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acific Community Ventures (PCV), the West

Coast’s first Community Development Investment

Capital organization, brings the tools of venture

capital - both financial and non-financial - to bear
to stimulate business development in California’s low- and
moderate-income (LMI) communities. In making invest-
ments, PCV seeks competitive financial returns as well as
measurable “social returns.” Since 1999, while achieving
market rates of return for investors, financed companies
have employed over 1,500 residents of California’s LMI
communities, paying an average wage more than 20 percent
greater than the surrounding area’s living wage ordinance,
and providing health care, vacation, sick leave, training ben-
efits and wealth-building opportunities.

Small Business and the Financial
Marketplace in Distressed Communities

The financial marketplace in LMI communities is char-
acterized by a lack of available equity capital and a lack of
access to the business networks that provide opportunities
for strategic support and professional development.

A lack of available equity capital. Most of the businesses in
which PCV invests are located in geographic areas, or par-
ticipate in industries, that are overlooked by institutional
equity investors. While California received approximately
20 percent of the $585 billion in venture capital investments
made globally between 2000 and 2005, over 60 percent of
this investment was concentrated in 35 zip code geogra-
phies, primarily in Silicon Valley and other economically
well-developed areas. In addition, the majority of venture
capital investments made nationally between 2000 and 2005
were investments in technology-related companies, not busi-
nesses that generally employ lower-income workers.!

A lack of strategic support and networking opportunities for
emerging entreprenenrs. In addition to lacking access to
capital, PCV’s target businesses also lack access to business
networks through which they could gain valuable, board-
level strategic advice. These advisory networks often come
through the same institutional investors that traditionally
have not invested in PCV’s target industries and geogra-
phies, or through alumni or other networks prominent in
the “mainstream” business community.

PCV’s Model: Investing Capital, Deploying
Expertise and Extending Networks

There are two primary ways by which PCV invests in
promising businesses in California’s LMI communities: by
deploying capital and by providing advisory services.

Investing Capital. PCV is the managing member of two pri-
vate equity funds through which it makes investments in
high potential companies located in, or near, and hiring
from, LMI communities. PCV makes investments in tradi-
tional industries including food distribution and services,
value-added manufacturing, and consumer and business
services, where the organization has expertise and robust
deal-flow. PCV commits $1-$2 million to businesses with at
least $5 million in revenue, a clear path towards profitable
growth, a strong management team and independent gov-
ernance. To date, PCV’s investment funds have deployed
over $11 million in nine active companies. As of year-end
2005, PCV’s first fund had a competitive implied net IRR
compared to other 2000 vintage funds. PCV’s second fund
had an implied net IRR that put it in the top quartile of
2002 vintage funds.

At the same time, PCV’s financed companies paid a
weighted average wage of $13.18 per hour, considerably
above the living wage ordinances in surrounding areas. All
of PCV’s financed companies offered health benefits to
low-income employees, compared to just 67 percent of all
companies in California. Two-thirds of portfolio companies
offer retirement plans and all of those make contributions
to those plans. Through PCV’s Individual Development
Account (IDA) program, which provides financial literacy
training and matched savings, 48 employees at three port-
folio companies are saving for retirement, education or a
home purchase.

Leading financial institutions, including Wells Fargo
Bank, Citibank and the California Public Employees Retire-
ment System (CalPERS) have committed capital to PCV’s
funds as have regional and community banks such as Silicon
Valley Bank and Greater Bay Bank. Foundations including
the Rockefeller Foundation have also invested. Through
these investments, banks can earn CRA credit, bolster com-
munity involvement, earn a competitive financial return
and build an additional loan pipeline source.
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Deploying Expertise and Extending Networks. Most private
equity investors provide governance and management assis-
tance to the businesses in which they invest. PCV goes fur-
ther through its Business Advisory Service, providing non-
financial resources including mentoring, strategic advice
and access to business networks to our financed companies,
and providing these services, free of charge, to other small
businesses — outside of our financed portfolio - located in
California’s LMI communities.

PCV’s Business Advisory Service links experienced busi-
ness professionals with the management teams of qualifying
businesses. Each volunteer advisor works one-on-one with
the advised company over a 6-12 month period. Over 25
percent of advising projects address sales/marketing issues,
21 percent strategic planning/business development, 18 per-
cent operations/manufacturing, 15 percent financial plan-
ning and the remainder address new product development
and fundraising preparation issues. In a recent survey, over
three-quarters of advised management teams indicated that
their advising relationship had resulted in a tangible impact
on their business.

In addition, through CEO Forums—leadership and man-
agement workshops lead by top business school professors—
and Business Roundtables—where one advised company
presents an issue it is facing and receives practical input from
a diverse group of executives—participating entrepreneurs
develop their management abilities, learn new frameworks
for addressing business challenges, and have the opportunity
to network with their peers.

PCV Promotes Economic Development by

From its inception in 1999, through year-end 2005,
PCV’s Business Advisory Service has provided intensive
support to nearly 90 growth-stage companies. In addition to
contributing to the business climate in LMI communities,
these efforts prepare the pipeline for future equity invest-
ment, enhancing next generation “deal flow” for capital pro-
viders, all while providing significant benefits to residents of
LMI areas. At year-end 2005, PCV’s advised businesses em-
ployed 470 residents of LMI communities. Nearly two-thirds
of advised companies provide health insurance to their low-
income employees while over three-quarters provide paid
vacation and offer skills training on an ongoing basis.

Market Need, Market Opportunity

America’s underserved communities present an enor-
mous opportunity for investors who seek both financial and
social return. Through its two-pronged model that provides
management and capacity-building resources in addition to
capital, PCV has shown that investors can integrate private
equity investments in businesses in these communities into
their portfolios, earning CRA credit while producing com-
petitive returns, building new sources of loan volume, and
yielding significant community benefits. [@]

Supporting Growing Businesses in Underserved Areas

Equity Investment

PCV first invested in Timbuk2 Designs, a bicycle messenger bag manufacturer in an LMI neighborhood of San Francisco,
in 2000. Two years later, PCV led the company’s recapitalization necessary for long-term success. Along the way, the
company expanded its product lines and distribution with the addition of over 30 new items — from computer carrying
cases to luggage to daypacks. Over the life of PCV's investment, Timbuk2 grew its San Francisco workforce while increasing
both wages and benefits for its front-line workers. Over the same period, Timbuk2's revenue grew more than four times.

With Timbuk2's sale from the portfolio in 2005, PCV'’s investment funds realized a substantial return multiple. In addition,
the sale triggered an equity-based Wealth Sharing Mechanism — negotiated by PCV at the time of investment — that
produced cash payouts of up to 2 times annual salary (more than $1 million total) for the 40 factory and warehouse

employees of the company.

The Business Advisory Service

ValueFinders, a real estate appraisal firm founded in 1999, has several employees from LMI neighborhoods in Compton
and Los Angeles. The company joined PCV’s Business Advising program in March 2005 and was matched with advisor
Brian Garrett, a Principal at Santa Monica's Palomar Ventures. The project — to assist in launching an online technology
solution for mortgage brokers, appraisers, and their clients — made good use of Brian's expertise in infrastructure software
and business development for technology start-ups. The newly launched www.appraiserConnectcom is paying tangible
dividends, with increased company revenues and new jobs for LM residents.
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http://www.pacificcommunityventures.org
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