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BUSINESS DEVELOPMENT COMPANIES

WHAT ARE BDCS?

BDCs are a special type of investment 
company created by Congress with 
the express purpose of facilitating the 
financing of small businesses. 

Most BDCs are public companies and, like 

a mutual fund, were intended to serve as a 

collective investment fund to invest in (or 

lend to) a large number of other businesses. 

However, while mutual funds have to invest at 

least 85% of their assets in public companies, 

BDCs must invest or lend at least 70% of their 

assets into small and mid-sized private busi-

nesses (or small public ones). Think of them 

as a public venture capital company – that 

can also lend. 

They were intended to democratize venture 

capital so that the average person, not just 

wealthy investors, could invest in VC funds. 

Public BDC investors can freely sell their 

shares, just as with any other public company. 

HOW BDCs WORK

BDC’s gather small and mid-size companies 

together into an entity large enough to be a 

public company. So instead of investing in an 

individual small company, investors invest in 

the public BDC, which then invests in many 

small businesses at one time. 

It spreads the risk, provides liquidity, and 

facilitates recouping the original investment 

plus a healthy return. 

BDCs ARE FLEXIBLE

�� They can provide access to funding for 

a wide spectrum of companies including 

startup, growth and even mature small and 

mid-size companies. 

�� Investments can be individualized for 

each company.  

�� BDCs can mimic crowdfunding, yet also 

act like a investment fund, a commercial 

lender and a holding company rolled into one.

PROVIDING LIQUIDITY TO PRIVATE EQUITY INVESTORS
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�� For anyone concerned with helping raise 

money for small businesses, whether by a 

crowdfunding portal under the JOBS Act or 

other means, BDCs represent a whole new 

set of options. In fact, they are better than 

the most idealized version of crowdfunding, 

primarily because crowdfunding does not 

solve investors’ liquidity needs and BDCs do. 

�� The same is true for conventional VC 

funds, angel funds, etc. BDCs are better, their 

rules are already in place and they can be 

used today. 
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BENEFITS OF BDCs

�� Provide capital and credit to small and 

mid-sized start-ups, growth and mature 

companies.

�� Built-in exit for investors, therefore easier 

to raise monies.

�� Investors have benefit of owning shares 

in a large public company, yet can direct their 

investment to an individual private company. 

�� Can “incubate” future BDCs around 

industry sectors or other criteria.

�� Flexible structuring: businesses can be 

wholly or partially owned subsidiaries, incu-

bated companies, joint ventures, etc.

�� Businesses can choose their optimum 

size and not be pressured to grow merely 

to satisfy investors. They may remain under 

the umbrella of the BDC forever, without 

being forced out or forced to be acquired 

by another company (a typical condition for 

VC-funded companies).

WHY HAVE I NOT  
HEARD OF BDCs?

Even though BDCs were authorized 

in 1980, very few were established 

before 2000, when Wall Street 

discovered them. 

There are currently about 70 

publicly listed on an exchange. 

Yet most focus on a narrow, upper 

slice of the market Congress origi-

nally had in mind, and even then do 

mostly lending, not investing. 

They also almost never address the 

needs of startups and smaller busi-

nesses, even though those are the 

companies BDCs were designed for. 

And although BDCs have a similar 

purpose to the various forms of 

crowdfunding defined in the 2012 

JOBS Act, what they can do goes 

well beyond crowdfunding when 

they are applied to smaller busi-

nesses at the community level.

�� Public companies are typically valued 

far higher, i.e., a greater multiple of earnings, 

than private companies, giving investors a 

higher return.

�� Must offer mentoring at all stages of the 

business cycle, thereby enhancing surviv-

ability and growth of subsidiary companies.

�� Natural network for businesses within the 

BDC.

�� Can provide shared services at better 

prices, e.g., payroll, insurance, accounting, IT 

and more.

�� Allow investors in existing funds to divest 

of companies too small to go public or sell at 

a profit.

�� May pay little or no corporate income tax 

depending on optional tax election.
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A SUPERIOR WAY TO INVEST IN SMALL, PRIVATE COMPANIES


