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West Virginia Innovation Development Act
Issue:

Traditional government economic development programs have been designed to stimulate economic development and job creation by encouraging out-of-state corporations to invest in establishing mature operations in West Virginia.  In selling West Virginia to this market, the primary points are natural resources, transportation and workforce characteristics.  While these endeavors are important, they must be complemented with “new economy” models for indigenous technological innovation that can transform our existing businesses as well as new company formation leading to the generation of high-growth enterprises that begin in West Virginia, grow in West Virginia and mature in West Virginia.  The Mountain State can, and must, become, “in its own way and with its own strengths”, a commercial “hot-spot” such as Silicon Valley and Research Triangle have in their own sectors.  These were also rural, agricultural communities only a few decades ago.  In those regions, capital generation and wealth formation has followed a “virtuous circle,” once the initial conditions were established.  West Virginia has already invested in creating many of these necessary conditions, and must continue this investment with a long-term strategic program to span upward in the global value chain from a provider of base resources to a higher value added provider of intellectual capital and innovation, entrepreneurial skills with patient, private, “seed, angel, traditional and community development venture” capital.
Information:

Previous programs designed to stimulate technology-adapted economic development through the formation and deployment of venture capital in West Virginia have begun the process of building the necessary expertise and infrastructure for high-growth and innovative enterprises, though they have not, in and of themselves, led to a robust and vital ecosystem to transform existing companies or create entrepreneurial companies.  This work is still very much “in process” and more remains to be done.  It will require a long-term focus and commitment akin to the investment West Virginia has made over the past several decades in developing our tourism industry.  Our progress to date must be followed up with an ongoing program that develops our capacity for innovation and technology entrepreneurship in an integrated holistic manner, incorporating and leveraging the strengths of all our regions, our colleges and universities, our industrial base and the foundation of a marketplace for private equity, such as: angel investors; seed, venture and expansion capital and other sources of secured and/or subordinated debt.
Because a mainstay of West Virginia’s previous program, the Capital Company Act, did not meet the expectations of the Administration, in November 2006 Governor Manchin introduced and the West Virginia Legislature passed legislation eliminating the Act.  However, this action has left the challenge for capitalizing innovation-driven enterprises in West Virginia without critical state government support.  Therefore, the challenge today is to develop a program that considers the full life-cycle of private capital investment from beginning entrepreneurial thought and action all the way to harvesting and re-investment of this capital in West Virginia with the established businesses late enough in their development cycle so that they remain permanently in West Virginia develop a wealth-creation engine that is the true sign of a successful, long term development program for West Virginia.
Learning From and Improving On the Past: The experience of prior efforts has provided several lessons that will be important for the development of a successful program tailored to West Virginia’s unique place in the global economy.
Among the distinctive characteristics of West Virginia’s market are: (1) the relative scarcity of “new economy” entrepreneurial start ups in the technology sector, and the relative abundance of existing and sometimes mature West Virginia businesses that face structural changes in their markets; (2) the relative abundance of family-owned businesses facing succession or critical size issues or both; (3) relatively underdeveloped private equity and entrepreneurial markets, with scarce resources and few support structures in place; (4) lack of integration and communication between university research efforts, advanced industrial sectors, experienced entrepreneurs and corporate managers, as well as sources of funding for new company creation; (5) the lack of executive management teams and experienced entrepreneurs to lead and grow enterprises.

In order to generate an ecosystem of innovation-driven companies, we must address the foundations of the West Virginia’s distinctive market environment, build on the established industrial base and dedicate ourselves to a long-term program that will result in a strong, viable, high-growth West Virginia economy for the 21st century.
Action:

Create a program tailored to West Virginia’s specific markets, opportunities and challenges.  From the standpoint of establishing innovation-driven enterprises, this suggests a program which:

(1) 
Helps build and nurture entrepreneurial support structures and attracts experienced executives to lead West Virginia-based companies;

(2)
Supports the formation and deployment of private equity at all stages of the business development lifecycle, including seed capital, venture capital, and other equity and normal bank debt that can help emerging as well as mature businesses remain, adapt and grow in West Virginia;

(3)
Is flexible in terms of who may access program resources, and how;
(4)
Operates according to clearly expressed standards designed to grow, build and keep businesses in West Virginia;

(5) Provides measurable results and holds participants accountable;

(6) Leverages existing programs and resources in all regions of the State;
(7) Operates as a “Fund of Funds,” providing liquidity to qualifying investment vehicles and receives a return on investment from distributions from participating funds; and
(8) Modifies the Capital Companies Act to: (1) support Angel Network(s); (2) support funding of Seed and Venture Capital Funds, specifically including Community Development Venture Capital Companies; and (3) provide for a return on the State’s investment by sharing the return of capital and profits with private limited partners.
The essential elements of this program are as follows:

(1)
$5 million a year to make seed capital, venture capital, and other equity and debt investments in businesses of all types across West Virginia, and to provide technical and professional assistance to entrepreneurs in the state.  $1 million will be reserved for seed-stage investments.  The State will operate as a limited partner in the funds, taking an equity position in the companies and receiving distributions of capital back from the funds;
(2)
$5 million in Recoverable Revenue Credits to encourage private investors to invest in seed capital, venture capital, and other private equity funds to build and support innovative businesses across West Virginia.  $1 million reserved for seed-stage investment funds and $2 million reserved for certified community development venture capital funds.  This investment by the State would be recoverable in that capital returns and profits would be split 40% to the State and 60% to the private limited partner who had taken advantage of this program;

(3)
Creation of a competitive selection and award process for available funding, to be managed by the WVEDA.  The process will be guided by clearly articulated standards tied to the generation or retention of jobs, wealth and prosperity in West Virginia.  Investments should be limited to the industries of strategic importance to the State as determined in the Battelle study and as updated and revised by the WV Department of Commerce.  The selection committee for funds will be comprised of an independent advisory board of five individuals with experience in technology-based economic development, representing the WVEDA, Department of Commerce, University tech transfer programs, technology entrepreneurs and angel investors;
(4)
Each “fund applicant” must demonstrate its capability to manage and administer private equity investments, such as seed funds, venture capital and expansion-stage funds, and provide expert guidance to companies through the growth process.
(a)
Each applicant must provide a documented process for business development and commercialization assistance ranging from evaluation to due diligence requirements for investment
(b)
Each applicant must provide documentation of past and current business development and commercialization assistance
(5)
Require matching dollars into participating funds from private (corporate or individual) investors, with a goal to evolve into “evergreen” funds which are self-supporting through private investments and the ongoing distribution of wealth back into the private markets;
(6)
All companies receiving investment must have the majority of their corporate operations in West Virginia, with executive management residing in West Virginia, and commit to maintain West Virginia operations through the life of the company, with penalties if this commitment is violated.
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