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Program Name: Minnesota Investment Network Corporation (MINC)

MINC is a nonprofit Community Development Financial Institution (CDFI) that provides equity funding, direct investments, and technical assistance to technology and manufacturing companies located in rural Minnesota. 

Federal Reserve District(s):
Minneapolis
Program Location:
Minnesota
Program Geography:
Rural

Program Start Year:
1998
Program End Year: 
Ongoing
Lessons Learned Highlight:

1. Persistence is necessary to get established.

2. The market affects opportunity and the possibility of success. 

3. Venture Capital company staff need to be experienced, committed and entrepreneurial.

Project Description:

Minnesota’s rural communities are financially stressed. As a result, promoting entrepreneurship has become an emerging strategy to revitalizing many rural parts of Minnesota.  Rural entrepreneurs face two additional major obstacles when establishing a small business.  First, accessing money to start and expand their businesses is difficult because most of the capital available for small businesses and entrepreneurs is located in metropolitan areas.  Second, entrepreneurs operating in rural Minnesota do not have the benefit of participating in industry clusters that can provide them with a source of business competition, technical support, and networking among peer entrepreneurs, which can foster creativity and innovation. 

MINC was established to help meet the financing needs of rural entrepreneurs.  MINC is a nonprofit Community Development Financial Institution (CDFI) that provides equity funding, direct investments, and technical assistance to technology and manufacturing companies located in rural Minnesota (although they have also made investments in companies within the Twin Cities metro area). 

MINC received its initial start-up money from Minnesota Technology Inc. (MTI), a quasi-state agency whose board members were appointed by the Minnesota state legislature and governor.  However, MTI's funding was cut off because the federal government would not fund venture capital programs managed by political appointees.  A new company was launched and was named Minnesota Investment Network Corporation (MINC) to serve as an independent, self-financing organization to operate the equity fund established by MTI.

MINC’s keys to success are its board of directors and management staff who are made up of individuals with significant experience in financing and growing small businesses. The management team has an average of 10 years of venture capital experience, 20 years of operating experience and more than 20 years of overall business experience. Everyone on the team is committed to the mission of supporting rural businesses located in Minnesota and is financially and economically driven to protect and grow MINC’s portfolio investments.

According to MINC staff, the down stock market has made investing in technology and manufacturing companies slow.  Stock market trading and investor sentiment have made it difficult for companies to raise capital, which in turn impacts the ability of venture capital companies to make and exit deals. The recession has also led to low stock prices of dot-coms, computer makers, and software companies, leading to an investment-led downturn in the economy.  Additionally, companies are reluctant to manufacture new products during a recession and venture capitalists are not willing to invest in their new products. 

In addition to its venture capital investing activities, MINC also organized two Regional Angel Investor Network (RAIN) funds in rural Minnesota. RAIN funds are a series of formal investment funds that pool the intellectual and financial resources of accredited individuals and institutional investors. The funds provide seed and growth equity capital for emerging manufacturing and technology companies. 

MINC participates in each RAIN fund as a member by providing 10% of the capitalization up to $100,000. Each fund's objective is to provide both favorable investment-returns to its investors and to promote small business and economic development in its region.  Prairie Capital, LLC (PC) is a venture fund formed by accredited investors in and around the Worthington, Minnesota area.  Lakes Venture Group, LLC (LVG) is a venture fund formed by accredited investors in the Alexandria, Minnesota area. 

MINC has developed a RAIN fund template.  This RAIN template assists with the development of RAIN funds and contains the steps and materials, including template legal documents, to develop a RAIN fund. The intention of the RAIN template is to provide a robust model for organizing accredited investors while minimizing the start-up cost of developing a fund. MINC has licensed the use of the template for Iowa and North Dakota.

Since its start in 1998, MINC has been capitalized with $14 million and has made more than $10 million in venture capital investments in rural Minnesota.
Project Results:

MINC has invested over $12 million in 25 companies primarily located in rural Minnesota. Currently MINC has a portfolio of 15 companies.  Historically employment has averaged between 30-40 jobs per company, paying wages and benefits significantly above the median wage and benefits for rural Minnesota. Successes and failure rate are similar to the experience found in the venture capital industry. About one-third of MINC companies have failed, one-third have returned money back, and one-third have been successful resulting in generating an 8% average return.

Lessons Learned:

· Persistence is necessary to get established.  Raising funds for a venture capital pool is often as difficult in the public sector as it is in the private sector.  Getting a state appropriation might be much harder in today’s environment with tighter state budgets than it was five years ago.  As well, many do not understand that time horizon for venture capital investment pools is longer than for other investment instruments. MINC is unusual because it grew out of a state sponsored economic development effort. In order to be successful the state-sponsored effort was later privatized into MINC. This was necessary in order to raise more capital by leveraging existing funds with private capital that was concern about government interference with management. It is important state and federal programs sponsoring equity fund activities understand the experience, risk, and patience required to being successful. Thus government-sponsored programs should be structured to encourage the venture capital formation through the private sector thus keeping the government out of the investment decision and management of funds.
· The market affects opportunity and the possibility of success.  Investing in rural technology companies is already tough given the inherent disadvantages faced by these firms (lesser levels of available capital and reduced opportunity for benefits of clustering). Add to this the recent declines in both the high-tech and manufacturing sectors of the economy and one can understand deal flow slowing to a trickle.  Venture capital is an inherently risky endeavor with, historically, some two-thirds of investment returning little to no return.  Patience is a requirement since a diversified portfolio is already harder to establish in a rural setting.

· Venture Capital company staff need to be experienced, committed and entrepreneurial.  MINC suggests that when establishing a venture capital firm that you must establish up front a dynamic and diverse management team that includes investors, advisors, and experienced managers.  Additionally, the management team should exhibit entrepreneurial talent and be motivated by economic and financial success of the small business they have invested in.  Finally, the management and staff must be committed to the mission of the venture capital company.
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