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Date

MINUTES OF THE __ 5¢Rat€  cOMMITTEE ON ___Assessment and Taxation

Senator Fred A. Kerr

The meeting was called to order by
Chairperson

at

11:00 a. mXEHRX on Thursday, April 3 19.86in room 219-S _ of the Capitol.

All members were presentXeXeep¥

Committee staff present:

Tom Severn, Research Department

Melinda Hanson, Research Department

Don Hayward, Revisor's Office

LaVonne Mumert, Secretary to the Committee

Conferees appearing before the committee:

Senator Wint Winter

Harold Stones, Kansas Bankers Association

Robert Spachek, Pilsen State Bank, Lincolnville

James O. Myers, Admire Bank & Trust, Emporia

Don Ferrell, Kansas Association for Small Business

Dr. Bart Finney, Kansas Small Business Development Centers
Gerald Cooper, S.W. Certified Development Corporation
Ron Nicholas, Nine County Development

Jerry Mallot, Wichita Chamber of Commerce

Carol Hedges, Governor's Office

David Barclay, Kansas Department of Economic Development

S.B. 756 - Enacting the Kansas statewide risk capital system act

Information from Representative Jim Braden was distributed to Committee
members (Attachment 1).

Chairman Kerr advised that Belden Daniels is unable to be present because he
is snowed in at a Denver airport. Chairman Kerr said that Mr. Daniels is
adamant that the need and mission statements be left in S.B. 755 and S.B.

756. One reason, according to Mr. Daniels, is to ensure that these programs
are meaningful to rural Kansas. Mr. Daniels has had experience in other
states that convinces him this language is necessary to tle the accountability
provisions to the intent of the legislation.

Senator Wint Winter testified in support of the bill on behalf of the Legis-
lative Economic Development Commission. He advised that the Commission feels
thisg bill is one of the most critical ones in the package. He noted that the
lack of a system of venture capital is one of the main problems mentioned by
the Redwood report. Senator Winter said the bill is particularly important
to small and medium sized businesses in smaller towns.

Harold Stones spoke in favor of the bill (Attachment 2). He discussed the
decline and decay of Kansas banks. He explained that the bill provides
authority for the Pooled Money Investment Board to invest $10 million in
Kansas Venture Capital, Inc. (KVCI) after the following conditions are met:
1) the private sector has already raised $10 million in common stock, 2)
the 15-member board and president are in place, and 3) KVCI is fully licensed
as a small business investment company. S.B. 756 provides for a tax credit
for 25% of the amount invested which must be spread out over at least four
years. It also provides that any dividends are not subject to the income
or privilege taxes. Mr. Stones suggested that the bill should clarify that
individuals may qualify for the tax credit, that insurance companies should
be eligible for the tax credit and that the bill should not contain a sunset. -

Robert Spachek testified in favor of the bill. He said that banks cannot
take an equity position and have no place to refer individuals to receive
financing for producing an idea or concept. He said KVCI would fulfill that
need.

Unless specifically noted, the individual remarks recorded herein have not
been transcribed verbatim. Individual remarks as reported herein have nat
been submitted to the individuals appearing before the committee for 1

editing or corrections. Page
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James 0. Myers talked about the problems of the economy (Attachment 3). He
said the bill would provide a needed central place for blUsinesses to seek
assistance, not only those who want help to begin, but also those established
companies who are struggling.

Responding to Chairman Kerr's question, Mr. Stones said that time is of the
essence. He stated that there is already an organization in place, Kansas
Venture Capital, Inc., which is extremely underfinanced. He said they will
be working with this company whether or not S.B. 756 is passed, but it will
be extremely difficult to raise the funds without any tax incentives. 1In
addition, matching funds from the Small Business Administration are likely

to be "privatized". Mr. Stones noted that the SBA interest rates will proba-
bly go up on October 1. He emphasized that this is a long-term investment,
not a "get rich quick"” idea.

Answering a guestion from Senator Frey, Mr. Spachek said in order to get an
idea to the venture capitalists, a conduit is needed. Mr. Stones added that
this need is especially acute in rural areas. He pointed out that KVCI must
continue its certification to gualify for tax credits. He agreed that the
use of the investment funds is limited by the tax credits.

Senator salisbury noted that S.B. 756 is modeled after a Massachusetts statute
which is very successful. She said that over 50% of the assets of the Massa-
chusetts program are invested in small mature companies. ‘

Don Ferrell testified in support of the bill (Attachment 4). He said this
proposal could be of assistance to mature companies, like his, when they are
faced with replacing equipment and machinery.

Dr. Bart Finney said the Kansas Small Business Development Centers are rela-
tively limited to the managerial assistance they can provide to small
businesses. He noted that businesses need help both to get started and to
keep going. He urged that the bill not contain sunset provisions. It is his
opinion that the proposal should not be dependent on any federal funds
because Kansas' needs will exist whether or not federal funds are available.

Gerald Cooper and Ron Nicholas talked about the role of certified development
corporations. They are certified by the SBA and assist in organizing finance
packages. Mr. Cooper and Mr. Nicholas suggested that the KCVI be regionalized.
It is their opinion that the $1.5 million limitation in S.B. 757 should be

$1 million.

With regard to the regionalization of the KCVI, Mr. Stones said he feels
the effort to raise the $10 million from the private sector will have to be
state-wide in order to be successful. Mr. Spachek stated that he views it
to be his responsibility to see that his community receives needed assis-
tance and that regional regulations should not be in the law. Mr. Myers
noted that over 30% of his bank's ag customers have jobs outside the farm,
so he does not feel that there would be a shortage of labor in rural
communities.

Mr. Ferrell told the Committee that it will cost $500,000 to replace one
machine in his business and he feels that the funds of KCVI should be a
single "pot" so they will be sufficient to meet needs of individual
businesses.

Jerry Mallot testified in support of the bill. He urged that the program
have state-wide application.

Mr. Cooper clarified that the certified development corporations want to be
a part of the system and have a working relationship with KCVI. They want
KCVI to be able to invest in venture capital entities of certified development

corporations.
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Carol Hedges spoke in support of the bill. She stressed that the funding for
the bill should be considered investment rather than expenditure. She said,
in order to be effective, KCVI must have the flexibility to invest in a wide
variety of projects.

The meeting was recessed until 5:30 p.m.

* kK k ok kk

S.B. 754 - Tax credits for research and development

Senator Karr made a motion to amend by replacing S.B. 754 with Substitute for
S.B. 754 as drafted by the Revisor (5 RS 2851). Senator Burke seconded the
motion, and the motion carried. Senator Karr moved that Substitute for S.B.
754 be recommended favorably for passage. Senator Burke seconded the motion,
and the motion carried.

S.B. 757 ~ Establishing the Kansas venture capital company act

Senator Parrish made a motion to amend by replacing S.B. 757 with Substitute
for S.B. 757 as drafted by the Revisor (5 RS 2852). Senator Thiessen
seconded the motion, and the motion carried. Senator Thiessen moved that
the Substitute for S.B. 757 be amended to include clean-up language as
proposed by the Revisor. Senator Karr seconded the motion. There was
discussion that the pill provides that if a venture capital company is
decertified, the tax credits must be repaid. Senator Salisbury noted that
the intent of the tax credits is to get the pool started. Hopefully, once
the program gets going, the dividends will be sufficient incentive for

investors. Senator Burke moved that Substitute for S.B. 757 be recommended
favorably for passage. Senator Mulich seconded the motion, and the motion
carried.

S.B. 755 - Establishing the Kansas technology enterprise corporation

Senator Hayden made a motion to amend by replacing S.B. 755 with Substitute
for S.B. 755 as drafted by the Revisor (Attachment 5). Senator Karr seconded
the motion, and the motion carried. The Committee discussed the need and
mission statements. Senator Frey moved that section 1 be deleted from the
Substitute for S.B. 755. Senator Parrish seconded the motion, and the motion
carried. It was agreed to delete "as recognized by national and inter-
national peers" from the bottom of page 12. It was agreed that the Revisor
should make such clean-up changes as are necessary. Senator Karr moved that
Substitute for S.B. 755, as amended, be recommended favorably for passage.
Senator Burke seconded the motion, and the motion carried.

S.B. 756 - Enacting the Kansas statewide risk capital system act

David Barclay explained the balloon copy of S.B. 756 (Attachment 6). Senator
Frey moved that lines 75-86 be deleted. Senator Karr seconded the motion,
and the motion carried. Senator Frey moved that lines 90-95 be deleted.
Senator Karr seconded the motion, and the motion carried. It was agreed:

to delete Kansas from lines 123, 130 and 135; to delete "not less than" from
line 124; to insert "or other entities" and "insurance companies" in lines
123, 131 and 136; to delete "exactly" from line 128; and to delete "easily
understandable language" from lines 182-183. There was discussion about
whether the abatement of the bank privilege tax might be considered discrim-
inatory against federal securities.

Harold Stones said he had discussed this with Austin Nothern (Edison, Lewis,
Porter & Haynes Law Firm) and his initial reaction seems to be that this would
not be a problem since the venture capital company is not a governmental unit.

Senator Burke made a motion to amend by replacing S.B. 756 with Substitute
for S.B. 756 incorporating the balloon amendments and the other changes made
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by the Committee. Senator Karr seconded the motion, and the motion carried.
Senator Mulich moved that Substitute for S.B. 756 be recommended favorably
for passage. Senator Burke seconded the motion, and the motion carried.

Senator Burke moved that the minutes of the April 1 and 2, 1986 meetings be
approved. Senator Mulich seconded the motion, and the motion carried.

Meeting adjourned.

Testimony in support of S.B. 756 and S.B. 757 has been received from Carol
Wiebe, Director of Economic Development, Hillsboro and President of Kansas
Industrial Developers Association and is Attachment 7).
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INITIATIVE NO. 1: CREATE A STATEWIDE RISK CAPITAL SYSTEM

REDWOOD/KRIDER REC. NO.: 18, 19, 30, and 34

BILL NO.: 55 756

A.

Statement of Need

The State of Kansas 1is an extremely risk capital shy sctate. This becomes
more true the smaller the enterprise, the more traditional the enterprise,
the more mature the sector of economic activity, and the more far removed
from major population centers the firm is located. There 18 a need to
create a truly statewide rural/urban system of technical support and
available risk capital for small encerprises, mature enterprises, existing
enterprises, as well as new and innovative enterprises - especially chose
that are not located in major metropolitan centers.  This system is based
on the current sctate of the arc nationally for investing a modest amount of
state idle funds in order to trigger vasctly larger amounts of private risk
capital for investment in potentially profitable, growing, smaller Kansas
firms.

Mission Statement

This initiative will create a $240 million sctatewide risk capital system
which will: v

a) Meet the management and risk capital needs of potentially profitable
existing small enterprise, especially in smaller, more remote, non-
metropolitan areas of the state,

b) Provide small, local banks throughout Kansas with a risk taking
vehicle which can assist member banks to provide their customers with
risk capital which the bank cannot afford ro provide itself. One of
the models upon which this system is based says, in 1icts brochure co
its member banks, "You don't have to say no".

c) Expand the capabiliries of existing Small Business Development Centers
to provide managerial counseling to firms supported through this
statewide risk capital syscem.

d) Expand the capacity of existing Certified Development Companies for
intake and referral and risk capital financial packaging as a key part
of this statewide system, B

e) Create a $60 million Kansas Venture Capital Corporation in which
Kansas banks and industries will invest $10 million of new privace
equity capital, matched by a $10 million investment of srate idle
funds, through a restructuring and a reorganizacion of the existing
Kansas Development Credit Corporation and leveraged by Small Business
Investment Corporation debentures. The $10 million of private capital
and cthe $10 million of state idle funds will be subject to the same
rate of return, although the state funds will sctand in a more senior
posicion.

f) Create a chree-tiered secondary market for the sale of credic from the
statewide risk capital system to KPERS atr an appropriate racte of risk
and return to KPERS with no legislative change to the exigseing KPERS
statute,

This system will make privacte capital available to sound local businesses
in many parts of the state in 1986.

Other States

Thirty seven other states operate similar systems, including outstand-

ing models in Arkansas, Maine, and Massachusetts.,
Attachment 1
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The Corporation will be run by an ll-member, predominately private
sector board appointed by the Governor:

a. The Secretary of the Department of Economic Development.,
b. Five representatives of private industry. |

c. Three engineers or scientists from Kansas universities.
d. Two ;epkesentatives of the private financial sector

e. In addition, there are four non-voting ex officio directors, two
from House of Representatives and two from the Senate.

Board shall appoint a corporate president who is not a board member.
To carry out the purpose of the act, the corporation may:

a. Make investments to stimulate innovation.

b. Provide technical assistance to private enterprises.

c. Enter into agreements such as patents, copyrights and royalty
payments.

d. Provide annual reports detailing costs and describing the
corporation's operations.

Other States:

Based on over 20 successful models in other states,

California, New York, Connecticut, Oregon, Indiana, and Massachusetts.

In a number of these states, the seed capital funds

are moving toward self

sufficiency through the recycling of royalties from successfully funded
enterprises.

including Iowa, Arkansas,
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TO: SENATE COMMITTEE ON ASSESSMENT AND TAXATION
]

FROM: Harold Stones, Kansas Bankers #Asscciation W
RE: SENATE BILL 756
The "Bare-Bones" of SB 756 is as follows:

I. The Legislature gives authority to the Pooled Money Investment Board to
invest up to $10 million in preferred stock of Kansas Venture Capital, Inc.
(KVCI) if the Secretary of Commerce, with consent of one of the Legislative
Commissions or Committees on Economic Development, certifies that the
following conditions have been met:

A. The private sector has already invested $10 million in common
stock.
B. A 15-member Board of Directors is in place, consisting of:
: 1. Eight representatives of financial institutions.
2. Two venture capitalists or investment counselors.
3. Five from job-creating industries.

C. A highly qualified President and CEQ has been hired and is in
rlace.
D. Kansas Venture Capital, Inc must be licensed as a2 Small Business
Investment Company, and hence, qualifies for matching
. loans from the Small Business Administration.

II. In order to provide the incentive for Kansas financial institutions,
corporations, and businesses to make such investments, an
Investment Tax Credit of 258 of the common stock investments is
provided, which must be spread ocut over at least 4 years.
(Maximum impact of $625,000 per year.)

IlII. An additional incentive is provided that any dividends received will be
exemmpt from state income and privilege tax. XVCI loans and
investments will be state-wide with very low return factors, and
over the very long term.

IV. We believe the bill should be re-examined to make sure it provides for:

A. Am investment tax credit for individuazls, in the event some
business-person desires to invest in this manner. We
cannot find such provision.

B. Both the investment tax credit and the dividend exemption should
be applied to insurance companies. We cannot find such
provisions.

C. Exercise great caution with restirictions and terminations (such
as sunsets) so as not to affect KVCI's ability to borrow from

SEA. Attachment 2
Senate Tax Comm. - 4/3/86
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Some Rules /1

For Venture
Capital Units
By LISABETH WEILNER

Getting a license to operate a
small business investment compa-
ny is not particularly difficult, but
there are basic requirements.

Some of the legalities are:

¢ Minimum capital of $1 million.

® The SBIC can be organized as
either a limited partnership or a
separate corporation.

° A letter from the bank’s coun-
sel is needed stating if the SBIC is
going to make a public offering.

® The bank’s counsel also must
obtain a state charter, and the
charter must say that the firm is or-
ganized solely for the purpose of
operating as an SBIC.

©The Small Business Adminis-

tration, which licenses SBICs,
must approve officers, directors,
and 10% of the owners, according
to Walter Stults, president of the
National Association of Small Busi-
ress Investment Companies.

©On its application, the SBIC
raust state what its geographic op-
erating area wiil be and describe
the need for the Lype of financing
to be supplied in the operating
area. Mr. Stults says the SBA is
looking to see whether the appli-
cant has done a market analysis
and can show that there will be a
good flow of deals.

“You either come from an area
which is booming and needs lots
more capital,” he says, “or you are
in a_depressed area requiring the
G . ~
mjection ot venture capital to vét
the economy rolling again,”

ank-owned SBICs will also
need to develop an investment
strategy and a business plan and
will have to decide structural
questions, such as whether the
SBIC managers will be bank em-
ployees or whether the company
will be run by 2 management com-
pany for a fee.

There are also some “do nots,”
which Mr. Stults called the six
commandments:

® Thou shalt not self-deal.

° Thou shalt not put all thy eggs
in one basket. (Regulations pro-
hibit putting more than 20% of an

SBIC’s capital in one investment.)
°Thou shalt not_invest in big
business. (The Small Business Ad-
Ministration defines “small” as a
business that does tot excesd $6
mitionin nefworth and $2 million
in average annual alter-tax profits
over a twe-year period. [n manu-
1acturing companies,  small . also
means a limit of 500 employees.)
¢ Thou shalt not control the
companies in thy portfolio. (Ven-
ture capitalists are investors; they
are not'1n thé business of running

other ¢ nies.)
% Thou shalt not lend short term.
© Thou shalt not be usurious.
(The Small Business Administra-
tion permits an SBIC to charge up
tQ seven Bcrcenmge ROints gbqve
the cost of ten-vear monev f{rom.
1e_Federal Financin
up to six points above that r r
a loa LY LCAtlres (e
<z > T30 and

%, respectively )

anks that are contemplating es-
tablishing SBICs might find it
helpful to talk to the National As-
sociation of Small Business Invest-
ment Companies {or further infor-
mation. The group can be

833-8230).

contacted in Washington at 202.-
T mammend

PRt S
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April 1986

TO: All Kansas Legislators
All Kansas banks
Other Stzte Organizations
FROM: Harold Stones, Kansas Bankers Association

RE: Information regarding Senate Bill 756——— Eansas Venture
Capital, Inc.

The purpose of this memo is to set forth some commonly asked
Questions and Answers regarding SB 756, a proposal that the Kansas
Legislature and the Kansas private sector cooperate in funding a wventure
capital pool of money that will be used for attracting and retaining
higher-risk, job-creating business enterprises into communities throughout all
parts of Kansas. )

The KBA has invited the Kansas Legislature to offer an "incentive
challenge" to the banking industry by making a potential $10 million
investment with state idle funds. If such a challenge is offered, the KBA will
make a high-priority effort to raise a matching $10 million, in order to hawve
a large state-wide venture capital pool. Such a concept is set forth in detail
in Senate Bill 756.

Some of the questions commeonly asked by both legislators and bankers
are: '

QUESTION i: What is Kansas Venture Capital, Inc?

ANSWER: Kansas Venture Capital, Inc. (XVCI) is now an existing corporation
which is officially licensed as a Small Business Investment Company
with the SBA. It is now in place, but is very smali. Total common stock
in KVCI now totals $1,075,240. This is insufficient to accomplish any
Kind of meaningful statewide economic development.

QUESTION 2: Who runs KVCI?

ANSWER: KVCI is now managed by a President and Vice Presdent-Treasurer.
The President, who is CEO, is retiring this summer, so all prospective
stockholders can anticipate hawving an input into management selection.
The Board of Directors is composed of Kansas businessmen, including
Kaznsas bankers, S&L executives, manufacturers, utilities. SB 756
restructures the board to f{it this new public-private concept.

QUESTION 3: Is there a shortage of risk capital in Kansas?

ANSWER: If you have a high-tech, university-researched project with a
high profit potential located in an urban-technical-academic location,
there is undoubtedly capital already awvailable from investors with an
eye to quick, dramatic profit. But there are many other wviable projects
outside these areas which are not “"space-age" or glamorous, but which
have the realistic potential of creating jobs and being successful after a
long peried. There is virtually no risk capital now available for such
low-profile, but highly beneficial, job-prcducing enterprises.
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QUESTION 4: Can the state's $10 million investment be given some priority
protection?

ANSWER: Yes, SB 756 provides such protection by issuing preferred stock to
the state, and common stock to private investors, and requiring that in
event of dissolution or failure, all preferred stock is repaid before any
common stock. Also, the private sector must have its $10 million
common stock in place before the state puts up one cent!

QUESTION 5: How can both the state and the private investors insure that
no one will profit from KVCI at the other's expense?

ANSWER: SB 756 explicitly states that no dividends issued to preferred
stockholders will be larger or smaller than dividends paid to cornmon
stockholders.

QUESTION 6: How can the state and bank-private investors insure KVCI
will be well-managed and meet the objectives and goals desired?

ANSWER: This is achieved in any business organization by a Board of
Directors. People from both the finance and non-finance private sector
will sit on the Board, and insure the proper balance of risk, prudence,
geography and aggressiveness. This is reasonable to expect. All
stockholders will have their say as to who these people should be.

QUESTION 7: How would KVCI identify and ascertain which business
enterprises to help?

ANSWER: Local organizations now in place (such as local, county or regional
development organizations), local bankers, businessmen and officials will
be very aware of KVCI. That will be one of the primary responsibilities
of the management of KVCI. When local businessmen or officials recruit
or receive inquiries from job-producing business enterprises, they will
direct them to KVCI. KVCI will then collect the necessary information
and documentation about such an enterprise and, if appropriate, package
a financial assistance plan consisting of loan and/or equity investment
designed to insure future success. Other states have found identification
of possible investments exceeds funds available.

QUESTION 8: How can the private investors insure that the state will not
demand KVCI become a social agency type of enterprise, rather than a
private venture capital firm to help those enterprises who show evidence
of achieving success?

ANSWER: SB 756 stipulates that only common stockholders have voting
rights for directors, but non-financial directors with a specific purpose to
safeguard the state's interests must also be represented on the board.

QUESTION 9: Will this proposal help troubled banks?

ANSWER: KVCI will not invest money in troubled banks, or assume troubled
bank loans, but it will help all Kansans who have a job to offer or a job
to seek! If we form such a pool of capital to assist new or
existing-but-struggling businesses with jobs to offer to locate in Kansas
communities, the positive impact upon all people in those communities
and the economic base of those cornmunities is obvious.

(MORE, PLEASE)
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QUESTION 10: What can KVCI do that banks cannot already do?

ANSWER: Banks may not now take an equity position in any new business
enterprise. State and federal law and regulations prohibit it. Also,
banks cannot lend tc any business enterprise that does not project
immediate cash flow, and which is under-collateralized. A bank, also
cannot lend at such a low rate as to really help a fledgling enterprise
over the long term. These loans would be the immediate target of the
examiners, and the bank would be severely penalized.

And yet, many of our state's most successful enterprises started
out precisely this way. This is why a KVCI must be formed that has the
judgement, asset size and expertise to determine that an enterprise may
have a good chance for long-range success, if low-cost capital is provided,
and time and patience are exercised. Such 2 fund should become
profitable, but those profits will be over the wvery long term, and
stockholders should certainly not expect any immediately large returns.

QUESTION ii: If the state and private sector should form such an alliance
as this, how much money would be available for long term investment
in enterprises in Kansas communities?

ANSWER: KVCI is already a Small Business Investment Company, licensed by
the Smaill Business Administration. This means that KVCI is eligible to
receive up to 300% matching funds from the SBA for purposes of
attracting and assisting small business enterprise in communities in
Kansas. It appears that only the equity stock provided by the private
sector is eligible for such matching, so if the State inwvests $10 million; the
private sector another $10 million; and SBA matches with $30 million,
ther a re-useable §50 million of wventure capital could be
available---enough to make a sizeable difference to the future of this
statel

QUESTION 12: What would be the terms of such SBA matching funds?

ANSWER: The terms are flexible. Such funds are really loans for up to 10
years at a low interest rate, depending upon the maturity, and the cost
of funds in government markets. Interest must be repaid to SBA every
six months, but principal is due only upon maturity. Low interest rates
on the $30 million from SBA, combined with the interest-free money
from the state and private sector will make money available on terms
that beginning enterprises can afford until they are on their feet and
profitable.

QUESTIONM 13: Will the money from KVCI be used only on "sure-thing" types
of enterprises located in urban areas?

ANSWER: No, and that is precisely why the state and the KBA need to
cooperate to fund such a corporation statewide, and insist the Board be
elected statewide to represent z statewide list of stockholders. This will
insure that all communities both large and smali, both rural and urban,
from all parts of the state will have equally high access to receive
assistance for those enterprises which are interested in locating there.

(OVER. PIEASE)
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QUESTION 14: How can Legislators, bankers, other businesses and the public
be absolutely guaranteed that this will work?

ANSWER: We can't be! But what are the alternatives? Shall we just watch
so many of our communities deteriorate? Shall we watch as families
and our younger Kansans move away because there are no jobs to hold
them? Shall we watch the economy of our state continue to shrink, and
our incomes, our retail base, our tax revenue and our opportunity level
shrink along with it----- or shall we put aside our suspicions and work
together as Kansans? Surely we are willing to assume some degree of
risk and put forth a strong effort to develop the most
carefully-conceived, public-private partnership in the history of our
state! And then we must enthusiastically support it financially, and
work like Sam Hill with it and for it to give it every chance of doing so
very much good! The choices seem clear. We are not helpless wvictims of
a sluggish economy. We are not helpless. We can do a great deal if we
put forth sufficient creative desire and energy!

It is difficult to see how the taxpayers' money could be better
spent for the direct and specific advantage of those same taxpayers, and
how bank and other corporate stockholders could better invest in their
long-range betterment through building and re-building our communities.

Thank you for your time and your consideration.

hJoir”

Harold A. Stones
Executive Vice President
Kansas Bankers Association



April 3, 1986

TO: SENATE COMMITTEE ON ASéESSMENT AND TAXATION
FROM: James 0. Myers, President, Admire Bank & Trust, Emporia, Kansas

RE: SENATE BILL 756

Mr. Chairman and members of the committee:

Thank you for this opportunity to appear as a proponent of SB 756. By way
of personal background, I was born and raised in Emporia. After schooling,
I was away for eight years, primarily out of state, and have now been back
for thirteen years. I came back because I believe Kansas and Emporia
offer a quality of life and an atmosphere more satisfactory to me to raise
my family.

1 have never seen Emporia as depressed as it is now. We have always prided
ourselves on being diversified. But our community is dependent on agricul-
ture, oil, education, and medical services, all of which are having prob-
lems. A realtor has told me that there are over 1,000 living units includ-
ing rentals available. Historically, in recent years, that has averaged
125 to 150 units.

Real estate values are typically down 20% to 30% in the last two years.
Some of those wanting to refinance their homes at the new lower interest
rate are finding they can't qualify because their home has reduced in value
as fast as the loan balance, and they have little or no equity today. In
the past, we pointed with pride to visitors and business prospects that
there were no vacant buildings on Commercial Street. In fact, we had to
buy and tear down buildings on adjacent streets to provide additional park-
ing. Now, it is rare that you have any difficulty finding a parking place
on Commercial Street, and lots we've built are empty. The new shopping
areas when constructed didn't kill our downtown, but now those areas have
vacancies, some major spaces have been empty for some time now. We've lost
good doctors, lawyers, and other specialists. Independent businessmen have
closed their doors. With few exceptions everyone is experiencing moderate
to serious problems.

We have success stories like IBP and Interstate Brands, although we're now
seeing Didde Graphics continue to lay off people, and we are watching local
Santa Fe employment shrinking more every day.
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SENATE COMMITTEE ON ASSESSMENT AND TAXATION
April 3, 1986
Page Two

OQur small business owners survive on the economic impact of the small
businesses of our community. And, in turn, they are hurt or .even forced
out of business when those industries are down. But our main stay, agri-
culture, 0il, education and medical services are all down.

A venture capital organization represents a noncompetitive resource for
lenders, chambers of commerce, and others to refer prospects to for help.
The banking system typically works upstream on participations with corres—
pondent banks to share risks on larger loans which will meet regulatory
approval. Loans to help new or struggling business to start up, expand, or
stay in business will require a venture capital corporation to take some
involvement and eventually make a good bankable customer. Thus, freeing up
those venture capital resources for others.

We have the talent and resources in Kansas. Now, we need those speciadl
tools that you can make possible for us to help us help existing Kansas
businesses and to help us attract new ones.



KESE

e DON McGINTY, President

Wichita
316-838-3304

« BOB HILL, Vice-President

Wichita
316-943-4328

KANSAS ASSOCIATION FOR SMALL BUSINESS
P.O. BOX 9361+ WICHITA. KANSAS 67277-0361

TESTIMONY PRESENTED TO

THE SENATE ASSESSMENT AND TAXATION COMMITTEE

o MARGARET FULTON, Secretary

Wichita
316-265-5268

* STEPHEN MARDIS, Treasurer

Wichita
316-688-5000

*« MARY ELLEN CONLEE, Legislative
Representative

Wichito
316-263-9669

* KEN BRISTOW
Norwich

316-478-2212

* DEWEY BRITTAIN
Wichita
316-942-8223

* BILL EASTON
Wichita
316-263-4914

« LINDA WEIR ENEGREN
Wichita
316-265-7997

* DON FERRELL

Holton
913-364-2186

* RICHARD GHLLIES
Fredonia
316-378-4441

* NORRIS MADDEN
Wichita
316-263-7853

* JOHN NICHOLSEN

Salina
913.823-7281

* ALLEN OAKLEAF
Wichite
316-942-0432

* DOUG STEPHENS
Wichita
316-942-0679

* BOB WINKLER
Wichita
316-265-0603

By Don Ferrell
BMB COMPANY, INC.

April 3, 1986

Senator Kerr, Members of the Committee, I am Don Ferrell,
Treasurer of BMB Company, Inc., Holton, Kansas. Our Company
is a 36 year old manufacturer of farm machinery.

We are a member of the Kansas Association for Small Business
and I serve on the Board of Directors of that association.
I'm speaking today as a representative of that organization.

Our priority legislative concerns have in the past centered
around the tax burden placed on small businesses. With the
serious decline in all sectors of the Kansas economy, the
Board of Directors of the Kansas Association for Small
Business has joined with you in reviewing a broader array of
possible corrective actions that should lead to economic
growth for all of Kansas.

We have read the Redwood Report; we have worked with Beldin
Daniels; we have looked at information from other states; we
questioned the value of institutionalized sources for
venture capital and improved financing for
university/business research and technology transfer. As a
result of our thinking together and sharing each others
frustrations and successes about doing business in Kansas,
our organization has decided to support in concept the bold
economic development proposals before you.

This proposal SB756 which creates a statewide risk capital
system seems particularily significant. Most of our members
are established and probably will not seek funding from the
Kansas Venture Capital Corporation. But we all remember
times when we wished there had been such an opportunity
available to us. Many of us, in order to meet stiff
competition, will be faced in the next few years with
necessity of purchasing new machines. At that time the
funding provided by this proposal will look very y good.
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Beldin Daniels has told us that the Kansas Venture Capital
Corporation is for investment policies, based on a model,
The Massachusetts Capital Resource Company which has a 15
year history and $100 million in assets. That company has
found that 60% of its dollars have been invested in
tradition mature companies. As a result after a decade of
decline, traditional industries in Massachusetts reasserted
themselves in the market place with new product innovations,
equipment modernizations and plant expansions. I've read
the Annual Report of the Massachusetts Capital Resource
Company.

While we all understand that Massachusetts is a long way
from Kansas, I believe that this concept can work here in
Kansas. This concept combines an appreciation for the new
complex high tech industries, with a proven mechanism that
can help more traditional existing small businesses face the
future as well.

In conclusion, the Kansas Association for Small Business
supports the creation of a public/private statewide risk
capital system. It may not help each of our companies
today, but we believe it will help to stimulate the Kansas
economy from within.

Thank you for giving us the opportunity to speak with you.
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SUBSTITUTE FOR SENATE BILL NO. 755

By Committee on Assessment and Taxation

AN ACT establishing the Kansas technology enterprise corporation;
providing powers, duties and functions therefor;
establishing certain funds and providing for expenditures

therefrom.

Be it enacted by the Legislature of the State of Kansas:

Section 1. The legislature of the state of Kansas finds

(a) There exists in the state a great and growing
opportunity for cooperation between private enterprise and
educational institutions in the areas of innovation, basic and
applied research and the transfer of new technologies Dbetween
educational institutions and private enterprises;

(b) there exists a lack of seed-capital financing for the
development of new products or processes Dby small innovative
enterprises or new enterprises engaged in, or supplying to, key
exporting industries of special importance to the Kansas economy;

(c) encouraging these activities can lead to increased
industrial and commercial development to provide and maintain
employment and revenues which are important functions to the
state;

(d) these activities can improve the pace at which existing
industries innovate and grow, increasing opportunities for small
and large enterprises alike and creating new exporting industries
and services within the state, resulting in increased employment
and public revenues; and

(e) these opportunities for innovation and growth 1lie
particularly in those small enterprises engaged in agricultural,
manufacturing and technology-based exporting industries, which

are increasingly recognized as the sources of new Jjob creation
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within Kansas and the nation.

Sec. 2. (a) The purpose of the Kansas technology enterprise
corporation is to foster innovation in existing industry and the
development of new industry in key exporting areas of special
importance to the Kansas economy, especially in the birth, growth
and development of those small Kansas enterprises 1in a
diversified range of primary sectors which export value-added
innovative products, processes and services that, in turn, import
quality jobs, wealth and income into the state for the benefit of
Kansas and Kansans, including, but not limited to:

(1) Existing resource-based industries of agriculture, oil,
gas, coal and helium;

(2) existing advanced technology industries of aviation,
pharmaceuticals, computers and electronics; and

(3) emerging 1industries of telecommunications, computer
software, information services and research services.

(b) The corporation shall achieve the purpose stated in
subsection (a) of this section by:

(1) Financing centers of excellence for basic research,
centers of excellence for applied research and development, and
centers of excellence for technology transfer at Kansas
educational institutions which meet competitive standards of
excellence as measured by national and international peers, and
which create innovative collaboration between Kansas educational
institutions and Kansas enterprises;

(2) awarding applied research matching grants to Kansas
educational 1institutions and Kansas private enterprises in order
to move innovation and applied research toward commercial
application;

(3) engaging in seed-capital financing for the development
and implementation of innovations or new technologies for
existing resource and technology-based and emerging £Kansas
exporting industries; and

(4) providing technical referral services to such small,

new, emerging or mature exporting enterprises and encouraging



Kansas educational institutions to establish technical
information data bases and industrial liaison offices which are
easily accessible by both private and public sector Kansas
organizations.

Sec. 3. As used in this act:

(a) "Applied research" means those research activities
occurring at educational institutions and in private enterprises,
which have potential commercial application;

(b) "basic research" means research that has longer range
generic value to an industry classification or group of
companies. It is distinguished from applied research which has
more present value to a single company or project to be achieved
in a limited time period;

(c) “"corporation" means the Kansas technology enterprise
corporation;

(d) Tm"educational institutions"™ means public and private
community colleges, colleges and universities in the state;

(e) "enterprise"” means a firm with its principal place of
business in Kansas which is engaged or proposes to be engaged in
this state in agricultural, natural resource-based or other
manufacturing, research and development, or the provision of
technology-based services;

(f) T"exporting” means those Kansas enterprises that sell
goods or services outside the state, and their suppliers;

(g) "new technology" means the development through science
or research of methods, processes and procedures, including but
not limited to those involving the utilization of agricultural
products and by-products and oil and gas and other mineral
resources for practical application 1in industrial and service
situations;

(h) ‘"person" means any individual, partnership, corporation
or joint venture carrying on business or proposing to carry on
business within the state;

(i) "product" means any product, device, technique or

process, which is or may be exploitable commercially; Thowever,



"product” does not refer to basic research but shall apply to
such products, devices, technigues or processes which have
advanced beyond the theoretical stage and are in a prototype or
practice stage;

(§) ™"qualified security" means any public or private
financial arrangement, involving any note, security, debenture,
evidence of indebtedness, certificate of interest or
participation in any profit-sharing agreement, preorganization
certificate or subscription, transferable security, investment
contract, certificate of deposit for a security, certificate of
interest or participation in a patent or application therefor, or
in royalty or other payments under such a patent or application,
or, in general, any interest or instrument commonly known as a
"security" or any certificate for, receipt for, guarantee of, or
option, warrant or right to subscribe to or purchase any of the
foregoing to the extent allowed by law;

(k) "seed capital" means financing thét is provided for the
development, refinement and commercialization of a product,v
process or innovation, whether for the startup of a new firm, the
expansion of a young, small firm or the restructuring of a
mature, small firm; and

(1) "small business" means an enterprise engaged in
manufacturing having 500 or fewer employees and all other
business enterprises having 100 or fewer employees.

Sec. 4. To carry out the purposes specified in section 2 of
this act, the corporation shall have all the powers necessary to
carry out its purposes, which include the power to:

(a) Make, amend and repeal bylaws, rules and regulations
for the management of its affairs;

(b) sue and be sued;

(c) make contracts and execute all instruments necessary Or
convenient for carrying out its business;

(d) acquire, own, hold, dispose of and encumber real or
personal property of any nature, both tangible and intangible, or

any interest therein;



(e) enter 1into agreements or other transactions with any
federal, state, «county or municipal agency and with any
individual, corporation, enterprise, association or any other
entity involving applied research and technology;

(f) acquire real property or an interest therein, by
purchase or foreclosure, where such acquisition is necessary or
appropriate to protect or secure any investment or loan in which
the corporation has an interest;

(g) sell, transfer and convey any such property to a buyer,
and in the event such sale, transfer or conveyance cannot be
effected with reasonable promptness or at a reasonable price, to
lease such property to a tenant;

(h) invest any funds appropriated by the state and held in
reserve in funds not required for immediate disbursement, in such
investments that may be lawful for fiduciaries in this state, and
invest funds received from gifts, grants, donations and other
operations of the «corporation in such investments as would be
lawful for a private corporation having purposes similar to the
corporation;

(i) borrow money and give guaranties, provided that the
indebtedness and other obligations of the corporation shall be
payable solely out of 1ts own resources, and shall not constitute
a pledge of the full faith and credit of the state or any of its
revenues;

(i) appoint officers, consultants, agents and advisors, and
prescribe their duties and compensation;

(k) appear in its own behalf Dbefore boards, commissions,
departments or other agencies of municipal, county or state
government or federal government;

(1) procure insurance against any losses 1in connection with
its properties in such amounts from such 1lnsurers as may be
necessary or desirable;

(m) consent, subject to the provisions of any contract with
note-holders, whenever it considers it necessary or desirable 1in

the fulfillment of the purposes of this act, to the



modifications, with respect to the rate of interest, time payment
or of any installment, of principal and interest or any terms of
any contract or agreement of any kind to which the corporation is
a party;

(n) accept any and all donations, grants, Dbequests and
devises, conditional and otherwise, of money, property, services
or other things of value which may be received from the United
States or any agency thereof, any governmental agency, or any
institution, person, firm or corporation, public or private, to
be held, used or applied for any or all of the purposes specifled.
in this act, in accordance with the terms and conditions of any
such grant; receipt of each such donation or grant shall De
detailed in the corporation's annual report; such report shall
‘include the donor or lender's identity, the nature of the
transaction and any conditions;

(o) trade, buy or sell gualified securities;

(p) finance, conduct or cooperate 1n the financing or
conducting of scientific, technological, business, financial or
other 1investigations which are related to or likely to lead to
business and economic development, involving natural resources,
innovation, applied research and new technology, by making and
entering into contracts or other appropriate arrangements,
including the provisions of grants, loans and other forms of
assistance;

(q) solicit, study and assist in the preparation of
business plans and proposals of new or established resource and
technologically oriented enterprises, particularly in those
exporting areas of special importance to the Kansas economy;

(r) prepare, publish and distribute, with or without charge
as the corporation may determine, such technological studies,
reports, bulletins and other materials as it considers
appropriate, subject only to the maintenance and responsibility
for confidentiality of the client proprietary information, and
encourage educational institutions to develop and disseminate

similar materials;



(s) organize, conduct, sponsor or cooperate with, and
assist both the private sector and educational institutions in
the conduct of, special institutes, conferences, demonstrations
and studies relating to the stimulation and formulation of
innovation, applied science and technologically oriented
enterprises and studies relating to the formulation of resource
and technologically oriented enterprises and industry endeavors;

(t) provide and pay for such advisory services and
technical assistance that may be necessary or desirable to carry
out the purposes of this act;

(u) own, possess and take license in, patents, copyrights
and proprietary processes and negotiate and enter into contracts
and establish charges for the use of such patents, copyrights and
proprietary processes when such patents and licenses for
innovation or inventions result from research sponsored by the
corporation in a private enterprise or when the corporation
finances a product developed by a private enterprise;

(v) negotiate royalty payments to the corporation on
patents and licenses for innovations or inventions arising in the
course of research sponsored by the corporation at educational
institutions under the jurisdiction of +the Kansas board of
regents; such negotiated royalty arrangements should reflect an
appropriate sharing of legal risk as well as financial return
between the corporation and educational institution; such patents
and licenses shall be in keeping with the patent policies of the
Xansas boafd of regents;

(w) exerc;se any other powers necessary for the operation
and functioning of the corporation within the purposes authorized
in this act;

(x) participate with any state agency or educational
institution in developing specific programs and goals to assist
in the development of industrial innovation, applied research and
new technology in those exporting areas of special importance to
the Kansas economy, and monitor performance;

(y) cooperate with the department of commerce regarding



financial assistance programs targeted to small enterprises
-engaged in key exporting industries of special importance to the
Kansas econcmy;

(z) provide resource-based, scientific and technological
data and information required by the governor, the legislature,
or its gommittees, and to state agencies, educational
institutions and cities, counties and school districts and to
private citizens and groups, within the limitations of the
resources available to the corporation. This service shall be 1in
addition to any services currently provided by any educational
institution, committee or other organization in the state;

(aa) the corporation shall be exempt from all franchise,
corporate business and income taxes levied by the state. However,
this act is not intended to exempt from any such taxes, or from
any taxes levied in connection with the manufacture or sale of
any products or processes which are the subject of any agreement
made by the corporation, or any person entering into any
agreement with the corporation;

(bb) documents and other materials submitted to the
corporation by Kansas businesses shall not be public records if
such records are determined to be trade or business secrets, and
shall be maintained in a secured environment by the president;
and

(cc) the corporation shall not be subject to state
purchasing laws.

Sec. 5. (a) There is hereby created a body politic and
corporate to be known as the Kansas technology enterprise
corporation. The Kansas technolcgy enterprise corporation 1s
hereby constituted a public instrumentality and the exercise of
the authority and powers conferred by this act shall De deemed
and held to be the performance of an essential governmental
function.

(b) The corporation shall be governed by a board of 15
members who shall be residents of this state. The board shall

consist of the governor, or the secretary of the department of



commerce, four legislative members appointed as provided in
subsection (e) and 10 directors appointéd by the governor subject
to senate confirmation as provided in K.S.A. 75-4315b, and
amendments thereto, as follows:

(1) Five directors shall be persons from the private sector
who represent industries of the Kansas economy including those
small enterprises which include, but are not limited to:

(A) Existing resource—based industries of agriculture, oil
and gas;

(B) existing advanced technology industries of aviation,
manufacturing and information and design; and

(C) emerging industries of telecommunications, computer
software, information services and research services;

(2) three directors shall be engineers or scientists who
have extensive experience in managing basic or applied scientific
and technological research at Kansas universities; and

(3) two directors shall represent the private financial
sector; one shall have experience in the area of high-risk
venture investments; and the other shall have commercial Dbanking
experience.

(c) In making these board appointments, the governor shall
give consideration to appropriate geographical representation.

(d) Two directors shall be appointed for a term of one
year, two directors shall be appointed for terms of two years,
three directors shall be appointed for terms of three years and
three directors shall be appointed for terms of four years.
Successors to such directors shall be appointed for terms of four
years. Each director shall hold office for the term of
appointment and until the successor shall have been appointed and
confirmed. In the event of a vacancy, the vacancy shall be filled
by the governor in the manner provided for appointments for the
remainder of the unexpired portion of the term.

(e) Four directors shall be appointed from the membership
of the legislature as follows: One member of the house of

representatives appointed by the speaker, one member of the house
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of representatives appointed by the minority leader, one member

[ 1

0 the senate appointed by the president, and one member of the
senate appointed by the minority leader. These directors shall
serve from the dates of their appointment until the cpening day

ature. Such directors

[

of the next regular session of the 1legis
may be reappointed.

(f) Members of the board of directors shall, in their
dealings with enterprises that may receive financing through the
corporation, declare any potential conflict of interest and
abstain from voting prior to taking any actions relating to that
transaction.

(g) The board of directors shall select a corporate

president who is not a board member.
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(n) The board of directors shall
within the state of Kansas.

(i) Members of the board of directors are entitled to
compensation and expenses as provided in X.S.A. 75-3223, and
amendments thereto.

(§) The board shall annually elect from the private sector
membership one member as chairperson and one member as
vice-chairperson.

(k) The board of directors shall meet at least cnce during
each calendar quarter, and at such other times as may be provided
in the rules of the corporation, upon call by the president, the
chairperson or upon written request of a majority of the
directors.

(1) A majority of the board of directors shall be necessary
to transact corporation business, and all actions of the
directors shall be by a majority vote of the full number of
corporate directors.

(m) The directors shall establish an executive committee
composed of the chairperson, vice-chairperson and three
additional members chosen by the <chairperson from among the

remaining directors. The executive committee, 1in intervals

N

between board meetings, may transact any board business that nas



been delegated to the executive committee. A majority of the
executive committee shall be necessary to transact business and
all actions of the executive committee shall be by a majority
vote of the committee.

(n) No member of the board of directors 1is eligible to
serve more than two terms of office.

(o) A member of the board of directors may be removed Dby
the governor for cause, stated 1in writing, after a hearing
thereon.

Sec. 6. (a) The president shall be the chief executive
officer of the corporation who shall serve at the pleasure of the
board. The board shall conduct a search to select a corporation
president. The president's salary shall be set by the board of
directors. The president shall direct and supervise
administrative affairs and the general management of the
corporation.

(b) The president:

(1) May employ and terminate such other officers and
employees as designated by the board of directors;

(2) shall attend board meetings;

(3) shall appoint a secretary to keep a record of all
proceedings and maintain and be custodian of all financial and
operational records, documents and papers filed with the
corporation and of the minute book of the corporation;

(4) shall, before receiving operating funds or accepting
any applications from an enterprise for applied research grants
or seed-capital funds, prepare a business plan by a reasonable
date consistent with the date on which the president is actually
selected. The business plan shall include the corporate analysis
of funding levels of similar programs in other states outlined in
subsection (b) of section 11, and the threshold funding levels
outlined in subsection (c) of section 11 of this act. Upon
approval of the business plan by the corporation board, it shall
be presented to the standing or joint legislative committees on

economic development for approval.



Sec. 7. {a) The purpose of this section is to authorize the
establishment of three types of centers of excellence at the
state universities: Centers of excellence for Dbasic researcn,
centers of excellence for applied research and development, and
centers of excellence for technology transfer.

(b) Centers of excellence for basic research will
undertake ongoing basic research with a particular focus that
will have long-run potential for commercial development. The
centers should build on institutional strengths and be in areas
of research where the university has achieved or has true promise
of attaining excellence as recognized by national and
international peers.

(1) The Kansas technology enterprise basic research fund 1is
hereby created to which shall be credited any state funds
specifically so designated. The fund 1is not to be used for
applied research, technology transfer, technical assistance or
training but only for actual basic research which meets a
national standard of excellence.

(2) The corporation may use the Kansas technology
enterprise basic research fund to carry out the purposes of this
act by awarding funds to establish new centers of excellence for
basic research or to increase funding to such already established
centers of excellence so long as those centers are determined to
be only carrying out basic research. Awards of funds shall be
made on a competitive basis, and all proposals shall be subject
to external peer review on the basis of scientific merit which
meet national standards of excellence and subsequent potential
for commercial application.

(c) Centers of excellence for applied research will
undertake applied research with a particular focus that will have
long-run potential for commercial development. The centers should
build on institutional strengths and be in areas of research
where the university has achieved or has true promise of
attaining excellence in applied research as recognized by

national and international peers.



(1) The Kansas technology enterprise applied research fund
is hereby created to which shall be <credited any state funds
specifically so designated. The fund is not to be used for basic
research, technology transfer, technical assistance or training,
but only for actual applied research which meets a national
standard of excellence.

(2) The corporation may use the Kansas technology
enterprise applied research fund to carry out the purposes of
this act by awarding funds to establish new centers of excellence
for applied research or to increase funding to such already
established centers of excellence so long as those centers are
determined to Dbe carrying out only applied research. Awards of
funds shall be made on a competitive 'basis, and all proposals
shall be subject to external peer review on the basis of
scientific merit and subsequent potential for commercial
application.

(d) Centers of excellence for technology transfer will
undertake ongoing transfer of technology from state universities
to Kansas industry.

(1) The corporation may use funds from the Kansas
technology enterprise technology transfer fund to carry out the
purpose of this section by establishing new centers of technology
transfer.

(2) awards of funds shall be made on a competitive basis
and all proposals shall be evaluated by the corporation on the
basis of merit and potential for increasing the competitiveness
of Kansas industry.

(3) The corporation shall award funding to centers of
technology transfer in accordance with subsections (f) and (g).

(e) In carrying out its functions under this section, the
corporation is directed to create a centers of excellence
committee to assist in evaluating the establishment of new
centers of excellence and in evaluating increases in funding for
already established centers of excellence. The membership of the

centers of excellence committee may include both directors and



staff members of the corporation, and other persons drawn from
sources other than the corporation who meet standards similar to
those applying to the board of directors and who are recognized
by their peers for outstanding knowledge and leadership in their
fields.

(f) The corporation shall award funding for new centers and
increased funding for established centers only after:

(1) Developing, adopting and publishing the criteria it
shall use when evaluating centers of excellence; and

(2) receiving the recommendation of the centers of
excellence committee which will review proposals for new or
established centers of excellence containing:

(A) Documentation that not less than 50% of the center's
total funding will be matched by sources other than the
corporation; machinery or equipment may be considered as part of
the matching funds, but must be accompanied by a statement that
the center of excellence has received the machinery or equipment,
it is state of the art; and either

(i) wverifying that the machinery or equipment is donated
and has only been used in testing to insure guality control, or
used by a wholesaler or retailer for demonstration purposes only;
or

(ii) detailing the price paid by the center of excellence,
with an invoice showing the amount paid for the equipment;

(B) a description of a potential for future benefit to
industry;

(C) an itemized operations budget; and

(D) other information that may be required by the board.

(g) The board shall approve such proposals to establish new
centers of excellence and increase funding for existing centers
after the board finds, based upon the proposal submitted,
external peer reviews, and such additional investigation as the
staff of the corporation shall make and incorporate 1in its
minutes that:

(1) The proposed center of excellence has the potential to



stimulate economic growth by bringing together
university-industry partnerships to focus on basic research and
technology transfer; and

(2) the center has the long-run potential for benefit to
existing and new industries through innovation and development of
new technology.

(h) The three‘ existing Kansas centers of excellence--the
center for artificial intelligence and automated control systems
at Kansas state university, the center for bioanalytical research
at the university of Ransas, and the center for productivity
enhancement at Wichita state university--and a possible new
center at Pittsburg state university established by the 1986
Kansas legislature--are eligible for continuing support from the
corporation according to the same terms and conditions as
provided in this act following an external review to determine
under what provision of this statute and by what terms continuing
funding is appropriate.

(i) Any commercialized research that results from the
funding of a center of excellence shall be subject to
negotiations of the provisions of subsections (u) and (v) of
section 4.

Sec. 8. {a) The Kansas technology enterprise applied
research matching grant fund is hereby created, to which shall be
credited any state funds specifically so designated.

(b) The corporation may use the Kansas technology
enterprise applied research fund to carry out the purposes of
this act by awarding competitive applied research grants to
educational institutions and private enterprises in key exporting
areas of special importance to the Kansas economy. The fund 1is
not to be used for technical assistance or training but only for
actual applied research.

(c¢) The board shall award grants only after:

(1) Developing, adopting and publishing the criteria 1t
shall use when evaluating research proposals; and

(2) reviewing applied research proposals which present:



(A) Documentation, 1if the proposal is from an educational
institution, that not less than 60% of the total direct cost of
the proposed project will be provided by sources other than the
corporation; machinery or equipment may be considered as part of
the matching funds for the research, but must be accompanied by a
statement:

(i) That the educational institution has received the
machinery or equipment and it is state of the art; and either

(ii) wverifying that the equipment or machinery 1is donated
and has only been used in testing to insure quality control, or
used by a wholesaler or retailer for demonstration purposes only;
or

(iii) detailing the price paid by the educational
institution, with an invoice showing the amount paid for the
machinery or equipment;

(B) documentation, 1if the proposal is from a private
enterprise, that not less than 60% of the total direct cost of
the proposed project will be provided by sources other than the
corporation or through in-kind services provided through the
private enterprise as evaluated by the board or review committee;

(C) a description of the future commercial application and
the industrial sectors that will likely benefit by the applied

research project and the potential for job creation;

(D) an itemized research budget, time line and research
methodology;
(E) a recommendation from the sponsoring educational

institution or business enterprise; and

(F) other information that may be required by the board.

(d) The board shall aporove such applied research proposals
after the board of directors finds, based upon the proposal
submitted and such additional investigation as the staff of the
corporation shall make and incorporate in its minutes, that:

(1) The proposed project 1s research that leads to
innovation, new knowledge or technology and is not training or

technical assistance for business firms;



(2) the proposed applied research project will expand that
field's technological base within the state;

(3) the project will enhance employment opportunities
within Kansas; and

(4) the project is technically sound and will produce a
measurable result.

(e) In carrying out its functions under this section, the
board of directors is encouraged to create an applied research
committee to assist in evaluating potential applied research
projects. The membership of this applied research committee may
include both directors and staff members of the corporation, and
other persons drawn from sources other than the corporation who
meet standards similar to those applying to the board of
directors and who are recognized by their peers for outstanding
knowledge and leadership in their fields.

(f) Any commercialized research that results from a
corporation applied research grant shall be subject to the
provisions of subsections (u) and (v) of section 4.

Sec. 9. The corporation is directed to develop a small
business innovation research (SBIR) matching grant program which
meets the highest current standards for state matching grants to
federal phase I SBIR program.

Sec. 10. (a) There 1is hereby created the technology
enterprise seed-capital fund to which shall be credited any state
funds specifically so designated. The corporation may credit the
fund with such unrestricted appropriations, gifts, donations or
grants from any source, with payments on loans made from the
fund.

(b) The corporation may use the Kansas technology
enterprise seed-capital fund as follows:

(1) To <carry out the purposes of this act through
investments in qualified securities and through the forms of
financial assistance authorized by this act, including:

(A) Loans, loans convertible to equity, and equity;

(B) leaseholds;



(C) management or consultant service agreements;

(D) loans with warrants attached that are beneficially
owned by the corporation;

(E) 1loans with warrants attached that are beneficially
owned by a party other than the corporation;'and

(F) any other contractual arrangement in which the

corporation is providing scientific and technological services to

any federal, state, county or municipal agency, or to any
individual, corporation, enterprise, association or any other
entity involving science and technology. The corporation, in

connection with the provision of any form of financial
assistance, may enter into royalty agreements with an enterprise.

(2) To pay all or a portion of the corporation's operating
expenses from revenues generated by seed-capital fund
investments, which shall be an amount sufficient to allow the
corporation to undertake and efficiently manage its
responsibilities.

(3) To invest in such other investments as are lawful for
Kansas fiduciaries.

(c) The corporation may use the Kansas technology
enterprise seed-capital fund to purchase qualified securities
issued by enterprises as a part of a resource and technology
project for the purpose of raising the initial capital for such
projects subject to the conditions set forth in this section.

(d) The corporation may use the fund to make low-interest
or =zero-interest loans to Dbusiness incubator facilities 1in
exchange for royalties from future gross sales generated by
enterprises created in the incubator.

(e) The corporation shall purchase gqualified securities
issued by an enterprise as a part of a resource and technology
project only after:

(1) Receipt of an application from the enterprise which
contains:

(A) A business plan including a description of the

enterprise and its management, product and market;



(B) a statement of the amount, timing and projected use of
the capital required; |

(C) a statement of the potential economic impact of the
enterprise, including the number, location and types of jobs
expected to be created; and

(D) such other 1information as the corporation board of
directors shall request.

(2) Approval of the investment by the corporation may be
made after the board of directors finds, Dbased upon the
application submitted by the enterprise and such additional
investigation as the staff of the corporation shall make and
incorporate in its minutes, that:

(A) The proceeds of the investment will be wused only to
cover the seed-capital needs of the enterprise except as
authorized by this section;

(B) the enterprise has a reasonable chance of success;

(C) the corporation's participation is instrumental to the
success of the enterprise and 1its retention within the state
because funding otherwise available for the enterprise is less
readily available, or offered on less desirable terms than can be
obtained if the enterprise were located outside of Kansas;

(D) the enterprise has the reasonable potential to create 2
substantial amount of primary employment within the state;

(E) the entrepreneur and other founders of the enterprise
have already made or are contractually committed to make a
substantial financial and time commitment to the enterprise;

(F) the securities to be purchased are qualified
securities;

(G) there is a reasonable possibility that the corporation
will recoup at least its initial investment; and

() binding commitments have been made to the corporation
by the enterprise for adequate reporting of financial data to the
corporation, which shall include a requirement for an annual
report, or if required by the Dboard, an annual audit of the

financial and operational records of the enterprise, and for such



control on the part of the corporation as the board of directors
shall consider prudent over the management of the enterprise, soO
as to protect the investment of the corporation, including in the
discretion of the board and without limitation, right of access
to financial and other records of the enterprise.

(f) In carrying out its functions under this section, the
board of directors 1is encouraged to create an investment
committee to assist in evaluating potential investments in
qualified securities. The membership of this investment
committee may include both directors and staff members of the
corporation, and other persons drawn from sources other than the
corporation who meet standards similar to those applying to the
board of directors and who are recognized by their peers for
outstanding knowledge and leadership in their fields, all of whom
shall serve at the pleasure of the board. Members of the
investment committee shall serve without compensation for their
membership on such committee, but shall be reimbursed for any
reasonable expenses incurred by them in the performance of duties
assigned by the board.

(g) The corporation shall not make lnvestments in qualified
securities issued by enterprises in excess of the smaller of the
following limits:

(1) Not more than the amount necessary to own more than 49%
of qualified securities in any one enterprise at the time of the
purchase by the corporation, after giving effect to the
conversion of all outstanding convertible qualified securities of
the enterprise except that in the event of severe financial
difficulty of the enterprise, threatening, in the judgment of the
board of directors, the investment of the corporation therein, a
greater percentage of such securities may be owned by the
corporation; or

(2) not more than 20% of the fund available for investment
shall be invested in any one enterprise.

Sec. 11. (a) The Kansas technology enterprise corporation

shall establish a clearinghouse to provide technical referral



services, particularly to small, new, emerging or mature
exporting enterprises and shall fund educational institutions to
establish technical information data bases and industrial liaison
offices which are easily accessible by both private and public
sector organizations.

(b) The corporation shall provide to private enterprises
and individuals, services which include, but are not limited to:

(1) Disseminating such research and technical information
as is available to the corporation;

(2) referring clients to researchers or laboratories for
the purpose of testing and evaluating new products, processes oOr
innovations;

(3) assisting persons developing innovations or new
technology in locating enterprises or entrepreneurs that may be
interested in applying such innovations or new technologies; and

(4) providing managerial assistance to - enterprises
requesting such assistance, but particularly to those small
enterprises in key exporting of special importance to the Kansas
economy.

(c) The corporation shall encourage business enterprises to
use such technical support services as provided by educational
institutions and especially the state's small business
development centers.

Sec. 12. (a) The corporation shall publish an annual
report which shall include an audit by an independent third party
as of June 30 of each year, and present the report to the
governor, legislature and Kansas, Inc., setting forth in detail
the operations and transactions conducted by it pursuant to this
act or to other legislation. The annual report shall
specifically account for the ways in which the need and mission
of the corporation and its funds as described 1in this act have
been carried out, and the recommendations shall specifically note
what changes in the activities of the corporation and its funds,
and of state government are necessary to better address the need

and mission described 1in this act. The corporation shall



distribute 1its annual report by such means that will make 1t
widely available to those 1innovative enterprises of special
importance to the Kansas economy.

(b) The .corporation shall be subject to a fiscal audit by
the legislative division of post audit.

Sec. 13. If any provision of this act or the application
thereof to any person or circumstances 1is held invalid, the
invalidity shall not affect other provisions or applications of
the act which can be given effect without the invalid provision
or application, and to this end the provisions of this act are
severable.

Sec. 14. This act shall take effect and be in force from
and after January 12, 1987, and its publication in the Kansas

register.
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Session of 1986

SENATE BILL No. 756

By Committee on Ways and Means

3-28

AN ACT establishing the Kansas statewide risk capital system
acl; prescribing the purposes of such act; authorizing invest-
ment by the pooled money investment board in Kansas Ven-
ture Capital, Inc.; concerning the investment by banks in
small business investment companies; granting certain tax
credits and exemptions and providing for the administration of
the provisions of the act; amending K.S.A. 75-4205, 79-1109
and 79-32,117 and K.S.A. 1985 Supp. 9-1101 and repealing the
existing sections.

5 Be it enacted by the Legislature of the State of Kansas:

New Section 1. Need statement. The legislature of the state
of Kansas finds there exists within Kansas a substantial need to
create a truly statewide rural/urban system of management sup-
port and risk capital, especially for smaller existing mature en-
terprises, as well as new and innovative enterprises, and espe-
cially those that are not located in major metropolitan centers.

The legislature of the state of Kansas further {inds thata Kansas
statewide risk capital system can be designed to fit the special
needs of the various regions of Kansas based on the best current
national models in other states. This system can lead to the
further growth, diversification and improvement of all geo-
graphic areas of the Kansas economy.

New Sec. 2. Mission stutement. The purpose of this act is to
create a Kansas statewide risk capital system which is tailored to
meet the special needs of the various regions of Kansas based on
the best current national models in other states. This system will
invest $10,000,000 of state idle funds in order to create a sub-
stantially larger amount of private risk capital for investment in
primarily profitable, growing, smaller Kansas enterprises. This
investment will, in turn, lead to further growth, diversification

Attachment 6
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and improvement of all geographic regions of the Kansas econ-
omy in a diversified range of primary scctors which export value
added products, processes and services that inport quality jobs,
wealth and income into the state for the benelit of Kansas and
Kansans in all regions of the state.

Specifically, the purpose of this act is to create a Kansas

statewide risk capital system which will:

(a) Meet the management and risk capital n(‘('ds ()l poten-

tially profitable existing  smaller lenlmpnhe espec ml]y in
smaller, more remole, nonmetropolitan areas of the state;

(h) facilitate the growth, diversification and expansion of
existing cuterprises and the creation by Kansans of new wealth-
generaling enterprises;

(¢} promote cconomic diversification and innovation within
the basic industries and sectors of the state;

(d) promote increased productivity and value added prod-
ucls, processes and services among wealth-generating enler-
prises, and the export of those goods and services created by
smaller Kansas enterprises to the nation and world;

(¢) maintain and revitalize economically distressed rural and
urban areas of the state by targeting scarce resources by size,
sector and location to enterprises of particular need and oppor-
tunity, and working in close collaboration with local financial
institutions;

(1) provide small, local banks throughout Kansas with a risk
taking vehicle which can assist member banks to provide their
customers with risk capital which the bank cannot afford to
provide itsell;

() create a greatly expanded Kansas venture apital, Ine.in
which Kansas banks and industries will invest $10,000,000 of
new private equity capital, matched by $10,000,000 of state idle
funds, through a restructuring and a reorganization of the exist-

ing Kansas development credit corporation and leveraged by

small business investment corporation debentures. The .

$10,000,000 of private capital and the $10,000,000 of state idle
fuuds will receive exactly the same rate of return, although the

state funds will stand in a senior position to the privale capital;
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) expand the capabilities of existing small business devel-
opment centers to provide managerial counseling to firms sup-
ported through this statewide risk capital system;

(i) expand the capacity of existing certified development
companies for intake and referral and risk capital financial pack-
aging as a key part of this statewide system;

(j) create a three-tiered secondary market for the sale of credit
from the statewide risk capital system to Kansas public employ-
ees retirement system at an appropriate rate of risk and return to
Kansas public employees retirement system with no legislative
change to the existing Kansas public employees retirement sys-
tem statute;

(k) contribute to a Kansas economy which provides increased
revenue for state government, local governments, and other
political subdivisions of the state, and eases overtime the tax
burden faced by all businesses and taxpayers of the state.

New Sec. 3. Definitions. For the purposes of this act, the
following terms shall have the meanings provided herein, unless
the context clearly indicates otherwise:

(a) “Department” means the department of commerce.

(b) “Kansas business” means any small business owned
solely by a Kansas resident, any partnership, association or
corporation domiciled in Kansas, or any corporation, even if a
wholly owned subsidiary of a foreign corporation, that does
business primarily in Kansas or does substantially all of its
production in Kansas.

() “Secretary” means the secretary of the department of
commerce.
New Sec. 4. Certification of investment by the pooled

money investment board in Kansas Venture C(mital Inc. The
secretary of the department of commerce ’wuh the advncc and

consent of-the legislative commission on economic devdopment

or, in the alternative; the st'mdmg, leg,lslahvc committees on
economic devclopmg,ut dmmg leglslative sessions, or the joint
leglbldtwr, 90mm1ttee on economic dcve}opmcnt during the in-

m is authorized to culey mvcslmull in nonvoting prefuled

stock of Kansas Venture Capital, Inc., in a total not to exceed




SB 756
. 4

0121 $10,000,000 by the pooled money investment board as provided
0122 inscction 6 of this act under the following terms and conditions:
0123 (a) Kansas banks, savings and loan associations, lmdwldu.lls
0124 and corporations have invested a total amount of not less than
0125 $10,000,000 of new private, equily capital in voling common
0126 slock in Kansas Venture Capital, Inc.

0127 (b) The $10,000,000 nonvoling preferred stock invested by
0128 the pooled money investment board will receive exactly the
0129 same rate of dividend at the same time on the same terms as the
0130 $10,000,000 voting common stock invested by Kansas banks,
0131 savings and loan associations, individuals and corporations.
0132 (¢) Every outstanding share representing the $10,000,000
0133 nonvoling preferred stock is assured of being fully repaid to the
0134 pooled money investment board belore one share of the
0135 $10,000,000 voting common stock is repaid to any Kansas bank,
0136 savings and loan association, individual or corporation.

0137 (d)  Investments in common stock of Kansas Venture Capital,
0138 Inc. shall meet the terms and conditions of 1986 Senate Bill No.
0139 757 enacting the Kansas venture capilal company act,

0140 (e) The investments of $10,000,000 of new voling common
o141 stock and the $10,000,000 of nonvoting, senior preferred stock
0142 can be invested in Kansas Venture Capital, Inc. in ways which do
0143 not compromise the integrity of the small business association
0144 license approved under the small business investment act on
0145 June 17, 1977.

0146 ) | A total of 15 board members to oversee (ho oper rations 0[

0147 Kansas Venture Capital, Inc. are nominated l)y the voling com-

0148 mon stock shareholders and are approved by the secretary of the

0149 department of c()mm(u(L with the advice and consent. of-thie

0150 Tegislative_commission on cconomic d(,vel()pm(‘nt or, in the
0151 alternative, lho sl(‘mm;,/lt'ghlulwg c()nnmllus on ceonomic

0153 Tive ¢ (()nmnltu‘ on cconomic (l(,vol()pnmnl]m .u(m(l‘\nc(, Wllh

0154 the following terms and conditions:
0155 (1) All 15 are recognized leaders in their respective fields.
0156 with—repulations-as-innovativesfuture-oriented-individuals.

0157 (2) REight are representatives of Kansas [inancial institutions,

linsurance companies,|

~y

mav invest in small

757 enactinag the Kansas

venture

venture capital, 1Inc.

husiness investment
oomnanleﬁ located in Kansas and

rmntfnenls of this act and 1986

e O S

(f) In order to increase the
capital aenerated, Kansas

amounL oi risk

which meet the
senate Bill No.
capital campanv
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4 wha are-reeognized-by- their-peers-for-ontstanding-knowledye
) a, erealive-leadership-in-their respective fields-of finanee. The
0 cight shall represent a reasonable halance of relative proportion
1 of investment in the common stock of Kansas Venture Capital,
> Ince. by Kansas commercial banks, savings and loan associations,
1 insurance companies, and other appropriate financial interme-

1 diaries.

5 (3) Two shall be venture capitalists or investment counsclors-

6 recopnired-by-their-peers-for-eutstanding knowledge-and lead-
7 ership-in-these-high—sisleventure-investments-ofparticular-im-
3 portunce-to-the-Kansas-economy-in-which-Kansas Menlure-Gapi-
) —d-Tne—witl-he-expeeted-to invest its funds.

0 (4) Five shall bereeognized-by-their-peers-for-outstanding
| Jnowledge—and-leadership—in—industeies-which-represent pri-
o mary, job creating, valuc-added business sectors of special im-
3 portance to the Kansas cconomy in which Kansas Venture Capi-
1 {al, Inc. shall be expected to invest its funds.

5 () The board has conducted a search and has selected a

6 president for Kansas Venture Capital, Inc. who meets a national

7 standard of experience, ability and initiative for similar chief

8 execulive positions for venlure capial corporations investing
3 high risk equity and near equity in firms which meet the defini-
0 tion ol need and mission defined in this act,

) New Sce. 3. Accountability. (a) Kansas Venture Capital, Inc.
o shall prepare and publish an annual report written in easily

3 understandable language of its activities for the information of

t the governor, the joint and standing legislative committees on
5. cconomic development, Kansas, Inc., and the public which shall
65 specifically account {or:

7 (1) The manner in which the need and mission as described
4 in this act has been carried out by Kansas Venture Capital, Inc.
9 (2) The total investments made annually by Kansas Venture
0 Capital, Inc. in Kansas businesses.

I (3) An estimate of jobs created and, specifically, jobs pre-

N

served by investments by Kansas Venture Capital, Inc. in Kansas

I~

1 b aesses.

1 (4) An estimale of the maltiplier effect on the Kansas econ-

fle -
F'—w'“"-w-wh'"d!“’é o
e ,_,ﬁl\aml Liar with Lvpes of investmont » in*w—lﬁ ch
K@)ﬁjﬁ_lgp_l:ﬁie Capital, TInc. will
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omy of investiments by Kansas Venture Capital, Inc. in Kansas
businesses.

(5) An analysis of the targeting of scarce]Kansas Venture
Capital, Inc. by size, sector and location to enterprises of partic-
ular need and opportumity. S

(l)) ‘)(,vvn y(‘us after. le eHcchc (ld((, of (hm uct I\ msas, ln('—’_l

SRR

pr();‘/mu)n and the activities and investments of Kansas Venture
Capital, lnc m(]u(lmg
(1 A pmlommn(e analysis of the extent o which’ lll(‘ clear
legislative intent (\(p:css( :din the need statement of scetion 1
and the mission sm(vmt‘nl of seclion 2 lm\/(, heen achieved.
(2) the economic and hsC'\l impact’ of the act on the state’s
cconomy and jobs created. \f‘\\

() Based on the findings; it wil\l‘“l‘(':(\:()mmcnd o the legisla-
. N

ture one of the following actions:
(1) Continue the statutory provisions relating to Kansas Ven-

ture Capital, 'I,mf'.'; N

(2)  contitine the act, but with modifications recommended by

Kansasy Tne.; or

See. 6. K.S.A.75-4205 is herehy amended to read as follows:
75-4205. (a) The board shall designate one or more hanks to
receive active accounts. The capital and surplus of any bank
having an active account shall be not less than $2,000,000. In
determining the amount of the award of an active account to any
bank designated under this subsection thervefor, the hoard shall
give consideration to the amount of service to he required of it
Active accounts shall bear no interest.

(b) The aggregate moneys in all active accounts shall not
exceed $40,000,000 at any time, except that in periods of antici-
pated peak disbursements, the board, in its discretion, may cause
the aggregale moneys in the active accounts to exceed such
amount for the duration of such periods of peak dishursements,
not to exceed 10 days. At any time moneys in active accounts
exceed 50% ol the award ol such accounts, additional moneys

(3) repeal of the act. N

&o‘ ouic o% l)vl
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~ay be deposited in time deposit, open accounts.

(¢) 1f the aggregate of all active accounts exceeds the limit
prescribed in subsection (b), the board shall direct the treasurer
to make withdrawals within 60 days of sufficient moneys to
reduce the amount in the active accounts below such limit, and
such withdrawals shall be made in accordance with the formula
prescribed for the initial award of such moneys. The moneys so
withdrawn shall be transferred to and deposited in inactive
accounts in accordance with the formula prescribed in K.S.A.
75-4207 and 75-4209, and amendments thereto, for initial de-
posits in inactive accounts except that any bank which was
entitled to an inactive account award of $100,000 or more under
the provisions of K.S.A. 75-4209, and amendments thereto, but
which contracted for a lesser amount shall not be entitled to
receive such additional deposits.

(d) When moneys are available for deposit for not to exceed
60 days in time deposit, open accounts, the board shall deposit
such moneys in time deposit, open accounts in the banks and in
the proportion prescribed by K.S.A. 75-4206, and amendments
thereto, for the making of such deposits of moneys or if the board
determines that it is impossible to deposit such moneys in time
deposit, open accounts, it shall invest the same in repurchase
agreements of less than 30 days” duration with a Kansas bank for
direct obligations of, or obligations that are insured as to princi-
pal and interest by, the United States government or any agency
thereof.

(¢) Atany time moneys are available for deposits or invest-
ment for a period of time which is insufficient to permit deposit
in time deposit, open accounts the board may invest the same in
repurchase agreements of less than 30 days’ duration with Kan-
sas banks for direct obligations of, or obligations that are insured
as to principal and interest by, the United States government or
any agency thereolf.

(f) When moneys are available for deposits or investments
under the provisions of subsections (d) and (e), the board, in lieu
of such deposits or investments, may invest in preferred stock of

.ansas Venture Capital, Inc. under terms and conditions pre-
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scribed by section 4 of this act, and amendments thereto, but
such investments shall not in the aggreguate exceed a total
amount of $10,000,000.

Sec. 7. K.S.A. 1985 Supp. 9-1101 is hereby amended to read
as follows: 9-1101. Any bank hereby is authorized to exercise by
its board of directors or duly authorized officers or agents, sub-
ject to law, all such powers, including incidental powers, as shall
be necessary to carry on the business of banking, and:

(1) To receive deposits and to pay interest thercon at rates
which need not be uniform. The state bank commissioner, with
approval of the state banking board, may by regulations of
general application fix maximum rates ol interest to be paid on
deposit accounts other than accounts for public moneys;

(2) to buy and sell exchange, gold, silver, foreign coin, bul-
lion, commercial paper, bills of exchange, notes and bonds;

(3) to buy and sell bonds, securities, or other evidences of
indebtedness of the United States of America or those fully
guaranteed, dircctly or indirectly, by it, and general obligation
bonds of the state of Kansas or any municipality or quasi-munic-
ipality thereof, and of other states, and of municipalities or
quasi-municipalities in other states of the United States of
America. No bank shall invest an amount in excess of 15% of its
capital stock paid in and unimpaired and the unimpaired surplus
fund of such bank in bonds, sccurities or other evidences of
indebtedness of any municipality or quasi-municipality of any
other state or states of the United States of America: (a) If and
when the direct and overlapping indebtedness of such munici-
pality or quasi-municipality is in excess of 10% of its assessed
valuation, excluding therefrom all valuations on intangibles and
homestead exemption valuation; (b) or if any bond, security, or
evidence of indebtedness of any such municipality or quasi-mu-
nicipality has been in default in the payment of principal or
interest within 10 years prior to the time that any bank acquires
any such bonds, security or evidence of indebtedness;

(4) to make all types of loans, including loans on real estate,
subject to the loan limitations contained in this act. Every real
estate loan shall be secured by a mortgage or other instrument
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constituting a lien, or the full equivalent thereof, upon the real
estate securing the loan, according to any lawful or well rec-

gnized practice, which is best suited to the transaction. The
mortgage may sccure future advances. The lien of such mortgage
shall attach upon its execution and have priority from time of
recording as to all advances made thereunder until such mort-
gage is released of record. The lien of such mortgage shall not
exceed at any one time the maximum amount stated in the
mortgage;

(5) to discount and negotiate bills of exchange, negotiable
notes and notes not negotiable;

(6) to own a suitable building, furniture and fixtures, stock in
a single trust company organized under the laws of the state of
Kansas, and stock in a safe deposit company organized under the
laws of the state of Kansas, and stock in a corporation organized
under the laws of this state, owning only real estate all or a part of
which is occupied or to be occupied by the bank. The trust
company shall not at the time of the purchase of such stock be
engaged in the business ol receiving deposits of banks, and in
the event such trust company shall thereafter receive deposits
from banks such stock shall be sold within six months or re-
moved as an asset of the bank, but with a limit of 12 of the capital
stock and surplus of such bank upon the total of all amounts
carried on its books as investments in all assets described in this
subsection (6) and advances to a corporation organized under the
laws of this state owning only real estate all or a part of which is
occupied or to be occupied by the bank. This limitation shall not
apply to amounts carried on the books of such bank as invest-
ments made prior to July 1, 1973. The state bank commissioner
may grant the bank authority to exceed such limitation. The trust
company and the safe deposit company in which a bank may own
stock must be located at all times in the same city or unincorpo-
rated village where the bank owning such stock is located,
otherwise, the bank shall dispose of such stock immediately;

(7) to buy and sell investment securities which are evidences
ofindebtedness. The buying and selling of investment securities
shall be limited to buying and selling without recourse market-
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able obligations evidencing indebtedness of any person, copart-
nership, association, corporation, or state or {ederal agency, in-
cluding revenue bonds issued pursuant to K.S.A. 76-6al15, and
amendments thereto, or the state armory board in the form of
bonds, notes or debentures or both, commonly known as invest-
ment securities, under such further definition of the term “in-
vestment securities” as prescribed by the board, but the total
amount of such investment securities of any one obligor or maker
held by such bank shall at no time exceed 15% of the capital
stock paid in and unimpaired and the unimpaired surplus fund of
such bank except that this linit shall not apply to obligations of
the United States government or any agency thereof. If the
obligor is a state agency including any agency issuing revenue
bonds pursuant to K.S.A. 76-6al5, and amendments thereto, or
the state armory board, the total amount of such investment
securities shall at no time exceed 25% of the capital stock paid in
and unimpaired and the unimpaired surplus fund of such bank;

(8) to subscribe to, buy and own such stock of the federal
national mortgage association as required by title 3, section 303
of the federal act known as the national housing act as amended
by section 201 of public law No. 560, of the United States (68
Stat. 613-615), known as the housing act of 1954, or amendments
thereto;

(9) to subscribe to, buy and own stock in one or more small
business investment companies in Kansas as otherwise autho-
rized by federal law, except that in no event shall any bank held
shares i any one company in an amount aggregaking more than
3% acquire shares in any small business investment company if,
upon the making of that acquisition the aggregate amount of
shares in small business investment companies then held by the
bank would exceed 5% of its capital and surplus. Nothing in this
act contained shall prohibit any bank from holding and disposing
of such real estate and other property as it may acquire in the
collection of its assets;

(10) to subscribe to, buy and own stock in any agricultural
credit corporation or livestock loan company, or its affiliate,
organized pursuant to the provisions of the laws of the United
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States providing for the information and operation of agricultural

sredit corporations and livestock loan companies, in an amount

not exceeding either the undivided profits or 10% of the capital

stock and surplus and undivided profits from such bank, which-

ever is greater;

(11) to become the owner or lessor of personal property
acquired upon the specific request and for the use of a customer,
and may incur such additional obligations as may be incident to
becoming an owner or lessor of such property.-Any bank which
claims a credit against its privilege tax of any amount of ad
valorem taxes on property acquired pursuant to this subsection
shall not be designated as a depository for any state funds by the
pooled money investment board. Lease transactions shall not
result in obligations for the purpose of determining limitations or
restrictions on the amount of loans. Lease payments on such
transactions shall be considered rents and not interest;

(12) to subscribe to, buy and own stock in minbanc capital
corporation, a compuny formed for the purpose of providing
capital to minority-owned banks. No bank’s investment in such
stock shall exceed 2% of its capital and surplus;

(13) to buy, hold, and sell any type of investment securities
not enumerated in this section with approval of the commis-
sioner and upon such conditions and under such regulations as
are prescribed by the state banking board;

(14) to act as escrow agent;

(15) to subscribe to, acquire, hold and dispose of stock of any
class of the KBA mortgage corporation, a corporation having as its
purpose the acquisition, holding and disposition of loans secured
by real estate mortgages, and to acquire, hold and dispose of the
debentures and capital notes of such corporation. No bank’s
investment in such stock, debentures and capital notes shall
exceed 2% of its capital stock, surplus and undivided profits and
such investment shall be carried on the books of the bank as
directed by the commissioner;

(16) to purchase and sell sccurities and stock without re-
course solely upon the order, and for the account, of customers;

(17) to subscribe to, acquire, hold and dispose of any class of
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stock, debentures and capital notes of MABSCO agricultural
services, inc. or any similar corporation having as its purpose the
acquisition, holding and disposition of agricultural loans origi-
nated by Kansas banks. No bank’s investment in such stock,
debentures and capital notes shall exceed 2% of its capital stock,
surplus and undivided profits. Such investment shall be carried
on the books of the bank as directed by the commissioner;

(18) to buy, hold and sell mortgages, stock, obligations and
other securities which are issued or guaranteed by the federal
home loan mortgage corporation under sections 305 and 306 of
the federal act known as the federal home loan mortgage corpo-
ration act (P.L. 91-351);

(19) to buy, hold and sell obligations or other instruments or
securitics, including stock, issued or guaranteed by the student
loan marketing association created by (P.L. 92-318) of the United
States;

(20) to engage in financial future contracts on United States
government and agency securities subject to such rules and
regulations as the state bank commissioner may prescribe pur-
suant to K.S.A. 9-1713, and amendments thereto, to promote safe
and sound banking practices;

(21) to subscribe to, buy and own stock in a federally char-
tered bankers” bank chartered pursuant to subsection (b) of 12
U.S.C. 27, except no bank’s investiment in such stock shall
exceed 10% of its capital stock, surplus and undivided profits;

(22) subject to such rules and regulations as the state bank
commissioner may adopt pursuant to K.S.A. 9-1713, and amend-
ments thercto, to promote safe and sound banking practices,
upon recorded prior approval by the board of directors of the
initial investment in a specific company and pursuant to an
investment policy approved by the board of directors which
specifically provides for such investments to buy, hold and sell
shares of an open-end investment company registered with the
federal securities and exchange commission under the federal
investment company act of 1940 and the federal securities act of
1933 and of a privately offered company sponsored by an affili-
ated commercial bank, the shares of which are purchased and
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sold at par and the assets of which consist solely of securities
w ch may be purchased by the bank for its own account. Such
shares may be purchased without limit if the assets of the
company consist solely of and are limited to obligations thal are
cligible for purchase by the bank without Hmit. 1 the assets of
the company include securities which may he purchased by the
hank subject to limitation, such shares may be purchased subject
to the limitation applicable to purchase by the bank ol such
securitics. e

New Sece. 8. ! Except as otherwise provided in section 12,

every national banking association, state bank and savings and

loan association Jinvesting in stock issued by Kansas Venture
Capital Inc. shall be entitled to a credit in an amounl cqual to

95% of the total amount invested in such stock against the tax

liability imposed against such taxpayer pursuant to Ko.A_TO- 1

1106 to 79-1116, inclusive, and amendments H)(:rel(“IN()‘;_:n'\()r‘é

than 25% of the total tax credit allowed under lhiﬁ,@(zcti&x shall
be crcdmhtgni 15t the taxpayer’s tax liul)iﬁly«l‘rif/z{ny one taxable
year. I the :unlm}l\ol‘\lhe lux/grxe(lif/i)(fn'lxxillcd in any year
exceceds the taxpayer’s lg:lkiﬁll)/ility\ for such taxable year, the
amount of the (:g;r.litﬁiich cxccedﬁthdgx\liul)ility and any

remainingercdit may be carried back not more Uian-three years
i e

01 aiied forward until the credit is exhausted. .

Sce. 9. K.S.A.79-1109 is hereby amended to read as follows:

79-1109. As used in this act “net income” shall mean the Kansas
taxable income of corporations as defined in K.S.A. 79-32,138,
and amendments thereto, plus income reccived from obligations
or securities of the United States or any authority, commission or
instrumentality of the United States and its possessions to the
extent deducted in arriving at Kansas taxable income of a corpo-
ration and income received from obligations of this state or a

political subdivision thereofl which is exempt from income tax

under the laws of this state; less dividends reccived from stock —Fenture Canit
T T ST e encture APt

issued by Kansas ﬁtm[ul‘t,"'t:(ljn'f(ll,lIN(,‘, to the extent such divi-
dends arve included in the Kansas taxable income of a corpora-
., interest paid on time deposits or borrowed money and

dividends paid on withdrawable shares of savings and loan

insurance companies

[ U 4

or 40-2801, and amendments thereto,
as the case requires

In any one taxable year, the amount of such credit
allowable for deduction from the taxpayer's tax
liability shall not exceed 25% of the total amount

of such credit, and in no case may such amount exceed
25% of the taxpayers tax liability "in such year,

The amount of any remaining unused credit may be
carried back not more than three years or carried
forward until the total amount of the credit is
exhausted.

(b) The provisions of this section shall be
applicable to all taxable years commencing after
December 31, 1985, and prior to January 1, 1993.

al
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associations to the extent not deducted in arriving at Kansas
taxable income of a corporation.

Savings and loan associations shall be allowed as a deduction
from net income, as hereinbefore defined, a reserve established
for the sole purpose of meeting or absorbing losses, in the
amount of five pereent (5%) 5% of such net income determined
without benefit of such deduction, butno further deduction shall
be allowed for losses when actually sustained and charged
against such reserve, unless such reserve shall have been fully
absorbed thereby; or, in the alternative, a reasonable addition to
a reserve for losses based on past experience, under such regu-
lations as the secretary of revenue may preseribe.

New Sec. 10. ‘Except
every[ge:}m%;‘i;\—/};tﬂing in sto&1?§uéd By Kansas Venture
Capital Inc. shall be entitled to claim a credit in an amount equal
to 25% of the total amount invested in such stock against the

income tax liability imposed against such taxpayer pursuant to
article 32 of chapter 79 of the Kansas Statutes Ann()tat(;d.riﬂo’ .

TxﬁE're»th'g\n 959% of the total tax credit allowed under this'section
shall be credited against the taxpayer’s ta/xjiabi‘l'ity for any one
taxable year. If theEﬁOum\of the tax. eredit permitted in any year
exceeds the taxpayer’s /tgx,—-i\iﬁﬁi’iitx\for such taxable year, the
amount of the gl'cdit"ii/’ilic]’n exceeds such-tax liability and any
remaining credit may be carried back not more than three years

as otherwise provided in section 12,

(a)

taxpayer \

In any one taxable year, the amount of i
a}lowable for deduction from the taxpay23?2 E;idlt
liability shall not exceed 25% of the total

amount of such credit, and in no case may such
gmount exceed 25% of the taxpayers- tax liability
in such year. The amount of any remaining

unused credit may be carried back not more than
three years or carried forward until the total
amount of the credit is exhausted.

orcarried forward until the credit is exhausted. e

See. 11, K.S.A. 79-32,117 is hereby amended to read as fol-
lows: 79-32,117. (a) The Kansas adjusted gross income of an
individual means such individoal’s federal adjusted gross in-
come for the taxable year, with the modifications specified in this
section.

(h) There shall be added to federal adjusted gross income:

(i) Interestincome, to the extent that the same is not included
in federal adjusted gross income, on obligations of any state or
political subdivision thereof, but to the extent that interest in-
come on obligations of this state ora political subdivision thereof
is specifically exempt from income tax under the laws of this
state authorizing the issuance of such obligations, it shall be

| (b} The provisions of this section shall be
applicable to all taxable years commencing

after December 3 i
005 ], 1985, and prior to January ],
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excluded from computation of Kansas adjusted gross income
vhether or not included in federal adjusted gross income.

(ii) Taxes on or measured by income or fees or payments in
licu of income taxes imposed by this state or any other taxing
jurisdiction to the extent deductible in determining federal ad-
justed gross income and not credited against federal income tax.

(iii) The federal net operating loss deduction.

(iv) Federal income tax refunds received by the taxpayer if
the deduction of the taxes being relunded resulted in a tax
benetit for Kansas income tax purposes during the prior taxable
year. Such refunds shall be included in income in the year
actually received regardless of the method of accounting used by
the taxpayer. For purposes hereof, a tax benefit shall be deemed
to have resulted if the amount of the tax had been deducted in
determining income subject to a Kansas income tax for a prior
year regardless of the rate of taxation applied in such prior year to
the Kansas taxable income, but only that portion of the refund
shall be included as bears the same proportion to the total refund
received as the federal taxes deducted in the year to which such
refund is attributable bears to the total federal income taxes paid
for such year. For purposes of the foregoing sentence, federal
taxes shall be considered to have been deducted only to the
extent such deduction does not reduce Kansas taxable income
below zero.

(v) The amount of any depreciation deduction or business
expense deduction claimed on the taxpayer’s federal income tax
return for any capital expenditure in making any building or
facility accessible to the handicapped, for which expenditure the
taxpayer claimed the credit allowed by K.S.A. 79-32,177.

(vi) Any amount of designated employee contributions
picked up by an employer pursuant to K.S.A. 12-5005, 20-2603,
74-4919 and 74-4965, and amendments to such sections.

(¢) There shall be subtracted from federal adjusted gross
income:

(i) Interestor dividend income on obligations or securities of
any authority, commission or instrumentality of the United

ates and its possessions to the extent included in federal
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adjusted gross income but exempt from state income taxes under
the laws of the United States.

(i) Any amounts reccived which are included in federal
adjusted gross income but which are specifically exempt from
Kansas income taxation under the laws of the state of Kansas.

(iii) The portion of any gain or loss from the sale or other
disposition of property having a higher adjusted basis for Kansas
income tax purposes than for federal income tax purposes on the
date such property was sold or disposed of in a transaction in
which gain or loss was recognized for purposes of federal income
tax that does not exceed such difference in basis, but if a gain is
considered a long-term capital gain for federal income tax pur-
poses, the modification shall be limited to that portion of such
gain which is included in federal adjusted gross income. For
Kansas income tax purposes the basis in carryover basis property,
as defined by 26 U.S.C. 1023 (b)(1), shall be determined in
accordance with the provisions of 26 U.S.C. 1014 existing on
December 31, 1976.

(iv) The amount necessary to prevent the taxation under this
act of any annuity or other amount of income or gain which was
properly included in income or gain and was taxed under the
laws of this state for a taxable year prior to the effective date of
this act, as amended, to the taxpayer, or to a decedent by reason
of whose death the taxpayer acquired the right to receive the
income or gain, or to a trust or estate from which the laxpayer
received the income or gain.

(v)  The amount of any refund or credit for overpayment of
taxes on or measured by income or fees or payments in lieu of
income taxes imposed by this state, or any taxing jurisdiction, to
the extent included in gross income for federal income tax
purposes.

(vi) Accumulation distributions received by a taxpayer as a
beneficiary of a trust to the extent that the same are included in
federal adjusted gross income.

(vii) Amounts received as annuities under the federal civil
service retirement system, from the civil service retirement and
disability fund.
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(viii) Amounts received by retired railroad employees as a
supplemental annuity under the provisions of 45 U.S5.C. 228D (a)
and 228c¢ (a)(1) et seq.

(ix) Amounts received by retired employees of a city and by
retired employees of any hoard of such city as retirement allow-
ances pursuant to K.5.A. 13-14,106, and amendments thereto, or
pursuant to any charter ordinance exempting a city from the
provisions of K.S.A. 13-14,106, and amendments thereto.

(x)  Amounts up to 50% or $500, whichever is less, of the costs
of labor and materials incurred by the taxpayer, per building, in
the insulation of each building owned by said taxpayer, which
building was in existence on July 1, 1977, is intended for single
family or multi-family occupation and is located in this state. For
the purposes of this subsection, the term “insulation” shall mean

the act of installing materials in the walls, floors or ceilings of

buildings, which materials are specifically designed to reduce
the loss or gain of heat within such buildings and which materi-
als meet the minimum eriteria and standards for energy conser-
vation for new buildings prescribed by the federal housing
administration in existence on the eflective date of this act and as
such criteria and standards are further modified by rules and
regulations of the state secretary of revenue.

(xi) For taxable years beginning after December 31, 1976, the
amount of the federal tentative jobs tax credit disallowance
under the provisions of 26 U.S.C. 280 C. For taxable years
ending after December 31, 1978, the amount of the targeted jobs
tax credit and work incentive credit disallowances under 26
U.S.C. 280 C.

(xii) For taxable years beginning after December 31, 1986,
dividend income on stock issued by Kansas Venture Capital Inc.

(d) There shall be added to or subtracted from federal ad-
justed gross income the taxpayer’s share, as beneficiary of an
estate or trust, of the Kansas fiduciary adjustment determined
under K.S.A. 79-32,135, and amendments thereto.

(e) The amount of modifications required to be made under
this section by a partner which relates to items of income, gain,
loss, deduction or credit of a partnership shall be determined
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under K.S.A. 79-32,131, and amendments thereto, to the extent
that such items affect federal adjusted gross income of the
partner.

New Sec. 12. The total of all tax credits granted for invest-
ment in Kansas Venture Capital, Inc. pursuant to sections 8 and
10 of this act shall not exceed $10,000,000.

Sec. 13. Liability. The state of Kansas may not be held liable
for any damages to an investor in Kansas Venture Capital, Inc..

New Sec. 14.  Invalidity of part. If any provision of this act or
the application thereol to any person or circumstances is held
invalid, the invalidity shall not affect other provisions or appli-
cations of the act which can be given effect without the invalid
provision or application, and to this end the provisions of this act
are severable.

Sec. 15. K.S.A. 75-4205, 79-1109 and 79-32,117 and K.S.A.
1985 Supp. 9-1101 are hereby repealed.

Sec. 16.  Effective date. This act shall take effect and be in
force from and after its publication in the Kansas register.
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Sec. .. K.S.A. 40-2803 1is hereby amended to read as
follows: 40-2803. For the purpose of computing the tax imposed
upon life insurance companies under the provisions of this act
the term "net income" shall mean the net taxable income for the
preceding calendar year of such company as determined wunder the
provisions of section 802 of the internal revenue code of 1954,
as heretofore or hereafter amended. The term "net income" shall
not include dividends received from stock issued by Kansas
Venture Capital, Inc. to the extent such dividends are included
in the Ransas taxable income of a corporatlion, interest income on
obligations of tnis state or a political subdivision thereof
which is specifically exempt from income tax under the laws of
this state authorizing the issuance of such obligations. In case
the entire business of such company is not transacted within this
state, the net income for the purposes of this act shall be
determined by multiplying said net income by a fraction, the
numerator of which shall be the premiums received from business
transacted within this state and the denominator of which is the
amount of premiums received by such company from all 1its
business: Provided, That insurance companies connected through
stock ownership, which operate under common control and
management are hereby authorized to make a consolidated return
for the purpose of determining "net income” under the provisions
of this section and intercompany transactions shall not be
considered or included for the purpose of such determination.

Sec. . K.S.A. 40-2804 1is hereby amended to read as
follows: 40-2804. For the purpose of computing the tax imposed
under the provisions of this act the term "net income" as applied
to a domestic fire and casualty insurance company shall mean the
amount required to be reported as "net income" 1in the annual
statement form required to be filed by such company with the
Kansas commissioner of insurance under the provisions of K.S.A.
40-225; as applied to a domestic mutual hail 1insurance company
the term "net income"™ shall mean the amount required to be
reported as "net income," annual increase 1n reserve fund in
section VII of the annual statement form reguired to be filed by
such company with the Kansas commissioner of insurance under the
provisions of K.S.A. 40-225; and as applied to a domestic county
mutual fire insurance company the term "net income” shall mean
the amount required to be reported as "net income,” annual net
gain in its combined reserve and general funds in section VII of
the annual statement form required to be filed by such company
with the Kansas commissioner of insurance under the provisions of
K.S.A. 40-225: Provided, however, If any such domestic £fire and
casualty insurance company, domestic mutual hail insurance
company, or domestic county mutual fire insurance company does
business in states other than Kansas its "net income" shall be
determined by the proportion of net premiums (gross premiums less
cancellations) received from business written in Kansas compared
to total net premiums received from all its business: Provided
further, That insurance companies connected through stock
ownership with a common parent corporation, which operate under
common control and management are hereby authorized to make a
consolidated return for the purpose of determining "net income"
under the provisions of this section and intercompany
transactions shall not be considered or included for the purpose
of such determination: And provided further, That 1f a domestic
insurance company is exempt for any reason from filing an annual

statement with the Kansas insurance department, its net income
shall be determined in the same manner as herein provided. For
the purposes of this section, the term "net income” shall not

include dividends received from stock issued by Kansas Venture
Capital, Inc. to the extent such dividends are included 1in the
Ransas taxable income of & corporation, interest income on
obligations of this state or a political subdivision thereof
which 1is specifically exempt from income tax under the laws of
this state authorizing the issuance of such obligations.




= = 1) sp0r0
| | UL, DeVELOPVENT o
CORPORATION \

March 31, 1986

To: Senator Fred Kerr and Members of the Senate Assessment and
Taxation Committee
From@ Carol Wiebe, Director of Economic Development, Hillsboro, Ks.
& President of Kansas Industrial Developers Association
May I encourage your commilttee $0 SUPPOEL Che dntCiatives EER gl s

creation of a statewide risk capital system and #2 the enactment
of a targeted venture capital tax credit act.

As a Director of Economic Development for Hillsboro, population
3,000, I feel it would benefit the state as a whole and be helpful
to communities the size of Hillsboro as well.

I am pleased with the many discussions taking place in the leg-
islature as well as across Kansas regarding the future of economic
development in our state. At the recent conference in Emporia

a poll of those in attendance rated the need for venture capital

as the number one concern. As we approach the end of the session

it is my sincere hope that actions will be takend to solidify the
solutions to the needs we have discussed this winter. Your committee
can be a key part of the answer to some of the problems.

Copy to be submitted for the record at the hearing)

Attachment 7
Senzte Tax Comm. = 4/3/86
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