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Report of the
Virginia Small Business Commission

To
The Governor and the General Assembly of Virginia

Richmond, Virginia
1997

To: The Honorable George F. Allen, Governor,
and

the General Assembly of Virginia

I. INTRODUCTION

A. COMMISSION BACKGROUND AND PURPOSE

The Virginia Small Business Commission, established by the 1995 Session of
the Virginia General Assembly, is required by its enabling legislation (Va. Code § 9~

336 et seq.) to undertake the following:

• Evaluate the impact of existing statutes and proposed legislation on small
businesses.

• Assess the Commonwealth's small business assistance programs and
examine ways to enhance their effectiveness.

• Provide small business owners and advocates with a forum to address
their concerns.

• Report annually its findings and recommendations to the governor and
the General Assembly.

The commission is comprised of 14 members, including six members from the
House of Delegates, four members from the Senate and four at-large members
appointed by the governor. The at-large members are required to be individuals
with small business experience or expertise.

The following General Assembly members served on the commission in 1996:
Senators Stanley C. Walker of Norfolk, Charles R. Hawkins of Chatham, Janet D.
Howell of Reston, and Edward L. Schrock of Virginia Beach, together with
Delegates A. Victor Thomas of Roanoke, I. Vincent Behm, Jr., of Hampton, Robert
S. Bloxom of Mappsville, Vincent F. Callahan, Jr., of McLean, Glenn R. Croshaw of
Virginia Beach and Franklin P. Hall of Richmond. Gubernatorial appointees
serving in 1996 were Robert A. Archer of Salem1 Thomas E. Inman II of



Williamsburg, Jorge M.P. Ponce of Centreville and Bernice E. Travers of Richmond.
Senator Walker served as the commission's chairman, and Delegate Thomas as its
vice chairman.

B. SUMMARY OF THE COMMISSION'S 1996 ACTIVITIES

The commission's 1996 activities included receiving its second annual
briefing from the Department of Business Assistance concerning the current status
of the Commonwealth's small business financing and development programs.
Information from that briefing spurred commission activity in aid of the Virginia
Small Business Finance Authority's Child Day Care Financing Program, a program
commission members view as vital to working parents employed by small
businesses. The commission also reviewed Virginia's recent health care reform
legislation and assessed its current impact on the affordability and availability of
health care coverage in the sinall business community.

At the request of the 1996 General Assembly Session, the capital access
needs of rural small business enterprises were examined by a commission
subcommittee pursuant to House Joint Resolution 34 (1996). The commission also
reviewed initiatives to promote Virginia's export industry through an export loan
guaranty program, and to furnish an exemption from state court jury service for
sole proprietors (paralleling an exemption provided by the federal courts).

Finally, the commission's continued interest in encouraging links between
Virginia's small business community and high technology led to a commission
meeting at the Thomas Jefferson National Accelerator Facility (Jefferson
Laboratories) in Newport News. Technology developed at Jefferson Laboratories is
being made available to aid small business development through consulting and
technical services and cooperative ventures.

II. REPORTS AND BRIEFINGS RECEIVED BY THE
COMMISSION

A. SMALL BUSINESS AND ECONOMIC DEVELOPMENT

The commission began its 1996 activities by examining the role of small
business in state economic development plans. Commission members had
expressed concern that recent successes in bringing large business development to
the Commonwealth could be overshadowing needed economic development
promotion for small business as well.

Wayne Sterling, executive director of the Virginia Economic Development
Partnership, told the commission that the partnership supports Virginia's small
bu'siness principally by working to attract large businesses to Virginia. These
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larger businesses, in turn, frequently provide work to small businesses through
initial site construction, outsourcing, and subcontracting. The partnership, Sterling
said, will serve as the sales force for economic development in the Commonwealth.
He added that in his view the most effective programs assisting small businesses
are the financing programs administered by the Virginia Small Business Financing
Authority (SBFA) and the management counseling programs made available
through the Virginia Small Business Development Centers (SBDC).

B. UPDATE: VSBFA AND SBDC PROGRAMS.

The Virginia Small Business Development Center (SBDC) program provides
management assistance and technical advice to small and medium-sized start-ups
and existing businesses (Appendix A). Representative SBDC clients are companies
with fewer than 100 employees. Funded by federal, state and private financing,
twenty-one SBDC locations throughout Virginia have provided statewide coverage
for this program since 1992. The federal Small Business Administration furnishes
approximately $1.5 million each year; the General Assembly approximately
$700,000. Additional funding comes through localities' matching funds.

The 1996 General Assembly appropriated $500,000 per year to the SBDC
program in the current budget biennium. According to Rob Blackmore, director of
small business and financial services for the Department of Business Assistance,
approximately $350,000 will be used each year for client counseling and training,
while the balance will support new offices in Alexandria and Martinsville, new
computer equipment and staff professional development. A portion will also be used
for a federal Small Business Administration-sponsored minority lending
demonstration project. The SBDC program's broader priorities include the
implementation of improved program evaluation standards, including regular
examination of such issues as jobs created or saved through the SBDC program.

The Virginia Small Business Financing Authority (VSBFA) offers a variety of
loan and guaranty programs through public-private partnerships to provide
financing to Virginia businesses for growth and expansion (Appendix B). The
authority offers industrial development bonds, a loan guaranty program, export
financing assistance and similar programs including a defense conversion and child
day care financing programs. The commission learned that the VSBFA's Loan
Guaranty Program is at capacity, and that the VSBFA hopes to modify this
program and utilize private/public-funded loan-loss reserve funds to maximize the
program's potential outreach. As discussed below, the commission took a keen
interest in the VSBFA-funded Child Day Care Financing Program, a program
providing loans of up to $25,000 for improvements in child day care programs and
facilities.
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C. HEALTH CARE REFORM AND VIRGINIA'S SMALL BUSINESS COMMUNITY

Since 1992 t the Virginia General Assembly has focused health care reform
activities on Virginia's small business community. Commission members wanted to
know whether these efforts have been effective or beneficial, and they invited a
representative of the Joint Commission on Health Care to furnish an overview and
evaluation of these insurance reforms (Appendix C). The commission learned that
only one-third of Virginians with health care coverage are covered by plans subject
to state regulation by the State Corporation Commission's Bureau of Insurance.
Consequently, Virginia's small group reform legislation (affecting employee groups
with fewer than 99 members) limiting the exclusionary period for pre-existing
conditions to 12 months prohibiting carriers from excluding group members and
requiring guaranteed renewability of policies sold to these groups does not govern
health care coverage for a majnrity of Virginians.

The essential and standard plans developed in conjunction with small
employer market reform legislation have apparently had minimal market impact.
According to the Joint Health Care Commission, as of March 1, 1996, three
insurance carriers reported issuance of guaranteed issue plans to only 15 employers
which collectively furnished coverage to 65 individuals. Trigon Blue Cross Blue
Shield separately reported selling guaranteed issue products to only three
employers as of June 27. Reasons offered for this modest impact include the recent
enactment of this legislation; a suggestion that carriers have little incentive to
market these plans; and that carriers and insurance agents believe the essential
and standard plans are difficult to market and need to be revised.

The Joint Commission reported, however, that recent federal health care
legislation will be beneficial to employees of small business. HR 3103 (also known
as the Kennedy-Kassebaum bill) will become effective July 1, 1997, and is generally
applicable to all state- and federally regulated health care coverage plans. Key
provisions in this measure (i) prohibit group health plans from excluding
individuals or charging premium differentials based on health status, (ii) limit
exclusions for preexisting conditions to 12 months, and (iii) require credit for
waiting periods served in previous coverage.

Other provisions in HR 3103 establish a pilot program permitting certain
small businesses with fewer than 50 employees to obtain tax deductions for medical
savings accounts. The 1997 General Assembly passed House Bill 2887 and Senate
Bill 1112, identical bills which operate to conform Virginia's health care laws to the
new federal requirements established by HR 3103 described above.
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D. SMALL BUSINESS AND HIGH TECHNOLOGY

The commission convened its October meeting at the Thomas Jefferson
National Accelerator Facility (Jefferson Laboratory) in Newport News to discuss the
impact of high technology research and development on small business activity in
Virginia. Commission members toured the facility, which represents a $600 million
investment by the federal government, the Commonwealth of Virginia, and the City
of Newport News. They were also were briefed on the laboratory's ongoing
contribution to nuclear research through electron acceleration technology projects
serving an international user community of 1,000 scientists (Appendix D).

The commission learned that Jefferson Laboratories is making its
technologies available to aid small business development through consulting and
technical services and cooperative ventures. It currently sponsors a mentoring
program to expand the abilities of small disadvantaged businesses, and its long·
term projects include working with the City of Newport News and others to build a
research and development park near its facilities where incubator space for small
companies with interests in laser technologies will be provided.

III. CHILD DAY CARE FINANCING PROGRAM

The Child Day Care Financing Program provides loans of up to $25,000 for
improvements in child day care programs and facilities. The Program is
administered by the Virginia Small Business Finance Authority (VSBFA). Since
many small business employees require daily child care assistance, the commission
has followed this VSBFA program and monitored its yearly activities. Rob
Blackmore from the Department of Business Assistance advised the commission
that funding for the Child Day Care Financing Program had not been requested in
Virginia's 1996-1998 Child Care and Development federal block grant application
as submitted by the Council on Child Day Care and Early Development Programs.
Since the program depends entirely on these block grant funds for its operating
funds, by the summer of 1996 it had no means of underwriting new loans.

A commission subcommittee was established to determine why this program
was excluded from the council's block grant plan and whether the plan could be
amended to obtain funding for this program. Subcommittee members included
Senator Howell (subcommittee chairman) and Delegates Hall, Bloxom and
Callahan, together with Thomas Inman and Robert Archer. The subcommittee
received testimony from Virginia Small Business Financing Authority (VSBFA) and
Department of Social Services (DSS) representatives concerning the operating
history of the program and the Council on Child Day Care and Early Development
Program's preparation of the 1996-1998 federal block grant application. At the time
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of the subcommittee meeting, DSS had taken responsibility for the plan because the
council had been phased out effective July 1, 1996.

Karen Alyward from the VSBFA advised the subcommittee that 1994-1996
federal block grant funding allocated to the Child Day Care Financing Program in
fiscal year 1995 was $360,000, and in 1996, $218,000 (Appendix E). In 1996, the
total funding spent for the loan program was $785,000, resulting in 72 loans
creating 1,032 child day care spaces and 51 new jobs. In June 1996, the VSBFA
was informed by the Department of Social Services that the program would be
discontinued. Alyward said that there were then pending nine applications for
approximately $135,000 in loans. During the program's three years of operation, 91
loans were made: 47 for child day centers (resulting in 2100 new spaces) and 44 for
family home providers.

DSS Commissioner Clarence Carter testified that total funding requested for
the 1996-1998 federal Child Care and Development Block Grant program was
approximately $17 million, and he confirmed that funding for the Child Day Care
Financing Program was not included (Appendix F). He noted that the plan reflected
a determination that the Commonwealth's inventory of day care resources is
sufficient to meet the needs of Virginia's working families. But while day care may
be available, it may not be affordable for working parents heading low-income
families who are not receiving public assistance. Consequently, he said, Virginia's
1996-1998 block grant plan targeted these at-need families for day care assistance.
A representative plan component funds the "Virginia Head Start Parent to Work
Program," a program furnishing subsidies for before- and after-school child day care
to working parents whose children are enrolled in the Head Start program.

The subcommittee expressed concern that provisions in state and federal
welfare reform legislation requiring recipient work could result in a shortage of day
care slots-wparticularly for infants. Its members voted to recommend that the
Virginia Small Business Commission, in coordination with the Commission on
Early Childhood and Child Day Care Programs, urge immediate action by the
Secretaries of Commerce and Trade (VSBFA's secretariat) and Health and Human
Resources (DSS' secretariat) to seek amendment to the federal block grant plan to
secure funding for the Child Day Care Financing Program in 1996-1998. Senator
Howell sent correspondence dated August 6, 1996, to Secretaries Skunda and
Metcalf requesting this action (Appendix G).

Senator Howell reported to the commission at its October meeting that she
had received a reply to her letter from Commissioner Carter (on behalf of the
Administration) indicating that DSS planned in the short term to fund
approximately $170,000 in pending Child Day Care Financing Program loan
requests (Appendix H). Commissioner Carter further indicated his intent to
establish a task force for the express purpose of examining the larger issue of state
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support for day care programs in the Commonwealth. Commission members voted
to advise the Administration of the commission's strong interest in participating in
this task force's activities. Senator Howell communicated that request to
Commissioner Carter by correspondence dated October 24, 1996 (Appendix 1).

IV. RURAL CAPITAL ACCESS STUDY (HJR 34)

House Joint Resolution 34 (1996) directed the commission to study the
capital access needs of small businesses engaged in agribusiness, agriculture and
aquaculture (Appendix J). The resolution called for an examination of the current
sufficiency of financing for new and expanding business operations in these
principally rural markets. A commission subcommittee chaired by Delegate
Thomas was established to receive testimony on these issues from representatives
of Virginia's agriculture, banking, academic, and regulatory communities.

By way of background, the HJR 34 study was a recommendation of a 1995
joint subcommittee studying alternative strategies for assisting the
Commonwealth's tobacco farmers. That subcommittee determined that Virginia
lacks a strategy for attracting privately managed investment and working capital to
its rural agricultural communities. The subcommittee also concluded that the
lending criteria and capital limits for Virginia's current economic development
financial assistance programs currently favor manufacturing and industrial
business. Consequently, this study was recommended by the joint subcommittee.

A Virginia agriculture department representative told the HJR 34
subcommittee that lending requirements can be daunting to prospective borrowers
in rural coromunities--particularly for those seeking capital for new ventures. For
example, a tobacco farmer hoping to enter hog production as a sideline business is
likely to need a comprehensive business plan, available cash sufficient to provide a
20 to 30 percent equity stake in this new venture, transferable experience in
operating such a business, and knowledge of the industry--in this case, hog
production. According to Wayne Purcell, a Virginia Tech. professor working with
that institution's Rural Economic Analysis Program (REAP), these requirements
may be insurmountable for many, resulting in a credit gap for farm and nonfarm
small businesses in rural areas.

Purcell told the subcommittee that a REAP study is underway to gauge the
extent of this credit gap, and to determine whether access to credit in rural
communities is a serious barrier to economic development (Appendix K). The study,
aimed at identifying the presence, nature and magnitude of these barriers, was
concentrated on Brunswick, Halifax, Grayson, Mecklenburg and Patrick Counties.
Approximately 2,000 surveys were sent to a random sample of farm and nonfarm
businesses located within the survey area. The survey posed questions about credit
availability, access and deniaL
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A sampling of REAP survey data Dr. Purcell presented to the subcommittee
showed that lack of business experience, poor credit history, current debt load, and
projections of insufficient cash flow were several of the recurring, key reasons for
credit denials for many small business loan applicants. Moreover, the rejection rate
is significant. One regional bank estimated its turn-down rate for such loans at 20
to 30 percent. Dr. Purcell noted that a broader picture would emerge from the
completed survey, scheduled to be concluded by the end of 19961. He projected that
REAP's analysis of the collected data would be completed and furnished to the
Small Business Commission by mid-1997.

A representative of Virginia's banking community advised the joint
subcommittee that Virginia's banks are actively lending in the agricultural sector
(Appendix L). Lending statistics show, for example, that a major regional bank
with numerous branches in Virginia is currently responsible for at least 12 percent
of all agricultural credit extended in the Fifth Federal Reserve District.
He noted, however, that banks' reserve levels are regulated and linked to the
soundness of lending portfolios. Consequently, high turn-down rates for new
ventures may in many cases simply reflect sound credit criteria rather than
resistance to credit extension or economic development. A Virginia Farm Bureau
representative also advised the subcommittee that in a recent survey of the Farm
Bureau's membership, credit access was not identified as an area of significant
concern.

Capital access programs currently deployed in Virginia and in other states
offer possible structures for a statewide response if rural credit access is identified
as a problem requiring the Commonwealth's assistance. The Virginia Small
Business Finance Authority (VSBFA), for example, recently utilized an
appropriation of $100,000 to leverage over $1.5 million in banking loans to small
businesses for start-up and expansion purposes (Appendix M). Patterned after a
successful capital access model developed in Michigan, this VSBFA capital access
program has been conducted with Central Fidelity Bank on a pilot basis.

The program enables private lending to higher risk business loan applicants
by means of a loan-loss reserve fund to which both borrowers and lenders each
contribute between 1.5 to 3.5 percent of the loan principal. The VSBFA then makes
a matching contribution equaling borrower and lender contributions, thereby
establishing a total loss reserve "premium" for the private lender (Central Fidelity
in the case of the pilot program) of between 6 to 14 percent each time it makes a
capital access program loan. Thus, while the VSBFA is neither lending the money,
nor guaranteeing its payment, it encourages lending to a higher-risk loan applicant
pool by helping the private lender insure against potential losses.

1 These results are discussed later in this report and are presented in Appendix N.
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According to an VSBFA representative testifying before the HJR·34
subcommittee, the VSBFA capital access pilot program could be expanded to
address the kinds of credit needs identified in the REAP survey. The key to this
program's success in Virginia and in other states is its flexibility: It can be adapted
to any small business need ranging from working capital to lines of credit.
Moreover, it is suitable for any line of business. Additionally, he said, lenders
participating in such programs would not be likely to put all small business loans
into capital access pools since these higher risk loans would naturally require
higher rates of interest, and most borrowers would prefer to obtain conventional
financing.

The subcommittee discussed the range of potential responses to possible
rural capital access problems, expressing particular interest in the current VSBFA
pilot with Central Fidelity as a model for capital access programs targeting rural
small business development. Delegate Thomas reported on the subcommittee's
work and findings to the full commission, noting that subcommittee members
anticipated that the completed REAP survey would furnish more detailed data
about the actual presence and extent of rural small business credit gaps.

Dr. Purcell furnished a written report of the REAP survey's preliminary
findings (based on the completed survey) to the subcommittee in January 1997
(Appendix N). A principal survey finding was that furnishing satisfactory loan
collateral and cash flow were the chiefbarriers small business loan applicants face
when seeking debt financing for their businesses. Since insufficiencies in both
areas are typical of start-up businesses, the report concluded that this may indicate
a lending market inadequacy contributing to economic development restriction in
rural areas. The report also noted that most survey respondents were unaware of
existing state and federal lending programs for small businesses. This suggested,
the report concluded, that improved promotional outreach to banks by state and
federal sponsoring agencies (coupled with paperwork reduction strategies and
assurances of program effectiveness) would be the most efficient publicity for these
lending programs.

A bill establishing a statewide program modeled after the VSBFA pilot
program was introduced in the 1997 General Assembly Session as House Bill 2424.
The bill, patroned by Delegate Thomas, established the Virginia Small Business
Growth Fund. The Fund, to be administered and managed by the Virginia Small
Business Financing Authority, will used as a special reserve fund to cover potential
future losses from the loan portfolios of participating banks and lending
institutions. A summary of the legislation estimated that an investment of
$500,000 by the Commonwealth into the Fund would leverage $10 million in loans
for more than 200 small Virginia businesses. The bill was passed and signed into
law by the governor (Appendix 0). Additionally, a $350,000 general fund
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appropriation approved by the 1997 Session will provide state financing for this
program in the second year of the current budget biennium (1997-1998).

v. OTHER MATTERS BEFORE THE COMMISSION

Delegate Thomas, the commission's vice chairman, brought to the
commission's attention a federal jury duty exemption aiding small businesses. The
federal jury duty provision exempts from jury duty individuals who alone perform
services for a business, commercial or agricultural enterprise and whose services
are so essential that the enterprise must close or cease to function if the individual
were required to perform jury duty. House Bill 1560 was introduced by Delegate
Thomas in the 1997 Session of the General Assembly; the legislation was enacted
and subsequently signed into law by the governor (Appendix p).

The commission was ·a1so alerted to legislative efforts to establish an export
loan guaranty fund for Virginia businesses. Delegate Thomas advised the
commission of his intentions to re-introduce legislation after a 1995 bill creating
such a fund was vetoed by the governor. He subsequently introduced, in the 1997
Session, House Bill 1561, which created the Virginia Export Loan Guaranty Fund.
The bill, as passed by the General Assembly and signed by the governor, establishes
the fund to be administered and managed by the Virginia Small Business Financing
Authority (VSBFA) (Appendix Q). The fund will permit VSBFA to guarantee up to
90 percent of the principal amount of commercial loans (up to a maximurn of one
million dollars) made by a lender for the purpose of facilitating the sale of goods,
products or service~ outside the United States by persons, firms or corporations
which utilize a Virginia air-, land- or seaport to ship such goods, products or
services.

Respectfully submitted,

Stanley C. Walker, Chairman
A. Victor Thomas, Vice Chairman
1. Vincent Behm t Jr.
Robert S. Bloxom
Vincent F. Callahan, Jr.
Glenn R. Croshaw
Franklin P. Hall
Charles R. Hawkins
Janet D. Howell
Edward L. Schrock
Robert A. Archer
Thomas E. Inman II
Jorge M.P. Ponce
Bernice E. Travers
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.,LVirginia Small Business
Financing Authority

Created in 1984 by the Virginia
Legislature, VSBFA offers a variety of
loan and guaranty programs through
public-private partnerships to provide

Virginia businesses with fmancing
needed for growth and expansion.

J.LVirginia Small Business
Financing Authority

VSBFA's mission is to promote
Virginia's economic development
objectives by providing a broad

range of financing programs.

A-2
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JOBS

FINANCING

A STRONG VIRGINIA
ECONOMY \

TAX REVENUES

J

BUSINESS

tL Virginia Small Business
Financing Authority

The legislation creating the Virginia Small Business
Financing Authority enables VSBFA to:

• Issue bonds

• Make direct loans

• Provide guarantees

• Offer insurance
• Provide other financial assistance to

encourage investment of private capital in
businesses in the Commonwealth

A-3
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Virginia Small Business
Financing Authority Programs

• Industrial Development Bonds and the
Umbrella Bond Program

• Loan Guaranty Program
• Export Financing Assistance Program

• Child Day Care Financing Program

• Economic Development Revolving Loan Fund

• Defense Conversion Revolving Loan Fund

• Virginia Capital Access Pilot Program

Industrial Development
Bond ProgralD

Goal: Facilitate low-interest, long-term
financingfor fixed assets

• Statewide issuer of tax-exempt & taxable
industrial development bonds

• Long-term financing for land, buildings and
equipment

• Below-Prime interest rates on tax-exempt
issues

• Competitive market rates on taxable issues

A-4
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UlDbrella Bond
Program

Goal: Increase access to public bond
marketfor smallerprojects

• Lowers project size threshold

• Reduces legal fees and closing costs

• AA credit rating lowers interest
rates

• Uniform approach facilitates
placement process

i !l
1-'

'1M '
'J j

I... I,
I.. ~ I

' . ..,

I
I- . \. A., ....

f
I..:J'----.-,

Loan Guaranty Program

Goal: Increase access to short-term financing

• Loans and lines of credit for working
capital and other short-term financing
needs

• Provides a 50% guaranty, up to $250,000

• "User friendly" guaranty program for
banks and borrowers

A-5
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Export Financing
Assistance Program

Goal: Increase access to capitaljor
internationaltrade opportunities

• Export fmancing education and counseling

• Local, direct access to federal export loan
guaranties and export credit insurance

• 90% guarantee from SBA or Eximbank for export
working capital

• Eximbank Umbrella Policy to insure foreign
accounts receivable

Child Day Care
Financing Program

Goal: Increase access to capitalfor quality
enhancements to child tilly care centers

• Licensed Day Care Centers, including nonprofit and
religious exempt centers, are eligible to apply and
Family Home Providers.

• Installment loans from $1,500 to $25,000

• Fixed rate loans (interest rate - 3% below prime)

• Some uses include:

• Child care equipmen~playground equipment,
vehicles, minor renovations to facilities

A-6
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Child Day Care Financing
Program Impact

• Over $1 million in fmancing approved

• Over 2,500 new child care spaces and
110 new employment positions created

• More than 5,000 children served in
over 91 centers and family day homes

• Pending application - $110,500

Economic DevelopDlent
Revolving Loan Fund

Goal: Increase access to long-term
fixed assetfinancing

• Federal and State funds

• Direct loans up to $700,000

• Supplements private sector fmancing

• Below-market interest rates

• Land, buildings and equipment

A-7
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Defense Conversion
Revolving Loan Fund

Goal: Promote commercialization of
defense-dependent companies

• Direct loans up to $700,000 to companies
with operations affected by defense
downsizing

• Working capital and fixed asset financing

• Below-market interest rates

• Flexible repayment terms

( ., '. . Pilot Program
t.S:~~ Virginia Capital Access Program

1.::"" '. .. .~,:.~ GoaL- Stimulate greaterprivate sector lending

• Provides loan loss reserve fund for
participating banks through matching VSBFA
contributions

• Non-bureaucratic approach to public sector
financing

• Maximizes return on public investment

• Easy access to capital for business

A-8
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irginia Small Business
Financing Authority

EconODlic IDlpact

• $212 million in Financing

.14,197 Jobs generating $13.7 million
in annual state sales and personal
income Tax Revenues

• Other State and Local Tax Revenues

A-9
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VSBDC

MISSION STATEMENT

VSBDC
Virg1inia's Business

Development Network
'; . . . .

... is an economic development program designed
. . .to· contribute to the growth and development

of Virginia's economy by providing
manag~ment, technical and other assistance to
existing and potential, small and medium-sized
, bus,inesses throughout the Commonwealth.



VSBDC
P~rtnership Program

»
I-l-..J

A wide variety of local organizations, including:

Chambers of Commerce, Universities, Banks,
.Industrial Development Authorities, Colleges,
Non-profits, Community Colleges, Corporations
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New State Funding for'SBDCs

• $ 500,000 per year
Q $ 50,000 Alexandria

e $ 50,000 Martinsville/Henry County

CD $ 40,000 MIS Equipmen:t
e $ 10,000 Professional Development
e $ 350,000 Counseling/Training

• New Funding Requires 1 for 1 Match
e 1/2 Cash

e 1/2 In-kind services

• Applications due August 1

• Award;s on September 1



Evaluation Factors

• Source an!d amount of local match

• Unemployment rates in service area

• Geographic distribution

~ • Business population to staff ratio

• Jobs created/saved

• Counselin,g hours to staff ratio
• Case load to staff ratio

• New capi:tal investment

• Current level of funding
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Overview/Status of Past Health Insurance
Reforms

.Small Group Reforms (2-49) Enacted in 1992

• Reduced waiting periods fer pre-existlng condltJons

• Requjred carriers to provtde credit fer waiting periods served in
previous coverage

• Prohibited carriers from excluding persons from the group

• Required guaranteed renewability of all products

• Extended reforms to groups up to 99 emptoyees in 1996

Overview/Status of Past Health Insurance
Reforms

Primary SmaJi Group Reforms (2-25) Enacted
in 1993/94

• Guaranteed issue of the EsSential and Standard Plans

• plans developed by Essentlaf Health Servicas Paner

• Modified community rating for the Essential and Standard Plans

• community rate can be adjusted +. 20°,", based on health status
of group

• carriers can market other plans without guaranteed issue or
modified community rating
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Overview/Status of Past Health Insurance
Reforms

5

Virginia's Reforms Are Similar To Other States

Rating Limits; No
Guaranteed Issue

No Small Group
Market Reform

•

ORating Umits &
Guaranteed Issue

o
D

Overview/Status of Past Heafth Insurance
Reforms

8

o States
Require
Guaranteed
Issue of An­
Products

14 States Require Guaranteed Issue of All
Small Group Products

•
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Overview/Status of Past Health Insurance
Reforms

Status 01 Virginia's Primary Sma" Group Reforms

• Carriers were required to have products in the market by
October 28, 1995

• As of June 17, 1996, 87 caniers had registered as SmaJi
Emp'oyer eaniers, 64 of the 87 also registered as Prim8IY Small
Employer earrier

• Issuance ot Essentia' & Standard Plans has been minimal

• March 1: three carriers reported issuance of guaranteed
issue p'ans to 15 employers covering 65 persons

• Trigon reports seiling guaranteed issue products to only 3
emp'oyers as of June 27

Overview/Status of Past Health Insurance
Reforms

Status of Virginia's Primary Small Group
Reforms

• Possible reasons for minimal impact of guaranteed issue and
modified community rating reforms:

• Refonns recently enacted

• carriers have little ·incentlve to market the essential & Standard
Plans

• carriers and Insurance agents believe Essential & Standard.
Plans are difficult to market and need to be revised

• 2'1-day Inpatient benefit

• dental benefits in Standard Plan

A-19
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Guaranteed Issue in Virginia's Individual
Market .

:0

Fewer States Have Implemented Individual
Reforms Than SmaU Group Reforms

1:31
~

C"\
J Sourc.: BC'SS N.n Auoc:aDan. 199!i: I<MPG P.ar MMIlIidt. 1996
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Rating limits; No
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Reforms Other Thar
o Rating limits and

Guaranteed Issue

D No Individual
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Overview/Status of Past Health Insurance
Reforms

Virginia's Individual Insurance Market Reforms
o Reduced waiting

periods for
pre.existing
conditions from
24 to 12 Mos.

11

o Required carriers to
provide credit for
waiting periods
served in previous
coverage

1995

o Enacted guaranteed
renewability for all
products;
JCHC study of
additianaf refonns

'996

Guaranteed Issue in Virginia's Individual
Market

Should Guaranteed Issue/Modified Community
Rating Be Implemented in The Individual

Market Now?

• Severa' earners believe it is too earty; impact in primary smatl
group market should be assessed more fully

• Carriers and some insurance agents believe Essential & Standard
Plans need to be updated

• Bureau of Insurance and NAIC ~mmend similar refonns in the
small group and Individual markets
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Guaranteed Issue in Virginia's Individual
Market

Should Rating Sands (+ - 20%) Be Broadened?

• "Wider'· bands require less subsidy of healthier persons, but resutt
in higher rates for the less healthy

• Some insurers commented that the bands should be broadened
because risks in the individual maneet are more volatile

• recommend .... 30 or 40%

• Bureau of Insurance and NAIC recommend similar rating
structures jn small.group and individual markets

• reduces "gaming" of system

• Possible approach would be to phase in rating bands (e.g., 30 or
4Q0k. in year 1 and narrowed to +-200" in year 2)

Health Insurance Reform. in Virginia (HB 1026)

Overall Summary of Public Comments

• Insurance Industry comments generally stated that further refonns
would be premature, and recommended not taking adion on
guaranteed issue and modified community rating in the individual
market until impact of federal reforms could be assessed

• Other commenters generaUy supponed moving forward with
reforms in the indlvidua' market and recommended these reforms
be extended to out-of-state group trusts and associations
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Federal Reform

Status of Federa' Refonn .

• Kassebaum/Kennedy bill (HR
by President Clinton

• Expands accessi tty for groups and indivi 15; does not
address· affOrdabf!!·~-::;:::::.;::::;:~=::::::.::~

::::~:~~:~:tRtI~~n0I

• Most pro~on5take effect Juty 1, 1997 7-t
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,Federa,. Reform
11

• provides guaranteed issue in smaU group market (2-S0);
guarameed renewability for large and small groups

• limits excjusions for preexisting conditions to 12 months

• requires credit for waiting periods served in previous coverage

Federal Reform

Individual Provisions

• Key provisions:

• guaranteed issue and renewability,
regardless of heatth~ for persons who:
(I) have had 18 or more months of
comJnuous group coverage; (II) are Ineligible
for other group.coverage; and (IIi) have
accepted and eXhausted COBRA coverage.

• no preexisting condition exciusions tor
these persons

• Legisjation provides flexibility for states in
implementing Indlviduaj reforms
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Federal Reform

Other Provisions

.. Medical Savings Accounts (MSAs):

.. allows for businesses (<50 employees) and self-insured

.. national limit of 750,000 poUcies over 4-year demonstration
period

• minimum/maximumdeduetibles of $1 ,500/$2,,250 for
individuals; $3,000/$4,500 for families; and total out-of-pocket
exposure limit of $3,000 and $5.,500 respectively

.. Tax Deductibility of Premiums for Self-Employed:

• increases deductibility from current rate of~ to 40% in 1997;
to 4S'~ in 1998-2002; and, then, increasing annuaJly to sao" in
2006 and thereafter

Assessing The Impact of Recent Health Care
Reforms on Virginia's Small Business Community

3:1

Presentation Outline

C Overview/Status of Past Health Insurance Reforms

[J Guaranteed Issue In Virginia's Individual Market

C Federal Reform

[] Conclusions and Policy Options
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Conclusions and Policy Options

Conclusions

• Virginia's smaU group market refonns are similar to other states;
guaranteed issue requirement is not as extensive as some states

• Guaranteed issue ~f Essential &Standard ptans is relatively new;
however, impact thus far has been minimal

• A process for reviewing and updating the Essential & Standard
plans is needed ..

.. Guaranteed issue and modified community rating of Essentia. &
Standard plans should expand access to coverage in individual
market

Conclusions and Policy Options

ConcJusions (cont'd)

• While Federal health insurance retonns will have a positive impact,
access and affordability issues stili remain;. the fun impact on
states is not known

• Joint Commission may want to request the Commissioner of
Insurance to present an overview of the legIslation as soon as
there is a ctearer understanding of its impact on Virginia and the
actions that the Commonweafth must take to be in compliance
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Conclusions and Policy Options

Policy Options For Implementing Guaranteed Issue and
Modified Community Rating in the Individual Market

• Option J: Status Quo (further assess impact of small group
refonns and federallegisaatlon)

• Option II: Introduce legislation to impfemem guaranteed issue and
modified community rating of the Essential & Standard pums
similar to that In the primary smail group market

• key issues:

• (i) should a detayed effective date be incJuded to aUow time
to review and update the EssentlaJ & Standard plans; and

• (ii) shou.d reforms be extended to out-of-state group trusts
and associations
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THOMAS JEFFERSON NATIONAL ACCELERATOR FACILITY
12000 JEFFERSON AVENUE

NEWPORT NEWS, VIRGINIA 23606

Thomas Jefferson National Accelerator Facility's mission is to provide forefront scientific
facilities, opportunities, and leadership essentialfor discovering the fundamental nature of
nuclear matter, to partner with int:l.ustry to apply its advanced technology; and to serve the
nation and its comtnzmities through edu.cation andpublic outreach, all with uncompromising
excellence in envirorunent, health and safety.

The Thomas Jefferson ·National Accelerator Facilityt or Jefferson Lab, is a basic research
laboratory built by the Federal Government to probe the nucleus of the atom The .
centerpiece of the laboratory is a unique electron accelerator using a new technology that will
lead not only to scientific advancement but to new indusnial applications. As a unique
world-class scientific facility, Jefferson Lab has enormous assets to bring to its
partnerships. Cutting-edge scientific knowledge, technological advancements and an .
international user community make Jefferson Lab a pioneer in nuclear and particle physics.
Jefferson Lab is more than a government sponsored research laboratory for scientists
worldwide~ it is a dynamic partner in industrial applications and a valuable resource for
education at all levels.

Jefferson Lab has been and continues to be an active contributor and beneficiary of
partnerships which create a synergy among participants.

A Center of Scientific Excellence

•

•

•

•

As an international center of scientific excellence Jefferson Lab serves a user community
of over 1,000 scientists from around the world.

At Jefferson Lab, physicists working at the frontier of nuclear physics deepen their
understanding of quarks, constituent particles of the nucleus, which make up more than
99 percent of everything around us.

Acting as a hub for 41 research universities, Jefferson Lab brings together the capabilities
of university researchers, including eleven in the Commonwealth with joint appointments
at six Virginia universities. There are also nine Virginia Governor's Distinguished
Professor and Distinguished Scientists positions which are funded by support from the
state.

Jefferson Lab represents a $600 million dollar investment by the federal government, the
Commonwealth of Virgini~ the City of Newport News, and several foreign contributors,
for the U.S. nuclear physics research community.
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• The Commonwealth ofVirginia actively pursued siting of the facility and worked with
DOE and the Southeast Universities Research Association (SURA) to attract Jefferson

._ .Lab to this region. The Newport News site was selected because of the commitment and
support of the Peninsula's government and business, and excellent local infrastructure:
colleges, airports, and a technically trained workforce.

Newport News provided support in acquiring land for the Jefferson Lab project,
an existing building and construction of the Residence Facility.

Jefferson Lab brings 500 staff, a S600M construction project, and - $70 M per
year in operating funds to the Peninsula

• Jefferson Lab has sought partnership opportunities with Historically Black Colleges and
Universities (HBCUs) and Minority Education Institutions (IvIEIs). Currently, Jefferson
Lab has Memoranda of Understanding with four such institutions, with one more in
negotiation.

• Jefferson Lab and the State Council.on Higher Education for Virginia have established
the Virginia Physics Consonium, designed to create a cohesive world class physics
program in the Commonwealth.

• Jefferson Lab is a resource for K-12 education, creating new and innovative programs to
enhance math and science education in the region, reaching over 10,000 students and
1,500 teachers.

The DemonstratiQn Free Electron Laser: An Indu.stry-Led Partnership

•

•

•

Jefferson Lab has developed technologies which have industrial applications. The
Industrial Advisory Board (lAB) identified Jefferson Lab's superconducting
radiofrequency technology as the focus for their development efforts. The IAB saw the
potential for SRF accelerator technology as a driver for high average power, tunable,
free electron lasers (PELs) for manufacturing applications.

To utilize this technology, the Laser Processing Consortium (LPC) was formed, driven
by industrial partners, Jefferson Lab and several universities, to pursue a demonstration
laser at Jefferson Lab for materials processing.

The proposed laser would provide ultraviolet (UV) and infrared (IR) light for process
development and testing at higher power, lower per unit costs and more tunability
(choices of wavelengths) than currently available.

The laser would be sited at Jefferson Lab to take advantage of available expertise and site
assets. Industry has committed S19M toward realization of this project. The State has
COmmitted funds (SSM) for the FEL user facility, and the City of Newport News is
building office and laboratory space for industry and university partners as well as



incubator space. The Consortium has requested S27M in federal funds to match the
$29M contributed from non-federal partners.

• Navy's Office of Directed Energy Weapons wants to explore the potential of infrared free
electron lasers for shipboard defense and has provided S8.1M for a 1 K:'N infrared
demonstration laser.

• Current Defense Authorizing bills in the Senate and House include $9M for an upgrade to
this demoristration laser.

• Technology developments necessmy for defense and industrial lasers are synergistic.

• With information and experience gained from the demonstration laser, the next phase is
an indusnial scale prototype (lOkW - lOOkW) for materials processing. The time scale for
this project is in the 5-7 year time frame, and the cost for such a laser facility will be
borne primarily by industry.

• Recognizing the potential for significant economic impact, the building that the City of
Newpon News is cUITently constructing will be the flagship of an applied research park
built around Jefferson Lab.
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Virginia Small Business
Financing Authority

.Child Day Care

Financing Program

Child Day Care
Financing Program

The Virginia Small Business Financing
Authority began offering the Child Day Care
Financing Program to '·Child Day Center
Providers", through a cooperative agreement
\\ith the Virginia Council on Child Day Care
and Early Childhood Programs, in September
1993. l\ilicro-loans to Family Home Providers
\vere introduced in December/January 1995.

APPENDIX E

1



Child Day Care
Financing Program

VSBFA provides direct loans to child
care providers to finance quality
enhancements for their child care
programs or to meet or maintain
child car~ standards, including
health, safety, and fire codes.

.Child pay ~are

Financing Pr.ogram

.Child Day Center Loans

• Family Home Provider
Micro~loans

A-33
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Child Day Care
Financing PrograID

Child Day Center Loans

• Low-inrerest, fIXed rate installment loans
(interest rate set at 3% below prime)

• Loan amounts from $1,500 - $25,000

• R~payment terms up to 10 years

• 5100 nonrefundable application fee

Child Day Care
Financing Program

Family Home Provider Loans

• Low-interest, fIXed rate installment loans
(interest rate set at 3% below prime)

• Loan amounts up to $ 1,500

• Repayment terIl1S up to 3 years

• 515.00 nonrefundable application fee

A-34
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Child" Day Care
Financing PrograDl

Loan History

800000
100000
600000

500000 I ..1--------,

400000

300000
200000
100000 I

o

• BUDGET
,OACTUAL

I
I,

LOANS FUNDED HlSfORY

52
26

2t
129

532
537
1032

2101

15
13
72

100

Child D.ay Care
Financing Program

t No. ofLoans No. of

"'F): "96 Funds Spenl indudcs Lo3n R.:pa~·m.:nl A,"n1Unl

/(
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Child Day Care
Financing Program

Program History

• FY' 93 - Development Phase.
- VSBFA cl'eared loan documentation and nlarketing

materials which were then approved by the Office of
the Attorney General.

• FY "94" - Program Launched,
- During the first operational year of the prograxn. the

Council simultaneously offered a grant progr~Ull and
awarded $350.000 in grants to the same rarget
nlilrket.

Child Day Care
Financing Program

Program History

• FY -95 - Program Reviewed....
- The Council asked that VSBFA review the

loan prograln and nlake recommendat.ions to
modify the program to broaden eligibility and
target additional sectors of the market

• Submitted proposal to Council recommending
n1odificarions and expansion of the Joan progrnol.
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Child Day Care
Financing Program

Prograln History

• FY ~96 - Program Modified.
- December 1995- Council initiates prograln

moditications:
- In direct response (0 lhe im~ndjngwelfare rcfonn

initialives. rhe progrJm was opened to "reJigious-exempl"'
centers and a pilot family hom~ provider program was
launched.

- Loan lin1ilS and temlS were modified.

• June 1996:
• VSBF.A was notified by the Council that funding

for the program has been discontinued

Child Day Care
Financing Program

Economic Impact

• Over $1 million in financing
approved

• Over 2,100 new child care spaces and
110 new employment positions
created

• More than 5,000 children served in
over 90 centers and family day homes

A-37
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Purpose:

»-
I

VJ
\0

Increase the availability, ajjordability, &
quality ofchild care.

~.;~~-
-Q...----------",

Clarence H. Carter
Commissioner, Department ofSociaIServices I .... '
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Child Care & Development Block Grant

Qtlalit)J
E,1hal1cel11el1I

25%

Purchase of
Svcs
75%

Clarence H. Carter
Commissioner, Department (~fSoc;alSer"ices r ·

I



1. Direct purchase ofservices:

DDepartment of Social Services

DDepartment of Mental Health, Mental Retardation
& Substance Abuse Services

DDepartment of Housing & Community
Development

Clarence Ii. Carter
Commissioner, Departmellt (~lSocial Services • '



2. Quality Enhancement:
DHead Start Expansion into Unserved areas

DBefore & After School Programs

DBright Stars

DResource & ReferI"al

DLoan Program

DLicense Hotline

Cnf11missiol1er, Deportmel1t (~lSocialSen'ice.(j



1. Direct purchase ofservices:

DDepartment of Social Services

DDepartlnent of Mental Health, Mental Retardation
& Substance Abuse Services

ODepartment of Housing & Community
Development

Clarence H. Carter
Commissioner, Departmenf a/Social Services _ I



2. Quality Enhancelnent:

DVirginia Head Start Parent to Work Program

tl I DScholarship to Child Care Providers

DTraining & Technical Assistance

DResource & Referral
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./\. ......' ------------------illlli--.._•

o;;~~-.....,;s~"tJ~~~~-.--·" .... ~-.-.:.~t~.~~

.tCommitment to providing Affordable,
Quality Child Care

.tConsolidation of Child Care Policy

Conclusion:

Clarence H. Carter
Commissioner, Department o/Social Services • •
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Robert C. Nletcalf
Secretary of Health and Human Resources
Ninth Street Office Building
202 North Ninth Street, Room 622
~cbcrnond, v~~ 23219

Robert T. Skunda
Secretary of Commerce and Trade
Ninth Street Office Building, Room 723
202 North Ninth StJ:eet
Richxnond, v~~ 23219

Clarence H. Carter
Commissioner, Department of

Social Services
730 E. Broad Street
Richmond, V_~ 23219-1849

Re: Child Day Care Loan Program; 1996-1998 federal block grani

Gentlemen:

I am writing to you on behalf of the \lirginia Small Business Commission and
its Child Day Care Financing Subcommittee which I chair. This special
subcommittee met on _~ugust 5 and adopted a resolution urging you to take any and
all steps necessary to amend the 1996-1998 federal block grant plan in order to
secure and ensure funding for the Child Day Care -Financing Program.

This special subcommittee was established at a recent Small Business
Commission meeting when Commission members learned that the Child Day Care
Financing Program will not be funded under Virginia's 1996-1998 federal Child
Care and Development Block Grant plan. Administered by the Virginia Small
Business Financing A.uthorir;y ('lSBFA.), the day care financing program provides
direct loans to child care providers. These loans finance quality enhancements for
child care programs; they also help providers meet or maintain child care
standards, including health, safety and fire codes.

The subcommittee received testimony from VSBFA representatives that since
the program's inception in 1994, over $1 million in financing (in loan amounts
rangi..ng from $1,500 to $25,000) has been approved for both day care centers and
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family hom~ providers. This has resulted in over 2,100 new child care spaces and
over 100 new employment positions.

-The subcommittee was also pleased to receive Commissioner Caner's"
testimony concerning the $17 million 1996-1998 federal block grant plan to be
overseen by the Department of Social Services. The subcommittee fully
understands that this block grant plan was conceived by the former Council on
Child Day Care and Early Childhood Programs (eliminated by action of the 1996
Session), and that it has fallen to the Department to administer it. Nevertheless, it
is this subcommittee's hope that the Department as well as the Administration will
actively support an amendment to the 1996-1998 block grant plan, funding the
Child Day Care Financing Program at 1994-1996 levels or higher.

The \lirginia Small Business Commission is very concerned about the future
of this program. Many \lirginia small businesses employ individuals who without
day care for their children would be unable to work and thus support their fa mjlies.
This program has significantly contributed to the quantity and quality of child care
spaces in the Commonwealth, thereby benefiting the entire business community, as
well as individual workers. Therefore, on behalf of the subcommittee and the
Commission, I urge you to take immediate action on behalfofv'lrginia's working
families in support of this program.

Thank: you for your consideration. I look forward to hearing from you.

Sincerely,

s/
I

Janet D. Howell

cc: The Honorable Stanley C. Walker, Chairman, \lir~e-DiaSmall Business
Commission;Chairman, Commission on Early Childhood and Child
Day Care Programs

Nlembers, Virginia Small Business Commission
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APPENDIXH

ctarenc:e H. Carter
Commissioner

The Honorable Janet D. Howell, Chairman
Child Day Cara F'inancing Subcommittee
of the SmaH Business Commission
11338 Vvoodbrook Lane
Reston. Virgini;; 22094

Dear Senator Howell:

P-,s a foUow-up to the Chfid Day Care Financing Subcommittee and the
Commission on Earfy ChHdhood and Child Day Care Programs meetings, in which the
Child Day Care Financing Program was discussed, we would Hke to respond
conC2rning the funding of this program.

You are aware that the Chiid Day Care Financing Program was not included in
the 1996-1 9SB State Plan for the ChHd Cara and DeveJopment BloCk Grant (CCDBG).
which has been approved oy the federal government. However, we understand that
several child care facilities have made requests for Joans under the Child Day Care
Financing Program which have been approved and sufficient funds are not available to
deliver on the approvals. It is our understanding that approximately $175 l 000 is
needed to cover these outstanding toans. Out of the existing chiJd care bUdget of the
Department of Social Services, we are able to make available funds in this amount for
the Smart Business Frnanci~gAuthority to take care of the approved loan requests.

With regard to funding the loan program in the future, the manner in whicn
federal child care monles are delivered to the state has changed dramatically under the
new national welfare reform legislation. Thr~e funding streams have been consolidated
into the ChiJd Care Development Fund, and the plan for how states wHf disburse this
new configuration of dortars must be provided for the federal government by July of
1997. We are planning to form a workgroup which will include all of the child care
stakeholders so that together, we can deterrnine how best to spend the money. In this
workgroup, those who advocate for the Child Day Care Finanefng Program will have
the opportunity to voice their position along witr, many others who have an interest in
child care. Because the funds are limited. we wilr need to prioritize the various and
competing interests.
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tf you have any questions or need dar-meatiQ". please do not hesitate to contact
me at (804) 692-1901. Thank you.

C: The Honorable Robert C. Metcalf. Secretary of Hearth and Human Resources
The Honorabte Robert T. Skunda. Secretary of Commerce and Trade
The Honorable Stanley C. Walker, Chairman. Virginia Small Business

Commission~ Chairman. Commission on Early Childhood and ChiJd Cay Care
Programs .
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SENATE
October 24, 1996

The Honorable Clarence H. Carter,
Commissioner

Department of Social Services
730 East Broad Street
Richmond, Virginia 23219·1849

Re: Child Day Care Financing Program; your letter of September 30, 1996.

Dear Commissioner Carter:

Thank you for yout recent letter summarizing the Administration's response to the
Virginia Small Business Commission's request that funding be restored to the Child Day Care
Financing Program within the State Plan for Child Care and Development Block Grant. As I
understand it, in the short term approximately £175,000 from your Department's budget will be
used to fund loans under the Program for which applications had been approved but for which
sufficient funding was not available. I urge you to complete the loans' funding as soon as
possible. As I understand it. however, there are no plans to seek Program funding restoration in
the block grant's State Plan. Instead, as your letter indicates, a work group is being formed to
determine how best to spend federal dollars in the new Child Care Developmenc Fund, a
consolidation of three current federal funding streams.

The Virginia Small Business Commission met on October 3, and I reported on the
developments summarized above. Commission members voted to advise the Aili'11inistration of
itS interest in participating in the work group, and further directed me to notify you by letter of
that action. Consequently, I am sending you this correspondence to carry out that directive. and
also to express, once again, the Commission's sincere interest in supporting the Day Care
Financing Program and related programs that are so essential to small businesses throughout
the Commonwealth and the citizens employed by them.

Please let me know when the work group will be forming and how the Cummission can
best participate in its activities. I look forward to hearing from you and thank you tor your
consideration.

Very truly yours,
,I

qa,?ui JJ! ,lItw-!.iyy
Janet D. Howell

cc: The Honorable Stanley C. Walker, Chairman, Virginia Small Business Commission;
Chairman, Commission on Early Childhood and Child Day Care Programs
Members, Virginia Small Business Commission

A-50



GENEf . L ASSE1'YIBLY OF vIRGINIA _. 1996 SESSION

HOUSE JOINT RESOLUTION NO. 34

Directing the Smail Business Commission (0 study capital access and the financing.. of agricu/rural
enterprises.

Agreed to by the House of Delegates, February 23, 1996
Agreed to by the Senate. February 21, 1996

WHEREAS, t~.e fundamental challenge faced by agriculture, aquaculture, and agribusiness is the
inability to secure sufficient financing for new or expanding operations; and

WHEREAS, th:re are currently a number of state economic development financial assistance
programs available, including the Private Activity Tax Exempt Bond Program. the Virginia Small
Business Financing Authority Industrial Development Bond Program. the Virginia Small Business
Financing Authority UmbreJJa Bond Program, the Virginia Economic Development Revolving Loan
Fund, the Loan Guaranr:y Program, and the Export Financing Assistance Program; and

WHEREAS, many of the state bond programs have historically been used for those economic
development projects that provide both a high level of capital investments and jobs: and

WHEREAS, the lending criteria and capital limits of most of these programs favor manufacturing
and industrial businesses by requiring perfonnance-based incentives that match the specific needs of
these types of businesses, and thus restrict their applicability to agricultural production ventures; and

WHEREAS, agricultural production enterprises are typically very capital-intensive. often requiring
an investment of nearly a miHion dollars for faciJities and equipment, while only directly employing a
small number of workers: and

WHEREAS, experience has shown that private financial institutions are reluctant to lend money to
agricultural entellJrises except at 3. hi gh interest rate; and

WHEREAS, government c:mnot replace the private sector as the primary source of financing for
agricultural enterprises: and

WHERE.'-\S, the State of Michigan has developed a successful capital access program which brings
together government.. private financial institutions and businesses seeking venture capital, with loan
decisions remaining in the hands of the banks; and

WHEREAS, Virginia lacks a strategy for attracting privately managed investment and working
capital to our rural agricultural communities; now, therefore, be it

RESOLVED by the House of Delegates, the Senate concuning. That the Small Business
Commission be directed to study capital access and the financing of agriculturaJ enterprises. The
Commission shaH examine the fonowing: (i) new initiatives and existing state programs which may
increase the accessibility to public and private capital; (ii) programs implemented in other states. such
as Michigan. aimed at increasing the access to capital: and (iii) the appropriate role of the state in
providing the agricultural and aquacultural communities greater access to capital.

The Commission shall complete its work in time to submit its findings and recommendations to
the Governor and the 1997 Session of the General Assembly as provided in the procedures of the
Division of Legislative Automated Systems for the processing of legislative documents.
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Issues in Access to Capital
and Credit in Rural Communities

A very preliminary assessmem of me simarion in S~tember 1996. Prepared for the
Agribusiness Subcommittee. Small Business Commissio~ meeting in Riclm1ood.
September 10, 1996

by

lana Kruja
Rese3ICh AssiswlI

Agricull1lra1 aDd Applied Economics

WaYDJ: D. Purcell
Professor of AgrieuimI:ll aDd Applied Ecooomics
CoordinaIor.. Rural Economic Analysis Program

College of Agricuimre 3Dd ute Sciences
Virginia Tech
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Points for Consideration

-
Money is available, but

• not always reaching smaIl business

• business plan often missing or DOt adequate

• owner invesancmlequity always required

• large~ regional banks avoid small loans (fixed cosrs per loan an issue)

• small banks often deal in I&character loans"

• lenders refer to Small Business Developmem Center (SBDC) or Service Corps of~ Executives
(SCORE) for assiscmce to borrower

• small banks use SmaJI Business Association loan guarantee less or DOt at all

• rejection rate as high as 30% for large banks, lower (De3I' 10%) at some smaller banks

• start-up capital very djfficult to get

• hard to find invesrms for venture capita! programs

Micro-loan funds are emergiog. but

• very small loans «S2S,OOO)

• some participams just provide loan guaramees

• most are non-profit fuDds

• few efforts to advertise tbem.

• high rates and to loan requesIS banks tum down

• usually, for IUKOllar.eta!loam

• may be restric:ed to minorities

• very limited ftmds
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Needs that seem to persiSt· .. ·

• consolidation is eliminating the smalllocaJ bank and its interest~ and knowledge of, local business
activity

• COst. papet'Vr'ork a barrier to SBA loan guarame:s, and SBA approval may be slow

• operating capital very difficult. even more difficult than invesnnem capital

• many loans require significam owner investment or owner equitY

•

•

•

•

effective use of SBA programs not present (none of Virginia•s SBA ce:tified and/or preferred lenders
is on the lise of top 10 lenders to small businesses during 1995)

stilI need effective business plans

need effective 3Dd complete marketing plans

need research projections and analysis to detemrine whether~ to credit in rural communmes is a
serious impediment to economic development and to identify the natUre and magnitude of the barriers
(The Rural ~nomic ADaiysis Program is now conducting such rese:JrciL)

Possible role(s) for the SWIe

•

•

•

loan gtJa1'3IJIees

assistan~ in loan requestS (beyond what SBPC's can do, such as marketing projections. marketing
plans. C3Sh flow analysis, ere.)

may need a C3pital access program

for ventUre capital
for operating C3pital

for strictfy start-up capital
for expamion/growth capital
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Display 1
PreIiminary Findings on Case Studies, Anecdotal Evidence

, Description
Where: Giles Coumy
Business: Body shop
Had worked before for an auto dealer. Now wanted ro start his own business
(body shop). Needed financing to buy the building. Two loan applic:uions.
Did not succ-~.
Reason: too much debt. no personal investment. not enough cash flow.
Result: now srill renting the building.
Where: Giles Coumy
Business: service station
Owners: Father and two brothers
Nfoney needed for:

- Buying an adjacent property to keep a conveniem: store
- fixing a leak in the ground

Tnere was a loan fund that would help but they changed their miDd.
Reason:

- their other business (hardware) store lost money.
- they lived in a rural~ the loan fund was somewhere in North
Virginia~ so they did not have the right COrmectiODS ro know and to be
sure of who they were giving the loan.

They still need the money.
\Vhere: New River Valley
Business: existing restaUI'aDI

Money needed for: restOring a building he bad inherited from his in-laws.
His in-laws had a motel+restaurant which bad burned. and bad gODe OUt of
business. Wbat had remained was the shell of the building.
He couid not find tinaDcing and did not pursue tJ:Je idea.
&:35on: Bank did not tbinic the motel & restaurant would be profitable.
Where: Floyd
Business: start-up. Wanred to produce emergency lighting fixIures,
Could not start.
Reason: no existing cash flow.
Where: New River Vailey
Business: Invention (metal partS of the machinery used in textile iDdusn'Y)
Amoum: Sl~OOO~(0). This was considered too much.
No fundjng.

Reason: this is not a bankable deal. it is too risky.
Where: came from Califomiay with experience in furnimre production.
Business: start-up. Children furnimre. .
\\Jay pick this area: near furniture marlc:et in High Pointy North Carolina
Amount: 51.5 M
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Could not get the money.
Reason:
- • this was considered too much for a start-up

• the person was new in the area
G Where: New River Valley

Business: Retail sale. (books, etc.)
Thought would get some investors' money. Could not.
The bank did not give the loan when the investors declined.

H Wanted to establish a trUCking business. It was a dec-em project but he bad
insufficient collateral, because to start the business he needed money for:

capital invesnnem (buy the tttlck(s)J
nOIKapital investment

Capital investment is the only possible collateral. but tbis is only a fraction of the
expenses. There are little chances co get operating capital for starters.

I Restaurants.
Many do like chiS business. but it is very risky, and the failure rate is high.
There is a bank in me Roanoke & New river Valley area (large bank, more than
regional) whose policy is "~o Financing for restaUt'3llIS start--ups".

J The owner of a gas station wanted to get fiDancing to buy a conveDienc= stOre
(expansion money). However, they were loosing money with the gas station.
Result: no expansion money.

K I Business on some kind of installation for homes (could not give details •
proprietary information).
They were very qualified and were doing very good. They bad lots of orders and
thought about iDc:'easing stock and adding persoDDeL Loan application was
rejected.
Reason: Tney had written a loan on themselves.. and the balance showed high
percentage of liabilities.
Small businesses frequently get incomperent advice. An accountmt bad advised
them to write the loan to themselves in order to save taxes on the interest paid.
Legally they we.re right. but it was a bad advice in the long-temL.
There are also many lawyers that do not advise them to incorporate.
Solution: they used family money, issued stock.. and bought their own debt.

L Where: Richland SW Virginia.
Cliem who had a good business plan. He went to the bank to get financing. The
loan offie--r told him: "We do not do SEA loans '" .
Banks had hard timed~ with the government becnJse of rhe paper work and
the collection of the guaranteed funds in C3Se of failure.

M Young lady, wamed to establish a riding stable.
Turned down from the bank.
Reason:

• did not know how to approach the bank. Local banks are very linear in
their organization form. If you do not go to rile right place you get turned
down.
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- not experienc~d
- the bank does character lending (she was new in the area)

Got help from the SBDC.
Back to the bank: got financing to buy the horses. Now she is in business.

Had re"'~ived. federal benefits from disability ror many years.
Wanted to star! a retail ice-ere:un store. There was a big need in town.

As far as the business plan and the market projection. everything was fine.
Could not get financing.
Reason: no credit history.
Result: eouid not start the business.
New restaurant.

With the assistance of the SBDC started the projection of the future C3Sh flow.
Finding out the expenses was easy.
Revenues were the problem; just to break~ven they needed to 14bring people OUI

of the hospitals ~ to eat in their resrauram..
In this case~ the borrower was lucky to be turned down by the bank. Otherwise
the failure would have hurt much more.
~ere: Roanoke area
Farmer loan application:
A farmer made a loan application to buy 60 cows.
He bad three loans with this bank. For each of these loans he was 8-10 times late
in rnaking the loan payment.
Result: turned down.
Where: New River Vailey
Business: retail bakery + restaurant
Situation: change in operation : drop me restaurant and add wholesale bakery
1 - Loan application to local small bank..
Even though he was an old clie~ the bank did not take the risk of fin.aDciDg the
change.
They asked for a SEA loan guarantee. This involved a lot of paper work. It was
not easy to apply. T11e process took too long (about 3 momhs).
Result: guarantee not granted.
Reason: too much of a change, no proven r:raek record~ difficult period for the
SBA since there was a high percentage of loan default during that time (1992).
The process: All black and white numbers. No consideration of the personal
charaaeristics~ vision of the borrower, e!C. SBA does not use personal contaCts
with borrowers.
2 - The business owner tried with an alterna.rive source of funding (long term loan
from relatives). The effort succeeded. Now the bank loans are more e:JS'f CD get.
They have est1blished a good relationship, and have a proven traek record.
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Display 2
Experience of a small local bank

Number of loan applications 84 I
I Amount of loan applications I 51.613,630.00 I

Approved
76

51,463,630

I Approved %
I 90.5%
I 90.7%

The reasons for rejecting 8 of them are one or more of the following:
- [00 many loans given to the same person
- le~oth of employmem
- tax collection action
- bankruptcy in the past
- insufficient income in the projected cash flow
- delinquent credit
- checking account overdrafts
-collareral
- past due problems
- excessive obligations

The approvil rare is quite high. A larger, nearly regional. bank estimated their 16 turn down rare
to be 20-30 perc::m.
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Display 3
Top Ten Lenders to Small Busjnesses in Virginia

In 4£1995 Small Business Profi1e~ compiled by the SEA's Office of Advocas:y are listed me
Virginia I s top ten lenders to small businesses as follows:

1.. Virginia Heartland Bank
2. First Bankers and Trust Corporation
3. Citizens Bankers and Trost Corporation
4. Bank of Essex
5. Chesapeake Bank

6. Virginia Community Bank
7. Powell Valley National Bank
8. Rcsourc= Bank:
9. Benchmark: CoITlTTllJTtity Bank
10. Peoples Bank of Momross

Display 4
SEA's Ceuified Lender A.nd Preferred Lender Program

The most active and expert lenders qualify for the SBA's stIe1mlined lending progI3IDS. Under
these programs~ lenders are delegated partial or fu1lauthority to approve lOaDS~ wbich results in.
faster service from SEA. C~:tified lenders are those who ba~ been heavily invoived in regular
SBA Loan-guaramy processing and have met certain ocher criteria. They receive a partial
delegation of authority and are given a tbree-<1ay cumaround by me SBA on their applications
(they may also use regular SEA loan processing). Certified lenders ac:OUDt for nearly a tbird of
all SBA business loan guaranties. Preferred lende:s are chosen from among the SBA's best
lenders and enjoy full delegation of lending authority in exchange for a lower race of guaram:y.
This lending authority must be renewed at Ie3St every ~o years~ aDd the lender's portfolio is
examjned by the SEA periodically. Preferred loans account for more chan 10 percem of SBA
loans.

Viwnia SEA Certified and Preferred Lenders as QfjYDe 1996

Fairfax
Mclean
Richmond
Richmond
Richmond
Richmond
Richmond
Richmond
Vienna
Vienna
Virginia Beach
New Yo~ NY
Washingto~ D.C.

The George Mason Bank:
Suburban Bank: of V trginia
Central Fidelity Bank:
*Commonwealth Bank
CrestaI'
The Money Store Invesnnem Corporation
NarionsBank of VirgiDia~ NA
-Signet BankIVA
Business Bank:
-Patriot National Bank
*Commerce Bank
The Business Loan Cemer
Allied Lending Corporation

• Indicates Preferred Lender Program Participant
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APPENDIXL

FEDERAL RESERVE BANK OF RICHMOND

Quarterly Survey of Agricultural Credit
Conditions

July 31, 1996

Overview

Some measures of District agricultural credit conditions strengthened while others weakened in
the second quaner, according to results of the Richmond Fed's surve:y of agricultural banks. The demand
for farm loans increased slightly and, compared to a year earlier, the expected volume of f3rm lending
during the third quarter rose. However, increased collateral requiremcn~ lower repayment rates, and
higher loan renewals and extensions indicated somewhat softer agricultural credit conditions.
Furthermore, District banks indicated that they were less willing to make new farm loans. Interest rates
were mixed. The average value of District farmland continued to move higher and banks expected
additional incresses during the third quarter.

, The Demand jor Farm LIJQ1IS

Banks reported that the demand for
farm loans a)ntinued to increase during the
second quaner. The demand index for non..
real estate farm loans rose to +5, the third
consecutive increase.

For the third quarter. respondents
expected farm loan volume to fall short of
:"ear-ago levels. Compared to the third
quarter of 1995. feeder cattle loans posted an
index of -J~ reflecting the continued effects
of wesk cattle prices and higher feed costs on
producers' decisions to expand herds and
make capital improvements. The indexes for
the expected volume of dairy and crop storage
loans were -18 and -4, respectively. All three
indexes changed little from the first quarter.

In contrast, the indexes of expected
machinery loan and operating loan volumes
for the third quarter rose. The index vaJue for
the anticipated volume of farm machinery
ioans was 5. For expected oper:1ting 10311

volume~ the index was 28.

Interest Rates

DE~FORNON-~ESTATE

FARM LOANS

92:1V 94~f 94:11 94:111 94:fV 95:1 95:U 95:Uf 95:JV 96:' 96:11

Noto: The: diffiJsim iftdo: cqaaJs the iJl'"Xft'1&~D albania reporD1l8
gte3tct' cicm...d mtnUIl the pem:ontap rcponmg lasscr demAnd.

Average interest rates on operating and long-term farm real es+~e loans were unchanged.. feeder
cattle lo2n r:ues TO~~ and intermediate-term rates fell from the previous quarter. The average interest
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Federal Reserve BaDk of Richmond
Quarter)y Survey of Agricultural Credit Conditions page 2

rate on operating loans held at 9.8 percent and the average rate on long-term farm real estate loans lleld
at 9.5 percent During the second quarter, interest rates on feeder cattle loans increased 10 basis points

. to 9.9 percent. Intennediatc-term loans rates averaged 9.7 percent. or 20 basis points bdow the first
quarter average.

Compared to the second quarter of 1995:J average interest rates on all e:uegories or farm loans
were lower. The hU'gest decline was in the avenge rate on intermediate-tetm loans. which fell by 7t::
basis points. Operating loan rates averaged 60 basis points lower. For both feeder cattJe and long-ternt

resl estate loans, the average rates during the second quarter of 1996 were 50 basis points lower than
a year earlier.

Al'Qilabiliry oj Credit

In the second quarter~ 71 percent of responding banks indicated they were aaive!y seeking new
farm loans. This was substantially lower than the 90 percent that were seeking new loans in the pNvious
survey or the 83 percent of a y~ e:uiier. For the eighth straight survey, no bank reported refusing or
reduciDg farm loans due to a shortage of funds.. Funds availability was generally described as at or
above usual.

Creditworthiness

The quality of agricultural credits in the Fifth District weakened sIighdy during the second
quarter. The repayment-rate index for agri~&tural loans slipped three points to .12, equal to that
reponed in the second quarter of 1995. The lOaD renewals and extc::Jsions index moved. to 187 up from
15 in the previous quarter, and from 4 a year e:arlier. Respondents attributed the increase in renewals
and extensions to lower cattle prices, higher feed costs, and lower cotton yields; factors that adversely
affected the financial positions of some customers.. Also, severaJ contacts noted ttw sm31Ier farms'
financial positions were being •squeezed" by inC'eased competition from larger~ more efficient
operations. Responding banks reported higher coJ1:ster:1l requirements for agricultural loans. The
diffusion index for these requirements stood at 11, ap seven points from the previous quarter and nine
points from the second quarter of 1995.

FannUmd Values

The market value of "good" farmland averaged $1339 per acre in the second quarter~ up 2.8
percent from the first quartet and 8.7 percent from a year esTHer. Banks indicated that the upward trend
in farmland prices was expected to hold. over the next three months.

FGr flUlJ,er info"""';'", aHd8Ct: Brace D. Caz - RDardl A..uocUJu • FdDwl~ B'" 161RM:Jurr."tI • RaetJrCIJ
Depz.-J2Ni FlDor • P.O. BO% 21622 • lOduftollt!. VA 23261 • plro,,£ (JfUJ 6974267 • flOC (ltU) 6'7-&2SS
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FEDERAL RESERVE BANK OF RICHJ\fOND
Quarterly Swvey of Agricultuml Credit Conditions

April 30, 1996

OVfl1"Yt~w

Agricultural credit conditions in the Fifth District improved somewhat dttriDg the first three
months of 1996 according to results from the first quarter survey of agricultural banks. The demand for
:-Jrn1 loans picl::ed up modestly during the first quarter. However.. banks expe=ted that loan volume
ci~g the second quarter would fall below that of a year earlier. District banks indicated a greater
-.villingness to make new farm loans during the first quarter and greater funds availability than a year
~30. Respondents reponed that interest rates were lower on most categories of farm loans and that
re?ayment rates on existing loans had improved. Farmland values were somewhat higher while land
priCQ \Yere expected to remain stable in the second quarter.

T.1~ Demand for Farm Loans

!Demud for NOD-hal Eltste Farm IAansJ

NOR: nile~ irides cquB tie puantap of... 'J'ePO....
paaar" dnr...t Ic::u lac pI:~~ 1aIcr~

93:IV 94:1 SM:1I SM:11J 9C:IV 96:1 115:11 95:UI 95:1V ge:j

a

Banks reported a modest incre3Se in
the demand for farm loans. A diffusion index
for the demand for non-res! estate farm loans

. in the first quarter of 1996 equaled zero.
continuing the upward trend of the previous
quarter and marking the first move out of
Ile3aUve territory in six quarters. The index
fer loan demand stood at -10 in the fourth
q~er of last ye:u and at ·8 a year ago.

For most categories of agricultural
leans, volume during the sec:)nd quaner was
expected to fall below that in the same period
l~t year. These expectations were :riJost
notable for feeder cante~ dairy. and farm real
e~..ate loans. For these categories no banks
reponed expectations of increased volume.
However.. 31 perc:::nt reported expec+~tions of
fewer feeder canle loans during the second
quarter; 20 perce...-u reported expectations of
fewer dairy loans; and 17 perce:1t reported
e:'Qectations of fewer farm real estate loans.

Only for operating and farm machinery loans were the diffusion inde..~es for volume expec:ations
non-negative. The percentage of banks expecting a higher volume of operating loans ~ceeded that
e;q:ecting a lower volume by 15 percentage points. For farm machinery loans. the percentage expecting
Iig!!er demand equaled the percentage expecting lower demand.
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FEDERAL RESERVE BA.~ OF RIClL"fOND

Quarterly Survey of Agricultural Credit Conditions
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Federal ReselVe Bank of Richmond
Quarterly Survey of AlricuJtural ~dit Conditions pace 3

Interest rates on short- and intermediate-term agricultural loans were lower while rates on farm
real estate loans were unchanged. The average rates on intermediate-term loans fell to 9.9 percent
c:Jmpared to 10.1 percent in the fourth quarter of 1995 and 10.5 perc:nt a year ago. Interest rateS on
short-term feeder cattle and farm operating loans averaged 9.8 percent compared to 10.1 percent during
the previous quarter. During the tirst quarter of 1995, these rates averaged 10.7 percent and 10.5
percen~ respee:tiwly. Interest rates on long-term farm real estate loans held at 9.5 percent from the
previous quarter. For the same period last Ye:J.ry rates on these real estate loans averaged 9.8 percent.

A. vailability of C1edil

In the latest survey I nine of every ten banks indicated they were actively seeking new farm loaJl$y
3. slightly higher proportion than were seeking new farm Joans in the previous survey. A year ago,
ne:uly one of every four banks reported that they were not actively seeking to make such loans. Banks
continued to report that no farm loans have been refused or reduced due to a shonage of funds. All
b:L9llcs described funds availability as at or above usual during the first quarter of 1996. This was
unc.;anged from the previous quarter. A ye3f agOy 16 percent of the respondents indicated a lower-than­
nonnal availability of funds.

Creditw onhiness

The quality of agricultural credit in the District appears to have improved somewhat during the
first quarter of 1996. While the reports on repayment rates were almost identical to those of a yeu
e:!:'lier, the percentage of banks reporting lower-than-normal rates of repayment fell by 15 percentage
points from the previous quarter. Although loan rene\Wls or extensions remained above year-ago levels,
fewer banks reported greater-than-nonnal renewals or extensions than in the fourth quarter survey.
Collateral requirements were unchanged Crom the fourth quarter of 1995, although they were below year
age levels.

Farmland YaJues

The market value of "sood" farmland averaged S1303 per acre in the first quarter, up 5.1 percent
from the fourth quarter of 1995 and 2. g percent from a year earlier. Banks generally expected stable
fannJand prices during the second quarter. Only five percent expected land prices to rise while no banks
expected land i'rices to fall.

For flll't.ltcr UVo"".iD.. t:IIftlfJCt: BIVC. D. C4% • Res.lD'Cil A. JSDOlZle • FftiDWl Re~e",e 1UJIM ilfRlclutltonJ • R~1IrC1I
D.pL-2~"" JiLHr • p.o. BtU 27611 • RJeiufttln:J,. VA 13'61 •~ (BIU) 697-&267 • ft« (ltU) 6,1-12j5
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Jiirginia

Capital

A.ccess

Program
Pilot Project

\lirginia Small Business Financing Authority

·..i'
..,.- Purpose ofVCAP

+Support the growth and success of
businesses statewide

• Make funds available for business
loans that are not available through
other programs
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VCAP Provides a Reserve Fund
for a Portfolio ofLoans

• Enrollment fees of 3-7% are contributed to the
reserve fund by the bank: and the borrower

• VSBFA adds matching amount to bank:'s
reserve

• ReseIV"e covers up to 100% of losses

• The VSBFA owns the funds in the bank's
earmarked reserve but these funds are
dedicated to cover losses on loans made under
the program

Plan Concept

• It is an "enrollment" process vs. an
"approval" process; no need for VSBFA to
review or approve the credit

• The reserve fund enables a bank to be more
aggressive in making loans

• Competition will·drive conventional credits
to conventional fmancing

2



.VCAP Process

• Business applies to bank

• Bank makes credit decision

• Enrollment form submitted to VSBFA and
payment made to the reserve account

Bank Flexibility

• .All types of loans (working capital, fixed assets,
lines of credit, term loans)

• Rate (fixed or variable), fees, term, collateral (if
any), amortization

• Allor part of the loan may be em-oiled (eg. to cover a
collateral gap)

• Changes in the loan do not have to be reported
(except where the enrolled loan increases)

• Lines of credit are enrolled for the maximum
commitment
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High Leverage ofEconomic
DevelopmentResources

• Experience nationwide is 21: 1

• For every $1 invested in VCAP, we
anticipate $21 worth of benefits (i.e.
$100,000 investment enables $2.1 million in
loans to be amde in the community that
would not have been made without the
program)

• Easy to administer

Bank Benefits

• Expands the customer base

• Increases commercial loan volume

• Mitigates risk

• Easy to use

• No delay in response to customer
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Capital Access Programs
Public Sector Number LoaDs

Year Investment ofLoans EnroUed

Arkansas 1993 $5.0 million 105 S 3.7 million
California 1994 510.0 million 1116 5158.0 million
Connecticut 1993 $10.0 million 164 S 13.1 million
Indiana 1993 55.0 million 629 $ 28.1 million
M:lssachusetts 1993 55.0 million 965 S 58.0 million
Michigan 1986 514 million 4350 5227.3 million
Minnesota 1992 .55.0 million 103 S 5.0 million
New Hampshire 1993 55.0 million 691 S 27.0 million
North Carolina 1994 51.75 million 47 5 2.7 million
Oklahoma 1992 53.0 million 354 5 9.2 million
Oregon 1991 $1.3 million 880 $ 28.5 million
West Virginia 1991 53.0 million 120 S 5.6 million

." JCAP Reserve Fund Benefits - Example

New Loans SLoans # Loans Loss Loss
Enrolled@ Outstandimg Outstanding Reserve Reserve
S50,OOO e:L ~.Io.

Year 1 10 loans $500,000 10 540,000 8.0°,4

Year 2 10 loans Si30,OOO 15 560,000 8.2%

Year 3 10 loans 5710,000 15 580,000 11..3°~

Year 4 15 loans 5940,000 20 5120,000 12.8%

Year 5 15 loans 51,035,000 .,.. 5150,000 14.5°AJ-'"
Assumptions: • i/2 of loans made mamre in I yr., 112 orloans made mature to 2 ye::us.

• 8ank/BorroweriState match = 8%

·4% loss rate (note losses fully covered by reserve).
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VCAP ENROLLMENT SUMMARY 9/9/96

ENROLLMENT SUMMARY - VCAP PILOT PROGRAM

, CENTRAL FIDELITY NATIONAL BANK ,

I DATE I LOAN AMT. J ENROLLED AMT.J CFNB DEPOSITI VSBFA DEPOSITI JOBS ICITY OR COUNTY ILOAN PURPOSE I TERMJ

2/15/96 $ 66,580.23 $ 66,580.23 $ 2,663.21 $ 2,663.21 0 FREDERICKSBURG PERMANENT W/C 4YRS
2/27/96 $ 100.000.00 $ 100.000.00 $ 5,000.00 $ 5,000.00 0 RICHMOND EQUIPMENT 5YRS
2127/96 $ 150,000.00 $ 150,000.00 $ 7.500.00 $ 7,500.00 0 RICHMOND RECEIVABLE LINE

3/5/96 $ 103,000.00 $ 103,000.00 $ 3,090.00 $ 3,090.00 2 HENRICO PERMANENT W/C 6YRS
3115196 $ . 50,000.00 $ 50,000.00 $ 2,000.00 $ 2,000.00 0 NORFOLK RENOVATE BLDG, 6YRS
5121/96 $ 52,000.00 $ 52,000.00 $ 2,000.00 $ 2.000.00 7 PETERSBURG PERMANENT W/C 5YRS
5/31/96 $ 60,650.00 $ 20,000.00 $ 600.00 $ 600.00 0 SHENANDOAH BUS.ACQUISITION 5YRS

7/1/96 $ 155,000.00 $ 155,000.00 $ 4,650.00 $ 4,650.00 2 RICHMOND EQUIPMENT&W/C 1YR
7/1196 $ 30,000.00 $ 30,000.00 $ 900.00 $ 900.00 2 RICHMOND WORKING CAP. LINE

> 7/8/96 $ 200,000.00 $ 118,300.00 $ 3,549.00 $ 3,549.00 5 CHESTERFIELD BUS. ACaUISITIO 5YRS
I

7112/06 $ 120,000.00 $ 50,000.00 $ 1,500.00 $ 1,500.00 2 CHESAPEAt<E eaUIPMENT 5YRS"""-l

7/26/96 $ 337,500.00 $ 100,000.00 $ 3,000.00 $ 3,000.00 4 CHESAPEAKE BUILDING 20YRS
7/30/96 100,000.00 100,000.00 3,000.00 3,000.00 0 FAIRFAX WORKING CAP. LINE
8120/96 $ 150,000.00 $ 160,000.00 $ 4,500.00 $ 4,600.00 1 NEWPORT NEWS COMM.MTG. 20YRS

TOTALS $ 1,674,730.23 $ 1,244,880.23 $ 43,952.21 $ 43,952.21 25

INTEREST THRU 7-31-96 $ 912.42

(AccOUNT BALANce s 88,816.84 )

Page 1



Draft of Rural Economic Analysis Program
policy paper.

Capital Issues in Rural Virginia:
A Policy Perspective

Zana Kruja. Research Assistant
Wayne Purcell. Professor

David I(\)h1. Professor

Janu:uy 24. 199i

APPENDIXN



INTRODUCTION

Access to capital was identified as one of the major hurdles to rural development in focus group
meetings conducted by the Rural Economic Analysis Program (REAP) with the Tobacco
Communilies Project. in 1995. Spacific:l11y. it \Vas said to be a problem for tobacco fanners
seeking to adjust :md diversify given the uncertainty surrounding tobacco. The goal of the
present study is to detemline if there are. in fact, significant difficulties in obtaining financing by
farmers and other rural businesses in Virginia. If difficulties exist. are they related to lack of
capital. to a rack of knowledge of available resources, to a lack of preparation by people seeking
financing. to a mismatch. between the type of financing reque.ue; and available financing. or to
some combination of these? A broad and encompassing parallel objective was to determine
\vhether there is a need for a state presence in tJnsuring access to capital.

Iniormation was gathered oy a survey designed to identify any problems in loan availability and
why these problems are present. Both borrowers and lenders were inc!uded in the infonnation
g:uhering phase of the project.

The results pre~ellled in this paper are preliminary findings based on initial rcblms only. prior to
any :xtensivc follow-up to ensure bronder survey responses. While no conclusive statements can
be made about the difficultie5 of new smail bu~inesses or existing small businesses wishing to
expand. lhese preiiminary results provide insights into po(ential needs by roraf residents tor
credit assistance and provide an information base to be used in considering the proper role for the
state. This report deab only with farmer iUld small business surveys. not the creditors survey.
Thus. it is focused toward issues fucing borrowers and potential borrowers..

THE SlJR"~Y

Five counties were chosen for survey purposes: Brunswick. Halifax. Grayson. Mecklenburg, and
Patrick. The selection process for counties was designed to reach a wide representation of
different levels of development. different rates of economic growth. and different sectoral mixes
in rh~ local ~conomies. The s~mple counties chosen are a good representation of the economic
specialization of Virginia's non-metropolitan counties. The sample included c:owuies definc4 as
persistent poverty or commuting.) and counties adjacent 01' not adjacent to Statisric:ll
MetropoJitan Areas (SMAs). A total of 2.000 fann and non-farm businesses located in the
selected counties were included in the random sample.

A mail survey was sent to a sample of fann and non-farm businesses. Three sources of data were
used to obtain mailing addresses: Virginia Agriculmral Statistics Depanment database of rann
businesses,. Virginia Employment Commission (VEC) database of businesses registered for
unemployment insurance purposes, and the business phone directory.

The survey instmment developed for small business openllors and farmers asked for information
from two general areas:

1. Generdl information about the company, and
2. Experie.nce in financing the business.

I Ai'> defined by ERS in: "1989 ERS County and l}"POtOgy Cades"
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PRELI~nNARY FINDINGS, FARMERS AND SMALL BUSINESSES

The results of .the survey to fanners and snuu.l business owners were divided into tWO general
cate!:.~ries: asricullure and tlon-agriculture. Of those in agriculture, which included producers as
well :lS suppliers and processors. 79 percent were farmors. The non-farm cs~gory wa.~

comprised primarily of professionals (33 percent). retail operations (19 percent), and business
services (l J percent). Only 2 percent uf the respondents had sales over 55 million. Saie.~ under
S100,000 accounted. for 42 percent of. the respondents and of those 1S percent had sales under
$10.000. While 15 percent is not a large num~r. the important relarionship is that 84 percent of
those were farmers. M:ost of the finns were local-within 1 to IS miles of the mailing nddress.
and most had only 1 outlet for sales. Only 3 percent reponed having non-local locations. more
th~n SO miles distant. The majority of the businc~s arc in the on-going or stable stage. with only
5 percent in the development or start-up ~tages of operation. Nearly three-quaners of the
respondenu reported le~s than 10 simii3r finr.s in the locality. This finding suggests a
knowledge of a wide variety of industries on the part of credit ana1ysL~.

These preliminary findings suggest that mrc1l ent:-eprcneurs tend to be c;on.licrvative in their use of
debt: 40 percent reponed no debr; 34 percent reported debt to asset ratios of less than :30
percent: and .10 percc:nl reponed debt to a.C\set ratios of greater than 10 percent. The size of Joans
is also sman~ most of thcm less than $50.000 and for less than 10 years•. Of the 10 percent
reponing long tenn ·loans (greater than 10 years), 60 percent were for Jess than $100.000.

Loan denials

Since one of the objectives of this study is to determine the difficulties in obtaining capital. there
were a series of questions about be~ng denic::l crr:dit. The moSt common explanations given to
the potentia) borrower was insufficient cash tlow, insufficient collateral. or both. Fifty-nine
percent of those reponing lean denials are in the on-going stage in the busine-",s and 82 percent
are in the non-fann seClor. Corporations ac.:ount for 55 percent of the non-fann businesses. Of
those denied loans, 65 percent were corpuraliuns. Only 12 percenr of the respondents cla.~sified

their businesses as too new to have a history of sale~. Less than one fourth of the respondents
denied loans had decreasing salcs. Most of the financing is done by local banks.

Opinions on rmancing

Several questions were asked to determine the perception that people have of the availability of
credit in the rural communities. The results are summarized in Table 1.

2
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Table 1. Summary of opinion questions
Not

Question A.,.ce Disagree Unc:enain applicable
-·..···------·-Perccnt·· ,---

If you really need credit. it is available 6~ 14 12 8

Win you need additional tinancing in the next
lwo ye41Ts "!

If you need addiliunal finuncing t will
local fimmcing ;ourc~s be able to meet
your needs?

How famlJiar are you with each of these
programs'?

Private Activity Tax Exempc Bond
!>rogTam

Virginia SmaJl Business Financing
Authority Industria} Bond. Dcvolo?m~r.t
ProgrAm

Virginia Small Bu~iness Finnncmg
Authority UmbreJia nond Progr:un

Virginia Economic Development
Revol ving LD8n F~nd

Loa.n Guaranty PrOgI':lDl

Expon Financing Asstsmnce Proe-ram

Have you ever oblsined fin~nc:ing from $i'SlIC

llr fc:de:nd sources?

Agree Disagree Uncertain

37 57 6

7 &2 S

F3mHiar Unfamiliar No response

4 8.2 J4

5 71 24

4 79 19
4 76 20

J 78 18
5 86 9

Yes No No response

10 g6 4

Is it easier to obUiin credit from when the
lender uses state oc federal economic
devcfopment financial assistance programs"

Dv )o·ou thi nk the: st:ltC sh.ould hecome aGti vc
in ensurina: adequate access to capimJ for
businc~cs in Vir2inia.?

Technical Assistance

11 39

36

50

IS

Lending insritul10ns require various financial information from potential borrowers. Included in the
required information is the need to make projeclions for cash flows and lo predict the market for the
busine~!\. Businesses C3Jl also be asked to provide a business pJan. UnderstAnding me terms and conditions
uf loan documents can require legal assistance. The responses (0 questions in the survey showed that
Cooperative Extension 'NilS the primary source of much of l1le technical assistance. The most difficult :Irea
to obtaIn assistance was projecting the furore rnarket for the business. LegAl ASsistance was also viewed as
difficult to ohtain.

3
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POLICY ISS1JES

Government intervention in capital markets can be justified under two main scenarios. First.
when the market is functioning nonnaUy, but society is not satistied with the outcomes. Second.
when there are imperfect market conditions which demand correction. The discussion that
follows relates to the second type of government intervention.

Should the state intervene to improve the access to capital in Virginia~s rural areas? \Vhile there
an~ 00 widespread anomalies in Virginiats rom.! c:lpial markets. some specific markets and types
of firms are experiencing difficulties.

NIarketInadequacy

The responses to questions about loan d~i1iai indicate th.1t there is a market inadequacy since
what appear lO be ~uccessful finn.C\ ;1J"e ~ometimes denied debt financing. Not only do start-up
businesses experi~ncc difficulties when they need tinancing. but so do well-estabJished firms
which need to finance their expansion. This general feeling suggests that there is a void in the
leca) financial markers. It appe:us there i~ a mismatCh between the type of financing requestS
and (he available financing. Correc!ing this incl...~nsistency and helping to ensure a "match"
between nced.c; and offerings could be considered as correcting a market inadequacy.

Lack of preparation af financial informacion by people seeking financing does not appear to be
the major reason for loan denials. Jns:e:1d. collateral requirements and the size and variability of
cash flow are lhe most often cited reasons for loan denial. Should che state intervene to help
aHevime the restrictions posed by cash !low and collateral requirements"] Since it is normal for a
start-Up busin~s [0 Jack the necessary coilateral. it may be important to help chese businesses. If
~tate intervention is acc,~mpanjed by rigorous analy~is of the business plan and loan application.
it may be possible to prov lde credit to these smaU businesses without interfering with the nonnal
func:ioning of the financjaJ market. Adopting the role of loan guarantor or helping to develop a
capital access program to provide beUCr access to scarc·up and e.xpansion capital would.
apparently. boost economic activity in Virginia' s rural areas.

Another sign of market inadequacy is thi.1t firms involved in unusual economic activities face
major difficulties in the loan market. This scenario suggests that the experience of local banks in
a cenain business sector detennines in large part the chances of loan approval. When the local
bank is not familiar With the type of business activity for which the loan request was made, loans
appear to be difficult to obtain.

There are major differences in the way financing needs are met in different sectors of the rural
economies. Non-fann businesses seem to be less preferred than fann businesses, because Farm
Credit and other institutions are dedicated to the fanning sector. However. ruraJ development
and the economic well-being of the rural sector depend heavily on the success of non-farm
businesses as well. This apparently preferential treatment is especially important now that many
tobacco fanners may seek. to diversify into non·farm businesses or find employment with such
bu.sinesses th~t emerge in their home communiti~s.

4
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Sources of new financing

The_majority of new financing is provided locally. For the time period covered by the smdy. if
one assumes that having new financing provided locally is an indication of properly functioning
markets. the local financial markets are funclioning well. But there is a potentiaJ probLem for the
future. The trend in the banking industry is consolidation. What will happen to small businesses
which currently raise most of the debt capital through the local banks as the local banks merge
with regional or national banks? Will the larger banks be interested in and able lo evaluate [he
loiUl appJicarions of these often small busines.'\e5 where the capital needs are often less than
S50.ooo7 If they are not wining or able to met:t the needs due to lack of personnel or orientation,
what wiIJ these sm:lll rural businesses do?

Financhl1 !\-larket Adequacy

The opinions on lbe adequacy of the financial market are not conclusive. The results of this
:section of the survey wiU be analyzed carefully since lhey do not include the opinion of finns

. which are out of business as the rcsuit of the Jack of rinancing.

\Vhat is important to emphasize is ~hal the majority of respondents who arc not satisfied with the
current market conditions expect co need financing during the next year. These respondents
repre5ent the firms with ncn-tnlditiomd business activities and form the majority of the
respondents who do not believe [he locnl market will meet their needs. This situation suggests
there is a mismatch berween the type of financing requests and the available financing. What can
be done to correct the problem? Local banks could be encouraged to cooper3te with non-local
bank.c; having expertise in these speciaJi~ types of businesses. or a state agency or board could
offer help in analyzing the specialized types of loan applications. Clearly. the area needs
attention if diversific3rion and robust ~conomic activity ilnd development in ruraJ Virginia is an
objective.

Terms and Conditions of Financing

The opinions on terms and conditions of finance differ widely and offer no conclusive results in
this preliminary assessment. However. the opinions seem to support the idea that there is no
large. overall market inadequacy. but there might be some issues that need improvement. A
market is not complete and effective if information on credit and access co credit is not available.
That some of the respondents who borrowed money in the last year did not offer an opinion on
the interest rates and other loan conditions they agre:d 10 might suggest a lack of information and
a weak understanding of costs and conditions surrounding the loans. Their lack of opinion
suggests that they do not know to what they can compare. the terms of their loans from the local
banks. That local banks are the only source of information on financing sources for the majority
of the respondentS supports this conclusion. If banks are not interesred in providing customers
with information about alternative financing programs. those potential borrowers Inay never
leam about them. and their c:redit needs may not be met.

The overwhelming majority of respondents do noe know aboUL the state programs in place. If
~hese programs are set up co help the sma!! busines.'es. they need to be advertised so that

5
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interested entrepreneurs would be able to take advantage of what they offer. Making this
information more readily available could by accomplished through the creation of new
infonnation centers or by adding the infonnation function to some existing gov~mmenta!

instItutions. A less expensive way to provide this kind of infonnation is to motivate bnnks to use
these programs. In this way, it will be possible to usc the existing expenise of banks to provide
broader and more con'lplete infonnation on financing sources. Motivating banks to usc more of
thes~ programs involves not only setting up attractive programs.. but also making sure that what
was promised to the bank will b¢ provided in a timely manner and with minimal paper worle.

The majority of the respondents who knew [he most about the various sttue programs were those .
having little or no debt. Why are they interested in iniormation about these financing programs?
A logical conclusion is that they sought financmg but for some reason they were not able to
obtain it. Could this be another evidence of a mi~mateh between the type of credit sought and
[he type of credit available'! Another conclusion that might be drawn from this finding is that
what appears to be conserv~,ismtoward credit mi~it rather be lack of matching credit type with
credit needs. To the ¢xtent .a umisrnatch" persists, economic growth in rural areas of Virginia is
being constricted.

The role of the state

Should the state be involved in helping to assure access to c~pital for rutaJ businesses? The
r~sponses [0 this idea suggest that there is some reluc:ancc in using statt"Jfcderal progrclI11S, The
majority uf respondents who do not think. that it is easier to obtain financing through these
programs have never used them. Were they misinformed? Would infonnation help increase the
usc of these programs? On the other hand. most of the respondents who did use these programs
are not in favor of further state iJivol vement. The important policy issue is whether these
programs are properly designed. If the end ~s::r do~s not perceive a difference between the use
of 5tatc-assisted specialized financing programs and direc:. bank financing, the reason for the
~rograms has to be questioned.

It is important to mention that state involvement in credit access is a very sensitive issue. While
there are many who think that there is a need for state involvement. there are many others who
almost beconle aggressive in their responses. expressing their opposition to the idea that the state
can do anything to tmprove [he functioning of rural capital markets. Most of them accompany
[he answer wi th a statement against the tax system. They believe that the only role that the state
has is to reduce taXes, so that the smaIl businesses could be more motivated to produce. expand,
and create more jobs. They are expressly against the establishment of Dew governmental
institutions which will .4onJy drain the taxpayers money." Clearly, any enhanced role of the state
wiH need to be carefully conceived and may need to meet needs of enhancing rural economic
development by improving access to needed capital at no cost to the taxpayer. These needs
might be met by loan guarantor roles or by creating a capital access program to be administered
by eXisting state agencies or both.

The sources of technic;u assistance used by small businesses appear to be very different.
Virginia Cooperative Extension appears to be the best source of technical assistance. The SmaH
Business DeveJopment C:nters do not appear to be a widely used source. The main help needed
by the small businesses is in developing market projections. From a telephone interview with
some SrnaU Business Development Centers. it was learned that they do not have enough
personnel or expertise to provide this service to small bu~inc::sses. Since market projections are

6
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C1'Ucial to enhance the probability of loan application approval. it is important to consider ways to
provide this service. and this may well be a proper role for the state.

RECOMl\tIENDATIONS

Based on this preliminary assessment. any role of the State in ensuring effective credit and
capital markets in rural communities should be focused in providing:

• lnfolTl1iltion on financing sources ~vailable to rora1 businesses, for both start-up and
expansion;

• An information clearing house to help match financing needs with available capital;
• Technical assistance in providing businesses with market and cash flow estimates or

forec&15ts;
• Encourngement for banks to use the existing state and federal programs by

eliminating or reducing the paFerwork and by Assuring them that they will be able to
collect (in a timely fashion) from the state what the programs prormse to them;

• Help for banks in analyzing loan applications from less common types of businesses:
• Scart-up as well as ex.pansion capitaJ. especiaHy for small businesses.. with creation

of a capital pool for loans under S100,000. the most prevaJent "need'· in loan size;
:md

• Alternatives to the c~liaterai-based loans since beginning and fledgling small
businesses often do not have rhe ne~ed coliater~L

There appears to be a need for the state to get invoived in facilitating rural business access to
capital in Virginia. especially for the smaller businesses. In the economic environment of the
yenr 2000 and beyond, markets will be very competitive in a global context. Diversification,
expansion. and access to non·traditiunaJ type~ of business activities, both agricultural and non·
agricultural. are apparently being constrained by lack of acc~s to capital, especi.uly venture
capital.

7
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1I Tracking - 1997 session

APPENDIX 0

VIRGINIA ACTS OF ASSEMBLY -- CHAPTER
An Act to amend the Code ofVirginia by adding sections numbered 9-228.1 through 9-228.4, relating to
the creation ofthe Virginia Small Business Growth Fund; Virginia Small Business Financing Authority.

[H 2424]
Approved

Be it enacted by the General Assembly of Virginia:

1. That the Code ofVirginia is amended by adding sections numbered 9-228.1 through 9-228.4 as
follows:

§9-228.1. Creation, administration, and management ofVirginia Small Business Growth Fund.

In addition to any other fund or account the Authority may create pursuant to §9-228. there shall be a
permanentfund known as the Virginia Small Business Growth Fund (the "Fund"). The Fund shall be
comprised of(i) sums appropriated to it by the General Assembly, (ii) all income from the investment of
moneys held by the Fund, and (iii) any other sums designatedfor deposit to the Fundfrom any source,
public or private. The Fund shall be administered and managed by the Authority, and all moneys in the
Fund shall be used to create special reserve funds to cover potentialfuture losses from the loan
portfolios o/participating banks and lending institutions as provided in §9-228.4. Any remaining
balances in the Fund shall not revert to the general fund but shall be retained in order to create
additional special reserve funds.

§9-228.2. Deposit ofmoneys.

All moneys belonging to the Fund shall be deposited to the credit ofthe State Treasurer and recorded on
the books ofthe State Comptruller. Earnings from investments and interest shall be returned to the
Fund.

§9-228.3. Collection ofmoneys due to the Fund

The Authority, or its designated agent, is empowered to collect moneys owed to the Fund. Proceedings
to recover moneys owed to the Fund may be instituted by the Authority in the name ofthe Fund in any
appropriate court.

§9-228.4. Operation ofthe Fund.

A. The Fund shall be used as a special reserve fund to cover potential future losses from the loan
portfolios ofparticipating banks and lending institutions. The Authority shall (i) work with banks and
lending institutions to establish a separate account for the Virginia Small Business Growth Fund in each
participating bank or lending institution and (ij) deposit into such accounts, moneys from the Fund in an
amount equal to the total ofthe sum ofthe bank or lending institution's and the individual borrower's
deposits into such account. Such matching sum by the Authority shall not exceed seven percent ofthe
principal amount ofthe loan.

B. The Authority shall determine the qualifications, terms, and conditions for the use ofthe Fund and the
accounts thereof In connection with applications for claims made against the Fund, the Authority is
authorized to require the production ofany document, instrument, certificate, legal opinion, or any
other information it deems necessary or convenient. All claims made against the Fund shall be approved
by the Board or an authorized committee or subcommittee thereof All claims made against each
acc0u.nt shall be reported to the Board or an authorized committee thereof
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APPENDLXP

VIRGINIA ACTS OF ASSEMBLY -- CHAPTER
An Act to amend and reenact § 8.01-341.1 ofthe Code ofVirginia, relating to jury service; exemption;
persons indispensable to business.

[H 1560]
Approved

Be it enacted by the General Assembly ofVirginia:

1. That §8.01-341.1 of the Code of Virginia is amended and reenacted as follows:

§8.01-341.1. Who may claim exemptions from jury service.

The following may claim exemptions from serving on juries in civil and criminal cases:

1. through 3. [Repealed.]

4. Mariners actually employed in maritime service,

5. through 7. [Repealed.]

8. A person who has legal custody of and is necessarily and personally responsible for a child or children
sixteen years of age or YOWlger requiring continuous care by him during nonnal court hours,

9. A person who is necessarily and personally responsible for a person having a physical or mental
impairment requiring continuous care by him during Donnal court hours,

10. Any person over seventy years of age,

11. Any person whose spouse is summoned to serve on the same jury panet

12. Anyperson who is the onlyperson performing services for a business, commercial or agricultural
enterprise and whose services are so essential to the operations ofthe business, commercial or
agricultural enterprise that such enterprise must close or cease to function ifsuch person is required to
perform jury duty.
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APPENDIXQ

VIRGINIA ACTS OF ASSEMBLY -- CHAPTER
An Act to amend and reenact §§ 9-221 and 9-235 ofthe Code ofVirginia and to amend the Code of
Virginia by adding sections numbered 9-228.1 through 9-228.4, relating to the creation ofthe Virginia
Export Loan Guarantee Fund; Virginia Small Business Financing Authority.

[H 1561]
Approved

Be it enacted by the General Assembly of Virginia:

1. That §§9-221 and 9-235 of the Code ofVirginia are amended and reenacted and that the Code of
Virginia is amended by adding sections numbered 9-228.1 through 9-228.4 as follows:

§9-221. Liability of Commonwealth, political subdivisions and members ofBoard.

No bonds issued or loans or loan guarantees made by the Authority under this chapter shall constitute a
debt, liability or general obligation of the Commonwealth or any political subdivision thereof (other than
the Authority), or a pledge of the faith and credit of the Commonwealth or any political subdivision
thereof (other than the Authority), but shall be payable solely as provided by the Authority. No member
or officer of the Board nor any person executing the bonds, loans, or loan guarantees shall be liable
personally on the bonds, loans, or loan guarantees by reason of the issuance thereof. Each bond issued
or loan orloan guarantee made under this chapter shall contain on the face thereof a statement that
neither the Commonwealth, nor any other political subdivision thereof, shall be obligated to pay the
same or the interest thereon or other costs incident thereto except from the revenue or money pledged by
the Authority and that neither the faith and credit nor the taxing power of the Commonwealth or any
political subdivision thereof is pledged to the payment of the principal of, or the interest on, such bond,
loan, or loan guarantee.

§9-228.1. Creation, administration, and management of Virginia Export Loan Guarantee Fund.

In addition to any otherfund or account the Authority may create pursuant to §9-228. there shall be a
permanentfund known as the Virginia Export Loan Guarantee Fund (the "Fund"). The Fund shall be
comprised of(i) sums appropriated to it bythe General Assembly, (ii) receipts by the Fundfrom loan
guarantees made against it, (iii) all incomefrom the investment ofmoneys held by the Fund, and (iv)
any other sums designatedfor deposit to the Fundfrom any source, public or private. The Fund shall be
administered and managed by the Authority, and all moneys in the Fund shall be used to provide loan
guarantees as provided in §9-228.4. Any balances remaining in the Fund shall not revert to the general
fund but shall be retained in order to make additional loan guarantees.

§9-228.2. Deposit ofmoneys.

All moneys belonging to the Fund shall be deposited to the credit ofthe State Treasurer and recorded on
the books ofthe State Comptroller. Earnings from investments and interest shall be returned to the
Fund.

§9-228.3. Collection ofmoneys due to the Fund.

The Authority, or its designated agent, is empowered to collect moneys due to the Fund. Proceedings to
recover moneys due to the Fund may be instituted by the Authority in the name ofthe Fund in any
appropriate court.

§9-228.4. Loan guarantees made against the Fund.

A. The Fund shall be used to guarantee up to ninety percent ofthe principal amount ofany commercial
loan or line ofcredit made by a lender for the purpose offacilitating the sale ofgoods, products, or
services outside ofthe United States by persons, firms, or corporations utilizing a Virginia air, land, or
sea port to ship such goods, products, or services. Such guarantee shall not exceed one million dollars.
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B. The Authority shall determine the terms and conditions ofany loan guarantee made against the Fund
and may allowfor use ofthe Fund in single or multiple transactions. No loan guarantee shall exceed a
#erm ofeighteen months. The Authority shall charge an annual guarantee fee. However, the Authority
may waive suchfees in an economically distressed area as defined in §58.1-439. In connection with
IlPplications for loan guarantees made against the Fund, the Authority is authorized to require the
production ofany document, instrument, certificate, legal opinion, or other information it deems
necessary or convenient.

C. All loan guarantees made against the Fund shall be approved by the Board or an authorized
committee or subcommittee thereof

§9-235. Annual report; audit.

The Authority shall, within 120 days of the close of each fiscal year, submit an .annual report of its
activities for the preceding fiscal year to the Governor and the chairmen ofthe House Committee on
Appropriations and the Senate Committee on Finance. The clerk of each house of the General Assembly.
shall receive a copy of the report by making a request for it to the chairman of the Authority. Each report
shall set forth, for the precedingfiscal year, a complete operating and financial statement for the
Authority during the fiscal year it covers and any loan fund or loan guarantee fund the Authority
administers or manages. The Commonwealth's Auditor of Public Accounts or his designee shall at least
once in a year audit the books and accounts of the Authority and any loan fund or loan guarantee fund
the Authority administers or manages.
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