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To Members of the Fifty-sixth Colorado General Assembly: 


Submitted herewith is the final report of the Committee on 

Economic Development. The committee was appointed by the Legislative 

Council pursuant to House Joint Resolution No. 1032, 1987 session. 


At its meeting on November 18, the Legislative Council reviewed 

the committee's recommendations. A motion to forward the report and 

recommendations of the Committee on Economic Development, as contained 

in this report, to the Fifty-sixth General Assembly was also approved. 


Respectfully submitted, 


/s/ Senator Ted Strickland 
Chairman, Colorado Legislative 

Counci 1 
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SUMMARY OF RECOMMENDATIONS 


The interim Committee on Economic Development was created by 

House Joint Resolution 1032 during the 1987 session to investigate the 

following areas: 


(a) 	A review of the state of Colorado's long-term role 

in economic development; 


(b) 	 An evaluation of the possibility of establishing 

programs to provide money for new industries or 

the expansion of current industries; 


(c) 	An investigation of the methods of establishing 

public-private cooperation between institutions of 

higher education, particularly through the 

Colorado Advanced Technology Institute, including 

the new international center for science and 

technology, pending authorization under House Bill 

1364 of this General Assembly; 


(d) 	A study of statutes and rules and regulations to: 


1) 	 Eliminate unnecessary requirements and 

streamline procedures; and 


2) 	Determine the advisabi 1 ity of restricting 

governmental competition with the private 

sector; 


(e) 	A determination of whether government is competing 

unnecessarily and unfairly with the private 

sector; 


(f) 	An examination of the feasibility of privatization 

of government services; and 


(g) 	An evaluation of whether the state's procurement 

process provides an opportunity for participation 

by small independent businesses. 


The committee met seven times to complete its charge. The 

committee's activity involved extensive testimony from state agencies, 

the Governor's Office, private interests, and local governments 

involved with economic development. These discussions revealed that 

Colorado possesses, in one form or another, many of the programs that 

are currently considered necessary for a successful overall economic 

development effort. A discussion of the issues raised and a review of 

existing programs and recent state activities in economic development 

is found in the final section of this report. Meetings were also 

devoted to: commercial activities conducted by government agencies 

and tax-exempt organizations which affect the private sector; state 




government procurement pract ices;  and p r i v a t i z a t i o n  o f  government 
services; the  r o l e  o f  venture c a p i t a l  i n  the  economy; and discussions 
w i t h  p a r t i c i p a n t s  i n  Kansas' recent economic development e f f o r t s .  
Each of these areas i s  examined i n  more d e t a i l .  

Committee Recommendations 

The Committee on Economic Development recommends 12 b i l l s  and one 
reso lu t i on .  Each measure i s  b r i e f l y  summarized below. Since severa l  
of the  recommendations concern the  issue o f  p r i v a t i z a t i o n  and 
government compet i t ion w i t h  p r i v a t e  enterpr ise,  those b i l l s  are 
grouped together  an4 presented f i r s t .  The remaining b i l l s  cover a 
wide v a r i e t y  of top ics.  

B i l l  1 p r o h i b i t s  s t a t e  agencies from competing w i t h  p r i v a t e  
en te rp r i se  i n  the  p rov i s i on  o f  goods and services unless s p e c i f i c a l l y  
authorized i n  s ta tu te .  Exempted agencies inc lude Cor rec t iona l  
Indus t r ies ,  Colorado Tourism Board, the  Department o f  Pub l i c  Safety,  
and s t a t e  t ranspo r ta t i on  systems, as we l l  as medical serv ices f o r  the  
ind igent .  The Colorado Commission on Higher Education i s  i ns t ruc ted  
t o  adopt separate procedures f o r  the  review o f  complaints o f  u n f a i r  
compet i t ion i nvo l v ing  the  s t a t e ' s  co l leges and u n i v e r s i t i e s .  
Commercial a c t i v i t i e s  are p roh ib i t ed  except where the a c t i v i t y  "o f f e rs  
valuable educat ional o r  research experience f o r  students ... o r  
f u l f i l l s  the  p u b l i c  serv ice mission o f  the  i n s t i t u t i o n n .  

The b i l l  creates a 15-member,, s ta te - l eve l  P r i va te  Enterpr ise  
Review Board t o  invest igate:  (1) complaints by p r i v a t e  en te rp r i se  o f  
u n f a i r  compet i t ion from government agencies and n o n p r o f i t  
organizat ions,  and (2)  oppor tun i t ies  f o r  p r i v a t i z a t i o n  o f  government 
services. Pub l i c  hearings are t o  be he ld  regard ing complaints and the  
board i s  t o  r e p o r t  i t s  f i nd ings  and reconmendations t o  t he  J o i n t  
Budget Committee, Executive D i rec to r  o f  the  Department o f  Revenue, 
S ta te  Audi tor ,  and the Governor. 

Any business t h a t  wishes t o  supply goods o r  serv ices t o  the  s t a t e  
i s  t o  submit a  proposal t o  the  O f f i c e  o f  Regulatory Reform (ORR). The 
proposal i s  submitted t o  the  a f fec ted  agency which conducts an 
ana lys is  o f  the proposal. The f i nd ings  are then sent t o  the business 
and the  Department o f  Local A f f a i r s  (DOLA). DOLA, w i t h  ORR, rev iew 
the  ana lys is  and make recommendations t o  the J o i n t  Budget Committee. 

The purpose o f  the  b i l l  i s  t o  reduce the  impact t h a t  government 
commercial a c t i v i t i e s  have on markets f o r  goods and serv ices t h a t  can 
be met by the  p r i v a t e  sector.  I n  la rge  measure, t h i s  b i l l  i s  based on 
an Arizona s t a t u t e  enacted i n  1981 (House B i l l  2148). 

B i l l  2  requ i res  the  i nc lus ion  o f  a  cos t -benef i t  ana lys is  under 
proposed s t a t e  agency rule-making procedures. Such analyses are t o  
inc lude descr ip t ions  of af fected pa r t i es ,  est imates of probable cos ts  
and benef i ts ,  shor t - and long-term consequences, and i nves t i ga t i ons  o f  



alternatives. Specific rule review and recordkeeping procedures are 

a1 so mandated. 


Each rule-making agency is required to keep a list of persons who 

request notification of proposed rules, and notices are to be mailed 

to those persons concerning proposed rules. Public hearings are to be 

held where interested persons may submit written testimony. The 

agency is to make information available on proposed rules or rule 

changes, including fiscal impact statements, prior to such meetings. 

No rule may be adopted unless: (1) there is a demonstrated need; (2) 

the proper statutory authority exists; (3) the rule has been clearly 

stated; (4) there are not conflicts with other provisions of law; and 

(5) possible duplication and overlap have been adequately explained. 


The purposes of the bill are to increase the awareness within 

state agencies of the impact that state rules and regulations have on 

the state's business environment and to improve communication between 

state rule-making agencies and affected parties. 


Bill 3 expands the membership of the Procurement Advisory Council 

from seven to eleven and mandates that five members be business owners 

from firms with employees numbering between 1-20, 21-50, 51-100, and 

more than 100. The council is to meet three times annually. 


The council is also charged with studying issues such as: small 
business access to the state procurement process; the number, size, 
and types of businesses participating in state procurement contracts; 
the feasibility of publishing a "business opportunity bulletint' of 
goods and services needed by state agencies; problems within the 
procurement process (e.g., time limits, bonding requirements, contract 
specifications); and additional goods and services that can be 
provided by private enterprise. 

The original advisory council was created "for the discussion 

of problems and the making of recommendations, such as on proposed 

rules." Bill 3 states that the council is to "develop recommendations 

for the enhancement of opportunities to make purchases from Colorado 

businesses and to identify ways to purchase goods and services in the 

most cost-efficient manner." 


Committee testimony revealed concerns on the part of small- and 

medium-sized businesses regarding difficulties participating in the 

state's procurement process. In the opinion of the Colorado Coalition 

for Fair Competition, increasing the access of smaller businesses to 

state contracts would increase competition for those contracts. This 

competition would drive down the price which the state pays for the 

goods and services it purchases from the private sector. According to 

the coalition, a one percent decrease in the prices paid during fiscal 

year 1985-86 would have resulted in a $3 mi 1 1  ion savings for the 

state. 


An informal survey cu~rclclcted by the coalition related small 

business problems with an understanding of the state procurement 




process and the paperwork required, and difficulties in identifying 

the purchasing needs of the state. Because larger companies may have 

more experience with state procurement, smaller firms are put at a 

competitive disadvantage. Improved information about the process and 

less cumbersome procedures should assist smaller companies. 


Bill 4 changes the membership of the Correctional Industries (CI) 

Advisory Committee to include members from businesses affected by CI 

activities and products; authorizes the director of the Division of 

Correctional Industries to develop private sector distribution 

networks for its products; deletes the mandate that state agencies 

purchase CI products (if they are of comparable price and quality); 

and mandates economic impact analyses of proposed Correctional 

Industries venture agreements. 


The purposes of the bill are to: (1) increase the abil ity of 

private sector firms to compete with CI-produced goods and services 

destined for state agencies; and (2) enhance the awareness of CI 

concerning the impact of their operations on private enterprise. 


Bill 5 provides for the collection of information concerning the 
unit cost of state agency goods and services in contracts worth more 
than $50,000. Such information should improve the abi 1 i ty of state 
government and the private sector to determine whether goods and 
services could be more cheaply provided by private enterprise. 

Bill 6 prohibits the Department o f  Social Services from excluding 
vendors from contracting with the-department for the provision of 
medical services under the act if the vendor(s) meets the bid 
conditions. The bill is intended to increase access to state medical 
services contracts by allowing multiple contractors. 

Bill 7 designates the library located at the Auraria campus as 
the site of the state's economic development data base. The data base 
is designed to contain "useful and relevant" information that will 
"assist the creation, expansion, and relocation of business in 
Colorado." It is intended to interact with the Metro Denver Network 
created by the Greater Denver Chamber of Commerce. Plans are to 
expand access to the system statewide. 

Bill 8 establishes a series of dates for the gradual movement of 

the state's financial institutions toward interstate banking. In 

chronological order, the bi 1 1  provides that: 


--	 prior to January 1, 1989, in-state and regional 
financial institutions may acquire each other; 



--	 beginning January 1, 1989, i n - s t a t e  f i n a n c i a l  
i n s t i t u t i o n s  may acquire f i nanc ia l  i n s t i t u t i o n s  i n  
s ta tes  w i t h  rec ip roca l  banking agreements and, w i t h i n  
l i m i t s ,  rec ip roca l  s ta te  i n s t i t u t i o n s  may acquire 
i n -s ta te  i n s t i t u t i o n s ;  

- - 	 beginning Ju l y  1, 1991, i n -s ta te  f i n a n c i a l  i n s t i t u -
t i o n s  may acquire any ou t -o f -s ta te  f i n a n c i a l  
i n s t i t u t i o n  and, w i t h i n  l i m i t s ,  any ou t -o f -s ta te  
f i n a n c i a l  i n s t i t u t i o n  may acquire an i n - s t a t e  
i n s t i t u t i o n .  

The board o f  d i r e c t o r s  o f  any i n -s ta te  f i n a n c i a l  i n s t i t u t i o n  may 
adopt a  r e s o l u t i o n  p r i o r  t o  Ju l y  1, 1988, t o  exempt t h a t  i n s t i t u t i o n  
from the prov is ions  o f  t h i s  b i l l .  

Branch bank ng i s  a lso  authorized beginning i n  January 1, 1989, 
i f  the branch i s  a  f a i l e d  bank subject  t o  l i qu ida t i on ,  d i sso lu t i on ,  o r  
reorganizat ion. However, the branch may not be operated w i t h i n  2,500 
f e e t  o f  another bank. A f t e r  Ju ly  1, 1991, any bank may operate a 
branch f a c i l i t y  f i t  i s  2,500 f e e t  beyond an e x i s t i n g  bank. 

B i l l  9  creates a  seed c a p i t a l  fund under the auspices o f  the  
Colorado Housing and Finance Author i ty  (CHFA) " t o  meet the  spec ia l  
needs o f  entrepreneurs and small business operators i n  Colorado who 
would not otherwise be able t o  ob ta in  funding." The fund i s  designed 
t o  leverage p r i v a t e  investment funds i n  order  t o  ass i s t  f i r m s  a t  the  
i n i t i a l  stage o f  product development. I t  i s  t o  be c a p i t a l i z e d  by 
annual appropr iat ions from the General Assembly. 

The b i l l  def ines the investment ob jec t ives  o f  the  fund and the  
cha rac te r i s t i cs  of f i rms a t  the seed c a p i t a l  stage o f  growth. These 
parameters are used t o  guide the  a c t i v i t i e s  o f  a  seven-member Colorado 
S t ra teg i c  Seed Fund Council which oversees and supervises the  
operat ions and investments o f  the fund i n  consu l ta t i on  w i t h  CHFA. The 
counci l  i s  composed of a  member of the General Assembly, a management 
consultant,  an i n s t i t u t i o n a l  investor ,  and fou r  persons s k i l l e d  i n  
venture c a p i t a l  . 

Venture c a p i t a l  f inanc ing  pre fers  business proposals from f i r m s  
tha t  have a  s i g n i f i c a n t  chance a t  h igh  ra tes  o f  growth based on a  new 
product o r  prototype. High ra tes  o f  r e t u r n  are needed t o  o f f s e t  the  
r i s k s  involved. Seed f inanc ing  i s  intended f o r  f i rms  a t  the  e a r l i e s t  
stages of development (e.g., they may on ly  have an idea f o r  a 
product).  The r i s k s  involved w i t h  e i t h e r  type o f  lending are normal ly 
too great  f o r  t r a d i t i o n a l  lending i n s t i t u t i o n s .  Though an 
appropr ia t ion  i s  not  speci f ied i n  the b i l l ,  d iscussion w i t h  Duane 
Pearsal l ,  Chairman, Colorado Associat ion o f  Commerce and Industry ,  
revealed t h a t  $2.5 m i  11 i o n  was contemplated. State p a r t i c i p a t i o n  i s  
desired because a  fund o f  t h i s  s i ze  normally w i l l  not support the  
proper management needed t o  operate the fund. 



B i l l  10 c l a r i f i e s  the s t a t u t o r y  p rov i s i ons  r e l a t e d  t o  f i n a n c i a l  
i n s t i t u t i o n s '  l e t t e r s  o f  c r e d i t  i n  s i t u a t i o n s  where Colorado law i s  
s i l e n t .  

B i l l  11 creates an income tax  c r e d i t  equal t o  6.5 percent  o f  t he  
value o f  research and development a c t i v i t i e s  conducted w i t h i n  t he  
s t a t e ' s  e n t e r p r i s e  zones t h a t  exceed expenditures i n  p r i o r  years. An 
annual cap on the c r e d i t  i s  spec i f i ed .  The b i l l  i s  in tended t o  
s t i m u l a t e  research and development a c t i v i t i e s  i n  t he  s ta te .  

B i  11 12 es tab l  ishes 1 i cens ing  and o the r  procedures under t h e  
guidance and a u t h o r i t y  o f  t he  Execut ive D i r e c t o r  o f  t he  Department o f  
Regulatory Agencies f o r  t he  c r e a t i o n  o f  smal l  business development 
c r e d i t  co rpora t ions  (SBDCC) . SBDCCs are designed t o  enhance smal l  
business access t o  f i n a n c i a l  and management ass is tance by p r o v i d i n g  an 
o rgan i za t i ona l  form through which i nves to r s  may d i v e r s i f y  t he  r i s k s  
assoc ia ted w i t h  i n v e s t i n g  i n  smal l -  and medium-sized businesses. 

An SBDCC may i n c u r  indebtedness (borrow funds, and issue bonds, 
debentures, notes),  en te r  i n t o  con t rac ts ,  ho ld  mortgages and leases, 
and i n v e s t  i t s  a v a i l a b l e  funds. I t may not ,  however, engage i n  any 
o the r  a c t i v i t i e s  than those s p e c i f i e d  i n  t h e  b i l l .  The c o r p o r a t i o n  
determines t he  form and terms o f  i t s  p a r t i c i p a t i o n  i n  i t s  p o r t f o l i o  
companies (e.g., loans, e q u i t y  -- common and p r e f e r r e d  stock, s tock 
opt ions,  r o y a l t i e s )  . Companies must be loca ted  i n  Colorado. Under 
most circumstances, t he  corpora t ion  may n o t  ho ld  a c o n t r o l l i n g  
i n t e r e s t  i n  i t s  p o r t f o l i o  companies f o r  more than f i v e  years.  Fees 
a re  t o  be es tab l i shed  t o  cover t he  b i l l ' s  d i r e c t  and i n d i r e c t  
a d m i n i s t r a t i v e  costs.  

Committee Reso lu t ion  A recommends t h a t  t he  Colorado General 
Assembly appropr ia te  $5 m i l l i o n  t o  c a p i t a l i z e  a r e v o l v i n g  fund w i t h i n  
t he  ~ i v i s i o n  o f  Housinq (Department ' o f  Local  ~ f f a i r s ) :  The moneys 
would be used t o  buy the  d i f f e r e n c e  between the  ~ u r c h a s e  p r i c e  o f  
repossessed housing he ld  by f i n a n c i a l  i n s t i t u t i o n s  and t h a t  a f f o r d a b l e  
by low-income buyers. Th is  program i s  a l s o  known as gap f i nanc ing  o r  
mortgage buydown. The bu lk  o f  the  purchase p r i c e  would be f inanced 
w i t h  tax-exempt bonds from CHFA. 

The purpose o f  t he  b i l l  i s  t o  make low-income housing a v a i l a b l e  
a t  a f r a c t i o n  o f  probable cons t ruc t i on  cos ts  and t o  a s s i s t  t h e  s t a t e ' s  
f i n a n c i a l  i n s t i t u t i o n s  by decreasing t he  number o f  p r o p e r t i e s  held.  



BACKGROUND REPORT 


Issues encompassed by economic development offers evidence of why 

it has dominated public policy discussions in recent years. The topic 

directly or indirectly affects almost every program or activity of 

government. These different issues are the subject of this background 

report. 


PART I is divided into three sections, each including committee 

discussions as well as other background materials. 


Section A explores the topics of commercial activities of 

government agencies and nonprofit, tax-exempt 

organizations that affect the private sector, and 

privatization. 


Section B 	considers the characteristics of venture capital 
and its place in economic development. 

Section C examines the process and product of a two-year 

economic development program begun by Kansas in 

1986. 


PART I 1  explores the evolution of economic development thinking 
that has lead to a restructuring of state programs due to a 
reorientation of their goals. Major topics include education, 
infrastructure, and the state's role in economic development. 

PART 111 examines recent economic development efforts in Colorado 
by private sector interests, the General Assembly, and the executive 
branch. This section also documents existing state programs related 
to economic development. 



PART I 


Section A: Government and Nonprofit 

Commercial Activities and Privatization 


Concerns with the commercial operations of government agencies 

and nonprofit organizations involve issues of efficiency and equity. 

This is true of privatization as well. 


In certain instances, government agencies produce goods and offer 

services that are available from the private sector. Private sector 

interests argue against these practices for two reasons. First, since 

governments are not subject to the same competitive forces as the 

private sector, they lack the required incentives to produce 

efficiently. This implies that the goods and services produced by 

government cost more than they would if provided by private 

enterprise. Second, since private firms pay a variety of fees and 

taxes that public agencies and nonprofit organizations do not, goods 

and services offered by government agencies represent lost private 

sector business activity and, therefore, lost government revenue. 


Commercial Activities of Government and Nonprofit Organizations 


The emergence of the issue of "unfair competition" by government 

agencies and nonprofit organizations can be traced, in part, to the 

final recommendations of the 1986 White House Conference on Small 

Business. Of the 60 issues published in the conference's final 

report, government and nonprofit competition with the private sector 

ranked third (behind the cost of liability insurance and 

government-mandated employee benefit programs). Another reason for 

the emergence of the issue of unfair competition is a perceived 

increased reliance by tax-exempt groups on commercial operations to 

support their nonprgfit activities. Each of these areas are examined 

below. 


Government Commercial Activities 


Concerning government commercial activities, the text of the 

White House report reads as follows: 


Because government at all levels has failed to protect 
small businesses from damaging levels of unfair competi-
tion, federal, state and local laws, regulations and 
policies should ... prohibit direct, government-created 
competition in which government organizations perform 
commercial services. -1/ 



The report recommends that laws be enacted at all levels of 
government to require "strict" reliance on the private sector for 
performance of commercial functions. It recommended that a private 
enterprise review committee be established to review government 
practices that compete with small business. (In contrast to the White 
House Conference recommendations, it should be noted that the 
Institute for Enterprise Advancement published survey results in 1986 
which reported that, of 75 potential problem areas surveyed, 
competition from government or nonprofit organizations ranked 70. -2,') 

Major areas of concern expressed to the committee involved goods 

and services offered by the state's university system (books and 

computers to non-students, hearings aids, conference facilities, and 

private research activities conducted in university bui ldi ngs) and 

various goods produced by the Colorado Division of Correctional 

Industries (CI). The contention is that subsidized overhead and 

reduced labor costs provide these agencies with competitive advantages 

that allow them to sell goods and services at prices below those of 

private vendors. 


An additional complaint against CI is the exclusive nature of its 

contracts with state agencies. Current Colorado law mandates that all 

state agencies in need of items similar to those produced by CI must 

purchase those items from CI, unless they are not of comparable price 

or quality or cannot be delivered within a reasonable time (Section 

17-24-111, C.R.S.). This provision effectively prevents private 

sector firms from bidding on state contracts for those items produced 

by CI. 


Lack of information prevented the committee from determining the 

validity of such complaints and no evidence was presented indicating 

the extent or impact of these operations on private business. One 

specific example concerned the sale of hearing aids by Colorado State 

University. One hearing aid dealer in Fort Collins testified that his 

business has declined markedly in the last ten years. However, 

subsequent questioning failed to determine whether this loss was due 

to university competition, general economic conditions, or the fact 

that four other private dealers had opened in the last ten years. 


Concern was expressed by committee members that, in the case of 

CI and the universities, participants would be denied a valuable 

learning experience if the programs were discontinued. Regarding 

hearing aids, such experience is not necessary for students to gain 

professional certification. However, public policy may be compelling 

for the employment of prisoners in activities that would be 

potentially useful upon their release. While acknowledging these 

public policy issues, opponents contend that certain restrictions 

should still apply. Another issue involves access to such public 

hearing aid services by those unable to afford devices offered by 

private firms. According to Kirby Garrett, State Director, National 

Federation of Independent Business-Arizona, similar concerns were 

expressed about the legislation in Arizona at its inception. However, 




opposition has diminished as the language of the law has been refined 

and the workings of the law are better understood. 


Commercial Activities of Nonprofit Organizations 


Language from the White House report relating to the activities 

of tax-exempt organizations stated: 


... federal, state and local laws, regulations and policies 
should ... prohibit unfair competition in which non-profit 
tax-exempt organizations use their tax-exempt status and 
other advantages in selling products and services also 
offered by small businesses. -1/ 

Various interests of the business community are concerned about 

the increasing number of tax-exempt entities and their expanded use of 

income-generating operations. For-profit firms claim that nonprofit 

agencies are increasingly using their tax-exempt status to "shelter" 

from taxes what are essentially taxable business operations. This 

tax-exempt status confers an unfair competitive advantage for these 

agencies over for-profit firms engaged in the same or similar 

industries. Also, as with government competition, business conducted 

by nonprofit organizations represents lost tax revenues. 


In general, all organizations qualifying under section 501 (c) of 
the federal Internal Revenue Code (IRC) are not subject to federal and 
state income taxes, and various local taxes. However, the code was 
amended in 1950 to impose federal income tax on commercial and other 
income-generating activities that are regularly carried out by the 
organization but which are not substantially related to its tax-exempt 
status. This is known as the unrelated business income tax (UBIT; 
Revenue Act of 1950, Ch. 994; sections 511 - 514, IRC). Materials 
prepared by the Congressional Research Service state that these 
provisions "sought to correct the unfair competition resulting from 
tax-exempt organizations using tax-free profits to expand their 
businesses while others paid taxes." j/ 

Subsequent changes in the law and various Internal Revenue 

Service (IRS) rulings have attempted to refine such concepts as 

"unrelated business", "regularly", and "substantial". However, no 

definitive rules exist to determine the relevance of a particular 

activity. In most instances, the nature of and circumstances 

surrounding the organization and the particular activity continue to 

determine whether it is subject to UBIT or not. This uncertainty has 

led to a large number of exceptions and qualifications and, overall, 

to difficulty in administering UBIT provisions. 


Because of these complaints and the fact that tax-exempt status 

is a federal designation, hearings were held in June, 1987, to review 

the income-producing activities of nonprofit organizations by the 

Subcommittee on Oversight, House Committee on Ways and Means, of the 




United States House of Representatives. Its findings and final 

recommendations were not available at the time of this report. 


Though the complaints of the business sector have been most 

prominent in the UBIT debate, the issue of competition is not 

one-sided. A summary of the views of each side are provided by a 

recent United States General Accounting Office (GAO) report. The 

business viewpoint is stated below. 


Representatives of taxable businesses believe that the 

income-producing or commercial activity of tax-exempt 

organizations exceeds the traditional role of these 

organizations, and that these organizations are afforded a 

competitive advantage by virtue of their tax-exempt status 

and other benefits. 4/ 


Competitive advantages include exemption from income taxes, use 

of tax-exempt facilities or facilities constructed and maintained with 

public funds, and reduced mail rates. Specific examples of 

competition include research and analytical services offered by 

universities, humane societies offering veterinary services to the 

public on a fee-for-service basis, and educational and religious 

organizations offering travel packages to the general public. The 

taxed business community contends that current language and enforce-

ment of UBIT statutes are not adequate to prevent unfair competition. 


The views of the non-profit organizations are summarized as 

follows: 


Representatives of tax-exempt organizations, on the other 
hand, believe that their income-producing or commercial 
activity furthers their exempt purposes and is important to 
generate needed additional revenue to fund their activ-
ties. Further, they believe that competition is the result 
of taxable businesses increasingly entering traditional 
tax-exempt activities. -4/ 

Regarding this last point, the GAO report mentioned day care, 

physical fitness, health care, and family counseling. Tax-exempt 

organizations also cite cutbacks in federal funding and increased 

competition for private giving as additional reasons for their 

reliance on commercial activity. They also maintain that any 

"profits" from their "commercial" activities are used to provide 

additional services, not to pay dividends or similar forms of profit. 

Finally, nonprofit organizations point out for-profit advantages such 

as contract set-asides for small firms, tax credits, and capital 

access through stock issuance. 


According to IRS data used in the GAO report, the number of 

tax-exempt organizations was just under 100,000 in 1946 and over 

800,000 in 1983. The number of tax-exempt activities (e.g., increased 

from 90 to over 260 from 1965 to the present). However, broad 

statements about the impact of this growth can be misleading. The GAO 




report found: (1) the degree to which commercial activities comprise 
a tax-exempt's total revenues varies widely among the various types of 
tax-exempts and (2) the perceived competition from tax-exempts differs 
by industry group. ($/ at pp. 28-41) 

The GAO report concluded that "complete data do not exist to 

quantify the nature, extent, and impact of competition between these 

two communities," although the available evidence suggests that the 

two sectors are "increasingly competing to provide similar services." 

(4/at p. 1) Lack of prior interest in the UBIT issue and incomplete 

data collection by the IRS were cited as reasons for inadequate 

information on UBIT issues. IRS data may not specify the number, 

type, or the specific nature and extent of income-producing 

activities. For instance, in 1982 the IRS reported approximately 

870,000 tax-exempt organizations. Another study conducted by the 

Independent Sector, an organization concerned with enhancing 

phi lanthropy and not-for-profi t initiatives, reported just under 1.2 

million nonprofits in the same year. It may also be difficult to 

differentiate between taxable income-producing activities and 

tax-exempt activities within the same organization. 


In its response to the GAO report, the Independent Sector (IS) 
criticized the study's inconsistent use of volunteer employment data, 
failure to adequately differentiate categories of income, use of 
inaccurate data, and biased survey methods. More thorough examination 
of the available date, according to IS, indicates that there has not 
been a significant increase in the dependency on income-producing 
activities. Otherwise, the Independent Sector suggests that the GAO 
report provides "valuable evidence that much more data are necessary 
before the relationship between the nonprofit and for-profit 
communities can be properly assessed." 5/  

As stated above, the 1986 White House Conference on Small 
Business adopted recommendations relating to the commercial operations 
of nonprofit agencies. The five recommendations concerning UBIT are: 
(3 /  at pp. 7-10) 

--	 impose higher taxes on or prohibit unrelated business 
activities; 

--	 more clearly define what constitutes unrelated trade 
or business and determine its impact on non-tax-exempt 

firms; 


- - 	 create a threshold at which tax-exempt status would be 
lost should unrelated 
specified percentage; 

business activity exceed a 

- - further restrict or eliminate UBlT exemptions, 
especially those "primarily for the convenience of (a 

tax-exempt organization's) members, students, 

patients, officers, or employees" and research (513 

(a) (2), IRC); and 




--	 review Internal Revenue Service forms and regulations 
to determine whether they accurately reflect the 
intent of UBIT. 

Another UBIT issue from an economic development perspective 

concerns the degree to which the presence of nonprofit organizations 

influences an area's quality of life. The various charitable and 

related social functions may serve as an additional incentive for 

businesses and individuals to relocate. Many large companies and 

influential individuals are heavily involved in the activities of 

nonprofit organizations. 


Privatization 


Backqround. The concept of privatization is closely related to 

the foregoing discussions of commercial activities of government and 

tax-exempts. A detailed discussion of the merits of and concerns with 

privatization is presented below. 


The premise underlying privatization is that, because private 

firms are subject to competition from other firms, they are compelled 

to provide goods and services more cheaply and efficiently than 

government agencies. Proponents contend that more government services 

performed by the private sector would result in increased tax 

revenues. Other factors increasing the pressure for privatization are 

decreasing federal government support for local programs and 

tax-limitation initiatives that have constrained revenue-raising 

abilities of various levels of government. 


Privatization may have one or more of the following goals: 


--	 lowering the cost of providing government services; 

- - 	 reducing demand for government services, usually by 
instituting or increasing fees, and thereby lowering 
total government expenditures; 

--	 reducing government programs without reducing demand; 

- - 	 increasing government revenues by enacting 
fee-for-service practices; and 

--	 increasing the amount, quality, or efficiency of 
government services without increasing costs. 

Several ways by which government services can be privatized are 

described below. 


Contractinq out. Perhaps the most common privatization 

technique, profit or nonprofit firms can be contracted with to provide 

all or a portion of a product or service. At the local level, 

contracting can involve garbage collection and fire protection; at the 




- - 

state level, professional consulting, health care, auditing, and data 
processing services may be contracted with outside companies. A 
survey conducted by the Council of State Governments in 1985 found 
that the majority of states contract for legal, medical, engineering, 
and technical professional services. $1 

Franchise agreements. Franchise agreements usually entail the 

provision of service to a given geographic area with users making 

direct payment to private -firms for the service. This type of 

agreement can be exclusive (government-granted monopol i es) or 

non-exclusive (several providers in a given area). Services provided 

may include transportation, telephone service, utilities and gas, and 

water supply. 


Grants or subsidies. Governments may make direct payments to 

non-government groups to provide incentives to support or to reduce 

the cost of a service. Grants and subsidies are used in the health 

and education fields, and for cultural programs. 


Vouchers. Vouchers are redeemable certificates used by eligible 

recipients to purchase a service or product. Vouchers are often 

intended to increase the choices available to consumers of government 

services and to introduce competitive aspects into the delivery of 

certain services. Housing and health care are areas in which vouchers 

have been used. 


Regulatory and tax policy. Changes in tax rates can be 

instituted to encourage the private sector to undertake certain 

activities. User fees-and fee-for-service practices can decrease the 

use of government services while also producing revenues to support 

those services. Such fees more directly impose the cost of a product 

or service on consumers. The deductibility of charitable contribu-

tions is an example of a tax policy to support non-government 

activities. Toll roads and park entrance fees are examples of 

fee-for-service programs. 


Self-help and volunteerism. Private groups may be called upon to 

provide a service for free, or assistance may be given to those 

providing a service for themselves. Social services are often 

augmented with volunteers. Neighborhood crime watch programs are an 

example of self-help programs. 


Divestiture. Also known as service shedding, governments may 

simply cease providing a service because of cost or other 

considerations. Non-government groups then decide whether providing 

the service will be profitable or whether the service should continue 

to be provided. 


Policy makers considering different approaches to privatization 

should be aware that the effectiveness of each approach depends on 

conditions in each jurisdiction (such as the number of competitive 

firms in a given field), on the quality of the implementation 




(government oversight or the private agency's capabi 1 i ties), and on 
maintenance of that quality in subsequent years. 11 

Proponents of Government Provision 


Small marginal costs are associated with expanding existing 

government services. 


Governments can achieve degrees of efficiency and economies of 

scale by virtue of the large quantities of supply purchases. 


Those opposed to privatization also cite the private sector's 

lack of awareness of consideration of the external effects of 

their operations (e.g., pollution). 


Proponents rebut the private sector's presumed innovation and 

efficiency advantages by citing inadequate research and 

development and capital expenditures and poor productivity among 

private sector employees. They also point to private sector 

contract cost overruns and fraud. 


Administration and oversight of contracts can also be costly. It 

may also be difficult to specify certain responsibilities in a 

contract. 

Private provision of 
interruptions due to 
monopoly situations. 

services is 
bankruptcies and 

also susceptible 
strikes, especially 

to 
in 

Privatization decreases the degree of government control and 
reduces administrative flexibility in governmental service 

del ivery. 


Proponents of Private Provision 


Proponents of privatization point to constraints on program and 

personal flexibility imposed by state civil service systems. 

Private provision, on the other hand, improves efficiency and 

quality through innovation and modernization of procedures and 

equipment. 


Governments operate in the public eye which limits risk-taking 

and delays the use of alternatives. 


Because many state programs are not operated on a pay-for-

performance basis, they lack motivational forces for efficiency 

and productivity. 


Private providers also pay lower wages and are able to avoid 

higher fringe benefit costs associated with public employees. 




- - Private providers return 
taxes and fees. 

revenues to the state in the form of 

- - Employing the private 
source suppliers. 

sector also reduces dependence on single 

- - Privatization allows government to take advantage of specialized 
skills in the private sector. This increases government 
flexibility without having to continually maintain s
expertise. 

uch 

Professor Savas of Columbia University notes that: 

It is obvious that these claims and counterclaims are to an 
extent mutually inconsistent and conflicting ... It is 
claimed both that contracting reaps and that it dissipates 
economies of scale. It surmounts civil service obstacles 
and subverts the merit system. It increases and reduces 
government flexibility. It makes scarce talents available 
to the government of those same talents. 81 

Other Considerations 


The existence of such contradictory arguments increases the need 
for careful analysis of the potential impacts of privatization. ( L l  at 
pp. 9-12) 


Current costs. Reducing government costs is oftentimes the 

impetus for privatization. Potential cost savings should be 

accurately identified. Approaches such as vouchers or franchise 

agreements may have high administrative costs. The existence of 

sufficient providers to insure competition may determine the level of 

cost savings. 


Cost shifting. Fee-for service efforts may decrease demand and 

lower government expenditures but may also increase the burden on 

certain consumers. An analysis of the winners and losers in this 

situation should be conducted to determine the program's impact on 

existing distribution patterns. Privatization may lead to a monopoly 

situation. Smaller or more isolated communities may be left without 

the means to provide certain services. 


Choice. Service alternatives should be evaluated as to the 

degree to which they increase the choices available. 


Quality/effectiveness. Private provision in a competitive 
environment should increase the quality and the effectiveness of the 
service del ivered. However, private firms are ' generally not subject 
to pressures resulting from public scrutiny. There also may be a 
lessening of accountability with privatized services. 



Service disruptions. When assessing different approaches, 

evaluations should account for the possibility of service disruptions 

(strikes, bankruptcy). Contingencies may be necessary. The ease and 

costs associated with reversing a particular approach should also be 

considered. 


Ease of implementation. Implementation considerations include 

legal and time constraints, political difficulties, and resistance by 

interest groups. 


Privatization Cost-Benefit Findings 


It is difficult to compare public and private sector costs 
associated with a given product or service. One reason for this is 
that private interests normally have one goal -- to maximize profits. 
Government, on the other hand, may have several reasons for providing 
a given product or service, including provisions at or below cost 
because of social concerns. Differences in accounting techniques may 
hinder direct comparisons between public and private projects. Cost 
accounting is common in the private sector but is seldom used by 
governments. In fact, one argument used by proponents of 
privatization is that because governments do not consider per unit 
costs, it cannot be more efficient than the private sector. 

As described earlier, there are many different ways to privatize 
government functions. The level of government involvement changes 
with each technique -- from oversight and competitive bidding against 
private firms, to service shedding. This spectrum of techniques 
further complicates analysis. Other considerations include the 
difficulty of allocating insurance costs to a given government agency 
and allocating employee fringe benefit costs accurately. 

According to a recent study of privatization in Florida, total 
local government savings of between $715 mi 1 1ion and $1.9 bi 1 1 ion 
annually could be realized if privatization were vigorously pursued. 
It was found that the medium-sized cities in Florida could realize 
savings of 14 to 33 percent while large counties may realize gains 
between 6 and 16 percent. The most promising areas for privatization 
were in transportation and cultural and recreational programs. 9 /  

However, Harry P. Hatry, Director of State and Local Government 
Research at the Urban Institute, notes that, "Some have estimated that 
a 10 percent reduction in cost across-the-board is probably about the 
maximum reduction to expect, but this may be higher for individual 
services." (11 at p. 4) It should be noted that the degree of savings 
also depends on the extent to which privatization has been utilized to 
date. Several authors have commented on the greater preponderance of 
privatization efforts in the western United States as compared to the 
East. One reason for this is the lower level of unionization in the 
West. Also, the opposition of interest groups can play a large part 
in the success of privatization programs. Hatry concludes that: 



Unfortunately, little systematic, objective evaluation of 
most of these alternatives is available. Most available 
information is descriptive, anecdotal, and advocacy or 
public relations-oriented. (71 at p. 9)-

After reviewing several cost comparison studies in solid waste 

collection, transportation, health care, education, and social 

services, Savas co~cludes that, while there are clear examples where 

private providers are able to charge fees for equivalent services or 

products, 


It is evident that with few exception, little rigorous 
research has been done to evaluate and compare public and 
private provision of services. Nevertheless ... it is safe 
to say, at the least, that public provision of services is 
not superior to private provisions, while those who believe 
on g priori grounds that private services are best can find 
considerable support for their posit ion. (8/ at pp. 
110-111) 

Conclusion -- Privatization 

The expl ici t arguments regarding privatizat on concern 

efficiency, effectiveness, and productivity. Imp1 cit in the 

discussion, however, is a more fundamental reexamination of the proper 

role of all levels of government. 


In articles examining the choices and issues involved with 

privatization, Keon Chi, a researcher with The Council of State 

Governments notes that: 


No consensus exists as to how state agencies should 
establish criteria for deciding whether to 'make or buy' ... The debate over privatization seems centered around 
redefining the proper role of government. The question is 
whether government should remain a policy maker, regulator, 
manager, and protector, but not a producer or provider of 
certain public services. ($1at p. 13) 

Officials, both elected and appointed, and service managers 
should take on a new, broader role. They should be 
encouraged to think and act as community service providers 
and overseers, and not solely as service deliverers. They 
should consider a wide spectrum of alternatives to public 
service delivery. -10/ 



Sect ion B: Venture Cap i ta l  

F inanc ia l  Cap i ta l  i n  the  Economy 

As businesses are created and grow, they pass through var ious 
stages o f  development. A t  each stage, the  ingred ien ts  f o r  cont inued 
growth change. These may inc lude management s k i l l s ,  personnel, and 
raw ma te r i a l  requirement. Likewise, the  f i n a n c i a l  requirements o f  
each stage a lso  d i f f e r .  A young f i r m  w i thout  s u f f i c i e n t  c o l l a t e r a l  o r  
experience requ i res  c a p i t a l  based on p o t e n t i a l  earnings o r  f u t u r e  
value, wh i le  an establ ished f i r m  may have s u f f i c i e n t  assets, cash 
f low, o r  the  t rack  record t o  ob ta in  convent ional f inancing.  

For a new company t o  grow, a v a r i e t y  o f  d i f f e r e n t  types o f  
f inanc ing  must be ava i lab le .  The lack o f  any one type o f  f i nanc ing  
can impede business and o v e r a l l  economic expansion wh i l e  a l so  
s t r a i n i n g  the  o ther  sources o f  f inancing.  Wi th in  t h i s  continuum, 
venture c a p i t a l  i s  placed a t  o r  near the beginning. As such, a lack 
o f  venture c a p i t a l  can severely l i m i t  the  r a t e  o f  new business 
formations and small business expansions. Several recent  s tud ies  have 
noted t h a t  new o r  young f i r m s  account f o r  a l a rge  share o f  ne t  new job  
c rea t i on  and are the source o f  much innovat ion i n  the  economy. I f  new 
ideas o f  young companies cannot f i n d  adequate f inancing,  t he  economy 
as a whole may su f fe r .  

Cha rac te r i s t i cs  o f  Venture Cap i ta l  

Venture c a p i t a l  has several c h a r a c t e r i s t i c s  t h a t  d i s t i n g u i s h  i t  
from convent ional sources o f  c a p i t a l  such as commercial banks. 

--	 Venture c a p i t a l  i s  usua l l y  def ined by how e a r l y  i t  
enters the business development process (seed, 
s tar t -up,  and e a r l y  stage). Venture c a p i t a l i s t s  may 
a lso  become involved i n  l a t e r  stage developments such 
as management o r  leveraged buy-outs. 

Ear ly  stage f inance usua l l y  e n t a i l s  more unce r ta in t y  
concerning the f i r m ' s  f u t u r e  p r o f i t a b i l i t y  ( o r  even 
i t s  su rv i va l ) .  This unce r ta in t y  -- t rans la ted  i n t o  
r i s k  -- requ i res  h igher  ra tes  o f  r e t u r n  on investment 
than those expected by o ther  lenders. This can range 
from 36 percent compounded annual r a t e  o f  r e t u r n  f o r  a 
company already i n  a r a p i d  expansion phase up t o  over 
75 percent f o r  seed f inancing. lJ/ 

--	 These r i s k  l eve l s  a lso  promote common p o r t f o l i o  
p rac t i ces  among venture c a p i t a l i s t s .  These p rac t i ces  
inc lude d i v e r s i f y i n g  by funding sources, by geographic 
region, across var ious types o f  business and stages o f  
business growth, and by co-investment w i t h  o the r  



venture capitalists. This last practice often serves 

as a check on investment judgment. 


Because so many of these investments are in new 

companies, venture capitalists are often much more 

involved in the company's affairs than other lenders. 

In this regard, they may provide or secure management, 

technical, product development, or marketing 

assistance. Many venture capital firms remain 

involved when second and third round financing is 

needed. Because of these practices, venture capital 

is often referred to as "patient capital" because its 

rewards may be ten or more years in the future. 

Future financial arrangements are preferred by 94 

percent of independent venture capitalists whi le only 

seven percent prefer day-to-day operations of the 

company. (lJ/ at p. 34) 


--	 Venture capital ists normal ly loan funds in exchange 
for immediate or future equity participation in the 
company. Should the company prosper and either: 
1) "go public" with its stock; or 2) be bought out by 
another company, the venture capitalist relies on this 
eventual stock or purchase price being many times that 
of the initial investment. 

This equity participation can be a source of frustration with 

entrepreneurs. Because risk often inhibits conventional funding, 

entrepreneurs are often compelled to give up some control of their 

company in order to receive the necessary financing. 


Structure of Venture Capital Industries 


Venture capital can be categorized into three sources - - private 
independents, subsidiaries of financial and non-financial firms, and 
Small Business Investment Companies (SBICs). Additional sources 
include initial public offwings (IPOs) and wealthy individuals. 
Concerning the latter, it should be noted that'there are little data 
available on the extent or impact of informal private investment. 
Differences in investment behavior and the market impacts of the major 
organizations are examined below. 

Independents. This group dominates the venture capital field, 
holding over seventy percent of the total venture capital pool in 1984 
($11.8 bi 1 1  ion). Independents are normal ly engaged in what are 
considered traditional venture capital activities -- start-up and 
early stage financing. Portfolio managers may be former investment, 
commercial, or merchant bankers, entrepreneurs, or organized groups of 
individuals within a general or limited partnership. 

Corporate venture capital. Large companies have attempted to 

create a venture capital atmosphere within their structures (employees 




are known as "intrapreneurs"). These activities stem from the desire 

of large companies to: 1) access venture capital Is high rates of 

return; 2) prevent employees from leaving with their ideas to create 

new, competitive firms; and 3) to create a "technology windown through 

which to access and use the latest technological discoveries. 

Agreements with employees normally entail some degree of proprietary 

rights for the parent company. 


SBICs. SBICs are authorized under federal legislation in a 

program administered by the United States Small Business 

Administration. SBICs have restricted investment goals but are also 

able to access SBA funds at below-market rates. These lower rates 

confer an advantage over venture capital funds. SBA funds of this 

type have been diminishing in recent years. SBICs receive much of 

their capital from institutional investors. Such participation, if 

the firm is successful, may represent future loan business for such 

institutions. Another form of SBIC is the Minority Enterprise Small 
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Trends in Venture Capital Availability 


A variety of factors influence the availability of venture 

capital. A recent study by the Office of Technology Assessment (U.S. 

Congress) listed several of these factors, the most significant of 

which were: 


--	 federal tax policy with respect to capital gains; 

--	 laws and regulations affecting pension funds (e.g ., 
ERISA) and other major sources of investment capital; 

--	 the market for new public stock offerings by small 
companies; and 

- - 	 the track record of experienced professional venture 
capitalists. 121 

Between 1969 and 1977, new funds raised by venture capital 

companies fell from $171 million to $39 million. (111 at p. 6) During 

the same period, underwritings for new stocks fellfrom $1.4 billion 

to $16 mi 1 1  ion, according to OTA. (121 at p. 43) Thereafter, lower 

federal rates on capital gains, modification of investment 

restrictions on pension fund investments at the federal level, and 

a1 tered Securities and Exchange Commission (SEC) regulations 

(specif ical ly regarding IPOs) are credited with having influenced 

total funds to grow from $570 million to $4.1 billion from 1978 to 

1983. The nation's total venture capital pool grew from $3.5 billion 

to $11.5 billion during the same period. (111 at p. 6) Venture 

capital from pension fund investments accounted for thirty percent of 




new capital from professional firms between 1978 and 1982 ($924 
million. E/ at p. 43) 

Therefore, arguments concerning the shortage of venture capital 

may have had more validity in the 1970s. However, the rapid expansion 

of venture capital funds since 1978 has served to diminish some of the 

capital availability concerns by increasing the number of venture 

capitalists seeking business proposals. This increased competition 

tends to drive down the quality of the business proposals that are 

financed. Thus, more funds "trickle down" to proposals that were, in 

the past, unattractive, whether because of lower rates of return, 
inadequate product idea or personnel involved, or other 
considerations. 

Capital Market Imperfections 


Several recent studies have concluded that poor capital 
availability is not caused by a lack of funds but by imperfections in 
the allocation of available funds. -1 / / Several factors are 

inadequate information about small business 

activities; 


the costs of obtaining such information; 


disproportionately high transaction costs for small 

business; 


lack of expertise and knowledge of small business 

operations and requirements; 


regulatory and tax policies may erect barriers or skew 

risk/return ratios; and 


lack of secondary markets for small business 

securities. 


These factors can prejudice institutional investors against new 

and young businesses. The Corporation for Enterprise Development 

(CFED) reported that, "more and more evidence indicates that 

appropriate amounts and kinds of capital are not available to all 

types of business'', particularly new and young firms, those in 

depressed communities, minority and women-owned businesses, and firms 

with non-traditional organizational structures (co-ops, worker-owned 

companies, non-prof i ts, and community developed corporations). (u/

at p. 2) The survey commissioned by the Joint Economic Committee 

(JEC) of the United States Congress similarly noted "substantial 

evidence1' that "small and large investments are not being evaluated 

solely on the basis of their economic merits." (lJ/ at p. 43) 




Investor biases. Additional information supplied by the JEC 

survey point to investment biases among venture capitalists with over 

57 percent of independent funds preferring proposals dealing with 

technology to improve productivity. (111 at pp. 27-28) These ventures 

tend to offer higher growth rates and, thus, greater capacity for 

higher returns for venture capitalists. OTA found the following 

industry distributions among venture capital portfolios: 


computer fields -- 30 to 40 percent; 
communications -- 10 percent; 
other electronics -- 12 to 14 percent; 
medical -- 7 to 8 percent; 
genetic engineering -- 4 percent; and 
industrial automation -- 3 to 4 percent. 

The remaining 20 to 34 percent of investments were in energy, 
industrial products, consumer-related areas, and other manufacturing 
and services. (121 at p. 44) Most of these types of firms, however, 
are not common in rural or depressed communities or in regions of the 
United States where business growth is most needed. Overall, 
labor-intensive or so-called low- and mid-technology businesses 
receive far less funding. Because Colorado's economy is dominated by 
the kinds of small businesses that do not normally receive venture 
capital -- wholesale, contractors, banking -- these considerations may 
be of particular importance. 

In addition, with the exception of SBICs, most venture 
capitalists invest an average of over $500,000 in each business 
proposal. According to the JEC study,. the literature "implies the 
existence of substantial numbers of small investment projects that 
offer competitive market rates of return but remain unfunded because 
of certain market deficiencies." (lJ/ at p. 39) This type of 
financing is usually beyond personal and family resources -- so-called 
F&F funds for "family and friends" -- but before the financial 
thresholds considered worthwhile by venture capitalists. A small 
percentage of venture capital funds -- 12 percent for independents --
are devoted to pre-start and seed proposals. (111 at p. 24) 

Regional biases. Another quality of venture capital is its 

tendency to fund proposals that are close to home (almost 36 percent 

for independents and over 45 percent for SBICs). Venture capital 

funds are highly concentrated in California and New England. Other 

regional barriers include: 


--	 differences in the availability of quality business 
proposals; and 

- - 	 differences in the willingness of regional 
institutional investors (pension funds, commercial 

banks) to take risks. 


The authors of the JEC report state that the main source of the 

problem is imperfect information regarding inter-regional investment 




opportunities between venture capital rich and poor regions. Regional 

differences in the availability of high quality proposals and the 

geographic concentration of venture capital firms were the main 

reasons for regional imbalances in venture capital avai 1abi 1 ity. (111

at p. 54) OTA concludes, "It follows, therefore, that entrepreneurs 

in an area with few or no venture capital firms focusing on seed or 

start-up situations will have a more difficult time accessing venture 

capital than those in an area with numerous venture capital firms 

focusing on early stage financing." (121 at p. 44) 


Proponents use many of these arguments in support of government 

intervention in capital markets. Because unfunded start-ups represent 

a large number of missed opportunities, they represent potential 

economic growth if assisted by state government. However, opponents 

point to the hands-on style of venture capitalist investments and 

contend that the experience, management and technical expertise does 

not exist in government to adequately monitor or assist these types of 

investments. Indeed, many state venture capital programs are not 

operated by state employees or officials. 


Public Policy Issues 


Based on the proceeding observations, CFED identifies two causes 

for the inadequate operations of capital markets: 


First, when capital markets have failed to invest 
efficiently in profitable, job-creating enterprises, and 
second, when capital markets have failed to allocate 
capital equitably to otherwise profitable, job generating 
enterprises. There is a subtle, but important, difference 
between these 'two cases. In the first, the market has 
failed to recognize an opportunity to invest, by its own 
standards; in the second, ... the market rightly perceives 
that it has lower risk or higher return opportunities 
elsewhere. These different sets of circumstances call for 
different types of government intervention. (31at p. 4; 
emphasis in original) 

If imperfections in market efficiency and behavior are at the 

root of limited venture funds, additional state appropriations of 

venture capital funds may not solve the problem. Because many of the 

causes of insufficient capital are regional in nature, state and local 

policies will impact the performance of local markets. This can be 

accomplished by: 


--	 assisting the creation and support of regional and 
national information networks to recruit local 
entrepreneurs and venture capitalists with outside 
sources of venture capital (co-investment) ; 



stimulating research and development activities at 

universities and assisting technology transfers from 

such programs, thereby increasing the demand side of 

venture capital; 


supporting a highly-educated workforce on which 

entrepreneurs depend (accountants, lawyers, research, 

and development personnel); 


diminish regulatory barriers to allow institutional 

investors to invest in riskier proposals; 


provide incentives to institutional investors to 

invest in riskier proposals; 


more closely coordinate state securities regulations 

with those of the federal government. 


CFED notes that regulated financial institutions control four out 
of the five investment dollars. Therefore, policies that do not 
address them will have only marginal impacts. On the other hand, 
small pol icy changes may leverage large amounts of capital. (131 at 
pp. 17-18) Another author recommends a proactive approach to 
interstate banking, high standards of performance and support for 
state banking commissioners, and state leverage of insurance industry 
funds. &/ 

The authors of the J E C  study maintain that: 

In principle, the role of public policy ought to be h u L ~ ~ e d  
on rearranging the landscape -- at redressing institutional 
deficiencies so that capital markets can work efficiently 
-- and not on lavishing government subsidies, tax favors, 
and grants on targeted small- and medium-sized businesses. 
(111 at p. 41) 

Noting that the best training for venture capitalists is 
experience, the J E C  report stated: 

Probably the best government policy to pursue is one that 
maintains a vigorous entrepreneurial climate, and allows 
the venture capital process to sort out the competent and 
incompetent, would-be venture capitalists.. . (111 at p. 19) -

These arguments are in addition to the fact that state venture 
capital contributions are very small compared with the overall amount 
of venture capital funds. However, proponents of state initiatives in 
this area contend that state moneys provide additional incentives for 
private activity and that there is a halo effect over businesses that 
have secured public financing. Another issue is possible conflicts 
between state policy goals such as job creation and the goal of 
venture capital funding -- high rates of return. 



Gary Bettger, a researcher at the National Conference of State 

Legislatures, suggests that: 


At the onset, a policymaker must first closely study the 

role and scope of private venture capital and the problems 

and the capital needs faced by businesses before deciding 

what type of program, if any, to propose. Each (state)

must understand its own capital market structure before 

considering the adoption of another state's methods. 151 


Venture Capital -- Conclusions 

CFED offers criteria for designing and selecting public policy 

alternatives directed at an entrepreneurial climate. It suggests that 

initiatives: 


- - 	 should be similar in size to the magnitude of the 
problem; 

- - 	 should minimize use of new state funds, and involve 
redirecting underuti 1 ized pub1 ic expenditures or 
private investment flows; 

--	 should be market-sensitive, that is, aimed at making 
the private economy work better without involving 
complicated state administration, nor pretending that 
markets work perfectly if left to themselves; 

--	 should be targeted as carefully as possible on the 
barriers identified: availability of seed money, 
equity investment, and long-term debt. The focus 
should be access to capital, not cost of capital 
(emphasis in original); and 

--	 should use public funds only where there is clear 
public return. (131 at p. 7) 

CFED also recommends that: states not assist businesses with 

activities that they would have proceeded with anyway; proposals be 

evaluated in terms of their impact on consumers, employees, taxpayers, 

and the environment; programs be tailored as much as possible to a 

specific need; and states resist programs that cannot be conducted 

successfully. 


Bettger offers a series of questions that states may wish to 

review as they consider the issue of state venture capital 

initiatives. (151 at p. 9)
-

--	 What are the state's economic development goals? Does 
public lending accomplish such public purposes as 
economic and technological diversification and 
institutional change? 



How does a venture capital program fit into this plan, 

whether it is a "grand strategy" or a collection of 

separate programs? 


Are there capital market imperfections? What are 

they? Can the state effectively intervene and 

complement or stimulate the workings of the financial 

markets and institutions? 


Is there a shortage of private venture capital in the 

state and, if so, why? 


What mechanism exists for generating a pool of venture 

capital? Should the state compete with the private 

sector? 


What would be the costs and benefits of instituting a 

state-sponsored venture capital initiative? 


Section C: Kansas Economic Development Program 


In early 1986, the Kansas State Legislature created the Joint 

Legislative Commission on Economic Development to study the state's 

role in promoting economic development. Its interim recommendations 

were incorporated into nine bills enacted in the 1986 session. Major 

programs are briefly described at the end of this section. 


The commission also appointed a series of task forces to study 

agriculture, the state's capital markets, tax structure, higher 

education, and business training programs. Various economic 

development consultants and state university personnel were enlisted 

to conduct a more in-depth analysis of the state's economy in the 

latter half of 1986 (known as the Redwood Report). 


Characteristics of the Kansas Process 


The interim committee received testimony from Kansas Senator Wint 
Winter, Jr., chairman of the Joint Legislative Commission and chairman 
of the Senate Committee on Economic Development. Senator Winter noted 
that the Kansas economy has long been dependent on three industries --
aviation, agriculture, and oil and gas. During the most recent 
economic recession, all three industries suffered severe declines. 
This had not happened before nor had the problems continued as they 
have most recently. The seriousness of this situation increased the 
awareness among public and private sector leaders that different 
actions and increased cooperation were needed. 



According to Senator Winter, consensus among the participants 

evolved around certain points during the process. 


--	 First was the need for lower expectations concerning 
any immediate or dramatic benefits from any programs 
that might be created. 

Second was the need to identify which ideas would work 
and which would not and, in order to frame discussion, 
which belonged within the rubric of economic 
development and which did not. Inaction had clearly 
landed the state in its current position. Building 
program emphasis around business recruitment 
techniques -- namely, lowering state tax burdens and 
wage rates to attract out-of-state companies -- did 
not appear to provide the fundamental changes that 
were needed in the state's economy. 

--	 Third, the alternative to industrial recruitment is 
concentration on strategies that improve internal 
rates of economic growth, such as working to keep its 
graduates from leaving the state by improving the 
quality and quantity of local job opportunities. 

In opting for internal growth, the commission realized that such 

an approach imposed a longer-term perspective on the state's efforts. 

This entailed: (1) creating, attracting and keeping more, higher 

paying, and longer-term jobs; and 2) diversifying the state's economy 

in the context of increased international competition. Instead of 

investing state funds in programs that appeared to yield shorter-term 

(and usually more politically appealing) solutions, Kansas 

concentrated on "what it does well". In place of increasing the 

profits of certain companies, business incentives as well as other 

program proposals would be evaluated based on whether they created 

more, higher-paying jobs and helped the citizens hold such jobs. In 

the words of Senator Winter, "people became the bottom line." 


Another critical component of Kansas' efforts was joint funding 

of the Redwood Report among the state's diverse interest groups. In 

addition, all participants agreed to: (1) support the eventual 

findings; (2) not have any preconceived notions as to what solutions 

were best for the state; and (3) not use the study results for 

political purposes. During this process, the outside consultants 

provided the means through which politically unpopular ideas or issues 

could be raised in public without a backlash against elected 

officials. 




Selected Kansas Programs 

Kansas, Inc., i s  a quasi-publ ic nonpro f i t  agency which ac ts  i n  an 
advisory capaci ty  t o  the Governor, l e g i s l a t i v e  committees, and the  
Kansas Department o f  Commerce. Kansas, Inc., i s  governed by a 
15-member board o f  predominantly p r i v a t e  sector persons and charged 
with: coord inat ing a l l  p a r t i e s  having a r o l e  i n  the  s t a t e ' s  
development; overseeing the  implementation o f  the  s t a t e ' s  economic 
development plan, as we l l  as i t s  cont inuing evaluat ion; r e v i s i n g  and 
updat ing the  s t a t e ' s  econometric model; and overseeing Kansas Venture 
Capi ta l ,  Inc. 

Kansas Venture Capi ta l ,  Inc., (KVCI) i s  a statewide r i s k  c a p i t a l  
network. The Secretary o f  the Department o f  Commerce i s  author ized t o  
inves t  $20 m i l l i o n  i n  - s t a t e  funds i n  K V C I  nonvoting pre fer red  stock 
when an equal amount o f  vo t ing  common stock has been purchased by 
f i n a n c i a l  i n s t i t u t i o n s ,  ind iv idua ls ,  and corporat ions i n  the  s ta te .  
Investors are a lso granted an income tax c r e d i t  f o r  t h i s  investment 
and dividends are exempt from s ta te  and l o c a l  taxes. K V C I  i s  governed 
by a 15-member board o f  d i r e c t o r s  composed o f  representat ives o f  the  
s t a t e ' s  f i n a n c i a l  i n s t i t u t i o n s  and various business sectors. 

Kansas Technology Enterpr ise Corporat ion (KTEC), a n o n p r o f i t  
corporat ion, was created t o  f o s t e r  innovat ion i n  e x i s t i n g  businesses 
and the  development o f  new businesses by support ing basic  and app l ied  
research and i t s  commercial appl icat ion.  KTEC's goals are 
accomplished by awarding grants and engaging i n  seed c a p i t a l  
f inancing. KTEC may own patents, copyrights, and p r o p r i e t a r y  
processes and engage i n  r o y a l t y  agreements. It i s  governed by a 
15-member board o f  d i rec to rs  composed o f  the  Governor o r  the  Secretary 
o f  the  Department o f  Commerce, f ou r  members from var ious geographic 
areas o f  the  state,  and ten  members represent ing ag r i cu l t u re ,  o i l  and 
gas, advanced technology f i e l d s  (e.g., a v i a t i o n ) ,  emerging i n d u s t r i e s  
(e.g., telecommunications), and venture c a p i t a l  . 



PART 11 

Economic Development: The 1930s t o  t he  Present 

The f i r s t  concerted s t a t e  e f f o r t s  t o  implement a s t r a t e g y  f o r  
"economic development'' began i n  t he  1930s. The premise unde r l y i ng  
these e f f o r t s  was t h a t  i f  s u f f i c i e n t  i ncen t i ves  cou ld  be c rea ted  --
most l y  i n  t he  form o f  t a x  abatements, lease and land grants ,  and t h e  
prospects  o f  cheap l abo r  -- manufacturers cou ld  be l u r e d  away from t h e  
h igh- tax  and h igh-cost  un ion  areas o f  t h e  i n d u s t r i a l i z e d  Nor th  and 
Northeast and i n t o  t he  low-cost, non-union South. C o l l e c t i v e l y ,  these 
e f f o r t s  became known as i n d u s t r i a l  r ec ru i tmen t  o r  "smokestack 
chasing" . -161 

I n  t he  1960s, t r a n s f e r  payments and o ther  forms o f  income 
r e d i s t r i b u t i o n  were intended t o  s t imu la te  economic a c t i v i t y  by 
inc reas ing  personal income. Emphasis s h i f t e d  t o  job c r e a t i o n  i n  t he  
1970s w i t h  inc reas ing  use o f  cooperat ive arrangements between pub1 i c  
and p r i v a t e  groups and t he  leveraging o f  government funds. S t i l l ,  
i n d u s t r i a l  rec ru i tment  remained an important element o f  s t a t e  economic 
development programs. 

I f  a few s ta tes  had p rac t i ced  these methods, they might  have 
become an economic paragon emulated by others .  Likewise, t h e  approach 
may have worked w i t h  more than one p laye r  i f  economic growth cou ld  
have prov ided a new major f a c i l i t y  -- such as General Mo to r ' s  Saturn 
automobi le p l a n t  i n  Tennessee -- f a s t  enough t o  p l aca te  demand as 
another s l i c e  o f  an ever-expanding economic p i e .  However, t he  
techniques o f  i n d u s t r i a l  rec ru i tment  spread and t h e  number o f  
sought -a f te r  f a c i l i t i e s  has remained r e l a t i v e l y  smal l .  What was 
o r i g i n a l l y  intended t o  boost income, enhance t h e  t a x  base, and improve 
t he  standard o f  l i v i n g  r e s u l t e d  i n  a no-growth game o f  moving jobs 
from one reg ion  o r  s t a t e  t o  another o r  f rom one area w i t h i n  a s t a t e  t o  
another. The impacts can be cos t l y ,  widespread, and long- l i ved .  

Not u n l i k e  a poker game, each addit icxnal s t a t e  vy ing  f o r  ( o r  
t r y i n g  t o  r e t a i n )  a l i m i t e d  number o f  i n d u s t r i a l  p l a n t s  p r e d i c t a b l y  
increased t h e  stakes f o r  each f a c i l i t y  f o r  a l l  those a t  a t a b l e  t h a t  
has been, u n t i l  r ecen t l y ,  t he  on l y  game i n  town. Few s ta tes  have i n  
p lace  t h e  means t o  accura te ly  i d e n t i f y  what they can a f fo rd  t o  pay 
(e.g., l and  grants,  subs id ized t r a i n i n g )  o r  what they can a f f o r d  t o  
lose  (e-g., revenues l o s t  through t ax  abatements and c r e d i t s )  i n  o rde r  
t o  a t t r a c t  such p r i z e d  f a c i l i t i e s  as t he  Saturn p l a n t  o r ,  most 
r ecen t l y ,  t he  f ede ra l  government's Superconducting Super C o l l i d e r  
atomic p a r t i c l e  acce le ra to r  (SSC). To t he  con t ra ry ,  t he  approach 
seems t o  be t h a t  t h e  p layers  cannot a f f o r d  not t o  b i d ,  desp i t e  t h e  
cost .  

The l o c a t i o n  o f  a l a r g e  p l a n t  may d rama t i ca l l y  increase t he  
s t r a i n  on p u b l i c  se rv ices  such as roads, housing, schools , and s o c i a l  
programs. Revenue foregone as a r e s u l t  o f  t a x  abatements and c r e d i t s  



may undermine the ability of the tax base to fund such improvements at 

the very time when they are most needed. This is especially true of 

property tax abatements upon which many local public works 

improvements depend. Tax subsidies may also put similar, established 

businesses at a competitive disadvantage. Arguably, it is more likely 

that this approach was undertaken precisely because similar firms did 

not exist. However, the burden of financing the improvements 

nonetheless falls upon remaining taxpayers and other firms. In terms 

of government budgets, tax credits may also be viewed as a silent and 

usually unquantified revenue drain. 


Direct state aid raises similar equity questions with existing 

firms. Less defined but no less important is the signal that 

industrial recruitment efforts may be sending. The message may be 

that the state is unconcerned with the problems of its native 

businesses. Industrial recruitment may foster the perception of an 

unfavorable business climate among existing businesses. 


Another issue is that of the staying power of the industrial 

recruitment approach. If a firm moves its operations based on the 

best incentive package available at the time, few constraints exist to 

prevent that same firm from relocating again once the incentives have 

ended or if a more lucrative package is offered elsewhere. At that 

time, the bidding competition may recommence. Until recently, the 

competition has been state versus state; the resulting jobs always 

remained within the national boundaries. What has substantially 

altered the quality of the game and greatly increased the stakes is 

the globalization of the United States economy. 


Global Economic Change 


Since World War 11, nations with little or no industrial capacity 

have dramatically expanded their ability to produce goods competitive 

with goods produced in the United States. Korea and Japan are obvious 

examples. One important component of this ability is large differences 

in the cost of living and wage rates between these countries and the 

United States. Additionally, globalization of communications systems 

and financial markets have changed the importance of geography in the 

location of manufacturing facilities. The increasingly international 

character of economic transactions also implies greater importance for 

currency exchange rates and, relates to each nation's balance of 

trade. The imp1 ications of these changes for industrial recruitment 

strategies and future state economic development programs are 

important. 


If manufacturers are no longer physically constrained in terms of 

where their production facilities must be located, and if the most 

intense competition comes from countries where wages are substantially 

below those of the United States, companies wishing to survive have 

few choices. One choice is to attempt to diminish the importance of 

wages as a component of product cost. If production is to remain in 

the United States, this can be done through increased automation 




(e.g., robotics), or simply by paying lower wages. Another choice, 

elected with increasing frequency in recent years, is to move 

production facilities overseas into cheaper labor markets. 


To the contrary, Professor Peter Drucker, a well-known management 

expert, contends that the cost of labor as a competitive advantage 

will diminish as continued globalization of each nation's economy 

increases the importance of exchange rates, movement of capital, and 

credit flows. He contends that this will also be true of advantages 

associated with the cost of materials, energy, and transportation. lJ 


Increased automation is arguably a positive benefit for the 
overall economy if it increases productivity. It may, however, result 
in the loss of jobs. The alternative -- lower wages -- decreases the 
standard of living of the workforce. Diminished purchasing power 
reverberates through the economy in the form of reduced demand for 
other products and services such as housing and durable goods. This 
results in further layoffs in affected sectors of the economy. If 
labor in the United States is forced to compete on the basis of wage,
pressure will be exerted on the standard of living until a competitive 
equilibrium is established. 

If industrial recruitment is pursued, the consequences are clear. 

Unless workers incur dramatic reductions in their standard of living, 

the competition will increasingly be between Korea and Sri Lanka, not 

Pennsylvania and Mississippi. However, another option lies, 

ironically, with the very same factors that have worn away the 

insulation from the influences of foreign markets. Those factors form 

the basis of recommendations that utilize a few crucial comparative 

advantages remaining for the United States and the industrialized 

nations of Europe. 


Economic Development: Beyond Industrial Recruitment 


Important to the emergence of the global economy are the advances 

in technology. The rapidity of technological change seems rivaled 

only by the rate at which its importance grows. Technological 

preeminence was gained by the nations of the industrialized West based 

on a skilled and highly educated workforce. Information and a 

workforce knowledgeable in how to use it form the basis of the 

advantages that can be utilized by the same nations to remain 

competitive. According to the Corporation for Enterprise Development, 

high-wage markets can compete by: 


producing technology-intensive products and services that 
are changing so quickly that they are obsolete before they 
can be routinely mass produced by an overseas, low-wage 
competitor...(and by) producing products and services 
tailored to the specifications of narrow niches in the 
market and even to individual consumers. The common 
denominator for all of these industries is ideas --



research, inventiveness, and ingenuity in the creation of 
new products and services or in the adaptation of old ones, 
and the flexibility and agility to continually improve and 
revise those products and services to meet rapidly changing 
market demands. 181 

Even though states cannot significantly influence exchange rates, 

the balance of trade, or the nation's overall foreign policy, they 

have powers which significantly influence their economies' ability to 

react to changes in world market forces. Among the most important of 

these is education. 


Education and Trai ni ng 


One fundamental purpose of education is to establish a foundation 
of basic skills needed by citizens to function in society. For a 
large part of the history of the United States, functional levels of 
literacy and math skills were sufficient to survive and to secure and 
hold family-wage positions in a manufacturing-based economy. However, 
if "research, inventiveness, and ingenuity ... flexibility and 
agility" are the skills required for the next century, striving for 
functional skill levels may no longer be sufficient. If CFED is 
correct in that future economic survival depends on evermore 
technology-intensive products and services, mastery of higher-order 
thought processes will define a nation's competitiveness. Competitive 
advantage will flow to reasoning, technical problem-solving and 
analytical skills, creativity, and innovation. Such abilities yield 
the unique perspectives that luster original combinations of 
production and organizational factors that create whole new products 
and production processes. Education becomes the means to that 
advantage and one of the most crucial elements determining how fast 
and how far an economy can rise and who is carried along. 

Adaptability of the workforce -- learning new skills quickly --
becomes another important "skill" that carries its own particular 
urgency. Job turnover has increased 50 percent in five years. Where 
a trade or skill once provided a lifetime of employment, accelerating 
rates of technological change are making skills obsolete only a few 
years after they have been learned. These trends place additional 
pressures on the education system to maintain a clear connection 
between what it provides and what job markets demand. It also 
requires quick responses to swift changes in those markets as well as 
flexibility in the methods by which new skills are taught. Because 
ninety percent of the current labor force will still be on the job in 
the 1990s, quicker reaction to change and greater flexibility of 
delivery will only grow in importance as retraining, lifetime 
learning, and serial careers become the norm rather than the 
exception. 

One other consideration is the role education may play in 
assisting the disadvantaged. When it becomes clear that today ' s 
students represent the workforce of the year 2000 and beyond, the 



importance of assimilating diverse ethnic groups, and reducing teenage 

pregnancy and dropout rates becomes even clearer. Also, beyond their 

necessary technical skills, students should understand the full 

dimens ions of the global izat ion of the economy and 


have a firm conceptual grasp of a wide range of subjects in 

the arts and sciences that only a handful can now be said 

to understand ... be able to communicate complex material 
effectively ... (and) demonstrate a high degree of 
initiative ... -19/ 
Because of the states' role in education, these developments 


position the states as the driving force behind their own economies 

and, collectively, that of the entire country. The ways in which the 

educational system is changed to respond to these forces may do more 

to determine the fitness of United States competition than any other 

single factor. 


Education as Investment 


According to Roger Vaughan, an economic development consultant 
and coauthor of The Wealth of States, states should view their 
education budgets from an investment perspective rather than as an 
expenditure that must be kept under control. Viewed this way, 
oversight agencies become less concerned with what goes on in schools 
-- the education process -- and more concerned with the final product. 
Expenditures are no longer only controlled but evaluated according to 
what the state is receiving for its money. 

For the education system to insure the relevance of its product 
-- students -- to changes in market demand for skills, the system 
itself must be made aware of those changes. One efficient and 
relatively inexpensive method is by increasing the awareness of the 
consumers of the system -- students, prospective students, and parents 
-- as to how effective the system is in preparing its "product" for 
the arena it enters upon graduation. Mr. Vaughan mentioned programs 
in Arizona and Kansas that track graduates into the job market. 

Using social security numbers, students are tracked from school 

into the workforce. Correlations can then be made between the 

student's school, course selection, and grades and his employment 

status and income. Such information provides students, parents, and 

administrators with indications of which schools' graduates are most 

employable, what types of jobs those graduates secure, their income, 

and any relevant connections with the student's grades and course 

selection. Publication of this information should increase pressure 

to improve the performance of those schools which do not perform as 

well as others. Another method is to tie additional state funding to 

selected performance criteria such as standardized testing, job 

placement rates, or first-year income measures, or goals such as 

reduced truancy or teenage pregnancy. 




Corresponding with such market-oriented approaches is the need 
to: (1) increase the flexibility of the school system to pursue the 
goal s establ ished; and (2) improve the accountabi1 ity of school 
administrators and teachers. By allowing each district or individual 
school to pursue a common set of goals, experimentation is encouraged 
and innovative solutions to those problems can be found. 
Accountability provides a point of feedback into the system to insure 
that it will either respond or be modified or replaced. Funding 
formulas based on last year's allocation merely serve to maintain the 
status quo in a system that is coming under increasing pressure to 
improve. 

Tucker concludes: 


The core of the challenge facing the states is to figure 
out how to greatly raise the quality of education provided ... without incurring a commensurate increase in costs. 
Meeting this challenge will necessarily involve bold 
changes in institutional structure, changes that go way 
beyond anything yet tried in the current wage of 
educational reform. (B/at p. 7) 

Vaughan concurred, remarking that states do not need to spend 

great sums of money to influence economic development. Greater 

difficulties arise because many of the actions needed are politically 

difficult to do. Similarly, an article analyzing twenty state 

programs that link education and economic development suggest that: 


The human capital dimension of economic development wi 1 1  
not be maximized until the powerful education and 
employment sectors become less protective of their narrow, 
traditionally-defined domains. They must move toward more 
innovative cooperative efforts aimed at producing a 
well-educated, well-trained employable workforce. 2CJ 

Description of Other State Powers 


Beyond the need to maintain a highly skilled workforce, movement 
away from industrial recruitment has compelled states to design 
strategies characterized by "creating an environment conducive to 
enterprise in general, not by policies designed to benefit one firm at 
the expense of another." (M/ at p. 36) However, two factors make 
this approach more difficult: (1) the increasing complexity and 
volatility of the national and international economy; and (2) a new 
emphasis on smaller firms as the primary source of job creation and 
economic growth. 

Increasing complexity necessitates the thorough examination of 

the state's economy and the degree to which it is influenced by 

external forces. Increasing volatility necessitates ongoing 

monitoring and evaluation of the effectiveness of state programs, 

quick adaptability, and ease of modification. Compared to industrial 




rec ru i tment ,  addressing the  needs o f  smal l  business i n v o l v e s  a 
dramat ic  increase i n  t he  number and d i v e r s i t y  o f  f i r m s  and overcoming 
a genera l  l ack  o f  an organized const i tuency.  Because t h e  sheer 
numbers and i n d u s t r i a l  d i v e r s i t y  invo lved  make t a rge ted  s t r a t e g i e s  
p r o h i b i t i v e ,  s t a t e s  a re  concerning themselves more w i t h  t h e  many 
f a c t o r s  t h a t  determine o v e r a l l  business c l  imate -- those f a c t o r s  t h a t  
promote business c rea t i ons  and expansions, as w e l l  as those t h a t  
h i nde r  them. I n  a d d i t i o n  t o  educat ion,  such e f f o r t s  i n c l u d e  s t a t e  
r e g u l a t o r y  powers and t he  s t r a t e g i c  use o f  s ta tew ide  perspec t i ves  and 
resources. 

I n  many instances, these approaches a re  l e s s  expensive (even 
inexpensive) compared t o  t h e  i n d u s t r i a l  r ec ru i tmen t  a l t e r n a t i v e s .  
Though t h i s  may n o t  be t r u e  o f  educat ion (which i s  norma l l y  t h e  
dominant p o r t i o n  o f  any s t a t e ' s  t o t a l  expendi tures)  o r  f o r  p u b l i c  
i n f r a s t r u c t u r e ,  t h e  s t r a t e g i e s  d e t a i l e d  below a re  i n c r e a s i n g l y  be ing  
recognized as c r i t i c a l  t o  susta ined economic development e f f o r t s .  The 
r e s u l t  i s  a se r i es  o f  programs t h a t  are more f l e x i b l e  and which, if 
no t  l e s s  expensive, a t  l e a s t  ho ld  ou t  t he  promise o f  con t inued  
e f fec t i veness .  A t  a t ime  when revenues a t  a l l  l e v e l s  o f  government 
a re  stagnant o r  dec l i n i ng ,  s t a t e s  have been fo rced  t o  f i n d  ways t o  do 
more w i t h  less.  

S ta te  Requl a t o r y  Powers 

Though no t  seeking t o  ignore  t he  importance o f  s t a t e  expendi tures 
i n  economic development, Vaughan noted t ha t ,  i n  t h e  bes t  of 
s i t u a t i o n s ,  s t a t e s  can on l y  ma rg ina l l y  i n f l u e n c e  t h e i r  economies. 
Th is  i s  a consequence o f  t he  smal l  s i z e  o f  those c o n t r i b u t i o n s  
r e l a t i v e  t o  t h e  day-to-day a c t i v i t i e s  o f  t h e  p r i v a t e  sec to r .  Rather 
than  spending scarce revenues t o  g a i n  in f luence ,  s t a t e s  w i l l  have 
g rea te r  impact -- c e r t a i n l y  on a d o l l a r - f o r - d o l l a r  b a s i s  -- through 
t h e  measured a p p l i c a t i o n  o f  t h e i r  r e g u l a t o r y  powers. 

Small changes can s u b t l y  a l t e r  a s t a t e ' s  en t rep reneu r i a l  c l i m a t e  
by a f f e c t i n g  t h e  behav ior  o f  thousands o f  i n d i v i d u a l s  and businesses 
and t he  m i l l i o n s  o f  d a i l y  dec is ions.  I t  can a l s o  change t he  f u n c t i o n -  
i n g  o f  t h e  s t a t e  i t s e l f  (e.g., t he  educat ion system). Examples 
i n c l u d e  laws o r  r e g u l a t i o n s  which r e s t r i c t  insurance company 
investments o r  p r o h i b i t  commercial bank unde rw r i t i ng  o f  mun ic ipa l  
bonds. Thus. w i t h  minimal e x ~ e n d i  tures.  s t a t e s  can leverage market 
behav ior  toward more e f f i c i e n t  a c t i v i t i e s  and more ic-dvnam 
o rgan i za t i ons  which may b e t t e r  serve i n g l yinc reas  v o l a t i l e  l o c a l ,  
na t i ona l ,  and i n t e r n a t i o n a l  economies. 

S ta te  Resources and Perspect ives 

Analysis,. Through ana l ys i s  o f  a s t a t e ' s  economy and i t s  economic 
development, programs can he lp  d e f i n e  e x i s t i n g  s t r eng ths  and 
weaknesses. St rengths e n t a i  1 areas o f  comparat i v e  advantages (e.g ., 
n a t u r a l  resources and l abo r  f o r c e  s k i l l s ,  whether e x p l o i t e d  o r  n o t )  



and effective program organization. Weaknesses may consist of the 

absence of a needed program or resource (e.g., labor ski 11s or pub1 ic 

works), inadequacies within existing programs, or the identification 

of geographic areas of the state that are lagging economically. 


In-depth analysis may also define those problem areas that a 

state can affect and those it cannot (e.g., commodity prices). This 

may increase the degree to which state programs match actual needs and 

clarify which programs may work and which will not. Otherwise, 

resources may be wasted if state programs are instituted before the 

actual problems have been clearly defined. 


Examination of state economies should also go beyond conventional 
indicators. The economic reversals of Massachusetts and Oklahoma 
indicate that important economic factors may be obscured by 
conventional measures of economic health and performance. A list of 
economic indicators that may provide a more accurate picture of the 
economy are presented below. 211 

Overall economic performance: rate of long term unemployment 

(more than 12 weeks); growth in per capita income; traditional 

indicators such as housing starts; vehicle registrations; and tax 

revenues. 


Entrepreneurial climate: rate of new business formations and 

failures; venture capital placements; research activity at 

universities; local new public stock offers; and growth rates 

among the self-employed. 


Lonq-term growth prospects: rate of diversification of the 

economy during the past ten years; measures of the performance of 

primary and secondary schools; reduction in illiteracy rate 

during the past five years; and average educational attainment of 

workforce. 


Other aspects of a state's wealth: infant mortality rate; change 

in air quality in major cities; change in water quality; poverty 

rate (after government transfers and in-kind benefits); and crime 

rate. 


A clearer understanding of the state's economy may also provide 
the common ground on which the public, government agencies, and 
economic interests can see: (1) the interrelation of various sectors 
and concerns; and (2) the usefulness of cooperative solutions. This 
may be especially true of various groups and government agencies 
unaware that their activities impact economic development. 

Infrastructure. States can influence economic growth in their 
support for infrastructure -- roads and bridges, airports, water and 
sewer systems, reservoirs, and similar facilities. According to 
Vaughan, this impact is not in the actual expenditure of large amounts 
of money on specific projects or the creation of a wish list of 
projects. It is, instead, in the establishment of permanent, ongoing 



review and advisory bodies that maintain inventories, assess and plan 
proposed projects, monitor controlled maintenance schedules, and 
review funding mechanisms. 

The scaling down or elimination of planned projects or the 
reduction of capital maintenance budgets normally are not immediately 

noticeable nor do such budget items have organized constituencies. 

These factors, plus the fact that capital construction items usually 

entail large, multi-year expenditures, may explain why such budget 

items are the first to face reductions or elimination during periods 

of decreased revenues. These efforts support proper planning and the 

location of adequate funding while also guarding against 

under-budgeting and costly financing schemes. 


A portion of the committee's discussions with the Governor and 

his staff concerned the construction needs of the state. 

Specifically, attention was drawn to the need for improvement to Front 

Range roads (including completion of the C-470 beltway around the 

Denver metropolitan area), the proposed convention center, a new 

airport northeast of Stapleton International Airport, prison 

construction, the proposed Two Forks Reservoir southwest of Denver, 

and the prospects for the location of the federal Super Collider 

project. 


Considering that most of these projects are scheduled for 

completion in the near future, the Governor maintains that the 

magnitude of these projects will create artificially high demands for 

labor and materials. This will dramatically inflate the eventual cost 

of all these projects, in addition to placing extreme demands on 

existing housing and government services. In the opinion of Leonard 

Perlmutter, the Governor's Chief Executive Officer for Economic 

Development, public debate during the 1987 legislative session 

revealed that the point of contention is not the need for these 

projects but the funding mechanisms proposed. The realization exists 

that traffic congestion along the Front Range and the deterioration of 

rural roads may undermine the state's other economic development 

efforts. Likewise, the long-term impact of the new international 

airport on area facilities and government services could be great. 


Though there are clear advantages to modern and well-maintained 
public works, whether this constitutes the best use of scarce public 
resources remains an argument defined by earh state's particular 
situation. Still, ''if a response to the need for capital improvements 
is significantly delayed ... the eventual cost of repairing and 
replacing these facilities will rise dramatically. Sustained economic 
growth and the creation of employment opportunities will also be 
likely casualties." 221 However, debate continues concerning the 
extent and type of public capital facilities used by various types of 
business and the exact role that infrastructure plays in economic 
development and job creation. 



Consensus and coordination. A broad perspective regarding all 
the activities and interests that exist within its boundaries allows a 
state to assume the role of coordinator, mediator, and organizer. 
Facilitating the relationships between various interests and agencies 
can reduce program redundancy and decrease the degree to which efforts 
are working at crosspurposes. Otherwise, state economic development 
programs may become a series of isolated decisions driven by 
individual perspectives on the nature of the problems involved. "In 
the end, a strategy will guide action only if numerous people and 
institutions understand it, share its vision, and work to accomplish 
it...(and is) only as effective as the institutions and people who 
develop and implement it." (%/ at p. 8) 



PART I11 


Economic Development -- State of Colorado 

Recent Initiatives, Current Programs, 

and Future Directions 


Economic development in Colorado assumed a high profile during 
1987. This is represented by initiatives from several quarters. 
Increased private sector concern was exemplified by publication of 
Blueprint for Colorado by the Colorado Association of Commerce and 
Industry (CACI). The Colorado General Assembly adopted several 
measures designed to promote economic development . - ~hese-inc1uded the 

appointment of an interim Committee on Economic Development and the 

creation of the Colorado Economic Development Commi ssion. The new 

administration also launched a series of efforts intended to improve 

the effectiveness of executive branch economic development programs. 

This Part I11 will examine each of these areas. 


The Private Sector 


Efforts of private sector groups are represented here by a recent 
publication from the Colorado Association of Commerce and Industry 
Blueprint for Colorado - A Plan for Growth from the Business 
Community. According to CACI, Blueprint is "a broad-based business 
viewpoint which outlines initiatives required to accelerate economic 
development, improve job opportunities and enhance the qua1 ity of 1if e 
for the citizens of Colorado.'' -231 Blueprint was the work of 150 
business people from different fields and geographic areas of the 
state. Eight areas of concern were addressed: economic development, 
transportation, water, higher education, K-12 education, the 
environment, health care, and taxat ion and finance. Summaries of the 
recommendations in each of these areas are presented below. 

CACI also produced a "report card" of the 1987 legislative 
session which summarized which of the Blueprint recommendations were 
enacted. According to that report, of the 34 recommendations that 
required legislative action, 19 were approved, 8 enacted in part, and 
3 introduced but not enacted. 

Economic development. Noting the increasing interdependence of 

the various economic and geographic sectors of the state, the 

Blueprint expressed the need for increased cooperat ion and 

coordination among state, local, and private groups concerned with 

economic development. The Blueprint recommended the establishment of 

a jointly-f unded, pub1 iclprivate economic development counci1 to 

oversee the efforts of the different groups. Specific goals for such 

a council would include, by 1990: 175,000 new jobs and annual job 

growth of two percent, an unemployment rate 1.5 points below the 




n a t i o n a l  average, and per  c a p i t a  income o f  a t  l e a s t  $19,400. The need 
was a l so  expressed f o r  new sources o f  c a p i t a l  t o  a s s i s t  new and 
expanding businesses, technology t r a n s f e r ,  and business r e t e n t i o n .  

T ranspor ta t ion .  The r e p o r t  a l s o  discussed t h e  need f o r  
improvement i n  t he  s t a t e ' s  t r a n s p o r t a t i o n  system t o  con t inue  
Colorado 's  p lace  as a r eg iona l  t r a n s p o r t a t i o n  center ,  improve t h e  
e x i s t i n g  system's e f f i c i e n c y ,  reduce a i r  p o l l u t i o n ,  and lessen 
concerns assoc ia ted w i t h  t he  movement o f  hazardous wastes through t h e  
s ta te .  Among impor tant  i n i t i a t i v e s  mentioned were complet ion o f  t h e  
new a i r p o r t ,  improved mass t r a n s i t  c o r r i d o r s ,  complet ion o f  t h e  
be l tway system around Denver, e x p l o r a t i o n  o f  d i f f e r e n t  t r a n s p o r t a t i o n  
fund ing  mechanisms, and c r e a t i o n  of a s t a t e  Department o f  
T ranspor ta t ion .  

Water. According t o  t he  B luep r i n t ,  t h e  s t a t e ' s  r o l e  i n  t h e  
development and enhancement o f  i t s  water resources i s  i nc reas inq  i n  
importance i n  1 i g h t  o f  con t i nu i ng  cutbacks i n  federa l  funds ava i  i a b l e  
f o r  c o n s t r u c t i o n  and impact m i t i g a t i o n .  I n  t h i s  regard,  t he  need f o r  
a s tab le ,  long-term fund ing  mechanism f o r  water p r o j e c t s  was 
mentioned. Add i t i ona l  p r o j e c t s  are needed f o r  t h e  s t a t e  t o  cap tu re  
i t s  water en t i t l emen ts  under i t s  va r ious  water compact agreements. 
The d i f f i c u l t i e s  f o r  t h e  s t a t e  i n  these mat te rs  a l s o  underscore t h e  
need t o  determine p r o j e c t  cos ts  and t o  rank t h e  importance of va r i ous  
p r o j e c t s .  

Higher educat ion.  The B l u e p r i n t  c i t e s  t he  i nc reas ing  importance 
i n  t oday ' s  economy o f  a w e l l  educated workforce endowed w i t h  " c r i t i c a l  
t h i n k i n g  s k i  11s.'' The Colorado Commission on Higher  Educat ion (CCHE) 
i s  c i t e d  i n  the  r e p o r t  as c r u c i a l  f o r  t he  improved f u n c t i o n i n g  of t h e  
s t a t e ' s  system o f  community co l l eges  and u n i v e r s i t i e s .  CCHE should 
work t o  more c l e a r l y  de f i ne  t he  r o l e s  o f  each i n s t i t u t i o n  i n  t h e  
system and e s t a b l i s h  an account ing system t o  mon i to r  achievement o f  
performance goals.  The commission should a l s o  concent ra te  on reduc ing  
cos ts  and redundancies w i t h i n  t he  system. 

K-12 educat ion.  According t o  t h e  B luep r i n t ,  "dramat ic  economic 
and demographic changes c a l l  f o r  a r e s t r u c t u r i n g  o f  t h e  p u b l i c  
educat ion system." (p. 19) Increased emphasis must be p laced upon 
r e t e n t i o n  o f  students,  minimum competency standards, and increased 
program f l e x i b i l i t y .  The r e p o r t  recommended t h e  appointment o f  a task  
f o r c e  t o  re fo rm t h e  s t a t e ' s  p u b l i c  school f i nance  system t o  encourage 
l o c a l  i nnova t i on  through increased f l e x i b i l i t y  and i n c e n t i v e  g ran t s  
and t he  e q u a l i z a t i o n  o f  d i s t r i c t  c a p i t a l  expendi tures.  The r e p o r t  
a l s o  suggested t h e  c r e a t i o n  o f  management teams composed of p r i v a t e  
sec to r  i n d i v i d u a l s  t o  adv ise school d i s t r i c t s  on management p rac t i ces .  

Environment. The environmental  recommendations o f  t h e  B l u e p r i n t  
concent ra te  on: (1) reduc ing a i r  po l  l u t i o n  i n  t he  Denver metropol  it a n  
area -- r e s t r i c t i o n s  on woodburning stoves and d i e s e l  emissions; (2)  
t r a n s p o r t a t i o n  and d isposa l  o f  hazardous wastes -- p e r m i t t i n g  o f  a 
d isposa l  s i t e  w i t h i n  t he  s ta te ;  and (3) t h e  impact on bus iness o f  
environmental  r e g u l a t i o n s  -- c o s t l b e n e f i t  analyses o f  new 



environmental regulations and the creation of an Office of 

Environmental Information to assist businesses with environmental 

permitting processes. 


Health care. The Blueprint notes that the increasing demands on 

the health care system threatens the system's ability to meet the 

healthcare needs of all citizens. Inorder to limit the impacts on 

business and for the state to remain economically competitive, health 

care costs must be contained. Increased emphasis should be placed on 

market mechanisms for the allocation of health care costs, wellness 

and preventive care programs, and on reform of judicial and medical 

insurance aspects of health care. Attempts should also be made to 

reduce the size of the state's medically indigent population. 


Taxation and finance. Concern was expressed in the report 

regarding the state's high reliance on local taxes, especially 

property taxes, the number of overlapping taxing jurisdictions within 

the state, the need for a uniform sales and use tax base, and the 

number of exemptions from state sales and use taxes. The inability of 

the state to issue long-term debt for selected capital projects was 

also cited as a hindrance to effective economic development. 


Colorado General Assembly, 1982-1987 


In the last five years, the General Assembly has approached the 
issue of economic development on many different fronts. However, 
beyond the scope of this report, but directly related to economic 
development are: a detailed consideration of the state's regulation 
and yearly review of state-regulated trades and professions; yearly 
changes in public school and higher education funding; changes in 
state regulation of banking and insurance companies; tort reform 
legislation during the 1986 and 1987 sessions (37 bills according to 
Legislative Drafting Office) ; efforts to control state spending; and 
various water projects funded by the Colorado Water Conservation Board 
Construction Fund. 

Enterprise zones. Colorado's enterprise zone program was 
established in 1986. The state currently has eight enterprise zones, 
two in urban areas with populations greater than 100,000 and six in 
rural areas with populations under 50,000. The zones must meet 
criteria including high unemployment rates, low population growth, or 
low per capita income. Companies locating in or expanding into an 
enterprise zone are eligible for four tax incentives -- a state 
investment tax credit, income tax credits for each new employee, sales 
and use tax exemptions of machinery and machine tools used within the 
zone, and income tax credits for company benefit plans created for 
zone employees. These incentives are intended to lure companies into 
economical ly depressed areas. 

The number of zones was increased from eight to twelve in 1987, 

an investment tax credit (to replace that eliminated at the federal 

level) was added, the new employee credit was expanded to include new 




employees h i r e d  i n  subsequent years, and a  $200 c r e d i t  against  the  
cost  o f  b e n e f i t  programs was establ ished f o r  zone employees. Local 
governments were g iven the power t o  negot ia te w i t h  zone businesses 
regard ing l o c a l  proper ty  and sales tax  payments. 

Colorado Housing and Finance Au tho r i t y  (CHFA). CHFA was created 
i n  1975 t o  address the housinq needs of low- and middle-income 
c i t i z e n s .  I n  the in te rven ing  years, CHFA's powers and du t i es  have been 
expanded as a  need was seen f o r  increased involvement i n  t he  s t a t e ' s  
economic a f f a i r s .  I n  add i t i on  t o  the Department o f  Local A f f a i r s ,  CHFA 
has become the s t a t e ' s  major economic development agency. I t s  
programs are f inanced by au tho r i t y  bond issues. 

The f inanc ing  o f  i n d u s t r i a l  and commercial f a c i l i t i e s  f o r  smal l -
and medium-sized businesses was added i n  1982. Prov id ing expor t  
f inance, shipment quarantees, and advice concerning expor ts  t o  
Colorado f i r m s  was added t o  CHFA's du t i es  i n  1984. The a u t h o r i t y ' s  
investment powers have a lso been expanded t o  a l low i t  t o  engage i n  
h i g h e r - r i  sk proposals. I n  1987, the  General Assembly broadened CHFA' s  
mandate concerning the  s i ze  and types o f  businesses i t  may ass i s t ,  the  
types o f  c a p i t a l  i t  may provide, and the  types o f  investments i t  may 
make i n  businesses. An economic development fund, c a p i t a l i z e d  w i t h  
a u t h o r i t y  bonds, was a lso  establ ished t o  pay f o r  the  a u t h o r i t y ' s  
economic development programs. CHFA's bonding a u t h o r i t y  was a l so  
increased from $1.8 b i l l i o n  t o  $2.4 b i l l i o n .  

Transpor tat ion and c a p i t a l  construct ion.  The General Assembly 
created the  Regional Transpor tat ion D i s t r i c t  (RTD) i n  1969 t o  c rea te  a 
metropol i tan-wide t ranspo r ta t i on  system. 

A t r a n s i t  f inanc ing  commission was created i n  1982 t o  advise RTD 
i n  fo rmula t ing  a  comprehensive f inanc ing  p lan  f o r  t he  cons t ruc t i on  of 
a  f i x e d  guideway mass t r a n s i t  system i n  the  met ropo l i tan  area. A 
t r a n s i t  cons t ruc t ion  a u t h o r i t y  was establ ished i n  1987 t o  plan, 
f inance, and construct  a  f i x e d  guideway mass t r a n s i t  c o r r i d o r  between 
the Denver Technological Center and downtown Denver. The a u t h o r i t y  
was empowered t o  issue revenue bonds t o  f inance i t s  a c t i v i t i e s  and 
r e t i r e  those issues by levy ing  taxes on commercial p roper ty  and head 
taxes on employees w i t h i n  the t r a n s i t  system's serv ice  area. The 
T rans i t  Construct ion Author i t y  i s  governed by a  board appointed by the  
Governor w i t h  the consent o f  the  Senate. RTD was a lso  i n s t r u c t e d  t o  
p lan  add i t i ona l  t r a n s i t  co r r i do rs  throughout the met ropo l i tan  area. 
Completion deadl ines are spec i f i ed  f o r  each co r r i do r .  

The l e g i s l a t i v e  Cap i ta l  Development Committee was created i n  1985 
t o  es tab l i sh  p r i o r i t i e s  f o r  the a c q u i s i t i o n  and c o n t r o l l e d  maintenance 
o f  the s t a t e ' s  c a p i t a l  assets. A Cap i ta l  Construct ion Fund was a l so  
created t o  prov ide money f o r  these a c t i v i t i e s .  

I n  1986, a  b i l l  was enacted t o  f a c i l i t a t e  the cons t ruc t i on  of the  
new a  i r p o r t  by a l low ing  Denver t o  annex a  p o r t i o n  o f  Adams County f o r  
i t s  s i t e .  Gasoline and specia l  f u e l s  taxes were increased t o  p rov ide  
funds f o r  add i t i ona l  highway construct ion.  A Highway L e g i s l a t i o n  



Review Committee was also established to provide guidance and 

direction to the highway department in the development of the state's 

highway system. 


Noting that the construction of a convention center in Denver 

will have positive statewide impacts, the General Assembly authorized 

six yearly installments of $6 million for the purchase of the building 

site. A state executive committee was created to monitor the state's 

role in the project. 


Tourism, promotion, and foreign trade. The General Assembly 

created the Colorado Tourism Board in 1983 to promote travel and 

tourism in the state. Initially, its activities were financed by a 

sales tax of one-tenth of one percent on lodging services, food and 

drink sales, ski lift and admission tickets, admissions for private 

tourist attractions, car rentals, and bus and sightseeing tours. In 

1987, the tax was increased to two-tenths of one percent, and a seven 

percent diversion to the state's Highway Users Trust Fund was 

el imi nated. 


County commissioners were also given the authority to levy a 

local tax on lodging of not more than two percent to support 

advertising and marketing of local tourist activities and for the 

construction of tourist information centers. The revenues would be 

deposited in a County Lodging Tax Tourism Fund and administered by a 

three-person panel appointed by the local tourism industry. 


The Colorado Promotion Association was created to promote the 

sale of Colorado products and services. The association consists of 

dues-paying members interested in such promotional activities and is 

administered by an 11-member board of state officials and association 

members. 


The Colorado Motion Picture and Television Advisory Commission 

was established in 1969 to promote Colorado as a location for the 

production of motion pictures and television films. The commission 

was reconstituted in 1986 and language added to stress the need for 

cooperation between the commission and various state agencies. 


The Office of Foreign Trade was created in 1983 to aid in the 

expansion of exports of state products and services and to encourage 

foreign investment in the state. In 1987, the office was renamed the 

International Trade Office, moved to the Governor's Office, and 

authorized to establish foreign trade offices in Taiwan, Korea, Japan, 

and the People's Republic of China. 


Advanced technologies. The Colorado Advanced Technology 

Institute (CATI) was established in 1983 to improve the quality and 

quantity of Colorado graduates and faculty in advanced technology 

fields and to encourage public and private investment and industry 

cooperation in high technology ventures in the state. In 1987, CATI 

was authorized to establish a Science and Technology Center for 

studies in telecommunications, superconductivity, biotechnology, 




opto-electronics, aerospace, genetics, and advanced materi a1 s. A $2 

million appropriation was made for these programs. 


The General Assembly has enacted a series of measures in an 
attempt to secure the construction of the federal Superconducting 
Super Col 1ider subatomic particle accelerator project . A $3 mi 1 1 ion 
appropriation was authorized in 1985 for land acquisition for the 
project. In anticipation of Colorado being selected as the site for 
this project, the Executive Director of the Department of Local 
Affairs was authorized to negotiate for, acquire, or condemn property 
at the chosen site. 

Colorado Economic Development Commission (CEDC). CEDC was 
established to: (1) review the economic needs of various regions of 
the state; (2) identify various types of businesses in -need of 
assistance; (3) review and make available information concerning the 
state's industrial opportunities; (4) study the impact of state 
regulatory and taxing pol icies; and (5) make recommendations 
concerning state economic development expenditures. CEDC is governed 
by a six-member board, four appointed by the Governor, and one each by 
the Speaker of the House and the President of the Senate (House Bill 
1366). 

State regulatory functions. The Office of Regulatory Reform 

(ORR) was created in 1981 to consolidate, simplify, and expedite state 

permitting processes, and to act as a one-stop permitting office for 

prospective businesses. In 1982, ORR's powers were expanded by 

requiring state agencies proposing rules and regulations that may 

affect small businesses to submit those rules to the office for 

comment. The office was also charged with notifying affected 

businesses and recommending changes to or el iminat ing existing rules. 

Legislation enacted in 1987 authorized the office to provide and 
coordinate environmen
joint review process. 

tal regulation information, and to assist the 

A joint review process within the Department of Natural Resources 

was established to coordinate and facilitate permitting procedures for 

proposed mining and drilling operations. 


Certain aspects of the state's telecommunication's industry were 

deregulated with the intent of increasing competitive aspects of the 

industry. Prompt payment procedures were instituted in 1983 to 

expedite government payments to nongovernmental parties. 


The Committee for Sunrise and Sunset Review was created in 1985 

to: (1) consol idate the review of continuation or termination of 

various state divisions, boards, agencies, and advisory committees; 

and (2) consider the regulation or deregulation of various trades and 

professions operating in the state. 


Traininq proqrams. A customized industrial training program was 
created in 1984 in conjunction with the programs of the State Board of 
Community Colleges and Occupation Education as an incentive for 



companies to expand or locate in the state and to provide job-specific 

skills training in the state. The Job Diversion Program was created 

in 1986 to allow counties to coordinate and consolidate employment, 

training, and supportive services for certain public assistance 

recipients and applicants. 


Education. The Colorado Commission on Higher Education was 

reconstituted and reorganized in order to streamline and consolidate 

the operations of the various institutions of higher education in the 

state. 


Tax policy and state appropriations. Major changes to the 

state's tax code since 1982 were the repeal of the unitary method of 

apportioning corporate income (1985) and the institution of a flat 

rate income tax (1987). Many other changes were made to various 
credits, exemptions, and 
specific concerns. 

other provisions of the code to address 

The General Assembly a1 so increased appropriations for various 
economic development programs by over $9 mi 1 1ion. CEDC was given $4.4 

million for its marketing and program activities. The Department of 

Local Affairs was given $1.1 million for agricultural development, 

motion picture and television production, and the state's efforts to 

secure the federal SSC project. CAT1 was given an additional $3.0 

million in connection with its Centers of Excellence program 

(specifically for telecommunications, superconductivity, and 
opto-electronics). 

Business development, advertising, and promotional efforts in the 

Governor s Office were increased by $175,000 and the General Assembly 

retained control of $660,000 for foreign trade activity. Additional 

funds were allocated for K-12 education to offset increased property 

taxes and $20 mil 1 ion was appropriated to the Colorado Commission on 

Higher Education for improving laboratory learning facilities and 

libraries, and for faculty salary increases. 


Executive Branch Programs 


As stated in the Administration's draft strategy, A Plan For A 
Competitive Colorado, two primary goals were established: "fundamental 
changes needed to to be initiated to revive Colorado's economy and, at 
the same time, it was necessary to send a n  immediate signal that 
Colorado was open for business.' -251 

A major initiative toward these goals was the reorganization of 

the administration's approach to economic development. This involved 

the consolidation of economic development programs within the 

Department of Local Affairs (DOLA) and improvement in the 1 ines of 

communication within the administration concerning economic 

development issues. Overseeing these changes and reporting directly 

to the Governor is the Chief Executive Officer for Economic 

Development. Possessing cabinet-level rank, this position works to 




i n su re  coopera t i ve  r e l a t i o n s  between t h e  s ta te ,  i t s  programs, and t h e  
p r i v a t e  sector .  The Execut ive D i r e c t o r  o f  DOLA admin is te rs  t h e  
s t a t e ' s  day-to-day economic development a c t i v i t i e s .  

The Department of Local  A f f a i r s  was reorganized t o  p l ace  g r e a t e r  
emphasis on and coo rd i na t i on  of i t s  economic development a c t i v i t i e s .  
D i r e c t l y  under t h e  Execut ive D i r e c t o r  a re  two d i v i s i o n s  -- Community 
A f f a i r s  and Economic Development. It i s  thought t h a t  these f unc t i ons ,  
though no t  e n t i r e l y  d i s t i n c t ,  warranted separat ion.  A d d i t i o n a l l y ,  
severa l  programs w i t h i n  t h e  Governor 's  O f f i c e  -- O f f i c e  o f  
I n t e r n a t i o n a l  Trade, f ede ra l  Job T ra i n i ng  Pa r t ne rsh ip  Ac t  (JTPA) 
funds, and Colorado FIRST -- were p laced under t h e  D i v i s i o n  o f  
Economic Development. Economic development programs w i t h i n  t h e  
D i v i s i o n  o f  Community A f f a i r s  i nc l ude  t he  depar tment 's  f i e l d  s e r v i c e  
represen ta t i ves ,  and f i n a n c i a l  se rv ices  o f f e r e d  through t h e  department 
( f e d e r a l  CDBG and impact ass is tance  funds). The O f f  i c e  o f  Business 
Development r e p o r t s  d i r e c t l y  t o  t h e  Execut ive D i r e c t o r .  

Fu r t he r  r eo rgan i za t i ona l  e f f o r t s  a re  contemplated, i n v o l v i n g  
a d d i t i o n a l  conso l i da t i on  of programs i n  o t h e r  departments and t h e  
c r e a t i o n  o f  a  new department s o l e l y  devoted t o  economic development. 
Since t h e  Colorado C o n s t i t u t i o n  l i m i t s  t h e  number o f  s t a t e  departments 
t o  20 and t he  s t a t e  has reached t h a t  maximum, a  new department would 
r e q u i r e  the  c o n s o l i d a t i o n  o r  e l i m i n a t i o n  o f  an e x i s t i n g  department. 
For  example, i n  meeting w i t h  t h e  committee, t he  Governor suggested 
t h a t  t h e  programs o f  t h e  Department of Regulatory Agencies may be an 
appropr ia te  cho ice t o  move i n t o  a new department o f  economic 
development. The i ssue  i s  whether r e g u l a t i o n  i s  a  consumer p r o t e c t i o n  
i ssue  o r  one o f  economic development. 

Another f a c e t  o f  t h i s  r eo rgan i za t i on  was t h e  c r e a t i o n  o f  t h e  
Governor 's  Economic Development Cabinet Counci 1  (EDCC) . According t o  
an e a r l i e r  a d m i n i s t r a t i o n  document, Economic Development Agenda, 
success w i t h  t h e  s t a t e ' s  economic development e f f o r t s  depends on t h e  
s t r a t e g i c  coo rd i na t i on  o f  expendi tures and e x i s t i n g  s t a t e  programs. 
In teragency cooperat ion f o r  many o f  t h e  economic development programs 
i s  be ing maintained by EDCC. The counc i l  i s  composed of t h e  d i r e c t o r s  
o f  e i g h t  execu t i ve  branch agencies and i s  cha i red  by t h e  Execu t i ve  
D i r e c t o r  o f  t h e  Department of Local A f f a i r s .  Each EDCC member i s  
respons ib le  f o r  a  s p e c i f i c  se t  o f  s t r a t e g i e s  t o  promote t h e  s t a t e ' s  
economy. The departments and a b r i e f  exp lana t i on  of t h e i r  
r e s p o n s i b i l i t i e s  a re  presented below. 

Department o f  Aq r i cu l t u re .  P o t e n t i a l  markets f o r  a g r i c u l t u r a l  
p roduc ts  should be i d e n t i f i e d ,  t he  p o t e n t i a l  of a l t e r n a t i v e  crops and 
food process ing f e a s i b i l i t y  g ran ts  should be s tud ied,  r u r a l  
t r a n s p o r t a t i o n  concerns should be i d e n t i f i e d  and addressed, and t h e  
lend ing  p r a c t i c e s  o f  f i n a n c i a l  i n s t i t u t i o n s  should be examined. 

Department o f  Heal th.  P e r m i t t i n g  processes should be s t reami ined  
and coordinated, communication should be improved w i t h  r egu la ted  
i n d u s t r i e s  and groups, and pub1 i c  access t o  environmental  i n f o rma t  i o n  
and r e g u l a t o r y  requirements should be improved. 



Department of Higher Education. State efforts must be continued 

toward the establishment of a world-class research institute and for 

the programs of the Colorado Advanced Technology Institute. Funding 

for state higher education should be brought up to the national 

median. Program consol idat ion and efficiency efforts by the Colorado 

Commission on Higher Education should be supported. Management and 

efficiency studies should be expanded. 


Department of Highways. A stable source of funding should be 

found for the maintenance and construction of the state's 
transportation system. 

Department of Labor and Employment (DOLE). DOLE should increase 
its efforts in the areas of labor/management dispute resolution and 

provide information for employers and employees regarding federal and 

state labor requirements and job seeking resources. The department's 

labor force data base should also be made available to private 

business. 


Department of Natural Resources. The Department of Natural 

Resources' agenda includes improving mining regulation through 

recodification of state mining laws and the formulation of a state 

mining policy, assessment of the state's water supply and potential 

demand, and promotion of the state's recreational areas and public 

access to state lands. 


Department of Regulatory Agencies (DORA). DORA should work with 

DOLE in simplifying the state's unemployment insurance and workers 

compensation laws, including vocational rehabilitation. 


Department of Revenue (DOR). DOR has been asked to develop a 

state-by-state and industry tax policy analysis for comparison with 

Colorado. The intent is to analyze the state's strengths and 

weaknesses in this area. 


In addition to these efforts, the Economic Development Action 
Council was established to act as the "primary think tank between 
state government and the private sector" and to develop a broad range 
of initiatives to improve the state's economy. (a/at p. 3). The 
council includes individuals from business and higher education, 
legislators, and community leaders. As part of its investigations, 
the council provided oversight to the eight study groups listed below. 



-- 

Rural Economic Development Task Force; 
Technical Advisory Committee; 
I n t e r n a t i o n a l  Business Development Committee; 
M i n o r i t y  Business Opportuni t ies Task Force; 
Women's Economic Development Task Force; 
Small Business Committee; 
Regulatory Review Commission; and 
A i r p o r t  Area Task Force. 

The goals of the p lan  included c rea t i ng  150,000 new jobs over the  
next f i v e  years, improving the small business f a i l u r e  r a t e  by t e n  
percent i n  1988, automating the  s t a t e ' s  business prospect response 
system, and increasing Colorado expor ts  by t e n  percent over t he  next 
th ree  years. 

Current Economic Development Programs 

As noted e a r l i e r ,  Colorado seems t o  have many o f  the  programs 
t h a t  are deemed necessary f o r  successful s t a t e  economic development 
e f f o r t s .  Issues o f  increased conso l ida t ion  and coord ina t ion  were 
presented above. The purpose of t h i s  sec t ion  i s  t o  rev iew the  
programs themselves. Please keep i n  mind t h a t  i t  i s  d i f f i c u l t  t o  draw 
c l e a r  d i s t i n c t i o n s  between which program i s  and which i s  not  economic 
development. A case may be made f o r  the  i n c l u s i o n  o f  many programs 
t h a t  are no t  presented. The d iscussion i s  organized around the  
f o l l o w i n g  execut ive branch and quasi -publ ic  agencies a re  l i s t e d  below. 

- - Department o f  Local A f fa i r s ;  
-- O f f i c e  o f  the  Governor; 
-- Department o f  Higher Education - Colorado Advanced 

Technology I n s t i t u t e ;  
- - Department o f  Agr icu l tu re ;  
-- Department o f  Labor and Employment; 
-- Department o f  Regulatory Agencies - O f f i c e  o f  

Regulatory Reform and; 
Colorado Housing and Finance Author i t y .  

The f i n a l  sec t ion  o f  t h i s  r e p o r t  i s  concerned w i t h  c a p i t a l  
cons t ruc t ion  and l o c a l  development f inance. 

Department o f  Local A f f a i r s  

The Department o f  Local A f f a i r s  (DOLA) conta ins the  s t a t e ' s  
c e n t r a l  agency dea l ing  w i t h  economic development. Wi th in  t he  
department are the  O f f i c e  o f  Community Economic Development, O f f i c e  o f  
Small Business, admin is t ra t ion  o f  federa l  Community Development Block 
Grant funds, Motion P i c tu re  and Te lev i s i on  Advisory Commission, 
Colorado Tourism Board, admin is t ra t ion  o f  s t a t e  severance and minera l  
leas ing  funds and the  O f f i c e  o f  Impact Assistance, O f f i c e  o f  Rural Job 
Tra in ing,  and O f f i c e  o f  Rural Development. 



The department a l s o  prov ides support  se rv ices  t o  t h e  Colorado 
Economic Development Commission, admin is te rs  t h e  s t a t e ' s  e n t e r p r i s e  
zone program, and performs economic development-related research. 
DOLA personnel a l s o  admin is te r  severa l  programs w i t h i n  t h e  Governor 's  
O f f i c e .  The Execut ive D i r e c t o r  o f  DOLA i s  ass i s t ed  by an adv i so r y  
commission appointed by t h e  Governor. Add i t i ona l  adv iso ry  committees 
inc lude:  impact ass is tance,  CDBG, i n t e r n a t i o n a l  t rade ,  t h e  Governor 's  
Small Business Counci l ,  and t he  Colorado Downtown Development 
Assoc ia t ion.  

Community economic development. Community economic development 
programs may encompass severa l  o f  t h e  depar tment 's  o the r  c a p a c i t i e s  
toward t h e  goal  o f  p r o v i d i n g  spec ia l  ass is tance t o  communities f o r  
s p e c i f i c  p r o j e c t s  ranging f rom c o n s t r u c t i o n  p r o j e c t s  t o  t he  e s t a b l i s h -  
ment of l o c a l  economic development programs. 

O f f i c e  o f  Small Business. Small businesses employ j u s t  over  h a l f  
o f  t he  s t a t e ' s  workforce. Firms w i t h  fewer than  twenty  employees 
represen t  86 percent  o f  companies i n  Colorado. OSB was c rea ted  t o  
coord ina te  smal l  business ass is tance programs, p rov i de  management 
ass is tance,  and operate  t he  s t a t e ' s  Small Business H o t l i n e .  Twelve 
smal l  business ass is tance centers  around the  s t a t e  a re  a l s o  planned. 
These cen te rs  w i l l  p rov ide  such serv ices  as one-on-one counse l ing  i n  
smal l  business problems and educat iona l  programs. 

Recent ly  t h e  O f f i c e s  o f  Women's Economic Development and M i n o r i t y  
Economic Development were created t o  expand t h e  economic o p p o r t u n i t i e s  
f o r  and o f f e r  spec ia l  se rv ices  t o  these groups. F u l l  implementat ion 
of these two o f f i c e s  i s  planned f o r  l a t e  1987 - e a r l y  1988. 

Community Development Block Grant Proqrams (CDBG). CDBG funds 
a re  f e d e r a l  g ran t s  f o r  l o c a l  community a c t i v i t i e s  such as housing, 
economic development, and p u b l i c  f a c i l i t i e s .  D i s t r i b u t i o n  o f  these 
funds i s  coord inated through DOLA, though i n d i v i d u a l  p r o j e c t s  may be 
admin is tered by d i f f e r e n t  s t a t e  agencies. 

Mot ion P i c t u r e  and T e l e v i s i o n  Adv isory  Commission. The 
commission was c rea ted  i n  1969 t o  ~ r o m o t e  t h e  use o f  Colorado as a 
l o c a t i o n  f o r  f i l m  and t e l e v i s i o n  i n d u s t r y  operat ions.  It works i n  
assoc ia t i on  w i t h  l o c a l  f i l m  and video f i r m s  and ac t s  as a l i a i s o n  
between f i l m  p r o j e c t s  and p o t e n t i a l  i n ves to r s  and between p r o j e c t s  and 
l o c a l  governments. From 1969 through June 1986, f i l m  and t e l e v i s i o n  
p r o j e c t s  have con t r i bu ted  $121 m i  11 i o n  i n  expendi tures and $12.9 
m i l l i o n  i n  s t a t e  and l o c a l  t ax  revenues. 

Colorado Tourism Board. The board i s  charged w i t h  promot ing 
Colorado as a  t o u r i s t  des t i na t i on ,  ope ra t i ng  s t a t e  v i s i t o r s  centers ,  
and adm in i s t e r i ng  t h e  Colorado Tourism promot ion Fund. The fund i s  
c a p i t a l i z e d  by a  two- tenths o f  one percent  sa les  t a x  on 
t ou r i sm- re l a ted  a c t i v i t i e s .  

Severance Tax T rus t  Fund. The severance t ax  represen ts  a  r e t u r n  
t o  t h e  s t a t e  o f  a  p o r t i o n  o f  t he  va lue o f  ex t r ac ted  minera ls .  A 



portion of total severance receipts are distributed to the state 

severance tax trust fund; a portion of that fund is then credited to a 

local government severance tax trust fund in the Department of Local 

Affairs. Eighty-five percent of the monies in this fund are 

distributed to those areas socially or economically impacted by mining 

and oil and gas development activities. The remaining fifteen percent 

is distributed based on the number of local employees associated with 

mining activities. Such funds may be used only for the planning, 

construction, and maintenance of public facilities and for the 

provision of public services. 


s.
OIA administers funds 

appropriated to the Local Government Severance Tax and Mineral Lease
. .  . 

Funds as well as CDBG funds designated for economic development 

projects. The Executive Director of the Department of Local Affairs 

may also authorize loans of impact assistance funds for water and 

sewer projects. 


OIA is assisted by the Energy Impact Assistance Advisory 

Committee and the CDGB Advisory Committee. The former is charged with 

continually reviewing existing and potential impacts of energy and 

mineral development, and making recommendations to DOLA regarding 

assistance to impacted areas, including tax base, housing, and 

environmental considerations. The advisory committee assists with the 

distribution of federal CDBG funds. 


Office of Rural Job Training. The office is responsible for 

those areas of the state not designated as a "service delivery arean 

under JTPA (the Job Training Partnership Act). This area is governed 

by its own private industry council in conjunction with DOLA. 


Office of Rural Development. Formerly the Rural Development 

Commission, this office is charged with coordinating the activities of 

the various divisions within DOLA to enhance the development of rural 

areas of the state. 


Office of the Governor 


Colorado FIRST Customized Traininq Program. Colorado FIRST 

provides new or expanding firms with specific employee training for 

new positions. Program staff work with company personnel to design 

the required job skills program. The program is jointly administered 

by DOLA and the State Board for Community Colleges and Occupational 

Education in coordination with the Colorado Department of Labor and 

Employment and the federal Job Training Partnership Act funds (JTPA; 

29 USCA 1501) through the Governor's Office. 


With JTPA funds, states are required to establish job training 

programs with goals compatible with state economic development 

objectives. Geographic areas of the state with populations of 200,000 

or more may be designated as service delivery areas. Each area is 

governed by a private industry council which provides policy guidance 




and overs igh t  o f  the  area 's  job t r a i n i n g  plan. Because the  many 
programs and agencies involved w i t h  job t r a i n i n g  i n  t he  s t a t e  may 
confuse companies i n v e s t i g a t i n g  such services, e f f o r t s  are underway t o  
es tab l i sh  the  Colorado Tra in ing  Network t o  prov ide a  more coordinated 
presentat  i o n  o f  these programs. 

O f f i c e  o f  I n te rna t i ona l  Trade. Created i n  1983 as the  Fore ign 
Trade O f f i ce ,  the  O f f i c e  o f  I n te rna t i ona l  Trade i s  charged w i t h  
encouraging, promoting, and a s s i s t i n g  the  expansion o f  Colorado 
i n t e r n a t i o n a l  exports, encouraging the l o c a t i o n  o f  f o r e i g n  business 
f a c i l i t i e s ,  and a t t r a c t i n g  f o r e i g n  investment i n  the  s ta te .  Other 
a c t i v i t i e s  inc lude one-on-one counseling, workshops and seminars, and 
overseas t rade show, and t rade missions. I n  1987, t he  o f f i c e  was 
authorized t o  e s t a b l i s h  permanent t rade o f f i c e s  i n  Taiwan, Korea, 
Japan, and the  People's Republic o f  China. To date, o f f i c e s  have been 
establ ished i n  Japan and Taiwan. 

O f f i c e  o f  Business Development. This o f f i c e  i s  designed t o  
encourage business r e l o c a t i o n  and expansion i n  the  s t a t e  by engaging 
i n  d i r e c t  recru i tment  o f  s p e c i f i c  f i rms  i n  ta rge ted  i ndus t r i es .  I t  
a l so  o f f e r s  serv ices such as community and economic p r o f i l e  data, 
targeted adver t i s ing ,  and d i rec ted  research f o r  business prospects. 

Department o f  Higher Education 

Colorado Advanced Technology I n s t i t u t e  (CATI). CATI was created 
i n  1983 t o  enhance advanced technology research and educat ion i n  the  
s t a t e ' s  u n i v e r s i t y  system. It i s  charged w i th :  (1) f u r t h e r i n g  
u n i v e r s i t y  research capabi 1  it i e s ;  (2 )  a t t r a c t i n g  super io r  f a c u l t y ;  (3) 
encouraging the  p a r t i c i p a t i o n  indus t ry  i n  s t a t e  educat ional programs; 
(4) examining the  long-range needs o f  the  s t a t e  i n  advanced technology 
f i e l d s ;  and (5 )  coord ina t ing  the  s t a t e ' s  educat ional system toward 
those needs. The commission i s  a l so  d i rec ted  t o  e s t a b l i s h  Centers o f  
Excel lence i n  s p e c i f i c  technology areas. CATI's a c t i v i t i e s  are 
overseen by a board appointed by the  governor and represent ing  
advanced technology i ndus t r y  and the  s t a t e ' s  major u n i v e r s i t i e s .  

Current CATI a c t i v i t i e s  include: 

--	 Colorado Advanced Mater ia ls  I n s t i t u t e  (AM11 -- an 
i ndus t r y /un i ve rs i t y  consortium support ing long-term 
ma te r i a l s  research i n  ma te r i a l s  processing, high-speed 
e l e c t r o n i c  mater ia ls ,  amorphous mater ia ls ,  and polymeric 
mater ia ls .  To date, AM1 has received $1.8 m i l l i o n  i n  
federa l  research and $300,000 i n  i ndus t r y  contracts .  

--	 Colorado Consortium f o r  Optoelect ronic  Research (CCOR) --
coordinates research a t  Colorado Sta te  Un ive rs i t y ,  the  
Un ive rs i t y  o f  Colorado - Boulder, and the  U n i v e r s i t y  o f  
Denver i n  t he  areas o f  o p t i c a l  data transmission, s i gna l  
processing, and computation. CCOR has received a  g ran t  f o r  
$160,000 from the  Department o f  Defense and, based on CCOR 



seed grants ,  has rece ived  $250,000 i n  matching funds and 
equipment from i ndus t r y .  

--	 Colorado I n s t i t u t e  f o r  A r t i f i c i a l  I n t e l l i g e n c e  (CIA11 -- a 
u n i v e r s i t y l i n d u s t r y  o r g a n i z a t i o n  t o  des ign  and implement an 
a r t i f i c i a l  i n t e l l  iqence research a m 1  i c a t  i ons  program. CIA1. . 
i s  i n  i t s  fo rmat i ve  phase. 

- - 	 SuperNet -- a network l i n k i n g  Colorado 's  h  i g h e r  educa t ion  
computing se rv ices  t o  make supercomputer research more 
access ib le  t o  member u n i v e r s i t i e s ,  p r i v a t e  i ndus t r y ,  and 
f e d e r a l  research. P r i v a t e  sec to r  p a r t i c i p a t  i o n  has inc luded  
donat ions and reduced p r i c e s  f o r  equipment. 

--	 Geotechnical  Cen t r i fuqe  F a c i l i t y  -- under development s i nce  
1983, t h e  c e n t r i f u g e  i s  used f o r  t e s t i n g  t he  sa fe ty  of s o i l  
and rock s t r u c t u r e s  (dams, hazardous w a s t e  containment) .  
Non-state con t r i bu t i ons :  $250,000 from i n d u s t r y  commi tments 
t o t a l  $250,000; proposed Nat iona l  Science Foundat ion funding 
up t o  $7.0 m i l l i o n .  

Proposed programs inc lude:  Colorado I n s t i t u t e  f o r  Research i n  
Biotechnology (seed g ran t s  awarded; s t a r t - u p  i n  1988), a  micro-
e l e c t r o n i c s  research 1 aboratory  (proposed FY 88 budget of $300,000; 
$2.3 m i l l i o n  wor th  o f  l a b  equipment donated by i ndus t r y ;  $100,000 i n  
research con t rac t s ) ,  and engineer ing research cen te rs  ( f o r m a t i v e  
phase; s t a t e  matching funds f o r  Na t iona l  Science Foundat ion g ran t s ) .  

SBCCOE. Ment ion should a l s o  be made o f  the  expanding a c t i v i t y  o f  
t h e  S ta te  System o f  Community Col leges and Occupat ional  Educat iona l  
programs. I n  con junc t i on  w i t h  t he  Governor 's Job T r a i n i n g  O f f i c e  
(JTPA), DOLA, and DOLE, t h e  programs o f  SBCCOE have p rov ided  t r a i n i n g  
resources t a i l o r e d  t o  l o c a l  community and i n d u s t r y  needs. 

Department o f  A g r i c u l t u r e  

Many o f  t he  department 's programs concern market ing o f  t h e  
s t a t e ' s  a g r i c u l t u r a l  products.  These i n v o l v e  p a r t i c i p a t i o n  i n  
i n t e r n a t i o n a l  food shows, employing USDA g ran t  t o  en te r  overseas 
markets, coo rd i na t i ng  t r ade  leads f o r  i n t e r n a t i o n a l  sa les,  and 
involvement w i t h  t he  Always Buy Colorado program. Pub1 i c a t  i ons  
i nc l ude  t he  a g r i c u l t u r a l  s t a t i s t i c s ,  Colorado Trade D i rec to r y ,  and t he  
Farm Fresh D i rec to r y .  

The department a l s o  o f f e r s  a g r i c u l t u r a l  product  process ing 
f e a s i b i l i t y  g ran t s  through CSU. These g ran t s  i n v o l v e  p r i v a t e  sec to r  
matching funds t o  develop s o l u t i o n s  t o  produce and s torage problems. 
I n  an at tempt  t o  d i v e r s i f y  product ion,  programs i n  a l t e r n a t i v e  c rop  
p roduc t i on  have a l s o  been i n i t i a t e d .  The department coord ina tes  i t s  
programs w i t h  and rece ives  funds f rom DOLA, USDA, i n  a d d i t i o n  t o  t h e  
p r i v a t e  sec to r .  



Colorado Agriculture Development Authority (CADA). CADA was 

created as a quasi-governmental corporation in 1981 to address 

perceived shortages of capital for agricultural businesses. The 

authority provides low interest financing to farmers, ranchers, and 

agricultural processors for capital expenditures through the issuance 

of tax-exempt industrial revenue bonds. It may also provide technical 

assistance and information, both designed to improve agricultural 

efficiency and to increase agricultural employment. In 1984, CADA 

issued $.5 million in loans; in 1985, CADA issues totaled $4.4 

mi 1 1ion. 


Department of Labor and Employment 


Job Diversion Program. The job diversion program authorizes 

county commissioners to refer persons applying for AFDC into public or 

private employment opportunities or to the federal Work Incentive 

(WIN) program, if eligible. Work experience relating to job-seeking 

and job-holding skills is provided. Counties may consolidate existing 

federal, state, and local employment program funds to maximize 

efficiency and to minimize costs and duplication. Weld County is 

currently operating a demonstration project. 


Job Alternative Program. This program allows counties to 

coordinate and consolidate existing employment, training, and support 

services for AFDC applicants and recipients in association with 

federal JTPA funds. Any plans concerning such consolidations must 

comply with state and federal regulations and be submitted to the 

state Department of Social Services for approval. For each household 

enrolled in the program, the county receives that household's AFDC 

payments for one year. Further, if the individual is placed in a 

non-subsidized job, the county receives a bonus payment equal to two 

months of the individual's AFDC payments. 


On-the-Job Training. The Division of Labor and Employment, 

through the Apprenticeship Council, conducts educational programs for 

journeymen to keep them abreast of current techniques and materials, 

and opportunities for advancement. The division also has the 

authority to establish training programs for displaced workers. The 

council is also instructed to cooperate with and advise SBCCOE, the 

department, and other government agencies. 


Office of Reaulatorv Reform 


The Office of Regulatory Reform was created in 1981 to 

consolidate, simplify, and expedite the business permitting system in 

Colorado. It is designed to provide comprehensive information on 

federal, state, and local business requirements, as well as to assist 

businesses during the early stages of set-up, and to review rules and 

regulations promulgated by other state agencies that may affect small 

business. 




Colorado Housing and Finance Authority 


The housing authority was created in 1973 as a quasi-governmental 

agency governed by a board of directors composed of the state auditor, 

a member of the General Assembly, and seven members appointed by the 

Governor with the consent of the Senate. As the name implies, the 

original function of CHFA was to assist housing markets in the 

construction of housing for low- and moderate-income persons. It does 

so through the issuance of revenue bonds to create loan funds and to 

purchase housing loans from other lenders. 


The authority's duties were expanded in 1982 to include broader 

economic development concerns. The programs created in response are 

detailed below. 


--	 ACCESS Program. In conjunction with the U.S. Small 
Business Administration's 5031504 loan program, ACCESS 
is designed for real estate and equipment projects 
that meet criteria for local certified development 
companies (CDCs). (CDCs are certified by SBA to 
provide economic development financing to targeted 
areas. The SBA approves the CDCs loans and acts as an 
agent to secure the funds CDC requires.) The SBA 
provides 40 percent of the funding, a lender 50 
percent, and the business owner the remaining ten 
percent. The loan is secured by a first lien. 
Through ACCESS, CHFA will participate in up to 90 
percent of the lender's loan. The program began in 
1987. Colorado's Public Employees' Retirement 
Association also invest in the program. 

--	 Quality Investment Capital (QIC) Proqram. The QIC 
program provides a safe investment for state funds in 
federally guaranteed Small Business Administration 
funds. These loans provide small businesses with long 
term, fixed interest loans (up to $600,000) at below 
market rates. From 1984 to mid-1987, 126 loans 
total1 ing $17.6 mi 11 ion have been issued. According 
to CHFA, over 1,003 jobs have been retained and 388 
jobs created due to QIC. 

- - 	 FLEX Fund Program. CHFA has set aside $1.0 million to 
purchase up to 75 percent of local revolving loan fund 
loans. These loans are normally more risky than 
conventional loans. Local funds are expected to 
service the loan and to use the CHFA funds to continue 
their economic development financing activities. This 
program began in January, 1987. 

--	 Export Program. CHFA also administers the Colorado 
Export Credit Insurance Program as a way to insure 
against political and economic risks associated with 
export activities. This program is operated in 



association with the Export-Import Bank, insuring 

shipments for up to 180 days. Either the exporter may 

be the beneficiary or he may assign that interest to a 

lender as security for export financing. Since 1984, 

23 shipments worth $2.1 million have been insured. 


Capital Construction and Development Finance 


Capital Development Committee. The Capital Development Committee 

is a joint legislative committee established in 1985 charged with 

studying and ranking the capital construction, controlled maintenance, 

and capital acquisition needs of the state and forecasting those 

requirements for future years. Membership is composed of two majority 

party members and one minority party member from each house. The 

committee functions on an ongoing basis and makes yearly 

recommendations to the Joint Budget Committee. 


Highway Users Tax Fund (HUTFL. HUTF derives its revenues from 

motor fuel excise taxes, vehicle registration fees, and ton- and 

passenger-mi1e taxes. These revenues are used to acquire 

rights-of-way, engage in highway construction and maintenance, and 

administer the state's road system. Moneys are allocated 

proportionally to the state and among the various counties and 

municipalities. The Colorado Highway Commission has the authority to 

issue revenue anticipation warrants from the fund to finance 

construction projects. 


Highway Legislation Review Committee. The review committee was 

reestablished in 1986 to provide legislative oversight to highway 

planning in the state. It may: review any phase of state department 

of highway operations; conduct post-operation reviews and audits; 

require the department to adopt five-, ten-, and fifteen-year highway 

development plans. The committee has eleven members, five appointed 

by the Governor and three from each house. 


Colorado Water Conservation Board Construction Fund. The water 

conservation board is an agency of state government created to protect 

and develop the water resources of the state. The board's 

construction fund is capitalized by user charges and state 

appropriations. 


Capital Construction Fund. The Capital Construction Fund was 

created in 1959 to finance the acquisition of land and buildings, 

demolition and renovation, site improvement, and planning and 

consulting services associated with capital construction projects. 

The fund is capitalized with state General Fund revenues and its funds 

are disbursed by the General Assembly as needed. 




Quasi-Governmental Development Authorities 


Because of constitutional prohibitions against debt financing by 

the state, many of its long-term financing mechanisms are provided by

the quasi-governmental agencies discussed below. 


Colorado Water Resources and Power Development Authority. The 

authority was created to preserve, manage, and promote beneficial use 

of the state's water resources. The authority is a quasi-governmental 

agency governed by a board of directors appointed by the Governor with 

the consent of the Senate. The authority may issue bonds based on 

revenues earned from power generation, water sales, and other state 

and federal aid. 


Postsecondary Educational Facilities Authority (PEFA). PEFA was 
created in 1981 as a means to lend money to the state's postsecondary 
institutions and to help those institutions lease, acquire, construct 
or rehabilitate needed facilities. To finance its activities, PEFA 
relies on state and federal grants and appropriations, and on revenue 
bond issues based on rents, lease and mortgage payments, or sales of 
facility properties. It may also use its funds to retire outstanding 
obligations of participating institutions. The term of the bonds may 
not exceed 40 years. 

State-supported institutions requesting PEFA funds in excess of 
$1.0 million must have the expenditure authorized by a bill passed by
the General Assembly and the terms of the project approved by the 
Colorado Commission on Higher Education. PEFA is governed by a 
seven-member board appointed by the Governor with the consent of the 
Senate. 

Colorado Health Facilities Authority. This authority was created 
in 1977 to assist health facilities in the state to lease, acquire, 
construct, or rehabilitate health facilities, and to retire or 
refinance existing debt. The powers and duties of the authority are 
essentially the same as those of PEFA. The authority is governed by a 
seven-member board appointed by the Governor with the consent of the 
Senate. 

Local Government Development Finance 


The Colorado Constitution specifies that any issuance of general 

obligation (GO) debt issued by any political subdivision of state must 

be approved by the qualified, taxpaying electors of that subdivision. 

The procedures for such issues are addressed in statute. 


Municipalities. Incorporated municipalities may issue GO bonds 

up to an aggregate value of three percent of the actual value of 

taxable property within their jurisdictions. Except for those bonds 

issued for water supply projects, the term of such bonds may not 

exceed 30 years. Cities may also organize housing authorities to 

address housing shortages. These authorities may issue bonds based on 




anticipated revenues form authority projects (e.g., rents) and other 

sources (e.g., federal government aid). Bond terms may not exceed 60 

years. 


Counties. Counties may issue GO bonds to finance the acquisition 

and maintenance of public buildings, roads, and mass transportation 

and airport facilities. The terms of such issues may not exceed 

twenty years. Counties may also establish capital improvement trust 

funds as a source of direct appropriations for approved projects or to 

retire non-GO obligations issued to finance approved projects. 

Counties may also establish county housing authorities to finance 

shelter for agricultural and other low income workers. In terms of 

debt financing, county housing authority powers are similar to those 

of municipal housing authorities as noted in the preceding paragraph. 


Development revenue bonds (DRBs). Counties and municipalities 

have the power to issue DRBs to acquire, finance, or improve 

properties for the purpose of promoting industry and maintaining a 

balanced and stable economy. Eligible projects include: housing; 

hospitals; manufacturing, commercial or agricultural facilities; 

pollution control equipment; water supply, and sewage and waste 

treatment facilities; and airports. As the name implies, such bonds 

must be retired from revenues generated by the project being financed. 

Maturity may not exceed 40 years. 


Passage of a resolution by the board of county commissioners or a 

municipal ordinance is required for the issuance of DRBs. The 

aggregate value of local government tax-exempt bonds are subject to 

ceilings established in federal law based on a special dollar value 

per capita. Colorado statute allocates this total value among bond 

issuing authorities at the state and local level. 


Tax increment financing. Tax increment financing (TIF) employs 
changes in an area's tax base to finance or retire bonds issued to 
cover the cost of redeveloping that area. The tax base of an area --
property taxes or sales taxes (or both) -- is established at the time 
the TIF district is designated. Any growth in the tax base beyond the 
initially designated level is paid into a special fund used to retire 
TIF bonds. 

In Colorado, Downtown Development Authorities (DDAs) and Urban 

Renewal Authorities (URAs) may engage in TIF. The former must request 

the governing body of the municipality to issue the tax increment 

bonds while the latter may issue the bonds directly. Criteria are 

specified in statute that determine if an area is eligible for TIF. 

The process by which a TIF district is designated and the planning 

process for its redevelopment are also specified. TIF moneys may be 

used to acquire land, demolish or rehabilitate existing structures, 

and install or reconstruct streets, utilities, parks, or other 

improvements. 
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B I L L  1 

A B I L L  FOR AN ACT 

1 CONCERNING STATE GOVERNMENT COMPETITION WITH PRIVATE 


2 ENTERPRISE. 


Bi 1 1  Summary 


Prohibits state agencies from manufacturing, selling, or 

distributing any good or service to the public which good or 

service is also offered by private enterprise unless such 

manufacture, sale, or distribution is specifically authorized 

by law. Allows competition in specified circumstances. 


Prohibits institutions of higher education from providing 

goods, services, or facilities which are available from 

private enterprise to persons other than students, faculty, 

staff, and invited guests, unless the provision of such goods, 

services, or facilities is necessary for the educational 

experience or unless such provision fulfills the public 

service mission of the institution of higher education. 


Requires the governing boards of institutions of higher 

education to adopt procedures to regulate the competition 

between private enterprise and the institutions. Establishes 

a procedure through which aggrieved persons may file a 

complaint with the commission on higher education. 


Creates the private enterprise review board for the 

purpose of hearing complaints from private enterprise 

regarding competition with state agencies. Requires the board 

to submit a report of its activities to the general assembly 

and to the governor. 


3 --Be it enacted 4 the General Assembly of the State of Colorado: 

-63-



SECTION 1. Title 24, Colorado Revised Statutes, 1982 

Repl. Vol., as amended, is amended BY THE ADDITION OF A NEW 

ARTICLE to read: 

ARTICLE 113 

State Government Competition 

with Private Enterprise 

24-113-101. Legislative declaration. The general 

assembly hereby finds and declares that state government 

competes with the private sector when state government 


provides certain goods and services to the public. 


Recognizing this problem, it is the intent of the general 


assembly and the purpose of this article to provide additional 


economic opportunities to private industry and to regulate 


competition by state agencies, including institutions of 


higher education. It is the further intent of the general 


assembly that issues and complaints regarding competition 


between state government and nonprofit organizations and the 


private sector be addressed through a private enterprise 


review board, which board shall be created in this article. 


24-113-102. Definitions. As used in this article, 


unless the context otherwise requires: 


(1) llCommissionNmeans the Colorado commission on higher 

education. 

(2) "Institution of higher education1' means a 

state-supported college, university, or community college. 

(3) "Invited guests" means persons who enter onto a 


campus for an educational, research, or public service 




activity and not primarily to purchase or receive goods and 


services not related to the educational, research, or public 


service activity for which such persons enter onto the campus. 


(4) "Nonprofit organization1' means a nonprofit 


religious, charitable, or educational organization which is 


entitled to tax exemption under section 501 (c) (3) of the 


federal "Internal Revenue Code of l986", and any amendments 


thereto. 


(5) "Private enterprise" means an individual, firm, 


partnership, joint venture, corporation, association, or any 


other legal entity engaging in the manufacturing, processing, 


sale, offering for sale, rental, leasing, delivery, 


dispensing, distributing, or advertising of goods or services 


for profit. 

(6) "State agency" means a department, office, 

commission, institution, board, or other agency of state 

government. 

24-113-103. State competition with private enterprise 

prohibited - exceptions. (1) A state agency shall not engage 

in the manufacturing, processing, sale, offering for sale, 

rental, leasing, delivery, dispensing, distributing, or 

advertising of goods or services to the public whi ch are also 

offered by private enterprise unless specifically authorized 

by law. 

(2) A state agency shall not offer or provi de goods c r  

services to the public for or through another state agency or 

a local agency, including by intergovernmental or interagency 
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agreement, in violation of this section. 


(3) The restrictions on competition with private 


enterprise contained in this section do not apply to: 


(a) The development, operation, and management of state 


parks, historical monuments, and hiking or equestrian trails; 


(b) Correctional industries established and operated by 


the department of corrections pursuant to article 24 of title 


17, C.R.S., if the prices charged for products sold by the 


correctional industries are not less than the actual cost of 


producing and marketing the product plus a reasonable 


allowance for overhead and administrative costs; 


(c) The Colorado tourism board; 


(d) Printing and distributing information to the public 


if the state agency is otherwise authorized to do so, and 


printing or copying public records or other material relating 


to the state agency's public business if the costs of such 


printing, copying, and distribution are recovered through fees 


and charges; 


(e) The department of pub1 ic safety; 


(f) The construction, ma intenance, and operation of 


state transportation facilities; and 


(g) The provision of free medical services or equipment 


to indigents in association with a community service health 


program. 


(4) The provisions of section 24-113-104 and not the 


restrictions contained in subsection (1) of this section shall 


apply to institutions of higher education. 




24-113-104. Competition with private enterprise by 

institutions of higher education - rules - complaints. 

(1) Institutions of higher education shall not, unless 


specifically authorized by statute: 


(a) Provide to persons other than students, faculty, 


staff, and invited guests goods, services, or facilities that 


are available from private enterprise, unless the provision of 


the goods, service, or facility offers a valuable educational 


or research experience for students as a part of their 


education or fulfills the public service mission of the 


institution of higher education; however, institutions of 


higher education may sponsor or provide facilities for 


recreational, cultural, and athletic events or facilities for 


food services and sales. In determining whether the provision 


of a good or service pursuant to this paragraph (a) offers a 


valuable educational or research experience, the following 


criteria shall be considered: 


(I) Whether the provision of the good, service, or 


facility is substantially and directly related to the 


instructional, research, or public service mission of the 


institution of higher education; 


(11) Whether the good, service, or facility is 


practically available in the private marketplace; 


(111) Whether there is a demand in the public for the 


good, service, or facility; and 


(IV) Whether the price charged for the good, service, or 


facility reflects the direct and indirect costs and overhead 
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1 	 costs of providing such good, service, or facility and the 


price in the private marketplace. 


(b) Enter competitive bidding for rendering any goods or 


services unless a clear educational or research advantage 


would accrue to this state by the institution of higher 


education rendering of goods or services. Any such bid shall 


fairly and fully allocate all direct and indirect costs unless 


the funding agency or sources provide for or require all 


bidders to use a specific procedure or formula for allocating 


costs. 


(c) Provide goods, services, or facilities for or 


through another state agency or a local agency, including by 


intergovernmental or interagency agreement, which, if provided 


directly by the contractor, would be in violation of this 


section. 


(2) Institutions of higher education shall not provide 


to students, faculty, staff, or invited guests any goods, 


services, or facilities that are practically available from 


private enterprise except as authorized by the commission. In 


determining whether the provision of a good, service, or 


facility pursuant to this subsection (2) shall be authorized, 


the commission shall consider the following criteria: 


(a) Whether the provision of the good, service, or 


facility is substantially and directly related to the 


instructional, research, or public service mission of the 


institution of higher education; 


(b) 	Whether the provision of the good, service, or 




f a c i l i t y  i s  necessary o r  convenient f o r  the  campus community; 

( c )  Whether the p r i c e  charged f o r  the  good, serv ice ,  o r  

f a c i l i t y  r e f l e c t s  the  d i r e c t  and i n d i r e c t  cos ts  and overhead 

costs o f  p rov id ing  such good, serv ice ,  o r  f a c i l i t y ;  and 

(d)  Whether measures have been taken t o  ensure t h a t  the  

p r o v i s i o n  o f  a good, serv ice,  o r  f a c i l i t y  pursuant t o  t h i s  

subsect ion ( 2 )  i s  on l y  f o r  students, f a c u l t y ,  s t a f f ,  o r  

i n v i t e d  guests and not  f o r  the general p u b l i c .  

(3 )  The commission may adopt and implement r u l e s  t o  

p rov ide  f o r  the d isposal  by sa le  o f  products and by-products 

which are an i n t e g r a l  p a r t  o f  research o r  i n s t r u c t i o n  

conducted by the i n s t i t u t i o n  o f  h igher  educat ion under i t s  

j u r i s d i c t i o n  i f  the products and by-products a re  no t  so ld  t o  a 

r e t a i l e r  o r  so ld  a t  r e t a i l  t o  the  p u b l i c  by the  p a r t i c u l a r  

i n s t i t u t i o n  o f  h igher  educat ion unless the  sa le  i s  an i n t e g r a l  

p a r t  o f  the  p a r t i c u l a r  research p r o j e c t  o r  i n s t r u c t i o n a l  

program o r  there  i s  no o the r  p r a c t i c a l  way of d ispos ing  by 

sa le  o f  the products o r  by-products, and i f  the  products o r  

by-products are so ld  a t  t h e i r  market value. 

( 4 )  The commission, i n  cooperat ion w i t h  Colorado 

business organ iza t ions  and representa t ives  o f  the  Colorado 

small business community, s h a l l  adopt procedures to :  

(a)  Regulate compet i t ion  w i t h  p r i v a t e  e n t e r p r i s e  and 

ensure compliance w i t h  t h i s  sect ion;  

(b )  Regulate use o f  f a c i l i t i e s  by students, f a c u l t y ,  

s t a f f ,  i n v i t e d  guests, and the  general pub l i c ;  

( c )  Promptly hear and reso l ve  complaints lodged under 
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t h i s  sec t ion .  Such procedures s h a l l  i n c l u d e  p r o v i s i o n s  f o r  an 

exped i ted  hea r i ng  process i f  i t  i s  determined t h a t  t h e  a l l e g e d  

c o m p e t i t i o n  may cause severe f i n a n c i a l  ha rdsh ip  on t h e  person 

f i l  ng t h e  compla in t .  

( 5 )  Any person aggr ieved  by a v i o l a t i o n  o f  t h i s  s e c t i o n  

may f i l e  a  compla in t  w i t h  t h e  commission. The commission 

sha 1 t r a n s m i t  a  copy o f  a  compla in t  r ece i ved  pursuan t  t o  t h i s  

subsec t ion  ( 5 )  t o  t he  p r i v a t e  e n t e r p r i s e  rev iew  board c rea ted  

i n  s e c t i o n  24-113-105. The commission s h a l l  hear compla in ts  

made pursuant  t o  t h i s  subsec t ion  ( 5 )  w i t h i n  s i x t y  days and 

s h a l l  render  i t s  d e c i s i o n  w i t h i n  t h i r t y  days a f t e r  t h e  

hear ing.  A person does n o t  have s tand ing  t o  cha l l enge  

v i o l a t i o n s  o f  t h i s  s e c t i o n  i n  t h e  c o u r t s  o f  t h i s  s t a t e  u n t i l  

t h e  person has f i r s t  made a compla in t  t o  t h e  commission and 

has rece i ved  t he  commiss ion 's  dec i s i on .  

( 6 )  Th i s  s e c t i o n  s h a l l  n o t  app ly  t o :  

( a )  The Colorado h e a l t h  sc iences c e n t e r  operated by t h e  

u n i v e r s i t y  o f  Colorado, except  i n  those cases i n  which t he  

h e a l t h  sciences cen te r  p rov ides  p r o s t h e t i c  o r  medica l  dev ices,  

o r  se rv i ces  r e l a t e d  t o  such dev ices,  and a s u r g i c a l  o r  medica l  

procedure i s  n o t  i nvo l ved  i n  t he  a p p l i c a t i o n  o f  t he  device; 

( b )  The p r o v i s i o n  o f  f r e e  medica l  se rv i ces  o r  equipment 

t o  i n d i g e n t s  i n  a s s o c i a t i o n  w i t h  a  community s e r v i c e  h e a l t h  

program; 

( c )  P u b l i c  s e r v i c e  r a d i o  and t e l e v i s i o n  s t a t i o n s  

l i censed  t o  a  govern ing  board o r  t o  t he  i n s t i t u t i o n  o f  h i ghe r  

educa t ion  under i t s  j u r i s d i c t i o n .  



(7) The exceptions to the restrictions on competition 


with private enterprise in subsections (I), (3), and (6) 0f 


this section are subject to review by the private enterpri se 


review board in accordance with section 24-113-105. 


24-113-105. Private enterprise review board - members -

terms - duties. (1) (a) There is hereby created the private 

enterprise review board, which board shall consist of eleven 

regular members and four advisory members. Of the eleven 

regular members, one shall be the executive director or chief 

administrative officer of one of the principal departments and 

shall be appointed by the governor, one shall be appointed by 

the state board for community colleges and occupational 

education, one shall be appointed by the commission, two shall 

represent nonprofit organizations incorporated in Colorado and 

shall be appointed by the governor, and the remaining six 

members shall be engaged in private enterprise with at least 

three members from businesses with twenty or fewer employees. 

The speaker of the house of representatives, the president of 

the senate, and the governor shall each appoint two of the six 

members engaged in private enterprise, and of the two 

appointments at least one shall be a representative of the 

small business community. Two of the advisory members shall 

be from the house of representatives and shall be appointed by 

the speaker of the house. One of the advisory members from 

the house of representatives shall be a member of the housz 

appropriations committee. Two of the advisory members shall 

be from the senate and shall be appointed by the president of 
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the senate. One of the advisory members from the senate shall 


be a member of the senate appropriations committee. 


(b) Regular and advisory members of the board shall 


serve terms of two years. In the event that any member is 


unable to complete the term, a replacement member shall be 


appointed for the remainder of the unexpired term by the 


person who made the original appointment. 


(c) Members of the board shall not receive compensation, 


but shall be reimbursed for all reasonable and necessary 


expenses incurred in fulfilling their duties under this 

section. 

(2) The board shall select a chairman from among its 

members engaged in private enterprise and it shall meet at 


least four times each year at the state capitol building. The 


board may hold any additional meetings deemed necessary by the 


chairman. 


(3) (a) Any person who believes that a state agency or 


nonprofit organization has violated any provision of this 


article may file a written complaint with the board stating 


the grounds for such complaint. The board shall receive such 


written complaints and shall transmit such complaints to the 


state agency or nonprofit organization which is alleged in the 


complaint to be in violation. The board shall not consider a 


complaint relating to an institution of higher education. 


(b) The state agency or nonprofit organization named in 


the complaint shall respond to the board in writing within 


forty-five days after receipt of a complaint. The state 




agency or nonprofit organization shall either admit or deny 


the allegations made in the complaint and it shall indicate 


whether remedial action will be taken. 


(c) The board shall hold public hearings on complaints 


and it shall determine whether the state agency or nonprofit 


organization is in violation of the provisions of this 

article. 

(d) Within sixty days after the response, the board 

shall issue a report of its findings to the complainant and 


the state agency or nonprofit organization. 


(4) The board shall transmit a complete report of each 


of its meetings to the joint budget committee of the general 


assembly, the executive director of the department of revenue, 


the state auditor, and to the governor. The reports shall 


include recommendations for remedies of violations of this 


article as well as findings regarding the exceptions to the 


prohibitions established in this article. 


(5) At the request of the board, the office of 


regulatory reform shall provide such staff support as is 


necessary for the board to carry out its duties pursuant to 


this section. The state auditor shall provide performance 


audit information to the board and the department of revenue 


and the office of the secretary of state shall provide 


information relating to nonprofit organizations. 


SECTION 2. Part 9 of article 34 of title 24, Colorala 

Revised Statutes, 1982 Repl. Vol., as amended, is amended BY 

THE ADDITION OF A NEW SECTION to read: 
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24-34-914. Cont rac ts  w i t h  p r i v a t e  e n t e r p r i s e .  ( 1 )  Any 

bus iness which d e s i r e s  t o  p r o v i d e  a  good o r  s e r v i c e  t o  t h i s  

s t a t e  s h a l l  submit  a  proposal  w i t h  t h e  o f f i c e .  

( 2 )  The o f f i c e  s h a l l  send a  copy o f  t h e  p roposa l  t o  t h e  

s t a t e  agency which p rov ides  goods o r  s e r v i c e s  s i m i l a r  t o  t h e  

goods o r  s e r v i c e s  o f f e r e d  i n  t h e  p roposa l .  The s t a t e  agency 

t o  which t h e  p roposa l  i s  sen t  s h a l l  conduct an a n a l y s i s  o f  t h e  

proposal  t o  determine whether t h e  good o r  s e r v i c e  can be 

p rov ided  by t h e  bus iness a t  a  c o s t  which i s  l e s s  than  t h a t  o f  

t h e  s t a t e  agency. The s t a t e  agency s h a l l  send a  copy o f  i t s  

a n a l y s i s  o f  t h e  proposdl  t o  t h e  o f f i c e .  

( 3 )  The o f f i c e  s h a l l  send cop ies  o f  t h e  a n a l y s i s  t o  t h e  

business which submi t ted t h e  p roposa l  and t o  t h e  d i r e c t o r  o f  

t h e  d i v i s i o n  o f  commerce and development i n  t h e  department o f  

l o c a l  a f f a i r s .  The o f f i c e  s h a l l  r ev i ew  and eva lua te  t h e  

a n a l y s i s  i n  c o n s u l t a t i o n  w i t h  t h e  d i r e c t o r  o f  t h e  d i v i s i o n  o f  

commerce and development. The o f f i c e  may h o l d  p u b l i c  hear ings  

as a  p a r t  o f  t he  e v a l u a t i o n  process. 

( 4 )  The o f f i c e ,  based on i t s  rev iew and e v a l u a t i o n  of 

t h e  a n a l y s i s  and i t s  c o n s u l t a t i o n  w i t h  t h e  a f f e c t e d  s t a t e  

agency, s h a l l  make recommendations t o  t h e  j o i n t  budget 

committee o f  t h e  genera l  assembly and t o  t he  o f f i c e  o f  s t a t e  

p l ann ing  and budget ing.  Such recommendations s h a l l  i n c l u d e  a  

conc lus ion  as t o  whether t h e  good o r  s e r v i c e  o f f e r e d  i n  t h e  

p roposa l  can be p rov ided  by t h e  business s u b m i t t i n g  t he  

proposal  a t  a  c o s t  which i s  l e s s  than  t h a t  o f  t h e  s t a t e  

agency. 
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SECTION 3. Effective date - applicability. This act 

shall take effect July 1, 1988, and shall apply to acts 

committed on or after said date. 

SECTION 4. Safety clause. The general assembly hereby 


finds, determines, and declares that this act is necessary 


for the immediate preservation of the public peace, health, 


and safety. 
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BILL 2 


A BILL FOR AN ACT 


1 CONCERNING STATE AGENCY RULE-MAKING PROCEDURES. 


Bill Summary 


(Note: This summary applies to this bill as introduced 
and does not necessarily reflect any amendments which may & 
subsequently adopted.) 

Requires state agencies to mail a notice of proposed 

rule-making to all persons who have requested such 

notification. Authorizes the adoption of emergency rules 

where the adoption of such rules is necessary to comply with a 

federal law or regulation. 


Requires that fiscal impact statements include a 

cost-benefit analysis of the impact of the rule. Establishes 

specified criteria for the adoption of a proposed rule by an 

agency. Requires agencies to maintain copies of proposed 

rules, minutes of meetings, and attorney general opinions and 

to make such material available for public inspection. 


Requires agencies to issue a regulatory analysis of 

proposed rules. Specifies what the analysis must contain and 

requires the analysis to be made available to the public. 


Requires agencies to maintain a record of the rule-making 

proceedings, which record shall be open to public inspection. 


2 Be it enacted & the General Assembly of the State of Colorado: 

3 SECTION 1. 24-4-103 (3) and (6), Colorado Revised 


4 Statutes, 1982 Rep I .  Vo 1 ., are amended to read: 

5 24-4-103. Rule-making - procedure. (3) (a) Notice o f  

6 proposed rule-making shall be pub'lished as provided in 




1 subsection (11) of this section and shall state the time, 

2 p l a c e ,  arid rinture of pub I ic rule-making proceedings which 

3 shall not be held less than twenty days after such 

4 publication, the duthority under which the rule is proposed, 

5 and either thc tcrms or the substance of the proposed rule or 

G a description of the subjects and issues involved. 

( b )  E A C H  RULE-MAKING AGENCY SHALL M A I N T A I N  A L I S T  OF A L L  

PERSONS WHO RtQ1JCST N O T 1 F I C A T I O N  OF PROPOSED RULE-MAKING. 

W I T H I N  THREE DAYS AFTER P U O L I C A T I O N  OF PROPOSED RULES I N  THE 

COLORADO R E G I S T E R ,  THE AGENCY SHALL. M A I L  THE N O T I C E  OF 

PROFOSEO RULE-MAKING TO A L L  PERSONS ON SUCH L I S T .  

( 6 )  A temporary or emergency rule may be adopted without 

compliance with the procedures prescribed in subsection (4) of 

this section and with less than the twenty days' notice 

prescribed irr subsection (3) of this section (or where 

circumstances imperatively require, without notice) where an 

agency finds that immediate adoption of the rule is 

in~pcratively necessary TO COMPLY W I T H  A FEDERAL LAW OR 

19 REGULATION OR for the preservation of public health, safety, 

2 0  or welfare and compliance with the requirements of this 

21 section would be contrary to the public interest. Such 

22 findings and a statement of the reasons for the action shall 

23 be published with the rule. A temporary or emergency rule 

24 shall become effective on adoption or on such later date as is 

25 stated in the rule, shall be published promptly, and shall 

26 have effect for not more than three months from the adoption 

27 thereof or for such shorter period as may be specifically 



provided by the statute governing such agency, unless made 


permanent by compliance with subsections (3) and (4) of this 


sect ion. 


SECTION 2. 24-4-103 (4), Colorado Revised Statutes, 1982 


Repl. Vol., as amended, is REPEALED AND REENACTED, WITH 


AMENDMENTS, to read: 


24-4-103. Rule-making - procedure. (4) (a) At the 

place and time stated in the notice, the agency shall hold a 

public hearing at which it shall afford interested persons an 

opportunity to submit written data, views, or arguments and to 

present the same orally unless the agency deems it . 
unnecessary. The agency shall consider all such submissions. 

Any proposed rule or revised proposed rule by an agency which 

is to be considered at the public hearing, together with a 

proposed statement of basis, specific statutory authority, 

purpose, proposed fiscal impact statement, and the regulatory 

analysis required in subsection (4.5) of this section, shall 

be made available to any pers on at least five days prior to 

said hearing. On and after July 1, 1988, the proposed fiscal 

impact statement shall include a description and 

quantification of the relati ve costs and benefits, direct and 

indirect, which would be experienced by persons, 

organizations, and governmental entities from the 

implementation of the rule. Any rule promulgated by any 

agency wi thout a proposed fiscal impact statement which 

complies w ith the requirements of this subsection (4) shall be 


void. The rules promulgated by the agency shall be based on 
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the record, which shall consist of proposed rules, evidence, 


exhfbits, and other matters presented or considered, matters 


officially noticed, rulings on exceptions, any findings of 


fact and conclusions of law proposed by any party, and any 


written comments or briefs filed. 


(b) A1 1 proposed rules shall be reviewed by the agency. 


No rule shall be adopted unless: 


(I) The record of the rule-making proceeding 


demonstrates the need for the regulation; 


(11) The proper statutory authority exists for the 


regulation; 


(111) The regulation is clearly and simply stated so 


that its meaning will be understood by any party required to 


comply with the regulation; 


(IV) The regulation does not conflict with other 


provisions of law; and 


(V) The duplication or overlapping of regulations is 


explained by the agency proposing the rule. 


(c) Rules, as finally adopted, shall be consistent with 


the subject matter as set forth in the notice of proposed 

rule-making provided in subsection (11) of this section. 

After consideration of the relevant matter presented, the 

agency shall incorporate by reference on the rules adopted a 


written concise general statement of their basis, specific 


statutory authority, and purpose. The written statement of 


the basis, specific authority, and purpose of a rule which 


involves scientific or technological issues shall include a 




1 detailed, analytical evaluation of the scientific or 

2 technological rationale justifying the rule. Each agency 

shall maintain a copy of its currently effective rules and the 

current status of each published proposal for rules and 

minutes of all its action upon rules, as well as any attorney 

general's opinion rendered on any adopted or proposed rule. 

Such materials shall be available for inspection by any person 

during regular office hours. 

(d) Within one hundred eighty days after the last public 

hearing on the proposed rule, the agency shall adopt a rule 

pursuant to the rule-making proceeding or terminate the . 
proceeding by publication of a notice to that effect in the 

Colorado register. 

SECTION 3. 24-4-103, Colorado Revised Statutes, 1982 

Repl. Vol., as amended, is amended BY THE ADDITION OF THE 

FOLLOWING NEW SUBSECTIONS to read: 

24-4-103. Rule-making - procedure. (4.5) (a) The 

agency shall issue a regulatory analysis of a proposed rule. 

The regulatory analysis shall contain: 

( I )  A description of the classes of persons who will be 

affected by the proposed rule, including classes that will 

bear the costs of the proposed rule and classes that will 

benefit from the proposed rule; 

( 1 1 )  A description of the probable quantitative and 

qualitative impact of the proposed rule, economic or 

otherwise, upon affected classes of persons; 

( 1 1 1 )  The probable costs to the agency and to any other 
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1 agency of the implementation and enforcement of the proposed 

2 rule and any anticipated effect on state revenues; 

3 (IV) A comparison of the probable costs and benefits of 

4 the proposed rule to the probable costs and benefits of 

5 inaction; 

6 ( V )  A determination of whether there are less costly 

7 methods or less intrusive methods for achieving the purpose of 

the proposed rule; and 


( V I )  A description of any alternative methods for 

achieving the purpose of the proposed rule that were seriously 

considered by the ascncy and the reasons why they were 

rejected in favor of t n ~  proposed rule. 

(b) Each regul atory analysis shall include 


quantification of the data to the extent practicable and shall 


take account of both short-term and long-term consequences. 


( c )  The regulatory analysis shall be available to the 

public at least five days prior to the rule-making hearing. 

( d l  If the agency has made a good faith effort to comply 

with the requirements of paragraphs (a) to (c) of this 

subsection ( 4 . 5 ) ,  the rule shall not be invalidated on the 

ground that the contents of the regulatory analysis are 

insufficient or inaccurate. 

(8.1)(a) An agency shall maintain an official 


rule-making record for each proposed rule for which a notice 


of proposed rule-making ha? been published in the Colorado 


register. The rule-making record and any materials 


incorporated by reference in the record shall be available for 




p u b l i c  inspect ion .  

(b )  The agency rule-making reco rd  s h a l l  conta in :  

( I )  Copies o f  a l l  p u b l i c a t i o n s  i n  t he  Colorado r e g i s t e r  

w i t h  respect  t o  the r u l e  o r  t he  proceeding upon which the r u l e  

i s  based; 

(11) Copies o f  any p o r t i o n s  o f  the  agency's p u b l i c  

rule-making docket con ta in ing  e n t r i e s  r e l a t i n g  t o  the  r u l e  o r  

the  proceeding upon which the  r u l e  i s  based; 

(111) A l l  w r i t t e n  p e t i t i o n s ,  requests, submiss ions, and 

comments received by the  agency and a1 1 o ther  w r i t t e n  

m a t e r i a l s  considered by the  agency i n  connect i o n  w i t h  the  

fo rmula t ion ,  proposa1, o r  adopt ion o f  the  r u l e  o r  t he  

proceeding upon which the  r u l e  i s  based; 

( I V )  Any o f f i c  i a l  t r a n s c r i p t  o f  o r a l  p resenta t ions  made 

i n  the  proceeding upon which the r u l e  i s  based or ,  if not  

t ranscr ibed,  any tape record ing  o r  stenographic record  of 

those presenta t ions  and any memorandum prepared by a  p res id ing  

o f f i c i a l  summarizing the  contents o f  those presenta t ions ;  

( V )  A copy o f  any regu la to ry  ana lys i s  prepared f o r  the 

proceeding upon which the r u l e  i s  based; 

( V I )  A copy o f  the r u l e  and explanatory statement f i l e d  

i n  the o f f i c e  o f  the secre tary  o f  s ta te ;  

( V I I )  A l l  p e t i t i o n s  f o r  except ions to ,  amendments of,  o r  

repeal o r  suspension o f  the r u l e ;  

( V I I I )  A copy o f  any o b j e c t i o n  t o  the  r u l e  presented t o  

the  committee on lega l  serv ices o f  t he  general assembly by i t s  

s t a f f  pursuant t o  paragraph (d)  of  subsect ion (8) o f  t h i s  
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section and the agency's response; and 


( I X )  A copy of any filed executive order with respect to 

the rule. 

(c) Upon judicial review, the record required by this 


section constitutes the official rule-making record with 


respect to a rule. The agency rule-making record need not 


constitute the exclusive basis for agency action on that rule 


or for judicial rr?view thereof. 


(8.2) (a) A rule adopted on or after September 1, 1988, 

shall be invalid unless adopted in substantial compliance with 

the provisions of this section. However, inadvertent failure 

to mail a notice of pr*.lp~scd rule-making to any person as 

required by subsection (3) of this section shall not 

invalidate a rule. 

(b) An action to contest the validity of a rule on the 

grounds of its noncompliance with any provision of this 


section shall be commenced within two years after the 


effective date of the rule. 


SECTION 4 .  Safety clause. The general assembly hereby 

finds, determines, and declares that this act is necessary 

for the immediate preservation of the public peace, health, 

and safety. 



---- 

BILL 3 

A BILL FOR AN ACT 

1 CONCERNING THE PROCUREMENT ADVISORY COUNCIL, AND MAKING AN 

2 APPROPRIATION IN CONNECTION THEREWITH. 

B i l l  Summary 

(Note: Th i s  summary a p p l i e s  t o  t h i s  b i l l  as i n t r oduced  
and does n o t  n e c e s s a r i l  r e f l e c t  any amendments which mpy -be---asubsequent ly ado ted.  

Changes t h e  membership o f  t h e  procurement adv i so ry  
counc i l .  Requi res t h e  c o u n c i l  t o  s tudy c e r t a i n  s p e c i f i e d  
issues and t o  make i n i t i a l  and f i n a l  recommendations t o  t h e  
s t a t e  purchas ing  d i r e c t o r .  Au thor izes  t h e  s t a t e  purchas ing  
d i r e c t o r  t o  d i s t r i b u t e  reques ts  f o r  p roposa ls  f o r  t he  
p u b l i c a t i o n  o f  a Colorado bus iness o p p o r t u n i t y  b u l l e t i n  i n  t h e  
event  t h a t  t he  c o u n c i l  recommends i n  i t s  i n i t i a l  f i n d i n g s  t h a t  
such a b u l l e t i n  be pub l i shed .  

Makes an a p p r o p r i a t i o n  f o r  t he  implementat ion of  t h e  ac t .  

Be i t  enacted b~ ----3 -- t h e  General Assembly o f  t h e  S t a t e  o f  Colorado: 

4 SECTION 1. 24-102-502. Colorado Revised S ta tu tes ,  1982 

5 Repl. Vol., as amended, i s  REPEALED AND REENACTED, WITH 

6 AMENDMENTS, t o  read:  

7 24-102-502. Procurement adv i so ry  c o u n c i l .  (1) The 

8 governor  s h a l l  e s t a b l i s h  a procurement adv i so ry  c o u n c i l ,  t o  be 

9 composed o f  e leven  members. The c o u n c i l  s h a l l  meet a t  l e a s t  



t h ree  t imes a year t o  develop recommendations f o r  the 

enhancement o f  o p p o r t u n i t i e s  t o  make purchases from Colorado 

businesses and t o  i d e n t i f y  ways t o  purchase goods and serv ices  

i n  t he  most c o s t - e f f i c i e n t  manner. A t  l e a s t  three members o f  

t h e  counc i l  s h a l l  be from purchasing and us ing  agencies, and 

a t  l e a s t  f i v e  members s h a l l  have business i n t e r e s t s  and s h a l l  

be owners o r  c h i e f  execut ives o f  businesses. O f  the f i v e  

members w i t h  business i n t e r e s t s ,  a t  l e a s t  one s h a l l  be from 

each o f  the  f o l l o w i n g  ca tegor ies  o f  businesses: Those w i t h  

one t o  twenty employees; those w i t h  twenty-one t o  f i f t y  

employees; those w i t h  f i f t y - o n e  t o  one hundred employees; and 

those w i t h  more than one hundred employees. E f f e c t i v e  J u l y  1, 

1988, the  terms o f  o f f i c e  o f  the  e x i s t i n g  members o f  the 

procurement advisory counc i l  s h a l l  terminate,  and, p r i o r  

there to ,  t he  governor s h d l l  appoint  the  members o f  the new 

counc i l .  The term o f  o f f i c e  o f  each member s h a l l  be th ree  

years; except t h a t ,  i n  making the  i n i t i a l  appointments, the 

governor s h a l l  appoint  four  members f o r  terms o f  t h ree  years, 

four  members f o r  terms of  two years, and th ree  members f o r  

terms of one year.  

(2 )  The procurement advisory counc i l  s h a l l  study i s s u e s  

which inc lude,  b u t  which are no t  l i m i t e d  to ,  the fo l l ow ing :  

(a) Access t o  the  procurement process by small 

businesses, i n c l u d i n g  businesses owned by women and 

m i n o r i t i e s ;  

(b) The number, s ize ,  l oca t i on ,  age, and o the r  

demographic in fo rmat ion  about businesses which p a r t i c i p a t e  and 



have been successful in state purchasing; 


(c) Publication of a Colorado business opportunity 


bulletin, which would include opportunities to provide goods 


and services to governmental bodies; 


(d) Improvements in the publication of solicitations and 


procurement opportunities; 


(e) Identification of problems in the procurement 


process, including time limits, bonding requirements, and 


contract specifications and size; 


(f) Whether increased personnel levels within the 


division of purchasing are necessary to include more companies 


in the procurement process; and 


(g) An analysis of which additional goods and services 


could be obtained through the private sector. 


(3) The procurement advisory council shall report its 

initial findings'to the state purchasing director no later 

than January 1, 1989, and it shall make final recommendations 

to the state purchasing director no later than October 1, 

1989. If the procurement advisory council recommends to the 

state purchasing director in its initial recommendations that 

a Colorado business opportunity bulletin be published, the 

state purchasing director may distribute requests for 

proposa 1 s for such publication before the final 

recommendat ions are submitted. If no proposals for 

publication are received from either a private contractor or a 

stdte agency, the state purchasing director is not required to 

publish the bulletin. 
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(4) Subsections ( 2 )  and (3) of this section and this 

subsection (4) are repealed, effective October 15, 1989. 

SECTION 2. Appropriation. In addition to any other 


appropriation, there is hereby appropriated, out of any moneys 


in the general fund not otherwise appropriated, to the 


department of administration for allocation to the division of 


purchasing, for the fiscal year beginning July 1, 1988, the 


sum of dollars ($ ) and 0.5 FTE, or so 

much thereof as may be necessary, for the implementation of 

this act. 

SECTION 3. Effective date. This act shall take effect 


July 1, 1988. 


SECTION 4. Safety clause. The general assembly hereby 


finds, determines, and declares that th is act is necessary 


for the immediate preservation of the public peace, health, 


and safety. 




- --- - 
- --  

1 
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A B ILL  FOR AN ACT 

CONCERNING THE DIVISION OF CORRECTIONAL INDUSTRIES. 

B i l l  Summary 

(Note: Th i s  summary a p p l i e s  t o  t h i s  b i l l  as i n t r oduced  
and does n o t  n e c e s s a r i l y  r e f l e c t  any amendments which may be 
subsequent ly  adopted.) 

Changes t he  membership o f  t h e  c o r r e c t i o n a l  i n d u s t r i e s  
a d v i s o r y  committee. E l i m i n a t e s  t h e  requ i rement  t h a t  s t a t e  
agencies purchase goods and s e r v i c e s  from t h e  d i v i s i o n  o f  
c o r r e c t i o n a l  i n d u s t r i e s .  Requi res t h e  c o r r e c t i o n a l  i n d u s t r i e s  
adv i so r y  committee t o  p repare  an economic impact a n a l y s i s  o f  
proposed ven tu re  agreements. A l so  r e q u i r e s  t h e  department o f  
c o r r e c t i o n s  t o  n o t i f y  a f f e c t e d  bus inesses of ven tu re  
agreements, which may no t  be executed u n t i l  a s p e c i f i e d  p e r i o d  
has passed f o l l o w i n g  n o t i f i c a t i o n .  

--Be i t  enacted b~ the  General Assembly o f  t h e  S t a t e  o f  Colorado: 

S E C T I O N  1. 17-24-104 ( 2 )  ( a )  (V ) ,  Colorado Revised 

S ta tu tes ,  1986 Repl. Vol.,  i s  REPEALED AND REENACTED, WITH 

AMENDMENTS, t o  read: 

17-24-104. C r e a t i o n  o f  d i v i s i o n  o f  c o r r e c t i o n a l-

i n d u s t r i e s  and adv i so r y  commi t t e e  - sunset review--of 

committee. ( 2 )  ( a )  (V)  Two members from a f f e c t e d  industr ic! :  

i n  the  bus iness community, who s h a l l  be appoin ted by  t he  



1 governor for terms of three years each. Effective July 1, 


2 1988, the terms of office of the members of the advisory 

committee from the business community serving on such date 

shall terminate, and, prior thereto, the governor shall 

appoint two members of the board to take office on such date, 

who shall be from affected industries in the business 

community and whose terms of office shall be three years. 

SECTION 2. 17-24-111 (1) (a) and (2) (a), Colorado 

Revised Statutes, 1986 Repl. Vol., are amended to read: 

17-24-111. Purchasinq requirement. (1) (a) The 

director is hereby authorized to develop programs that produce 

goods and services, including capital construction items, 

which are used by agencies financed in whole or in part by the 

state, any political subdivision thereof, or the federal 

government and to develop programs that produce goods, 

including capital construction items, which are used by public 

entities involved in lease-purchase agreements as provided in 

section 17-24-106 (1) (f) (11). THE DIRECTOR MAY ALSO DEVELOP 

PROGRAMS TO SELL GOODS THROUGH ANY PRIVATE DISTRIBUTOR 

NETWORK. The state and its institutions, agencies, and 

departments ska44 MAY purchase through the state purchasing 

director or purchasing agency authorized by section 24-102-302 

(2), C.R.S., such goods and services as are produced by the 

division, unless similar goods and services can be obtained at 

or below the amount established for small purchases which are 

exempt from the competitive sealed bidding requirements of the 

"Procurement Code" contained in part 2 of article 103 of title 



24, C.R.S.  Goods and s e r v i c e s  produced by t h e  d i v i s i o n  s h a l l  

be p rov ided  a t  a  p r i c e  comparable t o  t h e  c u r r e n t  market p r i c e  

f o r  s i m i l a r  goods and serv ices .  Ne-simi4av-geeds-a~d-sevvi~es 

sha4l--be--pu~shased--by--staGe-age~6ies-~vem-a~~-eGhev-seuvse 


% b a ~ - t b e - d i v i s ? e ~ , - u ~ 4 e s s - % b e - d i v i ~ ~ e ~ - ~ e v G i ~ 4 e s - % e - % h e - - s G a % e  

pucsbasi~g--diresfe~--~ba~-if-is-~e%-ab4e-Ge-pvev~de-Ghe-geeds 


ev-sevvises-a%-a-pv4~e-6empa~ab4e-%8-%he-6uv~e~G-mavke%--pvise 


Fev--a--~emgavab4e--4eve4--eF--qbla4iGy-a~d-w4Gh4~-a-vease~ab4e 

d e 4 i v e v y - % h e r  

(2 )  (a)  On o r  b e f o r e  A p r i l  1 and October 1 of each year  

o r  as o f t e n  w i t h i n  t h e  yea r  as may be necessary, t h e  d i r e c t o r  

s h a l l  r e p o r t  t o  t h e  s t a t e  purchas ing  d i r e c t o r  o r  purchas ing 

agency, t h e  o f f i c e  o f  s t a t e  p l ann ing  and budget ing,  t h e  

c o r r e c t i o n a l  i n d u s t r i e s  adv i so ry  committee, and t h e  j o i n t  

budget committee o f  t h e  genera l  assembly a l l  goods and 

se rv i ces  t o  be produced by t he  d i v i s i o n  d u r i n g  t h e  f o l l o w i n g  

one-year per iod .  The s t a t e  purchas ing d i r e c t o r  o r  purchas ing 

agency s h a l l  i n f o rm  a l l  s t a t e  agencies,  w i t h i n  t h i r t y  days, o f  

such l i 5 t .  A l l  s t a t e  agencies t h a t  r equ i r e  such goods and 

se rv i ces  f o r  t h e i r  o p e r a t i o n  s h a l l  in form the  s t a t e  purchas ing 

d i r e c t o r  o r  purchas ing agency and t he  o f f i  ce o f  s t a t e  p l ann ing  

and budget ing o f  the  a n t i c i p a t e d  o rders  f o r  such goods and 

s e r v i c e s  d u r i n g  the  nex t  one-year per iod .  A l l  o r d e r s  f o r  such 

goods and se rv i ces  s h a l l  be p laced  by the  agency th rough the  

s t a t e  purchas ing d i r e c t o r  o r  purchas ing agency. E x ~ e g k - a s  

ekbe~wise-p~evided-iR-s~bse€&i8~--(~j--e$--khis--ses%i8~,--a44 


s~a%e--age~~ies--sha44--be-~equ4~ed-t8-puvshase-s~sh-ge~ds-a~d 
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s e r v i ~ e s - C r e m - ~ k e - d i v i s i 8 ~ ~  

SECTION 3. 17-24-121, Colorado Revised S ta tu tes ,  1986 

Repl. Vol., as amended, i s  amended BY THE ADDITION OF A NEW 

SUBSECTION t o  read: 

17-24-121. Venture agreements. (1.5) As a  p a r t  o f  t h e  

rev iew  conducted pursuan t  t o  subsec t i on  (1)  o f  t h i s  sec t i on ,  

t h e  c o r r e c t i o n a l  i n d u s t r i e s  a d v i s o r y  committee s h a l l  p repare  

an economic impact a n a l y s i s  o f  each agreement proposed under 

t h i s  sec t i on .  The economic impact a n a l y s i s  s h a l l  i d e n t i f y  t h e  

purpose o f  t h e  ven tu re  agreement, t h e  businesses which w i l l  be 

a f f e c t e d  by t h e  agreement, and t h e  number o f  jobs t h a t  w i l l  be 

l o s t ,  i f  any, if t h e  agreement i s  executed. The a f f ec ted  

businesses i d e n t i f i e d  i n  t h e  economic impact a n a l y s i s  s h a l l  be 

n o t i f i e d  by t h e  department o f  c o r r e c t i o n s  i n  t h e  event  t h a t  

t h e  department dec ides t o  e n t e r  i n t o  a  ven tu re  agreement, and 

t h e  ven tu re  agreement s h a l l  n o t  be executed u n t i l  a t  l e a s t  

n i n e t y  days have e x p i r e d  f o l l o w i n g  such n o t i f i c a t i o n .  

SECTION 4. Repeal. 17-24-111 ( 1 )  ( b )  and ( 3 ) ,  Colorado 

Revised S ta tu tes ,  1986 Repl. Vol., a re  repealed.  

SECTION 5. E f f e c t i v e  date.  Th i s  a c t  s h a l l  take e f f e c t  

J u l y  1, 1988. 

S E C T I O N  6. Sa fe ty  c lause.  The genera l  assembly hereby 

f i n d s ,  determines, and dec la res  t h a t  t h i s  n c t  i s  nec:esrary 

f o r  t h e  immediate p r e s e r v a t i o n  o f  t h e  p u b l i c  peace, hea l t h ,  

and s a f e t y .  



--- - 
-- - 

-- 
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A BILL FOR AN ACT 


1 CONCERNING THE MAINTENANCE BY GOVERNMENTAL ENTITIES OF RECORDS 


2 RELATING TO COSTS FOR GOODS AND SERVICES. 


Bill Summary 


(Note: This summary applies to this bill as introduced 

and does not necessaril reflect any amendments which may be 

subsequentlrF&-


Requires state agencies to keep complete records of the 

cost of goods and services provided to the agency and of the 

cost of goods and services provided by the agency to the 

general public. Requires the controller to promulgate rules 

concerning the maintenance of project records in accordance 

with cost accounting principles. 


Be it enacted &the General Assembly of the State of Colorado: 


SECTION 1. Article 2 of title 6, Colorado Revised 


Statutes, as amended, is amended BY THE ADDITION OF A NEW 


SECTION to read: 


6-2-118. Records of costs - rules and regulations. 

(1) For the purpose of determining whether goods or services 


can be provided by contract in accordance with the provisions 


of section 6-2-115.5, any state agency which is provided goods 


or services or which provides any of the goods or services 




listed in section 6-2-115.5 (I), which goods or services 


exceed fifty thousand dollars in value, shall cause to be kept 


and preserved a full, true, and accurate record of the cost of 


such goods or services. To the extent the state agency 


contracts with any other state agency in connection with a 


project, such other state agency shall provide all necessary 


data or information to document a full, true, and accurate 


record of the cost of such project, which data or information 


shall be kept in an orderly manner for a period of at least 


six years after completion of the project. All such records 


shall be considered public records and shall be made available 


for public inspection. 


(2) The controller shall promulgate rules and 


regulations which are designed to implement the provisions of 


this section. The controller shall promulgate rules and 


regulations concerning the obligation of state agencies to 


keep certain project records in accordance with generally 


accepted cost accounting principles and standards. 


SECTION 2. Effective date - applicability. This act 

shall take effect July 1, 1988, and shall apply to persons who 

provide goods and services on or after said date. 

SECTION 3. Safety clause. The general assembly hereby 


finds, determines, and declares that this act is necessary 


for the immediate preservation of the public peace, health, 


and safety. 
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A BILL FOR AN ACT 

1 CONCERNING VENDOR ACCESS TO CONTRACTS UNDER THE 'COLORADO 

2 MEDICAL ASSISTANCE ACT". 

B i l l  Summary 

P r o h i b i t s  t he  s t a t e  department o f  s o c i a l  serv ices  from 
excluding any vendor from c o n t r a c t i n g  w i t h  the  department f o r  
the p r o v i s i o n  o f  medical serv ices  under the  "Colorado Medical 
Assistance Act" .  

3 Be i t  enacted b~ the General Assembly o f  the S ta te  o f  Colorado: 

4 S E C T I O N  1. 26-4-110, Colorado Revised Sta tu tes ,  1982 

5 Repl. Vol., as amended, i s  amended BY THE A D D I T I O N  OF A NEW 

6 SUBSECTION t o  read: 

7 26-4-110. Vendors - payments - ru les .  (9) No vendor 

8 who meets the  cond i t i ons  imposed by t h i s  a r t i c l e  s h a l l  be 

9 excluded from c o n t r a c t i n g  w i t h  the  s t a t e  department and i t s  

10 con t rac to rs  o r  subcontractors f o r  t he  p r o v i s i o n  o f  medical 

11 serv ices t o  r e c i p i e n t s  au thor ized i n  t h i s  a r t i c l e .  

12 SECTION 2. Safety clause. The general assembly hereby 



1 finds, determines, and declares that this act is necessary 


2 for the imnediate preservation of the public peace, health, 


3 and safety. 




---- 
--- - 

-- - 

BILL 7 


A BILL FOR AN ACT 


1 CONCERNING THE CREATION OF A DATA BASE RELATING TO ECONOMIC 


2 DEVELOPMENT. 


Bill Summary 


(Note: -This summary applies to this bill as introduced 
and does not necessarily reflect any amendments which may be 
subsequently adopted.) 

Designates the joint library maintained by the Auraria 

board as the site of the state economic development data base. 

Requires the library to compile statistical data relating to 

economic development and authorizes the library to receive and 

expend moneys for the performance of its duties. 


Be it enacted b~ the General Assembly of the State of Colorado: 

SECTION 1. Article 70 of title 23, Colorado Revised 


Statutes, as amended, is amended BY THE ADDITION OF A NEW 


SECTION to read: 


23-70-114. Auraria library - economic development data 

-base. The library located at the center, which is 

administered by the university of Colorado at Denver and which 

serves Metropolitan state college and the community college of 

Denver, is hereby designated and shall be the site of the 



state economic development data base. The library shall 


compile data which is useful and relevant to persons concerned 


with economic development in the state, including but not 


limited to statistical and demographic profiles of Colorado 


communities, labor and market statistics, statutory and 


regulatory requirements for business formation, and such other 


information as will assist the creation, expansion, and 


relocation of business in Colorado. The library is authorized 


to receive and expend all moneys, public and private, tendered 


to it for the performance of its duties under this section. 


The division of commerce and development in the department of 


local affairs shall assist the library in the performance of 


such duties. 


SECTION 2. Safety clause. The general assembly hereby 


finds, determines, and declares that this act is necessary 


for the immediate preservation of the public peace, health, 


and safety. 




---  

1 

BILL 8 


A BILL FOR AN ACT 


CONCERN ING THE ACTIVITIES OF FINANCIAL INSTITUTION, 


Bill Summary 


(Note: This summary applies to this bill --- -as introduced 
and does not necessariiy reflect any amendments which may be 
subsequently adopted.1 

Defines the terms "acquire", "bank holding company", 
"control" , "de novo", "financial institution', "in-state 
financial institution", "operations- are principally 
conducted", "out-of-state financial institution", "reciprocal 
state", "reciprocal state financial institution", "regfonal 
state", and "regional state financial institution". 

Prior to a certain date, authorizes in-state financial 
institutions and regional state financial institutions to 
acquire control of each other. After a certain date, provides 
that in-state financial institutions and reciprocal state 
financial institutions may acquire control of each other. 
Requires the banking board and the state commissioner of 
savings and loan associations to determine whether the laws of 
other states provide reciprocity to in-state financial 
institutions. A 1  lows certain out-of-state financial 
institutions with a connection to in-state financial 
institutions to be treated as if they are reciprocal state 
financial institutions. 

Provides that, after a certain date, any in-state 

financial institution and any out-of-state financial 

institution may acqui re one another. Prohibits the 

acquisition of in -state financial institutions by out-of-state 

financial institutions when such in-state financial 

institutions have only been in existence for a certain peric,? 

of time. 


Places restrictions on the authority of out-of-state 

financial institutions to acquire in-state financial 

institutions by seeking to charter such in-state financial 




institutions de novo. Establ ishes procedures for in-state 
financial institutions to prohibit their acquisition by 
out-of-state financial institutions. After a certain date, 
authorizes the operation of branch banks if such a branch is a 
failed bank subject to liquidation, dissolution, or 
reorganization under Colorado banking law. After a certain 
date, authorizes the creation and operation of branch banks in 
Colorado if such branches are located more than a certain 
number of feet from the nearest boundary of the premises of 
another bank. 

1 --Be it enacted b~ the General Assembly of the State of Colorado: 

2 SECTION 1. Title 11, Colorado Revised Statutes, 1987 

3 Repl. Vol., is amended BY THE ADDITION OF A NEW ARTICLE to 

4 read: 

5 ARTICLE 6.4 

6 Interstate Financial Institutions 

11-6.4-101. Definitions. As 'used in this article, 

unless the context otherwise requires: --
( 1  "Acquire", as applied to an in-state financial 


institution, means any of the following actions or 


transactions: 


( a )  The merger or consolidation of an in-state financial 

institution with an out-of-state financial institution; 

(b) The acquisition by an out-of-state financial 


institution of the direct or indirect ownership or control of 


voting shares of an in-state financial institution if, after 


the acquisition, the out-of-state financial institution will 


directly or indirectly own or control more than twenty-f ive 


percent of the outstanding voting shares of the acquired 


in-state financial institution; 




( c )  The d i r e c t  o r  i n d i r e c t  a c q u i s i t i o n  o f  a l l  o r  

s u b s t a n t i a l l y  a l l  o f  t h e  assets o f  an i n - s t a t e  f i n a n c i a l  

i n s t i t u t i o n ;  o r  

(d )  The t a k i n g  of  any o t h e r  a c t i o n  t h a t  would r e s u l t  i n  

the  d i r e c t  o r  i n d i r e c t  c o n t r o l  of an i n - s t a t e  f i n a n c i a l  

i n s t i t u t i o n .  

( 2 )  "Bank h o l d i n g  company" means any company which has 

c o n t r o l  over  any banking i n s t i t u t i o n .  

( 3 )  "Con t ro l "  means t h a t :  

(a )  Any company d i r e c t l y  o r  i n d i r e c t l y  o r  a c t i n g  through 

one o r  more persons owns, c o n t r o l s ,  o r  has power t o  vo te  

twenty - f i ve  percent  o r  more o f  t h e  v o t i n g  s e c u r i t i e s  o f  t h e  

f i n a n c i a l  i n s t i t u t i o n ;  o r  

(b )  The company c o n t r o l s  i n  any manner t h e  e l e c t i o n  o f  a 

m a j o r i t y  o f  t h e  d i r e c t o r s ,  managers,' o r  t r u s t e e s  o f  t h e  

f i n a n c i a l  i n s t i t u t i o n .  

(4)  "De novo" means t h e  method o f  newly e s t a b l i s h i n g  a 

f i n a n c i a l  i n s t i t u t i o n  which i s  no t  c rea ted th rough the  

a c q u i s i t i o n  o f  o r  merger w i t h  an i n - s t a t e  f i n a n c i a l  

i n s t i t u t i o n  and which i s  c o n t r o l l e d  through an ou t -o f - s ta te  

f i n a n c i a l  i n s t i t u t i o n .  

( 5 )  " F i n a n c i a l  i n s t i t u t i o n "  means a  s t a t e  o r  a n a t i o n a l  

bank, a savings and l oan  assoc ia t ion ,  o r  a bank ho ld ing  

company. 

(6 )  " I n - s t a t e  f i n a n c i a l  i n s t i t u t i o n "  means a f i n a n c i ? l  

i n s t i t u t i o n  t h e  opera t ions  o f  which are  p r i n c i p a l l y  conducted 

i n  t h i s  s t a t e .  
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(7) "Operations are principally conducted" means that 


state where the largest percentage of the aggregate deposits 


of all banking institution subsidiaries of the bank holding 


company are held. 


(8) "Out-of-state financial institution" means a 


financial institution the operations of which are principally 


conducted in a state other than Colorado. 


(9) "Reciprocal state" means any state, including the 


district of Columbia, in which the terms and conditions of 


acquisition of control of a financial institution are 


substantially comparable to those imposed by the laws of this 


state. 


(10) "Reciprocal state financial- institution" means a 


financial institution which is not itself controlled by a 


financial institution outside of a reciprocal state and the 


operations of which are principally conducted in a reciprocal 


state. 


(11) "Regional state" means the states of Arizona, 


Kansas, Nebraska, New Mexico, Oklahoma, Utah, and Wyoming. 


(12) "Regional state financial institution'' means a 


financial institution which is not itself controlled by a 


financial institution outside of a regional state and the 


operations of which are principally conducted in a regional 


state. 


11-6.4-102. Acquisition of control of in-state financial 

institutions by out-of-state financial ---institutions. 


(1) Subject to the limitations of this section, prior to 




January 1, 1989, an in-state fina-ncial institution may acquire 


control of a regional state financial institution, and a 


regional state financial institution may acquire control of an 


in-state financial institution. 


(2) (a) On or after January 1, 1989, and prior to July 

1, 1991, an in-state financial institution may acquire control 

of a reciprocal state financial institution, and, subject to 

paragraph (b )  of this subsection ( Z ) ,  a reciprocal state 

financial institution may acquire control of an in-state 

financial institution. 

(b )  If the banking board or the state commissioner of 

savings and loan associations finds, upon the application of 


any interested party or upon the board's- or the commissioner's 


own initiative, that the laws of any reciprocal state 


expressly authorize in-state financial ihstitutions to acquire 


control of reciprocal state financial institutions in such 


state under terms and conditions substantially comparable to 


those imposed by the laws of this state, control may be 


acquired of any in-state financial institution by any 


reciprocal state financial institution, pursuant to paragraph 


(a) of this subsection (2). 


(c) An out-of-state financial institution which 


controlled at least three in-state financial institutions as 


of May 9 ,  1956, or which, as of January 1, 1985, was the 


beneficial owner, directly or indirectly, of seventy-fib.? 


percent or more of the equity interest, including, but not 


limited to, any nonvoting equity interest in an in-state 
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financial institution, but the operations of which are 


principally conducted in a state other than Colorado or a 


reciprocal state, shall be considered a reciprocal state 


financial institution and shall have the same powers and be 


subject to the same conditions as any other reciprocal state 


financial institution; except that the laws of the state where 


its operations are principally conducted need not be 


reciprocal with the laws of this state, and the finding by the 


banking board or the state commissioner of savings and loan 


associations under parhgraph (b) of this subsection (2) shall 


not be requ ired. 


(3) On or after July 1, 1991, any in-state financial 


institution may acquire control of any out-of-state financial 


institution, and, on or after that date, any out-of-state 


financial institution may acquire control of any in-state 


financial institution. 


(4) Until July 1, 1992, an out-of-state financial 


institution may not acquire or in any way control, directly or 


indirectly, any in-state financial institution under 


subsections (2) and (3) of this section unless such in-state 


institution has been in operation since July 1, 1987, or, if 


not, has been in operation for at least five years at the time 


of acquisition of control. 


( 5 )  An out-of-state financial institution which is a 

bank holding company may not acquire or in any way control, 

directly or indirectly, an in-state financial institution by 

organizing or seeking to charter de novo such in-state 



Financizl institution; however, on or after July 1, 1992, a 


financial institution which is a bank holding company the 


operations of which are principally conducted in Colorado and 


which is controlled by an out-of-state financial institution 


which is a bank holding company may acquire control of any 


in-state financial institution by organizing or seeking to 


charter de novo such in-state financial institution. 


(6) The board of directors of an in-state financial 


institution may adopt a resolution on or before July 1, 1988, 


to exempt the financial institution from the provisions of 


this section. If the board of directors adopts such a 


resolution and files a certified copy thereof with the 


secretary of state on or before July 1, 1988, control of the 


in-state financial institution may not be acquired under this 

= 

section, unless such resolution is revoked pursuant to 

subsection (7) of this section and the requirements of 

subs~ction (8) of this section are satisfied. If the 

resolution is adopted by the board of directors of a state 

bank, d certified copy thereof shall also be filed with the 

division of banking on or before July 1, 1988, and, if the 

r-esolutinn is adapted by the board of directors of a savings 

and loan association, a certified copy thereof shall also be 

filed with the state commissioner of savings and loan 


~i:soc iationr before July 1, 1988. Fil ings may be made by 


pt>r<nrlal delivery on or before July 1, 1988, or by mailing 
 > V  

certifi~d mail postmarked on or before that date. 

( )  If the board of directors of an in-state financial 
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i n s t i t u t i o n  adopts a  r e s o l u t i o n  pursuant t o  subsect ion (6)  o f  

t h i s  s e c t i o n  revok ing  i t s  r e s o l u t i o n  t o  exempt the  f i n a n c i a l  

i n s t i t u t i o n  from the  p r o v i s i o n s  o f  t h i s  s e c t i o n  and f i l e s  a 

c e r t i f i e d  copy of such revok ing  r e s o l u t i o n  w i t h  the  secre tary  

o f  s ta te ,  s i x  months a f t e r  t h e  da te  o f  such f i l i n g ,  c o n t r o l  o f  

t h e  i n - s t a t e  f i n a n c i a l  i n s t i t u t i o n  may be acqui red under t h i s  

sec t ion .  I f  the  revok ing  r e s o l u t i o n  i s  adopted by the  board 

o f  d i r e c t o r s  o f  a  s t a t e  bank, a  c e r t i f i e d  copy thereof  s h a l l  

a l s o  be f i l e d  w i t h  the  d i v i s i o n  o f  banking on the  same date  

t h a t  i t  i s  f i l e d  w i t h  t h e  sec re ta ry  o f  s ta te ,  and, if the 

revok ing  r e s o l u t i o n  i s  adopted by the  board o f  d i r e c t o r s  of  a 

savings and loan assoc ia t ion ,  a  c e r t i f i e d  copy thereof  s h a l l  

a l s o  be f i l e d  w i t h  the  s t a t e  commissioner o f  savings and loan 

assoc ia t i ons  on the  same date  i t  i s  f i l e d  w i t h  the  ta r ysecre 
-

of s ta te .  

(8)  No o u t - o f - s t a t e  f i n a n c i a l  i n s t i t u t i o n  may acqu i r e ,  

d i r e c t l y  o r  i n d i r e c t l y ,  any v o t i n g  shares o f ,  i n t e r e s t  i n ,  

c o n t r o l  o f ,  o r  s u b s t a n t i a l l y  a l l  o f  t h e  assets o f  any i n - s t a t e  

f i n a n c i a l  i n s t i t u t i o n  o r  r e c i p r o c a l  s t a t e  f i n a n c i a l  

i n s t i t u t i o n  which c o n t r o l s  an i n - s t a t e  f i n a n c i a l  i n s t i t u t i o n ,  

except i n  accordance w i t h  t h e  p r o v i s i o n s  o f  t h i s  s e c t i o n  o r  as 

p e r m i t t e d  wi thowt p r i o r  approval o f  t he  fede ra l  reserve  board 

under s e c t i o n  3 (a )  o f  t he  f e d e r a l  "Bank Ho ld ing  Company Act" .  

Noth ing i n  t h i s  s e c t i o n  s h a l l  l i m i t  t he  r i g h t  of  an i n - s t a t e  

f i n a n c i a l  i n s t i t u t i o n  t o  purchase o r  acqu i r e  any o t h e r  such 

i n - s t a t e  f i n a n c i a l  i n s t i t u t i o n  as perm i t t e d  under any o t h e r  

a p p l i c a b l e  law. 



SECTION 2. Article 6 of title 11, Colorado Revised 


Statutes, 1987 Repl. Vol., is amended 8Y THE ADDITION OF A NEW 

SECTION to read: 


11-6-101.5. Branch banking authorized.. (1) On or 


after January 1, 1989, any bank may establish and operate 


branches in this state if the branch is a failed bank subject 


to liquidation, dissolution, or reorganization under the 


provisions of article 5 of this title and has been acquired by 


such other bank. No branch operated pursuant to this 


subsection (1) may be operated unless located more than 


twenty-five hundred feet from the nearest boundary of the 


premises of another bank. 


(2) On or after July 1, 1991, any bank may operate 

branch banks if such branches are- located more than 

twenty-five hundred feet from the nearest boundary of the 

premises of another bank. 

SECTION 3. Repeal. 11-3-110 (3) (b) and 11-6-101 (I), 

( 1 . 5 ) ,  and (1.7), Colorado Revised Statutes, 1987 Repl. Vol., 

are repealed. 

SECTION 4. Effective date. Section 3 of this act shall 


take effect January 1, 1989, and the remainder of this act 


shall take effect upon its passage. 


SECTION 5. Safety clause. The general assembly hereby 


finds, determines, and declares that this act is necessary 


for the immediate preservation of the public peace, healtb, 


and safety. 
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BILL 9 

A BILL FOR AN ACT 

CONCERNING THE CREATION OF THE COLORADO STRATEGIC SEED FUND, 

AND MAKING AN APPROPRIATION I N  CONNECTION THEREWITH. 

B i  1 1 Summary 

(Note: This  summary app l i es  t o  t h i s  b i l l  as in t roduced-
and does not  necessa r i l y  r e f l e c t  any amendments which may be 
subsequently adopted .) 

Creates the  Colorado s t r a t e q i c  seed fund. which fund i s  
t o  be used t o  p rov ide  matching funds f o r  i nves to rs  who w i l l  
manage opera t ing  seed funds. Provides t h a t  such opera t ing  
seed funds w i l l  be used t o  p rov ide  investment c a p i t a l  f o r  
small businesses which are s t a r t i n g  up o r  expanding. 

Establ ishes t h e  s t r a t e g i c  seed fund counc i l ,  which s h a l l  
be respons ib le  f o r  ove rs igh t  o f  the  fund. Requires t h e  
counc i l  t o  e s t a b l i s h  c r i t e r i a  f o r  making loans t o  opera t ing  
seed funds. L i m i t s  t he  number of ope ra t i ng  seed funds which 
may be establ ished.  Requires c e r t a i n  p r i v a t e  sec tor  f i n a n c i a l  
support t o  be a v a i l a b l e  before a loan i s  approved. 

Makes an app rop r ia t i on  f o r  the  implementat ion o f  t he  act .  

Be I t  enacted & the  General Assembly of t h e  S ta te  o f  Colorado: 

SECTION 1. A r t i c l e  4 o f  t i t l e  29, Colorado Revised 

Statutes,  1986 Repl. Vol., as amended, i s  amended BY THE 

ADDITION OF A NEW PART t o  read: 

PART 9 

COLORADO STRATEGIC SEED FUND 

29-4-901. Short t i t l e .  This  p a r t  9 s h a l l  be known and 



may be cited as the "Colorado Strateglc Seed Fund Act". 


29-4-902. Leqislative declaration. (1) The general 


assembly finds and declares that the purpose of this part 9 ls 


to create the Colorado strategic seed fund to meet the special 


needs of entrepreneurs and small business operators in 


Colorado who would not otherwise be able to obtain funding for 


the development of idea$ into viable and marketable products 


which would enhance the economic growth and development of 


Colorado. This fund will be used to establish operating seed 


funds for investment in small businesses. This investment 


will, in turn, lead to further growth, diversiflcatlon, and 


improvement of the Colorado economy. 


(2) The general assembly further flnds and declares: 


(a) That there exists a need to leverage private sector 


investment in new and innovative products, ln entrepreneurlal 


activity, and in economic development finance and that, 


therefore, state assistance for development flnance should 


reflect a leveraglng investment strategy; and 


(b) That the lendlng and Investment of moneys to develop 


and improve the economy of the state requlres specialized and 


unique knowledge, skill, and experience. 


(3) The general assembly further flnds and declares that 


the investment strategy of the managers of the operating seed 


funds should be: 


(a) To Invest ln companles ln the earllest stages of 


thelr development; 


(b) To invest in companies whlch have exceptlonal merlt 




and which w i l l  be loca ted w i t h i n  the  s t a t e  o f  Colorado; 

(c )  To i n v e s t  i n  companies i n  which the  founding 

entrepreneurs have made s i g n i f i c a n t  i n d i v i d u a l  investments; 

(d) To i n v e s t  i n  companies whose success w i l l  r e s u l t  i n  

the c r e a t i o n  o f  jobs i n  Colorado; 

(e) To i n v e s t  i n  companies which w i l l  a t t r a c t  o the r  

sources o f  venture c a p i t a l  f o r  long-term development; 

( f )  To i n v e s t  i n  a t t r a c t i v e  growth companies which are 

coupled w i t h  the  s t a t e ' s  business incubators; 

(g) To a s s i s t  companies w i t h  d i r e c t  and ongoing business 

consu l ta t i on  t o  e s t a b l i s h  a v i a b l e  management s t r u c t u r e  and 

s t r a t e g i c  plan; 

(h)  To prov ide  an oppor tun i t y  f o r  subsequent f i n a n c i n g  

f o r  fo l low-up operat ions o f  successful companies; 

( i )  To l i m i t  t he  amount inves ted  by a manager i n  

investments ou ts ide  o f  Colorado t o  no t  more than f i f t y  percent  

o f  t he  c a p i t a l  o f  an opera t ing  seed fund. 

29-4-903. D e f i n i t i o n s .  As used i n  t h i s  p a r t  9, unless 

the  contex t  otherwise requ i res :  

(1) "Au tho r i t y "  means the  Colorado housing and f inance 

a u t h o r i t y  created i n  p a r t  7 o f  t h i s  a r t i c l e .  

(2) "Board" means the  board o f  d i r e c t o r s  o f  t he  Colorado 

housing and f inance au tho r i t y .  

(3) "Counci l "  means the  Colorado s t r a t e g i c  seed fund 

counc i l  created i n  sec t i on  29-4-904. 

(4) "Fund" means t h e  Colorado s t r a t e g i c  seed fun<] 

created i n  sec t i on  29-4-905. 
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(5) "Operating seed fund" means a fund t h a t  i s  focused 

on the ear l y  stages o f  a company's growth and which usual ly  

requires an i n i t l a l  investment o f  one hundred f i f t y  thousand 

do1 l a r s  ($150,000) o r  less. 

(6) "Seed cap i t a l "  means an investment i n  a business 

which has the fo l low ing  character is t ics :  

(a)  The a c t i v i t i e s  o f  the business are w i t h i n  the "seed 

cap i t a l "  stage. The seed cap i t a l  stage includes the 

preparat lon o f  a business plan, the performance o f  an i n i t i a l  

market analysls, the ass im l la t ion  o f  a management team, the 

i n i t i a l  lega l  and accounting work, the development of a 

working prototype, and the development o f  fol low-up f inancing. 

(b)  The business i s  a new business, w i t h  no p r i o r  sales; 

except that ,  i f  a business w i t h  e x i s t i n g  sales I s  undergoing a 

substant ia l  change i n  i t s  business o r  product l i ne ,  the 

a c t i v i t y  mqy be determined t o  be i n  the "seed c a p i t a l "  stage. 

(c )  There has been no p r i o r  investment i n  the business 

by professional o r  i n s t i t u t i o n a l  investors p r i o r  t o  investment 

i n  the business by an operat i ng  seed fund. 

(d)  The operating seed fund i s  the lead investor  i n  the 

business o r  the coinvestor where another operat ing seed fund 

i s  the lead investor. 

(e)  The business has the po ten t i a l  t o  be a r a p i d l y  

growing business o r  a value-added business which, once 

established, has the po ten t i a l  o f  having a long-term presence 

i n  Colorado's economy. 

29-4-904. Colorado s t r a teg i c  seed fund counci l  -



--- 

creat ion .  (1)  There i s  hereby c rea ted the  Colorado s t r a t e g i c  

seed fund counc i l .  The counc i l  s h a l l ,  i n  c o n s u l t a t i o n  w i t h  

the  a u t h o r i t y ,  oversee and supervise the  ope ra t i ng  seed funds 

es tab l ished pursuant t o  sec t i on  29-4-905 and the  a c t i v i t i e s  of 

the  fund managers. The counc i l  s h a l l  c o n s i s t  o f  the  f o l l o w i n g  

members: Four venture c a p i t a l i s t s ,  one management consu l tan t ,  

one i n s t i t u t i o n a l  inves tor ,  and one member o f  t he  general 

assembly appointed j o i n t l y  by the  speaker o f  t he  house o f  

representa t ives  and the  p res iden t  o f  t he  senate t o  serve f o r  

the  l e g i s l a t i v e  biennium. The members o f  t he  counc i l ,  except 

f o r  the  l e g i s l a t i v e  member, s h a l l  be appointed by the  governor 

and conf irmed by the  senate and s h a l l  serve f o r  terms o f  f o u r  

years; except t ha t ,  of the  members f i r s t  appointed t o  the  

board by the  governor, two s h a l l  be appointed f o r  terms o f  two 

years, two s h a l l  be appointed fo r  terms o f  t h ree  years, and 

two s h a l l  be appointed f o r  terms of f o u r  years. 

(2) The counc i l  s h a l l  oversee the  opera t ing  seed funds 

es tab l ished pursuant t o  sec t i on  29-4-905. The counc i l  s h a l l  

monitor t he  funds and s h a l l  make r e p o r t s  t o  t h e  a u t h o r i t y  

regarding the  opera t ing  seed funds and the  a c t i v i t i e s  o f  the  

fund managers. Each opera t ing  seed fund manager s h a l l  submit 

a q u a r t e r l y  f i n a n c i a l  statement and an annual audi ted 

f i n a n c i a l  statement t o  the  counc i l .  Upon request,  the  counc i l  

s h a l l  make a  r e p o r t  on the  opera t ing  seed funds t o  the  general 

assembly. 

29-4-905. Colorado s t r a t e g i c  seed fund - opera t i ng  seeri 

funds. ( I )  There i s  hereby created the  Colorado s t r a t e g i c  
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seed fund, which shall be administered by the council in 


consultation with the authority. The fund is established for 


the purpose of providing state matching funds to private 


investors who have raised money to establish an operating seed 


fund. 


(2) The moneys in the fund shall be appropriated 

annually by the general assembly for the purposes of this part 

9. Any moneys not appropriated shall remain in the fun1 d and 


shall not be transferred to or revert to the general fund of 


the state at the end of any fiscal year. Any interest earned 


on the investment or deposit of moneys in the fund also shall 


remain in the fund and shall not be credited to the general 


fund of the state. Contributions of money, property, or 


services may be received from any state agency, county, 


municipality, federal agency, person, corporation, or 


foundation for use 5n carrying out the purposes of this part 


9. 


(3) The council shall utilize moneys held in the fund to 

make loans to managers of operating seed funds for the purpose 

of investing in seed capital businesses. The council shall 

establish criteria for making loans to potential managers of 

operating seed funds, and such criteria shall include 

qualifications for the managers. The council shall consult 

with the authority in determining which operating seed funds 

are to receive loans from the fund, and no more than two 

operating seed funds shall be established pursuant to this 

section. Loans made by the council to the operating seed 



funds s h a l l  be i n  the  form of nonrecourse, noncompounding 

loans w i t h  an i n t e r e s t  r a t e  of e i g h t  percent  per  annum which 

can be accrued. The p r i n c i p a l  and i n t e r e s t  on such loans 

s h a l l  be due on the  i n i t i a l l y  scheduled te rm ina t i on  date o f  an 

opera t ing  seed fund o r  t e n  years from the  date of c los ing,  

whichever da te  i s  e a r l i e r .  

(4)  The counc i l  s h a l l  no t  approve loans t o  any o f  the  

opera t ing  seed funds unless p r i v a t e  sec tor  f i n a n c i a l  support 

equal t o  the  amount of the  loan has been obta ined by the  

manager o f  the  opera t ing  seed fund. The counc i l  may make a  

p r e l i m i n a r y  commitment of funds t o  one o f  the opera t ing  seed 

funds before  the  p r i v a t e  sec tor  f i n a n c i a l  support i s  obtained, 

bu t  the  counc i l  s h a l l  no t  c lose  on the  loan u n t i l  t he  requ i red  

amount o f  p r i v a t e  sec tor  f i n a n c i a l  support i s  obtained. A t  

l e a s t  one - th i rd  o f  t he  p r i v a t e  sector  f i n a n c i a l  support s h a l l  

be con t r i bu ted  as o f  t he  date o f  c los ing ,  w i t h  the  remainder 

t o  be pa id  no t  l a t e r  than two years a f t e r  the  date of c los ing .  

S E C T I O N  2. Appropr iat ion.  There i s  hereby appropriated, 

ou t  o f  any moneys i n  the  general fund not  otherwise 

appropr iated,  t o  t he  Colorado housing and f inance au tho r i t y ,  

f o r  the  f i s c a l  year  beginning J u l y  1, 1988, the  sum o f  

d o l l a r s  ($  ), o r  so much thereof  as may 

be necessary, f o r  the  implementation of t h i s  ac t .  

S E C T I O N  3. Safety clause. The genera 1 assembly hereby 

f i nds ,  determines, and declares t h a t  t h  i s  a c t  i s  necessary 

f o r  the  immediate p rese rva t i on  of the  pub1 i c  peace, hea l th ,  

and safety.  
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BILL 10 


A BILL FOR AN ACT 


CONCERNING LETTERS OF CREDIT. 


Bill Summary 


(Note: This summary applies to this bill as introduced 
and does not necessaril reflect any amendments which may be 
subsequentl~~opted.2y 

Clarifies the relationship of the provisions of the 

Uniform Customs and Practice for Documentary Credits to 

Colorado law on letters of credit. 


-

Be it enacted @ the General Assembly of the State of Colorado: 

SECTION 1. 4-5-102, Colorado Revised Statutes, is 

amended BY THE ADDITION OF A NEW SUBSECTION to read: 

4-5-102. Scope. (4) If a letter of credit issued 


pursuant to this article states that it is subject to the 


provisions of the Uniform Customs and Practice for Documentary 


Credits (UCP), International Chamber of Commerce Publication 


No. 400, (1983 Revision), the UCP shall apply only to the 


extent that it does not conflict with the provisions of this 


article. 


SECTION 2. Safety clause. The general assembly hereby 




1 finds, determines, and declares that this act is necessary 

2 for the Immediate preservation of the public peace, health, 

3 and safety. 



-- ---- 

BILL 11 

A BILL FOR AN ACT 

1 CONCERNING THE ESTABLISHMENT OF AN INCOME TAX CREDIT FOR 

2 RESEARCH AND DEVELOPMENT ACTIVITIES I N  ENTERPRISE ZONES. 

, B i l l  Summary 

(Note: -This summary app l i es  ---t o  t h i s  b i l l  as in t roduced-
and does necessa r i l y  r e f l e c t  any amendments which may be - - -not -
subsequently adopted.) 

Es tab l ishes  an income t a x  c r e d i t  f o r  research and 
development a c t i v i t i e s  i n  e n t e r p r i s e  zones. L i m i t s  t he  amount 
o f  such c r e d i t .  

Be i t  enacted b~ t he  General Assembly o f  t he  S ta te  of  Colorado: 

SECTION 1. A r t i c l e  30 o f  t i t l e  39, Colorado Revised 

Sta tu tes ,  1982 Rep1 . Vol., as amended, i s  amended BY THE 

ADOITION OF A NEW SECTION t o  read: 

39-30-105.5. C r e d i t  aga ins t  Colorado income taxes based 

on expenditures f o r  research and development a c t i v i t i e s .  

(1) Any taxpayer who makes expendi tures i n  research and 

development a c t i v i t i e s ,  which a c t i v i t i e s  are conducted i n  an 

e n t e r p r i s e  zone, s h a l l  be al lowed a c r e d i t  aga ins t  the  incore  

t a x  imposed by a r t i c l e  22 o f  t h i s  t i t l e  as fo l lows:  



(a) For income tax years commencing on o r  a f t e r  January 

1, 1989, but  before January 1, 1990, an amount equal t o  s i x  

and one-half percent o f  the amount by which the amount 

expended f o r  research and development a c t i v i t i e s  i n  the 

taxable year o f  the taxpayer exceeds the taxpayer's average of 

the actual  expenditures f o r  such purposes made i n  such income 

tax year and the next preceding income tax year; 

(b) For income tax years commencing on o r  a f t e r  January 

1, 1990, an amount equal t o  s i x  and one-half percent of the 

amount by which the amount expended f o r  research and 

development a c t i v i t i e s  i n  the income tax year o f  the taxpayer 

exceeds the taxpayer's average o f  the actual  expenditures f o r  

such purposes made i n  the income tax year and the next 

preceding two income tax years. 

(2) I n  any one tax  year, the amount o f  such c r e d i t  

al lowable f o r  deduction from the taxpayer's tax l i a b i l i t y  

sha l l  not exceed twenty- f ive  percent o f  the t o t a l  amount of 

such c r e d i t  p lus  any appl icable ca r ry  forward amount. The 

amount by which the c r e d i t  allowed by subsection (1) of t h i s  

sect ion i n  any one taxable year exceeds the taxpayer's tax 

l i a b i l i t y  i n  such year may be car r ied  forward u n t i l  the t o t a l  

amount o f  the c r e d i t  i s  used. 

(3) As used i n  t h i s  section, the term "expenditures i n  

research and development a c t i v i t i e s "  means expenditures made 

f o r  such purposes, o ther  than expenditures of moneys made 

ava i lab le  t o  the taxpayer pursuant t o  federal o r  s ta te  law, 

which are t reated as expenses al lowable f o r  deduction under 



t h e  p r o v i s i o n s  o f  t h e  f e d e r a l  " I n t e r n a l  Revenue Code o f  1986", 

and amendments t he re to .  

SECTION 2. E f f e c t i v e  da te  - a p p l i c a b i l i t y .  Th i s  a c t  

s h a l l  t ake  e f f e c t  J u l y  1, 1988, and s h a l l  app ly  t o  t a x  years  

commencing on o r  a f t e r  January 1, 1989. 

SECTION 3. Sa fe t y  c lause.  The genera l  assembly hereby 

f i n d s ,  determines, and dec la res  t h a t  t h i s  a c t  i s  necessary 

f o r  t h e  immediate p r e s e r v a t i o n  o f  t h e  p u b l i c  peace, hea l th ,  

and s a f e t y .  
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BILL 12 

A BILL FOR AN ACT 

CONCERNING THE ESTABLISHMENT OF SMALL BUSINESS DEVELOPMENT 

CREDIT CORPORATIONS FOR THE PURPOSE OF FACILITATING THE 

ECONOMIC DEVELOPMENT OF SMALL BUSINESSES, AND, I N  

CONNECTION THEREWITH, PROVIDING FOR THE LICENSURE OF SUCH 

CREDIT CORPORATIONS. 

B i l l  Summary 

(Note: - ----This summary app l ies  t o  t h i s  b i l l  as in t roduced 
and does no t  necessa r i l y  r e f l e c t  any amendments which may -be 
subsequently adopted. ) 

Provides f o r  the  c r e a t i o n  o f  small business development 
c r e d i t  corpora t ions  f o r  the  purpose o f  broadening access t o  
f i nanc ing  and increas ing  the  use o f  small business loan 
programs. Provides t h a t  t he  execut ive d i r e c t o r  o f  the 
department o f  regu la to ry  agencies s h a l l  l i cense  and regu la te  
such companies. ~ e q uir e s  t h a t  the  business o f  a  l i censee be 
the  p r o v i s i o n  o f  f inanc ing  and management ass is tance t o  
business f i rms.  Es tab l ishes  p e n a l t i e s  f o r  v i o l a t i o n s  o f  
p rov i s ions  of the  a c t  and r u l e s  and regu la t i ons  o f  the  
execut ive d i r e c t o r .  

Be i t  enacted by the  General Assembly o f  t he  Sta te  o f  Colorado: 

SECTION 1. T i t l e  11, Colorado Revised Statutes,  a; 

amended, i s  amended BY THE ADDITION OF A NEW ARTICLE t o  read: 

ARTICLE 36 




Small Business Development Credit Corporations 


11-36-101. Short title. This article shall be known and 


may be cited as the "Small Business Investment Company Act of 


1987". 


11-36-102. Legislative declaration. The general 


assembly finds and declares that there exists in the state a 


need to promote sound economic development, to maintain 


employment, and to encourage job opportunities throughout the 


state, particularly in areas of unemployment and 


underemployment, by encouraging and assisting the creation and 


growth of small businesses. The general assembly further 


finds and declares that there exists among companies of small 


and moderate size inadequate access to working capital and to 


capital for the purpose of acquiring and equipping commercial 


and industrial facilities. The general assembly therefore 


finds and declares that it is a valid public purpose to 


preserve and promote the safety, health, and welfare of this 


state and its inhabitants by the exercise of the powers 


specified in this article to provide for the creation and 


regulation of nondepository small business development credit 


corporations to finance the acquisition, construct ion, 


reconstruction, rehabilitation, improvement, and equipping of 


such industrial and commercial facilities and to finance loans 


to business firms of small and moderate size for working 


capital purposes. 


11-36-103. Definitions. As used in this article, unless 


the context otherwise requires: 




(1) "Executive director" means the executive director of 

the department of regulatory agencies. 

(2 )  "License" means a license issued under this article 

authorizing a Colorado corporation to transact business as a 

small business development credit corporation. 

(3 )  "Licensee" means a Colorado corporation which is 

licensed under this article. 

(4) "Person" means an individual, a proprietorship, a 


joint venture, a partnership, a trust, a business trust, a 


syndicate, an association, a joint-stock company, a 


corporation, a cooperative, a government or any agency 


thereof, or any other organization. If used with respect to 


acquiring control of or controlling a specified person, 


"person" includes a combination of two or more persons acting 


in concert. 


(5) "Small business development credit corporation" 


means a Colorado corporation licensed under the provisions of 


this article to provide financing and management assistance to 


bus ness firms. 


11-36-104. Powers and privileges of licensee. (1) The 

bus ness of a licensee shall be the business of providing 

financing and management assistance to business firms. A 

licensee shall not engage in a business other than providing 

financing and management assistance to business firms. 

( 2 )  In addition to the powers and privileges provided to 

a licensee by this article, a licensee has all the powers and 

privileges conferred by its incorporating statute which are 
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not inconsistent with or limited by this article. The powers 


of a licensee include, but are not limited to, the following: 


(a) To borrow money and otherwise incur indebtedness for 

its purposes, including the issuance of corporate bonds, 

debentures, notes, or other evidences of indebtedness. A 

licensee's indebtedness may be secured or unsecured and may 

involve equity features, including, but not limited to, 

provisions for conversion to stock and warrants to purchase 

stock. 

(b) To make contracts; 


(c) To incur and pay necessary and incidental operating 

expenses; 

(d) To purchase, receive, lease, or otherwise acquire, 


to hold, or to sell, convey, mortgage, lease, pledge, or 


otherwise dispose of real or personal property, together with 


rights and privileges that are incidental and appurtenant to 


these transactions of real or personal property, if the real 


or personal property is for the licensee's use in operating 


its business or if the real or personal property is acquired 


by the licensee from time to time in satisfaction of debts or 


enforcement of obligations; 


(e) To make donations for charitable, educational, 


research, or similar purposes; 


(f) To implement a reasonable and prudent policy for 


conserving and investing its money before the money is used to 


provide financing assistance to business firms or to pay the 


expenses of the licensee. 




11-36-105. Forms and terms o f  f i n a n c i n g  assistance. A 

l icensee may determine the  form and the  terms and cond i t i ons  

f o r  f i nanc ing  assis tance prov ided by t h a t  l i censee t o  a 

business f i r m ,  inc lud ing ,  b u t  no t  l i m i t e d  to, forms such as 

loans; purchase o f  debt instruments; s t r a i g h t  e q u i t y  

investments such as purchase of common stock o r  p re fer red  

stock; debt w i t h  e q u i t y  f ea tu res  such as warrants t o  purchase 

stock, c o n v e r t i b l e  debentures, o r  r e c e i p t  o f  a percent  o f  net  

income o r  sales; royal ty-based f inancing; guaranteeing o f  

debt; o r  leas ing  of p roper ty .  A l i censee may purchase 

s e c u r i t i e s  o f  a business f i r m  e i t h e r  d i r e c t l y  o r  i n d i r e c t l y  

through an underwr i te r .  A l i censee may p a r t i c i p a t e  i n  t he  

program o f  the small business a d m i n i s t r a t i o n  o f  the  Uni ted 

States pursuant t o  sec t i on  7 (a)  o f  the  federal  "Small 

Business Act", 15 U.S.C. 636 (a) ,  o r  any o ther  government 

program f o r  which the l i censee i s  e l i g i b l e  and which has as 

i t s  f u n c t i o n  the  p r o v i s i o n  o r  f a c i l i t a t i o n  o f  f i nanc ing  o r  

management ass is tance t o  business f i rms.  I f  a l icensee 

p a r t i c i p a t e s  i n  a program r e f e r r e d  t o  i n  t h i s  sect ion,  the 

l icensee s h a l l  comply w i t h  the requirements o f  t h a t  program. 

11-36-106. Contro l  o f  a business - l i m i t a t i o n s .  

(1) E i t h e r  by i t s e l f  o r  i n  concer t  w i t h  a d i r e c t o r ,  o f f i c e r ,  

p r i n c i p a l  shareholder, o r  a f f i l i a t e ,  w i t h  another l icensee,  o r  

w i t h  a d i r e c t o r ,  o f f i c e r ,  p r i n c i p a l  shareholder, o r  a f f i l i a t e  

o f  another l icensee, a l i censee s h a l l  not  ho ld  c o n t r o l  o f  a 

business f i r m ,  except as fo l lows:  

(a)  I f  and t o  the  ex ten t  necessary t o  p r o t e c t  the 
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licensee's interest as creditor of, or investor in, the 


business firm, a licensee that provides financing assistance 


to a business firm may acquire and hold control of that 

business firm. Unless the executive director approves a 

longer period, a licensee holding control of a business firm 

under this section shall divest itself of the interest which 


constitutes holding control as soon as practicable or within 


five years after acquiring that interest, whichever is sooner. 


(b) With the approval of the executive director, a 


licensee may acquire and hold control of a corporation which 


has offices located only in this state and which is licensed 


as a small business investment company under the federal 


"Small Business Investment Act of 195GU, 15 U.S.C. 681. 


(c) With the approval of the executive director, a 


licensee may acquire and hold control of a company located in 


this state which is a local development company in accordance 


with the federal "Small Business Investment Act of 1958". 


whether or not such a development company is or may become 


certified by the small business administration of the United 


States under section 503 of the federal "Small Business 


Investment Act of 1958". 15 U.S.C. 697. 


(d) With the approval of the executive director, a 


licensee may acquire and hold control of another business firm 


with offices only in this state which is engaged in no 


business other than the business of providing financing and 


management assistance to business firms. 


(e) With the approval of the executive director, a 




licensee may acquire and hold control of a business firm not 


referred to in this subsection (1). The executive director 


shall not approve an application under this section unless the 


executive director determines that such an approval will not 


cause the amount of the licensee's investments in business 


firms covered by this section to exceed fifteen percent of the 


amount of the assets of the licensee and that, in the 


executive director's judgment, such an approval will promote 


the purposes of this article. An approval by the executive 


director under this section shall be for a period of not more 


than five years; except that, in a particular case, the 


executive director may subsequently extend the period beyond 


five years if the executive director determines that a longer 


period is needed and is consistent with the purposes of this 


article. 


(2) If the executive director fails to issue an order 


approving or denying an application under paragraph (b) or (c) 


of subsection (1) of this section within ninety days from 


receipt by the executive director of an appl ication which 


complies with section 11-36-107 (3). the applicat ion shall be 


considered approved by the executive director. 


(3) For the purposes of subsection (1) of this section, 


"hold control" means ownership, directly or indirectly, of 


record or beneficially, of voting securities greater than: 


(a) For a business firm with outstanding votinq 


securities held by fewer that fifty shareholders, forty 


percent of the outstanding voting securities; 
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(b) For a business firm with outstanding voting 


securities held by fifty or more shareholders, twenty-five 


percent of the outsta'nding voting securities. 


11-36-107. Powers and duties of the executive director. 

(1) The executive director shall administer this article. 

The executive director may issue orders and promulgate rules 

that, in the opinion of the executive director, are necessary 


to execute, enforce, and effectuate the purposes of this 


article. Rules to enforce the provisions of this article 


shall be governed by section 11-36-114. All rules shall be 


promulgated pursuant to section 24-4-103, C.R.S. 


(2) Whenever the executive director issues an order or a 


license under this article, the sxecutive director may impose 


conditions that are necessary, in the opinion of the executive 


director, to carry out the purposes of this article. 


(3) An application filed with the executive director 


under this article shall be in such a form and contain such 


information as the executive director may require. 


(4) Any transfer or purchase of ten percent or more of 


the outstanding stock of a licensee shall be subject to the 


approval of the executive director. Such approval shall be 


subject to the same criteria as the criteria for approval of 


the original license. 


11-36-108. Fees - small business development credit 

corporation cash fund. (1) The executive director is 

authorized to charge a fee: 

(a) For filing an application for a license; 




(b) For filing an application for approval to acquire 


control of a licensee; 


(c) For filing an application for approval for a 


licensee to merge with another corporation, an application for 


approval for a licensee to purchase all or substantially all 


of the business of another person, or an application for 


approval for a licensee to sell all or substantially all of 


its business or of the business of any of its offices to 


another licensee; 


(d) For an annual license; 


(e) For an examination by the executive director of a 


licensee or a subsidiary of a licensee, a fee established by 


the executive director, to be paid within ten days after 


receiving a statement from the executive director, based on 


the number of examiner hours used for the examination, plus 


travel expenses. Examiner time shall be billed at a rate not 


less than twenty-five dollars per hour nor more than forty 


dollars per hour. 


(2) A fee for filing an application with the executive 


director is nonrefundable and shall be paid at the time the 


application is filed with the executive director. 


(3) All fees collected pursuant to this article shall be 

transmitted to the state treasurer, who shall credit the same 

to the small business development credit corporation cash 

fund, which fund is hereby created. The fund shall consist o f  

moneys required to be credited to the fund pursuant to this 

article and all interest earned on the investment of moneys in 
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t he  fund. I n t e r e s t  s h a l l  be c r e d i t e d  t o  the  fund a t  l eas t  

annual ly.  A l l  moneys c r e d i t e d  t o  the  smal l  business 

development c r e d i t  co rpo ra t i on  cash fund s h a l l  be used as 

prov ided i n  t h i s  a r t i c l e  and s h a l l  no t  be deposi ted i n  o r  

t r a n s f e r r e d  t o  t h e  general fund o f  t h i s  s t a t e  o r  any o the r  

fund . 
(4) The general assembly s h a l l  make annual 

app rop r ia t i ons  from the  smal l  business development c r e d i t  

co rpo ra t i on  cash fund f o r  expendi tures o f  t he  execut ive 

d i r e c t o r  i ncu r red  i n  the  performance o f  h i s  d u t i e s  under t h i s  

a r t i c l e .  

( 5 )  (a)  The execut ive d i r e c t o r  s h a l l  propose, as p a r t  of 

h i s  annual budget request,  an adjustment i n  the  amount of each 

fee which the  execut ive d i r e c t o r  i s  au thor ized t o  c o l l e c t  

pursuant t o  t h i s  a r t i c l e .  The budget request s h a l l  r e f l e c t  

d i r e c t  and i n d i r e c t  costs. 

(b)  Based upon the app rop r ia t i on  made, t he  execut ive 

d i r e c t o r  s h a l l  ad jus t  h i s  fees so t h a t  the  revenue generated 

from sa id  fees approximates i t s  d i r e c t  and i n d i r e c t  costs. 

Such fees s h a l l  remain i n  e f f e c t  f o r  the  f i s c a l  year  f o r  which 

the  budget request app l ies .  

( c )  Beginning J u l y  1, 1988, and each J u l y  1 t h e r e a f t e r ,  

whenever moneys appropr iated t o  the  execut ive  d i r e c t o r  f o r  t he  

a c t i v i t i e s  au thor ized pursuant t o  t h i s  a r t i c l e  f o r  t he  p r i o r  

f i s c a l  year are unexpended, sa id  moneys s h a l l  be made a  p a r t  

o f  t h e  app rop r ia t i on  t o  the  execut ive  d i r e c t o r  f o r  t he  next 

f i s c a l  year, and such amount s h a l l  not  be r a i s e d  from fees 



collected by the executive director. If a supplemental 


appropriation is made to the executive director for such 


activities, the fees of the executive director, when adjusted 


for the fiscal year next adjusted by an additional amount 


which is sufficient to compensate for such supplemental 


appropriation. Funds appropriated to the executive director 


for such activities in the annual general appropriation bill 


shall be designated as cash funds and shall not exceed the 


amount anticipated to be raised from fees collected by the 


executive director. 


11-36-109. Reporting requirements. (1)  A licensee 

shall keep books, accounts, and other records in such a form 

and manner as the executive director may require. These 

records shall be kept at such a place and shall be preserved 

for such a length of time as the executive director may 

specify. 

(2) The executive director may require by order that a 


licensee write down any asset on its books and records at a 


valuation which represents its current value. 


(3) Not more than ninety days after the close of each 


calendar year or within a longer period if specified by the 


executive director, a licensee shall file with the executive 


director an audit report containing the following: 


(a) Financial statements, including the balance sheet, 


the statement of income or loss, the statement of changes in 


capital accounts, and the statement of changes in financidl 

position; and 
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(b) Other information that the executive director may 


require. 


11-36-110. Examination of licensee. (1) The executive 


director shall examine each licensee not less than once each 


calendar year. 


(2) The executive director may, at any time, examine a 


licensee or a subsidiary of a licensee. 


(3) A director, officer, or employee of a licensee or of 

a subsidiary of a licensee being examined by the executive 

director or a person having custody of any of the books, 

accounts, or records of the licensee or of the subsidiary 

shall exhibit to the executive director, on request, any of 

the books, accounts, and other records of the licensee or of 

the subsidiary and shall otherwise facilitate the examination 

so far as it is in his power to do so. 

(4) If in the executive director's opinion it is 


necessary in the examination of a licensee or of a subsidiary 


of a licensee, the executive director may retain any certified 


public accountant, attorney, appraiser, or other person to 


assist him. Within ten days after receipt of a statement from 


the executive director, the licensee being examined shall pay 


the fees of a person retained by the executive director under 


this subsection (4). 


11-36-111. Criteria for license. (1) After a review of 


information regarding the directors, officers, and controlling 


persons of the applicant for a license, a review of the 


applicant's business plan, including at least three years of 




1 	 detailed financial projections and other relevant information, 

2 	 and a review of additional information considered relevant by 


the executive director, the executive director shall approve 


an application for a license if, and only if, the executive 


director determines: 


(a) That the applicant is capitalized in an amount that 


is not less than two million dollars and that such sum is 


adequate for the applicant to transact business as a small 


business development credit corporation; 


(b) That each director, officer, and controlling person 


of the applicant is of good character and sound financial 


standing; that each director and officer of the applicant is 


competent to perform his or her functions with respect to the 


applicant; and that the directors and officers of the 


applicant are collectively adequate to manage the business of 


the applicant as a small business development credit 


corporation; 


(c) That the applicant has provided a loan loss reserve 


of not less than two percent of the total portfolio not 


guaranteed by the United States government or any agency 


thereof. 


11-36-112. Denial of application. If the executive 

director denies an application, the executive director shall 

provide the applicant with a written statement explaining the 

basis for the denial. 

11-36-113. Use of term "small business development 

credit corporation". A person transacting business in this 
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state, other than a licensee, shall not use the term "small 


business development credit corporation" in its name or title, 


shall not use any other name or title which indicates that the 


person is a small business development credit corporation, and 


shall not otherwise represent that the person is a small 


business development credit corporation. 


11-36-114. -- enforcement - civilRules and regulations -

fines. (1) The executive director shall promulgate rules and 

regulations to enforce the provisions of this article. Such 

rules and regulations shall include, but need not be limited 

to, the following: 

(a) Disclosure of conflicts of interest; 

(b) Prohibition of false statements made to the 

executive director on any form required by him or during any 


examination requested by him; or 


(c) Prevention of fraud and undue influence by a 


1 i censee. 


(2) A violation of any provision of this article or any 


rule or regulation of the executive director shall be 


punishable by a fine, established by the executive director, 


not to exceed five thousand dollars. Each such fine shall be 


credited to the small business development credit corporation 


cash fund. Any proceeding to impose a fine under this section 


shall be pursuant to sections 24-4-104 and 24-4-105, C.R.S. 


11-36-115. Injunctive relief. If, in the opinion of the 


executive d irector, a person violates or there is reasonable 


cause to be1 ieve that a person is about to violate any 




provision of this article or any rule or regulation 


promulgated pursuant to this article, the executive director 


may bring an action in the name of the people of this state in 


the appropriate court to enjoin the violation or to enforce 


compliance. Upon a proper showing, a restraining order, 


preliminary or permanent injunction, or proceeding pursuant to 


rule 106 of the Colorado rules of civil procedure shall be 


granted, and a receiver or a conservator may be appointed for 


the defendant or the defendant's assets. 


11-36-116. Denial, suspension, or revocation of license. 


The executive director may deny, suspend, or revoke a license 


if the applicant or holder violates any provision of this 


article or any rules or regulations promulgated pursuant to 


this article. A plea of nolo contendere or a deferred 


prosecution shall be considered a violation for the purposes 


of this section. Any proceeding to deny, suspend, or revoke a 


license granted under this article shall be pursuant to 


sections 24-4-104 and 24-4-105, C.R.S. 


SECTION 2. 24-34-101, Colorado Revised Statutes, 1982 


Repl. Vol., as amended, is amended BY THE ADDITION OF A NEW 


SUBSECTION to read: 


24-34-101. Department created - executive director. 

(4) The executive director shall regulate small business 


development credit corporations pursuant to article 36 of 

title 11, C.R.S. 

SECTION 3. Effective date. This act shall take effect 

July 1, 1988. 

-137- BILL 12 




1 SECTION 4. Safety clause. The general assembly hereby 

2 f inds ,  d e t e r m i n e s , a n d d e c l a r e s t h a t t h i s  a c t  i s  necessary 

3 f o r  the immediate preservat ion  o f  the  pub l i c  peace, hea l th ,  

4 and safety.  



COMMITTEE RESOLUTION A 


WHEREAS, The rental markets, communities, and 


neighborhoods of the state of Colorado are being negatively 


impacted by the existence of distressed properties; and 


WHEREAS, The housing industry is an integral part of this 


state's economy; and 

WHEREAS, Many lower-income households currently are 

paying excessive amounts of their income for housing; and 

WHEREAS, The opportunity exists to facilitate the 

reorganization and new financing and ownership of distressed 


properties at below market values; and 


WHEREAS, The Colorado housing and finance authority can 


and has been negotiating for the purchase of these properties, 


using private funds, and has encountered a need for reasonably 


priced "gap" (or second mortgage) financing; now, therefore, 


-Be -It Resolved the Interim Economic Development 

Committee -- of the State of the Fifty-sixth General Assembly --- of 
Colorado, ---to make the followinq recommendation: 


That the general assembly, the joint budget committee, 


and the economic development commission investigate the 


following concept with a view to appropriating five million 


dollars to the Colorado division of housing (CDOH) loan 


program as part of the state of Colorado's overall economic 




development program: CDOH loans would be used t o  p rov i de  

"gap" f i n a n c i n g  f o r  t he  purchase and a c q u i s i t i o n  o f  d i s t r e s s e d  

p r o p e r t i e s  f o r  persons w i t h  very low-incomes ( those  below 50% 

o f  t h e  median income i n  a g i ven  area) w i t h  f i n a n c i n g  t o  come 

f rom tax-exempt bonds issued by t h e  Colorado housing and 

f inance  a u t h o r i t y ,  which a u t h o r i t y  i n  con junc t i on  w i t h  

app rop r i a t e  l o c a l  housing a u t h o r i t i e s ,  would bear t he  r i s k  of 

p o t e n t i a l  opera t ing  d e f i c i t s ;  when poss ib le ,  ownership of t h e  

u n i t s  purchased w i t h  these CDOH loans would be t r a n s f e r r e d  t o  

t he  low-income occupants. 
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