         17  these different companies in, 136 companies I

         18  believe, out of which 78 you have moved into the

         19  next stage, you forwarded to your advisors to see

         20  where you are going to go with that?

         21                 MR. CAREY: The 78 business plans were

         22  forwarded to the advisors for them to review.

         23                 COUNCIL MEMBER GOLDEN: And that is

         24  out of which you are going to act on one probably

         25  this quarter and over the next several quarters,
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          2  possibly two to four a quarter; correct?

          3                 MR. CAREY: That's what our goal is,

          4  yes.

          5                 COUNCIL MEMBER GOLDEN: And compared

          6  to the Prospect Street venture, which had over

          7  12,000 business plans, 500 resulting in meeting, 50

          8  in advance due diligence and 17 in actual

          9  investments, right?

         10                 MR. CAREY: Right.

         11                 COUNCIL MEMBER GOLDEN: So, I think

         12  you have done a pretty good job in the past two

         13  years and you have done a lot of work in the past

         14  two years to try to invest the City's money wisely,

         15  correct?

         16                 MR. CAREY: Well, we have tried to,

         17  yes, thank you.

         18                 COUNCIL MEMBER GOLDEN: I am

         19  personally gratified that you are taking this type

         20  of interest in the City's money and that you are

         21  using it wisely.

         22                 I don't know, I am going to be a

         23  little bit personal, I had a stock portfolio last

         24  year, I lost about 38, 40 percent in my stock

         25  portfolio. So, I don't know, did you lose any money?
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          2  Do you have a stock portfolio?

          3                 MR. CAREY: Well, I did a little

          4  better than you, but I probably didn't have as much

          5  to lose. I think I lost more than 20 percent.

          6                 COUNCIL MEMBER MICHELS: You don't

          7  lose it until you sell.

          8                 COUNCIL MEMBER GOLDEN: And where did

          9  we lose that money in? Was that a certain part of

         10  the industry?

         11                 MR. CAREY: I can't say because it is

         12  pretty diverse, and these things are mostly for me

         13  in mutual funds, but --

         14                 COUNCIL MEMBER GOLDEN: I lost all

         15  mine in high-tech.

         16                 MR. CAREY: The equity market has lost

         17  a lot, the high-tech markets got creamed, there is

         18  no question about that.

         19                 COUNCIL MEMBER GOLDEN: And I believe

         20  I read in Crains Business Magazine this year, 900

         21  tech companies went bankrupt last year?

         22                 MR. CAREY: I don't know what the

         23  exact number is, but obviously they took --

         24                 COUNCIL MEMBER GOLDEN: Nine-hundred.

         25  It is over 900 tech companies went bankrupt last
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          2  year alone, so I applaud you for taking your time,

          3  for putting together the right machinery to make

          4  sure that these investments are made properly, and

          5  that the people that need them get them.

          6                 I think you are doing that. And I

          7  agree with my colleague, Council Member Rodriguez,

          8  maybe there should be some more marketing on this,

          9  maybe there should be better ways to reach out into

         10  the market world, to see if we can get more people

         11  to apply, and I think we recognize that you are at a

         12  fork in the road where you are about to make these

         13  investments, and you are going to make a number of

         14  them over the next several quarters.

         15                 So, $25 million over the next several

         16  quarters is not a lot of money, if we are ranging --

         17  what's the range again?

         18                 MR. CAREY: $250,000 to 1.5 million.

         19                 COUNCIL MEMBER GOLDEN: So, if we had

         20  12 or 14 of those investments, pretty much, you

         21  know, 18, 20 million dollars?

         22                 MR. CAREY: It could be fully invested

         23  within a couple of years, 18 months.

         24                 If we had five good companies, and

         25  they took a million dollars each, obviously we would
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          2  be half way there or a third of the way there I

          3  should say.

          4                 COUNCIL MEMBER GOLDEN: Hopefully you

          5  are still writing the checks next year too. Keep it

          6  up. Thank you very much.

          7                 MR. CAREY: Thank you very much.

          8                 CO-CHAIRPERSON O'DONOVAN: Councilman,

          9  we appreciate, as the Chairman of the Committee, one

         10  of the Committees anyway, your kind words to the

         11  President, but why we are here is not only to ask

         12  why, the have-nots invested, we know that you want

         13  to do due diligence, but since it is government

         14  money, not private banking money, we are also under

         15  the philosophy that we give this money to perhaps,

         16  and here is your question, it is a very tough issue,

         17  because it is a philosophical issue, how far should

         18  he go as a government official and take a risk for

         19  our people. Our people meaning the citizens of New

         20  York.

         21                 So, he being cautious and using due

         22  diligence is fine, in his corporation, but we being

         23  the people that are giving the money, saying we are

         24  giving you this money to invest and take a risk, so,

         25  to give people a chance, we are at a wall here, do
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          2  you understand? So, we understand what you are

          3  saying, but we are here to say to him and ask the

          4  questions, well, where do we go from here? Should we

          5  sit down? We are going to sit down with the staff

          6  and come up with some type of a plan whereby we can

          7  look at how far he should go in investing this

          8  money. It's for businesses, businesses in your

          9  district.

         10                 COUNCIL MEMBER GOLDEN: Well, maybe a

         11  definition of reasonable and calculated risk should

         12  be placed out there, but I personally believe, I

         13  think they have acted properly, and they haven't

         14  acted quick enough, but I do believe they are acting

         15  properly, and I think he has answered every question

         16  that you could possibly put to him and I think he

         17  has been exceptionally well read here and very

         18  informative on what he plans to do and how he plans

         19  to get it out.

         20                 CO-CHAIRPERSON O'DONOVAN: All right.

         21                 Who is next?

         22                 CO-CHAIRPERSON RODRIGUEZ: I have a

         23  question.

         24                 You mentioned before that they send

         25  the application to your office and the application
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          2  gets then forwarded to Fisher Draper; is that right?

          3                 MR. CAREY: Yes.

          4                 CO-CHAIRPERSON RODRIGUEZ: What do you

          5  ask for in the application?

          6                 MR. CAREY: Well --

          7                 CO-CHAIRPERSON RODRIGUEZ: Before you

          8  answer that, let me tell you why I am asking the

          9  question.

         10                 Because I was told when they go onto

         11  your web site there is no application, and that it

         12  says to go directly to Fisher Draper.

         13                 So, before you answer the question,

         14  that is why I am asking the question.

         15                 MR. CAREY: Could you repeat it.

         16                 CO-CHAIRPERSON RODRIGUEZ: I said the

         17  reason I asked that question is because I was told,

         18  and I am sure that is incorrect, what I was told,

         19  that there was no application and that on your web

         20  site it says to go directly to Fisher Draper, and

         21  then when they contact Fisher Draper directly, that

         22  Fisher Draper said send in the application. So, I am

         23  a little confused as to the process, so I just

         24  wanted to make sure (a) what you asked for on the

         25  application, because I was told there was none, and
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          2  (b) you say that you asked them to go directly to

          3  you, and I was told that in the web site it says go

          4  to Fisher Draper.

          5                 MR. CAREY: You are correct. In fact,

          6  there is not an application form. What they do is

          7  they submit a business plan. The business plan is

          8  then forwarded to Draper Fisher, and I am looking at

          9  a flyer that we have, and that says that you should

         10  submit a business plan or an executive summary by

         11  e-mail to Tech Fund at NYCEDC.COM or via mail to

         12  Emerging Industries at care of New York City

         13  Economic Development Corporation.

         14                 So, I will check the web site, if

         15  that is the case, but the process, the mechanism

         16  that we set up is that they come to us and that we

         17  then review them then send them on to Draper Fisher.

         18                 CO-CHAIRPERSON RODRIGUEZ: Okay. And I

         19  was also told that --

         20                 MR. CAREY: You are correct. I was

         21  wrong when I said a form.

         22                 CO-CHAIRPERSON RODRIGUEZ: I just

         23  wanted to clarify it.

         24                 I was also told that Draper Fisher,

         25  with some people that have applications in, has been
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          2  somewhat unresponsive. So, could we get some

          3  response from Draper Fisher as to what they are

          4  doing maybe at some point today? Are they going to

          5  testify here today?

          6                 MR. CAREY: They are here.

          7                 CO-CHAIRPERSON RODRIGUEZ: Will they

          8  be willing to testify?

          9                 MR. CAREY: They can answer your

         10  questions if they want, yes.

         11                 CO-CHAIRPERSON RODRIGUEZ: Oh, okay. I

         12  will let them keep asking questions and then we will

         13  ask them questions in a little while.

         14                 Okay, next with questions is Council

         15  Member Fiala.

         16                 Are you prepared?

         17                 COUNCIL MEMBER FIALA: Yes, I am

         18  prepared.

         19                 CO-CHAIRPERSON RODRIGUEZ: Okay.

         20                 COUNCIL MEMBER FIALA: Thank you,

         21  Chairman Rodriguez and Chairman O'Donovan.

         22                 Welcome, President Carey. I am new to

         23  this Committee. I was only assigned yesterday,

         24  thanks to Chairman O'Donovan. So, I am just getting

         25  acclimated, but we have a very able Counsel named

             Legal-Ease Court Reporting Services, Inc. (800) 756-3410

                                                            79

          1  FINANCE-ECONOMIC DEVELOPMENT-SMALL BUSINESS

          2  Todd Turner, and he did spend time with me, and I

          3  think I have as clear an understanding on this issue

          4  as I am probably going to.

          5                 As near as I can tell, there are some

          6  outstanding issues.

          7                 I maintain the position that

          8  government doesn't create wealth, we redistribute

          9  it.

         10                 But government does foster a climate

         11  in which wealth can be created through private

         12  entities. And there is a relatively new phenomenon

         13  where government partners with private industry to

         14  try and create that wealth. And it has worked well.

         15                 I think there are three things that

         16  need to be addressed here and I suspect it needs to

         17  be done through, my understanding is that you

         18  alluded to a seven-member board, was it four Mayoral

         19  appointees and three Council appointees?

         20                 MR. CAREY: That's correct.

         21                 COUNCIL MEMBER FIALA: Would they

         22  ultimately decide what the definition of emerging

         23  is, what the level of risk is, what form of

         24  communication should take place; is that the

         25  governing body that would have an impact over those
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          2  areas?

          3                 MR. CAREY: Well, it is certainly

          4  something that they would discuss and look at in

          5  terms of the criteria for types of companies, what

          6  defines emerging industries - yes, and no. I mean,

          7  obviously it is done in collaboration with the

          8  advisors. But ultimately the investments are passed

          9  on by the Board, so they can decide whether or not

         10  particular things, and they can say going in that

         11  these are the types of companies that we will look

         12  at or not look at.

         13                 COUNCIL MEMBER FIALA: Fine.

         14                 Well, let me offer constructive, an

         15  observation, not a criticism.

         16                 MR. CAREY: Sure.

         17                 COUNCIL MEMBER FIALA: This is a

         18  wonderful program, and I think that the Speaker of

         19  the Council should be commended because it is

         20  forward thinking, it is about marrying public and

         21  private partnerships. It moves away from the old

         22  philosophy of throwing money into a problem, it is

         23  more of a partnership deal.

         24                 I do think the first thing that has

         25  to be done is, the Board in working with the fund
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          2  management and in working with the EDC, needs to

          3  reassess the level of risk, an acceptable level of

          4  risk, an acceptable level of risk, if only to ensure

          5  that we at least get some of the money out there,

          6  and make a determination as to whether or not this

          7  can work. If we don't, we simply will not know.

          8                 It is to the fund's benefit, because

          9  as Council Member Robles said, you know, right now

         10  we are going to be dealing with $700 million in

         11  programmatic cuts, and quite frankly, it would be

         12  easy to pull $25 million from a program that is not

         13  being utilized to the extent that some would like,

         14  and plug the holes in other areas.

         15                 I know last year Chairman Robles went

         16  through holy hell because there was some money not

         17  being spent in the Department of Health, and they

         18  wanted to shift it and it was a battle that the

         19  Council had to wage.

         20                 So, I think it benefits the fund. So,

         21  I think a level of risk has to be looked at. I don't

         22  know what level of risk ultimately should be

         23  assigned, that is up to the experts.

         24                 The second thing is, maybe we need to

         25  broaden the definition of a merging market. It is a
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          2  very broad term to begin with, it has been narrowed

          3  to biotech, which arguably could be somewhat broad,

          4  and the other one was -- what was the other one?

          5                 MR. CAREY: New media or high-tech.

          6                 COUNCIL MEMBER FIALA: New media,

          7  high-tech.

          8                 MR. CAREY: Software.

          9                 COUNCIL MEMBER FIALA: Let me give you

         10  one example that I have been advised of, and which I

         11  feel very strongly about.

         12                 There was, and I do not know the name

         13  of the company, we can get it for you, if we need

         14  it, there was a company in Brooklyn that I believe

         15  applied, was in the recycling business, glass

         16  recycling, I believe in the Brooklyn Navy Yard

         17  section. That seems to me to be a company that this

         18  government in particular would want to foster a

         19  relationship with and try to prop up.

         20                 We are now moving into a billion

         21  dollar a year solid waste management budget. The

         22  less we have to export, the more that we can

         23  recycle, or the more that we can prevent waste from

         24  being generated in the first place means less money

         25  being spent on export. That means more money being
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          2  spent on economic activities and education and

          3  health care and all the rest. So, it seems to me

          4  that if there is one industry that should be

          5  reevaluated, given the cost that this City is going

          6  to incur, recycling should, and you are to be

          7  commended because of the Vesy Paper Plant, it is an

          8  absolute success story on Staten Island. This is

          9  somewhat different, but it is an emerging industry.

         10  I would personally urge that we look at that.

         11                 The third thing is, I think we need

         12  to foster a greater and more substantive

         13  communication between applicant and the government,

         14  and let me ask a question with respect to that, and

         15  I don't know if you know the applicant, that glass

         16  company, but -- Great Harbor.

         17                 MR. CAREY: I am very familiar with

         18  them.

         19                 COUNCIL MEMBER FIALA: You are

         20  familiar with them, okay, good.

         21                 They submit their application, the

         22  fund sends a rejection letter?

         23                 MR. CAREY: Yes.

         24                 COUNCIL MEMBER FIALA: And my

         25  understanding is that the rejection letter really
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          2  offers no -- it's like a college letter, you know,

          3  Mr. Fiala, we regret to inform you that you have not

          4  been accepted to New York University.

          5                 MR. CAREY: Right.

          6                 COUNCIL MEMBER FIALA: But it seems to

          7  me, since we are in the business of trying to find

          8  -- we do the following -- government does the

          9  following: We try to establish tax policies that are

         10  business friendly, we offer tax credits, tax

         11  incentives, we provide for public safety so that

         12  businesses feel safe about moving back into the

         13  City, all sorts of amenities providing

         14  infrastructure. So we do a lot. This is a new area

         15  where we can provide a monetary grant to help

         16  somebody who has an emerging thought or idea, and

         17  that idea will grow hopefully, maybe one out of ten,

         18  one out of 100, but it will grow into something big.

         19  Every industry started with someone's idea.

         20                 It seems that the letter of rejection

         21  should be more substantive. What did I do wrong?

         22  Where am I deficient? What could I do to make you

         23  reconsider? Now, that would be good public policy, I

         24  think. It would help us. Because we are part

         25  teachers. When someone goes through the exercise,

             Legal-Ease Court Reporting Services, Inc. (800) 756-3410

                                                            85

          1  FINANCE-ECONOMIC DEVELOPMENT-SMALL BUSINESS

          2  they should get something back in return other than,

          3  oh, look, government is not helping me, go figure. I

          4  am not surprised. Why did I waste my time?

          5                 I am not trying to be facetious, I

          6  think that people are hesitant to come to us for

          7  help to begin with. Those that do take the time

          8  would benefit. Even if ultimately we reject them, I

          9  would like you to be able to say, you know, Mr.

         10  Fiala, the fact of the matter is you don't fall

         11  under this category, or, you know, if you had done

         12  this, that or that, we would have considered you,

         13  maybe you should reapply. A little bit of coaching I

         14  think would help.

         15                 So, those are the three areas that I

         16  think the Board should look at - reassessment of

         17  risk, greater communication, more substantive

         18  communication and a reconsideration of the emerging

         19  industries, because it appears as though maybe the

         20  definitions that were established originally are not

         21  yielding us enough applications, or maybe those

         22  industries aren't performing at an acceptable level.

         23                 Council Member Golden indicated 900

         24  companies, I believe, that is an alarming figure,

         25  and obviously there is a level of risk there and I
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          2  understand why you would want to be prudent. Maybe

          3  we need to move toward another sector within this

          4  whole emerging industry.

          5                 So, I would ask the question, the

          6  rejection letters are sent, and that's it, the case

          7  is closed, I assume?

          8                 Do you want to give me a little

          9  background on -- what was the company? Forgive me.

         10                 MR. CAREY: Great Harbor.

         11                 COUNCIL MEMBER FIALA: Great Harbor.

         12                 MR. CAREY: Well, first of all, I

         13  think that the definition of emerging is

         14  illustrative in terms of these types of companies,

         15  and not, if you will, dispositive. And I think in

         16  the case of that company it was rejected by the

         17  fund, not because of not being a new media company

         18  or a biotech company, but rather because of the

         19  absence of a track record, the absence of contracts,

         20  the absence of financial success. So, it was

         21  rejected more from a financial evaluation.

         22                 That, however, is a good case study

         23  because we were able to, through a different

         24  program, provide assistance. And I think, I have now

         25  spoken to the people at EDC about, you know, when we
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          2  reject these companies, that we make sure they are

          3  aware that there may be other opportunities at EDC

          4  or IDA, and they may be well off to try to come and

          5  see us and talk to us about that. So, I appreciate

          6  what you are saying, and we are actually going to

          7  start to do that. I think it is a very good point.

          8                 COUNCIL MEMBER FIALA: See, then this

          9  meeting has been productive, because there should be

         10  some nexus --

         11                 MR. CAREY: No question. That's right.

         12                 COUNCIL MEMBER FIALA: If I don't

         13  qualify for the emerging fund, someone should send

         14  me a letter and say, you know, you don't qualify for

         15  these reasons, but go here, here and here, you may

         16  qualify under another program.

         17                 MR. CAREY: Right.

         18                 COUNCIL MEMBER FIALA: And you are

         19  willing to look at doing that?

         20                 MR. CAREY: No, we are doing that in

         21  fact. We have started that.

         22                 COUNCIL MEMBER FIALA: You are doing

         23  that.

         24                 With this particular company they are

         25  looking at trying to help them?
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          2                 MR. CAREY: We have actually provided

          3  a mechanism for them. They are fine. But that is a

          4  good case study, because in that case we did look at

          5  alternative programs and we did in fact provide them

          6  with some type of assistance. It's a very good

          7  company, hopefully it will be a worthwhile

          8  investment. But that, as I say, is a good case study

          9  from the standpoint of, if not this program, how

         10  about another program, and that is what happened.

         11                 COUNCIL MEMBER FIALA: Thank you very

         12  much.

         13                 MR. CAREY: But I think those are all

         14  very good ideas.

         15                 COUNCIL MEMBER FIALA: Thank you.

         16                 CO-CHAIRPERSON RODRIGUEZ: As a

         17  follow-up to his question: So, the rejection letter

         18  comes from Draper Fisher?

         19                 MR. CAREY: Yes.

         20                 CO-CHAIRPERSON RODRIGUEZ: So, there

         21  was 70 something that were sent to Draper Fisher?

         22  That means there were 60 that were not; did they get

         23  a rejection letter? And whom did they get it from?

         24                 MR. CAREY: The initial letter

         25  actually comes from us, and then from Draper. But I

             Legal-Ease Court Reporting Services, Inc. (800) 756-3410

                                                            89

          1  FINANCE-ECONOMIC DEVELOPMENT-SMALL BUSINESS

          2  am sorry, the other ones?

          3                 CO-CHAIRPERSON RODRIGUEZ: There were

          4  130 applications, 70 were moved forward, 60

          5  obviously didn't make the first cut. Those 60 that

          6  didn't make the first cut, did they get a rejection

          7  letter from your agency or from Draper Fisher?

          8                 MR. CAREY: From us.

          9                 CO-CHAIRPERSON RODRIGUEZ: Okay. It

         10  was also said that there were no rejections from you

         11  also. So, I mean I am just telling you what I am

         12  hearing out there, and I just want to bring it to

         13  you, and maybe they are wrong, but you are saying

         14  when it doesn't get to Draper Fisher, you are

         15  saying, we send you a rejection letter saying you

         16  are not making the first cut, you are not qualified.

         17                 MR. CAREY: Well, it is either that,

         18  or it's a letter that says if you want to resubmit

         19  then you should basically address the following

         20  points. I will look at that. But I don't think we

         21  just tell them that you are -- we certainly don't

         22  tell them that you have been rejected by Draper

         23  Fisher or by the fund, we say that your business

         24  plan does not satisfy certain criteria, and as

         25  Councilman Fiala pointed out, I think going forward
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          2  what we are going to do, I have already instructed

          3  my staff to do this, that we make it clear that

          4  there may be other programs that may be viable or

          5  applicable to these companies and we will work with

          6  them to see if we can't help them out.

          7                 CO-CHAIRPERSON RODRIGUEZ: Okay.

          8                 Before I go to Mr. Michels, one more

          9  thing.

         10                 Before I leave today I would like to

         11  make sure, is it possible to make sure that the

         12  Council staff and your staff get together next week

         13  to iron out some of these details?

         14                 MR. CAREY: Absolutely. We are at your

         15  disposal.

         16                 CO-CHAIRPERSON RODRIGUEZ: Thank you

         17  very much.

         18                 Mr. Michels.

         19                 COUNCIL MEMBER MICHELS: Thank you,

         20  Mr. Chairman.

         21                 It is very nice to have you here,

         22  Michael. We know each other for many years and we

         23  have been dealing with each other. The first time I

         24  had an opportunity to address you in an official

         25  capacity was at a Council hearing, and I might say I
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          2  think you have been very responsive, and I want to

          3  commend you as far as -- I don't know if it is your

          4  initial appearance, but it is your initial

          5  appearance when I here, and I want to let everybody

          6  know that I have always found you to be very

          7  reachable and very cooperative.

          8                 MR. CAREY: Thank you.

          9                 COUNCIL MEMBER MICHELS: Even though

         10  we haven't always agreed on things, and there have

         11  been some things that we had some problems on.

         12                 But let me ask you this: This

         13  definition of emerging industries, is there a

         14  definition of what that constitutes anywhere in the

         15  law, as to what should be emerging industries and

         16  what shouldn't be?

         17                 How do we define emerging industries?

         18                 MR. CAREY: I think generally speaking

         19  it covers new media companies, high-tech companies,

         20  software companies.

         21                 COUNCIL MEMBER MICHELS: Generally is

         22  there a legal definition of it?

         23                 MR. CAREY: No, that's why I said --

         24                 COUNCIL MEMBER MICHELS: Is it a

         25  discretionary thing?
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          2                 MR. CAREY: It is more of an

          3  illustrative list, it is not a dispositive list. If

          4  someone comes to us with a technology that --

          5                 COUNCIL MEMBER MICHELS: If I came to

          6  you with an industry, which is not a high-tech

          7  company or not a media company, but hypothetically

          8  speaking, come to you with an industry where there

          9  is a public policy already in the law calling for

         10  the existence of this type of industry, where they

         11  perform a service dealing with a resource that is

         12  readily available in New York, and more abundant

         13  supply than probably any place in the world, where

         14  there is a great need for that resource, and where

         15  we have the capabilities of formulating areas where

         16  there is a workforce that can work at that resource

         17  and provide an abundance of jobs; would that be the

         18  type of industry for you?

         19                 MR. CAREY: Potentially. I mean, it

         20  could be. I can't --

         21                 COUNCIL MEMBER MICHELS: I am not

         22  asking a specific one, in general.

         23                 MR. CAREY: No, potentially we would

         24  certainly look at it with an open mind.

         25                 COUNCIL MEMBER MICHELS: That would be
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          2  something that would interest you, an industry like

          3  that that would meet with those qualifications, one

          4  that is already existing for many years of public

          5  policy to exist in this City, one that uses a

          6  resource that we have readily available, and we are

          7  surrounded with, where we have the means, the place

          8  to place it, the workforce that can utilize it and a

          9  demand of the goods.

         10                 Do you know what that industry should

         11  be, the recycling industry.

         12                 MR. CAREY: Yes, I understand that.

         13  But I think that --

         14                 COUNCIL MEMBER MICHELS: What I am

         15  talking about there is the fact that, in 1987, I

         16  think it was '87, we passed a law in this City which

         17  called for the putting forth of an industry to take

         18  care of our recycling materials, and we have

         19  certainly -- we have probably the most abundant City

         20  in the world for materials to be recycled.

         21                 We have a workforce that can handle

         22  it, and the technology, which some of it is advanced

         23  technology to use it, and is it part -- I guess I

         24  should have asked this even preliminarily, is it

         25  part of the duty, or the mission, let's say, of your
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          2  agency, we like to talk in military terms, the

          3  mission, to seek out industry which we can invest in

          4  which we think are something that we should have in

          5  New York City to try to develop and encourage them

          6  to come into the City, or to develop within this

          7  City, if they don't already exist?

          8                 MR. CAREY: Absolutely. We have a

          9  whole group that spends their days going out and

         10  recruiting companies from other jurisdictions, to

         11  try and go to conferences, to try and stay cutting

         12  edge in terms of companies that are appearing on the

         13  scene and how they might benefit the City of New

         14  York.

         15                 COUNCIL MEMBER MICHELS: Have they

         16  been doing this, looking for industries to do

         17  recycling?

         18                 Someone like the Vesy Plant, which is

         19  a very big success, probably the most successful new

         20  industries we have in the City?

         21                 MR. CAREY: They are not focused

         22  singularly on that.

         23                 COUNCIL MEMBER MICHELS: I don't think

         24  singularly, but is it one of the areas in which they

         25  are looking for?
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          2                 MR. CAREY: Sure.

          3                 COUNCIL MEMBER MICHELS: I get the

          4  impression, we got the impression when we were doing

          5  negotiation on the Solid Waste Management Plan, and

          6  I did some of the negotiations directly myself, that

          7  we wanted to state in that plan to the effect that

          8  we should be looking to invest money to encourage

          9  recycling industries here, which was part of the

         10  original local would call for the recycling in the

         11  city, and I got the impression that that isn't

         12  considered an emerging industry, or an industry that

         13  we can -- and that is why I am asking these

         14  questions, I may be blind-sided by asking you a

         15  hypothetical, but it seems to me that this should

         16  fit all of the criteria we should be really doing.

         17  Because instead of having to ship out our recycled

         18  material, shouldn't we actually be encouraging the

         19  industry to come in here, and I do notice, for

         20  instance, there is one industry that we have had and

         21  we are losing, I think a very limited supply, and

         22  that is the plastics industry, which can use so much

         23  of our plastic materials which we recycle, and it

         24  seems to me that instead of having to import it and

         25  having all of the plastic goods coming from outside
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          2  of the City and the State, we should be doing more

          3  about having industries -- I have a book about this

          4  thick (indicating) of the materials that we have

          5  used in the plastic industry that use recyclable

          6  materials, I think there may be five businesses in

          7  the City of New York in that book that thick.

          8                 So, what I am trying to encourage you

          9  to do, is to focus in on this. I am not saying you

         10  haven't been doing it, but I want to encourage it.

         11  Because I think one of the keys to our being a city

         12  which is even more successful in the recycling that

         13  we already are, and I think we are very successful,

         14  we want to see the cities in the world to do

         15  recycling, and I think they can do more, would be if

         16  we could have an industry that would create the

         17  demand.

         18                 Because I think recycling could only

         19  be successful when there is a demand for the

         20  recyclable materials. I think it is a demand type of

         21  business, and when there isn't a demand for the

         22  goods, you just are not going to have the

         23  encouragement or the motivation to do the recycling.

         24                 I am very disappointed that we are

         25  not successful up in the Bronx, in Harlem yards, to
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          2  do a newsprint where we take newspapers, deink them

          3  and produce newsprint for our many newspapers, there

          4  is probably no city in the world that uses more

          5  newspapers than we do. Ask my wife.

          6                 But the fact is we don't have any

          7  processing, and it has failed first with the

          8  Ponderosa, and I am sure you are aware of this, the

          9  Ponderosa and then there was Banana Kelly and then a

         10  couple of other industries, and you can't get this

         11  thing done.

         12                 I don't care where it is done, but

         13  something should be done because we have a demand

         14  for the recycled paper, and the newspapers to use

         15  them, but we don't meet the demand. So all of our

         16  papers then go to 59th Street, shipped to the Vesy

         17  Plant, and not used for newsprint, they are used for

         18  cardboard and for other things.

         19                 I think this is something that we

         20  should be looking at.

         21                 I don't know if we can accomplish

         22  anything within a little less than a year to go. But

         23  I seem to think that we should start the ball

         24  rolling and to ask your agency to think about this,

         25  because it makes so much sense and so logical, and

             Legal-Ease Court Reporting Services, Inc. (800) 756-3410

                                                            98

          1  FINANCE-ECONOMIC DEVELOPMENT-SMALL BUSINESS

          2  we do know there is technology out there and the

          3  technology is producing all of -- doing very well

          4  over the years, plus the fact in Europe people have

          5  advanced technology.

          6                 MR. CAREY: Okay, we will be glad to

          7  look at it. We will take a look at it.

          8                 COUNCIL MEMBER MICHELS: Is it

          9  interesting?

         10                 MR. CAREY: I think it is very

         11  interesting, but obviously I have got to look into

         12  it.

         13                 COUNCIL MEMBER MICHELS: Obviously you

         14  have got to look into it.

         15                 MR. CAREY: But it is something that I

         16  am trying to stimulate. I know you are not going to

         17  do anything, you can't give me an answer, but it

         18  seems to me it will make sense, doesn't it make

         19  sense?

         20                 I am not asking you for a specific

         21  company --

         22                 MR. CAREY: No, I understand.

         23                 COUNCIL MEMBER MICHELS: I am asking

         24  you --

         25                 MR. CAREY: It certainly makes sense
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          2  to look at ways we can recycle more of garbage, if

          3  you will, more newspapers.

          4                 COUNCIL MEMBER MICHELS: Well, the

          5  garbage we don't want. The garbage we are shipping

          6  out hopefully to Linden, New Jersey, to put on a

          7  train to get out of here.

          8                 But I am talking about recyclable

          9  material, for plastic, cardboard, certain metals and

         10  things like that, and cans, which we can use to do

         11  something to benefit, to create the demand and

         12  utilize it.

         13                 MR. CAREY: No, it seems to make sense

         14  and we will look at it.

         15                 COUNCIL MEMBER MICHELS: Thank you

         16  very much.

         17                 MR. CAREY: Thank you.

         18                 COUNCIL MEMBER MICHELS: My pleasure.

         19                 CO-CHAIRPERSON RODRIGUEZ: Mr.

         20  President, I know before you had said that Draper

         21  Fisher would come and answer questions, so if they

         22  can come up so I can ask just a few questions.

         23                 MR. CAREY: Yes, if they are still

         24  available.

         25                 CO-CHAIRPERSON RODRIGUEZ: Can you
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          2  identify yourself for the record.

          3                 MR. MEEKER: Chip Meeker.

          4                 DR. MERMELSTEIN: I am Dr. Fred

          5  Mermelstein, from Paramount Capital.

          6                 CO-CHAIRPERSON RODRIGUEZ: If the

          7  light is off, your mike is on.

          8                 MR. MEEKEM: It is on.

          9                 CO-CHAIRPERSON RODRIGUEZ: The light

         10  is on. Right, if the light is off, your mike is on.

         11                 Okay, so, now Draper Fisher, is this

         12  what you do for a lot of different funds, you act as

         13  a fund manager?

         14                 MR. MEEKEM: We are our own fund,

         15  monies which we raise from private investors, and we

         16  also run money for the City.

         17                 CO-CHAIRPERSON RODRIGUEZ: So this is

         18  the only outside fund that you run, other than your

         19  own?

         20                 MR. MEEKEM: Yes.

         21                 CO-CHAIRPERSON RODRIGUEZ: Okay.

         22                 Have you ever tried to run funds for

         23  any other cities or any other institutions or anyone

         24  else?

         25                 MR. MEEKEM: We have not. The New York
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          2  office, however, Draper Fisher Gerbenson (phonetic)

          3  has a number of regional affiliates, two of those

          4  regional affiliates I believe run money for local

          5  municipalities, Zone Ventures in Los Angeles, and I

          6  am not sure of the other one, but I know in LA they

          7  actually run a piece of government capitals.

          8                 CO-CHAIRPERSON RODRIGUEZ: Okay. And

          9  is the same underwriting criteria used in all of

         10  these funds?

         11                 MR. MEEKEM: I wouldn't know the terms

         12  of that agreement within Los Angeles.

         13                 CO-CHAIRPERSON RODRIGUEZ: Would you

         14  think it important to find out when you were

         15  entering into this agreement that maybe we should

         16  find out how they do it in other municipalities so

         17  that we can help New York with the right things that

         18  they are doing and maybe the wrong things prevent us

         19  from continuing to do?

         20                 MR. MEEKEM: Well, just as a point of

         21  fact, I was not involved in any of the negotiations

         22  regarding the terms of the agreement between the

         23  City and our fund. That was really the partners in

         24  my fund. So, I was not involved in that negotiation.

         25                 CO-CHAIRPERSON RODRIGUEZ: All right.
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          2                 Is it possible then if I could get a

          3  copy of this agreement, just to make sure of that?

          4                 And really the questions I wanted to

          5  ask really was, you know, if you have done this

          6  before for other municipalities, what they are

          7  doing, and you are saying you don't know the answer

          8  to that, so that bothers me. And it bothers me,

          9  because you should know that, you should know what

         10  they are doing, you should know what steps they are

         11  taking, and you should know how they have done it,

         12  what they have done right and what they have done

         13  wrong, and if it included certain procedures to help

         14  women or minority businesses, if they have included

         15  certain ways to tweak it so that -- again, I

         16  understand -- I come from the private sector, I am a

         17  CPA by profession, it is what I do for a living, so

         18  you are talking to someone that understands the

         19  dynamics of the financial market, and, so, I am not

         20  saying you would go out there and ignore all

         21  underwriting criteria, I mean I haven't said that at

         22  any time here, what I have said is that we need to

         23  be able to tweak it a little bit, to fit the needs

         24  of our communities, and I am wondering if Draper

         25  Fisher is even considering that?
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          2                 MR. MEEKEM: Well, I think one

          3  important point is that, given, let's assume that

          4  the New York City fund would invest $500,000 in a

          5  given opportunity, a high-tech company with ten

          6  employees is generally burning on the order of

          7  $100,000 a month in cash, which gives the company

          8  essentially five months of operating capital given

          9  that investment.

         10                 Five months is not enough time for

         11  that company to grow and become a thriving

         12  enterprise, which means that other investors have to

         13  get involved in that company for it to succeed.

         14                 CO-CHAIRPERSON RODRIGUEZ: Yes.

         15                 MR. MEEKEM: The other investors will

         16  be private investors who will use the same criteria

         17  that I use as a private investor to evaluate that

         18  investment.

         19                 So, if we make an initial investment

         20  in the company, not using stringent private

         21  investment criteria, we may in fact be setting up

         22  that company to have a difficult time raising

         23  incremental capital down the line.

         24                 CO-CHAIRPERSON RODRIGUEZ: We have

         25  also heard of cases in which companies started with
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          2  very little capital, and a great success. So, I

          3  mean, we have heard both sides of it.

          4                 MR. MEEKEM: Absolutely.

          5                 CO-CHAIRPERSON RODRIGUEZ: And you are

          6  saying that they are burning $100,000 a month, or a

          7  company with ten employees, and though that is

          8  probable in this industry, there are some companies

          9  that are not doing that, have ten employees that

         10  burn less than $100,000 a month, and so the question

         11  is, I am not trying to say that we should lend money

         12  to companies that are going to go under, because

         13  that doesn't serve anybody's purpose, we are not

         14  here to throw money away. I am not suggesting that

         15  for one moment.

         16                 What I am suggesting is that we tweak

         17  them a little bit, and I think that as an advisor to

         18  the City, that you should have looked at that option

         19  and said maybe we should not sit there and say -- so

         20  let me ask this question:  So, the criteria you are

         21  using is exactly the same -- for our fund, because

         22  it is our fund, is exactly the same criteria you are

         23  using for the fund that you use, that you fund?

         24                 MR. MEEKEM: Our fund, we focus

         25  regionally, however, we do make investments outside
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          2  of the New York area as one point of difference.

          3                 Also, we are looking earlier in life

          4  stages of companies within New York State with New

          5  York money. However, it is intended usually that we

          6  will co-invest along-side of the New York City

          7  investment dollars. So, in that respect we are

          8  applying similar criteria to those investments.

          9                 CO-CHAIRPERSON RODRIGUEZ: Well, let

         10  me see if I understand this. So, you are assuming

         11  that Draper Fisher will lend money to companies that

         12  you have helped fund through the New York City fund?

         13                 MR. MEEKEM: Generally, yes.

         14                 CO-CHAIRPERSON RODRIGUEZ: So we are

         15  sort of partners in a lot of these funds that you

         16  decide or warrant an investment from the City?

         17                 MR. MEEKEM: Yes. I am not sure I

         18  understood that question, but, okay.

         19                 CO-CHAIRPERSON RODRIGUEZ: Okay, let's

         20  make it very clear to you.

         21                 MR. CAREY: Can I --

         22                 CO-CHAIRPERSON RODRIGUEZ: Sure. Feel

         23  free, Mr. President.

         24                 MR. CAREY: If I can help clarify, if

         25  I can't then I apologize.
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          2                 But I think what he is saying is that

          3  they will co-invest with us, which is basically also

          4  a way of, if you will, leveraging our money so that

          5  for every dollar we make --

          6                 CO-CHAIRPERSON RODRIGUEZ: It may have

          7  sounded like I was --

          8                 MR. CAREY: Right. And, so, I think

          9  that is what he is saying. They co-invest with us

         10  their own money, which is I think a way of

         11  leveraging the money that we are putting in so that

         12  it is more beneficial for the company.

         13                 CO-CHAIRPERSON RODRIGUEZ: So, let's

         14  say company X comes and they need $5 million, so

         15  they come and first they probably thought they

         16  shouldn't even apply with the City, because they

         17  need $5 million and the City is willing to lend up

         18  to $2 million, or $1.5 million, so the first thing

         19  is for them to say, well, we don't want to apply

         20  with the City, unless, of course, they went to

         21  Draper Fisher first, and Draper Fisher said, go to

         22  the City because we will do the other 3.5, if it

         23  gets to this stage. Does that sound like a plausible

         24  scenario?

         25                 MR. MEEKEM: Sure. With many of our
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          2  companies we are looking at ranging dollars in the

          3  range of 3 to 5 million.

          4                 CO-CHAIRPERSON RODRIGUEZ: Right. So,

          5  then you would say, you know, we don't want to do

          6  the whole 5 million, go to the City, put in for 1.5

          7  million, and when you get through that, then we will

          8  do the 3.5.

          9                 MR. MEEKEM: In that example, we

         10  generally would deploy on the range of 1.5 to 2

         11  million ourselves from our other fund, and a half

         12  million from New York City. That would be roughly

         13  two and a half million dollars, at which point if it

         14  were a $5 million round, we would have to find other

         15  private investors to go in that round.

         16                 CO-CHAIRPERSON RODRIGUEZ: But you

         17  understand that that is not what we thought we were

         18  funding?

         19                 Mr. President, you understand that we

         20  were not -- because someone looking for $3 million,

         21  that went to Draper Fisher for $3 million, and

         22  Draper Fisher said, you know what? Go to the City

         23  and get $500,000, and then come back and we will

         24  give you $150, is not what we were funding.

         25                 We were trying to fund start-up
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          2  companies with roots in New York City. That's what

          3  we thought we were funding.

          4                 And, so, it doesn't seem to be what

          5  we thought we were putting the money in the budget

          6  for.

          7                 That's okay, because that is what is

          8  happening, and it is probably the way to do it. I am

          9  not suggesting that fiscally it is not right.

         10  Fiscally it sounds right. You know, when I was in

         11  school, you know, that made fiscal sense.

         12  Policy-wise, as a program that is a product of City

         13  government, whose purpose and mission when we funded

         14  it, because it was funded through the City Council

         15  initiative, was to help businesses get to a certain

         16  point, I think it evolved into something what we

         17  thought it was not going to be. That is what I am

         18  hearing now. I just wanted to clarify that for the

         19  record.

         20                 Yes, go ahead. Feel free, Mr.

         21  President.

         22                 MR. CAREY: I didn't want to

         23  interrupt, but I think that there are different ways

         24  by which these investments come about. They might

         25  originate with Draper Fisher, notionally, where they
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          2  have an opportunity for the fund to invest. I think

          3  I understand what you are saying, that wasn't the

          4  way that the fund was started or meant to be done.

          5                 The other way is that a company --

          6                 CO-CHAIRPERSON RODRIGUEZ: Well, more

          7  importantly, if someone is looking for $5 million

          8  and it is going to go to your fund, they are going

          9  straight to Draper Fisher, and Draper Fisher is

         10  going to send them to you to get the $500,000 or the

         11  million that they need.

         12                 MR. MEEKEM: Right.

         13                 CO-CHAIRPERSON RODRIGUEZ: And then go

         14  back and get the 4 million from them. And, so, the

         15  person we are trying to help, that needed the small

         16  money is never getting it, because the person needed

         17  $5 million to begin with. We are participating in

         18  this giant fund which is not what I think we were

         19  trying to do. I don't think that was the intent of

         20  the fund. And that is what I understood now.

         21                 MR. CAREY: Right, but if a company is

         22  seeking $5 million, you are right, they are not

         23  going to come to the emerging industries fund.

         24                 CO-CHAIRPERSON RODRIGUEZ: Right.

         25                 MR. CAREY: Okay. But if a company is
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          2  seeking a million dollars or $750,000, then they

          3  will come to the emerging industries fund, okay?

          4                 CO-CHAIRPERSON RODRIGUEZ: But they

          5  are using $5 million underwriting criteria. Draper

          6  Fisher is using the criteria that they would use to

          7  finance a $5 million company.

          8                 MR. CAREY: But that is not the only

          9  size investment they are going to make.

         10                 MR. MEEKEM: I didn't want to lead you

         11  to believe that is the only type of investment we

         12  make, we also look at what we would term seed round

         13  investing, which is in the range of $750 to $1

         14  million.

         15                 The important point there is that

         16  seed company will, in a matter of months, require a

         17  larger series A, what we would term type round, in

         18  which case private investors will enter the

         19  equation, they will apply rigorous private investing

         20  criteria to it.

         21                 CO-CHAIRPERSON RODRIGUEZ: That's what

         22  we want. We want those type of companies. I am just

         23  saying that we need to figure out ways to tweak it

         24  so that it works in what we were trying to get

         25  accomplished in the first place.
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          2                 The other thing that sort of -- I

          3  don't want to say bothers me, because I don't like

          4  to use that word -- but is a little disturbing, is

          5  that you didn't sit there and do your due diligence

          6  with what other cities are doing and come back to us

          7  and say this is what you are doing. And as a company

          8  that I guess represents to do due diligence and

          9  studies, you said you didn't do that.

         10                 MR. MEEKEM: Well, I just want to

         11  stress that I am not the entire firm.

         12                 CO-CHAIRPERSON RODRIGUEZ: Okay.

         13                 MR. MEEKEM: There are two partners in

         14  the firm who were involved in setting up the actual

         15  workings of this firm, of the investment vehicle.

         16  So, while I personally have not done that diligence,

         17  I am certainly not speaking for my firm and saying

         18  that was not done.

         19                 CO-CHAIRPERSON RODRIGUEZ: Okay.

         20                 I guess we have now gotten a little

         21  more information than we had before, and I think

         22  that leads us down a different path that we probably

         23  shouldn't go at this point, that we should leave our

         24  staff and the staff of EDC come up with those

         25  decisions, because now I think that what we need to
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          2  do is we need to get our hands on copies of the

          3  agreement between -- but let me ask you another

          4  question.

          5                 So, now, Draper Fisher, company XYZ

          6  comes in and they are going to do this high-tech

          7  business, Draper Fisher goes and says that sounds

          8  like a good idea, we would like to fund that, and we

          9  think that is a good idea for the City because they

         10  are a fiscal agent and we need to make sure they get

         11  a good investment, that it is a good investment,

         12  like you would do with a friend, you would say, hey,

         13  this is a good deal, you should put your money in

         14  this, which is the easy way to put it, right? That

         15  sounds -- and now this company was a good

         16  investment, and so the City gets their share of it

         17  and I would assume the City gets a proportionate

         18  share than you get, and I am sure that is part of

         19  the agreement you have. So, Draper Fisher is the one

         20  that sits on the board of this investment?

         21                 Traditionally VCs sit on the board,

         22  is Draper Fisher the one sitting?

         23                 MR. MEEKEM: Yes.

         24                 We don't sit on boards of all of our

         25  companies.
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          2                 CO-CHAIRPERSON RODRIGUEZ: But this

          3  company XYZ would be Draper Fisher. Is Draper Fisher

          4  looking out in the interest of New York City, or of

          5  Draper Fisher?

          6                 Don't answer that. Don't answer that.

          7  You have got two partners sitting back in Los

          8  Angeles that don't want you to answer that.

          9                 I am being a little -- and I didn't

         10  expect to question you, so I am not prepared, this

         11  opens up a whole new area that we have to look into.

         12  We are not really prepared at this point. At some

         13  point I would like for Draper Fisher to have the

         14  ability to speak directly to our Counsel? Would you

         15  be willing to do that, Mr. -- What is your name

         16  again?

         17                 MR. MEEKEM: Chip Meekem.

         18                 CO-CHAIRPERSON RODRIGUEZ: Will you do

         19  that?

         20                 MR. CAREY: We will make them

         21  available so that we can expedite any information.

         22                 CO-CHAIRPERSON RODRIGUEZ: So, the

         23  people from Draper Fisher will speak to the people

         24  from our counsel?

         25                 MR. CAREY: I think we should do it
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          2  jointly.

          3                 CO-CHAIRPERSON RODRIGUEZ: Yes, okay.

          4                 MR. CAREY: That's my suggestion.

          5                 CO-CHAIRPERSON RODRIGUEZ:  Okay,

          6  because now we are going down a whole different

          7  path. And I think that though it is good, and it may

          8  turn out to be good, and I really mean this, that I

          9  suspect that at the end of the day, it will turn out

         10  that the Emerging Industries Fund will have done the

         11  right thing.

         12                 I really honestly say that and I mean

         13  it. And that it will turn out that your Department

         14  or your agency, or you are not even an agency, your

         15  corporation did the right thing for the City. I

         16  don't doubt that for one minute, but we still need

         17  to have answers to the questions that we have, and I

         18  think that as a result of some of these things that

         19  just came up, I think we have a lot more questions

         20  than we are prepared to ask right now, so I think

         21  that the follow-up question is better, and I don't

         22  want to get Chip in any more trouble than he already

         23  is back home.

         24                 So, we will deal with that, we will

         25  have you deal directly with that.
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          2                 I guess, unless there is anything you

          3  want to add, unless there is anything that you think

          4  I misunderstood, or that we misunderstood, I think

          5  we are pretty much finished with your testimony.

          6  Feel free to wrap it up or --

          7                 MR. CAREY: No, no, I think this has

          8  been informative, and I think you understand -- I

          9  mean, we may have policy disagreements with certain

         10  members of the Council about how we do this, but I

         11  think you understand how we are trying to proceed

         12  and I think certainly there have been some good

         13  ideas that have come out of this, and I appreciate

         14  and I understand what your views are.

         15                 CO-CHAIRPERSON RODRIGUEZ: And

         16  understand that, believe it or not, we probably

         17  don't have -- our policy disagreement is probably

         18  not as wide as it may appear at this hearing.

         19                 MR. CAREY: No, I understand that.

         20                 CO-CHAIRPERSON RODRIGUEZ: It is

         21  probably a lot closer than it really appears to be.

         22                 MR. CAREY: Yes.

         23                 CO-CHAIRPERSON RODRIGUEZ: I think

         24  that at the end of the day, as guardians of tax levy

         25  dollars, we have to make sure that those are done in
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          2  a way that is prudent and that makes sense for the

          3  City of New York, because that is the money of the

          4  taxpayers of the City of New York, and I know that

          5  you are doing that to the best of your ability.

          6                 MR. CAREY: Thank you.

          7                 CO-CHAIRPERSON RODRIGUEZ: Right?

          8                 Okay, thank you very much, Mr.

          9  President.

         10                 Thank you, Chip and Doctor, I am

         11  sorry I didn't get your last name.

         12                 Daniel Lebensohn, and Brian

         13  McFadden.

         14                 And these are entrepreneurs that have

         15  been here before, so maybe not yourself, but if

         16  someone from your staff could stay, that would be

         17  great, so that they could tell us their experiences.

         18                 Okay, you can start whenever you get

         19  a chance.

         20                 MR. McFADDEN: Okay.

         21                 CO-CHAIRPERSON RODRIGUEZ: Just say

         22  your name for the record, please.

         23                 MR. LEBENSOHN: Daniel Lebensohn.

         24                 CO-CHAIRPERSON RODRIGUEZ: And who are

         25  you with?
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          2                 MR. LEBENSOHN: Building Brokers.Com.

          3                 CO-CHAIRPERSON RODRIGUEZ: And your

          4  name, sir.

          5                 MR. McFADDEN: My name is Brian

          6  McFadden. I am a citizen of New York City. I come

          7  here, I am an entrepreneur, I have been an

          8  entrepreneur since 1993, I am currently running my

          9  third start-up. I come here not to talk about my

         10  companies but out of civic responsibility, and with

         11  that in mind, I would rather not mention my company,

         12  if that is okay.

         13                 CO-CHAIRPERSON RODRIGUEZ: Great. Now

         14  you are a citizen of New York City. You are going

         15  first?

         16                 MR. LEBENSOHN: First, I would like to

         17  start by saying, yes, my company was one of the

         18  companies that submitted to this emerging industries

         19  fund. We are one of the ones that got filtered

         20  through and went on to a Draper Fisher evaluation. I

         21  would like to add that I think the EDC has the best

         22  intentions with this program, and with these funds,

         23  and I think everyone has put effort forward and now

         24  are evaluating what hasn't transpired, which no New

         25  York City companies have been funded, in retrospect
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          2  there are some things that need to be changed, which

          3  the Council has already pointed out today.

          4                 I think that as a New York company,

          5  we got funded by a public entity that is based in

          6  New York, which is in our same industry, which is

          7  commercial real estate and convergence of technology

          8  and commercial real estate, and that was our first

          9  4A venture capital. That is a New York City-based

         10  company that is a public entity in our industry.

         11  They already gave us that first vote of confidence.

         12  We surpassed that seed stage and then went to the

         13  Emerging Industries Fund to receive additional

         14  funding, which of course didn't transpire, and once

         15  we looked into it, we found out that they were not

         16  interested any longer. I did not get any type of a

         17  rejection letter. I don't know if that just slipped

         18  through the cracks, but we didn't receive any notice

         19  until we inquired.

         20                 I think the main points that I will

         21  point out is --

         22                 CO-CHAIRPERSON RODRIGUEZ: So, you say

         23  you got through the first stage, and got through

         24  Draper Fisher?

         25                 MR. LEBENSOHN: It went through
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          2  Emerging Industries, we got a notice that we had

          3  gone through the initial stage review and at that

          4  point we were an acceptable candidate to be further

          5  evaluated by their consultant, which I presume is

          6  Draper Fisher.

          7                 I think the Council has already

          8  pointed out, again, with probably good intention,

          9  Draper Fisher, the criteria of a company like that

         10  is way different from that of an Emerging Industries

         11  Fund that was formulated. Number one is, even if 90

         12  percent of those investments, 90 percent of that $25

         13  million was lost, the fact that the money is kept in

         14  New York City, or rather those companies that are

         15  funded hypothetically speaking, stays in New York

         16  City, that means it gets spent in New York City. The

         17  goods and services that are purchased with that

         18  money, as a result of those companies being in New

         19  York City is enormous, and the trickle effect is

         20  even bigger than that because each employee that

         21  either comes in to live in New York City or already

         22  resides here continue to propel the spending, and

         23  will spend additional funds in having an apartment

         24  or spending on food or dining or building that

         25  business. So, there is a huge opportunity lost right

             Legal-Ease Court Reporting Services, Inc. (800) 756-3410

                                                            120

          1  FINANCE-ECONOMIC DEVELOPMENT-SMALL BUSINESS

          2  there.

          3                 The trickle effect, I mentioned the

          4  criteria are way divergent from Draper Fisher in the

          5  City, and most importantly the essence in New York

          6  City is, or this fund is to make New York more

          7  appealing to technology and companies and to appear

          8  as a great purveyor of tech companies, that hasn't

          9  happened, unfortunately. So, that pushes people away

         10  when they see that $25 million has sat for 24 months

         11  approximately and hasn't been allocated. That's

         12  really everything that my observation has come to.

         13                 Thank you.

         14                 CO-CHAIRPERSON RODRIGUEZ: Let me ask

         15  you a question.

         16                 I think what I got from you was that

         17  you think there should be different criteria, and

         18  how should it be-- why should you have gotten

         19  funding? Draper Fisher is a company in the business

         20  of making money off of companies like yours if they

         21  think you are going to be successful, and that is

         22  how they make their money. They make their money no

         23  other way.

         24                 So, they made a decision, a business

         25  decision, that they couldn't make money by investing
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          2  in your company, and obviously for you that's not

          3  good, but what could be different? Now at the end of

          4  the day we can't take the $25 million and say if 90

          5  percent of it gets lost and it is gone, you know, we

          6  created jobs - well, you know, that sounds good but

          7  it is not practical on the part of government.

          8                 So, can you tell me what else EDC or

          9  Draper Fisher, or for that matter, the City Council,

         10  can do to help your company? Because at the end of

         11  the day you have to be a viable company for everyone

         12  to benefit from it.

         13                 MR. LEBENSOHN: I agree with

         14  everything you said, and the 90 percent example that

         15  I used is really just to point out that there would

         16  still be a good, or somewhat of a good result, that

         17  wouldn't affect the Draper Fisher or any corporation

         18  like that, whereas the City money would end up back

         19  in the City coffers, City taxes, et cetera.

         20                 I think the original criteria are

         21  right on point. And I agree 150 percent that the

         22  company has to be viable. We are a company that is

         23  doing business in New York, and even trying to do

         24  business with the City of New York themselves, and

         25  producing product and revenue, real revenue, we are
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          2  a real company and we are growing.

          3                 CO-CHAIRPERSON RODRIGUEZ: How much

          4  money did you apply for?

          5                 MR. LEBENSOHN: The full amount.

          6                 CO-CHAIRPERSON RODRIGUEZ: $1.5

          7  million?

          8                 MR. LEBENSOHN: Yes.

          9                 CO-CHAIRPERSON RODRIGUEZ: Did you

         10  ultimately get funding from somewhere else?

         11                 MR. LEBENSOHN: No. Previous to

         12  applying --

         13                 CO-CHAIRPERSON RODRIGUEZ: No, after

         14  that. You got your seed money but --

         15                 MR. LEBENSOHN: No, we haven't gotten

         16  any additional funding since our initial round.

         17                 CO-CHAIRPERSON RODRIGUEZ: And when

         18  did you get turned down?

         19                 MR. LEBENSOHN: I would say, I

         20  inquired after not hearing approximately five, six

         21  weeks ago.

         22                 CO-CHAIRPERSON RODRIGUEZ: When did

         23  you first apply?

         24                 MR. LEBENSOHN: Three months prior to

         25  that. Again, approximately three months prior to
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          2  that.

          3                 CO-CHAIRPERSON RODRIGUEZ: I guess you

          4  applied in September or around there?

          5                 MR. LEBENSOHN: Approximately.

          6                 CO-CHAIRPERSON RODRIGUEZ: Now, the

          7  president of EDC testified that when they notified a

          8  company like yours, that then they would follow up

          9  with suggestions for other sources of funding; did

         10  that happen with EDC?

         11                 MR. LEBENSOHN: No, there was no

         12  suggestion, it was just a rejection letter.

         13                 CO-CHAIRPERSON RODRIGUEZ: You didn't

         14  even get a letter you said, right?

         15                 MR. LEBENSOHN: An e-mail. I believe

         16  an e-mail format. Which is fine, we prefer an e-mail

         17  at our company.

         18                 CO-CHAIRPERSON RODRIGUEZ: Right. I

         19  understand that.

         20                 I think that as a result of this you

         21  should probably go back to CDC and ask them, you

         22  know, is there anything that I can do to make it

         23  better? And if not, you know, the President Mr.

         24  Carey testified that there are other places that you

         25  can go to for funding and see if any of those are
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          2  available to you.

          3                 And let us know. Keep in touch with

          4  our office, because I think that what you said is,

          5  some of it is true, some of it I agree with, some of

          6  it I don't agree with. The part I don't agree with

          7  is that we could lose 90 percent of that money and

          8  say we created jobs. I don't agree with that. I

          9  think that the City should make every effort to keep

         10  as many of those as possible.

         11                 But in the tweaking that I was

         12  talking about, that part it is true in the general

         13  description that you described, that the jobs stay

         14  in New York City, those companies spend their money

         15  in New York City, those people are employees in New

         16  York City, and at the end of the day, the $25

         17  million, if you multiply it out, probably becomes

         18  $100 million. So, even if it were to be lost, we

         19  will probably get it back in taxes anyway, and I do

         20  understand that part of it, but it is still good

         21  public policy to do both, to do that and have it

         22  spent in New York City, which is the goal, and at

         23  the same time to make sure that the companies are

         24  going to be successful.

         25                 MR. LEBENSOHN: If I could just add
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          2  one more comment?

          3                 CO-CHAIRPERSON RODRIGUEZ: Sure.

          4                 MR. LEBENSOHN: I agree with pretty

          5  much everything that you have stated, however,

          6  venture capitalists, by their very nature, are

          7  looking to hit one in ten investments, and that one

          8  should be a superstar, and they are looking for an

          9  astronomical return on investment. So, you know, 20

         10  percent.

         11                 CO-CHAIRPERSON RODRIGUEZ: That's a

         12  good point.

         13                 So your company probably wasn't going

         14  to be superstar.

         15                 So, let me see if I understand this,

         16  this is an interesting point.

         17                 MR. LEBENSOHN: I didn't say that.

         18                 CO-CHAIRPERSON RODRIGUEZ: No, no, no.

         19  No, okay.

         20                 MR. LEBENSOHN: I see what you are

         21  saying.

         22                 CO-CHAIRPERSON RODRIGUEZ: Let's say

         23  for instance, venture capitalists mission is to hit

         24  one in ten, and for that one to make him 10,000

         25  percent on his money. And if he looked at your
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          2  company, your return may have been 1,000 percent on

          3  their money, which is still a return on their money,

          4  but not the 10,000 percent that is required by

          5  venture capitalists. Is that what you are saying?

          6  That maybe they should lower those expectations, and

          7  maybe you wouldn't have been the next amazon but you

          8  still would have been fairly successful, a fairly

          9  good company, would have provided a fairly good

         10  return for the investors?

         11                 MR. LEBENSOHN: Yes, I think there are

         12  other parameters that the City is looking at beyond

         13  that.

         14                 CO-CHAIRPERSON RODRIGUEZ: Right.

         15                 So, in other words, we don't need

         16  necessarily to have 10,000 percent return, all we

         17  need are companies that are going to have a return

         18  on investment, and companies that are going to

         19  provide more jobs, and that makes sense, and I think

         20  that wasn't voted out for right now, and I didn't

         21  even think of that, which I appreciate that because

         22  we will make sure that when we talk to them in two

         23  weeks or in one week, that will be part of the

         24  discussion we are going to have on how we are going

         25  to tweak this fund to make sure that it is not

             Legal-Ease Court Reporting Services, Inc. (800) 756-3410

                                                            127

          1  FINANCE-ECONOMIC DEVELOPMENT-SMALL BUSINESS

          2  responsive to the needs of the people of New York

          3  City.

          4                 Thank you. I really appreciate that.

          5                 MR. LEBENSOHN: Thank you.

          6                 MR. McFADDEN: I will just say, and I

          7  will be blunt, I don't think there is any possible

          8  way the objectives of your fund can be achieved by a

          9  return maximizing organization, a venture capital

         10  organization. As I said, I am on my third start-up,

         11  I actively and enthusiastically am seeking capital

         12  and funding for my start-up, which employs one

         13  person besides myself.

         14                 CO-CHAIRPERSON RODRIGUEZ: Tell me

         15  about the other two. What happened to the other two

         16  companies?

         17                 MR. McFADDEN: One was a partnership,

         18  which is still active. It generates royalties. The

         19  other one was a S Corp, which was a consulting firm,

         20  not suitable for venture funding.

         21                 The problem that I see with seeking a

         22  revenue, or a return maximizing firm, like Draper

         23  Fisher, is that they have a portfolio, there is a

         24  lot of companies in that portfolio. If a company in

         25  New York comes along that has a technology that
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          2  challenges one of their companies in their

          3  portfolio, competes with it, or perhaps obsoletes

          4  it, they don't want anything to do with that

          5  company, they want a company to sell. That is not

          6  the objective that would seem suitable that you

          7  stated in creating an industry, a technology

          8  industry that is solid and vital and long term

          9  within New York.

         10                 This is a real case. I will not go to

         11  Draper Fisher, Jurisim Gotham, and seek funding,

         12  because my company conflicts with companies that are

         13  in their portfolio.

         14                 Draper Fisher manages over billions

         15  of dollars. If you take Draper Fisher as an entire

         16  organization, they have a lot of start-up companies,

         17  if you want your fund to be subjugated to technology

         18  within Virginia and California and other areas, then

         19  that is what is going to happen.

         20                 CO-CHAIRPERSON RODRIGUEZ: There is a

         21  flipside to that, and you have three start-ups, is

         22  to have someone with no experience and someone that

         23  really doesn't know how to go through the process.

         24  That's the flipside to what you are saying.

         25                 MR. McFADDEN: What I am saying is
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          2  that if you look at the incentive structure of a VC

          3  firm that is managing a fund, if they have companies

          4  already in that fund, and those companies they have

          5  invested millions of dollars in, an other companies

          6  --

          7                 CO-CHAIRPERSON RODRIGUEZ: I

          8  understand you clearly. I understand your position.

          9  But then I am saying, the flip position to that

         10  would be to have someone that doesn't have these

         11  ties, right? But then we would have someone with no

         12  experience. So, we have to somehow balance it.

         13                 MR. McFADDEN: As an aside, I question

         14  the experience. And one of the three areas that you

         15  mentioned are biotechnology, new media, and

         16  software, biotechnology, to have a firm that is

         17  managing biotechnology, I don't know anything about

         18  biotechnology. I do know a lot of things about new

         19  media, and I do know a lot of things about software.

         20                 And I question whether within New

         21  York office of Draper Fisher, if they have expertise

         22  to analyze technology software investments. They

         23  might be a great firm and there may be a lot of

         24  smart guys there, but if you look at their

         25  backgrounds, none of them were entrepreneurs and
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          2  none of them had experience in infotech kind of

          3  industries.

          4                 I will also add that their regular

          5  fund is only a $100 million fund. $100 million is

          6  not a big fund in venture capital land. A 100

          7  million, you get two percent management fees in

          8  that, with two percent management fees, you don't

          9  have a big staff.

         10                 CO-CHAIRPERSON RODRIGUEZ: Okay. But

         11  they also invest their own money on some of them.

         12  That's what I gathered from their testimony.

         13                 MR. McFADDEN: They are investing your

         14  money. You know, my recommendation again to you is,

         15  if you can get your money back, get it back, and

         16  don't give them any more money because there is no

         17  way that your objectives are going to be achieved by

         18  a venture fund.

         19                 CO-CHAIRPERSON RODRIGUEZ: What we are

         20  going to do is we are going to take a look at the

         21  relationship between Draper Fisher, the City, and we

         22  are going to consider what you are saying, the

         23  issues that you make.

         24                 You know, that is an important thing,

         25  and I understand that. But then I also want you to
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          2  understand that we have to go back and realize that

          3  the flip side to that could be someone with no

          4  experience so then we have to weigh. Do you

          5  understand what I am saying?

          6                 MR. McFADDEN: That's what I am

          7  saying, it's not going to work. So, you know, your

          8  $25 million could be spent a lot of other ways to

          9  help the City, to help businesses. I don't think

         10  having a fund is a good way to do it. That is my

         11  opinion, for the reasons I have stated.

         12                 CO-CHAIRPERSON RODRIGUEZ: Right.

         13                 You haven't applied for funding, and

         14  you don't want to apply for funding?

         15                 MR. McFADDEN: I wouldn't want to be

         16  associated with the program.

         17                 CO-CHAIRPERSON RODRIGUEZ: Okay, so

         18  why are you here testifying? Because you thought --

         19                 MR. McFADDEN: I came here for civic

         20  responsibility. I think it is the wrong thing to do.

         21  I think that it is not going to work. I think it is

         22  a waste of resources, and I think, my recommendation

         23  to the Council is that you use the money in other

         24  ways to help the businesses and to help the City.

         25                 CO-CHAIRPERSON RODRIGUEZ: Okay. Thank
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          2  you very much.

          3                 Jonathan Bowles.

          4                 MR. BOWLES: Hello.

          5                 CO-CHAIRPERSON RODRIGUEZ: How are you

          6  doing?

          7                 MR. BOWLES: Thank you for the

          8  opportunity to testify.

          9                 CO-CHAIRPERSON RODRIGUEZ: Thank you

         10  for coming.

         11                 MR. BOWLES: My name is Jonathan

         12  Bowles, I am the Research Director of the Center for

         13  Urban Future, a Manhattan-based policy institute.

         14  The Center is a non-profit organization that issues

         15  policy reports on topics that are important to New

         16  York City, particularly economic development and

         17  workforce issues.

         18                 I am going to skip over a bunch of my

         19  testimony, since a lot of what I wanted to say has

         20  been said before. I can make some make contribution

         21  to this today.

         22                 I think there is a lot of problems

         23  that I have with the program. I certainly think it

         24  was a good idea when the Council created it a few

         25  years ago. But I will just go over a couple of those

             Legal-Ease Court Reporting Services, Inc. (800) 756-3410

                                                            133

          1  FINANCE-ECONOMIC DEVELOPMENT-SMALL BUSINESS

          2  problems to begin with, obviously the fund has taken

          3  an inordinate amount of time to get up and running,

          4  and I will skip over the details of that in a

          5  second.

          6                 As I understand, the program was only

          7  intended to provide investments or at least

          8  guarantees on the private investments, to early

          9  stage companies that otherwise wouldn't have been

         10  able to access venture capital funding. That need

         11  still exists today.

         12                 The justification for a public

         13  investment should be a willingness to take a greater

         14  risk and a lower reward than if this were simply a

         15  private sector investment. I know you stated that

         16  before but I think that is something I firmly

         17  believe in.

         18                 CO-CHAIRPERSON RODRIGUEZ: I think

         19  that maybe what we didn't understand, and something

         20  that the person that spoke before you, was that

         21  maybe a venture capital firm once a thousand times

         22  their return. And we can settle 100 times a return

         23  because that is our mandate.

         24                 And, so, maybe we need to let them

         25  know that it still can be fiscally sound, even if
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          2  the company only makes 100 times their money back.

          3                 So, I mean, even if the company just

          4  makes their money back, it is still a fiscally sound

          5  investment. So, I think that by venture capital

          6  standards, we could tweak it a little bit to get to

          7  that point and still be, which I think is important

          8  to EDC, and still be fiscally viable and fiscally

          9  responsible with the money.

         10                 MR. BOWLES: I think, just to expand

         11  on that, I think that a private venture capital

         12  firm, they are looking at hundreds of applications,

         13  as you know, but they are not only weeding out bad

         14  business plans, they are not only looking for the

         15  best, smartest investments, they are also looking

         16  for investments that make a great return on their

         17  money. It is not going to be worth it for them to

         18  spend the time and the money to invest if they are

         19  only going to make a small percentage return for

         20  themselves.

         21                 So, that is great for a private

         22  sector firm, but maybe a firm like that shouldn't be

         23  investing public money because we may be only

         24  interested in a very small return, their business is

         25  to take a look at all of these other companies, and
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          2  they may be missing the ones that we could really be

          3  helping.

          4                 Anyway, I will probably get to that a

          5  little bit later, but just quickly a couple of other

          6  things.

          7                 The firm that is now managing it,

          8  Draper Fisher, has plans to invest the City money

          9  and companies that are already accessing venture

         10  capital. I think this is a problem. If this is the

         11  case, indeed, it means that City funds are just

         12  being piled on top of venture capital funds, and it

         13  isn't going to those truly in need.

         14                 Third, when announced by the Mayor

         15  and the Speaker in 1999, I have the press release

         16  with me today, they said that the fund would make

         17  investments of $100,000 to $1.5 million. But today

         18  Michael Carey said that they would invest $250,000

         19  to $1.5 million raising the base, I guess, level of

         20  investment. Then when you asked the representative

         21  of Draper Fisher whether they do any of the smaller

         22  seed capital-type investments, he said they do, and

         23  he actually said, I wrote this down, they make

         24  investments, some investments of 750,000 to $1.5

         25  million.
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          2                 So, I think you should ask the

          3  question, you know, was this a program that was

          4  really going to try to get the small firms that

          5  really need the $100,000 level, because I think from

          6  what I have heard today, I wonder if that is still

          7  the case.

          8                 Are we going for $250,000 at the

          9  base, or are we going for $750,000 at the base?

         10                 The people I have talked to in the

         11  Economic Development world in New York City say that

         12  a lot of the need, probably most of the need of

         13  those companies, probably $100,000, or even below,

         14  certainly $100,000 to $1.5 million.

         15                 Fourth, the fund requires strong

         16  participation of the City's Economic Development

         17  Corporation. However, I have heard that this has not

         18  always been the case. In fact, the Chair of the New

         19  York State Emerging Industries Alliance Group, whose

         20  members are comprised of six emerging technology

         21  trade associations, rather five, I am sorry, the New

         22  York New Media Association, the Environmental

         23  Business Association of New York State, the New York

         24  Biotechnology Association, and the Photonic

         25  Association of New York told me that he has called
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          2  EDC President Michael Carey's office on several

          3  occasions to discuss the implementation and

          4  promotion of the Emerging Industries Fund. Yet, he

          5  has not heard back from any one at EDC, and he has

          6  not seen any information promoting the fund to early

          7  stage companies.

          8                 For this fund to be successful at

          9  targeting these firms, those firms below the radar

         10  screen of venture capital funds, it would be wise

         11  for the company administering the fund to partner as

         12  closely as possible with industry associations like

         13  the Emerging Industries Alliance, as was discussed

         14  with the Council when this program was originally

         15  conceived.

         16                 Along the same line, it is somewhat

         17  discouraging that none of the Fund's advisory board

         18  members come from any industry association

         19  affiliated with Emerging Industries.

         20                 It is also disappointing, I know that

         21  someone mentioned today whether this fund was going

         22  to be political or not, that the seven-member board

         23  of this fund include Georgette Machbacher

         24  (phonetic), that is certainly a political

         25  fund-raiser issue, if anything else --
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          2                 CO-CHAIRPERSON RODRIGUEZ: The notion

          3  that seven appointments come from elected officials

          4  and there are no politics involved was somewhat

          5  amusing to me.

          6                 MR. BOWLES: Yes, that is amusing.

          7                 But I also think that it raises an

          8  interesting point, because is Georgette Machbacher

          9  and others on this advisory, are they intimate with

         10  the details and needs of companies that kind of fall

         11  below the radar screen of the normal venture

         12  capitalists?

         13                 Is the Emerging Industries Fund

         14  salvagable? I am really not sure of the answer. I

         15  think it is. There remains a need for early stage

         16  funding in this city for investors and others to

         17  prove their technology to obtain intellectual

         18  property protection, to negotiate licenses, to

         19  develop business plans and other things. And I

         20  believe there is a need to fund firms in that gap

         21  between the first and second stage of funding that

         22  are not yet bankable.

         23                 Perhaps the program should be

         24  redesigned as a government guarantee program, or

         25  perhaps the funds should be targeted to all emerging
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          2  businesses, not just firms within so-called emerging

          3  industries. There could be a growing manufacturing

          4  firm that could use this funding.

          5                 And perhaps the level should be less

          6  than $250,000. Given the fact that there are more

          7  early stage venture capital funds in New York today

          8  than there were when this program was first devised,

          9  perhaps it would make more sense to develop an

         10  annual fund for infrastructure projects that would

         11  help emerging companies. Like helping to establish

         12  more incubators in high-tech buildings.

         13                 One could argue that real estate and

         14  real estate prices right now are currently the

         15  biggest problem for new media, high-tech, biotech

         16  firms right now in New York City. This is a question

         17  I think that could be explored further.

         18                 Above all, as a first step to go

         19  forward, I urge the Council and EDC to sit down with

         20  the organizations that already exist in the City,

         21  and work closely with companies in the emerging

         22  industries, such as the ITAC, the Industrial

         23  Technology Assistance Corporation, the New York

         24  Biotechnology Association, the New York Software

         25  Industry Association, the New York New Media
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          2  Association, the Emerging Industries Alliance and

          3  the New York City Investment Fund, the Fund that was

          4  actually created to do this kind of venture capital

          5  funding with an altruistic let's help New York,

          6  let's build jobs in New York. They would all be

          7  valuable to really get their input on this. I am not

          8  sure that EDC has done that.

          9                 Thank you.

         10                 CO-CHAIRPERSON RODRIGUEZ: Okay. We

         11  started the ball rolling on that. We met with some

         12  of these people. Are you going to testify on behalf

         13  of ITAC, or? I think ITAC is testifying, well,

         14  either after you or shortly after you.

         15                 We realize the need for funding in

         16  smaller increments, we actually thought $50,000 was

         17  the right number to start with.  In our briefing

         18  documents, we addressed those issues and we have

         19  given that to EDC. I think that many of the things

         20  that you have said are things that we said. I think

         21  that the result of this hearing is to revisit where

         22  we are and where we want to be, while at the same

         23  time, not slowing up the process anymore. So, if

         24  there are three or four companies that they are

         25  looking to invest in this year, I certainly would
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          2  not think that we should at this point pull the plug

          3  on that, because I think that every bit of business

          4  that we bring into New York City is important, but I

          5  think that I agree with you in that we have to

          6  revisit what our initial intent was and to make sure

          7  that you go back to that. And I think that one of

          8  the things you said that I think that people from

          9  EDC and people from the Mayor's office should take

         10  with them is that, even though it is important that

         11  we be very vigilant with the taxpayers' money, we

         12  don't have to look at it in the same terms as the

         13  venture capitalists, because they are looking for

         14  the home run. They are looking for the million

         15  dollar investment that is going to become 100

         16  million dollars, so that the 45 other investments

         17  that they made, if they fail, is fine. We don't have

         18  that mandate.

         19                 We want, if we make a million dollar

         20  investment, in essence, all we really want is, in

         21  essence, though it would get better than that is

         22  better, but all we really want is to make sure that

         23  a million dollars is safe, and that that million

         24  dollars generates economic activities for the City

         25  of New York. So, we are not looking for that $100
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          2  million return, we are just looking to make sure

          3  that folks in the City of New York have the ability

          4  to get a job.

          5                 So, I think that we should take that

          6  back to EDC and we will, through our Council, when

          7  we have our meetings, I think that will be one of

          8  the issues that we discuss with them, so I really

          9  appreciate your testimony.

         10                 MR. BOWLES: Thank you. And I

         11  appreciate all of your questions to the EDC, and the

         12  other people today. I think it was very helpful.

         13                 CO-CHAIRPERSON RODRIGUEZ: Yes, I

         14  don't think they appreciated it as much as you did.

         15                 Thank you.

         16                 MR. BOWLES: Thank you.

         17                 CO-CHAIRPERSON RODRIGUEZ: I know Luis

         18  didn't. And I won't say who Luis is.

         19                 Next is Syl Tang, Hipguide, Inc. Is

         20  that Hipguide, Inc.com, or no? Hipguide.com, Inc.

         21  Okay, I didn't see the.com here.

         22                 Did you get your money?

         23                 MS. TANG: It is still in

         24  negotiations.

         25                 CO-CHAIRPERSON RODRIGUEZ: What are
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          2  you negotiating?

          3                 MS. TANG: It is a book contract.

          4                 CO-CHAIRPERSON RODRIGUEZ: Good.

          5                 Go ahead, Syl.

          6                 MS. TANG: Hipguide is a wireless

          7  start-up, of which I am the CEO. Thank you for the

          8  opportunity to tell you my story, as well as some of

          9  the ideas that I have around what is taking place

         10  and what I think might help --

         11                 CO-CHAIRPERSON RODRIGUEZ: Can you

         12  tell me what you guys do in about two minutes or

         13  less?

         14                 MS. TANG: Okay. We are a wireless

         15  start-up.

         16                 CO-CHAIRPERSON RODRIGUEZ: You have to

         17  do better than that for me.

         18                 MS. TANG: Sorry?

         19                 CO-CHAIRPERSON RODRIGUEZ: You have to

         20  do better than that for me, and not this high-tech

         21  --

         22                 MS. TANG: Okay. It is a Cool City

         23  guide that is available on the wireless services in

         24  terms of cool places to go on your cell phone,

         25  through your palm pilot, we do magazine articles, we
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          2  are in the process of writing a book, and we have

          3  done some TV.

          4                 CO-CHAIRPERSON RODRIGUEZ: I have seen

          5  your ads, right? I have heard of you?

          6                 MS. TANG: You may have heard of me.

          7                 CO-CHAIRPERSON RODRIGUEZ: I have

          8  heard of a company that does that. Are you the only

          9  one doing that in New York City?

         10                 MS. TANG: Yes, I think so. In fact, I

         11  have spoken for the EDC twice, so I am not as

         12  against the EDC as some of the people who are here.

         13                 CO-CHAIRPERSON RODRIGUEZ: I am not

         14  either, by the way.

         15                 MS. TANG: I have been invited, in

         16  fact, to speak on two of their panels, which I have

         17  done.

         18                 Essentially it is a wireless services

         19  start-up, which falls into the technology area,

         20  falls into new media area.

         21                 To give you a sense of background

         22  about the company, we have raised a little bit of

         23  money, unlike some of the discussions I heard

         24  earlier, and I am at a bit of a disadvantage because

         25  I didn't hear the intermittent discussion but
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          2  earlier on I heard them ask about people with track

          3  records. We certainly have that, I used to build

          4  businesses for Anderson Consulting for lot of the

          5  Fortune 100, our team, myself, my experience goes as

          6  far back as All State and American Express and a

          7  number of other companies. Our technology team, our

          8  lead technologist is a person who built the backbone

          9  of Prodigy and after that Splitrock. So, in terms of

         10  qualifying for the fund, I think that we meet some

         11  of their criteria. Whatever, whether or not we agree

         12  on those criteria.

         13                 We also have an incredibly low-burn

         14  rate and without their money we will stay alive.

         15                 With that said, when we heard about

         16  the fund, and it took, incidently I am not sure what

         17  advertising it is that they are talking about in

         18  terms of promotions, although I did hear about it

         19  from Peter Vallone at one of the speaking

         20  engagements, when we heard about the fund, our

         21  understanding from the web site, as well as from

         22  people who were talking about it was you had to go

         23  directly to their partners, to DFJ, to Draper Fisher

         24  directly.

         25                 When I approached Draper Fisher, I
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          2  was screened out by the person who answered the

          3  phone. We were never considered. We were not one of

          4  the 136 --

          5                 CO-CHAIRPERSON RODRIGUEZ: Did you

          6  ever submit a plan to them?

          7                 MS. TANG: No, we were told not to.

          8                 CO-CHAIRPERSON RODRIGUEZ: But on the

          9  web site it says go right to EDC.

         10                 MS. TANG: On the web site it says go

         11  directly to Draper Fisher.

         12                 CO-CHAIRPERSON RODRIGUEZ: On EDC's

         13  web site it says to go directly to Draper Fisher?

         14                 MS. TANG: Yes, it says go directly to

         15  Draper Fisher. There is in fact no application.

         16                 CO-CHAIRPERSON RODRIGUEZ: That is not

         17  what the President of EDC testified to.

         18                 MS. TANG: There is no application on

         19  the EDC. It says go directly to Draper Fisher so

         20  that is what we did.

         21                 I phoned them twice. I phoned Draper

         22  Fisher twice. Again, I have nothing against Draper

         23  Fisher and their investment tactics, whatever it may

         24  be. But we could not get the opportunity to submit

         25  the plan whatsoever.
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          2                 CO-CHAIRPERSON RODRIGUEZ: So, they

          3  have never received a plan for you?

          4                 MS. TANG: No. They have never

          5  received a plan, we were told not to submit it. We

          6  are told they did not fund wireless services, and I

          7  explained it was for the Emerging Industries Fund,

          8  and we were told that they didn't cover that.

          9                 CO-CHAIRPERSON RODRIGUEZ: That they

         10  don't cover wireless services?

         11                 MS. TANG: That they don't cover

         12  wireless services. Wireless information services,

         13  they were not interested.

         14                 My concern is that, you know, there

         15  has been a lot of talk here about how long it took

         16  the discovery fund to take foot and to really do

         17  something.

         18                 CO-CHAIRPERSON RODRIGUEZ: Well, what

         19  interests me is that they wouldn't cover wireless

         20  services. That doesn't make any sense and we will

         21  ask those questions, because that, to me, sounds

         22  like emerging industries, right?

         23                 MS. TANG: It is to me.

         24                 CO-CHAIRPERSON RODRIGUEZ: It is to

         25  me, too, and I am not a techi, but you are.
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          2                 MS. TANG: Well, Draper Fisher

          3  specifically was not interested in wireless

          4  services.

          5                 CO-CHAIRPERSON RODRIGUEZ: Draper

          6  Fisher the company?

          7                 MS. TANG: Yes. The person who

          8  answered the phone twice told me they were not

          9  interested in wireless information services. They

         10  were not investing in that.

         11                 CO-CHAIRPERSON RODRIGUEZ: Draper

         12  Fisher.

         13                 MS. TANG: Yes.

         14                 CO-CHAIRPERSON RODRIGUEZ: So,

         15  therefore, Draper Fisher told you that Draper Fisher

         16  doesn't invest in wireless information companies?

         17                 MS. TANG: Wireless information

         18  services.

         19                 CO-CHAIRPERSON RODRIGUEZ: So,

         20  therefore, that criteria that they used for their

         21  company was a criteria that they used for our fund.

         22                 MS. TANG: That's right.

         23                 CO-CHAIRPERSON RODRIGUEZ: And so you

         24  and me agree that that is not the way to be?

         25                 MS. TANG: That's right.
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          2                 I explained it was for the emerging

          3  industries fund, and that seemed to fall on deaf

          4  ears.

          5                 Both of those conversations were very

          6  short conversations, so it is possible that she

          7  misunderstood me.

          8                 CO-CHAIRPERSON RODRIGUEZ: She is not

          9  supposed to misunderstand you because her role is to

         10  go out there and solicit people like your company.

         11                 MS. TANG: Well, one of the things

         12  that I am concerned about is the fact of the matter

         13  is that if you go to talk to a lot of the venture

         14  capital firms, you will understand that they receive

         15  300 plans a week.

         16                 CO-CHAIRPERSON RODRIGUEZ: Right.

         17                 MS. TANG: So, a person who picks up

         18  the phone on the other end, at Draper Fisher, or

         19  whatever it is, if she is trying to qualify the

         20  caller who is calling and says, you know, I would

         21  like to submit our plans, she's going to do it very

         22  rapidly because they get 300 plans a week.

         23                 So, when I heard that there were 136

         24  plans rejected, well that is one-third, you know, of

         25  what they receive in one week.
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          2                 So, you know, my concern is that this

          3  particular fund, possibly it is not Draper Fisher or

          4  only Draper Fisher that needs to be looking at how

          5  the monies are managed. There was a lot of talk

          6  about how long it takes a fund to make a difference

          7  in the City and to make a difference in emerging

          8  industries, but the fact of the matter is within new

          9  media, but I can't speak for biotech or any of the

         10  other industries, but five years is forever. It is

         11  forever.

         12                 My understanding is at this point in

         13  the last six months, 19,000 people in New York City

         14  alone have been out of jobs as a result of the

         15  market downturn in new media, so I take 19,000 and I

         16  multiply that by the salaries of those people and

         17  their education and their futures, and that's a lot

         18  of people that that $25 million could be helping.

         19  Whether or not those people should be employed, I

         20  mean my understanding is that this fund is supposed

         21  to help those companies stay alive, if they have the

         22  merit to do so, help those people stay employed,

         23  help those people grow, in terms of their own career

         24  development, because potentially those 19,000

         25  people, you know, whatever it is that they do today,
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          2  are going to go ahead and be our future industry

          3  leaders later on. People are no longer, you know,

          4  their career growth has been stagnated because they

          5  have been laid off, and that was in the last six

          6  months.

          7                 CO-CHAIRPERSON RODRIGUEZ: Let me ask

          8  you a couple of questions.

          9                 MS. TANG: Sure.

         10                 CO-CHAIRPERSON RODRIGUEZ:  I asked

         11  the President of EDC what his mission and his goal

         12  was for the fund, and he gave me the inclination,

         13  and I just want you to know that what I think the

         14  mission and the goal of this Committee is to make

         15  sure that New York City becomes a place in which

         16  companies like yourself decide that they want to

         17  start their business here and they want their

         18  business to run out of here and their business here,

         19  that is what I believe the goal of this Committee

         20  is.

         21                 How much funding, if you would have

         22  applied for it, would you have applied for?

         23                 MS. TANG: Well, to be really honest

         24  with you, I would practically take the interest in

         25  the last year from that $25 million that sat there
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          2  --

          3                 CO-CHAIRPERSON RODRIGUEZ: That's a

          4  lot of money, so would I. That makes two of us. I

          5  would do that.

          6                 MS. TANG: It is the lowest interest

          7  account, I would take the interest.

          8                 But, frankly, I probably would have

          9  applied for as much as I could have gotten out of

         10  them, because when we looked for venture capital, we

         11  were looking for $5 million. You know what? $50,000

         12  would make a difference to me.

         13                 CO-CHAIRPERSON RODRIGUEZ: Would have?

         14  It would have?

         15                 MS. TANG: Yes, it would make a

         16  difference to me. 50k would make a difference to me,

         17  as would half a million, as would a million, as

         18  would 5 million. For any kind of entrepreneur, and,

         19  I mean, there aren't that many here today, but for

         20  the entrepreneurs I think the difference isn't does

         21  50k make a difference or does 1 million make a

         22  difference, it is what you have to give up in

         23  exchange.

         24                 CO-CHAIRPERSON RODRIGUEZ: I

         25  understand that.
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          2                 I come from the private sector and

          3  that's what I used to do for a living is consult

          4  with small businesses, so I know what you are

          5  saying.

          6                 You say you have received some

          7  funding already?

          8                 MS. TANG: Yes, we received some

          9  private funding.

         10                 CO-CHAIRPERSON RODRIGUEZ: And how

         11  much funding did you receive?

         12                 MS. TANG: We received just a little

         13  over $350,000.

         14                 CO-CHAIRPERSON RODRIGUEZ: Okay. So,

         15  someone thought you are viable for $350,000?

         16                 MS. TANG: Yes.

         17                 CO-CHAIRPERSON RODRIGUEZ: Someone

         18  thought that for them you could be that big home run

         19  --

         20                 MS. TANG: Could be.

         21                 CO-CHAIRPERSON RODRIGUEZ: Yes, and I

         22  don't doubt that you can be. And they decided to

         23  invest $350,000.

         24                 So, the criteria that we used, that

         25  was in the venture capitalist?
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          2                 MS. TANG: No, private.

          3                 CO-CHAIRPERSON RODRIGUEZ: Private

          4  investor.

          5                 MS. TANG: Yes.

          6                 CO-CHAIRPERSON RODRIGUEZ: Okay, but

          7  still, that person thinks that you are going to make

          8  hopefully a lot of money back, and you should, and I

          9  hope you do, and I hope they make a lot of money

         10  back.

         11                 MS. TANG: I think the concern that I

         12  have is that what the venture capitalists are

         13  concerned around, and this fund is being now managed

         14  by a venture capital fund, is that what the venture

         15  capitalists look at, it is not necessarily the list

         16  of criteria that was read out loud to you here by

         17  the EDC, it looks to make a quick turnaround. They

         18  are in it for the money. And even though the EDC

         19  says that this fund is intended to build long-term

         20  growth, that is directly in opposition with what a

         21  venture capitalist firm does.

         22                 When you go to most EDC meetings they

         23  talk about something called exit strategy. They

         24  invented the words. It is the ability for them to

         25  flip whatever investments they have and get out the
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          2  door. That's what they want to do.

          3                 They don't want to take you to round

          4  two or round three and have their investment

          5  diluted, as they bring in more investors to keep the

          6  company going for a longer period of time, in fact,

          7  they make less money. So, what the VC wants to do,

          8  they want to take, they want to make their

          9  investments, and they will tell you, many of them

         10  will tell you up front how much of a percentage they

         11  want to make and it is a very astronomical

         12  percentage, it is often times anywhere from 50 to

         13  100 times, whatever it is they have put in. It is

         14  not small. It is not twice, it is not three times.

         15  So, it is not about long-term growth, it is about

         16  flipping that product and turning it around. That's

         17  a very different goal than my understanding of what

         18  the emerging industries is about.

         19                 CO-CHAIRPERSON RODRIGUEZ: Right, you

         20  and me agree on that.

         21                 MS. TANG: I think the other thing is

         22  that I am one of only a few entrepreneurs here, and

         23  I am willing to go on the record to say, you know, I

         24  came here with trepidation because my concern is

         25  that I am here, and I don't have anything against
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          2  the EDC, I don't have anything against Draper

          3  Fisher's investment criteria, but in speaking out I

          4  am possibly putting myself in a situation where I

          5  will never see, and the way the venture capitalists

          6  work is in syndicates, where I will never see money

          7  from Draper Fisher, or if I should ever decide to go

          8  to them for their private investment funds, or any

          9  of their syndicates, anyone they invest with and

         10  they partner with a number of the venture capital

         11  firms, including, incidently I heard someone else

         12  testify, the New York City Investment Fund is in

         13  fact a partner of theirs, so to the extent I am

         14  testifying on risk, and I am willing to go on record

         15  and say I think there is something that is not quite

         16  right here. I would rather see the fund be managed

         17  by an organization closer to like a small business

         18  administration, which is in the business of taking

         19  small businesses at the early stage and giving them

         20  either loans or grants or whatever it may be, and I

         21  don't personally know whether the SBA has the

         22  capacity, or as we like to call it new media, the

         23  bandwith, to do something like that, but they have

         24  the background to do so, that's their familiarity,

         25  that's what they do. They certainly have the ability
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          2  to look at businesses and whether they qualify, they

          3  understand how businesses work, and profit and loss

          4  and all of that stuff. That seems to me a more

          5  appropriate place to put.

          6                 CO-CHAIRPERSON RODRIGUEZ: Or maybe at

          7  the very least what we should have is a secondary

          8  stage of when a company gets rejected through Draper

          9  Fisher, for it to go back to a company like the one

         10  you are describing, and for them to have a different

         11  view on what the goal of this fund is.

         12                 So, maybe Draper Fisher, maybe they

         13  will say this is what is wrong with this and maybe

         14  your thing is not going to make money, I don't know

         15  that it is, but maybe it is not. It probably is, I

         16  fully expect it to make money.

         17                 And, so, maybe we should have someone

         18  else look at it.

         19                 MS. TANG: Or maybe the other way

         20  around --

         21                 CO-CHAIRPERSON RODRIGUEZ: As you were

         22  talking I was saying, either way, either before it

         23  gets to Draper Fisher, someone to clear it through,

         24  someone other than just EDC, someone that has a

         25  different slant on how it should be, or maybe for
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          2  EDC's criteria to change a little bit as a result of

          3  this hearing, as a result of the meetings we had

          4  with them. The result of the meetings, and maybe as

          5  a result of these meetings Draper Fisher will have a

          6  different criteria that they have to attach to this

          7  fund, and that would be a positive thing.

          8                 What I suggest you do is I suggest

          9  you contact Janet, keep in touch with her. I think

         10  that you should submit an application to EDC. I

         11  think Janet will follow your progress, and just to

         12  make sure that (a) that as a result of you

         13  testifying here, nothing negative happens as a

         14  result of that with this fund.

         15                 MS. TANG: There is no way to measure

         16  that, though.

         17                 CO-CHAIRPERSON RODRIGUEZ: We will

         18  have the ability to talk to, at least three of the

         19  four board members and make sure that they have, you

         20  know that input.

         21                 And just to make sure that maybe sort

         22  of use you as a case study, what's wrong here, how

         23  do we fix it. So, I think that maybe you should call

         24  Janet Torres, and you guys will communicate, and you

         25  have in the past, and figure out a way that your
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          2  application gets to them. And then just to see what

          3  happens so that maybe we could know, and we can

          4  assist you because I have heard of your company and

          5  I didn't know whom your company was, but I know I

          6  have heard of that program somewhere, and I think

          7  that it is at least as viable as the entire industry

          8  is going to be anyway, and I don't know anything

          9  specific about your company, so I don't want to put

         10  on the record that I know anything about it, other

         11  than it sounds like it is the type of company that I

         12  thought when I first took over this Committee, that

         13  the emerging industries fund was reaching out to,

         14  and you are telling me that they don't even consider

         15  that. That, to me, is somewhat disturbing.

         16                 MS. TANG: I think my other concern is

         17  that I had a really difficult time finding out about

         18  the fund, so I am not sure that the promotion around

         19  the fund, if the average VC is getting 300 plans a

         20  week, and this fund has received 136 plans in an

         21  entire year, not enough people know about the

         22  Emerging Industry Fund, and at the risk of putting

         23  myself and any other entrepreneur up against

         24  competition, although that is what it really should

         25  be, it's about the merit of the business after all.
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          2                 I really think that this fund isn't

          3  in the public eye enough. Not enough people are

          4  applying for it, not enough people know about it. It

          5  took me quite a lot of leg work to find out about

          6  it.

          7                 CO-CHAIRPERSON RODRIGUEZ: We told the

          8  President of EDC that and we made it clear to him.

          9  He testified that 12,000 people applied for another

         10  fund that we have, the discovery fund, and I think

         11  he understands at this point that their outreach

         12  leaves a lot, has a lot of room for improvement.

         13                 Is that the right way to put it you

         14  think, without getting you into trouble?

         15                 MS. TANG: It is the kind way to put

         16  it.

         17                 CO-CHAIRPERSON RODRIGUEZ: I don't

         18  want to get you --

         19                 MS. TANG: And I think more could be

         20  done. More could be done.

         21                 I don't think there is ill intent, I

         22  just think that if this fund is indeed supposed to

         23  fuel new businesses, it's a lot different than --

         24                 CO-CHAIRPERSON RODRIGUEZ: Right. We

         25  agree.
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          2                 Okay, anything else?

          3                 MS. TANG: I don't think so.

          4                 CO-CHAIRPERSON RODRIGUEZ: Okay.

          5  Thanks for testifying.

          6                 MS. TANG: Thank you.

          7                 CO-CHAIRPERSON RODRIGUEZ: ITAC has

          8  been a big, big partner of ours as we go through our

          9  hearings, and I think that we really appreciate all

         10  of the work that you do in this industry, and we

         11  very, very much value your opinion on all factors of

         12  the emerging technologies, and obviously, financing

         13  is an important component to the Economic

         14  Development of our City.

         15                 You have to say your name for the

         16  record and your affiliation for the record.

         17                 MR. MADISON: My name is Frank

         18  Madison, Jr., I am the Technology Program Director

         19  for ITAC, which is the Industrial and Technology

         20  Assistance Corporation of New York.

         21                 Part of what I do in my day-to-day

         22  operations is I assist emerging businesses that are

         23  looking for Series A families dollars in finding

         24  those monies. Some of our claim to fame has been

         25  Maruga Manovan and Fin Track (phonetic), we got them
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          2  almost $10 million. We have worked with another

          3  company called --

          4                 CO-CHAIRPERSON RODRIGUEZ: Which

          5  company was that?

          6                 MR. MADISON: Maruga Manovan, and it's

          7  a company called Fin Track, it is a financial

          8  tracking software.

          9                 We have also worked with a company

         10  called postal works, and we were instrumental in

         11  assisting them in their sale to Monster.com for $12

         12  million, so we know a little something about

         13  start-ups and what these guys need early stage.

         14                 What I want to present to Council

         15  today was just the ability -- rather to you today

         16  was just the ability to maybe resolve some of the

         17  issues that have come up.

         18                 We developed a fund, and it is really

         19  a bridge, we call it a bridge to capital, and what

         20  this does, it enables us to work with entrepreneurs,

         21  they are looking for early stage funding in finding

         22  the money. Essentially what happens is the refusal

         23  that usually occurs in the venture capital community

         24  is due to the fact that the business plan is

         25  inadequate. Simply put. The business plan doesn't
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          2  have the right financials in it, it may be written

          3  improperly. There are a lot of issues, but what we

          4  have done is help develop this fund that helps the

          5  early stage entrepreneur find a good business plan,

          6  prepare a good business plan, and also find the

          7  capital after that business plan is prepared. By

          8  using a third, a third and a third, a third of the

          9  monies from our organization, a third from the New

         10  York City investment corporation ITAC, and a third

         11  from the entrepreneur, we were able to raise the

         12  $30,000 that is usually required to do a really

         13  comprehensive business plan, and also have the

         14  provider help us in finding the money for the

         15  client, and that is the history of what we have done

         16  at ITAC, with some of the clients that we have

         17  worked with.  We would be more than happy to work

         18  with any agency in regards to assisting us with this

         19  fund and setting it up even better, especially

         20  geared toward women, minority, new venture firms.

         21  So, we are not leaving out the mainstream population

         22  either, and we are dealing with technology firms,

         23  and manufacturing firms in the City. So, we are

         24  making this form convergent for both parties.

         25                 CO-CHAIRPERSON RODRIGUEZ: So, this is
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          2  the funding that I guess -- originally the intent of

          3  the emerging industries fund, it was $100,000 and

          4  up, now it has become $450,000 and up. So, you are

          5  250 and above 50 or whatever, or you just all the

          6  way in the beginning --

          7                 MR. MADISON: From the beginning. I

          8  mean, two guys with a great idea and the right

          9  software and something proprietary or something that

         10  could work would come to us and we could make that

         11  work on paper and make the numbers work, then we

         12  will take that risk, and we will get out there and

         13  we will help them develop --

         14                 CO-CHAIRPERSON RODRIGUEZ: And do you

         15  act as venture capitalists also?

         16                 MR. MADISON: We also shop into

         17  venture --

         18                 CO-CHAIRPERSON RODRIGUEZ: Do you act

         19  as a venture capitalist when you take that risk

         20  early on?

         21                 MR. MADISON: No, we don't. What we do

         22  is we act as a third party to a group that helps

         23  raise the initial money just to develop the plan,

         24  and to take the plan once it is developed to the

         25  appropriate venture capital --
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          2                 CO-CHAIRPERSON RODRIGUEZ: So they

          3  give you their money, this third party?

          4                 MR. MADISON: Yes.

          5                 CO-CHAIRPERSON RODRIGUEZ: They give

          6  you the money so you are like a consultant to them?

          7                 MR. MADISON: Exactly. We raise a

          8  portion of the money, and the third party gives us a

          9  portion of the money. So, ITAC puts up a third. Say,

         10  for example, it takes 30 grand to develop a decent

         11  comprehensive business plan, ITAC will put up 10

         12  grand, NYSAC (phonetic) will put up 10 grand and the

         13  entrepreneur will be responsible for putting up 10

         14  grand, proving the investment in the idea. And we

         15  think that is a very comprehensive way to handle it.

         16                 CO-CHAIRPERSON RODRIGUEZ: And at the

         17  end of the day, though, that 10,000 you invested, do

         18  you get it back?

         19                 MR. MADISON: What we do is we take a

         20  subordinate position, we will hold a small equity

         21  stake, a very small, five percent in the company.

         22                 CO-CHAIRPERSON RODRIGUEZ: Fine.

         23                 MR. MADISON: And once the company

         24  gets venture capital, or once it gets its series A

         25  round, we could deal at that point. We are still in
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          2  the beta testing stage, we are working that out, but

          3  we are right now accepting applications and we are

          4  accepting business plans.

          5                 CO-CHAIRPERSON RODRIGUEZ: That's

          6  great. That's the type of stuff that we need in New

          7  York City. That is the type of program that we

          8  thought we were funding, that I think many of us

          9  thought we were funding.

         10                 To have them evolve into that, maybe

         11  you should have conversations with Janet from our

         12  staff and how that works so we can somehow set up

         13  meetings between you and EDC so you can tell them

         14  how it works and how it makes economic sense to do

         15  that.

         16                 Does it make economic sense to do

         17  that?

         18                 MR. MADISON: Yes, it does.

         19                 Basically what happens is, what we

         20  have learned in our boot camps and other things that

         21  we run through ITAC, where we have companies looking

         22  for early stage capital, still in their friends and

         23  family round, we have always found that the business

         24  plan was somewhere at fault. So, once the

         25  appropriate type of business plan is prepared, it is
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          2  usually very easily to get venture capital once the

          3  plan is proven, and that is where we found the

          4  problem to be, and it has worked in the past.

          5                 CO-CHAIRPERSON RODRIGUEZ: So, you

          6  made money, the fund that you have, it was 100, it

          7  was a million dollars in there, whatever the number

          8  is, 100,000, whatever, this fund has replenished

          9  itself and continues to make money?

         10                 MR. MADISON: Well, that is what we

         11  plan to have it do. I mean, it's a brand new concept

         12  we just put together. Howard Summer, who you may

         13  know from your community investment corporation, is

         14  involved, utilized CRA credits in investing now for

         15  all types of businesses throughout the State. So, we

         16  have a great relationship with them, they are one

         17  the leaders on this project, including ITAC, since

         18  we bring so many new and emerging businesses to the

         19  table, and we get on average 30, 40 business plans

         20  every week.

         21                 CO-CHAIRPERSON RODRIGUEZ: Oh, okay.

         22                 Thank you very much.

         23                 Okay, I hear you are meeting with her

         24  tomorrow?

         25                 MR. MADISON: Okay, yes.
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          2                 CO-CHAIRPERSON RODRIGUEZ: Thank you

          3  very much.

          4                 MR. MADISON: Thank you.

          5                 CO-CHAIRPERSON RODRIGUEZ: Does

          6  anybody else want to testify?

          7                 This concludes the hearing of the

          8  Small Businesses, Retail and Emerging Technologies,

          9  Finance Committee and Economic Development

         10  Committee.

         11                 (Hearing concluded at 4:00 p.m.)
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          1

          2              CERTIFICATION

          3

          4

          5     STATE OF NEW YORK   )

          6     COUNTY OF NEW YORK  )

          7

          8

          9                 I, CINDY MILLELOT, a Certified

         10  Shorthand Reporter and Notary Public in and for the

         11  State of New York, do hereby certify that the

         12  foregoing is a true and accurate transcript of the

         13  within proceeding.

         14                 I further certify that I am not

         15  related to any of the parties to this action by

         16  blood or marriage, and that I am in no way

         17  interested in the outcome of this matter.

         18                 IN WITNESS WHEREOF, I have hereunto

         19  set my hand this 25th day of January 2001.
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