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PREFACE

The Joint Committee on Economic Development, established pursuant to K.S.A.
46-1604, was charged with the study of thirteen topics during the 1987
legislative interim period. Of these topics, the Institute for Public Policy and
Business Research provided testimony and support materials on ten. The testimony
and support materials have been collected in this report fdr easy reference.
Funding support for this activity was‘provided by the Kansas Department of
Commerce.

The staff of the Institute for Public Policy and Business Research enjoyed
working closely with the Department of Commerce, Kansas, Inc., and, in
particular, Lynne Holt of Legislative Research. Institute staff who worked on
this project include Shirley Sicilian, Carolyn Coleman, Gina Sanborn, Katﬁleen

Bryant, Don Eskew and Kathleen Harnish.
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DEFINING THE ECONOMIC BASE

Current Kansas economic development legislation describes Kansas' economic
basé in several different ways which often do not provide very definitive
guidelines for determining which types of firms and organizations are to be
included or excluded under the legislation. This includes legislation on venture
capital, the Kansas Technology Enterprise Corporation and the Department of
Commerce (see appendix for a listing of this legislation). Some of the
_definitions in the legislation are too broad and indefinite, and others are too
restrictive. A clear, consistent and flexible definition of the economic base
industry is needed to allow for the most efficient use of the State’s economic
development resources. In order to come up with such a definition it is

necessary to look at some of the theory behind the economic base concept.

Theory

Economic base analysis is one method for studying the economic structure of
a state or local economy. The theory underlying an economic base analysis is
that economic activity can be divided into two sectors, basic and nonbasic. The
basic sector includes those firms which produce goods and services locally but
sell them outside the local or state area. The basic sector provides the means
of payment for imports into the area. It also supports the nonbasic sector-
those activities that produce goods and services locally for local consumption
and service the basic sector.

The basic sector is considered to be the foundation of the local economy and
source of growthlin the area. The non-basic sector derives income from
transactions within the local area and its income is determined by the level of

income existing within the local community. In contrast, the basic sector is



independent of the amount of wealth in the community, but is instead dependent on
sales to the regional, national and international markets. The basic sector has
the potential to expand employment and output and thereby expand the non-basic
sector. Increased sales and employment in the basic sector lead to increases in
the sales and employment of the nonbasic sector. Since the basic sector’s
exports pay for the area's imports and support the nonbasic sector, the health of
the overall economy in an area is a reflection of the health of the basic sector
‘0of that economic area.

Economic base theory provides a measure of the effect of growth in the basic
sector on the overall economy in a ratio called the multiplier. The multiplier
is the ratio of total economic activity to Basic sector economic activity for the
state or local area. Indicators which are commonly used as measures of economic
activity are employment and income. The multiplier represents the increase in
- .the number oquQtal.jobs in the economy attributed to the increase in one job in
the basic sector when employment data is used. When income data is used, it
represents the increase in the number of dollars of income in the total economy
attributed to the increase of a dollar'of income from the basic sector. The
multiplier effect is the to£;1 impact on the economy due to an initial increase
in the basic sector.

Since a potal economy is assumed to expand due to an expansion in its basic
sector, it is important to concentrate economic development efforts on this
important sector. The nonbasic sector is dependent on what takes place in the
basic sector, so the nonbasic sector is indirectly effected by development
efforts in the basic sector. By concentrating efforts on creating growth in the
basic sector one‘can stimulate growth throughout the economy. Economic
development efforts can have the greatest impact on the overall economy when they

are focused on the basic sector.



Proposal for Change

However, before one can begin such an effort to concentrate development
efforts on the basic sector, it is necessary to identify the businesses and
organizations that make up this sector. Unfortuna;ely, a clearcut list of the
industries which make up the basic sector is not possible. Various methods of
identification are flawed and the Standard Industrial Code (SIC) system for
classifying businesses 1is outdated in light of today’s rapid changes in
technology and businéss organization. It is not possible in this changing
environment to draw up a definitive list of industries in a local or state
economy, classified according to SIC code labels, which make up the basic sector
for that economy. Hence it is necessary to have an identification system which
is flekible enough to include firms which are a part cfkthe basic, exporting
secﬁor, although they are in an industry which is not normally considered to be a
part of the basic sector. Such a flexibility would also allow the identification
system to reflect changes which occur in businesses over time.

Rather than using just a simple listﬂof current basic sector industries
which could eaéily becéme outdated, criteria should be developed based on the
conceptual idea of the economic base to enable identification of firms which are
truly a part of Kansas' basic sector even though they are in industries which are
not usually considered to be a part of Kansas’ economic base. These criteria can
be used as a supplement to a generél list of industries considered to make up the
basic sector and can be used for assistance under economic development
legislation if thgy are not included in an industry generally considered to be a
basic industry. A list of industries which are generally accepted as the basic
industries of Kansas can be used to streamline the process of deciding which

firms are included in the basic sector; however, a list of generalized criteria



can supplement this list of industries to ensure a definition which is flexible
enough to include all firms which are a part of the basic sector.
We propose that the following list be used to define those industries which
are generally assumed to make up the basic sector:
1) Agriculture, except for loéally consumed production.
v 2). Mining, except for locally consumea production.
3) Manufacturing, except for locally consumed production.
4) Interstate transportation.
5) Wholesale distribution that is principally multistate in activity.
6) Financial services pripcipally engaged in interstate or interna@ional
transactions.
~7) Business services principally serving an out-of-state market.
8) Research and development of new products, processes oOr technologies.
9) Tourism activitieé ﬁhat are principally engaged in attracting tourists
from out of state.
| 10) Corporate or regional headquarters of a mﬁltistate fifm used for the
supervision of business activities, when the majority of such business acﬁivities
(measured in dollars of saleé) takes place outside the boundaries of the state.
We propose that the following list of criteria be used to supplemgnt the
above list of specific industries in order to provide flexibility in the
definition of Kansas’ economic bése. A firm should be considered a part of
Kansas' basic sector if it is:
1) A firm which designs, develops or produces products, processes Or
services principally sold out of state.
2y A firm ﬁhiph provides products or services which predominantly attract
out-of-state consumers into the state.

3) A firm which produces raw materials, ingredients or components for other



s

firms that aré:exporting the majority of their product beyon& the boundaries of

the state.

4) A national or regional firm which is principally engaged in interstate

commerce.



Legislation Which is Effected by Defining Kansas’ Economic Base

K.S.A. 74-5047, Department of Commerce. Statute establishing the purpose of the
division of trade development.

K.S.A. 74-8102, Technology Enterprise Corporation. Statute defining the purpose
of the Kansas Technology Enterprise Corporation.

K.S.A. 74-8104, Technology Enterprise Corporation. Statute which describes the
authority of the Kansas Technology Enterprise Corporation.

K.S.A. Supp. 74-8106, Technology Enterprise Corporation. Statute which amends
legislation on the functions of the centers of excellence.

K.S5.A. Supp. 74-8302, Kansas Venture Capital Company Act. Legislation which
amends the Kansas Venture Capital Company Act.

K.S.A. Supp. 74-8306, Kansas Venture Capital Company Act. Statute which defines
qualifications for certification of a venture capital company.

K.S.A. Supp. 74-8307, Kansas Venture Capital Company Act. Amendment which
restricts the use of funds invested by Kansas Venture Capital, Inc. for Kansas
business and venture capital companies.

K.S.A. 74-8307, Kansas Venture Capiﬁal Company Act. Legislation which defines
requirements for the continued certification of a Kansas venture capital company.



R o

Charles E. Krider

August 21, 1987
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In a study conducted last year for the Department of Labor, the Rand
Corporation disclosed two important facts. Nearly 40 percent of U.S.
workers have taken part in training programs while on the job (Brody,
Fortune, 6/8/87). And the biggest clients of the nation’s community-
technical college systems are U.S. companies seeking to supplement their in-
house training programs with courses offered through the state education
system (ibid.). Illinois, Missouri and North Carolina are a few of the
states that have already committed substantial resources to training and
retraining programs for their state’s work force.

House Bill No. 2515 establishes two such programs for Kansas: the
Kansas Industriél Training Program (KIT), which provides customized training
for new or expanding firms, and the Kansas Industrial Retraining Program
(KIR), which provides customized retraining for firms that are or
introducing new technology or new products. This bill would contribute to
the economic development potential of Kansas by helping to create new jobs
and to retain existing jobs through skill enhancement of the Kansas labor
force. We, therefore, recommend the enactment of HB 2515 and the
establishment of the KIT and KIR programs.

The importance of training and retraining workers is achieving greater
recognition across the Uhited States. Reasons for this include:

e steady increases in the complexity of high-technology

occupations, which reguires continual skill enhancement
for the nation’s work force (report to the Business
Training Task Force of the Kansas Legislature);

e declining youth populations, which causes increased

competition for entry-level workers and occasions higher

priority status for retraining older workers (Berstein,
Business Week, 8/10/87); and



® policy discussions that link job training issues to the

economic well-being of a gtate (report to the Business
Training Task Force of the Kansas Legislature).

In Kansas, these same factors are at work. Labor market projections
from the Kansas Department of Human Resources predict that some of the
fastest growing job catggories in the stéte will be in high-technology
fields (see Table 1). Population trends for Kansas show a decline in youth
groups through 2000 (see Table 2). And economic development issues here
have been extremely importanﬁ priorities for Kansas policymakers during the
, past two years (Eco-Devo Report, Volume II).

The growth capacity of a state’s economy is heavily dependent on the
ability of its industries to adapt to changing market conditions. And, to
achieve successful adaptation, the state's work force must be versatile
enéugh to accommodate any new production technologies. As changing
technologies force worker adaptation,‘it becomes increasingly important for
the state to invest sufficient resources in programs that develop the skills
and knowledge necessary for a higher qualified labor force. KIT and KIR are
two programs that can meet this objective.

KIT provides easy access to training programs for companies that create
new jobs. The value of using the KIT program has already been discovered by
many companies across the state (see Appéndix), and the program has
established many business linkages in Kansas communities (see Appendix).
Funding has also increased: total project moneys have risen from $16,512 in
1973 to $1,366,113 in 1887 (see Table 3).

While KIT proﬁides training for newly created jobs, Kansas does not
have a program for retraining workers already in the labor force. As new

technologies are introduced, and as the youth population decreases, state

10



investment in retraining programs will be reguired to keep worker skills
. sufficiently up-to-date. In érder to survive, Kansas industry must be
technologically competitive, and the absence of retraining assistance in
-Kansas may provide an incentive for businesses to move out of the state when

technology makes retraining necessary.

State investment in retraining programs is necessary for the health and

%Aretention of Kansas industry. By establishing the development of human
_capital as an important investment priority, the legislature makes a strong
.policy statement of fiﬁancial support and encouragement. The enactment of
KIT and KIR training programs reinforces Kansas'’ commitment to its new and

: expanding industry and to its economic future.
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TABLE 1
KANSAS
SELECTED FAST GROWING OCCUPATIONS
1982 to 1890

Percent
Employment Growth Change
1882 1990 1882-1890 1982-1990
Office Machine Servicers...... e 780 1,440 650 82.3
Computer Operators.......... Ceeteae e 2,470 4,200 1,730 70.0
Machine Assemblers......eveeeesvans - 2,430 4,020 1,580 65.4
Electrical EngineersS...ceeeeevecsasoas 1,230 1,980 750 61.0
Drill Press OperatorsS......ceeuevnsnes 1,150 1,850 700 60.8
Systems AnalystsS....cciinincnoannaans 1,570 2,500 930 59.2
Lathe Machine, Metal, Operators...... 1,420 2,240 820 57.8
Machine Tool Operators.......coeeesas 1,440 2,260 820 56.9
Electrie Machine Equipment Assemblers 1,340 2,100 760 56.7
Machinists.......... et eesecesuuaans 2,160 3,370 1,210 56.0
DrafterS.ceeveeeeersenanrsesessennnns 2,600 4,050 1,450 55.8
Civil Engineers....ccceueeeee. ceeerana 1,420 2,180 770 54.2
Welders...... Chereraras e ecer it 6,610 10,160 3,550 53.7
Electric and Electronic Assemblers... 3,750 5,570 1,820 48.5
Tool and Die MaKkersS...ceeeirenennanas 1,510 2,240 730 48.3
Computer Programmers..... ceeteseaaene 2,100 3,080 9380 47.1

Source: Kansas Department of Human Resources



TABLE 2 - -
PROJECTIONS OF KANSAS POPULATIONS BY AGE GROUP

1980 1880 2000

Age Group Actual % Projection % Projection %
Under 5 180,877 7.7 189,200 8.1 174,200 7.0
5-14 344,378 i4.5 373,300 15.2 374,100 15.0
15-19 : - 217,721 9.2 166,200 6.7 192,900 7.7
20-24 232,788 9.9 178,300 7.2 175,100 7.0
25-34 374,618 15.8 404,800 16.4 308,500 12.4
35-44 249,600 10.8 359,800 14.86 379,800 15.2
45-59 351,300 14.8 342,200 13.9 458,800 18.4
60-69 200,241 8.4 203,800 8.3 180,100 7.2
70 and Over 212,055 . 8.9 235,800 9.6 250,800 10.1
0 2,463,500 100. 2,494,400 100.0

5 Total 2,363,878 . 100.

o

Source: Department of the: Census



TABLE 3
KANSAS INDUSTRIAL TRAINING PROGRAM

18973-1987

: Average

Number Amount

Fiscal of KDED Voc-Ed Total Per
Year Companies Trainees Amount Amount Projects Trainee
1873 1 57 S 16,512 S 0 S 16,512 S 289.68
1974 5 164 42,708 0 42,708 260.41
1875 5 288 89,799 0 99,789 346.52
1976 7 463 97,734 0 , 97,734 211.09
1977 1 70 41,796 0 41,786 587.09
1978 6 268 84,638 0 . 84,638 315.81
1879 None = ==—==  seeeeaeee | seeesseee | sememessee mmmemeeee
1980 3 121 32,513 0 32,513 268.70
1981 3 72 31,384 0 31,384 435.89
19882 4 72 32,531 69,208 101,739 1,413.04
1983 4 178 45,857 82,812 138,769 779.60
1884 18 503 146,905 408,623 555,548 1,104.47
1985 15 1,087 210,071 415,455 625,528 575.46
1986 15 725 231,847 272,666 504,513 695.88
1887 _23 4,700 844,456%* 521,657 1,366,113 280.866
Totals 110 8,768 61,858,851 $1,780,421 $3,739,282 S 426.47

*Department of Commerce Amount

Data Compiled by Legislative Research, August 1987
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Company

Palco, Inc.

Midland Brake
Phillins Industries
Chermac International
Sallie mae

VYal-Agri

Northwest Pipe
Doerr Eleciric

AMS Mordisk

Landoll Corc.
Woodworks

Grandview Products

¥ ey Homes -

Continental Healthcare
Dayco Corp.

Towin

Baxter Springs

Iola
Parsons
Overland Park
Lawrence
Garden City
Atchison
Lenexa
Osawatomie
Marysville
Lawrence
Parsons

#0sage City

Overland Park
Ft. Scott

KIT PROGRAM - FYB5

-0-
-0-
-0-

. 31,200

9,425

40,000

$210,071

VOC-ED

$ 37,278
42,300
27,216

7,506

24,257 %,
24,948

48,384
93,960
-0-
61,776
4,044
2,127
10,420
31,239
-0-

$415,455

18

ToTAL  a08s
$ 37,278 24
48,615 56
52,416 120
13,662 10
39,532 61
33,348 200
74,484 45
131,960 126
4,000 25
61,776 100
4,044 12
2,127 20
41,620 90
40,664 58
40,000 140
$625,526 1,087
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KIT - FY86
New/

Compan Town . KDED VOC-ED Total Jobs Expansion
izbels Unlimited Lawrence $10,640 S ~0- $10,640 24 New

pavco Corp. Fort Scott -0-%* 56,668 56,669 * New
iiarley Homes Osage City -0-* 13,932 13,832 # New
Southeast Mfg. Neodesha 15,360 25,078 40,438 35 Expansicn
Czllie Mes™* Lawrence 28,000 23,760 51,7860 80 Expansion
Williams Toods Lenexa 14,400 10,584 24,884 25 New
Wzlker Division : Manhattan 12,800 15,995 28,785 30 Hew
Gzneral Motors** v Kansas City 25,000 27,000 52 000 - 50 Expansiocn
Tl Doradc Motor Salina 12,480 14,830 27 310 g0 New
Dayton Industries Lenexa 22,000 25,0586 47,058 55 Expansion
Continentzl Healthcare Overland Park 15,000 50,750 65,760 56 Expansion
Casework Concept Chanute 38,800 —Q-kk* 38,800 100 Mew

Maric Packaging Pittsburg 18,367 3,900 22,287 20 New
Murphy Incustries Junction City 18,000 —Q=kHE 18,000 . 150 rypansicn
Tri-Tiberglass Junction City ~0- 5,102 5,102 _30 New

231,847 272,866 504,513 725

Job figures for Dayco (140) and Marley- (80) are listed under FY85 totals.

XDED’'s portion of the Dayco and Marley projects were funded with FY85
special appropriation funds.

s projects received additional funding via VOC-ED’s Carl Perkins Fund
ijie Mae-$26,000 and General Motors - $296+600).

Thes
(sa:

VOC-ZD porticn comes out of FY87 funds (Casework - 512,100 and Murphy -
$13,508) . i
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Anthony Redwood
July 20 & 21, 1987 °

TOPIC IV:

SMALL BUSINESS INCUBATORS
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TO: Joint Committee on Economic Development

OQutline of Remarks by Tony Redwood, Institute for Public Policy and Business
Research, University of Kansas, July 20 & 21, 1987.

RE: Incubators
I. Why are incubators needed
A. Job Creation
1. Kansas is a state of small business. Seventy to eighty

3.

percent of new job creation will occur in small businesses.

Much of our economic development strategy is geared to

i. entrepreneuring new activity with an emphasis on
innovative products and processes, and

ii. developmental activity that is local community
engendered.

Further dimension: quality jobs for Kansas.

B. Incubator Recommendations

1.

2.

R/K #34 (attached)
1987 Legislative Commission on Economic Development; Higher

Education Task Force (attached)

II. Role of Incubators

A, 6 problems encountered by new businesses.

1. 3 out of 5 small business ventures fail

2. Failure is often due to bad ideas, but also due to set of
other factors. .

3. Inadequate management, marketing and accounting skills.

4, Inability to obtain adequate capital, i.e., under-
capitalization.

5. Problems associated with space, including poor quality, high

cost and inappropriate size.



B.

6.

Problems associated with businesses services including high

costs, poor quality and availability.

Solutions addressed by incubators.

1.

6.

Offering below-market-rate space on flexible terms: These
rates are negotiable but usually from $.50 to §$4.00 per
square foot for rents.

Eliminating building maintenance responsibilities: This
allows new entrepreneurs the freedom from such typical
maintenance as loading docks, lunch areas, conference rooms,
reception areas, furniture, equipment, etc.

Allowing tenants to share equipment and services that would
be otherwise unavailable or unaffordable. Such services are

typically divided into three major categories:

a. offices and communications services such as typing,

copying and phone answering.
b. business services such as business planning and
financial planning. |
c. Facilities and equipment services including a reception
area, conference rooms and computers.
Increasing entrepreneurs’ awareness of and access to various
types of financial and technical assistance that may be
available.
Providing an environment where small businesses are not
alone, thereby reducing the anxiety of starting»a new
buéiness.

Increasing business tenant’s visibility to the community.

.Benefits to the Community

25



III.

1. “Transformation of ‘under utilized property into a center of
productivity.

2. Creation of opportunities for public private partnerships.

3. Diversification of the local economic base.

4, Enhancement of the locality's image of a center of innovation

and entrepreneurship.
5. Revitalization of the immediate surrounding area.

6. Increased employment opportunities.

Fives Types of Incubators (Multiple types according to circumstances.

See attachment for distinction between public and private.)

A.

Publicly-sponsored: These are organized and managed through city

i

economic development departments, urban renewal authoritieé, or
regional planning and development commissions. job Creation is
the main objective of the publicly-sponsored incubator.

Non-profit-sponsored: These are organized and managed through

industrial development associations of private industry, chambers

of commerce, or community-based organizations with broad community
support and/or a successful record in real estate development.
Area development is the major objective of nonprofit-sponsored
incubators.

University-related: Many‘of these university organized and managed

facilities are spin-offs of academic research projects. Most of
these are considered science and technology incubators. The major
goal of university related incubators is to transfer the findings
of basic research and development into new products or
technologies.

Privately-sponsored: These are organized and managed by private

26



Iv.

Role

corporations. Their goal is, of course, to make a profit and, in
some cases, to make a contribution to the community. Most often,
through, it is a business and thus the goal is to make a profit.

Public-private partnerships.

of States

Most common: issuance of grants or loans designed to leverage
private and/or local investment in an incubator.

Formally fund an incubator.

Provide the building, directly or through a university, the
building in which the incubator is housed.

Supply managerial and administrative support for the incubator;

See attachment: STATE FUNDED INCUBATOR PROGRAMS

Issues/keys to Success

A.

Private sector opposition.

To avoid charges of unfair competition, incubator sponsors

are encouraged to create an advisory board to set policy and

oversee operations. The board, if composed of important members in
the local business community, could not only provide keen
management insight, but also act as a resource network and support
base for incubator activities. Many incubators in the U.S. have no
such arrangements.

Applicability of incubator to local area.

1. Sponsor and objectives: coordination of sponsoring agency

with the community goals and congruency of those goals during
the incubator development.

2. Building type and location: careful consideration and

- planning of location of incubator and type of building.

27



Rent, fee, and graduation policies: structured and results-

oriented.

Nature of local industry: markets for the new firms can then

be identified.

Pool of potential entrepreneurs: with a study of the skills

of the local labor force.

Services Offered to Tenants

Financial

a. Incubator managers can work with tenants and local
lenders to increase loan availability to the firms in
the incubator. Lenders may believe that the ongoing
management assistance. and lowered costs found in an
incubator make participating firms better credit risks
and, therefore, may be morejwilling to lend money.

b. Incubator managers can bring prospective venture
capitalists into contact with tenants.

c. The organization developing the incubator can establish
its own revolving loan fund to finance tenants.

d. Incubator managers can help firms apply fbr government
support including U.S. Small Business Administration
loans and state and local business loan programs.

Management

a. Incubators managers can work with educational
institutions and business management professionals to
provide management education and assistance to owners.
Often this occurs on-site through classes or individual

consultation.

28



E.

b. An on-site incubator manager, trained in business
management, provides bﬁsinesspeople with day-to-day
management, marketing and accounting assistance.

c. Business people in incubators, because of their
proximity to one another, have increased opportunities
to share advice and solve problems collaboratively.

d. An advisory board or board of directors composed of
local professionals and businesspeople can offer tenants
low or no-cost expertise and advice.

Selection |

Types of firms to exclude; based on goals (i.e., Jjob

creations).

a.

_b.

C.

retail

wholesale

personal service

Choosing individual firms for an incubator based on

a.

b.

potential for success

degree of need

Small Town Considerations

1.

The existence of a large enough pool of potential

entrepreneurs willing to start a business. A lack” of

potential entrepreneurs makes it difficult to attract enough

tenants to fill a facility. When this occurs an incubator may

need an aggressive marketing strategy to recruit local and

nonresident entrepreneurs.

Difficulty in obtaining the financial and technical support

needed to start an incubator. One solution is to turn to

29



state economic development departments for assistance.

3. Locations may preclude the location of some businesses there.
High transport costs or poor transportation networks may
prove disadvantageous to a firm located in a small town.

4. Higher costs or the unavailability of certain business
services or supplier firms may make the location of some

businesses uneconomical.

Vi. Conclusions

A,

Incubators not immune to failure

-- Poor management, lack of capital, and other factors may
provide the death knell for even the most promising project.

Attention should not be focused only on offering cheap rent to

attract tenants

- The main feature that differentiates the business incubator
facility from multi-tenant commercial/industrial space is the
provision of business development services for the incubator
tenants. The business incubator can provide the tenant with
the management and financial network that improves the firm’s

ability to grow to a self-sufficient stage.

State should pay a "catalytic" role

-- Financial and technical support given to local applicants,
direct program administration allowed to remain with
localities. Funding match assures financial commitment from
both ends.

Incubators cannot work by themselves

--  Must be part of broader state economic development program;

must have support of other goals and of other economic

30



E.

Some

development participants.

principles to follow:

Favor loan program, preferably no-interest or low-interest-

basis.

Be flexible enough to support diversity of initiatives, i.e.,
have broad eligibility basis‘and permit support for different
types. Incubators must respond to needs and resources within
the local community INVESTMENT, DEVELOPMENT, and BUSINESS
SERVICES ENVIRONMENTS.

Focus activity on the start-up and early stages of incubators
development, and not be involved in subsidizing non-viable
facilities.

State funds are primarily to leverage incubator development
where other organizations are taking the lead and will be
responsible for their continuation.

Support incubator development tied to higher education
institutions, including community colleges.

Overall level of funding support: ~adequate to encourage

viable incubator development but not as to subsidize

- development that would not otherwise occur.

Restrict tenants to economic base i.e., have restrictions on

primary usage of the facility that state will support.
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Differences Between Public and Private Incubators

Characteristics

Size and Tenant Capacity

Incubator Governance

Tenant Selection

Exit Policy

Rent

Services

Financial Sources

Differences

Privately-sponsored are twice the size of

publicly sponsored facilities and have a

median tenant capacity of 45 compared to 14
for public initiatives.

Publicly-sponsored incubators have executive
or advisory boards while privately-sponsored
do not.

Publicly-sponsored criterion is job creation
potential with stricter entry standards while
privately-sponsored incubators seek profit
potential in their tenants and thus do not
have strict entry barriers.

The public facilities have a time limit on
tenant residency while private incubators tend
to allow residents to stay or grow out of the
facility.

Private incubators charge higher rents
(usually 2 or 3 times more than public
facilities) per square foot.

While both sectors have centralized services,
the concentration is different. Privately-
sponsored tend to provide physical and human
services (i.e., space, secretarial,
maintenance, conference rooms, etc.), whereas,
the publicly-sponsored concentrate more on
financial and business services.

Privately-sponsored incubators have a majority
of the financing sources in the private sector
(77% according to King and Allen, 1985)
whereas, the publicly-sponsored initiatives
are widely distributed among private,
governmental, and industrial development
financial sources.

& f—
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Operating Revenue

Staff

Growth Patterns

Both types of incubators (public and private)
utilize the money from rent and services for
their operating income. The difference arises
in the non-rent revenue that is needed

additionally to operate the incubator.-

Publicly-sponsored incubators receive most of
this revenue from government sources. The
privately-sponsored incubators rely to a great
extent upon private sources which allows them
the opportunity to receive, on the average,
more money.

Private incubators have larger staffs than do
public facilities (medium size of 5 as opposed
to 1.7). Consulting staff size tends to be
about the same; however, the incubator
managers of private-sponsored facilities
possess more business experience than do their
public counterparts.

Publicly-sponsored incubators, which as
mentioned earlier, place a greater emphasis on
job creation, have registered a higher level
of growth in employment (152) than the
privately-sponsored incubators (312). However,
in sales growth, the privately-sponsored
facilities, which placed emphasis on net
profit of the tenants, demonstrated a larger
increase (75%) than the private facilities
(35.272).

Information adapted from Allen's (1985) studies and Mihailo and Campbell

(1984).
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Anthony Redwood
July 21, 1987

TOPIC V:

STATE ASSISTANCE FOR LOCAL INFRASTRUCTURE PROJECTS
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TO: Joint Committee on Economic Development

OQutline of remarks by Tony Redwood, Director, Institute for Public Policy
and Business Research, University of Kansas

’RE: LOCAL INFRASTRUCTURE

I. Why is infrastructure important for Kansas?

A. An adequate physical infrastructure is of great impoftance as &
primary foundation for economic development to occur. It is one of
the necessary conditions for economic growth.

The Five Fundamentals of Economic Development:

1. Infrastructure Capital - the extent to’which a
state possesses and invests in infrastructure
critical for business attraction and
expansion.

2. Innovation Capital - the extent to which there
are accessible education/resegrch
institutions, technologies, management skills
and concepts.

3. Human Capital - the extent to which an area
possesses a skilled and adaptgble work force
(its human capital) in a rapidly changing
competitive environment, maintains strong
education and training institutions, and
encourages public-private collaboration to
meet the skill needs of business and the

training and retraining need of individuals.



Financial Capital - the extent to which
capital is available for all types of business
needs through a variety of lending sources,
including regional financial institutions and
venture capitalists; and ﬁhe extent to which
the availability of capital is encouraged ny

state regulatory and other policies.

‘Commitment Capital - the extent to which the

catalysts of leadership and citizenship are
present as sparks and energy needed to follow

through with economic development efforts.

Two Dimensions:

1. " . General overall level of state investment in

public infrastructure.

See Edward Flentje "Capital Finance and Public

Infrastructure," Kansas Policy Choices 1986.

Kansas Economic Development Study Recommendation

#§47 is attached and based on the Flentje study

conclusion.
Local infrastructure related to economic

development projects.

Kansas Economic Development Study Recommendation

#35 (Revolving Loan Pool) and #39 (State CDBG) are

relevant (also attached).
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B.

State capital expenditures are decreasing.

Outstanding Public Debt in Kansas, 1861 10 1984

Tota' deb' (1 milliony! Deb per capiia Local 1o sate

Year Siate Local State tocal deb: rano
1861 $ 2 NA $ 1.30 NA. NA
1®°2 1.3 $ 107 3.68 $ 29 8.0
1880 1.1 14.0 1.07 14 kR
1890 B 3¢5 56 26 456
1800 7 324 47 23 468
1513 5 47 4 ) 28 89.6
1520 0 n2a 00 41 [
1830 245 1375 13.02 73 56
1940 140 100.3 7.7? 56 7.2
1850 5% 1106 287 58 201
1960 2023 8345 9287 245 26
1970 223 .6 9383 99 42 417 4.2
1580 4381 28385 185.32 1200 65
1984 3561 52041 145.35 2124 A LK
1965 3l1E.9 5,675 130.2 2,316.3 17.8

Sources: These data were compiled from fout different sources that may not have
completely consistent definitions of debt, the sources are James Emest Boyle,
The Financial History of Kansas; Summary History of Kansas Finance, 1861-
1937; Kenneth E. Beasley, State Supervision of Municipa! Debt in Kansas;
and U.S. Census.

Note. Public debt includes both guaranteed and nonguaranteed debt, atthough
nonguaranteed debi did not appear in these figures until 1850.

“stimate
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c.

Local government has shouldered the burden.

State and Local Debt in Kansas Compared to State and
Local DelX in the Nation, 1962-82 (dollar amounts in millions)
State debt Local debt
Nation Kansas % Nation Kansas %
1962 $ 22,023 $206 0.94 $ 58,799 $ 659 1.12
19(37 32,472 256 0.79 81,187 758 093
1972 54,253 215 0.40 120,705 1,050 087
1977 90,200 403 045 169.458 1,860 1.10
1882 147,470 398 0.27 257,109 4,703 1.83
Source. U.S. Bureau of the Census [Census of Governments:] Compendium of
Covernment Finances.
From Edward Flentje,"Capitél Finance & Public
Infrastructures," Kansas Policy Choices 1986.
The Kansas Economic Development Study surveys the
importance of adequate infrastructure for business
location and growth.
1. From the IPPBR and MRI survey of new or
recently expanded manufacturers:
_ Most Important Factors in Bite Location
to Pirms Which Recently Located or Expanded in Kanses
Kank Factor
Sl State’s Location
b | Right-to-Work Lav
3 Personal Opinions About Kansas
4 Labor Force Cheracteristics
} -] Trensportation Conditions
6 Pusiness Climate
9 Taxes
] Vtility Costs

2. From IPPBR survey: Why firms which considered
locating in Kansas subsequently chose not to

do so.
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a. Factors in the site location decision.

> 3 = disadvantage
3= neutral

< 3 = advantage
i. availability of good water 3.12
ii. adequate/safe waste disposal 2.9

iii. road/transportation system 2.9

3. Kansan’s perception of Economic Development issues.
a. assets

-availability of/cost of good water
-transportation system - rail & road
b. liabilities
-adequate/safe waste disposal
4. Conclusion: Infrastructure has been a
relatively neutral issue as far as attracting
and reﬁaining induétry. Given the declining
levels of expenditure on infrastructure,
however, this factor is likely to become

negati#e in the fﬁture.

II. Sources of Funding‘for Infrastructure Development
A. Kansaé'Depaitment of Transportation: Economic Devglopment Set
Aside Program.
1. local go?ernments submit candidate road projects.
2. State Highway Advisory Commission makes recommendations.

3. $11 million budgeted in FY 87.



Kansas Department of Health & Environment: EPA Grants for waste

treatment works.

1. for municipalities & counties

2.  $21 M - 21.7 M for FY 87.

3. beginning in FY 88 programming being phased out; replaced
with revolving loan program, state will be required to put
matching funds in.

EDA Title 1, 3, and 9 grants.

1. Title 1
a. public work grants
b. 8120 M
c¢. not for profit and public institutions (cities, counties,

states)
2. Title 9
a. economic adjustment division
i. sudden & severe dislocation - 13M
ii. long term dislocation - 13M

b. not for profit & public institutions (cities, counties,
states)

3. Title 3
a. planning

i. 26M
ii.. to planning districts to fund planning activities
iii. economic development districts
b. technical assistance
i. university center, 5M: to universities to promote

economic development.
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D.

E.

F.

State CDBG

Federal CDBG

local technical assistance, 1M: for feasibility
studies, local in scope.

national technical assistant, 1M: economic proble@
national in scope to create seminars, fund
research.

research, 1M: to universities, national
organizations economic problem, national in scope;

rural in scope.

Revolving Loan Fund

III. Mechanisms: Examples from other states.

1.

Device

Focus of program

- :Criteria of award

Who is eligible

Source of funds

Indiana Industrial Development Infrastructure Program

1.

Any city,

funds.

Eligible activities include storm sewer/water -
lines, water storage tanks, access roads.
Funds awarded based on economic development
criteria (i.e., number of jobs created, amount
private sector investment, meeting
Indiana's economic development goalé.

Device: grants, loans.

town, or county is eligible for
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5.

Missouri Commission on Infrastructure Development

Source: NJ/A

Opportunities

1.

5.

Eligible activities include streets, bridges,
water supply/distribution systems, and
wastewater treatment facilities.

N/A

Device: low interest loans, grants.

Local political subdivisions and state

agencies are eligible for funds.

Source: NJ/A

Oregon Infrastructure Revolving Loan Fund

1.

Eligible activities include local

-infrastructure projects that promote economic

development. (i.e., sewage treatment, watér
supply network, streets, roads.)

Funds awarded based on the projects potential
for economic development. Originally projects
were rated in an annual competition based on
the probability of a firm moving to a given
local. Currently projects are continually
rated based on a firm's definite commitment to
a location, or on a firm's threat to leave a
local. Criteria include firm/business
commitment, probability of success, municipal

need, leverage.
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3. Device: mainly loans (at 52 interest), some grants

4. Cities, counties, and public apencies are
eligible for the funds. Each biennium 1/3 of
the funds must go to urban projects, 1/3 to
non-urban projects, and the remaining third
may go to either type.

5. 347 of the total lottery proceeds are

. appropriated to economic development. The
infrastructure revolving loan fund receives a
dollar amount of that percentage.

85-87 biennium: $15 M
87-89 biennium: $7.2 M

Washington Public Works Trust Fund

1. - Eligible projects include street and roads,
storm sewers, sanitary sewer, and domestic
water.

2. Awarded on basis of an area’s economic
distress, (i.e., unemployment rates) and the
local effort in meeting public works needs.

3. . Device: Variable rate loans dependent on local

share (from 1-32).

4. Local government entitys are eligible for
funds.
5. The program is financed by dedicated tax

revenues (sales tax on local water, sewer, and
garbage collection) and repayment of previous

loans.



E.

1986 $17.1 M in loans
1987 17.5 M in loans
1988 25 M in loans

Iowa Community Economic Betterment Account Program

1.

Eligible activities include local economic
development projects. One use local
subdivisions may make of the funding is to
provide an interest or principal buy-down to a
local business that is seeking private
financing. Site development in relation to a
specific industrial project may a;so be
eligible for funding.

Funds awarded based on economic benefits,
economic distress (unemployment rate), local
match, and private contributions.

Device: loans, grants.

Any political subdivisions eligible to apply
for funds. 257 of the revolving loans funds
must go to cities with a population of less
than 5,000, 507 to cities with more than

5,000, and the remaining 25X to cities of any

" size.

Lottery revenues are used to finance the
program. $5 M of the initial $10M was used to
start a revolving loan program, and the

remaining was used for both grants and loans.
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46

See attached "Possible Actions for State Governments,”

National Conference of State Legislators. From

Rebuilding America, Barker.

IV. Key Principles, re: State Support of Local Infrastructure Projects:

A.

Capacity to respond promptly to local needs and
initiatives.

Availability on the basis of cost-benefit criteria
rélating to economic development.

Perception of state role as one of leveraging local
level initiative and collaboration.

Primary reliance on loans, but with scope for grants on

complementing basis.



Charles E. Krider
September 18, 1987

TOPIC VI:

FEDERAL PRIME CONTRACT DATA TABLES
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FEDERAL PRIME CONTRACT DATA

Explanation of Tables

Table 1

The first section of this table shows the proportion of federal prime contracts
that are awarded to Kansas entities to total federal prime contracts awarded. In
1986, Kansas received 1.16 percent of total prime contracts. Since Kansas has
about 1.03 percent of the U.S. population, we could say that Kansas is getting a
little more than its fair share.

In the second section, however, we see that in 1986, Kansas received 0.91 percent
of contracts awarded to small business: Kansas small business is not quite
getting its share of prime contracts.

Table 2

This table shows the dominance of the Defense Department over other federal
sources of contracts in the United States and in Kansas. In 1985, nearly 95
percent of total contracts in Kansas and nearly 77 percent in the United States
were from the Department of Defense.

Comparing Kansas and the United States, we can see that Kansas contractors
consistently rely much more heavily on Defense contracts than .do businesses in
the nation as a whole. Further, over the three-year period, U.S. contractors’
reliance on the Defense Department decreased slightly while Kansas's increased. ‘
This heavy dependence on the Department of Defense may have benefits for small
business in Kansas because military prime contrators are more likely to
subcontract than non-military contractors, and small business benefits from
subcontracting. One estimate is that small firms account for 53 percent of the
dollar volume of subcontracts.l

Table 3

This table shows that in 1985, Kansas, which has about 1.03 percent of the U.S.
population, won 1.53 percent of Defense contracts.

Kansas is getting more than its share of Defense contracts, and they are more
important to the Kansas economy than they are to the economy of the nation as a
whole. 1In 1985, Defense contracts made up 5.5 percent of estimated state product
and 3.5 percent of gross national product.2

Summary

These tables show that on a per capita basis, Kansas has won a fair share of
federal prime contract dollars and nearly its share of federal prime contracts to
small business. This success, however, has been due to a disproportionate
emphasis on Department of Defense contracts, with an underrepresentation of other
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federal sources. 1In terms of non-defense contracts, Kansas is not getting its
share.
lthe State of Small Business: A Report of the President, transmitted to

Congress, 1986.

2calculated from figures in: Institute for Public Policy and Business Research,
Kansas Statistical Abstract, 1985-86, 1986, U.S. Department of Commerce,
Statistical Abstract of the United States, 1987.
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Table 1
Federal Prime Contract Actions: Kansas and the United States
(in millions of dollars)

Total
Fiscal Year Kansas US Total Kansas/US
1986%* 2,112 182,559 1.16
1985 2,258 182,604 1.24
1984 2,496 157,226 1.59
1983 1,681 144,016 1.17

Small Business for Kansas and the United States

Kansas US Total Kansas/US
1986%* 280 30,721 0.91
1985 219 33,196 0.66
1984 216 24,843 0.87
1983 116 21,008 0.55
1982 155 22,696 0.68

*1986 figures are slightly understated in relation to prior years: 1986
figures include all actions over $25,000, while prior years include all
actions over $10,000. According to the Federal Procurement Data Center
(Standard Report, February 1, 1985), less than 8.8 percent of total
actions were under $10,000 in fiscal 1984.

The Kansas population is about 1.03 percent of the U.S. population.

Sources: Federal Procurement Data Center, "Special Report J6374A," May 16,
1985; Federal Procurement Data Center, Federal Data System, 1986;
and Liz Smith, Federal Procurement Data Center; U.S. Department of
Commerce, Statistical Abstract of the United States, 1987.
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TABLE 2
Federal Prime Contract Actions: Defense and Total
(in millions of dollars)

Kansas
Fiscal Year Defense Total Defense/Total
1985 2,139 2,258 94.73
1984* 2,362 2,496 94.63
1983+ 1,575 1,681 93.69
U.S.
1985 140,096 182,604 76.72
1984% 124,015 157,226 78.88 -
1983* 118,744 144,016 B2.45

#Defense contracts are slightly understated in relation to totals for
1984 and 1983: Department of Defense figures are for contracts over
$25,000, vhile totals for these years are for contracts over §10,000.

Sources: U.S. Department of Defense, Prime Contract Avards by State,
annual, in U.S. Department of Commerce, Statistical Abstract of
the United States, 1986 and 1987. Totals are from Table 1.

| TABLE 3
Department of Defense Prime Contract Avards: United States and Kansas
(in millions of dollars)

Fiscal Year Kansas United States : Kansas/U.S.

1985 2,139 140,096 1.53
1984 2,362 124,015 1.90
1983 1,575 118,774 1.33
1982 1,420 101,276 1.40

Source: U.S. Department of Defense, Prime Contract Avards by State,
annual, in U.S. Department of Commerce, Statistical Abstract of
the United States, 1986 and 1987.
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TOPIC VII:

REGULATORY OVERSIGHT AND BUSINESS IMPACT ANALYSIS

Kathleen Bryant
Charles E. Krider -
August 21, 1987
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REGULATORY OVERSIGHT AND BUSINESS IMPACT ANALYSIS

Members of the Committee:

Thank you for the opportunity to appear before you regarding the
oversight of agency regulations and thelr impact on the Kansas economy, our
business climate, and our resident industries. We strongly endorse any
efforts by the Kansas legislature to strengthen the oversight program of
Kansas. And, we recommend that this be accomplished through more rigorous
determinations of economic and small-business impact and through the
establishment of a new review function that will impose greater agency
accountability for the consideration, and_implementation, of alternative
approaches to overly burdensome regulations. To do so can more effectively
direct the attention of Kansas regulators to legislative priorities for
economic development, and will thereby constitute a definite economic
advantage for the state of Kansas.

The final recommendation of the Kansas Economic Develonmént Study to

the Kansas Economic Development Commission states,

"The impact of regulations on state economic development should be

added to the criteria that regulatory bodies must use in carrying

our their regulatory responsibilities, and, where they exist, be

given greater emphasis. Existing and proposed regulations should

be reviewed by (an appropriate authority) to insure that they are

not unnecessarily impeding economic development."
The objective of this recommendation is to insure that regulatory agencies
in Kansas explicitly weigh the impact of proposed regulations on economic
development against other priorities: A restrictive regulatory environment
can erect significant barriers to the state’s economic growth and

development. To minimize those barriers, Kansas policymakers should

consider instituting additional safeguards to avoid bverly restrictive
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regulations~--regulations that can be very costly to Kansas business and that
are very difficult to remove once in place.

The current oversight program of Kansas authorizes the review of
regulations for correct form, legality, authority, and legislative intent.
And the Kansas statutes direct promulgating agencies to prepare
fiscal/financial impact statements and to attempt to reduce the impact of
proposed regulations on small businesses throughout the state. Statutory
authority for oversight activities, however, does not specify any decision
rules for the consideration of economic impact, nor does Kansas legislation
define the scope of an "attempt" to reduce a regulation’s impact on small
business. 1In reality, both of these considerations are implemented at the
discretion of an agency.

We propose that the committee consider three major innovations to the
current program of regulatory oversight in Kansas. Each of these mechanisms

has been implemented in various forms by other states.

] First, expand the existing program of regulatory
oversight to include a more systematic review and
consideration of economic and small-business impact;

e "Second, specify cost-benefit accounting as the decision
rule for activating a new rule or regulation; and

] Third, establish a new review authority whose mission it
" is to weigh social benefits against economic costs;
empower that review authority to impose some measure of
accountability on the promulgating agency.
Without regulatory accountability and the discipline of cost-benefit
accounting, legislative briorities for economic development may not receive
the considered attention of Kansas regulators. Because the long-term growth

potential of Kansas business--especially Kansas small businegss--and the

state economy is high dependent on a hospitable business climate, an
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enhanced program of regulatory oversight is important to the design of a
comprehensive state policy of economic development.

In the report given to you this morning, we present research on thé
philosophies and progrémmatic innovations of the federal government and
several states: Arizona, New York, Kentucky, and Maine. The state
oversight programs are suggested as possible models for the design of an
enhanced program for Kansas:

° Arizona, for its Governor’s Regulatory Review Council.
The GRRC is a public/private partnership and political
coalition that has veto power over any existing or
proposed regulation and that must systematically
consider economic and small-business impact;

. New York, for its Office of Business Permits and
Regulatory Assistance. The OBPRA has the power to
postpone the adoption of a rule until certain compliance
criteria and policy priorities are incorporated into
proposed regulations. In addition, the OBPRA must
'systematically consider economic and small-business
impact;

) Kentucky, for its regulatory tiering requirement.
Regulations in Kentucky must be adapted to the size of a
regulated business, an arrangement that is particularly
sensitive to the special problems of the state’s small
businesses;

® Maine, for its efforts to foster cooperative working
arrangements among the state’s legislators, regulators,
and business leaders.

What is important to the Kansas economy, however, is not so much how
the state’s regulatory oversight program is improved as that the program is
expanded to include more systematic considerations of economic and
small~business impact. Kansas should gather data about the economic costs
of regulations to Kansas business, and 1link that data to a cost-benefit

evaluation process that weighs their impact against other regulatory

priorities. An improved program of regulatory oversight will greatly

55



enhance the state's competitive position as its attempts to meet
accelerating pressures from other states of the nation and other nations of

the world.
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Charles E. Krider

September 18, 1987

TOPIC IX:

KANSAS MANUFACTURED EXPORTS
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KANSAS MANUFACTURED EXPORTS

Explanation of Tables

Table 1

This table shows the percentage of shipments in each industry that were export
related in 1983 for both Kansas and the U.S. Three industries in Kansas exported
a higher percentage of total shipments than the industries did in the U.S5.: Food
& Kindred Products, Rubber & Miscellaneous Plastics Products, and Primary Metal
Industries.

Overall, Kansas does not export as high a percentage of manufactured goods as
does the U.S. Kansas exports 7.4% of total manufactured goods, compared with
11.3% for the nation as a whole.

Table 2

This table shows how the percentage of exported manufacturing shipments in each
Kansas industry has changed over the 1980-1983 period. Every industry except
Fabricated Metal Products shows a decline from 1980 to 1983. Since 1981, every
industry has shown a decline except Food & Kindred Products and Machinery, Except
Electrical.

Overall, Kansas' percentage of exported manufacturing shipments has declined from
10.2% in 1980, to 10.1% in 1981 and to 7.4% in 1983. U.S.' percentages for these
three years were 13.5Z in 1980, 13.4% in 1981 and 11.3%7 in 1983. So, the U.S.
performed better in each year, but also has a declining percentage of
manufacturing shipments being exported. The U.S. decline was not as drastic as
the Kansas decline: Kansas' 1983 exported manufacturing shipments were 82.8% of
those for 1980; United States' 1983 exported manufacturing shipments were 93.5%
of those for 1980.

As a comparison against other states percentages of manufactured shipments being
exported, ranks have been calculated for Kansas against the 50 states and
District of Columbia. In 1980, Kansas ranked 4lst; in 1981, Kansas ranked 42nd;
in 1983, Kansas ranked 46th. So, Kansas is not doing as well compared with other
states.

Table 3

Employment related to manufactured exports decreased from 1981 to 1983. Kansas'
percentage of total employment related to manufactured exports has been less than
the U.S. percentage for each year shown. Kansas’' rank against other states
worsened between 1981 and 1983 considerably.

58



Table 4

Table 4 shows the percentage changes in the employment figures from Table 3.
Although both Kansas and the U.S. remained fairly stable in employment related to
manufactured exports between 1980 and 1981, both showed large percentage drops
from 1981 to 1983. Kansas percentage declines were much larger in all three
categories shown.

Summary

In summary, these four tables show that Kansas has not been doing as well as the
United States with respect to exports of manufactured goods over the 1980-83
period. On the basis of rankings, it is also not performing as well as other
states have over the period.
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Table 3

Employment Related to Manufactured Exports
Kansas - 1980, 1981,-1983

1983 1981 1980
Manufacturing Employment Related v 14,400 23,300 23,000
to Manufactured Exports '
Nonmanufacturing Employment Related 17,900 23,900 23,500
to Manufactured Exports
Total Employment Related to 32,300 47,200 46,500
Manufactured Exports
Total Employment Related to 2.92 4.,3% 4.1%
Manufactured Exports as a
Percent of Civilian Employment
- Kansas
Total Employment Related to 3.7% 4.7% 4.87
Manufactured Exports as a
Percent of Civilian Employment
-~ United States
Kansas' Rank Against 50 35th 25th 30th

States and DC

Source: 1983 Annual Survey of Manufactures: Origin of Exports of
Manufactured Products, M83(AS)-5, Issued March 1986;

1981 Annual Survey of Manufactures: Origin of Exports of Manufactured
Products, MB1(AS)-5, Issued May 1983.

U.S. Department of Commerce, Bureau of the Census.

Table 4

Change in Employment Related to Manufactured Exports
Kangsas and United States

2 Change 1981-83 Z Change 1980-81
Kansas U.s. Kansas U.s.
Manufacturing Employment Related -38.2 -20.42 +1.32
to Manufactured Exports
Nommanufacturing Employment Related -25.12 -15.62 +1.72
to Manufactured Exports ‘
Total Employment Related.to -31.62 -19.12 +1.52

Manufactured Exports

Source: 1983 Annual Survey of Manufactures: Origin of Exports of Manufactured Products,

MB3(AS)-5, Issued March 1986;

1981 Annual Survey of Manufactures: Origin of Exports of Manufactured Products,
M81(AS)-5, Issued May 1883.

U.S. Department of Commerce, Bureau of the Census.

-1.32

+1.02

-0.32
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TOPIC IX:

CURRENT SERVICE AND FINANCING PROGRAMS WHICH SUPPORT
EXPORT DEVELOPMENT

Charles E. Krider
September 18, 1987
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TYPES OF EXPORT SERVICE AND FINANCING PROGRAMS

Note: The following lists are not complete lists of all current
programs, but are merely samples of the types of programs
~currently used and some of the states which have these programs.

I. Information, Marketing & Coordination Services

A. State Information & Marketing Services

Publications - directories of state companies, trade lead
bulletins, guidebooks for exporters, state product
catalogs

Individual Counseling

Seminars, Conferences, Workshops, Training

Distributing Information on Leads

Database Systems - to match state companies with
trade leadss

Trade Shows

Catalog Shows

Trade Missions

Intermediary Services with Eximbank, SBA, & other
agencies/sources of funds

Marketing Research

Support of Reverse Investment

B. Repgional Activities
example - MidSouth Trade Council (Alabama, Arkansas,
Louisiana, Mississippi, Tennesee) - Trade Events

C. Federal/State Initiatives
Eximbank Delivery System - pilot program involving
Wisconsin, Minnesota, Illinois & Michigan -
gives these states limited authority to commit
Eximbank guarantees.

D. Cultural Education
Language and culture requirements in curricula at all
educational levels.,
Sponsorship of scholarships and other educational travel
programs.
Sponsorship of exchange students and foreign scholars.
International business programs at colleges and

universities.

II. Export Financing

A. Types of Export Financing

Loan Guarantees
Pre-Shipment Exporter Risk Guarantee (working capital
loan guarantees)



Post-Shipment Exporter Risk Guarantee (guarantee loans
to help exporter extend terms to the foreign buyer)

Combination Exporter Risk Guarantee (combination of
pre- and post-shipment loan guarantees)

Exporter Retention Guarantee (help exporters obtain
financing for a larger percentage of the contract
value than normally would be available)

Bankers Acceptance Guarantee (lowers cost of pre-export
financing by guaranteeing a percentage of a banker’'s
acceptance) :

(Additional descriptions of these guarantees can be
found in the handout titled "Guide to the Michigan
Export Development Authority.")

Loans
Direct to Company

Thru Financial Institutions

Insurance (FCIA Umbrella Policy or arrangement through
an insurance broker)

Interest Buydowns (state provides funds to lower the
effective interest rate on an exporter’'s loan)

Tax Benefits (deductions, deferments)

Support for Reverse Investment (assist exporters in
obtaining financing from the foreign company)

Insurance for Bid Bonds (state purchases insurance so
exporters can make bid deposits to land foreign contracts)

Sources of Funds for Export Financing

Bonds and other obligations

State appropriations

Combination of federal/state Funds
Private funds
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SOME OTHER STATES CURRENTLY USING EXPORT SERVICE AND FINANCING
PROGRAMS (by type of program)

I. Information and Mafketing Service Programs

"Overseas Offices

Illinois - Hong Kong, Japan, Brazil, Brussels, People Republic
China

Massport - Antwerp

California - Tokyo, London

Florida - Frankfurt, Tokyo

New York - London, Montreal, Tokyo, Toronto, Weisbaden
§. Carolina - Brussels, Tokyo

Wisconsin - Frankfurt, Hong Kong

Iowa - Frankfurt, Tokyo, Hong Kong

Minnesota - Stockholm, Oslo

Trade Missions
Illinois
Massport
Michigan
Florida
New York
Iowa
California

Information & Marketing Assistance v

Illinois (catalog exhibitions, trade exhibitions, distributor
search program, reverse investment support)

Massport (seminars, guidebooks, arrangements on trade missions,
counseling)

Michigan (publications, market research, seminars)

California (credit information services, training, computerized
trade lead system)

Delaware (database and directory of state companies)

Florida (trade shows, catalog shows, training, seminars,
market research, database)

Minnesota (seminars, conferences, trade shows, trade leads,
counseling, training, database)

New York (seminars, trade shows, database and bulletin of
trade leads, guide to exporting)

Wisconsin (counseling, trade show, mentor program - larger
business counsels a smaller exporter, seminars, Eximbank
program)

S. Carolina (market research, seminars, workshops, counseling,
data base, directory)

Iowa (counseling, trade shows, trade leads)

Language Assistance
Nevada - language bank hotline in the Las Vegas airport for
foreign trade visitors
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II. Export Financing Programs

Loans and/or Loan Guarantees
Minnesota _
S. Carolina - has the authority but hasn’t used to date
California
Illinois
Louisiana
S. Carolina
Tennessee
Wisconsin
Michigan
Louisiana
New Jersey
Massport - loans to cover travel expenses on trade missions

Insurance
Minnesota
Illinois
Wisconsin - authorized, but hasn't used
California
Missouri
Colorado
Ohio

Tax Incentives
Delaware - setting up a regional program to take advantage of
a federal tax exemption; provides state tax deduction
S. Carolina - deferment on income tax for export income

Reverse Investment
Wisconsin - uses its appropriated funds to support reverse
investment ‘
Illinois

Buy-Down Grants :
Iowa - pre- & post-export, lowers the interest rates on loans,
Jowa offers 5% interest buy-down grants

Eximbank Experiment
(states have limited authority to commit Eximbank guarantees)
Wisconsin
Illinois
Michigan
Minnesota

Trading Companies -
N. Dakota
Virginia
New York/New Jersey
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Intermediary Services
Michigan & California provide aid with the following 4
services:
SBA's Export Revolving Line of Credit
Eximbank's Working Capital Guarantee Program
Eximbank's FCIA New-to-Export Insurance Policy
Eximbank's Umbrella Insurance Policy
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Summary

The following is a description of the Michigan Export Development Authority
~ (MEDA), established as an independent body within the Michigan Department of
Agriculture. Information about MEDA is being provided to the committee because
MEDA is a relatively comprehensive program which includes not only export
financing services, but also non-financial services for supporting small business
exporters.

MEDA is governed by a Board of Directors and is authorized to borrow and
lend money, procure insurance, issue guarantees, provide financial counseling,
and carry out other functions to support export development. It is permitted to
issue bonds in the amount of $50 million to fund its operation.

Five financial programs are offered by MEDA:

1) Pre-Shipment Exporter Risk Guarantees

2) Post-Shipment Exporter Risk Guarnatees

3) Combination Exporter Risk Guarantees (pre- & post-

shipment)

4) Exporter Retention Guarantees, and

5) Bankers Acceptance Guarantees.

Each of these programs are described in greater detail in the following
draft. Loan guarantees by MEDA may not exceed $350,000 and must be
collateralized. The maximum term of MEDA guaranteed loans will average 180 days
or less, but may extend to 360 days under some circumstances. The guaranteed
funding is provided to financial institutions located in the state, which then
finance eligible éxport transactions.

Four non-financial progréms are also offered by MEDA:

1) The Foreign Buyer Credit Information Service
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2)
3)

4)

The Foreign Country Creditworthiness Service
The Export Finance Information Service, and

The Export Credit Training Service.

A description of each of these programs can also be found in the attached

draft.

The Michigan departments of commerce and agriculture also

_assistance to exporters. Programs include:

1)

2)

3)

4)

3)

6)

7)

. Collection and distribution of foreign trade leads,

and information on export regqlations and procedures.
Publication and/or distibution of directories of
Michigan exporters.

Market research for Michigan products.

Seminars on international marketing.

Communication with foreign buyers, government officials

vénd U.Ss. attaches abroad.

Participation in domestic trade missions, shows and
exhibits.

Hosting of foreign trade delegations and visitors.

Additional information on these programs is also attached.

offer marketing
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- _GQUIDE TO THE MICHIGAN EXPORT DEVELOPMENT AUTHORITY

1. Organization and Purpose

The Michigan Export Development ARuthority (MEDA) is an %—r——_
independent body established within the Michigan Department of yeﬁﬂﬁss
Agriculture, with its own Board of Directors and staff. The C:ffngi
Authority was legally constituted under the Michigan Export | o
Development Act (Act Wo. 157, July 6, 1587). —

=S

MEDA's initial administrative expenses are covered by a State

appropriation of $500,000 approved by the Legislature in 1986 for
purposes of developing export financing programs.

The purpose of MEDA (Sec. 3) is to promote economic prosperity
and employment throughout Michigan by fostering the expansion of |
exports; to cooperate with other public and private export
promotion organizations; to establish a source of guaranteed
funding and insurance to support export development not otherwise
available; and to provide information and referrals to potential
and existing exporters. =

MEDA is given numerous pOwWers related to the financing of
eligible export transactions, defined (Sec. 2) as the sale of
goods or services, Or the development of goods or services for
gale outside of the United States. The goods or services must
have at least 51% of their value created within Michigan, and

their sale or development must create or maintain employment in
the state. :

Guaranteed funding is to be provided to participating financial
institutions located within the state for the purpose of finan-
cing eligible export transactions. :

MEDA is given a variety of financial powers (Sec. 7) including
borrowing and lending money, procuring insurance, issuing
guarantees, providing financial counseling services, and other
functions necessary to carrying out the purposes of the Act. The
Authority is expressly permitted (Sec. 9) .to issue bonds in the °
amount of $50 million to provide funds for the creation and
operation of the Authority.

The governing power of MEDA is vested (Sec. 4) in a Board of
Directors consisting of twelve members, three of whom are
designated as the Director of the Department of Commerce, the
Director of the Department of Agriculture, and the State
Treasurer. The remaining nine members are to be appointed by the
Governor with the advice and consent of the senate. -
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I. Financieal programs of the puthority

repa offers five types of financial programs: (1) Pre-shipment
juarantee, (2) Post-shipment Guarantee, (3) Combination
su--antee, (4) Exporter Retention Guarantee, and (5) Bankers

\¢ .ptance Guarantee. 211 of these guarantees are {ssued to

Pe cicipating financial jnstitutions, but preliminary commitments
may be issued to interested exporters to assist them in shopping
for a suitable financial institution.

These programs are intended to function in close cooperation with
Michigan lenders, encouraging them to be more active and
supportive of export financing for gmall and medium-sized firms
and agricultural exporters. MEDA also cooperates fully with'
federal export financing facilities, relying where possible on

their expertise and part1c1pation and encouraging and assisting -
federal agencies to do more for Michigan firms.

The five financiql'programs are described below:

o The Pre-shipment Exporter Risk Guarantee applies when
f£inancing {s required prior To shipment of the related
googs. and covers up to 5% of each eligible export
transaction O $350,000, whichever is less, provided that
Foreign Credit Insurance association (FCIA) or another
insurer is covering the post-shipment credit risks on the
¢ransaction and has made its own inspection to determine
that the exporter is viable (evidenced by jssuance of a
ghort term policy which is valid throughout the request
guarantee period). alternatively., the related export may be
. covered-by a letter of credit confirmed by a U.S. bank or
1 issued by a first-class bank in an acceptable country.
MEDA's Pre-shipment Exporter Risk Guarantee does not cover
any of the risks assumed by the FCIA, put does cover all"
risks of non-payment of financing extended by the financial
institution caused by the exporter's inability or
unwillingness to perform. in the event of claim payment b
MEDA, MEDA will jook to the exporter for repayment of
amounts paid to the financing bank. The financing
institution is required to take collateral equal in value to
the guaranteed loan and to gshare that collateral pro rata
~with MEDA in the event of claim payment. The maximum term
- of the guarantéeiis 360 days, and the guarantee fee is 1% of
the guaranteed amount.

o The Post-shipment Exporter Risk Guarantee covers, after
ghipment of the related goods, up to B5% of each eligible
export ¢ransaction or 350,000, whichever is less, provided
that FCIA oI another insurer js covering the foreign buyer
risks on the transaction and has made its own inspection to
determine that the exporter is viable (evidenced by issuance
of a short-term policy which is valid throughout the
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_.requested guarantee nerioed) or that the transaction is
covered by a letter of credit confirmed by a U.S. bank or
jssued by a first-class bank in an acceptable. country.
MEDA's Post-shipment Exporter Risk -Guarantee does not cover
any of the risks assumed by FCIA but does cover all risks of
non-payment after shipment caused by the exporter's
inability or unwillingness to perform or of contract
disputes. In the event of claim payment by MEDA, MEDA will
jook to the exporter for repayment of amounts paid to the
financing institution. The maximum term of the guarantee is
usually 180 days, and the maximum guarantee fee is 1% of the
guaranteed amount depending on length and circumstances of
exposure.

o The Combination Exporter Risk Guarantee applies when
£financing is required prior to the shipment of the related
goods as in the Pre-shipment Exporter Risk Guarantee, but
the terms of the export transaction permit inspection prior
to the buyer's obligation to pay (this does not apply to
third party pre-shipment guality or quantity inspection).
This occurs in the event the terms of sale are open account,
documents against acceptance, retention clauses in letters
of credit or the terms otherwise permit all or a major
portion of the funds required for loan repayment to be
subject to a buyer's decision after inspection of the goods
or services. The maximum term of the guarantee is 360 days
and the pre-shipment guarantee fee of 1% will be increased
relative to this additional risks.

n-
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o The Exporter Retention Guarantee covers up to 8% of each
eligible export transaction (4/5 of the exporter retention.
usually reguired for commercial risks) or $350,000 whichever
js less, on a shipment covered by FCIA's Umbrella or New-To-
Export policy. MEDA's Exporter Retention Guarantee covers
the same lender risks covered by these FCIA policies and
provides the equivalent "hold harmless" provisions extended
by FCIA to assignee panks. These risks include non-payment
by the foreign buyer on post-shipment financing categorized
by FCIA as commercial (i.e., insolvency of the buyer, or
failure of the buyer to pay to the insured within six months
‘after the due date of payment the amount due for products
delivered to and accepted by the buyer). Political risks
are 100% covered in any event under the two FCIA policies
mentioned above. The maximum term of the guarantee is 180
days and the guarantee fee is 1% of the guaranteed amount.

This guarantee is intended primarily for highly leveraged
export management and trading company transactions. MEDA
reserves the right of recourse against the foreign buyer
and/or the exporter in contrast to the non-recourse
provision of the underlying foreign credit insurance.
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_-o The pankers RAcceptance Guarantee covers up to 50¢ of a

 pankers acceptance pertaining to each eligible export
transaction or $350,000 whichever is less, provided that
FCIA or another insurer is covering the post-shipment risks
on the transaction, has jssued a contract form endorsement
to include selected pre-shipment coverage, and has made its
own inspection to determine that the exporter is viable
(evidenced by issuance of a multibuyer policy which is valid
throughout the,requested_guarantee period). Alternatively,
the related export may be covered by a letter of credit
confirmed by a U.S. bank or issued by a first class bank in
an acceptable countrye. MEDA's Bankers Acceptance Guarantee
will cover all risks of non-payment of the bankers
acceptance by the exporter on due date, and claims will be
payable on demand. The standard Form 06 guarantee will be
used for purposes of this bankers acceptance program except
that the assignability clause in Section 5b will be
automatically waived. MEDA will then proceed against the
insurer or the exporter for repayment of amounts advanced.
The maximum term of the guarantee will be 180 days and the
guarantee fee will be 1% of the guaranteed amount.

This guarantee is intended to encdurage use of this form of
financing in pre-export situations and for smaller firms
that might not otherwise be considered eligible.

J11. Exporter and Export Product Fligibility

The goods, services Or commodities comprising the export
¢+ransaction to be financed must have a Michigan content in excess
c 51% of the total F.0.B. dock value. For purposes of

¢ :ermining this minimum percentage of Michigan content, the
applicant may jnclude, in addition to manufacturing or growing
costs, all other labor, materials, freight, direct costs, profit
and other overhead originating in Michigan or paid to Michigan-
pased firms. In the case of manufacturers, if the final
manufacturing process is conducted in Michigan, a detailed
analysis of components within the £final manufactured article is
not required. The exporter 1is required to certify in his
application that the transaction exceeds 50% Michigan origin.
The exporter in all cases must be domiciled in Michigan and, if
any doubt exists, must present proof of the payment of Michigan
state taxes. In addition, the manufacturer, agricultural
enterprise, or exporter must have a minimum of one year of
guccessful business experience that is relative to the
4¢ransaction in question, depending on the circumstances. The
exporter must otherwise also be able to provide a satisfactory
m¢yrack record”. If the primary experience and operational
records prove otherwise satisfactory, put indicate lack of
substantial export experience, acceptable export consulting or
management services must be retained in lieu thereof.
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1f any questions arise regarding product eligibility, banks are
encouraged to contact MEDA staff to clarify eligibility criteria.

iv. Non-Financial Programs of MEDA

J3 ddition to counseling the exporter regarding his particular
¢ asaction, marketing plan, OT loan application on a case-by-
case basis, MEDA will initially offer four non-financial
programs: (1) Foreign Buyer Credit Information Service, (2)
Foreign Country Creditworthiness Service, (3) Export Finance
information Service, and (4) Export Credit Training service. The
first three services will bring together current information from
a variety of sources, for which a nominal fee may be charged.

The export credit training will be organized by MEDA, utilizing
personnel from other sources, and will be rendered without
charge.

. !
o The Foreign Buyer Credit Information Service will provide
a rapidé, accurate =nd low cost source of information on
foreign buyers to help Michigan exporters decide on whether
to extend credit in connection with their sales.

o The Foreign Country Creditwortiiness Service will provide
a centralized source of information on what problems

Michigan exporters may exerience in arranging credit because

of the economic or political conditions in buying countries
and ways to minimize those problems. The country
creditworthiness service will provide a report on Eximbank's
jatest reading on country conditions, FCIA's reguirements
for providing insurance in the market, together with country
condition reports from other public and private sources.

o The Export Finance information Service, in response to an
exporter's request, will drav together in one report as much
information as possible on potential sources of financing
based on the type of exporter, type of transaction, and
country of buyer. This will provide accurate, up-to-date
information on the terms and conditions of Federal
Government loans, guarantees and insurance possibilities and
of private sector jenders interested in handling the type of
transaction in question. This service will, in essence,
target for an exporter the sources he should contact for

assistance.

o The Export Credit Training Service will include general
cervices aesigned to familiarize Michigan exporters with the
mechanics of the different export programs offered in
cooperation with organizations guch as the Export-Import
Bank of the United States, the International Trade
Administration of the U.S. Department of Commerce, the
Foreign Credit Insurance Association (FCIA), and export
trade associations, as well as the availability of other

LIVAQ
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'~rg}daitiona1~guidelines and poiicies_of significance to financial
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public and private organizations designed to provide export
assistance and export-related financing. 1In addition, MEDA
staff will provide special seminars and meetings on the
MEDA's programs for individual banks and export
organizations. 1In the case of the latter groups, the basics
of preparing financial packages will also be addressed.

% T % & & & & &

In addition to the above, MEDA staff will always be available to
help exporters locate the best possible sources of financing for
their transaction, to advise them on what they need to do to be
competitive in the financing arena, and to help them meet the
application and other requirements of financing organizations.
As reinforcement and assistance to all of the above, MEDA will
mazke available to the exporter a library on export affairs and
export financing techniques. :

V. Operating Guidelines of MEDA for Financial Intermediaries

The policies and operating guidelines applicable to the financial
programs of MEDA are stated fully in MEDA's statement of Policies

and Procedures, which have been adopted by MEDA's Board an which
may be amended. from time to time. 2 copy of this document may be =
obtained from the Director of MEDA. Some of these policies Py

pertinent to the role of financial intermediaries are referred to GFﬂékaé;
in this Guide to the Michigan Export Development Authority under
the heading "Financial Programs of MEDA", on pages 2, 3 and 4.

A e '

: .termediaries include the followirg: . —
i : ‘ . » e T —

© MEDA Exposure Limit Per Guarantee #:Ef§§§

The exposure of MEDA under any guarantee may not exceed
$350,000.

© Collateral

All loans guaranteed by MEDA must be collateralize with
collateral acceptable to MEDA. The lender may be required
to obtain a first lien position and is asked to explain his
rationale for valuation of the collateral. Collateral can
consist of, but need not be limited to, inventory and
receivables, including insured foreign receivables (FCIA or
other). An assignment of proceeds from letters of credit,
documentary collections of FCIA insurance will usually be
required. A personal guarantee in support of the exporter's
obligation is often requested. A UCC filing will be made
where and when applicable. 1In the event of a claim payment,
applicable collateral, mutually agreed upon between the
lender and the MEDA, must be shared with MEDA pro rata in
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the same ratio as the risk is shared on the credit
extension. For insured transactions the lender should have
in his possession all documents reguired by the insurer for

. presentation of a claim, as well as a complete copy ©of the

insurance policy.

o Final Commitment AvailabilityAPeriod

Final Commitments to issue guarantees will have a 90-day
availability period for commencement of disbursements.
1oans disbursed more than 10 days prior to receipt of the
cuarantee fee are not eligible for coverage.

o Disbursement Period for MEDA Guaranteed Loans

Additional disbursements against a loan guaranteed by MEDA
having been first disbursed within the above 850-day period,
may be made over a period not exceeding 180 days after the
date of the MEDA Guarantee or until the final shipment date
specified in the underlying letter of credit or insurance
policy, or the expiration date specified on Item 14 of
Transactions Attachment (Form 07), whichever is earlier.
Applications for extension of the Wisbursement period will

be considered by MEDA. MEDA must b advised on Disbursement §

- . YR
Notice, Form 03, as disbursements are made against the ‘!ggg!!
guaranteed loan. The guarantee fee covering the g::;&gﬁ
disbursement should be included with this notice. Ezsf

0  Maximum Term of MEDA Guaranteed Loans

Therefore, repayment terms on guaranteed loans will average
180 days or less, but under some circumstances may extend to
a maximum of 360 days.

" This is a transaction oriented, short-term program. "ks:zﬁﬂﬁ
—-"J

=

=

o Interest Coverage of MEDA Loan Guarantees

Interest is covered to date of claim payment or to 270 days
from final maturity date, whichever is less, at either the
loan rate or at 1% over Treasury Bill rats for similar

maturities, whichever is less.

Anplicatién for "Participating Financial Institution”
Status in the MEDA

To be able t6 utilize the financial guarantee programs of MEDA,
the financial institution need on to take the following steps:

PYS

A. Write MEDA requesting status as a "participating
Financial Institution”.
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Name one or more appropriate liaison bank officers,
depending on the number of regions in Michigan in which
the bank operates and proposes to utilize the program.
We ask that these loan officers become familiar with
MEDA. The EFO staff will arrange a meeting for this
purpose on your premise or in our office.

Enclose your most recent published financial statement.
Upon receipt of this request and material, MEDA will '
confirm your "participating Status”, subject to the
Export Finance Board Credit Committee's review of the
financial statement provided.

viI.Application for Commitment and Guarantee °

A.

Application for Preliminary Commitment By Exporter

. exporter. ‘When approved and signed by MEDA and

Section A of Form 01 is to be completed by the

returned to the exporter, it constitutes MEDA's
Preliminary Commitment to issue the guarantee
requested. The commitment is valid for 90 days. The
exporter will present the Preliminary Commitment to a
financial institution as evidence that MEDA proposes to
issue its Final Commitment and/or its Guarantee to an
eligible participating financial intermediary under the
conditions described in the Preliminary Commitment.

LIV

Application for Guarantee By a Financial Institution

Section B of Form 01 is to be completed by the

- participating financial intermediary which has been

asked by the exporter, and/or has agreed to furnish the
financing contemplated in the Preliminary Commitment.
When Section B has been completed by the financial
intermediary and returned to MEDA, it will be processed
promptly. O©On approval, a guarantee will be issued by
MEDA and returned to the financial institution. Both
Sections A and B may be submitted simultaneously to
MEDA if appropriate. 1If the application is for an
Exporter Retention Guarantee, the related Special Buyer
Credit Limit (SBCL) of FCIA must accompany the
submission of Section B. In the event the intermediary
does not wish the guarantee to become fully activate
until certain financial details of the transaction are
completed and can be detailed, or items called for in
the "Conditions Precedent" are provided, MEDA will
jssue an interim Final Commitment to guarantee by
signing page 1B, 4 of the lender's application. Please



note that the "Transaction Attachment", Form 07,

becomes an integral part of the general Guarantee Form

06 and must be approved by signature of the lender as
- well as the Guarantee Form 06 -itself.

C. Request for Amendments

Requesté or amendments to Preliminary Commitments,
Final Commitments or Guarantees should be made in
writing by the Financial Intermediary and addressed to
the Director of MEDA. .

YVIII.Claims and Rescheduling Procedure of Guarantee lLoans

A. Rescheduling

MEDA's written permission must be obtained before any
loan or credit covered by its guarantee may be
rescheduled. Rescheduling of guaranteed loans will
ordinarily be discouraged, except in special
circumstances.

B. Claims Procedures

1. wWzaiting Period

MEDA's different types of guarantees have
different minimum waiting periods during which the
financial intermediary must stand by before filing
a claim for payment of the guaranteed amount.

bvdd

a. Pre-shipment Export Risks Guarantee

Claim may be filed 30 days after the exporter
fails to make a reguired payment.

b. Post-shipment Exporter Risks Guarantee

Claim may be filed after 90 days, but in no
more than 120 days, after the foreign buyer
fails to make payment, alleging that the
exporter has failed to comply with his
responsibilities, and it is plain that the
cause of loss is not covered by FCIA's or
other insurers' standard post-shipment
insurance. :

c. Combination Exportei Risks Guarantee

Claim may be filed 30 days after exporter
fails to make a required payment, if shipment
has not yet been made. After shipment has
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occurred, the Post-shipment Guarantee rule
applies. That is, claim may be filed after
90 days, but not later than 120 days, after

the foreign buyer's fallure to make payment
as recited above.

d. Expvorter Retention Guarantee

The waiting period for making a claim is the
same as that established by Eximbank or FCIA
for the type of loss in question.

e. Bankers Acceptance Guarantee

There is no waiting period and claim may be
filed the day after non-payment or default of
the guaranteed transaction occurs. The claim

- will be paid immediately without further
examination.

£. Maximum Waiting Period in all MEDA Guarantees
for Insured Transaciions

The maximum waiting period in all MEDA's
guarantee for insured transactions during
which a claim may be f£iled is 30 days after
the minimum waiting period reguired by
Eximbank or FCIA, or other insurer.

Filing of Claim

After the appropriate waiting period, the
financial intermediary may file for claim payment,
using MEDA Form 04 with appropriate supporting
documents, or Form 05 in the case of the Exporter
Retention Guarantee.

MEDA requests the financial intermediary’'s
cooperatlon in reporting anticipated problems. 1It
is the policy of MEDA to meet valid claims
promptly from MEDA funds available for this
purpose. MEDA anticipates close mutual
cooperation with the lender in the effort to
subsequently collect or liquidate defaulted loans
to minimize losses and share such recoveries on a
pro-rata basis with the lender.
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1X. Lender's Interest Rate and Fees

MEDA does not impose any interest rate ceiling or limitation
on fees the lender may charge, but will monitor the rates
and fees being charged. Lenders, however, should appreciate
that one of the purposes of the program and the guarantees
is to help small and medium-sized exporters be more
competitive through p;oviding financing at the lowest
possible cost. »

X. Information and Assistance

MEDA staff members will be pleased to assist in any way
possible. The MEDA office address and telephone number are:

MICHIGAN EXPORT DEVELOPMENT AUTEORITY
MICHIGAN DEPARTMENT OF AGRICULTURE
P.0. Box 30017
lLansing, MI 4890°
Telephone: (517) 373-1054
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. SBA's Export Revolving Line of Credit (ERLC) which
 offers up to $500,000 of preexport financing. 1In

addition, since 1980 any of SBA's business loans can
be used for financing exports.

Eximbank's Working Capital Guarantee Program which
applies to 90% of the principal amount ©f the lcan
and interest up to the U.S. Treasury rate plus 1i%.

Eximbank's FCIA New-to-Export Insurance Policy
providing 100% political risk protection and 55%

commercial risk protection for a fee of .25% to 1.00%
of sales value.

Eximbank's Umbrella Insurance Policy wvhereby the
Authority would act as policy aéministrator,
relieving exporters of administrative responsibil-

ities and providing the same low rates as the new-to-
export policy.



Integrafing Michigan's Export Development Initiatives

pPart of the task of accomplishing the Authority's goals of export
expansion and job creation lies in focusing, coordinating, and
promoting existing state and federal efferts in such a way that

*

they are more widely utilized by exporters and lenders and thus
" have a measurable effect on export volume.

Trade Development. Existing programs in the Michigan departments
of agriculture and commerce offer marketing assistance in a
variety of forms, such as:

*

Collection and distribution of foreign trade leads,
and information on export regulations and procecures.

Publication and/or distribution of directories of
Michigan exporters and other informational items.

Market research to explore potential sales of
Michigan products overseas.

Seminars on international marketing including

transportation, packaging, financing, and documenta-
tion.

Regular communication with foreign buyers, governmen-
tal officials, and U.S. attaches abroad.

Participation an foreign and domestic trade missions,
shows, and exhibits.

Hosting of foreign trade delegations, dignitaries,
and visitors.

Both departments work with regional and federal agencies such as
the U.S. Department of Commerce both in wWashington and in the

Detroit and

Grand Rapids district offices, the Mid-America

International Agri-Trade Council, and the Foreign Agricultural
cservice of the U.S. Department of Agriculture.

Michigan's existing international trade programs provide vital
marketing services and can function as a key access point for
exporters into a future system of specialized financial services

established

by the Authority.

Federal Export Finance Programs. Existing Eximbank and SBA
programs may offer gsubstantial assistance to Michigan exporters

if they are

streamlined, tailored to our needs through negotia-

tions with federal officials, integrated into Michigan Export

Development
promoted to
include:

Authority efforts, anc aggressively explained and
commercial lenders. Examples of such programs
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ALTERNATIVE STATE EXPORT PROMOTION PROGRAMS

State and local governments are jncreasingly pursuing
economic development through export promotion and assistance
programs. Nationwide, spending by state development agencies
for international trade activities grevw from over $21 million
in 1984 to over $35 million in 1986. &All 50 states currently
have some type of trade development program with annual budgets
ranging from $25,000 to $5.7 million. At jeast 30 states have
foreign offices, for a total of 67 offices in 15 different
countries.

‘ What is the origin of this State involvement? The pursuit
of international trade is fueled by one simple realization:
exports mean jobs. And the most underutilized source of
potential exports are small companies with limited resources.

Today, about 100 large companies account for half of all
U.S exports and only 30,000 of the nation's 250,000
manufacturing firms are engaged in export trading. Many small
and medium sized companies fail to export because of lack of
knowledge and expertise in jnternational trade, and, perhaps

most importantly, & lack of financial and technical support.
Alternative Approaches:

Not surprisingly. the size and scope of state programs
designed to increase exports among small companies differ
substantially. New vork's trade program, which was instituted
in the early 1960s, now has an annual budget of more than $2.5
million and offices in four foreign countries. Smaller states,
such as South Dakota and Vermont, often employ just one person
to coordinate trade promotion &nd have program budgets of about
$50,000 annually. ‘

The goal of state trade promotion programs is generally to
jdentify new markets and assist local firms in gaining access
to these markets. The approach each takes in reaching these
goals can jnclude the following: '

1. JInformational and Marketing Servicges: publications;
counseling and educational assistance; jntermediary services;
identifying agents and distributors; promoting and assisting
with trade shows; and coordinating federal, state and local

efforts to promote trade.
2. Export Financing:

The largest hurdle for small and medium-sized businesses
in generating exports ijs a financial one. Major finmancial
institutions have too high & threshold for these firms’ small
transaction size, while gmaller financial jnstitutions are not
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jnvolved in.export financing at all. In addition, the Federal
Export-Import Bank has generally focused on providing loans to
larger firms. Even if export financing is available, smaller
firms may not be able to bear all the burdens and risks
associated with exporting. o

States have thus been encouraged to look at how their
1imited resources can be put to use in financing and promoting
exports. More than 30 states currently have export finance
statutes designed to promote export trading, and a dozen more
states are considering such legislation.

States have taken a variety of approaches in initiating
these programs: direct loans to companies; loan guarantees;
export credit insurance programs; interest buydowns; and tax

benefits. The source of state funds can include taxable bonds
"~ (the use of tax-exempt bonds for this purpose has been ruled in
violation of the tax statute), general fund monies, combined
federal/state funds, or private funds.

Some of these approadhes are outlined in greater depth oﬂ
the following pages.

3. Regional Activities:

In addition to in-state coordination of services, some
states have pooled their resources to provide export
assistance. The most active of these groups is the Midsouth
Trade Council (MSTC), comprised of the trade directors from
Alabama, Arkansas, Louisiana, Mississippi and Tennessee.

These states. share recruitment, organization and other
responsibilities and costs for trade events. MSTC
cooperatively manages five or six overseas trade events a year,
substantially more than each state could attend independently.
The Council organizes international trade events, trade
missions, trade shows, and catalog exhibitions; educates state
policy makers and jnstitutions on exports; promotes a favorable
international trade climate at home, and enhances the image of
the U.S. as a dependable trading partner.

4., Federal/State Initiatives:

A recent program launched by the Department of Commerce
attempts to link federal efforts with state international trade
efforts. Seven states are participating in a “"pilot project”
to increase exports through expanded cooperation and joint
activities with the Commerce Department’s field offices.
Agreements with the states include plans for joint activities
such as publications, seminars, trade shows and missions, and
sharing facilities and personnel.
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several states also participate in a pilot project with
the Eximbank to administer a working capital guarantee program
and an export credit insurance umbrella policy targeted to
small and medium-sized girms. Under the working capital

guarantee program, eligible commercial banks may make loans for
up to $300,000 for export-related purposes. The lender must

- certify that the loan would not have been made without

Eximbank's guarantee. The guarantee is for up to 90 percent of
‘the loan or the line of credit. :

The export credit insurance umbrella policy is designed to
expand the distribution network for Foreign Credit Insurance
Association insurance. States, banks, export management and
_trading companies and any other organization serving exporters
can become .-an umbrella policy holder, and as such, administer
FCIA insurance on behalf of a group of exporters. Each
exporter insured under the umbrella is covered for 90 percent
commercial and 100 percent political risk of non-payment by
foreign buyers.

ssues nsi1 rs

1f the State of Michigan is contemplating expanding its -
export promotion efforts to include financing, the following
outlines questions it should consider in selecting the most
‘appropriate approach:

pemand: 1Is there sufficient demand for some form of
financing program? What types/sizes of companies should
the state target?

Cost: What would the cost of such a program be? What
kind of resources is the State willing to dedicate to such
a program? Is the SBtate willing to issue taxable bonds?

Competition: What are the competing State and Federal
programs? Would a program offered by the State of
Michigan be superfluous to these other avenues of
financing?

Criteria: What criteria should the State use to select
candidates? Should there be a local content requirement
for funding?

Form of Assistance: 1Is the State interested in
committing its funds for direct loans, or would loan
guarantees or an insurance program be more suitable?

Several possible drawbacks of these programs should be
noted. First, these programs tend to compete with each other.
Second, questions have been raised about the legality of these



programs under the International General Agreement on Tariffs
and Trade (GATT). As @2 result, these programs will likely come

under additional scrutiny
because of their potentia
relationships.

, or be open to post-hoc revisions,
1 impact on federal international
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. CALIFORNIA - WORLD TRADE COMMISSION

Creation of the California World Trade Commission in 1982
signaled a profound shift in the attitude of the state toward
jnternational trade and a recognition of the importance of
trade to the state's economy. Before the Commission was
formed, California spent comparatively 1ittle -- less than
$400,000 a year -—- on trade promotion. By contrast, the
current budget is $1.5 million, and the Commission administers
a $2 million export finance program that provides loan
guarantees to small and medium-sized exporters.

Established in 1983 as 3 bipartisan, 15-member panel, the
Commission has since evolved into a unit of the governor's
office. Seven of the Commission's 11 private sector members
are appointed by the governor, two by the speaker of the state
Assembly, and two by the president pro tempore of the Senate.
The governor, lieutenant governor, and secretary of state
serve on the commission, but only as ex officio members. The
Commission has a professional staff of 14.

In January 1987, the Commission established its first
overseas office in Tokyo. A second overseas office, scheduled
to open in London in the next few months, will serve European
markets.

IpOT inan rogqram:

The export finance program js aimed at helping small and
medium-sized companies that have firm export orders but cannot
f£ind a lender to finance the transaction. To entice these é
lenders, the program provides loan guarantees. The maximum
guarantee offered is $350,000 and the maximum term is 180
days. Collateral or security is reguired from the exporter and

a guarantee fee, usually 1 percent of the guaranteed amount, is
required.

Four types of guarantees are offered:

o preshipment Exporter Risks Guarantee covering up to
85 percent of a working capital loan to an exporter.
The company must have firm export orders, and
postshipment risks must be covered either by the
Foreign Credit Insurance Association, the insurance
agent for the Export-Import bank, or other forms of
insurance.

o EQ§L§hi2mént.Ezﬂgzigl_zi§h§_§ggzﬁﬂtgg covering up to
85 percent of the postshipment financing, it is
provided to help the exporter extend terms to a
foreign buyer for purchase of California goods.
Postshipment guarantees usually are extended in
conjunction with guarantees from the Export-Import
Bank, FCIA, or private insurers.



o Ezpg;Lg;,Bgign;iggaﬁgg;gngga covering up to 8
percent of an eligible exportxttansaction on a
shipment insured by FCIA. Such guarantees enable
exporters to obtain financing for a larger percentage
of the contract value than normally would be available.

o  Bankers® Acceptance Guarantees that lower the cost
of pre-export financing by guaranteeing 85 percent of
a banker's acceptance created to finance an export
transaction. FCIA, another insurer, or letter of
credit must be used to cover postshipment risks.

In its first year of operation, the export finance program
supported more than $15 million worth of export sales. The
fund began with $2 million in 1985 and a $1 million addition is
proposed in the state budget for fiscal 1988.

California officials have found that the Export Finance
Program actually is stimulating more private sector lending for
export sales because of the Commission's involvement in 4
preparing the applications. 1In fact, in some cases the lender
has been willing to make the loan without the state guarantee
if the Commission is involved.

Informational and Marketing Services:

The Export Finance Office offers four jnformational
services to exporters:

- The EgLgigg_QQugtzx_Q;ggisgg;&higgﬁﬁ_sg;zigg warns
California exportersrofteconomic or political risks in
buyer countries that may interfere with credit

"arrangements.
The Export Finance Information Service offers

comprehensive reports on sources of financing, allowing.
potential exporters to target those sources.

The Foreign Buvyer Credit Information Service helps

California exporters decide whether to extend credit to
~ particular foreign buyers.

The Export Training Service acquaints exporters with the
many export assistance programs offered by the Department
of Commerce, the U.S. Export-Import Bank, and FCIA.

The Commission is also very active in the areas of
marketing assistance. It has helped small companies
participate in trade fairs. For example, the Commission
assembled 10 small California aerospace companies and bought
three booths at the 1985 paris Air Show. It also organized 50

small companies to participate in the "Made in USA" trade fair
in Nagoya, Japan.



A computerized

trade lead system has also been developed.

The data gathered at trade shows and from other sources helps
exporters target potential buyers all over the world.
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JLLINQIS =— INTERNATIONAL,BUSINESS DIVISION

11linois has long been one of the most active Great Lakes
states in export promotion activities. 1In 1987, the state
devoted $2.5 million to the effort. The division maintains
overseas offices in Hong Kong, Japan, Brazil, Belgium; and the
People's Republic of China. A new office in Tokyo is to be
opened this year.

£xport Financing:

In 1985, the I1linois Legislature authorizeéd an
independent authority with a grant of §1 million to assist
small and medium-sized businesses export their products.. The
program was launched in July 1986 when the Illinois Export
Development Authority (IEDA) jssued $15 million in taxable
export development bonds and established lines of credit for
nine participating banks. Since February of this year, the
T1EDA has approved $6.7 million in direct loans to small and
medium-sized businesses. Twenty-nine exporters have been
approved thus far.

1EDA arranges for exporters to borrow up to 90 percent of
the value of their transactions from participating financial
institutions.

Exporters'are'eligible for direct funding, insurance and
guaranteed credits to support export activities when no other
Financial support is available.. The financing is limited to
f1linois firms, at jeast 50 percent U.S. content, and at least
25 percent of the final value added must have resulted from
work performed in Illinois.

The maximum loan available under the program is 500,000,
with a maximum term of 180 days. In most cases, the export
receivable is the only collateral required for the loan.

211 borrowers must be approved for insurance by the Foreign
Credit Insurance Association, the insurance arm of the Eximbank
Bank. This insurance ijs for both political and credit risks.

The IEDA will advance up to 90 percent of the cost of the
transaction, at a fizxed interest rate. Interest rates have
tended to be about 30 basis points above the prime rate. A
participating bank must advance the remaining 10 percent, at an
interest rate that it determines. IEDA's fizxed rate is
expected to be below the U.S. Export-Import Bank working
capital guararntee program rate. The only collateral required
by the participating bank is the internationally destined
receivable.
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FLORIDA = BUREAU OF INTERNATIONAL TRADE

Florida's Bureau of International Trade and pevelopment is
small and education-oriented. The program has 2 staff of eight
professionals. The state has voluminous trade with Caribbean
and South and Central American nations. In 1986, Florida firms
exported goods and services worth a total of $9.3 billion.
About 70 percent of that amount went to countries in those

three regions; about 16 percent went to European nations.

Florida maintains an office in Frankfurt, West Germany.
and has been represented in the past by a consulting firm in
Tokyo, Japan. The office also has a contract with a consulting
firm in London.

pxport Assistance:

None is currently provided.

The State's program js designed to promote and facilitate
the sale of Florida goods in overseas markets by organizing
trade missions, trade shows, and catalog shows. Information on
all aspects of exporting is available, and export training is
provided through seminars, conferences, and private in-plant

.. consultations. The department also supplies firms with export

market research and uses a computerized matching system for
trade lead referrals.



MINNESQTA TRADE OFFICE

The Minnesota Trade Office (MTO) was established in July
1983 as a division of the Minnesota Department of Agriculture.
The office now has a staff of 36 and an annual budget of $2.1 -
million. 1In 1986 the office was reorganized and is now within
the state's Department of Economic Development.

In keeping with the strong ethnic ties to, and recent
jnvestments by Scandinavian countries in the upper Midwest, the
MTO has established branch offices in Stockholm, Sweden, Oslo,
Norway. '

xport Financing:

The Export Finance Authority (MEFA), established in 1984,
was one of the first operational state export funding program
in the United States. The Authority can guarantee a maximum of
$8.5 million in loans. Since its creation, MEFA has approved
18 loan guarantee reguests totaling $2.25 million and
accounting for $5.2 million in exports.

MEFA is designed to facilitate the financing of exports by
small and medium-sized businesses in Minnesota through a
pre-export program, which provides a guarantee of up to 90
percent of an exporter's working capital loan, up to a maximum
of $250,000 per exporter. To qualify, the exporter must have
had a loan application rejected by a bank, and the product or
service for export must originate, or be processed, in
Minnesota. 1In addition, the transaction may have to be
supported by a confirmed letter of credit or foreign risk
insurance.

Minnesota also administers a short-term Foreign Credit
Insurance Association umbrella policy.

Informational gnd Marketing Assistance:

The MTO offers a variety of programs to exporters,
including numerous seminars, conferences and trade shows. More
than 1600 trade leads are forwarded by the office each month to
Minnesota businesses. The Export Services Division of the MTO
also provides one-on-one counseling, conducts small group
training seminars throughout the state, and generates and
distributes computer-matched trade leads.

Officials in the state trade office seek out potential
markets for Minnesota's target industries, which include high
technology, medical technology, agricultural processing, and
wood products The office then acts as a broker, bringing
together potential customers for Minnesota products or partners
for joint-venture operations. The MTO also provides
information regarding export financing, communications and
shipping procedures.
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IEDA has also created a taxable variable-rate demand
obligation, which they believe may have wide applicability as a
replacement for the tax-exempt industrial revenue bonds. The
chief market for the VRDO's is expected to be taxable money
market funds. Because they can be redeemed at par with as
little as seven day's notice, taxable VRDO's can compete with
U.S. government securities, commercial paper, certificates of
" deposit, and bankers' acceptances.

The IEDA relies on letters of credit issued by major banks
to provide AA oI better ratings for the VRDOs. They are priced
approximately at the 90-date Treasury bill rate plus 35 basis
points.

Informational and Marketing Assistance:

Services offered by the department include catalog
exhibitions, in which jndividual companies' product literature
is displayed in central locations, trade missions and
international trade exhibitions either sponsored by the
Division itself or co-sponsored with the U.S. Department of
Commerce. The individual distributor search program assists
I1linois companies in locating potential agents, distributors,
and joint venture partners. Finally, reverse investment is
encouraged, with specialists ljocated in Osaka, Hong Kong, and
Brussels offices. '
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Minnesota Trade Office personnel both arrange and lead
trade missions to countries with promising markets for state
firms. Targeted as potential markets are China, Japan, Korea .
and Taiwan, as well as some European nations. The office has
sponsored 30 trade missions since its inception.
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The State promotes its exports through catalog shows
sponsored in Europe and hopes to participate in similar catalog
"shows in Japan. It also is developing a computerized trade
leads system. A data base will include information obtained
through a survey of approximately 250 companies. The State
Development Board also publishes an export resource directory.
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KEW YORK INTERNATIONAL DIVISION

The International Division of the New York State
Department of Commerce, established in 1962 to promote exports
from the Empire State, is one of the oldest state trade ‘offices
"4n the nation. The division, headguartered in New York City,
operates with a staff of 25 and an annual budget of
approximately $2.6 million, $1.4 million of which is earmarked
for trade development.

The state has offices in London, Montreal, Tokyo, Toronto
and Weisbaden, West Germany. The offices concentrate primarily
on reverse investment activities. The London office, however,
has hired a trade specialist to facilitate the state's new
European Representative Service, which is designed to put New
vork State manufacturers in touch with prospective sales
representatives.

Export Financing:

New York has no specialized export financing facility
yet. Legislation establishing such a facility has been
introduced, but not yet adopted.

Tnformational and Marketing Assistance:

The trade division offers a number of seminars around the
state. These seminars cover topics ranging from basic export
documentation programs to industry- or country-specific
programs.

A major division activity is company representation at
overseas trade shows. Staff select the eight to 10 most
appropriate events for New York firms; companies are then
solicited for participation. These companies may either send a
representative with the New York delegation, or choose to be
represented by the staff of the trade office.

In addition to participating in the larger overseas trade
fairs, the division sponsors shows in the Far East Canada.
Trade leads gathered by the division through a network of
connections are disseminated through an export opportunities
bulletin issued several times per month. The bulletin includes
an addendum highlighting state products. The division also
produces a number of other publications, including a guide to
selling in foreign markets for both new and experiences
exporters.
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WISCONSIN BUREAU OF INTERNATIdNAL DEVELOPMENT

Wisconsin's export promotion activities were formally
jncorporated as the Bureau of International Development in
August 1984. The state operates two foreign offices, one in
Frankfurt, West Germany, and another in Hong Kong. Of the
bureau's total budget of $750,000, about $200,000 is devoted to
-yreverse investment activities.

Export Pinancing:

The Wisconsin Housing and Economic Development Authority
is authorized to issue up to $50 million in bonds for export
financing activities, but that authority has never been used
“pecause Wisconsin participates in an ongoing pilot program with
the U.S. Export-Import Bank.

Informational and Marketing Assistance:

Services offered by the bureau jinclude export counseling;
coordination of trade show; a *mentor program,” in which large ,
firms assist small businesses on a one-to-one basis; and
sponsoring or co-sponsoring of seminars and conferences on
jnternational trade. The bureau works closely with the
regional District Export Council and the U.S. Commerce
Department.

o pi—



IOWA INTERNATIONAL‘DEVELOPMENT'COHMISSION

The International Trade and Promotion Section of the Iowa
pDevelopment Commission tries to help potential exporters in the

state through the use of individual consultations, coordination-

of overseas trade missions, trade shows, and the dissemination

of trade leads. The six-person office operates with an annual
program budget of $500,000.

The Iowa Development Commission operates overseas offices
in Frankfurt, Tokyo and Hong Kong.

Export Financing:

Jowa's General Assembly authorized the Iowa Department of
Economic Development to jnitiate a $1 million export finance
interest buy-down grant program in 1986 to assist small and
medium sized Iowa companies in entering the competitive
international marketplace by lowering the interest rates on
transaction costs. Any Jowa company can qualify for the 5
percent jnterest buy-down grants for both pre- and post-export
expenses if it is new to exporting, expanding jts export sales
into a new market, exporting a new product to market, or

experiencing new competitive circumstances in an existing
market. ‘ '

The interest buy-down applies on a sale-by-sale basis,
with a minimum sale size of $25,000, and can be used to offer
term financing exceeding 90 days to the buyer. . Individual
companies may receive up to $150,000 in program assistance
during Iowa's fiscal year. During the first six months of
operation the program has provided 30 grants, supporting $11.6
million in export sales to qualified Iowa exporters.
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. SOUTH CAROLINA STATE DEVELOPMENT BOARD

South Carolina‘'s international trade program is
administered by the State Development Board. All South
Carolina firms are entitled to seek assistance from the Board,
but the program is targeted to small and medium-sized
businesses. '

The division has a staff of six. The FY 1986-87
international budget for export promotion and investment work
is $350,000.

South Carolina maintains trade offices in Brussels and
Tokyo.

Export Financing:

Since early 1985 the state's export finance program's
primary focus has been on aiding the development of loan
guarantees through the U.S. Export-Import Bank and the federal
Small Business Administration. However, in 1983, the South
Carolina legislature authorized the Jobs Economic Development.
Authority to provide low-interest export loans to eligible
exporters. This authority has not been utilized to date.

In 1986, South Carolina also began to offer export tax

incentives. Companies are permitted to defer payments of state

income tax on taxable income attributable to an increase in
gross income from foreign trading receipts. The tax incentive
formula distinguishes between beginning exporters and those
that have already achieved a consistently high sales volume.

Informational and Marketing Assistance:

The division provides general international trade
information and conducts limited market research for South
Carolina firms interested in doing business overseas. Each
. year, the division co-sponsors six export seminars, workshops,
and conferences with the U.S. Department of Commerce and other
agencies.

The state also sponsors a workshop program designed to
provide match selected companies with an experienced exporter
who will provide advice. State officials meet with company
representatives to discuss the firm's specific interests. The
state then performs a brief market survey for the company to
identify potential export markets. Next, the potential
exporter is matched up with a firm already exporting to that
market. ’
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TOPIC IX:

ADDITIONAL INFORMATION ON KANSAS' MANUFACTURED EXPORTS

Charles E. Krider
September 24, 1987



Table 11

Table 11 shows which Kansas' industries are most important in terms of the export
of manufactured goods. This table gives the value of exported manufacturers’
shipments in each industry in Kansas in millions of dollars. It also shows each
industry's percentage of total Kansas exported manufactured goods. From these
percentages one can see that Food & Kindred Products, Machinery Except
Electrical, and Transportation Equipment are the biggest exporters of
manufactured goods from the state. 0f total Kansas manufactured goods which were
exported in 1983, 30.97 were attributed to the Food & Kindred Products industry,

19.37 to Transportation Equipment, and 14.5% to Machinery Except Electrical.
Table 12

Table 12 shows the value of exported manufacturers’ shipments in millions of
dollars for 1980, 1981 and 1983. This table also breaks the exported shipments
down into two categories: direct exports and supporting exports. As the
footnotes explain, direct exports are manufactured products exported by the
producing plants and supporting exports are other products, such as components,
parts and supplies, which are used by plants producing the export product.
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Table 6 (cont.)

EAST SOUTH CENTRAL

Alabama 4.3 27
Kentucky 3.8 35
Mississippi 3.9 32
Tennessee 5.3 13
MOUNTAIN

Arizona 5.0 17
Colorado 4.6 24
Idaho 3.3 40
Montana 2.5 46
Nevada 1.4 50
New Mexico 1.8 47
Utah 3.9 32
Wyoming 1.7 48
PACIFIC

Alaska 4.9 19
Hawaii 1.5 49
Oregon 5.8 8
Washington 7.7 1

Source: 1983 Annual Survey of Manufactures: Origin of Exports of Manufactured
Products. Publication MB3(AS)-5, issued March 1986.
U.S5. Department of Commerce, Bureau of the Census, Washington, DC.



Table 8 (cont.)

EAST SOUTH CENTRAL
Alabama

Kentucky
Mississippi
Tennessee

MOUNTAIN
Arizona -
Colorado
Idaho
Montana
Nevada

New Mexico
Utah
Wyoming

PACIFIC
Alaska
Hawaii
Oregon
Washington

12,
24,

Source: 1983 Annual Survey of

Products. Publication MB3(AS)-5,

OO

NNV SOL

| el - B I

Manufactures:

19
35
36
19

6
22
28
48
33
49
34
30

1
45
9
2

Origin of Exports of Manufactured

issued March 1986.

U.S. Department of Commerce, Bureau of the Census, Washington, DC.
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Table 8
States' Rank and Percentage of Manufacturing Shipments Related to Manufactured

Exports, 1983
(by region)

Manufacturing Shipments

Related to Manufactured State Ranking
Exports as a Percentage (compared with the 50
: of Total Manufacturing states and District of

Geographic Area Shipments Columbia)
UNITED STATES 11.3 -
WEST NORTH CENTRAL
Kansas 7.4 46
Jowa 9.0 42
Minnesota 10.3 30
Missouri 10.1 31
Nebraska 8.2 b
North Dakota 9.1 41
South Dakota 7.1 47
WEST SOUTH CENTRAL
Arkansas 11.6 17
Louisiana 11.3 18
Oklahoma 10.8 23
Texas 11.8 12
EAST NORTH CENTRAL
Illinois 10.1 31
Indiana 11.8 12
Michigan 13.3 8
Ohio 12.1 10
Wisconsin 9.3 37
NEW ENGLAND '
Connecticut : 15.0 4
Maine 9.3 37
‘Massachusetts 13.8 7
New Hampshire 10.6 25
Rhode Island 10.7 24
Vermont 14.8 5
MIDDLE ATLANTIC
New Jersey 9.3 37
New York 10.4 28
Pennsylvania 10.5 27
SOUTH ATLANTIC
Delaware - 11.7 14
District of Columbia’ 3.9 51
Florida 11.7 14
Georgia 8.3 43
Maryland 8.3 37
North Carolina 10.6 25
South Carolina . 11.7 14
Virginia i1.0 19
West Virginia 16.1 3



Table 10
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*Value of Manufacturer's Shipments Related to Manufactured Exports for Kansas, 1983
(in millions of dollars)

Total Value of Manufacturers' Shipments

Total Value of Export Related Manufacturers’ Shipments

Total Value of Direct Export Manufacturers’
Total Value of Supporting Export Manufacturers’

27,500.7

1,144.4
899.4

Shipments *1
Shipments *2

2,043.8

*1 - Includes only the value of manufactured products exported by the producing plants.

%2 - Includes shipments of components, parts, supplies, etc.,

the export product.

Source:
Publication M83(AS)-5, issued March 1986.

U.S. Department of Commerce, Bureau of the Census,

Table 11

1983 Annual Survey of Manufactures:

used by plants producing

Origin of Exports of Manufactured Products.

Washington, DC.

Value of Exported Manufacturers' Shipments from Kansas, 1983
(in millions of dollars)

Total Export

Industry’s Exports

SsIC Related Manufacturing as a Percent of Total
code’ Industry Shipments Manufactured Exports
20 Food & kindred products 631.2 30.92

23 Apparel & other textiles 8.9 0.42

24 Lumber & wood products 9.6 0.52

25 Furniture & fixtures 0.8 0.02

26 Paper & allied products 40.2 2.0%

27 Printing & publishing 25.6 1.32

28 Chemicals & allied products 137.3 6.72

29 Petroleum & coal products 165.5 8.1Z

30 Rubber & misc. plastics 120.4 5.9%

32 Stone, clay & glass products 27.1 1.32

33 Primary metal industries 56.7 2.82

34 Fabricated metal products 36.4 1.82

35 Machinery, except electrical 296.4 14.52

36 Electric & electronic equip. 67.4 3.32

37 Transportation equipment 393.9 19.32

38 Instruments & related produc 18.5 0.9

39 Misc. manufacturing industri 6.7 0.32

Total Kansas Manufacturing Exports 2,043.8 100.0%

Source:
Manufactured:Products.

1983 Annual Survey of Manufactures:
Publication M83(AS)-35,

Origin of Exports of
issued March 1986.

U.S. Department of Commerce, Bureau of the Census,- Washington, DC.
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II.

state resources to enhance market driven opportunity is the most
efficient use of very limited resources. On the other hand,
opportunity may have more scope to evolve successfully in the more
distressed areas if given some extra support or preference by the
state. Taken to some lengths however, preferential targeting
could result in the state frittering away its scarce resources for
very little return.

The arguments against targeted rural policy are more economic in
nature. The arguments for targeting are tied to social goals and
notions of the social value of the rural lifestyle. '

The Concept of Targeting Areas for Economic Development or Transition
A. The Equimarginal Principle

We have advocated the equimarginal principle for state

funds: They should be spent where Kansans can get the

besi 'bang for the buck.’ However,some benefits are

difficult to measure and easy to overlook--The

equimarginal principle may not preclude targeting rural

areas. —

B. Transition Policy or Development Policy?

If we are to allocate state dollars to distressed areas,

our objectives must be clear. Do we wish to rase

traqsition. or do we wish to enhance economic

development? The two objectives are not mutually

exclusive, since a transition program may be required to

tide over an area designated for long-term development.
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TOPIC X:

TARGETING FUNDS FOR RURAL DISTRESSED AREAS

Anthony Redwood
July 21, 1987



TO: Joint Committee on Economic Development

FROM: Anthony Redwood, Director, Institute for Public Policy and

Business Research, University of Kansas.

_ DATE: July 21, 1987

QUESTION: Should the state target funds to rural distressed areas for

economic development programs?

I. The Issue

The ‘rural economy is undergoing significant economic change.

Incomes and Employment are growing much more slowly in rural areas

than in urban areas. Economic activity is becoming increasingly

concentrated in certain geographic areas, for example in Kansas in

the industrial loop of I-35, I-135, and I-70.

Employment in Kansas

1976 1986
Non-urban 535,775 546,890
Urban 504,925 621,140
Total Kansas 1,040,700 1,168,030

Source: Kansas Department of Human Resources

Percent Growth

2.10
23.01

12.24

This uneven development is driven by the market and such

structural factors as international forces, the shift to a service

economy, deregulation, and changes in the agricultural economy.

The various economic development measures passed and proposed

for the state are largely designed to support development wherever

opportunity exists in the state. Unfortunately, opportunity will

not occur evenly, but will be largely market driven. The use of

g
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A revolving loan fund Qas established
with a million dollar EDA grant in 1980. The
foal is to help create and retain jobs in the
region. The program was designated for
manufacturing businesses and wholesale
distributors that are unable to secure
adequate private financing. Funds may be used
for acquisition of land; installation of
infrastructure; and construction, renovation,
and rehabilitation of buildings, as well as
for working and start-up Eapital.

The loans are offered at a low interest
rate, with the maximum loan being $200,000.
Each dollar lent must be matched by two
dollars in private funds. Between 1980 and
1985, closed loans came to $1.9 millién.

Thé Connecticut Developmeht Authority
administers the fund. Funds may be uged for
acquisition of land; installation of
infrastructure; and construction, renovation,
and rehabilitation of buildings, as well as
for working and start-up capital.

Northeast Connecticut Capital Assistance Loans

During the past 30 years northeastern
Connecticut has been losing its textile
industry. Unemployment in the region has been

high. Income in the area and education levels
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Table 5

States' Rank and Percentage of Employment Related to Manufactured Exports, 1983
(By rank order)

-

Employment Related to State Ranking

Manufactured Exports as a (compared with the 50

Percent of Total Private states and District of
Geographic Area Sector Employment Columbia)
United States 4.8
Washington 7.7 1
Connecticut 7.3 -2
Vermont 6.4 3
Michigan 6.2 4
Ohio 6.1 5
Massachusetts 6.1 5
Delaware 6.0 7
Oregon 5.8 B
Rhode Island 5.8 B
Indiana 5.7 10
New Hampshire 5.4 11
North Carolina 5.4 11
Tennessee 5.3 13
Californis 5.2 14
Minnesota 5.2 14
Wisconsin 5.1 16
Arizona 5.0 17
Pennsylvania 5.0 17
Illinois 4.9 19
Alaska 4.9 19
New Jersey 4.9 19
South Carolina 4.9 19
New York 4.8 23
Colorado 4.6 24
Jowa 4.5 25
Arkansas 4.5 25
Missouri 4.3 27
Oklahoma 4.3 27
Alabama 4.3 27
West Virginia 4.2 30
Maine 4.1 31
Utah 3.9 32
Mississippi 3.9 32
Georgia 3.9 32
Kansas 3.8 35
‘Kentucky 3.8 35
Virginia 3.8 35
Texas 3.5 35
Nebraska 3.4 39
Idaho 3.3 40
Florida 3.2 41
Louisiana 3.2 41
Maryland 3.1 43
North Dakota 3.1 43
South Dakota 2.6 45
Montana 2.5 46
New Mexico 1.8 47
Wyoming 1.7 48
Hawaii 1.5 49
District of Columbia 1.4 50
Nevada 1.4 50

Source: 1983 Annual Survey of Manufactures: Origin of Exports of Manufactured
Products. Publication MB3(AS)-5, issued March 1986.
U.S. Department of Commerce, Bureau of the Census, Washington, DC.
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Table 7
States' Rank and Percentage of Manufacturing Shipments Related to Manufactured

Exports, 1983
(By rank order)

Manufacturing Shipments

Related to Manufactured State Ranking
Exports as a Percentage (compared with the 50
of Total Manufacturing states and District of

Geographic Area Shipments Columbia)
United States 11.3
Alaska 25.4 1
Washington 24.1 2
West Virginia 16.1 3
Connecticut ~15.0 4
Vermont 14.8 5
Arizona 14.5 6
Massachusetts 13.8 7
Michigan 13.3 8
Oregon 12.2 9
Ohio 12.1 10
California 11.9 i1
Indiana 11.8 12
Texas 11.8 12
Florida 11.7 14
South Carolina 11.7 14
Delaware 11.7 . : 14
Arkansas 11.6 17
Louisiana 11.3 18
Tennessee 11.0 19
Alabama 11.0 19
Virginia 11.0 19 ’
Colorado 10.9 22
Oklahoma 10.8 23
Rhode Island 10.7 24
North Carolina 10.6 25
New Hampshire 10.6 25
Pennsylvania 10.5 27
Idaho 10.4 28
New York 10.4 28
Minnesota 10.3 30
Missouri 10.1 31
Illinois 10.1 31
Nevada ' 9.9 33
Utah 9.7 34
Kentucky 9.6 35
Mississippi 9.4 36
Wisconsin 9.3 37
Maryland 9.3 37
New Jersey 9.3 37
Maine 9.3 37
North Dakota 9.1 41
Iowa 9.0 42
Georgia 8.3 43
Nebraska 8.2 44
Hawaii 7.7 45
Kansas 7.4 46
South Dakota 7.1 47
Montana - 6.8 48
New Mexico 6.4 49
Wyoming 5.2 50
District of Columbia 3.9 51

Source: 1983 Annual Survey of Manufactures: Origin of Exports of Manufactured
Products. Publication MB3(AS)-3, issued March 1986.
U.S. Department of Commerce, Bureau of the Census, Washington, DC.






are the lowest in the state. In order to

retain and increase employment in the area,

the Connecticut Development Authority offers

capital assistance loans of up to $300,000 at

low interest rates. The loans cannot be used

for start-up capital.

3. In addition, the Connecticut legislature
established the Comprehensive Readjustment of

the Northeast Economic Region initiative

(CORNER) in 1986. The program includes the

establishment of a $2 million loan fund to

stimulate job creation through business

startups, expansions, and relocations in a 19-

town region, with a maximum loan of $300,000

and a maximum term of 15 years. The CORNER

Revolving Loan Program offers low-cost working

capital and fixed-asset financing for

manufacturing, research and distribution
companies.
The Iron Range Area of Minnesota.

The Iron Range of Minnesota once produced taconite
pellets for steel manufacturing. In the past few years,
Brazilian tacpnite has replaced Minnesota taconite. The
state has begun a program of tax and job incentives for
manufacturing and tourism start-ups or relocation in the
Iron Range. In certain cases the state pays up to $4/hr

of new job wages. The Iron Range Resources
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1. transition objectives - short-run
a. easing human resource adjustment
b. easing public infrastructure adjustment
c. supplementing rural incomes
2. development objectives - long-run modification of structural
changes to produce a more diversified rural economy
a. infrastructure investment
b. business development
c. information dissemination (promotion)
III. State Programs Targeting Geographic Areas - Illustrations
A. Urban and county enterprise zones
Thirty-three state have urban or county enterprise zones.
A recent Housing and Urban Development study found
‘enterprise zones to be "an effective and flexible
addition. to the local arsenal of economic development
weapons." The study also showed that the concept might
bevmore effective as a marketing tool than the tax
relief incentives.
B. Connecticut Programs
1. ° Nagatuck Valley Revolving Loan Fund
Nagatuck Valley was the location of
significant production of textiles, footwear,
brass and other traditional dindustries.
Unemployment in the area increased when these
industries either moved out of the area as

demand for the products decreased.
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Iv.

Some

Rehabilitation board has also begun an import
substitution program. Businesses in the Range are being
surveyed to ‘find what they buy from outside the area.
Next, the feasibility of producing these imports within
the Range will be examined.

Colorado Initiatives Program (outline attached)

One of Colorado's goals has been to extend economic
development - beyond the front range metropolitan areas.
Last year the Colorado Divisidn of Commerce and
Development began a community-based program for non-
metropolitan areas. Communities apply to be in the one-
year program. 1f they are accepted, they sign a

memorandum of understanding that commits their resources

“and state resources to be used for development planning.

The communities in the program each have access to
$4,000 for consultant and Mountain Bell grants $150,000,
which the communities spend on carrying out projects

planned during the program.

Most other state do not target development activities

geographically.
Considerations
Most of non-metropolitan Kansas is distressed
economically. If targeting were to be justified for most
of the state, would it be preferable to have only state-

wide programs?
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Table 6

States’ Rank and Percentage of Employment Related to Manufactured Exports, 1983
(By region)

Employment Related to State Ranking
Manufactured Exports as a (compared with the 50
: Percent of Total Private states and District of
Geographic Area Sector Employment Columbia)
UNITED STATES 4.8 ) ’ -

WEST NORTH CENTRAL

Kansas 3.8 35
Jowa 4.5 25
Minnesota 5.2 14
Missouri 4.3 27
Nebraska 3.4 39
North Dakota 3.1 43
South Dakota 2.6 - 45
WEST SOUTH CENTRAL

Arkansas 4.5 25
Louisiana 3.2 41
Oklahoma 4.3 27
Texas 3.5 38
EAST NORTH CENTRAL

Illinois 4.9 19
‘Indiana 5.7 11
Michigan 6.2 4
Ohio 6.1 5
Wisconsin 5.1 17
NEW ENGLAND

Connecticut 7.3 2
Maine 4.1 31
Massachusetts 6.1 5
New Hampshire 5.4 11
Rhode Island 5.8 8
Vermont 6.4 3
MIDDLE ATLANTIC

New Jersey 4.9 19
New York 4.8 23
Pennsylvania 5.0 17
SOUTH ATLANTIC

Delaware 6.0 7
District of Columbia 1.4 50
Florida 3.2 41
Georgia 3.9 32
Maryland 3.1 43
North Carolina 5.4 11
South Carolina 4.9 19
Virginia 3.8 35
West Virginia 4.2 30



KANSAS MANUFACTURED EXPORTS

Explanation of Tables .

" Table 5

Table 5 gives the percentage of total private sector employment that is related
to manufactured exports for each state. Each state is also ranked based on this
percentage, and the states are listed in rank order. This table shows Kansas is
35th. :

Table 6

Table 6 gives the same information as Table 5, but it lists the states by region.
This table shows how other states in Kansas' region are doing in comparison with
respect to employment attributed to manufactured exports. With the exception of
Minnesota and Iowa, all states in the region are below the median percentage of
employment related to manufactured exports.

Table 7

Table 7 gives the percentage of manufacturing shipments which are export related
for each state. Each state is also ranked based on this percentage, and the
states are listed in rank order. On this basis, Kansas is ranked 46th.

Table 8

Table & provides the same information as Table 7, but it lists the states by’
region. This table shows that all states in Kansas’ region are below the median
percentage of shipments related to manufacturing exports.

Table 9

Table 9 shows the number of employees whose jobs were related to manufacturing
exports by major economic sector in 1980, 1981 and 1983. In Kansas in 1983,
14,400 jobs related to manufactured exports were in manufacturing industries and
17,900 were in nonmanufacturing industries which provided services to support the
export of manufactured goods from the state. This represents a 14,900 decline in
total jobs related to manufactured exports between 1981 and 1983 in Kansas.

Table 10

Table 10 shows the percentage of total employment related to manufactured exports
in each major economic sector in Kansas in 1983. Manufacturing industries in
Kansas provided 44.67 of the total jobs related to manufactured exports and
nonmanufacturing industries provided 55.4%.
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B. There are serious difficulties in determining geographic
areas to be targeted, particularly in relation to
ascertaininé which ones offer more promise for future
growth.

c. The primary device available to implement targeting
would be business incentives, infrastructure
development, and human capital programs. The approach
adopted by the state to‘date has been to minimize the
use of incentives to influence location decisions.
Further, the evidence seems to be that this device has
only limited impact on industrial location because of
the primary importance of basic factors like market

access and resources availability.

Institute for Public Policy and Business Research
University of Kansas

1987 Funding for Selected Small Business Developmént Centers

State Federal
Kansas 769,302 669,500
Nebraska ‘ 450,630 442,000
Oklahoma 557,395 562,124
Missouri* 1,391,000 1,362,610
Iowa¥* 1,190,248 825,000

«Funding for fiscal 1886.

Source: Small Business Administration, Office of Business Development
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PRESENT‘VALUE ANALYSIS OF TAX CREDIT TO STATE

An analysis similar to that discussed previously wa

determine the present value cost to the st

period from 4 years to 1 year

for this analysis as provided in the legislation.

complete table of calculation

The calculations using 102 ar

. A $6,000,000 tax credit ceiling was assumed

s for three discount rates: 107, 121 and 8Z.

e shown below:

s applied to

ate of reducing the deduction

Appendix C provides the

Credit
taken Annual Net Present Net PV Effective
over State Value of Dollar Tax Credit
X yrs. Credit Credit Savings %)

4 61,500,000 $5,203,278 §796,722 21.87

3 $2,000,000 $5,471,074 $528,926 22.82

2 $3,000,000 85,727,273 $272,727 23.92

l $6,000,000 $6,000,000 $0 25.02

The fourth column entitled
savings which the state realizes with the 4, 3, and 2 year deduc

periods when compared to a 1 year deduction period.

the current 4 year deduction

period the state realizes a $796,722 savings

over providing a 1 year deduction period.

"Net PV Dollar Savings” indicates the

In other words, with

tion-
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SUMMARY OF KANSANS' PERCEPTIONS OF THE TAX CREDIT
FOR CERTIFIED VENTURE CAPITAL COMPANIES

Overall, there is satisfaction with regard to the structure of the
current tax credit forﬁcertified §enture capital companies. To date, this
" credit has provided fund managers with an additional marketing tool in their
attempts to raise funds. However, it is clear that while the tax credit may
be a necessary condition for raising capital, it is not & sufficient
condition. Rather, investors rank the track record of the management team
as predominant with anticipated risk-adjusted rate of return and fund
objectives as second and third criteria.

Obviously, the more attractive the tax credit the more significant
is its role in the decision-making process. For this reason, some
individuals expressed their support for reducing the time period for taking
the tax credit from &4 years to 2 years or less. In addition, the amount of
‘the tax credit ‘coupled with the deduction time frame effects the investor's
calculation of the risk-adjusted rate of return; a decision criteria
mentioned above.

Finally, many individuals noted that it takes a preat deal of time and
effort to raise capital particularly in a marketplace whére the concept is
relatively new. This comment is supported in the experience of othér

states.
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Annual Net Present Effective
Credit taken State Value of Tax Credit
over x yrs. Credit Credit (%)
4 $2,875 $10,025 21.792
3 $3,833 $10, 486 22.802
2 $5,750 $10,977 23.862
1l $11,500 $11,500 25.002

Reviewing these 10% discount figures, we find that the 251 tax credit
actually represents an effective credit of 21.8% given the present
requirement of a four year deduction period. The effective rate increases
as this time period decreases until‘it reaches 252 if the full credit is
allowed in the first year. The effective rate is even lower when federal
tax implications are considered ranging from 15.7% for a four year period to
187 for & one year period (see additional calculations shown in Appendix A).
These effective rates do not change if we assume &n investmént level other
than $46,000.

Table 2 (Appendix B) presents similar information as it applies to
corporations. Here a $72,000 cash investment is assumed which represents the
gverage ﬁmouht a corpoiation contributed to the Research Capital Management
Group Fund in Lawrence. - Agéin, the effective tax credit rates do not change
if we assume a different investment level. The corporate effective rate,
assuming no federal tax implications, matches the individual rate. When
federal taxes are assumed, the effective rate is lower for corporate

investors due to their higher average tax rate.



OTHER STATE VENTURE CAPITAL TAX CREDIT PROGRAMS

Arkansas
Description:
-Legislation passed in 1985
-337 tax credit which can all be taken in the first year;
carry forward provisions available
Activity:
-No activity to date; possible explanations:
1) No direct solicitation by the state
2) Firms interested in venture capital are working
through other organizations within the state e.g.
private sector initiative through Southshore Bank,
Chicago and Arkansas Business Council supported by Sam
Walton and Don Tyson.
Indiana
Description:
-Enabling legislation passed in 1981
- -One-time fund "drive" with-.a two-year investment window for
eligibility for a 30X tax credit
-307 tax credit to be taken in the year of the investment with
a 5 year carry forward provision available
Activity:

-The $5,000,000 available for the tax credit was utilized
resulting in a venture capital fund of §16,667,000

-Major investors included Indiana headquartered insurance
firms, banks, utilities and industrial concerns with a
sizable Indiana presence

Role of Tax Credit:

-Considered crucial as it provided visibility that the fund
otherwise would not have received

-Credit was large enough to "get attention" but not "that
great". When the effects of federal tax liabilities were
considered, the effective tax credit rate was calculated as
less than 202Z.

-Tax credit was a necessary but not sufficient condition for
success of the venture capital fund. Other important factors
included:

1) Sense of responsibility to economic development
2) Obtain a "window" on new technology
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RECOMMENDATIONS

There are three options which exist regarding the current tax crédit
for venture capital companies. First, the crédit may be retained in its
. present form; 251 over & four year period. Second, the tax credit
percentage could be increased to 30%; the rate provided in the Indiana
legislation. Finally, the tax credit deduction period could be decreased
from its present time frame of & years'to 2 years or less as is legislated
in the majority of states we surveyed.

It is our recommendation that the current legislation be amended to
decrease the deduction period from 4 years to 1 year. This change has two
distinct advantages. First, the accounting complexity required by both the
investor and the state to track the credit over a four year period of time
is reduced. This reduction in complexity results in an administrative cost
" savings to both the investor and to the state. Secondly, with the reduction
to a one year time period, the effeétive rate of the tax credit matches the
legislated or "advertised” rate of 237 as shown in the previous present

value analysis.
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Activity:

-In the final stages now of presenting the first prospectus to
a group of investors. This would establish the first of the
five qualified contribution funds.

" Montana
Description:
-Original legislation passed in 1983
-Provided a 251 tax credit which is required to be taken in year
of investment if possible, carry forward and carry back
. provisions are provided
-Original legislation amended in 1987 as only $2.4 million in
venture capital had been raised resulting in $400,000 in tax
credits over the four year period since the legislation was
first adopted
-New law provides a 502 tax credit with same time frame
provisions and increases the maximum tax credit per
individual from $25,000 to $125,000
Activity:

-Since the passage of the new legislation in July 1987, one
capital company is in the process of raising the $1.5 million
minimum capitalization level »
-Slow activity attributed to the character of the people in
Montana, the lack of knowledge and education in venture
capital and a general fear of these riskier funds

North Dakota
Description:
-Original legislation passed in 1985, amended in 1986/87 to
, allow insurance companies and banks to contribute funds
s -257 tax credit to be taken over four years, Carry forward and
carry back provisions included
-$500,000 minimum capitalization

Activity:

-Slow; the first application is in process
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AFFEZNDIX A

EFFECTIVE TRX CREDIT
CERTIFIED VENTURE CAFITAL COMFANIES
INDIVIDJALS

TRABLE

Azsurptions : $45,000 Cash Investeent
2574 tax credit or $11,5C0
Discount rate of 107
Individual {federal tax rate

fzsusrtion: ¢ $44,000 Caszh Investeent
204 tax credit or 11,500
Discount rate of 10%
Na federal tax tonezjuences

of 28%
fnnual Net Prezent Effective frpual  Credit  Net Present Efisciine
Credit taken  State  Veluz of Tay Credit Credit tacen  State  Net of anua of Tax Lredit
over x vearss Credit Credit {1} over x years: Credit Fed Tax Credit (1)
) 42,875 $10,025 2179 § $2,6875  $2,070 T4, I
3 §3,833 $10,486 22,804 3 $3,833 42,740 $7,330 15.41%
2 $2,750 19,977 23.85% 2 $5,730  $4,140 $7,904 i7.18%
i $11,530 $11,500 25,001 i $11,500  $8,280 $3,260 1E.04%
fssueptions 1 $45,000 Cash Investeent fcsugptions : $44,000 Cash Investesznt
25% tar credit or $11,50C ZSZ tax credit or $11,500
Discount rate of 122 Giscount rate of 123
No +ederal tax conzeguences Individual federal tax rate
4 of 281
Annual Net Present Effective fnnual  Credit Net Present Effective

Credit taken  State  Value of Tax Credit
over x years: Credit Credit {)
4 $2,875 $9,780 21.25%
3 $3,613 $10,312 22,42
2 $5,730 $10,8E4 21,652
1 $11,500 $11,300 25.00%

Rzcusptions @

$46,000 Cash Investeent
25% tax credit or 311,500
Jiscount rate of E

ko federal tax tansequence=

Arnuzl Net Present Effective
Credit taken  State  Value of Tax Credit
over x years: Credit  Credit (1
4 $2,875 $10,284 22,387
3 $3,633 $10,66% 23.191
2 $5,750 $11,074 24,07
1 $11,300 $11,500 25.00%

Credit taken  State Net of Value of Tax Credit
over x years: Credit Fed Tax Credit {i)
4 $2,875  £2,070 47,082 15.34%
3 $3,833  $2,740 §7,425 16, 14%
2 5,750 $4,140 $7,9%¢ 7,04
1 $11,50C  $E,280 $E, 28 18,655

fzsurptions @

$45,000 Cash Investeent

25% tax cregit or $11,500
Dizcourt rate of &2
Individaal federal tax rate

of 264
finnuz]  Credit Net Present Effective

Credit taken  State WNet of Value of Tax [regit
over x years: Credit Fed Tax Credit {1)

4 $2,875 - $2,070 47,405 16.10%

3 $3,E57  $2,740 $7,662 16.70%

2 $3,750  $4,140 $7,973 17,33

1 $11,500  $E,280 $6,280 1B, 00%
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PRESENT VALUE ANALYSIS OF TAX CREDIT
TO INDIVIDUALS AND CORPORATIONS

The present value analysis is a financial methodology which recognizes
that money has value o&er time. That is, a dollar received today is worth
more than a dollar received next year. This has application to the tax
credit for venture capital funds in regard to the timing of the tax credit
deduction against state taxes. The full credit received in year 1 will have
a greater value than one-fourth of the credit received for each of four
years.

Two columns of calculations are presented in both Tables 1 and 2
(Appendices A & B). The left-hand column assumes no federal tax
implications. The right-hand column takes into account the increase in
federal tax liability that occurs as the state tax liability decreases.
This is the issue addressed by Indiana.

As a simplistic explanation, the discount rate in these tables can be
said to represent the rate of return an investor could have received on
their dollars. A 101 discount rate is assumed in the first row, a 121 rate
in the second row and an 82 in the final row. As expected, as the discount
rate is increased, the effective percentage of the tax credit decreases for
periods 2 through 4.

This Present Value methodology is jllustrated first in Table 1
(Appendix A) as it relates to the tax credit for individual's investing in
these funds. A $46,000 cash investment is assumed which represents the
average amount an jndividual contributed to the Research Capital Management
Group Fund in Lawrence. The calculations which assume a 10Z discount rate

and no federal tax implications are shown below.
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TOPIC XI:

CERTIFIED VENTURE CAPITAL COMPANIES TAX CREDIT

Charles E. Krider
October 16, 1987
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APPENIIX B

EFFECTIVE TAX CREDIT
[ERTIFIED VENTLRE CAPITAL COMPANIES

pesusptions & $72,000 Cash Investeent -
251 tax credit or $18,000
Discouns rate of 102
No federal tax consequences

anrual  Net Present Effective
Credit taken ctate  Value of Tax Credit

over x years: Credit Crecit ¥4
A 50 w5es 2079
3 $6,000 §16,013 22.80%
2 $9,000 $17,182 23.B6%
1 $18,000  $1E,000  25.00%

fssugptions § $72,000 Cash Investeent
25% tax credit or $16,000
Discount rate of 124
No federal tax consequences

Ann¢a14 ﬁét Present Effective °

Credit taken  State value of Tax Credit

pver x years: Credit Credit {2)
4 $4,500 $15,308 21.2b%
3 $5,000 $16,140 22.421
2 $5,000 $17,03b 23,6861
i $18,000 $18,000 - 25,002

fissusptions $ $72,000 Cash Investsent
257 tax credst or $18,000
Discount rate of BL
No {ederal tax consequences

pnnual Net Present Eéfective
Credit taken  State value of Tax Credit

_gver x years: Lredit t(edit {1)
4 $4,300 $16,097 22,36
3 $6,000 $1£,700 23.1%%
7 $9,000 $17,333 24,071
i $12,000 $1£,000 25.00%

CGRFDR&TIDNS

TRBLE 2

fssurptions ¢ $72,000 Lazh Investsent
251 tax credit or $18,000
Discount rate of 101
Corporate federal tax rate
of 34
gnnual  Credit et Presert Etfective
Credit taken  State Kt of Value of  Tax Credit

over x years: Credit Fed Tax Credit {n
4 $1,500 §2,970 $10,35% 14.38%
3 $6,000 3,560 $10,833 15.05%
2 $9,000  $5,94C $11,340 15.75¢
i $18,000 $11,880 $11,880 16,501

Assusstions & §72,000 Lach Investesnt

751 tax credit or $18,000

Discount rate of 121

Corporate federal tax rate

of 4L
~ Annual Credit Net Present Effective

Credit taken  State Net of Value of  Tax Credit
over x years: Credit Fed Tax Credit )]

$10,103 14,03
$10,653 14,801
$11,244 15,471
$11,880 16,50

$4,500  $2,970
§6,000  §3,560
$9,000 93,940
$16,000 11,880

03 A B

fssuxptions @ $72,000 Cash Investeent
25% tax credit or $15,000
Liscount rate of 1
Corporate federal tax rate
of 3%

ponual  Credit Net present Effective
Credit taken tate  Net of Value of Tax Credit
over x years: Credit Fed Tax Credit {1)

L] $4,500 82,570 $10,624 14,781
3 §6,000 43,960 $11,022 15,311
2 $5,000 83,940 $11,440 15.89%
1 $1E,000 $11,B8C $11,680 16,501



-They are considering the formation of a second fund, however,
they will attempt raising funds without the benefit of a tax
credit now that venture capital has become "visible" in the
state.

Louisiana
Description:

-Original legislation passed in 1984, amended in 1986 reducing
‘the capitalization level from a minimum of $3 million to
$200,000
-35% tax credit which may be taken in the first year of the
investment with carry forward provisions available
-An additional 5% is given if the capital company invests in a
business located in a Louisiana Enterprise Zone

Activity:

-Slow with first application requested in September 1987

Mississippl
Description:

-Enabling legislation passed in 1985, modeled after the Louisiana
legislation

-25%7 tax credit which may be taken in the first year

-$200,000 minimum capitalization requirement for fund to qualify
investors for the tax credit

Activity:

-To date, no one has applied for the tax credit. Just recently,
one individual has indicated an interest in establishing a
fund and the state is now in the process of drafting the

~ necessary papers. They attribute the low level of activity
~to the cumbersome and restrictive nature of the b111

Missouri
Description:

-Enabling legislation passed in 1986 establishing the mechanism
to form 5 qualified contribution funds

-Investments .in one of the five funds qualifies the investor
for a 302 tax credit which may be taken over the first year
with a 10 year carry forward tax provision

-Tax credits are negotiable instruments

-$2,000,000 maximum capital contribution per investor
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fssumptions :

Credit taken
Over x years:

—_ S D&

fissumptions :

Credit taken
pver » ygars:

APPENDIX C
EFFECTIVE TAX CREDIT
CERTIFIED VENTURE CAFITAL COMPANIES
STATE OF KANSAS

TABLE 3

55,000,000 TOTAL TAX CREDIT
Discount rate of 106%
No federal tax conseguences

- o 2 T o o -

fissumplions

Credit taken
over x years:

Annual  Net Present Net FY Effective
State Value of Dollar Tax Credit
Credit Credit Savings (%)
£1,500,000 5,220,278 $769,722 21.79%
2,000,000 ¢C- 471,074 §5286,926 22.80%
7,000,000 55,727,273 8272,727 232.86%
6,200,000 ¢6,002,000 &0 25.00%
$5,000,000 TOTAL TAX CREDIT
Discount rate of 12%
No federal tax conseguences
Annuzl Net Present Net PV Effective
State Value of Dollar Tax Credit
Credit Credat Savings (%)
51,500,020 $5,102,747 5897,253 21.26%
2,000,000 $5,380,102 $£19,898 22.42%
$£3,000,000 $5,878,571 $321,428 23.68B%
86,000,000 5E,000,000 g2 25.e0%
: 85,000,000 TOTAL TAX CREDIT
Discounti rate of E%
No federal tax conseguences
Annual Net Present Net PV Effective
Siate Value of Pollar Tax Credit
Credit Credit Savings (%)
$1,500,000 $5,385,645 $534,32585 22.36%
& ,000,000 85,568,528 $433,471 23.19%
€5,000,000 85,777,776 §222,222 24.07%
$6,000,002 $E,000,000 50 25.00%

[ AV S

i ti—
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The Kansas Constitution, as a result of an amendment passed by voters in
1986, authorizes cities and counties to grant property tax exemptions for
economic development purposes.. The amendment also specifies that the legislature
may place limitations or prohibitions on the granting of exemptions which would
be applicable to all cities and counties. The following propdsals would govern
the application of tax abatements at the local level and help ensure the
productive use of such exemptions. These recommendations are guided by several
basic principles. First, communities should grant abatements on a limited basis
to prevent serious erosion of their tax base; such erosion prevents governments
from providing the infrastructure necessary for firms to adequately conduct
business. Secondly, abatements should only be granted when benefits to the
community exceed costs; unproductive abatements should not be encouraged. And
third, unproductive competition among local governments within the state must be
prevented to avoid eroding the fiscal capacity of the state as a whole. 1In light
of these principles, we make the following proposals for the use of tax
abatements at the local level. The state should consider:

1) Requiring communities to have a written plan with criteria established
before granting any abatements. The plan should be available to the public and
submitted to the State Board of Tax Appeals and the Department of Commerce. The
plan should include the application procedure, the community's criteria for
granting an abatement and for establishing the size and length of the abatement,
and the review and monitoring process firms must go through in order to maintain
their eligibility for an abatement. The community's written plan should provide
for the granting of an abatement only when the abatement is a determining factor
in a firm's location decision process; abatements should not be made available to
firms who intend to locate in the community without the incentive.

2) Requiring that a community explicitly determine the costs and benefits
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of an abatement before granting it. An abatement should only be granted upon a
clear and factual showing of direct economic benefit to the community. The state
should provide a model for the cost-benefit analysis of tax abatements. The
Indiana Economic Development Council is currently working on such a model for the
state of Indiana, and Kansas, Inc. has expressed interest in developing’a similar
model for the state of Kansas.

Among costs which should be considered are the foregone tax revenues the
firm would have paid if the firm had not received the abatement, and the increase
in public expenditures for goverhment services such as education, protection,

sanitation and recreation services. Benefits to be considered include increases

in property, sales and income taxes attributable to new employees and the

multiplier effects of additional investment and empldyment in the community.
Other factors to consider are the kinds of jobs created and salary levels, the
amount of utilization of the unemployed in the community, and the degree to which
the business improves the diversification of the economy.

3) Requiring that communities obtain an annual report from each firm
receiving a tax abatement. This report should provide information to show
whether or not the conditions specified for receipt of the tax abatement have
been met. For example, have the number of new jobs that were promised been
created.

4) 1In addition to the above requirement that communities monitor firms that
they have given abatements, requiring that the communities modify or terminate
abatements for which the originally specified conditions have not been met.
Require that communities determine a range of acceptable performance based on the
claims made in the application regarding the benefits to be provided to the
community; if performance does not fall within this range, require that the

"abatement be rescaled or terminated. 5) Banning. the use of a property tax
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abatement for a firm moving from one location in Kansas to another within the

state to prevent bidding between Kansas communities. A proviso may need to be
intluded in the case of a firm which definitely intends to leave a Kansas
community in which it is now located and is choosing between another Kansas
community and an out-of-state location. In this type of case the two Kansas
communities would not be in competition for the firm - only the second Kansas
community and the out-of-state community would be competing.

6) Setting a maximum allowable level of tax abatement for each job created.
This would be expressed in dollars of tax revenue abated for each job created.

7) Plaéing a cap on abatements so that the community cannot use more than a
certain percentage of their tax base for tax abatement purposes. By restricting
a local tax abatement program through some type of budget constraint, careful
targeting of resources and the use of the most cést-effective instruments are
encouraged. The limitation of the amount of tax abateﬁents to a set percentage
of the tax base can pfovide a clear guideline for preventing significant erosion
of a tax base from the cumulative effects of tax aﬁatements granted over a pericd
of years. Once tax abatements havé reached this limit, a community must stop
giving abatements until the tax base grows or firms drop from the tax abatement
program. However, ihe percentage limitation should not be too restrictive such
that it would prevent a community from exempting a business when it is clearly in
the community’s favor to do so even though the limitation has been reached.

To give an example of the amounts affected for a Kansas community if a 3-5
percent cap were set, figures have been calculated for the city of Salina,
‘Kansas. The 1987 tax 1levy for the i988 budget for the city of Salina is
$4,163,000 based on an estimated assessed property valuation of $114,503,000. A
37 restriction would allow the abatement of $3,435,090 of assessed property

valuation or $124,890 in taxes. A 5% restriction would allow an abatement of

$5,725,150 of assessed property valuation or $208,150 in taxes.
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