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S.107
Introduced by Committee on Economic Development, Housing and Genera

Affairs
Date:
Subject: Economic development; entrepreneur programs; capitalization
Statement of purpose: This bill proposes to promote entrepreneurship in
Vermont by improving access to capital financing and by establishing
programs and policies designed to support Vermont’s entrepreneurial

economy.

An act relating to an entrepreneurial manifesto for Vermont

It is hereby enacted by the General Assembly of the State of Vermont:
Sec. 1. FINDINGS AND PURPOSE

(a) Over thelast decade, Vermont has made significant investments in

business devel opment and workforce training and, as a result, has begun to

foster innovation and entrepreneurship and cultivate a skilled workforce.

(b) In order to fully reap the benefits of our prior investments, however, the

genera assembly findsthat it is now time to expand upon our economic

development initiatives. To that end, the purpose of this act is to encourage

investments in younq start-up companies with the goal of creating both jobs
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and economic prosperity in this state and filling a gap in the capital financing

spectrum for Vermont businesses.

* * * Entrepreneurs Seed Capital Fund * * *
Sec. 2. 10 V.S.A. chapter 14A isamended to read:

CHAPTER 14A. THE VERMONT ENTREPRENEURS SEED CAPITAL

FUND

§290. DEFINITIONS

For purposes of this chapter:

(1) “Follow-on investment” means any investment in a Vermont firm

following theinitial investment.

(2) “Fund manager” means the investment management firm responsible

for creating the fund, securing capital commitments, and i mplementing the

fund’ s investment strateqy, consistent with the requirements of this section.

The fund manager shall be paid afee which reflects a percentage of the fund's

capital under management and a performance-fee share based on the fund’s

economic performance, as determined by the authority.

(3) “Seed capital” means first, nonfamily, nonfounder investment in the

form of equity or convertible securities issued by a firm which had, in the 12

months preceding the date of the funding commitment, annual gross sales of

less than $3,000,000.00.
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§291. VERMONT ENTREPRENEURS SEED CAPITAL FUND;

AUTHORIZATION; LIMITATIONS
(@ The Vermont economic development authority shall cause to be formed
aprivate investment equity fund to be named “the Verment entrepreneurs
seed capital fund” or “the fund” isadtherized for the purpose of increasing the
amount of investment capital provided to new Vermont firms or to existing
Vermont firms for the purpose of expansion. The authority may contract with

one or more persons for the operation of the fund as fund manager. Such

contract shall contain the terms and conditions pursuant to which the fund shall

be managed to meet the fund'’ s objective of providing seed capital to Vermont

firms. The terms of the contract shall require that, if the fund manager does

not meet the investment criteria specified in the contract, the fund manager

may not be awarded the performance fee established under subdivision (€)(2)

of this section.
(b) The M-erment-seed-capital fund shall be formed as either-abusiness
corperation-or alimited partnership pursuant to Title 11 and shall be subject to

al the following:

(1) The Merment-seed-eapital fund shall not invest in any firm in which
atotal-ef-mere than-a25-percent any interest in that firmis held by an investor

of the rerment-seed-capital fund eombined-with-any-Hiterest-heldn-thefirm or
by the spouse er-dependent, children, or other relative of the investor.
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(2) Thefund shall invest at least 40 percent of itstotal capital ininitial

investment in firms which had in the 12 months preceding the date of the

funding commitment annual gross sales of less than $1,000,000.00 and may

reserve the remainder of its capital for follow-on investmentsin these

businesses, as appropriate.

(3) Before the fund makes any investments, the fund shall:

{B)H-erganized-as-aparthership; have and maintain aboard of three
five advisors who shall be appointed by-the-adtherity asfollows: two shall be

appointed by the authority, two shall be appointed by the fund manager, and

one shall be appointed jointly by the authority and the fund manager. The

board of advisors shall represent solely the economic interest of the state with
respect to the management of the fund and shall have no civil liability for the
financia performance of the fund. The board of advisors shall be advised of
investments made by the fund and shall have accessto al information held by
the fund with respect to investments made by the fund.

3)(4) The Verment-seed-capital fund, within 120 days after the close of
each fiscal year of its operations, shall issue areport that includes an audited
financia statement certified by an independent certified public accountant.

The report also shall include a compilation of the firm data required by
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subsection (d) of this section. This data shall be reported in a manner that does

not disclose competitive or proprietary information, as determined by the

authority. Thisreport shall be distributed to the governor and the legistative

eouneH senate committee on economic devel opment, housing and general

affairs and the house committee on commerce and economic development and

made available to the public. The report shall include a discussion of the
fund’simpact on the Vermont economy and employment.

4)(5) The Vermontseed-capital fund shall not make distributions of
more than 75 percent of its net profit to itsinvestors during its first five years
of operation.

5)(6) No person shall be allocated more than 20 20 percent of the
available tax credits. For the purposes of determining allocation, the
attribution rules of Section 318 of the Internal Revenue Code in effect as of the
effective date of this chapter shall apply.

6)(7) The capitalization of the fund is not limited under this section;

however, only the first $5 $10 million ef-capitalization of-the \lermont-seed

capital-fund raised from Vermont taxpayers on or before January 1, 2034 2020,
shall be eligible for partia tax credits as specified in 32 V.S.A. § 5830b.

H(8) All investments and related business dealings using funds that
qualify for partial tax credits under 32 V.S.A. 8 5830b shall be subject to the

following restrictions:
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(A) Theinvestments shall be restricted to Vermont firms, which for
the purposes of this chapter means that their Vermont apportionment equals or
exceeds 50 percent, using the apportionment rules under 32 V.S.A. § 5833, and
they maintain headquarters and a principal facility in Vermont. Any funds
invested in Vermont firms shall be used for the purpose of enhancing their
Vermont vestrments operations. Investment shall be restricted to firms that
export the mgjority of their products and services outside the state or add
substantial value to products and materials within the state. In itsinvestments,
the fund shall give priority to new firms and existing firms that are developing

new products, and shall take into consideration any impact on in-state

competition and a so whether the investment will encourage economic activity

that would not occur but for the fund investment.

(B) Each Merment-seed-eapital fund investment in any one firm, in

any 12-month period shall be limited to a maximum of ten percent of the

Verment-seed-capital fund' s capitalization and, for the life of the fund, to a

maximum of 20 percent of the fund’ s total capitalization.

(C) At least two-thirds of the moniesinvested by the \erment-seed
eapital fund and qualifying for atax credit under 32 V.S.A. 8 5830b shall at all

times be invested in the form of equity or convertible securities—Fhis

provision-shalnet-prehibit unless the fund manager determinesit is reasonable
and necessary to pursue, temporarily, the generally accepted business practice
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of earning interest on working funds deposited in relatively secure accounts
such as savings and money market funds.

(c) Any firm receiving monies from the fund must report to the fund

manager the following information regarding its activities in the state over the

caendar year in which the investment occurred:

(1) Thetotal amount of private investment received.

(2) Thetotal number of persons employed as of December 31.

(3) _The total number of jobs created and retained, which also shall

indicate for each job the corresponding job classification, hourly wage and

benefits, and whether it is part-time or full-time.

(4) Tota annual payroall.

(5) Tota sdesrevenue.

(d) The authority, in consultation with the fund manager, shall establish

reasonabl e standards and procedures for evaluating potential recipients of fund

monies. The authority shall make available to the general public areport of all

firms that receive fund investments and also indicate the date of the

i nvestment, the amount of the investment, and a description of thefirm’s

intended use of theinvestment. This report shall be updated at |east quarterly.

(e) Information and materials submitted by a business receiving monies

from the fund shall be available to the auditor of accountsin connection with

the performance of duties under 32 V.S.A. 8§ 163; provided, however, that the
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auditor of accounts shall not disclose, directly or indirectly, to any person any

proprietary business information.

Sec. 3. REPEAL

10 V.S.A. § 292 (providing for theinitial organization of the Vermont seed

capital fund) is repealed.

Sec. 4. 32 V.S.A. §5830b is amended to read:

§5830b. TAX CREDITS, VERMONT ENTREPRENEURS' SEED

CAPITAL FUND

(a8 Theinitial capitalization of the Vermont entrepreneurs’ seed capita
fund eemprising-a-maximum-$5, as established in 10 V.S.A. § 291, up to $10

million raised from Vermont taxpayers on or before January 1, 2034 2020,

shall entitle those taxpayers to a credit against the tax imposed by sections

5822, 5832, 5836, or 8551 of thistitleand by 8 V.SA. § 6014. The credit may

be claimed for the taxable year in which a contribution is made and each of the
four succeeding taxable years. The amount of the credit for each year shall be
the lesser of feur ten percent of the taxpayer’s contribution or 50 percent of the
taxpayer’ s tax liability for that taxable year prior to the allowance of this
credit; provided, however, that in no event shall the aggregate credit allowable
under this section for all taxable years exceed 20 50 percent of the taxpayer’s

contribution to the initial $5 $10 million capitalization of the \erment-seed
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eapital fund. The credit shall be nontransferable except as provided in
subsection (b) of this section.

(b) If the taxpayer disposes of an interest in the Mermeont-seed-capital fund
within four years after the date on which the taxpayer acquired that interest,
any unused credit attributabl e to the disposed-of interest is disallowed. This
disallowance does not apply in the event of an involuntary transfer of the
interest, including atransfer at death to any heir, devisee, legatee, or trustee, or
in the event of atransfer without consideration to or in trust for the benefit of
the taxpayer or one or more persons related to the taxpayer as spouse,
descendant, parent, grandparent, or child.

** * |icensed Lender Laws™* * *
Sec. 5. 8 V.SA. §2201(c) is added to read:
(c) Nolicense shall berequired of:
-

(14) nonprofit organizations established under testamentary instruments,
exempt from taxation under Section 501(c)(3) of the Internal Revenue Code,
26 U.S.C. 8§ 501(c)(3), and which make loans for postsecondary educational
costs to students and their parents, provided that the organizations provide
annual accountings to the probate court pursuant to 14 V.S.A. § 2324;

(15) persons who make no more than three commercia loansin a

calendar year.

www.leg.state.vt.us



10

11

12

13

14

15

16

17

18

19

20

21

BILL ASINTRODUCED S.107
2009 Page 10

* * * Clean Energy Development Fund * * *
Sec. 6. 10 V.SA. 8§ 6523 isamended to read:

§6523. VERMONT CLEAN ENERGY DEVELOPMENT FUND

* * %

(b) Definitions. For purposes of this section, the following definitions shall

apply:

(4) “Emerging energy-efficient technologies’ means technologies that

are both precommercial but near commercialization and technol ogies that have

aready entered the market but have less than five percent of current market

share; use less enerqy than existing technologies and practices to produce the

same product or otherwise conserve energy and resources, regardless of

whether or not they are connected to the grid; and have additional non-enerqy

benefits such as reduced environmental impact, improved productivity and

worker safety, or reduced capital costs.

(5) “Renewable energy” has the meaning established under 30 V.S.A.
§ 8002(2), and shall include the following: solar photovoltaic and solar thermal
energy; wind energy; geothermal heat pumps; farm, landfill, and sewer
methane recovery; low emission, advanced biomass power, and combined heat
and power technologies using biomass fuels such as wood, agricultural or food

wastes, energy crops, and organic refuse-derived waste, but not municipa solid
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waste; advanced biomass heating technologies and technol ogies using
biomass-derived fluid fuels such as biodiesel, bio-oil, and bio-gas.

(c) Purposes of fund. The purposes of the fund shall be to promote the
devel opment and deployment of cost-effective and environmentally sustainable

electric power resources and emerging energy-efficient technologies, for the

long-term benefit of Vermont electric customers, primarily with respect to
renewabl e energy resources, and the use of combined heat and power
technologies. The genera assembly expects and intends that the public service
board, public service department, and the state’ s power and efficiency utilities
will actively implement the authority granted in Title 30 to acquire all
reasonably available cost-effective energy efficiency resources and
technologies for the benefit of Vermont ratepayers and the power system.
The fund shall be managed, primarily, to promote:

(1) theincreased use of renewably produced e ectrical and thermal
energy and combined heat and power technologies in the state;

(2) the growth of the renewable energy-provider and combined heat and
power industries in the state;

(3) thecreation of additional employment opportunities and other
economic development benefits in the state through the increased use of

renewabl e energy and combined heat and power technologies; and
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(4) the stimulation of increased public and private sector investment in
renewabl e energy and combined heat and power and related enterprises,
ingtitutions, and projectsin the state; and

(5) theincreased use of energy-efficient technologies.

(d) Expenditures authorized.
(1) Thisfund shall be administered by the department of public service
to facilitate the development and implementation of clean energy resources and

energy-efficient products, regardl ess of whether or not they generate enerqy.

* * *

(4) Projectsfor funding may include the following:
(G) until December 31, 2008 only, super-efficient buildings; and
(H) effective projects that are not likely to be established in the
absence of funding under the program;_and

(1) projects that make use of emerging enerqy-efficient technologies.

* * %

* * * Technology Loan Program * * *
Sec. 7. 10 V.S.A. chapter 12, subchapter 12 is added to read:

Subchapter 12. Technology Loan Program
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§280aa. FINDINGS AND PURPOSE

(a) Technology-based companies are avital source of innovation,

employment, and economic growth in Vermont. The continued development

and success of thisincreasingly important sector of Vermont’s economy is

dependent upon the avail ability of flexible, risk-based capital. Because the

primary assets of technol ogy-based companies sometimes consist almost

entirely of intellectual property, such companies frequently do not have access

to conventional means of raising capital, such as asset-based bank financing.

(b) To support the growth of technol ogy-based companies and the resultant

creation of high-wage employment in Vermont, atechnoloqy loan program is

established under this subchapter.

§ 280bb. TECHNOLOGY LOAN PROGRAM

Thereis created atechnology (TECH) loan program to be administered by

the Vermont economic development authority. The program shall seek to meet

the working capital and capital -asset financing needs of technol ogy-based

companies. The Vermont economic development authority shall establish such

policies and procedures for the program as are necessary to carry out the

purposes of this subchapter. The authority’s lending criteria shall include

consideration of in-state competition and whether a company has made

reasonabl e efforts to secure capital in the private sector.
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§ 280cc. CREDIT OF THE STATE PLEDGED

An amount not to exceed $1,000,000.00 of the full faith and credit of the

state pledged for the support of the activities of the VVermont economic

development authority under section 223 of thistitle is authorized to be used

by the authority for loss reservesin the TECH loan program established under

this subchapter.

* * * \Wage Threshold for VEGI Program * * *
Sec. 8. STUDY ON THE VEGI PROGRAM

The VEGI technical working group shall make recommendations to the

general assembly regarding the following:

(1) whether the VEGI program should target job creation, in generdl,

and not just the creation of new, high-paying jobs; and

(2) optionsthat are consistent with the integrity of the VEGI cost-benefit

model but allow for variation in wage thresholds based on regional prevailing

wage rates and unemployment rates.

* * * Effective Date* * *
Sec. 9. EFFECTIVE DATE

This act shall take effect upon passage.
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