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CONSIDERATIONS FOR THE VENTURE CAPITAL WORKING GROUP 
 

58TH MONTANA LEGISLATURE ECONOMIC AFFAIRS INTERIM COMMITTEE 
 
By Deborah Hayden 
Swiftcurrent Venture 
 
After attending the first meeting of the Working Group on Venture Capital and absorbing the meeting notes from the February 20 
meeting, here are my observations on the issues. 
 
About three years ago I traveled the state and established a location in Bozeman while researching potential investments.  I found 
approximately $30 million of possible investments throughout the state that I would consider worthy of due diligence, but in which 
I would not promote investment without the due diligence.  In the course of this research I found many more companies that I did 
not consider warranted due diligence.  As an experiment, I contacted several venture capital firms in the Seattle area about some of 
the better companies.  The Seattle firms expressed a keen interest, but wanted to have someone in Montana who would perform 
due diligence and oversee the investment.   
 
We heard at the first working group meeting that others at the table had similar experiences with out of state venture capitalists.  
Several of us had spoken with Adams Street Partners, the firm with which the State Board of Investments has placed some funds.  
They were willing to consider recommending investments in Montana to their partner firms, but wanted local due diligence and 
follow-up.  Since the time I did my research, I have been in talks with at least two entities in Montana about acting in this  capacity.  
One has become inactive, and the other is still active and shows some interest. 
 
My estimate is that due diligence on companies worthy of investigation would cost a minimum of $25,000 each if done to my 
standards.  That is a minimum.  Many venture capital companies charge the investment seeking company the $25,000 for the due 
diligence.  In my opinion, this compromises the independence of the due diligence.  The venture capital company performs the due 
diligence, but in essence, the venture capital company becomes the employee of the investment seeking company under this 
arrangement.  Successful, quality investments have occurred this way, but technically, there is a loss of objectivity. 
 
Under the best of circumstances, a successful venture capital company that has been in business a long time has amassed enough 
capital to fund the due diligence itself.  We do not have any of these companies in Montana. 
 
Due diligence, by nature, is research leading to education and enough confidence to make an investment.  It costs money, but it 
does not directly relate to the product(s) of the investment seeking company nor does it directly produce a profit. Rather, it is a 
necessary, perhaps the most necessary, task that facilitates the investment.  Due diligence is so important that its absence either 
absolutely prevents the flow of capital or results in disastrous investments that ruin the confidence of the investing public.  It is an 
investment expense that allows the creation of jobs and enhances the economy .  My conclusion is that due diligence is a vital 
facilitation function that does not directly produce a profit and hence, is a non profit process.   
 
I have formed a non profit company, The Montana Venture Group, whose purpose is to raise money and perform due diligence 
and any other appropriate functions that will facilitate the flow of investment capital.  This entity has absolute independence and 
can produce objective, consistent investigations of management, markets, product validity and all the other concomitants that 
require illumination before investment.  The information resulting from this process will position the venture capital entity to 
provide whatever help the company most needs and lead to the greatest success of the company and the investment.  This success, 
in turn, enhances the confidence of the investing public and promotes more investment. 
 
Furthermore, the results of the investigation will be available not to one venture capital company, but to many potential investors.  
This eliminates multiplication of expense and effort when several potential investors must perform due diligence on the same 
company.  It also allows capital flow from smaller investors who may have some money to invest, but not enough to perform due 
diligence on multiple companies.  There are confidentiality issues.  However, a company seeking investment must decide if it 
wants access to the largest number of investors, or if it wants to limit its investor universe. 
 
Two practicing Montana venture capitalists have provided me their opinions on the state’s involvement in venture capital.  Both of 
them independently expressed the same ideas.  They both said that the state must not be in the venture capital business itself.  
Rather, it needs to nurture, facilitate and support private venture capital initiatives.  The words nurture, facilitate and support come 
up time and again in my conversations with knowledgeable business people. 
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I suggest that if the state wants to nurture, facilitate and support the private venture capital community, it can develop a grant 
program that will fund due diligence.  I am not just looking for a funding source for my own non profit.  Such a grant program will 
be open to application from any non profit that can provide due diligence functions.  In addition, an extensive grant search has 
revealed a few other grant sources that may be appropriate for the Montana Venture Group.  As a taxpayer, I hope the state will not 
rush to pour money out.  However, the tenor of this working group discussion persuades me that there is impetus to put state 
money into something that will turbocharge capital flow in the state.  Due diligence is the fuel for the capital engine.  A primary 
key to the whole process is funding due diligence. 
   
In 1985 I was on the founding board of the Northwest Venture Group in Seattle.  The NWVG is still thriving, nwvg.org, and exists 
to help entrepreneurs succeed.  It provides entrepreneur coaching, helps bring business plans up to venture capital standards and 
arranges meetings between capital providers and entrepreneurs.  It does not provide due diligence, but the entrepreneurial coaching 
essentially gets the entrepreneur ready for the venture capitalist and goes a long way toward answering the venture capitalist’s 
questions.  Having had this experience and seen its success, it made sense that these functions can be non profit.  
 
We hear again and again that Montana entrepreneurs are not ready for venture capital.  The non profit can provide expertise and 
coaching to entrepreneurs both in how to strengthen their companies and in structuring and negotiating venture capital deals in 
general.  Once again, the non profit is an independent entity.  Its interest is in producing the greatest benefit to the Montana 
economy.  It does not represent, or negotiate on behalf of, the entrepreneur. 
 
The notes from the meetings state that angel investors perform due diligence.  Perhaps some of them do this.  The networks 
mentioned appear to be professional and competent, perform due diligence and get involved managerially with the entrepreneurial 
company.  In this, they perform a venture capitalist function, but inevitably these distinctions become blurred with no ill effects.  
After all, the concept of the venture capitalist becoming seriously involved in company coaching is new in the last 10 or 15 years. 
 
These networks are not the angels with whom I am familiar.  The only ones I have heard from have not done due diligence, or 
have not done enough due diligence to prevent their suffering severe losses.  This group depends on their winners outnumbering or 
outperforming their losers.  This is little more than gambling, is a wasteful distribution of investment capital and reduces investor 
confidence.  The availability of due diligence from an independent, objective source will improve the quality of these non-network 
investors. 
 
The group has discussed tax credits as a possible way the state can participate.  Tax credits for angel investors and the private 
Montana venture capital companies that have sweated for years in providing capital in Montana are a viable way of nurturing, 
facilitating and supporting them.  Jon Marchi can elaborate on benefits, drawbacks and improvements for structuring tax credits.  
Providing due diligence and entrepreneur readiness is another way of nurturing, facilitating and supporting.   How and whether to 
balance tax credits and grant programs is a question I leave to fiscal analysts and to the working group as it progresses.   
 
 
Deborah Hayden 
Swiftcurrent Ventures     
 


