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- Steve Smith

- Bill Shelton (Expert Staff)
- Mary Rae Carter (Expert Staff)



Final Recommendations

- Consistent Definition of Economically Distressed
- Fully fund Virginia’s Enterprise Zones

- Economically Distressed Areas Revitalization

- Virginia Agriculture Enterprise Zones

- Marketing of Virginia Agriculture Products



Consistent Definition of Economically Distressed Areas

» In order to effectively target state resources for community
and economic development, Virginia must have a standard
definition of “economically distressed” areas.

o Governor's Development Opportunity Fund

Defines economically distressed areas as, “distressed areas can be defined
by such factors as high unemployment or underemployment and negative
economic forecasts”.

o Major Business Facility Job Tax Credit

Defines economically distressed areas as, “An area shall qualify as
economically distressed if it is a city or county with an unemployment rate
for the preceding year of at least 0.5 percent higher than the average
statewide unemployment rate for such year”.
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Consistent Definition of Economically Distressed Areas

e Recommendation:

o Virginia should establish a working group to analyze data
and define “economically distressed” using the following
criteria: Average Unemployment Rate, Median Adjust

Gross Income, Persons in Poverty and Fiscal Stress of
Locality.




Fund Virginia’s Enterprise Zones

» Enterprise Zones are a significant tool in economic
development arsenals across the nation.

» More than 38 states have an enterprise zone program
including North Carolina, South Carolina and Maryland.

* In FY 2010, Enterprise Zone grants were prorated at .62 cents
on the dollar (up from .46 cents on the dollar).

 In Virginia, the program is targeted toward distressed
localities, as evidenced by high unemployment, a high
percentage of students receiving free and reduced lunches and
low household income.



Fund Virginia’s Enterprise Zones

Currently, there are 57 Enterprise Zones designated in VA.

In 2010, 214 zone investors received $10.6 Million in real
property investment grants from the Enterprise Zone program.

Private investment in qualified real property investments in
Enterprise Zones totaled more than $500 Million.

Forty-one businesses received $1.2 Million in Job Creation grants
which created 923 net new full-time jobs.
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Fund Virginia’s Enterprise Zones
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e Recommendation:

o Fully fund the Enterprise Zone program. This funding
will restore credibility to the program.




Economically Distressed Areas Revitalization

- To promote revitalization and economic development in
distressed areas of Virginia, the Commonwealth should
provide financial and tax incentives to enhance the economic
feasibility of reusing vacant, abandon and derelict
structures.

- State incentives will encourage private investment to
rehabilitate buildings in older neighborhoods and
commercial districts in Virginia.



Economically Distressed Areas Revitalization

- Virginia Main Street Program:

- Promotes economic and physical revitalization of historic
downtowns and neighborhood commercial districts.

o Since 1985 when the program began, the program has had
significant impact on designated communities:

Jobs created expanded or retained..........ccccceevvvvriivieenennnnnnnnn. 14,386
Small businesses created, expanded or retained.................... 4,926
Private INVESTIMENT ..uuviiveieiiiiiiiiiiiieeeeerieeeeeeteeeernaeeeerrneeeenns $638 million
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Economically Distressed Areas Revitalization

- Brownfield Cleanup & Redevelopment:

o “Brownfields” are often a major impediment to redevelopment in
distressed areas, especially older cities.

o The General Assembly adopted the Virginia Brownfield Restoration
and Land Renewal Act in 2002, however no funding has been allocated.

o Since August 2003, 60 sites have already utilized the Brownfield
program for redevelopment representing than $700 million in created
value, along with hundreds of jobs created or saved.

o With adequate funding for site assessment and/or remediation, many
more sites would come into play as developers leverage the funding.
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Economically Distressed Areas Revitalization

- Industrial Site Revitalization Program:

o Many distressed communities throughout Virginia continue to be
negatively impacted by the closure of manufacturing, textile, tobacco and
furniture plants.

o Virginia should consider providing direct financial or tax incentives to
encourage investment in revitalizing these vacated structures.

o North Carolina has a similar program and a report by the NC Departmen
of Commerce reveals that rehabilitation and reuse of historic mills and
buildings bring substantial benefits to North Carolina communities

-




Re-establish the Virginia Agriculture Enterprise Zones

- The Virginia Agriculture Enterprise Zone Act was passed by the 2005
General Assembly subject to funding in the subsequent appropriations act.

Unfortunately, funding was not available and the Virginia Agriculture
Enterprise Zone Program, which had General Assembly support, did not go
into effect.

- The purpose of an Agriculture Enterprise Zone Program is to attract,
promote, retain and encourage the expansion of agricultural and farm
businesses involved in the growth, production, processing, manufacturing,
distribution, wholesale and retail sales of agricultural and food products in
designated areas in the Commonwealth.
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Re-establish the Virginia Agriculture Enterprise Zones

e Recommendation:

o The Subgroup recommends establishing a Virginia
Agriculture Enterprise Zone Program to incentivize job
creation and economic development in the agribusiness

sector and funding to implement the Virginia Agriculture
Enterprise Zone Program.




Marketing of Virginia Agriculture Products

The total economic impact of agribusiness (agriculture and forestry-related)
industries in Virginia is $79 billion (approximately 9.9 percent of Virginia’s
gross domestic product (GDP).

The total employment impact exceeds 500,000 jobs, which makes up over 10
percent of the state's employment.

Every job created in agriculture and forestry related industries results in
another 1.5 jobs in the Virginia economy. Every dollar generated in value-added
results in another $1.75 value-added in the Virginia economy.

Agriculture and forestry are a highly visible part of Virginia's economic base.
Nearly 21 million acres, or 82 percent, of the commonwealth's total land area is
forest, crop land, or pasture and range.
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Marketing of Virginia Agriculture Products

e Recommendation:

Serving Virginia agriculture products at all state sponsored
events .

Continued expansion of international marketing of Virginia
agriculture and forest products through new marketing
offices .

Providing additional support for VDACS’ Virginia Grown
and Virginia’s Finest marketing programs.

Enhancing tourism promotions for the many diverse
agriculture industry events, activities, and products.
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Members

- John Luke (Chair)

- Brett Vassey

- Bengt Lundgren

- Tom Godfrey

- Don Banker

- Jay Langston (expert staff)



Manufacturing Subgroup Activity

May 26
July 12

August 16

September 17

Initial meeting—Developed vision and
goals

Update on Research and progress toward
our goals

Bob Leber—Workforce Development
discussion

Richard Weeks-Environmental
Regulations discussion

Final discussion of recommendations



Stakeholders

American Chemistry Council

National Association of
Manufacturers

PhRMA

Shenandoah Valley Partnership
VACO

Virginia Biotechnology Association

Virginia Career and Technical
Educators Assoc

Virginia Career Colleges Association
Virginia Chamber of Commerce
Virginia Community College System

Virginia Council on Advanced
Technology Skills

Virginia Manufacturers Association

Virginia Craft Brewers Council

Virginia Department of Business
Assistance

Virginia Department of Taxation

Virginia Economic Development
Partnerships

Virginia Electronic Commerce
Technology Center

Virginia Industry Foundation
Virginia Seafood Council

Virginia Wholesalers and
Distributors

Virginia Workforce Council



Analysis

Virginia long recognized as a good home for
manufacturing

Record of being good destination for new manufacturing

Continue to identify improvements that will lead to
incentives for new jobs

Identify potential to leverage Virginia’s business
environment and financial strength



Practical Recommendations Considered to Ensure
Right Manufacturing Climate

- Workforce Development
- Taxation

- Regulation
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Importance of Workforce on Business Decisions

Figure 31: Workforce Has the Biggest Impact on Whether to Stay
in Virg_;inia, Open a New Facility, or Close an Existing Facility

Workfores: Cosis ]
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State regulations ' 1

Transportaticn infrastructure e R I
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Energy costs
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Maote: Sixty-on= companies answered the quastion, but were askad to salect multiple factars,
This resuit=d in 175 total factors being identified by companies.

Source: JLARC survey of Wirginia manufacturers, 2008,
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Effective State and Local Tax Rates on Manufacturers
Measured by Industry Property Income

Comparison State Average: 8.1%
8.5%

11.6%




Final Recommendations

- Machinery & Tools Tax Reform
- Accelerate Phase Out of the Single Sales Factor
- Virginia Port Tax Incentive

- Environmental & Regulatory Permit Process



Machinery & Tools Tax Reform
Recommendations

» Repeal M&T Tax
» Modify M&T Tax

a. New investments in M&T not taxable for the first three tax years of
use after the purchase, transfer or restart date.

b. All in-service M&T over 10 years old would be assessed at a
maximum value of 1% of the original cost until idled or disposed of.



Machinery & Tools Tax Reform

 Virginia Manufacturers have the highest state & local tax
rate among five competitor states (AL, GA, KY, NC, SC)

 Full repeal or modified tax will make Virginia fully
competitive

» 20 states have now exempted machinery and tools from
taxation (most recently Connecticut & Kansas)



Accelerate Phase out of the Single Sales Factor
Recommendation

- Currently planned transition of the single sales factor from
2011 to 2014 is expected to save manufacturers a total
$55.7M in state income tax over a 4 year period.

- Immediate implementation would increase the savings by
an additional $64.3M. When fully implemented, the single
sales factor is expected to result in an annual tax savings of
$30M.



Virginia Port Tax Incentive
Recommendations

- Provide a Virginia Income Tax credit ($100 per container) for utilizing
Virginia Ports for export and import of materials and finished goods
related to Virginia based manufacturing operations.

- The Port of Virginia is a major economic engine for Virginia and a key
factor in attracting businesses.

- In FY09-FY10 22% of the manufacturing, warehouse & distribution
investments were confirmed port users in Virginia.



Environmental & Regulatory Permit Reform
Recommendations

- Develop more standardized permit application process for
customized and general permits

- Encourage a “pre-application” meeting w/DEQ

- Utilize LEAN management tools for DEQ’s air permitting
program

- Encourage a “pre-application” meeting with DEQ

- Continue Chief Deputy Role within DEQ



Environmental & Regulatory Permit Reform

- DEQ Chief Deputy has played pivotal role in expediting permit process

- A recent business expansion was in jeopardy when the company was
told it would take 6-8 weeks to have a permit issued by the Virginia
DEQ. The situation was brought to the attention of DEQ and within 48
hours the company had received the necessary permits.

- The Manufacturing Subgroup would like to see this quick turnaround
institutionalized within the Department.



Final Recommendations

- Machinery & Tools Tax Reform
- Accelerate Phase Out of the Single Sales Factor
- Virginia Port Tax Incentive

- Environmental & Regulatory Permit Process
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SMALL BUSINESS SUBGROUP
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Members of the Small Business Subgroup

» John Biagas (Chair)

» Mel Chaskin

e Julia Hammond

* Andrea Kilmer

e Fred Thompson

» Peter Su (Expert Staff)



Final Recommendations

- Enhanced Access to Capital for Small Businesses
- Small Business Support

- Regulatory Notifications

- Tax Reform



Enhanced Access to Capital for Small Businesses

- Increasing the accessibility of credit and equity to Virginia’s
small businesses is crucial to Virginia’s economic recovery.

- Imperative that we find ways to ensure that creditworthy
borrowers have access to needed loans.

- Banks, while wanting to make more loans, find themselves
in a tighter regulatory environment which causes them to
downgrade existing loans and boost capital reserves,
making less credit available.



Enhanced Access to Capital for Small Businesses

- Virginia is well positioned to address the issue through the Virginia
Small Business Financing Authority

- VSBFA’s Loan Guaranty, Virginia Capital Access, and Tobacco Capital
Access programs are designed to assist banks and credit unions in
extending working capital lines of credit

- Based on direct and indirect job creation as a result of the financing
provided by the VSBFA, the Commonwealth has historically received

a $5.81 return on investment after the first year for every State dollar
the VSBFA loaned

- Over the history of the VSBFA’s financing programs, the VSBFA has
leveraged private credit and equity dollars at a ratio of $29:$1 for
every State dollar invested.



Enhanced Access to Capital for Small Businesses

- During the 2010 legislative session, Del. Merricks introduced the Small
Business Investment Tax Credit.

- VSBIC would have provided for the creation of private investment funds
(up to $100 million) that would have been invested in small businesses
located throughout the Commonwealth.

- There is a strong need for private capital to encourage the start-up,
growth and expansion of small businesses in Virginia (Furthermore, the
program would have no initial fiscal impact).

- A total of 28 programs have been passed in 10 states with over $2.2 billion
raised for small businesses and the creation of over 21,000 jobs.
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Enhanced Access to Capital for Small Businesses

e Recommendation:

o Give VSBFA additional funding and more flexibility for its multiple loan and
financing tools available to help Virginia entrepreneurs to attract more banking
partners, make more direct loans, and meet the variety of stated credit needs
identified by small businesses and the Federal Reserve.

o Small Business Investment Tax Credit program.




Small Business Support

» The Department of Business Assistance (DBA) is designed
to be the Commonwealth’s primary agency to assist smaller

businesses with economic development needs. It currently
administers the following programs:

o Small Business Financing Authority
o Business Information Services
o Virginia Jobs Investment Program



Small Business Support

- DBA’s budget has declined by 56% over the past 8
years, including a 51% staff reduction (34 FTE) over
the last 4 years.

- DBA currently has no budget to publicize its
programs, nor does the agency have staff to market
the many programs they offer to our small
businesses.



Small Business Support

 Recommendation:
o Appropriations for the following:

Realign the Small Business Development Centers ( SBDCs) with the
Virginia Department of Business Assistance (DBA)

Restore cuts to DBA’s general funds for FY2012

Media advertising and marketing related expenses, including staff



Regulatory Notifications

Small business owners often struggle to learn the many state laws, rules
and regulations that impact them.

- Recently, Illinois enacted the “Small Business Advisory Act”

- This piece of legislation requires every State agency to make available
on the internet a small business advisory page.

- The Illinois State Government uses the page to provide small
businesses with a plain language explanation of any proposed or
adopted rule or new legislation that affects small businesses and are
posted for a minimum of six months.
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Regulatory Notifications

* Recommendations:

o The Subgroup recommends legislative action on part of the
General Assembly, or by Executive Order via the Governor
to enact a similar statute in Virginia to help small
businesses understand the many laws and regulations
impacting them.




Tax Reform

- BPOL Tax implemented to fund the War of 1812.
- Current BPOL structure taxes businesses on their gross receipts,

regardless of profitability.

- In 2008, the average BPOL tax rate was $0.17 per $100 of gross

receipts for retail businesses and $0.14 per $100 of gross receipts for
contractors and $0.26 per $100 gross receipts for repair, personal, and
business services.

- Heard testimony from one individual who lost over $70,000 last year,

yet still had to pay nearly $5,000 in BPOL taxes.

- Simply repealing BPOL taxes without finding additional revenue
sources in this environment would be difficult and the Subgroup does
not believe this to be a realistic approach.
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Tax Reform

e Recommendation:

o The Virginia Department of Taxation shall collect the necessary
information for 2 years to determine what the fiscal impact would be
if Virginia took a more reasonable approach to its BPOL tax, taxing
small businesses on their relative profitably as opposed to gross
receipts.

o Once the Department of Taxation has collected the proper data and
is able to provide an accurate Fiscal, it is the Subgroup’s
recommendation that Virginia enact legislation that moves BPOL
from the current formula of gross sales to a model that is fair and
truly represents a businesses success; which is there relative
profitability.
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Subcommittee Members:

* Anne Gavin, Microsoft Corporation

» Mark Herzog, VA Biotechnology Association

o Caren Merrick, webMethods

» Robert Skunda, VA Biotechnology Research Park
Commiittee Focus:

» Goal of best economic dev strategies = increase # of
“firms per worker” (Harvard Business Review, 7/10)

» Advanced technology jobs = greater impact



Recommendation #1: Access to Capital
» Advanced Technology Convertible Loan Fund

o Loans for early-stage tech firms

» Refundable R&D Tax Credit

o VA one of only 12 states without one. Refundable to early-stage,
pre-profitable firms. Added % for research at VA university.

* “Emerging Technology Fund” (TX, NC)
o Creates “Iinnovation centers” to drive “deal flow”

e Commonwealth Research Commercialization Fund &
CIT “Gap” Fund

o Matching funds for Federal grants & early-stage capital support




Recommendation #2:
Advanced Technology Relocation Fund

» VA lacks incentive tools to attract small, high-tech,
high-growth firms (20 or fewer FTEs, etc)

» Funds to relocate HQs of high-growth, advanced tech
firms to VA

» Great marketing message: Advanced tech firms want
to move to Virginia



Recommendation #3:

VA “Wet-Lab” Development Fund

» VA lacks available space - Jobs lost to rival states

» Unique role for public sector in lab development

» Wet-Labs included in Virginia’s Capital Outlay Plan

 Recommendation: Invest in a wet-lab construction
and loan guarantee revolving fund in the next
statewide General Obligation Bond opportunity



Recommendation #4:
Regional Technology Innovation Centers
» Regional incubation and support network (ETF)

» Universities moving towards more translational
research = commercialization and jobs

» Life science and other knowledge-based start-ups
need additional support to survive “valley of death”

» Commercialization Centers would help incubate
“deal flow” and promote investment opportunities

» Leverage state support with local & private resources



Recommendation #5:
Virginia “Declaration of Innovation”
» High profile launch & branding opportunity

» Better promotion of Virginia’s attributes as a
Commonwealth of innovation and commercialization

» Statewide R&D plan that promotes “translational” or
“applied” research resulting in commercialization

* Promotion of new and existing technology incentives,
“Innovation prizes” and success stories of VA firms



How could we fund the innovation agenda?
Proposal: The “Venture Virginia” Initiative

» Insurance companies may pre-pay portion of 2015
taxes in return for tax credit (1-10%)

» Credits may be used starting in 2015, 1/5th value
each year for 5 years.

» Funds raised in 2011 to be invested in technology-
based economic development initiatives to grow the
innovation economy.
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Members

» Kathy Byron

» Chris Chmura

» Helen Dragas

» Jim Dyke

» Frank Longaker
* Bob Leber

Staff

* Peter Blake
* Jessica Brooks
« Michael Hardy



» May 5, 2010 - Richmond

* May 27, 2010 — Richmond

» July 7, 2010 — Harrisonburg

* August 10, 2010 — Hampton

» September 10, 2010 — Northern Virginia



A skilled, flexible and prepared workforce is
essential to driving Virginia out of the current
economic situation and maintaining our global
competitiveness.

The workforce development sub(igroup will help
ensure that Virginia has a skilled, diverse,
motivated, and adaptable workforce that
creates opﬁortumtles for employees and
supports the needs of employers.




» Twelve strategies
75 proposed action items
* 14 items mentioned in interim report

» Final report identifies four areas:

1. Greater Alignment between Job Demand and Workforce
Development Efforts

». Greater Use of Career Pathways Programs

3. Greater Coordination among Education, Workforce
Development, and Economic Development

4. Policy Development and Performance Reporting



#1 - Greater Alignment between Job Demand
and Workforce Development Efforts

Action Items - Recommend actions that will ensure workforce
education and training efforts support business hiring needs.

» Prepare regularly updated statewide and regional occupational demand
listings, along with skills and competencies required for those
occupations in demand.

» Regularly engage the business community to identify occupation and
educational needs that may not be captured by the data.

 State and local requirements for the funds provided for workforce
education and training be used to support those occupations.



#1 - Greater Alignment between Job Demand
and Workforce Development Efforts

Action Items - Recommend actions that will ensure workforce
education and training efforts support business hiring needs.

» Establish workforce-ready designation for regions of the state that
demonstrate commitment to lifelong education, improved high school
graduation rates, and effectiveness in aligning skills, education levels,
and economic development.

» Improve customer service at the One-Stops Career Centers through the
use of common data system.

» Purchase, create, or expand an information technology solution, similar
to the Wizard program to provide user-friendly information to
students, job seekers and businesses.



#2 - Greater Use of Career Pathways
Programs

Action Items - Promote the continued implementation of the state’s
Career Pathways System by undertaking the following actions:

» Implement programs that encourage greater collaboration between
secondary and post-secondary institutions and employers.

» Encourage and facilitate business input into curriculum development.

» Promote workplace-oriented education and training including
enrollment in high school technical and advanced technical diploma
programs.



#2 - Greater Use of Career Pathways
Programs

Action Items - Promote the continued implementation of the state’s
Career Pathways System by undertaking the following actions:

» Support increased efforts to prepare more teachers to enter Career and
Technical Education (CTE) fields including STEM programs.

» Encourage the use of dual enrollment, thereby allowing more students
to enroll in college-level courses for credit while still in high school.

» Promote registered apprenticeship and earn-while-you-learn programs,
which provide a combination of structured on-the-job training and
related classroom instruction at a community college or post-secondary
technical training institution.



#3 - Greater Coordination among Education,
Workforce Development, and Economic
Development

Status:

» The Subgroup members agree that senior level leadership and
accountability to carry out the responsibilities of the Chief Workforce
Development Officer is fundamentally important.

» However, the Subgroup members were unable to agree upon which
senior level official should be assigned the responsibility.



#4 - Policy Development and Performance
Reporting
Action Items - Virginia Workforce Council to undertake the following;:

» Identify and develop recommendations for removing barriers that limit
the participation of private and non-profit training providers

» Streamline the application and approval process for programs to be
certified as eligible training providers.

» Support efforts to create state’s longitudinal database system

» Establish measures to evaluate the effectiveness of the local workforce
investment boards and conducting annual evaluations of the
effectiveness of each local workforce investment board.
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Tourism State &

Visitation Spending Local Taxes

& Jobs

In 2000

$19.2 Billion in Tourism Spending
Supported 210,000 Jobs
Provided $1.28 Billion in State and Local Taxes




Virginia Tourism Facts

» 60 Million visitors to the Commonwealth in 2009

» Every dollar invested in Tourism marketing
generates $5 in State and Local Taxes

» Every $90,000 in Tourism expenditures creates 1 job



Tourism Subgroup Goals

Increase visitation by creating a sustainable mechanism for
funding Tourism marketing

Leverage state resources to promote the “Virginia Brand” and
create greater marketing efficiencies

Increase average length of stay, capturing an additional $1 in
State and Local taxes from all 60 million visitors to Virginia

Incentivize new Tourism development to create “new and
complementary” Tourism offerings to coincide with both the
anticipate influx of international visitors and the economic
recovery



Final Report:
Tourism Subgroup

Goal: Increase Visitation

IMPACT ON REVENUES AND BRAND

(VIRGINIA) AWARENESS

Cuts to the VTC budget come directly out of the
Tourism Marketing Budget. Virginia has been
unable to buy television advertising outside of
Virginia since July of 2008.

INEFFICIENT

Successful marketing campaigns build upon
themselves year over year, and depend on Reach
and Frequency in communicating their message.
The current “erratic” and inconsistent funding
methodology is both inefficient and costly.

ARBITRARY AND POLITICAL

There is no correlation between investments in
Tourism and the Return the state receives.
Funding of VTC (Virginia Tourism Marketing) is
affected by numerous unrelated political and
economic factors that dramatically impact the
states Return on Investment, not only for the
current fiscal year but in subsequent years.
Further, Virginia’s tourism competitors (Mid-
Atlantic states) are taking advantage of Virginia’s
absence in their markets.

VTC Funding Fluctuates Signifcantly from Year to Year

520,000
$18,000
$16,000
$14,000

$12,000

VTC Funding
10,000
(Thousands) $10/

$8,000
$6,000
$4,000
52,000

50

‘ B VTC Funding

$17,100 | $18,100 | $19,500 | $18,200 | $13,700 | $10,400 | $10,600 | 514,300 | $15,200 | 514,500 | $13,600 | $14,430 | $18,030 |

Ratio of VTC Funding to Tourism Tax Dollars Also Fluctuates Signifcantly from Year to Year

2.0%

1.5%

VTC Funding %
of Tourism  1.0%

Tax Dollars

0.5%

0.0%

1999 | 2000 [ 2001 | 2002 | 2003 [ 2004 [ 2005 | 2006 | 2007 | 2008 [ 2009 | 2010 [ 201 |

[=viCFunding %| 181% | 175% | 177% | 173% | 142% | 10a% | 101% | 12a% | 126% | 112% | 1.03% | 106% | 127% |




VTC Tourism Marketing Funding Methodology Based Upon 1.33% of “Tourism Tax” Revenues

(Would Equal the States Investment over the Same Time Period)

2.0%

1.5%

% of 1.0%
Annual Funding

0.5%

0.0%

Total Funding using

Formula-Based

Methodology: $198 Million

Total Funding using
Arbitrary Appropriation:
$198 Million

LS

2000
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2002
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2010

2011

Total
Funding
1999-
2011

emmsEquivalent Funding
asa Constant %

1.3%

1.3%

1.3%

1.3%

1.3%

1.3%

1.3%

1.3%

1.3%

1.3%

1.3%

1.3%

1.3%

1.3%

== \/TC Fundingas a
% of Tax Revenue

1.8%

1.7%

1.8%

1.7%

1.4%

1.0%

1.0%

1.2%

1.3%

1.1%

1.0%

1.0%

1.3%

1.3%

HISTORICAL AND BUDGETED FUNDING THROUGH 2011

The blue line above represents annual VTC funding, totaling $198 Million through 2011, as a
percentage of tourism-generated tax revenue each year. As a result of arbitrarily made appropriations,

the percentage fluctuates significantly from year to year. The dark blue line above represents a

Formula-based appropriation that would have resulted in the same level of funding through 2011.

A Formula-Based approach would allow for continuing market presence and the
ability to build upon year-over-year messaging and momentum.




Recommendation:

Appropriate VTC Funding Tourism Marketing as a percentage of taxes generated from Tourism

Increase that percentage from 1.33 % (the average over the last 10 years) to 1.9% to keep Virginia competitive with states
with similar tourism initiatives consistent with the Governoer’s mandate to double the tourism budget during his term

3.00%

2.50%

2.00%

% of 1.81%

: 175%  177%  1.73% _
Annual Funding 1.50% 17N 1.33%

1.60% 1.60%
1.60%
1.42
1.24% 1.26%
1.00%

1.7 %
1.04% 1.01% 1.03% 1.06%

0.50%

0.00%
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

e=ge=/TC Funding as a % of Tax Revenue  1.81% 1.75% 1.77% 1.73% 1.42% 1.04% 1.01% 1.24% 1.26% 1.12% 1.03% 1.06% 1.27%
smmsE quivalent Funding as a Constant % 1.33% 1.60% 1.60% 1.60%

BENEFITS OF A FORMULA-BASED APPROPRIATIONS METHOD

Ties funding for tourism to the revenue that tourism generates

Provides consistent funding for tourism marketing, thereby creating and dramatically improving impact and
efficiency

Creates an objective funding methodology for appropriation requests (the General Assembly will still have to
provide the appropriation and so will retain ultimate control)

Achieves the Governor’s objective to double tourism funding during his term and sets a template for the future
Funding will increase and decrease with the tax revenue generated by tourism
Allows Virginia to remain competitive with other State’s Tourism Marketing Initiatives




VTC Tourism Marketing

“Formula Funding” Impact on Tourism

Tourism Tax Dollars

(Millions) $945  $1,037 $1,104 51,054 %963  $1,002 51,047 $1,149  $1,210 $1,296  $1,320 51,367  $1,415 1,466  $1,518  $1,572 $19,464

Arbitrary Appropriations
VTC Funding (Thousands)

.F-;_r:nulilla-_?_?md VTC Funding 23453 $24288  $25153
{Thousands)

$17,200 $18,100 $19,500 $18,200 $13,700 $10,400 $10,600 $14,300 $15200 $14,500 $13,600 $14,430 $18,030




Goal: Marketing Efficiency and
Promoting the Virginia Brand

» Problem — Lack of consistent branding throughout the state; varying
messages, imagery and logos

» Strategy — Marketing collaboration among state agencies for cost
savings and efficiencies and a stronger brand

» Recommendation — Create a Chief Marking Officer (CMO)
position for the Commonwealth to ensure consistency in statewide
marketing, including brand, message and visuals.



Chief Marketing Officer Role

Ensure quality, cohesive and consistent messaging and imagery

Identify potential cost savings through marketing leverage programs and
consolidating redundant initiatives

Provide means to create efficiencies and economies of scale within existing
agencies

Develop a brand platform (Virginia is for Lovers) and resource guide/tool kit

Develop an infrastructure for improved and cost effective management of the
Virginia is for Lovers brand and its message both internally and externally

Establish a visual audit committee consisting of representatives from state
agencies

Develop a decision tree to assist in brand streamline process
Highly recommended the CMO report directly to the Governor



Benefits

» Provides a better image for the Commonwealth
» Duplicative expenditures can be streamlined

o Large companies that have done this have saved time
and up to 60% in brand management costs

» Provide a focused investment vs. a scattered approach

» Will free up agency personnel to focus on direct sales
instead of developing creative marketing



Goal: Increase Average Length of Stay and Visitation

Strategy-

* Incentivize Tourism Product Development by creating similar Grant
Programs that are currently available to other Virginia industry’s. This
will attract tourism development to the state to develop New and
Complementary facilities (hotels, inns, resorts, restaurants etc..) and
attractions

» Position Virginia as the economic recovery begins as an even more
exciting place to visit

» Have a competitive marketing advantage over other states and
destinations vying for the Tourist, Convention and Business Traveler
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The Need:

l Municipal
5 Bureaus,
i Affihated

Over 600 Hospitality Professionals i
Administrators, Executives of Conve
Elected Officials, Private Secto
Associations have been surve
opportunity for new and img
facilities for their Region a




ATTRACTIONS

LODGING

EMERGING INDUSTRIES

590 online surveys of industry throughout
Virginia

42% say Entertainment is needed, 33%
Attractions, 28% say Sports Venues, 19%
Museums

25% in total say Lodging is needed

Nearly all cite one emerging industry via
comments, in person sessions and phone
interviews

Sports Venues, Entertainment, Cultural

Convention or Large Property, Smaller Hote
Nature/eceLodge, B&B

Oulffitters, Youth Sports, Agri/Edmurism, Trail
Programs

Regional Analysis

Type

Type

Type

Northern Virginia

Entertainment, Cultural

Convention or large property

Youth sports, Agri/Eco, Trail Programs

Central Virginia

Entertainment

Smaller hotel, nature/ecéodge, B&B

Oultfitters, Youth sports, Agri/Eco, Trail
Programs

Richmond

Sports Venues, Entertainment

No consensus on type

Youth Sports, Eco, Trail Program

Shenandoah Valley

Entertainment, Cultural

Nature/ecclodge, B&B

Outfitters, Agri/Eco, Trail Programs

Roanoke

Entertainment

No consensus on type

Youth Sports

Blue Ridge Highlands

Entertainment, Cultural

Smaller hotel, nature/ecéodge

Agri/Ecetourism

Heart of Appalachia

Sports Venues, Entertainment, Cultural

Convention or large, smaller hotel,
nature/ecolodge, B&B

Outfitters, Agri/Eco, Trail Programs

Southern Virginia

Sports Venues, Entertainment

Smaller hotel

Youth sports, Agri/Eco, Trail Programs

Chesapeake Bay

Entertainment, Cultural

Convention or large, smaller hotel,
nature/ecolodge

Trail Programs

Eastern Shore

Entertainment

Smaller hotel, nature/ecéodge, B&B

Oultfitters, Trail Programs

Hampton Roads

Sports Venues, Entertainment

Convention or large property

Youth Sports




All Localities throughout the Commonwealth have an expressed need and interest in
developing new and/or complementary tourism projects in their community and region.

Many cities and localities have major tourism initiatives that are “ready to go” but they
have been unable to bring to fruition as a result of inability to attract sufficient capital
(primarily debt) for the project.

Additional support of the locality and state (which is currently being offered by some of
our competitive states) would allow these projects to move forward and attract new
developers to localities who desire to create and expand their tourism offerings.

Bottom Line: There is an abundance of tourism development opportunities
throughout the Commonwealth that will create an immediate economic impact for our
construction and tourism related industries. While most projects can attract some level
of debt and equity, their remains a project funding i G a pbeétween the costs of
development and capital (debt and equity) available.



» Recommendation: The creation of a Tourism
Development Grant Program to fill the project
financing “gap”.

o For public/private developments
o Utilizing grant funds and access fees

o To promote new and complementary Tourism projects in the
Commonwealth



Project Funding “Gap”

Exists as a result of perceived market conditions and/or availability of capital for development

( Development | Availability

- of Capital
LIS (Debt + Equity)

Project Costs with Typical

Debt, Equity & GAP Ratios "GAP" to

Fund Project
@ 10%-25%

Financing
Available
@ 55%-65% |

Equity
@ 20%-25%




Proposed Tourism Development Grant Program

Development incentive program sponsored by the localities and
supported by the state to promote and support new or complementary
Tourism development

Locality and state grants of 1% each in sales tax generated by the
development back to the developer/lender via the locality or political
subdivision

Enabling legislation will be created to require the locality/developer to
impose an “Access Fee” equal to 1% on all revenues generated by the project

Total 3% of grant and access fee revenue generated from project
revenues will create an additional cash flow stream for the project to support
either increased First Mortgage Financing or attract additional equity




Parameters

Must be sponsored and requested by the locality
The locality must have an approved Tourism plan with VTC

The developer must provide evidence that he has a minimum of 20% “real
equity” and has obtained partial financing

The political and subdivision developer and “lender” must have entered into an
agreement for the disbursement of funds

Once the debt is retired by amortization, sale or refinance, the state and locality
would retain their 1% and the access fee could potentially remain in place for
20 years to benefit a state agency



Project Costs, Financing and “Gap” of Hypothetical

Convention Hotel

Assumes 400 rooms, 3 food and beverage outlets, 30,000 square feel of
convention/meeting space and 30,000 square feet of retail space

SUMMARY OF PROJECT COSTS & FINANCING SS

Development Costs $80,000,000
................................ Less: Equity from Developer (25%) s20,000,000f ..

Balance to Fund (75%) $60,000,000

Financing Available

{Based on ﬁla rket Conditions @ 60% Loan to Cost) 548,000,000

"GAP" to Fund for Project Feasibility (15%) ($12,000,000)

"GAP" to
Fund for
Project
Feasibility
@ 15%
$12,000,000

Debt, Equity & "GAP"

Financing
Avail @ 60%
548,000,000

Equity @
25%
$20,000,000




Grant Funds and Access Fees Generated from Hypothetical Convention Hotel
(with $12,000,000 “Gap” Shortfall)

REVENUES:

Hotel $15,841,000
F&B $15,500,000
Misc S750,000

Retail $13,000,000
State & Local Taxes and "Access Fees"
TOTAL REVENUES

$50,442,447

The 3% Grant Funds and Access Fess in this investment example total $1,352,730
annually or $450,910 from each entity (State, Local, and Developer)

Example of Revenue Mix, Grant and Access Contributions
Misc

$750,000
7 -
s \

Retail
$13,000,000
26%
F&B
$15,500,000

i ‘/{/V‘.-‘ :
1R

Hotel Grant Funds

GRANT FUNDS AND ACCESS FEES;

$15,841,000 i Access Fee - Developer
31% Grant Funds - State

Grant Funds - City

TOTAL GRANT AND ACCESS FEE/INCENTIVES §1,352,730




SUMMARY OF PROJECT COSTS & FINANCING

Development Costs

“Gap” filled with Increased Debt

(Serviced by Grant Funds and Access Fees)

Less: Equity from Developer (25%)

Balance to Fund (75%)

Financing Available
(Based on Market Conditions @ 60% Loan to Cost)

"GAP" to Fund for Project Feasibility (15%)

($12,000,000)

USE OF GRANT AND ACCESS FEES TO FILL "GAP" S5
Cash Available from Grant Funds and Access Fees to
Service Increased Debt 51,352,730
Debt Service Coverage Required by Lender 1.40
Services Increased Debt Supported by Grant Funds

$12,102,712
and Access Fees

Return on Developer Equity (cashon Cash Return on S20m)

12.03%

(Conceptual Illustration for Discussion Purposes Only)




“Gap” filled with Addition Equity and/or Secondary Financing

(Serviced by Grant Funds and Access Fees)

SUMMARY OF PROJECT COSTS & FINANCING

Development Costs
Less: Equity from Developer (25%)
----------------------------------- Balance to Fund (75%)

Financing Available
(Based on Market Conditions @ 60% Loan to Cost)

"GAP" to Fund for Project Feasibility (15%)

USE OF GRANT AND ACCESS FEES TO FILL "GAP"

Required Return to Equity and/or Cost of Secondary
Financing 12.00%
Cash Available from Grant Funds and Access Fees 51,352,730
Additional Equity and/or Secondary Financing

$11,272,750
Supported
Return on Developer Equity  (cashon CashReturn an $20m) 10.06%

(Conceptual Illustration for Discussion Purposes Only)
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But for...

State/Local support of this hypothetical development, these additional
taxes would not be realized.

The typical General Fund Contributions to state and city would total $4.9M from this
investment and are estimated as follows:

$571,975 in City Real Estate taxes

O O O O O

$1,922,901 in State Sales tax

$2,267,817 in City Occupancy/Sales taxes

$75,273 in City Personal Property taxes
$93,147 in City Business License fees

$3,500,000
$3,000,000
$2,500,000
$2,000,000
$1,500,000
$1,000,000

$500,000

S0

Relationship of Annual Incentive Fees to
General Fund Proceeds

M Incentive Fees M General Fund Proceeds

$3,008,213

= 51'922'N1
P
$450,910 $450,910

City State

(using Virginia Beach as
Locality Example)




Benefits

No risk for state if revenues fall short

Locality political issues handled at local level

Does not impact state’s or localities’ rating or debt capacity
Immediate jobs creator (construction/tourism)

Obligation to fund “grants” is accelerated with increased revenues

Unlikely that debt would remain outstanding for 20 years, therefore state and
locality would retain the deferred tax at a debt retirement, sale, refinance or
amortization

Would create an “open for business” message and attract national developer
interest

Is a hybrid of programs the state currently offers

Several projects in the queue that would really get off the ground with this
program in place — hundreds of millions of dollars in immediate economic
activity
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Wine Subcommittee

e Goals:

o Increase Virginia’s domestic and international wine marketing
and promotional efforts

o Increase the number of Virginia wineries to provide for critical
mass within each distinct region

o Increase the number of attendant or companion services in
close proximity to Virginia’s wineries such as inns, beds and
breakfasts, restaurants, cultural attractions, spa services, etc.
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Wine Subcommittee

» Challenges

o Wine production is much more expensive in Virginia than other wine producing
states, such as California

o Virginia weather is unpredictable and very humid in the summer which can drive up
the cost of production

o Budget cuts have prevented educational programs from growing, making it more
difficult to standardize the quality of wine being produced and to educate vineyard
managers about the best techniques and varietals for Virginia’s unique soil and
climate

o Under current regulations, gateway signage is not permitted at the entrance to
Virginia’s viticulture areas, and the cost and requirements of the Tourist Oriented
Directional Signage program keep it from fully meeting the needs of the industry

o The sale of Virginia wine as restaurants, grocery stores and other retail outlets has
lagged behind on-site sales and direct shipment to consumers
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Wine Subcommittee

e Recommendations

o Development of a wayfinding signage program to easily identify wine regions
and direct tourists to wineries and attendant services.

o Create a transferable tax credit program to incentivize vineyard
establishment and winery expansion at a rate of 25% to be applied against
Virginia income tax.

o Create a tourism development fund to expedite development of attendant
services in rural areas, such as beds and breakfasts, destination restaurants,
rural inns, etc. and to encourage the establishment of multi-winery off-site
tasting and sales outlets.

o Attract companies to the state that provide the goods and services needed by
wineries and vineyards, thereby lowering production costs.
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Film Subcommittee

e Goals

o Provide jobs for Virginians employed in motion picture
industry

o Bring tax revenue to the Commonwealth

o Ensure that graduates of Virginia’s film programs can find
employment in the Commonwealth
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Film Subcommittee

e Recommendations

o The $2 million in the Governor’s Motion Picture Opportunity Fund
(GMPOF) and $2.5 million in refundable motion picture tax credits are
already bringing positive results. However, more is needed.

o With the current incentives, Virginia will realize an estimated $20 million in
state and local tax revenue compared to $11 million without the incentives.
More funding means more tax revenue.

o A $20 million fund would help Virginia compete with other states
having incentives, including Georgia, West Virginia, North
Carolina and Pennsylvania, and would help recruit as many as ten
new films and interactive digital media projects, which also
supports local filmmakers, crew and actors.
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» This chart measures the difference between incentive funds spent and
the film industry tax revenues for four different states.

» In all cases, the incentive produced an economic impact greater than
the incentive itself.

900,000,000 -
800,000,000 -
700,000,000 -
600,000,000 -
500,000,000 -
400,000,000 - _
300,000,000 - M Incentive
200,000,000 - m Impact
100,000,000 -
0]

GA NC PA VA

NoCap | NoCap 543 33
million | million

Economic Impact Generated from Incentive Programs
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v Goal # 1: Make Virginia the Energy Capital of the East Coast

v Grow both traditional and alternative energy production, jobs and
investment in Virginia.

v Increase the use of conservation and efficiency in Virginia’s homes &
businesses, and establishment and expansion of energy efficiency
businesses.

v Goal #2: Expand public education around Virginia’s energy production and
consumption, its effect on our economy and how Virginians can use energy
more efficiently.

v Goal # 3: Maximize the investment in clean energy research and development
through the work of the Universities Clean Energy Development and Economic
Stimulus Foundation



The Energy Subgroup identified short-term, mid-term
and long-term energy job-related sectors as the areas

of potential job creation opportunities aligned with
the Virginia Energy Plan:

» Short-term (1-2 years): conservation, biomass
and infrastructure (pipelines and transmission);

» Mid-term (3-5 years): nuclear sector and
uranium mining (if approved); and

* Long-term (5 years +): offshore wind and
offshore oil and natural gas.



» Existing programs are in place related to
conservation and energy efficiencies (Goal #1 & #2)
o We need an effective methodology to implement these

programs in order to create jobs in short term.

» The armed forces are working toward a goal of
producing 25 % of energy needs from renewable
sources by 2025. The military presence in Virginia is
a prospect to leverage the military’s goal and provide
the infrastructure/manufacturing for this renewable
energy portfolio. (Goal #1)



» The Environmental Protection Agency (EPA)
regulations are limiting the ability of companies to
gain permits effect their ability to mine coal.

o Support coal industry in limiting the impact on EPA
Regulations and preventing loss of coal energy jobs

» The federal government will be a driver in a number
of areas and the Commonwealth needs to formulate
a policy to address these concerns.



» There are two ongoing studies on uranium mining in
the Commonwealth - the studies should be
completed in short order. (Goal #1)

 The Commonwealth should monitor the National
Academy of Science findings — keeping in mind the
benefits to the Commonwealth: (Goal #1 & #3)
o What can we do to help facilitate job growth?

o What can we do to help areas with existing nuclear facilities
and companies?



Energy R&D/Higher Education: (Goal #3)

» The five energy centers being brought online by the
Virginia Tobacco Commission are an opportunity to
create a synergy.

 Increase energy entrepreneurship and put Virginia
on the map as an innovative technology economy.

» Implement an emerging technologies fund to provide
strategic and flexible incentive opportunities as it
relates to quickly evolving technologies.

e Support universities efforts seeking offshore wind
development grants.
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In considering the key policy recommendations, the
Subgroup was guided by the following principles:

 Job creation must be the focus of everything we do.

* Economic development programs must be results
oriented.

» Virginia must meet its commitments to business and
provide a sustainable fund for economic
development.



* Our incentive programs should support existing
opportunities and position Virginia for the jobs and
industries of the future.

» Our incentive policies should encourage the
alignment of strong workforce development
systems.

» We should better market and connect the skills of
military veterans with businesses in the
Commonwealth.



» Expanding initiatives that turn innovation into jobs
and create competitive businesses is a priority.

» We must have an inventory of ready to go sites for
business prospects.

» Regional cooperation in economic development is
more important than ever from both a cost-savings
standpoint and from a marketing standpoint.

» Our incentive programs must be flexible to deal with
the changing nature of corporate America.



The Business Recruitment and Development Subgroup
identified the following recommendations :

» Expand initiatives such as industry "Centers of
Excellence";

» Competitively promote Virginia’s inherent attributes
domestically and internationally;

» Create competitive and strategic incentives for
business expansion and recruitment, including an
emerging technologies fund to capture research-
based employment and investment in the
Commonwealth;



» Improve economic development efforts through
regional collaboration;

» Foster entrepreneurship through strategic tax
policies for 215t century jobs; and

 Align the curriculum at the technical centers,
community colleges and four-year institutions of
higher education with the economic development
strategies of the Commonwealth.
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