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That Tough?

Local Business Owners
| Are Looking Ahead
| With Cautious Optimism

By Stephanie Kadel-Taras

Our annual look at the year ahead for local
| businesses has been rather rosy in past issues.
| But as what goes up must come down, this year's
business forecast, though optimistic, is tinged
with caution and sober reality checks. We asked
five local business leaders—representing venture
capital, construction, auto sales, banking, and web
technology-to share with us their perspectives
on what the new year will bring. Most of them
found that a discussion on the future necessitated
reflecting on the recent past and how the highs
and lows in the economy and society have affected
where we are now. And while it's not all rosy, their
positive visions, excitement about new opportu-
nities, and commitment to success offer inspira-
tion in these challenging times. Here's what they
said:

lan Bund, President
White Pines Ventures, L.L.C.

| define venture capital as the business of
building businesses. The environment for builld-
ing companies is dependent on the ability of a
company to sell its product or its service. And,
as we've seen, the appetite of buyers of products
and services throughout the economy is clearly
reduced right now,

Forecast (Continued Page 6) Jacques Harbra, CEO of WebElite.
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The U of M's Jim Kosteva To Lead The Chamber's Agenda For 2002

By Kate Kellogg

Although Jim Kosteva is just beginning his year-long term as chair
of the Ann Arbor Area Chamber of Commerce Board of Directors, he
has long played an active role in Chamber activities. As Director of
Community Relations for the University of Michigan, he serves as the
University's chief liaison with the City of Ann Arbor and its business
community, In that capacity, he has supported area merchants on ini-
tiatives such as the Loose Change for Real Change
program that benefits addicted panhandlers. Work-
ing with the Chamber and Washtenaw Development
Council, he coordinates the University's assistance
in economic development activities for the area.

. Kosteva s originally from Detroit and a gradu-
ate of Livonia Franklin High School. He earned a
self-designed degree in Metropolitan Studies from
North Central College (Naperville, lllinois) in 1974,
He served as Director of Planning and Community
Development for Canton Township from 1978 to
1984.

In 1985, he entered politics, winning election
to the State House as the representative [or West-
ern Wayne County. He served in the Michigan Leg-
islature until 1992 when he was defeated alter a
reapportionment of his district. He then became
Director of Central Stafl for the Speaker of the
House. In that role, he coordinated and super-
vised a stall of 50 who provided policy analysis
and legislative initiatives for the Democratic mem-
bers of the House.

Kosteva has held his current position with
U-M for seven years. He maintains a strong inter-
est in land use and urban planning and is near
completion of a Master's degree from the U-M
School of Natural Resources and Environment, A
track and cross-country runner in college, he con-
tinues to run in events such as the Dexter-to-Ann
Arbor 10K,

Kosteva (Continued Page 5)
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place, people become more con-
servative, and as a result, the de-
mand for lending is slowed down.

It's been more and more dif-
ficult to gather deposits when the

terest rates are at historic lows,
‘cause Lthere's less reason for
—people to want to move Lhelr
banking relationship-if they're
looking for price-when rates are
down. Our job is to convince
people that we're as competitive
as anyone else in the marketplace
when it comes to rates, But the
real reason they should want to
come and see us is because il the
high level of service we give our
customers, and the fact that we
look to build a broad range of ser-
vices to meet their needs.

We're going to be offering a
private banking product in the
new year that is a bundle of ser-
vices for people who need a
broader relationship with a bank.
If you carry a certain level of de-
posits with us, you will receive an
array ol services at no cost that
we would normally charge for on
an individual basis. Plus you can
work with an individual personal
banker.

Investing is another area that
will need attention in the coming
year. We've got a whole genera-
tion of the investing public who
have only seen the upward trend
of the stock market measure-
ments, and that isn't really what
happens. Many people made a lot
of money on paper and lost a lot

money on paper. Are we going
get back to some normalcy now
—in how we invest our money? Are
we going to see more diversifica-
tion in investment portfolios-a
nice blend of stocks and bonds
rather than all growth stocks? We
have two full-time trust officers
here in our Ann Arbor office that
offer individual investment advice
and help people understand their
risk tolerance. People need to
step back and spend time analyz-
ing their risk tolerance and invest-
ments now.

Optimistically, | think we'll
start to see a turnaround in the
economy in the second to third
quarters next year. It's too early
to tell for sure, but there are posi-
tive signs, as long as we don't
have another catastrophe. We
were already heading into a reces-
sion before 3-11, and that just
quickened it. I'm concerned
about what will be the impetus to
drive us out of this. For example,
the auto companies, with all the
zero-rate financing, does that pull
all of the demand out of the early
part of next year into this year?
We just have to wait and see what
will happen, But the consumer
has to have some confidence, and
we need to see a slow down in the

‘offs. Once that happens, hope-
¢ we'll start to see a turn-
und, but I'm not sure we've

“gone through all that pain yet.

Since the federal government
has lowered interest rates so
much already, I'm not sure there's
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much more we can do. | do be-
lieve we'll see rates start ticking
back up in the second or third
quarter next year. My concern
here is will the fed be able to man-
age what's going on? Because the
next thing that comes out of this
is inflation, and if that starts up
and gets out of control, it can have
a really negative effect on our
overall economy. | wouldn’t be
surprised If, as fast as rates came
down this year, that rates could
be moving back up to what |
would call more historical norms.

A good thing about
Washtenaw County Is that we're
insulated from some of the slow-
down, with Plizer here and with
what's going on with the life sci-
ences. There are a lot of positive
things that are still going on in the
economy here that [ think shelter
us a little bit compared to other
counties in southeast Michigan.
There's still plenty to be con-
cerned about, but | think we need
to be optimistic.

Jaeques Habra, CEQ
Web Elite

There's been a huge educa-
tion of customers about our in-
dustry in the last eighteen
months. People are now differen-
tiating between (1) using the web
only as a tool for e-business and
speculative efforts to generate
revenue and (2) using the web to
communicate and enhance inter-
nal business processes, which is
what we offer them. When you
look at it that way, it's a very logl-
cal investment, where you see a
return quickly on fixed costs and
existing costs. This education has
been a real benefit for us, and the
word is getling out that we have a
proven track record of helping
companies cut costs.

While there are a lot of com-
panies that do front-end web site
design (what you see on your
screen when you visit a web site),
the companies that do what we
do-replicate businesses pro-
cesses on-line with internal appli-
cations-are few and far between,
We strive toward being simple and
clear with our customers and try
to create web-based applications
with easy usability.

This past year, many of our
big customers slowed their
spending significantly, but since
our work drives reductions in
their costs, we were one of the last
things to be cut. And then we've
seen an upswing since November,
when our customers again saw
our services as an opportunity to
save money and improve the bot-
tom line. We had the strongest De-
cember in five years, and our out-
look for January is even stronger.
We expect things to keep getting
better throughout the coming
year.

For 2002, I'm cautious about
the first quarter, but | see the sec-
ond and third quarters as transi-
tional-where the innovators and
risk-takers will be making invest-
ments-and then the more main-

stream adopters will come along
again by the fourth quarter. Web
Elite will continue to grow. We
just hired two new people, we will
be hiring three more in the first
quarter, and the plan is to hire at
least four more in the second
quarter.

Our strong contracts have
also allowed us to invest in re-
search and development. We're
now offering two new technolo-
gies that we developed here. The
lirst is Web Elite Unplugged which
allows e-business applications to
be used without an Internet con-
nection, so people can use such
things as their web-based calen-
dar or web-based supply-chain
management application when
they're mobile. We not only offer
this directly to our customers,
but we can license the software

to other design companies to of-
fer their customers. The second
is Phabric, a behind-the-scenes
framework that allows us to build
customized Web-based applica-
tions by reusing code from an ex-
isting toolkit of designs. We are
now able to develop applications
for our customers twice as fast as
we used to.

We'll also be launching a new
web site by February to give the
company a more personal expres-
sion and highlight the incredible
talent we have here. | owe the
success of the company to the tal-
ent here. It's great being down-
town, within walking distance of
U-M, for recruiting talent. Our in-
vestment in purchasing this build-
ing and establishing ourselves
downtown is already paying off for
us. Customers realize that we're
here to stay.

To sum up, I think you have
to be cautious and leery to keep
a company profitable when the
economy is slow, but as long as
you can still have vision and real-
ize that what you're offering is
going to bring value and a return
on investment, then you have to
still plan for the future and plan
for the best. We have great op-
portunities in Ann Arbor and
Michigan because of the life sci-
ences investments being made
and the automotive industries,
The recession has had an impact,
but the strength of the automotive
community is going to continue to
drive our business at Web Elite.
And the life sciences investments
are an exciting telltale sign that
this community is continuing to
thrive even in tough times. W

our business succeed.

at Bank of Ann Arboi?

Mombar

Why bank elsewhere, when you can do business

Kent Kloster, Taylor Bond, Brian Stevens
Online Technologies Corporation

www. bankofannarbor.com

“We do business with
Bank of Ann Arbor”

The biggest single reason Online Technologies uses Bank of Ann Arbor is this—

we don't bank at Bank of Ann Arbor, we do business with them. At Bank of Ann
Arbor, we deal with professionals who want to make a deal, not rake us over the
coals. This makes a huge difference for our company.

Online Technologies is one af the oldest high-tech companies around. We help other
companies improve their business processes through the use of technology. We
could never understand why it had to be so painful when working with other banks in
town. Bank of Ann Arbor is easy to work with and is genuinely interested in helping

M Bank or ANN ARBOR

Downtown Ann Arbor (724) 662-1600 + Traver Village Shopping Center (734) 662-3800 » Downtown Ypsilanti (734) 485-9400
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Maost of our venlure capital
activity is going Into technology-
based businesses. We divide our
time between (1) the life sclences
and health care and (2) the full
range of electronic technology ac-
tivities (IT, software, Internet,
telecomm). White Pines has been
doing more start-ups than we've
done in quite a number of years,
where we're putting modest
amounts to work in slow bulld-up
situations, fully expecting compa-
nies to have good prospects once
these demand factors pick up. In
the meantime, each of the compa-
nies is addressing a serious need
or pain in the market, and care-
[ully and quietly putting together
the solutions.

But | think the buying influ-
ences are going to continue to be
sluggish in the economy. We will
see some exceptions, and we will
see industries that can pull de-
mand forward, like the auto indus-
try has done recently. But the
next move upward is going to de-
pend on the conlidence of con-
sumers to buy end-products. All
the business-to-business activi-
ties in between are ultimately de-
pendent on that.

50 one of the reasons why the
late nineties were s0 good is be-
cause consumers had money in
their pockets and were buying
things, and in the process
commoditizing things that, up to
then, might have been considered
durables. We almost thought
nothing of throwing away a cell
phone after six to nine months,
without paying attention to all the
functionality that went into mak-
ing it,

Starting in 1999 and topping
out at the start of 2001 was the
binge of venture capital investing,
in which nationally some 80,000
businesses were venture-fi-
nanced, when in a normal environ-
ment you would have seen 20,000
in that period. So there are 60,000
businesses that are soaking up
the venture capital community’s
time playing defense, and people
aren't putting their time into new
activities,

Now, things are trending back
towards normality. We're seeing
the result of all sorts of excesses
come out now on a daily basis-
such as the blow up ol Enron.
Things are coming home to roost.
So, | think, in 2002, we're going to
continue to see considerable slug-
gishness. We're fortunate in Ann
Arbor that U-M has become a
leader in tracking consumer sen-
timent and statistics on consumer
confidence. This will give us lead-
ing-edge indicators of how con-
sumers are feeling about their
ability to spend and get them-
selves into debt.

Where does this take us in the
venture capital industry? This is
a fabulous environment for ven-
ture capital to start new compa-
nies. Youmight not be able to sell
much, but you sure can get good
product development work done.
And the cost [actors have come

down-people, goods, rent, tele-
phone. The reality of the environ-
ment has also caused people to
value their jobs. So this is a good
time to get small companies prop-
erly launched on a solid founda-
tion.

The demand for venture capl-
tal for real businesses ls slgnifi-
cantly greater now because tracli-
tional investors, such as banks,
have gotten much tighter. There's
a need for more junior capital
which is what we provide. Mean-
while, we have responsibilities to
our limited partners to make good
on what we've already got in-
vested.

For those companies, we will
focus on three areas: (1) recruit-
ing good people to solve tougher
problems in a tougher environ-
ment; (2) developing alliances
with larger companies who typi-
cally control the channels by
which smaller companies come to
the market; and (3) making sure
that companies have solid infor-
mation systems so that they're
able to make informed and tough
decisions when they see signifi-
cant slippage in their plans.

Competition will not be as
much of an issue for us as it had
been in recent years. A number
of venture capital firms that threw
large amounts of money at ideas
without substance have gone out
ol business or are spending all
their time solving their problems.
Here in Michigan, the venture
capital firms have become a lot
more collaborative,

I fully expect the first quarter
of 2002 to be quite slow. |
wouldn't be surprised to see the
second quarter show some life,
but statistically not much growth.
For the last hall of the year, | think
we'll see signs that the economy
is picking up steam, but it will be
a long come-back, because it will
take a lot of repairing to regain
consumer confidence. And the
technology industries-where the
venture capitalists spend the bulk
of their time-will go through quite
a period of dealing with Issues. |
think we will see some deferred
activities-people putting off capi-
tal expenditures-begin to get filled
in later In the year, though cau-
tiously.

I wouldn't be surprised to see
some reasonable recovery in the
stock market this year, because
the lixed income markets are go-
ing to continue to give fairly low
returns. More money will drift
toward higher returns, and some
of that will go into the stock mar-
ket. But with small companies, it
will be a long, hard road to restore
confidence that they are getting
back on their feet, and showing
growth patterns that will con-
vince people to invest in those
kinds of stocks.

Fortunately, Ann Arbor has
been relatively recession-proof
because of the mix and diversity
of our activities and population.
We're not dependent on any one
activity that, in a down-turn,

would lead to high unemploy-
ment.

Andy Klein, President,
Rand Construction
Engineering, Inc.

This looks to be a steady year
for us as we design and bulld in-
dustrial, office, and commercial
buildings. There was a lot of pent-
up demand in the market over the
last few years, and we're still sat-
isfying that need now. Our cur-
rent customers are proceeding
with projects, but they're doing so
cautiously.

We're also cautiously opti-
mistic that new oppertunities will
come in, so we think that work will
remain steady. | think a lot of the
past demand for new construc-
tion has been satisfied now, but
we hope that we will gain momen-
tum later in the year and start to
see another steady flow of new
work.

We continue to look for new
ways to do business. We may
have to be a little more creative
in the coming year. We see that
the west side of Ann Arbor is a
growing area, and we are working
there to help address the needs
of Washtenaw County. Right now,
we're looking at an office/research
park development on a twenty-
acre site in Scio Township. It's
going to be a first-class, high-tech
facility called Arbor Business
Park. The plan is to break ground
and get this project on line in the
second quarter of this year.

1 do expect competition to in-
tensily. This is always a competi-
tive market, but if there's a slow-
down, naturally it will be more
competitive. But we may see
some of the small firms that
emerged in the last few years-to
respond to the higher demand-
going a dilferent way now.

My best guess is that things
will begin to pick up again in the
second to third quarter. We're
hearing this from our clients who
are being more cautious right now
but expect to do more later in the
year, After the general slow-down
and then the September 11
events, people want to put a little
distance between that and them-
selves. Also, interest rates are low
and getting lower, and we haven't
yet seen the full effect of that, But
as we do, and as people get more
optimistic and the economy picks
up, that will help fuel continued
growth.

We've been twenty-one years
in business, based in Brighton but
building throughout southeast
Michigan. And we're comfortable
where we're positioned right now.
We're small enough to control
overhead, but large enough to
meet all of our clients’ needs.

Juanita Bradley
General Manager
Saturn of Ann Arbor

Success for us is simply
based on how many cars we get
out. Hopefully, for the coming

year, we'll be doing real well. Ev-
erything is different now, with all
the things going on in other coun-
tries. A lot of people have just
stopped buying.

But we've been lucky-all the
way through it's been okay. The
Saturn Corporation decided to
offer the zero-rate financing at the
end of 2001, and it's been helping
improve sales a lot. Sometimes
we've had to go to Saturn Corpo-
ration and get extra cars. After
the new year, Saturn tells us inter-
esl rates should still be a little
smaller than normal. It's not go-
ing to be zero, but it should be
pretty tecent.

Even so, things are slowing
down, and we know the new year
is going to be a little bit slower.
That's why we're going to start
with something big right at the be-
ginning of the year. We're going
to be running a lot of promotions
to try to impact sales. Someone
will win a new VUE (Saturn’s ver-
sion of an SUV that came out just
recently). The Saturn Corpora-
tion sends us a lot of new promo-
tions and ideas to help our sales
associates.

Every car dealer is going to
be doing the same thing-trying to
get people in the door. We'll be
doing mass mailings to try to get
people in. That's the biggest
thing. Once we get them in here
and talk about the cars, we usu-
ally do pretty well.

This is a time that everybody
has to work very hard, Everybody
has to get busy, and they know it.
Because things are a little slower,

s0 we have to get It right back.
The past year has been good, but
we have Lo get busy and get things
maoving.

Robert Chapman
President & CEQ, United Bank
& Trust - Washtenaw

Because we're new to the Ann
Arbor market, our indicators of
success are a growth in deposits
and a growth In loans. We're very
aptimistic about the coming year.
We're having excellent loan
growth, and we're out competing
in the marketplace for deposits.
Our locus has really been on get-
ting our name known, and then
giving a high level ol customer
service by building relationships
with our customers.

In 2002, we'll be continuing to
knock on doors, trying to under-
stand what people’s needs are
and then putting a package to-
gether to meet those needs. We'll
be having a lot of one-on-one
meetings, and we'll be doing mass
marketing for the retail side of the
bank-checking, savings, money
market, those types of consumer
products.

With interest rates at a his-
toric low, we're getting a lot of re-
quests for reflinancing of business
loans and personal mortgages.
But since a lot of business has
slowed down, we're not getting
the demands that there might
have been for new loans. Busi
nesses are pulling back and n
expanding at this time. Whenev.
there's uncertainty in the market-=
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