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MINUTES OF THE __ SENATE _ COMMITTEE ON ___ ECONOMIC DEVELOPMENT

The meeting was called to order by Senator Wint Winter, Jr.
: Chairperson

at

12:30 %¥%/p.m. on January 28 1988 in room _254=E ___ of the Capitol.

All members were present except:
Senator Paul Burke - Excused Senator Alicia Salisbury - Excused
Senator Paul Feleciano - Excused
Senator Fred Kerr - Excused
Committee staff present:
Lynne Holt, Legislative Research Department
Bill Edds, Revisor of Statutes' Office
Mary Allen, Secretary to the Committee

Conferees appearing before the committee:
Senator Eugene Anderson, Kansas State Senate
Roland Smith, Executive Director of the Wichita Independent Business Association

The meeting was called to order by the Chairman, Senator Wint Winter, Jr. at
12:30 p.m..

Senate Bill 176 - An Act creating the small contractors and small businesses'
revolving loan fund.

Staff reviewed the history of SB 176 and noted that it was introduced by Senator
Eugene Anderson during the 1987 Session of the Legislature. The Senate Economic
Development Committee held a hearing on the bill and then referred it for interim
study. Staff said that SB 176, as introduced, authorizes the establishment of a
small contractors and small businesses' revolving loan fund. These companies, with
gross revenues not exceeding $500,000.00, must have been doing business and must
have maintained their principal office in the state for at least one year prior to
application for assistance. They must also be, or intend to be, located in an
enterprise zone. The bill specifies that the total amount of a loan to any one
business shall not exceed $200,000.00 annually. The Secretary of Commerce would
administer the revolving loan fund and develop rules and regulations in consultation
with the state's small business development centers. Staff observed that during the
1987 Interim, the Joint Committee on Economic Development discussed the bill and noted
in its report that a small business loan guarantee program would be preferable to a
direct loan program in that a guarantee program would be less risky for the state
and would increase the state's leveraging capacity.

Senator Eugene Anderson, sponsor of SB 176, appeared before the Committee in support
of the bill. (See Attachment I for his statement.) He observed that it is probably
a lot easier to borrow $500,000.00 than it is to borrow $50,000.00. He stated that
the Small Business Administration (SBA) has a program of direct loans to small
business people but they primarily target individuals who are Viet Nam veterans,
especially those veterans who are handicapped. He pointed out that there is a

group of people who cannot get initial money to start a business and that traditional
lending institutions are not in the business of lending start-up funds. He said

that there needs to be some mechanism at the state level to help those small business
people who have difficulty gaining access to capital through lending institutions.

In answer to a question by Senator Karr, Senator Anderson stated that he would have
no problem with the revolving loan fund in SB 176 being changed to a loan guarantee

program and that the program should be administered through the Kansas Department
of Commerce.

Unless specifically noted, the individual remarks recorded herein have not
been transcribed verbatim. Individual remarks as reported herein have not
been submitted to the individuals appearing before the committee for

editing or corrections, Page __._]_-___. Of L.
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Senator Daniels expressed concern over the provision in SB 176 that the revolving
loan fund would be limited to businesses in enterprise zones. Senator David Kerr
asked Senator Anderson if he would object to eliminating the requirement in the
bill that the business must be in an enterprise zone and to target the bill instead
towards the business being a "primary industry". He pointed out that the Interim
Committee on Economic Development proposed to define "primary industry" and to make
almost all of the incentives provided to companies in the state targeted towards
primary industries. He observed that the primary industry definition proposed
would genmerally include industries which import capital and jobs into the state.

He observed that, to a large extent, the definition proposed does not include retail
businesses. Senator Anderson pointed out that a lot of small businesses are retail
businesses. He said that he does not agree with the "primary industry" approach
for he does not feel that the Legislature should put together any program which
basically discriminates against retail businesses.

Roland Smith, Executive Director of the Wichita Independent Business Association, .
spoke in support of SB 176. Mr. Smith stated that his Association is constantly
seeing small businesses left out of most economic development programs. He pointed
out that eighty-two percent of the businesses in Kansas have twenty-five or less
employees. He observed that the venture capitalists are not interested in this
size business unless it is high tech with a high return and controlling ownership.
Mr. Smith said that SB 176 is very welcome as it would meet a definite need which
exists and which has been long ignored. (See Attachment II for his statement.)

Mr. Smith told the Committee that if the requirement of a business being located in
an enterprise zome is left in SB 176, ninety percent of the businesses which he
represents would be eliminated from the proposed loan program. He stated that he
would have no problem with the bill being amended to change the revolving loan fund
to a loan guarantee program. Mr. Smith observed that he does not agree with the
"primary industry" concept. Senator Karr asked Mr. Smith for suggestions on the
administration of a loan guarantee program. Mr. Smith said that he would like to
see the loan applications begin in the Department of Commerce, then filter down to
the Small Business Development Centers and finally to the Certified Development
Companies.

Mr. Smith stated that the Small Business Administration (SBA) loans do not reach the
vast majority of businesses in need because of the SBA's priorities and its limited
money. Chairman Winter asked Mr. Smith to gather information for the Committee
concerning identifying the existing gaps in the SBA's loan guarantee program.

Senator Karr moved that staff be directed to prepare a draft bill, for further
Committee consideration, which would change the proposed revolving loan fund in
SB 176 to a loan guarantee program. He further moved that staff should identify
policy questions in the draft and suggest various options to those questions.
Senator Vidricksen seconded the motion. The motion carried.

The Chairman asked staff to work with Senator Anderson and the Ranking Minority

Member, the Vice-Chairman and the Chairman of the Committee in preparing this
bill draft.

Senator Danjels moved to remove the limitation that businesses must be located in

an enterprise zone from the proposed bill to be drafted by staff. Senator Vidricksen
seconded the motion. The motion carried.

The meeting was adjourned at 1:30 p.m. by the Chairman.
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SENATE CHAMBER

T THE CHAIRMAN-MEMBERS OF THE COMMITTEE

WE aRE MOST APPEECIATIVE OF THE TIME YOU HAVE ALLOWED FOR
PROPONENTS OF THIS BILL, SENATE BILL 176, WHICH PROVIDES FOR THE
ESTABLISHMENT OF A REVOLVING LOAN FUND T0 BE ESTABLISHED TO
ASSIST, SMALL BUSINESSES aND SHMAaLl, CONTRACTORS, WITH LIMITED

FINANCIAL ASSISTANCE. HOWEVER, SUCH FINQNCIQL'QSSISTQNCE WILL

'BE RESTRICTED TO SMALL BUSINESS AND SMALL CONTRACTOR LOCATED 0OR

THAT AGREE T0 LOCATE OR EXPAND IN AREAS HAVING BEEN IDENTIFIED

AS "ENTERPRISE ZONES*™.

ArPROXIMATELY 98 PERCENT OF ALl AMERICAN BUSINESSES ARE
"SMALL Y. ONLY 10,000 OF THE NATION'S BUSINESSES HAVE 500 0OR MORE
EMPLOYEES. SHMALL BUSYNESS EMPLOYS 47 PERCENT QF THE

NON-GOVERNIMENTAL LABOR FORCE.

ALMOST 80 PERCENT OF ALL NET JOBS COME FROM FIRMS WITH FEWER
THAN 100 EMPLOYEES, ACCORDING TO RESEARCH DONE AT MICHIGAN
INSTITUTE OF TECHNGLOGY, BETWEEN 1968 AND 1876, AND TWO-THIRDS
OF ALl NEW JOBS ARE ACCOUNTED FOR BY FIRMS WITH 20 OR FEWER
EMPLOYEES. FUTQERHORE, IN THE HORTEEAST SMaALL BUSINESS JOB

GAINS MADE UP FOR OPPORTUNITIES LOST BY THE LARGEST CORPORATIONS

DURING THE SAaME PERIOD. O CoroArmanit
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PR HDRITION, NETTONAL SCTEMUE FOUNDATION AND COMMERE £ DEPARTMENT

« 25 ¢

EPORTE CONCORTLUDED THET SHALl, DUSTHESS WAS 240 TLRIES MORK
THROVATIVE PRR RESEORCH GRD DEVELOPMERT DOLLAR THAN LARCE
FIRNMS. v THUS, CONTRORY 10 POrULAR BELIDF » A CFTATE'S JOH

CHESTION, BEVEN TN THE FaRr BELT STATE Nm, WILL COME FROM FOSTERING

LOCAL RUSINESSES, NOT FROM ATTRACTING BUSINESS FROM curT OF

YET FOUR SMABLL BUSINESS, LaCK OF ACDESS TO AP ITol 15 8 MAJOoR

TRABLEM, AND THE ECONOMIC RECESSION HAS SEVERELY MAGNTFIED THIS

erzegn

PRODLER. THE RATE OF BUSINESS FPAILURES IMN 1582 ANDISSS RAN FIVE

A

TIMES AHEAD OF THE RATE IN 1981

MOST SHALL BUSINESSES F}Ni?ék(l‘fj THEIR WORKING CAPTITAL WITH SHORT
THRM, DANK-FINGNCED DEBT. THE CYRATING INCREAGSES IN THE
INTEREST RATES HAVE SI,V}.‘{FLY STRAINED THE DERT-SERVICE
CAPABILITIES OF PMUST SPALL BUSIRNESSES. CWITHOUT THE INTERNAL
RESERVES TO WITHSTARD THE LONS PERIOD OF HY G RATES, ARD WITHOUT
GNOABRILITY TO FULLY PASS ALONG THESE INCREASED "COSTS" OF DDING

BUSINESS 10 THEIR CUSTOMERS, SMoLL BUSINESISE ARE FORCED 10

CLOSE THEIR DOORS. THE FARM SECTOR, COMPRISED MOSTLY OF SHMALL

BUSTMESSES, HAS ALS0 EXPERIENCED £ STEEPR ECOROMIC DECLINE.
STHCE APPROXIMATELY 80 PERCENT OF SMALL BUSINESSES RELY ON

FINANCING FROI DESPOSITORY INSTITY ITLONSG, AN IRNOREASE IN TiHE COSsT

OF FINANCING AND A DECREGSE In THE AVATLABILITY OF FUNDS RS A

FORE SEVERE SMPACT ON SMALLER FIRMS THAN O8N LARGER FIRMS.



s

THE GMALL RUSSINESS ADMINYSTRATION'S DIRECT LOAN AND LoaM
GUARANTEE PRUOGRAITS HAVE HELPED, BUT ARE BEING REDUCED. IMN FacT,
THE 53/ PROGGRAM IS A VERY MODEST CAPTTAL CORKRECTING MECHAMISN

[}

THAT NEEDS EXPANSION T0 COUNTER THE GOVERNMENT 'S CAPITOHL MAaRKET

TRENE IR COME CONTROVERSY OVER WHET HER TAPIT#, ACCESS IS THE
S03T ITPORTANT PROBLEN OR WHETHER THE COST OF CAPITAL IS MORE

TMPORTANT. BOTH PRL IMEORYTANT, BUT SOME CaPITAL ACCESS PROBLEMS
CHN BE SCLVED THROUGH MOD?ST AND INEXPENSIVE MARKET
RESTRUCTURING. SUCH aS THE ESTABLISHMENT OF it REVOLVING LOaRN

FUND TO ASSIT SMaLl BUSINESSES AND SMALL CONTRACTORS.

THE

[

WSV PUBLIC POLICIES BEING PROPOSED FOR SHMALL BUSINESSES fARE
BQSIC{;LY ORIENTED TOWARD IMPROVING CAPITAL ACCESS, NOT REDUCING
THE CAPITAL COST. THIS WILL HELP MANY BUSINESSES aT LIT?LEIGR
NO SOVERNIMENT CO0ST, BUYT Wil MOT SOLVE THE PROBLEM FOR OTHER

BUSINESSES THAT REQUIRE CAPITAL TG SURVIVE Ol EXPAND.

THIE PROGRAN PROPUSAL SHIULL NOT AT EXCLUSIVELY TO SATISFY &
SHGLL BUSINESS CONSTITUENCY, BGT T CREATE A CLIMGTE OF ECONOMIC
ANG JOB GROWTH. THEE POTENTIAL ENTREPRENEUR AND THE STRUGHLING,
GROWING COMPARY - -NOT MATURE SHMALL DUSINESSES MORE INTERESTED
I PROTECTING THETR GAINS - - SHOULD BE TARGHETED FOR ATD. THE
GUNL OF MAaxinmg FPINGNCTAL INSTYITUTIONS MORE RESPONSIVE TO THE

NEEDS CF SMALL DUSINESSES WILL BE WHLL RECEIVED, BUT SPECIFIC

PROGRAM PROPOSALS SHOULD EXTEND BEYOND THE INTERESTS OF THE

-3~



DREANIZED SHALL BUSINESS POLITICAL CONSTITUERCIES. THEREFORE,
NEW PUBLIC POLTCIES SHOULD BE PURSUED a8 PART OF AN OVERALL

STRATEGY OF ECQNQMIC GROWITH, KNOT A4S A SHMALL BUSINESS

CONSTITUENCY ISSUE.
M TRE OWHOLE, StieLl. RUSINESSES APPEOGR TO BE AS PROFITABLE, IF

HOT MORE, THAN LARGE CORPORATIONS. BETWEEN 1972 AND 1976, U.S.

MANUFACTURING CORPORATION WITH ASSETS UNDER $1 BILLION RETURNED

GNLY 12,91 PERCENT, ACCORDING TO FHE FEDERAL TRADE COMISSION.

BIASES INFEDERSL POL]CFES HHVE TRADITIOMALLY GIVEN FIRMS AN
INCENTIVE T0 INVEST OUTSIDE OLDER FOERICAN CITIES AND OUTSIDE
LOWER-INCOME URBAN ARENS. THE CaAPITAL MARKETS ALLOW BIG

BUSINESS BETTER ACCESS TO FINANCING THAN NEW, YOUNG AND SMoLL

FIRMS.

SMALL AND YOUNG COMPANIES EXPLORE NEW QVENUES AND NEW

COMBINATYONS OF

<

ESOURCES MORE EASILY, MORE CREGTIVELY, OND LESS
RIZK THAM LARGE INSTITUTIONS. SMALL COMPANIES ARE PARTICULARLY
IrPORTANT SOURCES OF LOCAL ECONGMIC VITALITY IN TERMS OF JOB
CREATION, PROFITARBILITY, TECHROLOSICAL INROVATION, AND EQlUaL

OPPORTUNITY.

TN CLOSING WE WOULD LIKE TO QUTLIKE SONME APPROACHES TN ASSIST

SMALL BUSINESSES 4MD SMALL CONTRACTORS.

FIRRT, THE SKILLS oF ENTREPRENEURS, BOTH IN PRIVATE AND

—4—



COPFRINITY-BASED- VENTURES, NEED TO BE ENHAMCED BY
BETTER-COORDINATED EDUCATTON » TRAINING AND TECHNICAL ASSISTANCE
SERVICES. SUCH SERVICES COULD BE PROVIDED BY THE KANIAS
DEPARTMENT OF ECONOMIC DEVELOPHENT, SPECIFICALLY THE MINORITY

DIVISION. FOR EXAMPLE, THE EMPLOYIMENT PLGCEMENT AND

4]
v
) i
>
m
1)
%}

TRAINING PARTNERSRIFP ACT, COULD BE USED TO HELP THE UNEMPLOYED
- BETOYE NEW BUSINESS QWNERS. THE SUCCESSFUL BE-YOUR-OWN-BOSS
PROACRAN IN BROWARD COUANTY, FLORIDR, ARRANGED LOANS TROM SEVEN
LOCRL RBENKS AND TRAIMED CETA-ELIGIBLES TO ESTABLISH 44 NEW
BUSINESSES. ANOTHER STRATEGY IS THE CREATION OF TECHNICAL
ASSISTANCE OFFICES LIKE THE MASSACHUSETTS COPMUNITY ECOMNOIIC

DEVELOPMENT ORGANIZATIONS STARTING OR EXPANDING BUSINESSES.

SECOND, HIGHER COSTS OF PRODUCYTION DISCOURAGE FIRM START--UP,
EXPOARSION, aND RELDCP\TION IN MANY COMPIUNITIES. THE COSTS OF
LAND ARND TAXES CAN ALL BE ADDRESSED BY APPROPRIATE PUBLIC
POLITIES. " LAND BANKS' HAVE PEEN ESTABLISHED IN CLEVELFBND,‘
PHILADELPHIA AND MILMAUKEE TO ACQRUIRE AND IPROVE CONTIGUOUS
PARCICELS OF LAND. LOCAL GOVERMMENTS SHOULD USE THE URBAN
IDENTIFICHTION SYSTEM DEVISED BY THE COUNCIL ON NORTHEGSST
ACTIONS TU DETERMINE WHAT BUSINESSES ARKE UNDER RE?RESERTED IN
THETIR COMUNITIES. SUCH RESEARCH WILL HELP NEIGHBORHGOD GROUPS,
SHMGLL BUSINESSPERSONS anp LENDERS IDENTIFY PROMISING BUSINESS

VEHNTURES.

LOCAL CITIZENS ORSANIZATIONS ARE ALSO A LARGSELY UNTAPPED SOURCE
OF ENTRENEURSHIP. BALTIMORE, PHILADELPHIA, KANSAS CITY,.

VIISSOURI, NEW YORK CITY AND SAN DIEGO HOVE AIDED NEIGHBORHOOD

-5~



GROUPS IN ESTABLISHIMG BUSINESSES FOR BELIVERING LOCAL SERVICES.
URﬁQN DEVELOPMENT ASSISTANCE GRANTS AND COMMUNITY DEVELOPMENT
BLOCK GRANT NMONIES CAN BE USED FOR ENTREFPRENEURTAL, FINANCE, 8%
MEM YORK CITY HaS DONE.  LOCAL SBOVERNIENTS COULYD ALSO EMPLORE
USING COMTUNITY DEVELOPMENT BLOCK SRANT MONIES TO GUARGNTEE
INDUSTRIAL REVENUE BORDS FOR FIAMS MEETING CERTHIN TESTS GOF SIZE
R0 LOTATION.

NEW ENTERPRISE DEVELOPEMENT A4S A REVITALIZATION STRATESY IS NOT,
OF COURSE WITHOUT PROBLEMNS. THE QUALITY OF JOBS. PRODUCED
INTERMSlOF ARGE LEVELS, FRINGE BENEFITS OND LOBGEVITY IS OFTEN
LOWER THAN AVERAGE. THE CLOSURE RATE OF SMALL BUSINESS IS VERY
iIGH; MORE THAN 60 PERCENT OF NEW FIRMS'DG:NUT.SEE THEIR FIFTH
BIRTHDAY, ALTHOUSH LESS THAN ONE PERCERTY OF - NEN BUSINESSES FAXL

W

beq

TH LOSS TO CREDITORS.

THE STATE SHOULD REQUIRE FINANCIAL REGULATORS,  IN THEIR ANNUAL
REPORT TO THE GOVERNOR AND LEGISLATURE, TO REPORT OM THE
PERFORMANCE 0F THE INSTITUTIONS IN SUPORTING PRODUCTIVE BUSINESS

EVELOPPMENT.




THE STATE SHOULD DEVELOP A STATE-LEVEL EQUIVALENT OF THE 1977
FEDERAL COMMLNITY REINVESTUMENT 80T, WHICH DIRECTED REGULATORS TD
CONSIDER WHETHER BANKS LERE MEETING THE NEEDS OF THE COMMUNITY.
SUCH AN aCT SHOULD FOCUS ON A BANK'S RECORD IN MEETING THE NEEDS

OF SMALL BUSIRNESS a8 WELL AS CONSUNERS anp TIORTGAGE LOANS.

THE STATE SHGULD INSURE THAT SMALL BUSINESSES ARE REPRESENTED ON
THE BUARDS OF DIRECTORS GF FIRd0R FINANCTfd, INSTITUTIONS. MAJOR

BANKS SELDOM HASVE SHMALL BUSINESS REPRESENTOTTON.

THE STATE SHOULD ESTABLISH LOAN LOSS RESERVE PROGRAMS. THESE
PROGRAMS DEVELOP @& SPECIAL RESERVE FUND TO ALLDRK BANKS TO MAKE
LOANS OF MORE THAN NORMAL RISK. THEY WORK BEST IN STATES THAT
HAVE A SUBSTANTIAL PERCENTAGE OF BANNKING QSSETS'IN LARGE BANKS,
SINCE THE PROGRAM REQUIRES EACH PARTICIPATING BANK TO DEVELOFP a

LOSsS RESERYVE COVERING A BROAD PORTFOLICQ OF LUOKS.

THE STATE SHOULD CREATE A NEW CLASS OF COIMERCIAL LENDERS TO
PROVIDE FUNDS FOR VENTURE CAPITAL FIRMS. CALIFORNIA, NEVEDA aMd
SOME OTHER STATES HAVE CREATED “BUSINESS AND. INDUSTRI AL
DEVELOPMENT CORFPORATLONS " (BIDCOs) TO GENERATE MORE
SOPHISTICATED FINANCING FOR VENTURE CAPITAL COriPANIES. THESE
INSTITUTIONS MAKE GOVERMIENT GUARANTEED LOANS AR SELL THE
GUARMANTEES TO LEVERASE THEIR FUKDS. SINCE THREY DG NOT TakeE
DEPOSITS AND DC NOT HAVE FIDUCIARY RESPONSIBILITY OR FEDERAL
IMSURANCE, THEY CAN TAKE EQUITY POSITION AND BEVELOP UCH MORE

FLEXIBLE FINANCING RESPIONSES THaN IS THE CASE FOR BANKS.
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JONUARY 28, 1aas

STATEMENT T0O; SENATE ECONOMIC DEVELOPMENT COMMITTEE

SUBJECT;  SENATE BILL 178

SROM ROLAND SMITH, EXECUTIVE DIRECTOR OF THE WICHITA
IKDEPENEENT BUSINESS ASS0CIATIO

I AM ROLAND SMITH, EXECUTIVE DIRECTOR OF THE WICHITA INDEPENDENT

BUSINESS QSSOCIQTION. WIBA IS AN ﬂSSOCiQTIDN OF OVER 1400

LOCALLY OWNED BUSINESSES IN THE WICHITA, SFDGQICK COUNTY AREA.

OVER 1200 OF THESE BUSINESSES HAVE 5 OR LESS EMPLOYEES. OUR

ASSOCIATION ENCOMPASSES 352 DIFFERENT TYPES OF BUSINESSES.

WE ARE CONSTANTLY SEEING THE SMALL BUSINESSES THE SIZE WE
REPRESENT LEFT OUT OF MOST ECONOMIC DEVELCOPMENT PROGRAMS

BE IT CITY, COUNTY UR STATE, JUST LAST TUESDAY THE WICHITA CITY
COUNCIL LIMITED THE NEW TAX ABATEMENT POLICY OF THE
CONSTITUTIONAL AMENDMENT TO NEW BUSINESSES WITH MORE THAN 5
EMPLOYEES. 82% OF THE BDUSINESSES IN KaNSas HAVE 25 0OR LESS
EMPLOYEES. THE VENTURE CAPITALIST ARE NOT INTERESTED IN THIS
AREA UNLESS IT 135 HIGH TECH WITH A HIGH RETURN AND CONTROLLING

OUNERSHIP. IF YOU GG TC & BANK YDUR STATEMENT HAS TO BE SO

B

GOUD YOU DON'T REALLY NEED o LOAN. THERE ARE LOANS aVATLAGBLE
FOR CaAPTITAL INVESTMENTS AMD VERTUALLY NOME FOR WORKING CAPITAL.
FOR THE MOST PART BUSINESS DOES NOT LIKE TO SEE MORE GOVERNMENT

INVOLVEPIENT, BUT THE FACT OF

-

AFE IS THAT THE SMALL INDEPENDENT

(AT A mend I
i oo Eer B pur
)-28-8§8



BUSINESS WHICH IS THE CORE OF QUR DEMOCRACY IS RAPIDLY BEING
SQUEEZED 0OUT. EVERYONE IS CRVYING ABOUT THE FAMILY FARM GOING
DOWN THE TUBE, BUT T DON'T HEAR QNYONE CRYING OUT ABOUT THE
FANMILY BUSTNESS. THE COMMON REMARK IS THAT'S TOUGH! ITS' THE

FREE ENTERPRIZE SYSTEM.

THIS BILL IS VERY WELCOME aS IT WILL MSET A DEFINITE NEED THAT
EXISTS OUT THERE THAT HAS BEEN LONG IGNORED. THERE HAS BEEN a4
LOT OF TALK ON ECONQMIC DEVELOPMENT AND LITTLE GCTION IN THE

AREAS WHERE THE MOST GROWIH ACTUALLY COMES FROM.

IF YOU HAVE ANY QUESTIONS, I'LL BE GLAD TC ANSWER IF I CAN.





