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COVER INTERVIEW

Insights from

King

here comes a point in the

life-fine of any business

where it will most likely re-

guire a capital infusion to fake it to
the next level. To what level de-

pends upon the existing stage of the
business and its growth potential.

Forthose entrepreneurs who feel

they possess an explosive business

oppoertunity, whether a start-up or

a going concern, that is in need of

money, the kind of money beyond
the interest ov capability of tradi

tional financial institutions, your

self. vour business, friends, and
Samily, vour pravers have been an-
swered,

Say hello to Richard Perkins.
You may not see it when you first
look at him, but if you look real
close, yvou'll see something that
resembles a halo over his head,
And I'm not talking abowr his hair-
do. Better known as " Perk " ameang
friends, he is heralded asthe " King
of Angels™ among private inves-
forrs in the Twin Ciries,

Perk is an affable and ener-
getic kind of guy who has a long
history in the money-management
business. He owns Perkins Capi
tal Management (PCM) along
with his two sons, Richard, 43,
and Dan 42, It's a family-owned
business thar is located a long
haw! from Wall Streer. Try the
north shore of beautiful Lake Min-
netonka in Wayzata. The atmo-
sphere at PCM, which has 5
emplovees, is casual. Minnesota
wildlife art adorns the walls.
FPerk’s collection of antique duck
decovs occupies shelves in the
board room of what once was a
law office,

This eleven-vear old company

manages about 3500 million in as-

Richard Perkins for

of Angels

cnirepreneurs

local

sels for ity clients, encompassing in
diviclual accounts, a hedee fund,
Perk's

investment approach focuses mostly
ot smaller Upper Midwest growth
opportunities, and iy noted for com-
bining technical analvsis with plenty
af visits

fi's because af his 40 vears of
experience as a Money manager
and his constant search for
change and opportunity that has
led Perk to become a leading
plaver in the risky game of fund-
ing private companies before
they go public.

Not bad for someone who started

ot ax a barber.

MBEO: Descnibe for me your typical work
week.
PERKINS: | pretty much work 12 10 14
hours a day, seven days a week, It's usually
a T0-hourwork week, including severul hours
every Sunday o review the week’s charting
Every moming [ spend about an hous
reading six newspapers. | read the two local
papers, the Star Tritmme and the Ploneer
Press, because that's where 1 live and that's
whene the bulk of our business is. 1 also resd
The New York Times bocause that™s whene
the Mew Yorkers live and that™s what they
read. | read the USA Today because that’s
whal the man on the street reads, | read the
two financial papers, the fnvestors Business
Daify and The Wall Street Journal

MBA&O: [ocsn't that seem a bil excessive?
PERKINS: Mot really. I've always been
like thiz, That's what [ do for recreation. 1

wirk

MBE&D: For soaneone who has been in the
investment business for abowt 40 years, you
dont look like the typical Wall Street inves-
tor. How do you explain that?

PERKINS: We live in Minnesota, not New
York. The people out here aren’t the pin-
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MBEO: Will 199 be a good year 1o invest
in the stock market considering it"s an elec
non year?

PERKINS: | think it will be a fuirly good
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ear, particularly in the second half, because it is an election
car. It will, however, be punctuated somewhere in the
nddle by a correction. We have not hisd a decent cormection
arthree and i half tw four years — by that [ mean 10 percent.
think one is over due.

S0 far we have had a really good hirst quarter. 1 would
spect same sort of i relapse along the way into the sumamer
arting scmetime in Apnil, Then a good second half fol-
swed by a honey-moon period that will last into the first
warter of 1997, Bevond that I'm not willing to say.

IB&O: | understand you were once a barber. How did tha
irm into the investment business?

ERKINS: Afer | graduated from high school in Westby,
fisconsin in 1948, 1 headed off 1w barber college in Minne-
olis, It was o trade my father practiced before me and |
gured it could help finance a college education my Fumily
maldn’t alford.

After a couple of years. | was clipping hair berwesn
ey al Memorial Union at the University of Wisconsin, 1
as a flat-top specialist. -

By 1957, 1 had finished my undergraduate and graduate
xgrees in business, | then went to work for the American
ational Bank and Trust in Chicago as an investment -
st, Twor vears later, L went to work for the Mayo Foundation

Rochester as an assistant endowment fund manager — a
ove that =oon ended my barbenng sideline.

BE&D: How is thar”?

ERKINS: To make a couple of extra bucks on the side, |
l cut hair every Saturday for some time. T have a distinet
vollection of having gone 1o college [or five vears and
ver having seen any college zames because of this, A few
zeks into the job, my boss wld me to knock off the week-
wd moonlighting. He gave me a 52,000 raise and ordered me
o the office on Sardays,

B&O: How did you end up at Piper Jaffray?

ERKINS: After the Mayo Foundation, | worked for
andard Chl in Cleveland as a pension fund manager for a
ar. During that time, | meta guy while I was hunting ducks,
10 was a partner af a brokerage finm, He wanted me to join
zm. I thought o mysedl, *Sounds like o great idea. Butif'm
ding to doit, I'm not goang 10 do it in Cleveland. T do i
Minneapolis,’

Lknew some people &t Piper Jalfray from my days at the
ayo Foundation. | made some inquires and asked them
oul starting an institutional department. In 1966, 1 joined
= firm and helped establish investment research and sales
erations and started an imernational sales department in

TE.

B&O: What was the impetos (o leave a vice-president
sition at Piper Jaffray, Inc. and star your own money
nagement firm?

ERKINS: | had worked at Fiper for 19 vears, One day
tile | was driving home from work, | saw a billboard that
ud. “If you lived here, you'd be home now.”

T thosuigzhe about that one day. IF 1 had started my business
yers aga, 1d be “home™ now. Itseemed to me like a good
s | also wanted 10 have a business with my sons.

The problem of guitting was that 1 had spent 200 years
ikding a business for someone else and realized what good
it had done me. Sure, 1 had made good money and made
il friemds, but the business wasn™t mine,

B&OQ: When did you go into business for yoursell?
IRKINS: Our official start date for Perking Capital Man-
send (PCM) was January 1, 1985, Each of the boys have
'} percent ownership stake, We located oul in Wayzita
muse that's where we lived.

B&0: When you left Piper, how much client money did
1 bring with you?
(RKINS: About 38 million.

38:0: What was your strategy for growth?

IRKINS: We weren't ool to grow fast. Our plan was o
1a good husiness amd keep our noses clean, We wanted 1o
1 money and not people. We were niot looking to have 53

billion under management. Today we've got about $500

| million.

MB&D: What kind of money management firm is PCMT
PERKINS: [1's a privite money management firm, inciud

| ing some conservative s1ock-and-bond accounts.

MBE&DQ: How would you describe the working stmosphere
at PCMT
PERKINS: I1's pretty casual and informal.

| MB&OQ: Whan are the ups of running a money-

manigement fom?

PERKINS: First of all, there are no receivables. Second of
all, your fees are collected four times a year. The best pant
ghout that is they are charged in advance so you don't need
any working capital. Think about that for a moment.

“The problem of quiting was that | had
spent 20 wears building a business
for someane else and realized what

good fhat had done me”

MBE&O: And the downs?
PERKINS: Money managers are always rying 1o do well
for their cliems. After all, that's how they get paid. The
downs come when the stock market goes down. Clienis don’t
always understand that sometimes there will be bumps inthe
road, sometimes potholes,

When clients get nervous one of the things we try w dois

| prevent them from getting oo nervous and calling us up to

say, ‘Sell my stocks!”

MBRO: What s vour strategy for investing in the stock
market?

PERKINS: Our strategy may be characterized as a search
for opportunity, We concentrate on finding stocks we think
will appreciate in value, Our primary focus is on companies
which we perceive to be undergoing change which may not
have been recognized in the market place, but which may
result in higher earnings, and when recognized by others, a
higher price earmings ratio, This combination offers what is
referred 1o as a double play, a situation that often results in
excellent appreciation.

There is also more W successful investing than picking
stocks. They must be purchased in suitable amounts and sold
at the right time. Actually, selling at the right time is often
more difficult than buying because it is easy 10 fall in love
with a1 stock when, in fact, a more objective animde is
required. A stock should be sold. of course, it something

| fundamental changes to negate the original reason for buy-
| ingil. Sometimes, however, astock may goup soquickly thar
| it becomes clearly overpriced. Then you sell.

Occusionally, it is necessary 1o prune the ree by selling
the beast attractive holdings in portfolios to make room for
new and more promising ones.

We do not believe m trading, in fact, PCM cnds 1o
unddertrade. 1 believe patience is an important ingredient in
successful mvesting. Once purchased, sivations must be
given ime 1o develop, Although we wish it were so, stocks
don’t stant to go up just because we purchased them.

Strong nerves are also required, Sticking with a stock
through a reaction may be necessary if full and complete
henefit of a successful investment is o be obtained.

| MB&O: How do you use tlechnical analysis in your deci-
ston-making?
PERKINS: Thirny-five years ago we didn’t have comput-
ers. We used slide rules 1o calculate price eaming-ratios. It
wits @ Jod of work.
Today, there 5 oo muech information ag your immediate
disposal. However, in our investment selection PrOCEess, we
| use varous computer programs to derive the necessary
| fundamental information aboul an industry or a company.
Technical analysis is used as an aid in determining those
industries that appear to offer the best investment opporiwni-
tics at a particular tme.
We don't do a lot of fancy foctwork around here. We do
the two-step: the fundamentals and the charts. [t doesn't have
to be complicated,

MBE& O: Why does PCM primarily invest in Upper Midwest
companies?

| PERKINS: Since 1959, ["ve probably visited every com-
pany that’s here. | think it's important 1o have a good
understanding of what companies do and know who's run-
ning them. It's also easier if you're concentrating vour
chobces in an area you're familiar with.

Also, | think the Upper Midwest has a strong work ethic.
We seem Lo have more than our share of companics that are
very successful, There's a strong sense of entrepreneurship
in this part of the world,

MB&O: Which companies are the stars in your stable?
PERKINS: [n any portfolio, there are always going 1o be
some that perform betler than others. That's the law of
AVCTAges.

Of the 75 stocks inour portfolio, some of the wp perform-
ers in the last year have been local companies, There is
Ciprico, located in Plymouth that makes dita storage de-
wvices; Rain Forest Cafe located in Hopkins: MicroComponent
Technology, located in Arden Hills, that makes semi-con-
ductor equipment: and Angeton, located in Plymouth, that
makes a new defibrillator for the hear.

| MB&O: In luy terms, describe for me what an angel is,
PERKINS: | suppose it would be someone who takes a
small entreprencurial company under their wings and helps
it by providing money and advice.

MB&O: Is there a large pool of angels in the Twin Cities?
PERKINS: Yes, there are a large number of them —
perhaps as many as 3K,

| MB&O: What are some of the reasons an angel invests ina
| private company?

PERKINS: Probably because it represents an opporumnity
to invest early in a company and make a lot of money.
Typically, an angel will bring in more friends with more
capital.

MBE&O: How much money is a reasenable amount for an
angel to invest”

PERKINS: [t all depends on the situation. It could be
anywhere from 550,000 1o S500,000.

| MB&O: When is it appropriate or ut what stage of husiness

development should an entrepreneur seek out an angel?
PERKINS: You can’t put a hard, fast rule on that, Mast
small businesses that ane seeking capital should get the inital
capital from friends and relatives. That"s really the first step.,
Ulsually most of these smaller companies are at such an early
stage that’s where the money more appropriately concs
from. Angels usually come in at a later stage after the
company has been in business for a while and has proven
| themselves, but are in real need of capital and advice,




AB&D: How does an entrepreneur go about finding one?
'ERKINS: Good guestion, | guess there really isn't a
irectory, is there? 1 think you just have to ask lawyers and
ceountants and so on.

AB&O: s there a certain form of etiquette or prodoce] that
hould be used when dealing with an angel?

*ERKINS: Don’t try to put on some false airs. If you are
sed to dressing in a short sleeved shint, don’t stant wearing
wee-piece suits. Just be yourself because that's what
eople want to sce. [ don’t think angels expect entrepre-
eurs (o have the ability to put together a beautiful business
lan because they re busy running their business and will
st likely need help putting it together,

AB& 03 Among private investors and entreprencurs in the
“win Cities, you are commonly referred 1o as the “King of
agels.” How does that make you feel?

'ERKINS: [ didn't really know that. | am amazed to learn
wt. I'd prefer to remain anonymous about it 1 put my
ocks on one at a time just like everybody else.

1B:&0: In what ways does Dick Perkins fit the description
f an angel?

ERKINS: ["ve never really thought of myself as an angel
ntil someone came along and said that's what | was, Yes,
ve done a lot of that kind of stuff over the years, but it was
15t a way for me to learn more and have a lot of fun.

My main business is managing money and, because of
wat, I see many companies that are publicly-held and
ublicly-traded. What's more, [ have an insight into other
tings for other companies that are smaller and not pub-
cly-held.

1B&0: How important is Dick Perkins® stamp of ap
roval on an investment in a private company?
‘ERKINS: Let's put it this way, If you know anything
bt farming, there is something called a bell-cow. It"s the
ell-cow that leads the herd and that's the angel.

1B&0: How has being an angel impacted PCM?7
'ERKINS: | think it has brought some opportunities W us
1at we might not have seen otherwise, By the same token,

has infringed seriously upon our time. There's both good
il bad.

The bottom line is, as my son Dick says, *If you don't go,
ou won't know.” That"s why we go 1o meetings and listen
) people.

There's ancther guy [ know who's fond of saying, *You
ever know what you're going to know next.” You can't be
n ostrich with your head in the sand and expect the world
» come to you. You have o go out and find it.

1B&O: When raising money, what percentage of owner-
1ip should be exchanged for how much money?
‘ERKINS: The amount of ownership you give up for a
srtain amount of dollars depends a lot upon the stage of the
ympany. If the company is at an early stage, it will have to
ive up a greater percentage of ownership, Whereas if the
ympany has been opeérating for several years, has some
wvenue with modest eamings or losses, and the tough
mes have been past, the nisks will have, for the most part,
=en mitigated and the percentage give-up for a certain
mount of dollars will be less,

These are all judgmental decisions. There is no textbook
r formula to go by,

IBRO:; If an entreprencur decides to raise capital by
ning a private placement, how should they go about it?
ERKIMNS: If the company is at an early stage and the
strepreneur is looking for an angel who can bring in
100 000-10-5500,000, in most cases, any document will
= writien by the entreprencur. The document will sumima-
ze what the company has done and is trying to accom-
lish. An internal accountant, if the company has one, will
ut together some simple financial projections with the
=ip of the entreprencur.

You don't necessarily have to have the documents
ympiled by lawyers or accountants to raise this kind of
wney. However, when you take the next step and are

looking for a couple of million dollars, then you want to get
the lawyers to write it. You want to put yourself in a CYA
position, namely, cover your ass. In this case, you have to
make you sure all of the risk factors have been disclosed
because it will be sold w a greater number of people.

MB&O: Once the document has been completed, how

long should it take to raise the money?

PERKINS: It normally takes between 30 1o 60 days.

Sometimes it takes ™) days.,

MBE&O: [1 20 days comes and goes and you haven't raised
the money, then what?

PERKINS: You've got a problem because then the deal
gets stale. People start asking, “Why haven't you been able
to do this?”

If the entreprencur has been trying to do it themselves,
then the question is, ‘Have they been able 1o devote enough
time to it?

It"s a time consuming process, especially if they also
have to run the business,

MB&O: How do you resolve conflicts after an angel has
invested in your company?

have to be realistic about things.”

PERKINS: Mot always do you have a problem. If you dao,
however, it is usually because something isn’t going ac-
cording to plan. Then it is certainly appropriate for the
investors (o take a hard look and see what wenl wrong and
what can be done to bring the company back on track

Where head-butting takes place is figuring out how to
bring the company back on track, if the entreprensur
doesn’t accept that something isn't working orisn’t willing
to admit Failure on their own part and something has tw
change. Then it boils down to a guestion of control. If the
investor has less than 50.1 percent, then they don’t have
control and there"s not much they can do about it. That's a
sk all investors take.

| MB&D: What types of companies do you see raising

money in the Twin Cities?
PERKINS: First, you've god medical companies. There
are more medical deals being made here in the River City

| than anywhere else in the country. It all goes back to

Medtronic.

The second type is high-tech computer companies. Did
you know the first real computer was built right here on the
banks of the Mississippi River in the early 195057 The
INEAC was built in 1946, You'll also see a lot of software
companics, especially those dealing with the internet.

The third category is food companies. You've got
Pillsbury, General Mills, and so on, which is another big
part of cur heritage.

| MB&DO: What kind of return on investment does an angel
look for when investing in a private company?

| PERKINS: Individual investors usually look for a lower
rate of return than do venture capitalists. An individual
looks to double their money in a five-year investment
where as a venture capitalist looks lo get a 25-to-35 percent
return compounded annually,

Don’t forget the general rule when investing in these
Lypes, It always tiikes longer and always costs more.” You
have 1o be realistic about things.

MBE&O: How much weight dees an angel put into the
financial projections of a business plan?

PERKINS: There's an old saying, “Take the projections
the management gives you and cut them in two and then cut
them in two again.” I"ve seen projections so unrealistic they
boggle my mind. | know you have to be optimistic to be an
| entreprensur, but come on, be realistic. T would much rather
see pumbers move along at a much slower, yet realistic
growth rate than some that stretch my imagination to its
limits.

MBE& O: What are some red flags an angel notices when
looking (o invest?
: PERKINS: When sales remain the zame while ex
penses continue to grow. Or an unreasonable owner’s
salary or a lot of family members on the payroll. Another
thing are digs, better known as lavish office furniture or
equipment.

MBE&O: How does an angel exit an investment in a
private company?

PERKINS: One exit strategy is for the business to go
public. But just because a company goes public, it
doesn’t mean the investor will sell. It just means you can
put a price tag on the investment and take it to the bank.
Another exit strategy is to sell the business or merge i
with another company.

| Therehastobe an exit strategy, bul sometimes there isn't
| onc because some companies don’t lend themselves o ever
being publicly-held. Unforunately, this may cause a situ-
ation where an angel isn"t willing 1o invest.

MB&O: Since you began your career as a money man-
ager some 4() years ago, you never strayed off course or
changed career paths. Why is that?

PERKINS: Every day has been a new day. Every day
has been different. There have always been new compa-
mies and new ideas.

MB&O: What motivales you?
PERKINS: It's just the way | am,

MBE&O: It's not accumulating wealth?

PERKINS: Oh, that's how you keep count, but it isn't
that. If it were, 1 wouldn't be driving a used jeep or running
around with only one sport coal.

MBE&O: To whom or what do you owe your success?
PERKINS: My days at the Mayo Foundation in Roches-
ter. What | was doing then was trying to identify something
that was changing within a company that could be capital-
ized on. The strategy hasn't changed much.

MBEO: Any repgrets?

PERKINS: | probably would have started a business like
this much sooner in my life.

MBE&O: You've been known to quote Satchel Paige by
posing the question, *How old would you be if you didn't
know how old you were.” Allow me to ask you, how old do
you feel?
PERKINS: The way [ see it, 'm 55, And at that age, [
should retire, eh? Newver,

I'm 65 and have no intention of retiring because 1
wouldn't have any fun. For me, | have fun through work-
ing. For me, it's going to be business as usual. MB&O

Anthony F. Giombetti is Editor In Chief of

Minnesota Business & Cpportunities,




