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Microenterprise:  The Engine of Regional Economies
The Assembly Jobs, Economic Development, and the Economy Committee (Committee) is the policy committee within the California State Assembly responsible for reviewing legislation and providing oversight to the state's small business and microenterprise related activities.   

Section I – Introduction

The purpose of this paper is to provide background and identify trends to assist Assembly Members during their ongoing discussions on microenterprise and entrepreneurship.   The Committee views microenterprise issues in its broadest context.  The state's microenterprise programs go beyond direct assistance, and involve a range of economic fundamentals – academic and workforce development, business licensure, access to venture and other private capital, as well as, other elements that constitute California's business climate and economic conditions.  

On July 26, 2006, JEDE will hold its second hearing related to microenterprise development during the 2005/06 Legislative Session.  This second hearing, “Microenterprise:  The Engine of California's Regional Economies” has been developed in partnership with the California Association of Microenterprise Opportunity (CAMEO).  The hearing will address academic preparation for entrepreneurship, rural and urban models for regional collaboration, and public and private funding sources for microenterprise development programs.

The first hearing, “Overview of Small Business and Microenterprise Development,” held on April 5, 2005, provided a general overview of the topic, including state funding, training opportunities, and the links between larger companies and smaller businesses, which often act as contractors for specialized work.   The agenda and related materials from the hearing are available in Appendix K.

Agendas, a summary of significant issues, and related materials from each hearing will be included in the Appendix of the paper with each update.  At the end of the 2005/06 Session, a summary report, with a final list of recommendations, will be submitted to the Members of the Committee and the Legislature.
Definition of Microenterprise and Microenterprise Development
There are varying definitions of microenterprise.  One of the most common definitions of a microenterprise is a business that was started with less than $35,000 in equity, and has fewer than five employees.  Many microenterprises start as part-time or home-based businesses.  Due to their small size and limited business experience, many owners of a microenterprise have difficulty meeting the traditional credit and collateral requirements of mainstream financial institutions.   
An Aspen Institute report estimates there are over 10 million microentrepreneurs in the U.S. offering services ranging from car repair to software design.  It is estimated that there are over 2.6 million microenterprises in California representing over 88% of all businesses.
California benefits from microenterprise on three different levels.  First, microenterprise improves and stabilizes California's overall economy.  Second, microenterprise creates jobs and supports local and neighborhood economic development objectives.  Third, microenterprise creates wealth, thus alleviating poverty within lower income households.

Microenterprise development is a model for providing services, technical assistance and financing to new, prospective, and existing owners of a microenterprise.  Microenterprise programs use a variety of training and teaching techniques including business incubators, mentoring, and providing access to new technologies.  Based on a sampling of state microenterprise programs by CAMEO, on average, these programs serve approximately 165 clients a year, 76% of which women, 45% are of ethnic minorities, and 61% from low-income households. 

Microenterprise services are usually provided by community-based non-profit organizations or local agencies, and are funded through partnerships with government agencies, foundations, private industry, and individuals.  While initially established as programs to bring people out of poverty, today's programs are increasingly focused on entrepreneurship as a goal within itself. 
Possible Issues for Consideration

During the course of the hearing, Committee Members may wish to examine the following issues:
· What role should microenterprise development and entrepreneurship play within the state's overall economic development strategy?
· Is there sufficient outreach to rural communities and inner cities by state microenterprise programs?

· Does the California education system nurture future entrepreneurs?

· How can the state facilitate the investment of private moneys in microenterprises?

· Based on its possible rewards, are sufficient resources being allocated toward microenterprise development?

Organization of this Paper

This paper is organized into seven sections.  The first section defines the purpose of the paper.  The second section begins to frame the role of microenterprise within the context of  California and its regional economies.  The third section describes the current landscape of microenterprise development, including challenges to successful initiatives.  The fourth section discusses entrepreneurial training in high schools and community colleges.  The fifth and sixth sections expand on how microenterprise and microenterprise development is financed.  The final section of the paper discusses recommendations for moving forward on microenterprise development activities. 
Summaries of key information have also been included in the appendices for easier reference including:

· Appendix A includes a list of “fast facts” on microentrepreneurs and microenterprise development;

· Appendix B includes a summary of key legislation;
· Appendix C describes key state and federal programs available to assist microenterprises;
· Appendix D includes an expanded list of federal microenterprise development related programs;

· Appendix E provides a listing of state business assistance programs;

· Appendix F includes a copy of the California Business Portal, including "hot" links to the internet;
· Appendix G includes a summary of significant reports on microenterprise development;

· Appendix H includes information on two microenterprise projects in the San Joaquin Valley;
· Appendix I includes three success stories from California business owners who have participated in microenterprise programs; and, 

· Appendix J provides a copy of the executive summary from an entrepreneurship training proposal for K-14 schools.
· Appendix K includes summary materials on the April 5, 2006, JEDE hearing on microenterprise.
Section II – The Role of Microenterprise in the California Economy
This section provides general background on how microenterprises fit within the state and regional economies.   Appendix G includes additional information on the reports discussed in this section.
The California Economy

California is the eighth largest economy in the world, with a gross state product of over $1.5 trillion.   The state's significance in the global marketplace results from a variety of factors, including: its strategic west coast location, providing direct access to the growing  markets in Asia; its diverse regional economies; its large, ethnically diverse population, representing both a ready workforce and significant consumer base; its access to a wide variety of venture and other private capital; its broad base of small and medium-sized businesses; and, its culture of innovation and entrepreneurship, particularly in the area of high technology. 

California's largest industry sectors are trade, transportation, and utilities, which encompass major retail outlets, import-export businesses, transportation and warehousing.  The state leads the nation in export related jobs. Other major nongovernmental industries include professional and business services, educational and health services, and manufacturing.  

In 2004, direct sales from California agriculture equaled nearly $32 billion, an increase of 10% from the previous year. California is the most productive agricultural region in the world.  Nearly 30% of California's agricultural production is exported.

Microenterprise and the California Economy

Small businesses form the core of California's $1.4 billion economy, comprising more than 90% of all businesses, and responsible for employing more than 50% of all workers in the state.  California's 2.6 million (88% of all businesses) microenterprises are responsible for creating jobs, generating taxes and revitalizing communities.  Microenterprise employed over 19% of all workers in California in 2003.  In 2002, the most recent data available, microenterprises generated $238 billion in taxable revenues.  

During the nation's economic downturn from 1999 to 2003, microenterprises created 318,183 new jobs (77% of all employment growth), while larger businesses with more than 50 employees lost over 444,000 jobs.  From 2000 to 2001, microenterprises created 62,731 jobs in the state, accounting for nearly 64% of all new employment growth.
Common types of microenterprises include engineering, computer system design, housekeeping, construction, landscaping, and personnel services. 
Appendix A includes additional information on microentrepreneurs and microenterprise development. 

Changing Demographics in the Workplace

According to the U.S. Census Bureau, owners and workers in microenterprises are very diverse.   This finding is consistent with work published in 2000 by the Milken Institute’s Center for Emerging Domestic Markets in collaboration with the U.S. Department of Commerce, which found that minority-owned firms are surpassing the growth of all U.S. businesses, growing at a rate of 17% per year, six times the growth rate of all other firms.  Minority firms’ sales are growing 34% per year—more than twice the rate of all other firms.  

These findings should be expected as the general population of the U.S., and California, in particular, is becoming substantially more diverse.  The 2000 census, reported California as being a state with no single majority ethnic group.  It is expected that by the 2010 census, the Latino population will be reported to grow to over 50% of the general population of California.

The Milken Institute’s report also found that of the estimated $95 billion in the private equity market in 1999 (nationwide), only $2 billion is managed by companies whose focus is supplying capital to entrepreneurs from traditionally underserved markets.  Despite advances in venture capital, mezzanine debt and asset-backed securitization, the vast majority of minority firms do not have access to financing technologies available to larger companies.

These demographic shifts will likely have significant impact on California’s economy.  Aggressive new policies may be needed to enhance minority and women business owner’s access to credit and other business assistance.

Microenterprise in California’s Regional Economies

California is not only one of the largest economies in the world; it is also one of the most diverse.  The state's economy is not dominated by a single industry; rather it is comprised of a variety of industry clusters throughout the state.  Microenterprises exist in almost every industry cluster.  In many industry clusters, these firms are essential partners for larger firms performing specialized services and functions. 

To gain a better understanding of the state's multifaceted economy, the California Economic Strategy Panel (ESP), working in collaboration with the Employment Development Department, established the California Regional Economies Project (Regional Economies Project) in 2003.  As a first step, Regional Economies Project undertook an analysis to determine the state's primary economic regions.  From this analysis, ESP prepared regional economic profiles, which have become a basic building block for groups undertaking their own community development activities.  
As an example, the Partnership for the San Joaquin Valley, a group established by Governor's executive order in 2005, used their regional profile as a foundation for the development of the economic development action plan, which will be submitted to the Governor in October 2006.   Policymakers also use these profiles for developing and analyzing legislation, initiatives, and other community development activities.

Below is a listing of the state's nine economic regions with information from the Regional Economies Project on small businesses, microenterprise, and current and emerging industries.

Northern California
Businesses with fewer than 50 employees comprise 97% of total employers.  Businesses with four or fewer employees represent 76.8% of all businesses and 10.6% of all employees.  Industry clusters with the greatest economic opportunity (1990-2002) include: government, retail trade, and health care and assistance.  
The Northern California region consists of 11 counties along the north coast, Oregon border, and northeastern Sierra Nevada.  These counties are heavily dependent on natural resources, with the majority of the land consisting of public and privately owned forest and grazing lands. The region as a whole is sparsely populated and underdeveloped.

Northern Sacramento Valley:   
Businesses with fewer than 50 employees comprise 96.2% of total employers.  Businesses with four or fewer employees represent 65.1% of all businesses and 8.4% of all employees.  Industry clusters with the greatest economic opportunity (1990-2002) include: government, health care and assistance, and retail trade.  
This region consists of the counties of Shasta, Tehama, Glenn, Butte, and Colusa. These counties are primarily agriculture based, with forestry and farm-related manufacturing centered in Shasta County. This region differs significantly from its neighboring regions in land ownership and industrial composition.

Greater Sacramento 
Businesses with fewer than 50 employees comprise 95.1% of total employers.  Businesses with four or fewer employees represent 61.9% of all businesses and 6.1% of all employees.  Industry clusters with the greatest economic opportunity (1990-2002) include: health and biomedical, visitor services, and construction.  
This region consists of six counties, which are becoming increasingly interdependent: Sacramento, Yolo, Placer, El Dorado, Sutter, and Yuba. Although eastern Placer and El Dorado counties are currently more closely aligned with the greater Lake Tahoe area, most of the new growth in those counties is occurring in the western portions. As a result, the economic base is increasingly shifting towards the Sacramento area. Parts of Sutter and Yuba counties are currently more closely aligned with the Northern Sacramento Valley agricultural areas, but much of the new growth is occurring along Highways 65, 70, and 99 in the direction of Sacramento County.

Bay Area
Businesses with fewer than 50 employees comprise 95.2% of total employers.  Businesses with four or fewer employees represent 63.7% of all businesses and 6.3% of all employees.  Industry clusters with the greatest economic opportunity (1990-2002) include: biomedical and health; management, creative, and business services; and, computer, semiconductor and electronic manufacturing.
Traditionally, the nine counties that border the San Francisco Bay have comprised the Bay Area region. However, Santa Cruz County has now become more dependent upon the Bay Area region than on the Central Coast region.

San Joaquin Valley
Businesses with fewer than 50 employees comprise 94.6% of total employers.  Businesses with four or fewer employees represent 62.8% of all businesses and 5.5% of all employees.  Industry clusters with the greatest economic opportunity (1990-2002) include, government, retail trade, and manufacturing.
The San Joaquin Valley region is composed of eight counties that line the southern Central Valley, and have economies based upon agriculture and related industries. Sixty percent of the region consists of privately-owned farmland.

Central Sierra
Businesses with fewer than 50 employees comprise 96.7% of total employers.  Businesses with four or fewer employees represent 61.1% of all businesses and 9.4% of all employees.  Industry clusters with the greatest economic opportunity (1990-2002) include: government, accommodation and food services, and retail trade.
The seven southeastern counties of the Sierra Nevada represent a distinct geographic and economic region. The region is largely government owned, sparsely populated, and composes a small share of state economic activity.  As a result, the region requires a different economic development strategy than neighboring regions.

Central Coast
Businesses with fewer than 50 employees comprise 94.8% of total employers.  Businesses with four or fewer employees represent 58.9.7% of all businesses and 6.4% of all employees.  Industry clusters with the greatest economic opportunity (1990-2002) include: government, retail trade, agriculture, forestry, fishing, and hunting.
Agriculture, personal services, and government dominate the economic base of the Central Coast counties. In contrast, the Bay Area and Southern California regions are more dependent upon manufacturing and higher wage business services such as finance, software, and movie production.

Southern California
Businesses with fewer than 50 employees comprise 95.4% of total employers.  Businesses with four or fewer employees represent 67.7% of all businesses and 6.5% of all employees.  Industry clusters with the greatest economic opportunity (1990-2002) include: production manufacturing, health and biomedical, and professional and business services.

The counties of Los Angeles, Ventura, Orange, San Bernardino, and Riverside comprise an economic interdependent region. Orange County is different from its northern and eastern neighbors, but not to the extent that a separate region is required.  The economic linkages between Orange County and its neighbors, particularly Los Angeles County, are fairly strong.

Southern Border Region
Businesses with fewer than 50 employees comprise 94.9% of total employers.  Businesses with four or fewer employees represent 62.9% of all businesses 5.9% of all employees.  Industry clusters with the greatest economic opportunity (1990-2002) include: construction and real estate, biomedical and health services, and information technology.
This two-county region that borders Mexico is the smallest, but most diverse economic region in the state. However, according to the Regional Economies Project, that similarity is important for state strategic planning, and therefore necessitates putting both counties in the same region.

Cross Cutting Issues within Regional Economies
While regional economies form the basis of the ESP's analysis and strategy for the California economy, there are issues that cut across regions requiring further review.  The following are brief summaries of the findings from three Regional Economies Project reports and how those findings provide relevant insight into California's regional microenterprise communities.  

· Golden Opportunity, Growing Crisis – The Health Sciences and Service Cluster:  The report finds the health science and services industry cluster to be one of the largest and fastest-growing in both urban and rural California.  Many of the economic opportunities within the cluster are driven by the state's growing and aging population.   The report concludes that there are workforce shortages at all levels, and that some of the fastest growth in the care and employment sector, is taking place in non-hospital settings.

Microenterprise can play a critical role in fulfilling the needs of the health sciences and services industry, benefiting both the entrepreneur and the community in which they work. 

· Logistics and Manufacturing Value Chains: Meeting the Workforce and Infrastructure Demands of a 'Real Time' Economy':  This report examines how the manufacturing industry is rapidly shifting from a few large manufacturing facilities shipping directly to a customer, into an increasing complex and integrated supply chain of multiple manufacturers, packagers and distributors.  Innovation and the need for greater productivity drives the new supply chain model.  The continually changing design and innovation improvements are being carried out through a growing number of production sites connected by a high technology logistical system.   

For California, this shift in the manufacturing model has resulted in a decline in the actual number of production jobs at large-scale manufacturing facilities, and an increase in the number of independent business opportunities in design and logistic support of the new value chain of interdependent business functions.  

· Creating Economic Opportunity and Jobs from Quality of Life Experiences in Rural California:  This report examines how the quality of life and related rural activities are not only marketable, but constitute an industry of their own.  The report names this industry cluster "regional experience" and identifies four broad categories of cluster opportunity:

1. Natural places and activities that take place in nature including mountains, rivers, and other natural amenities that provide an opportunity for recreation and sightseeing;
2. Historical, cultural, and other educational sites, exhibits, and events;
3. Leisure activities including amusement parks, golf courses, sporting events; and,
4. Specialty food, beverage, and retail opportunities including wineries and breweries.

The report states that supporting this range of activities and quality of life experiences for residents and visitors is a "quality of place" infrastructure, including residential infrastructure; global connection infrastructure, such as telecommunication networks and people who make travel arrangements; and community infrastructure, such as hotels and transit operations.  With the growth of Internet access in rural areas, rural communities have opened up to new residents, visitors and foreign and domestic markets.  In rural communities, much of this infrastructure will be developed and maintained by rural microenterprises.
Significantly, the report finds that rural regions do not need to just market themselves as low-cost locations and low-wage tourism, rather rural communities should imbue their economic development strategy with quality of life and quality of place infrastructure opportunities. 

In addition to the industry cluster reports, the Regional Economies Project produced several monographs on key policy areas generally of interest to regional community developers including a report on the role of innovation and productivity in California's regional economies.

In Innovation, Productivity, and California's Prosperity, the Regional Economies Project  discusses how innovation is, and must remain, a fundamental element to the state's long term prosperity.  While California's innovation is often cited as a unique characteristic of the state's economy, the report notes that innovation is rarely factored into economic development strategies.   
The state can not compete in the global economy based on low wages, the report notes, rather California's competitive advantage lies within businesses' capacity for high productivity and continual innovation.  According to the report, the secret to this continued innovation and increased productivity lies in the development of dense and flexible networks of entrepreneurs, venture capitalists, university researchers, lawyers, and highly skilled people who know how to turn new products and services fast enough to stay on the edge of the innovation curve.  

This is a particularly relevant finding for microentrepreneurs, as industry best practice emphases the use of networks.  The Aspen Institute, Fund for Innovation, Effectiveness, Learning, and Dissemination (FIELD), recommends that microenterprise development organizations (MDOs) forgo bringing in clients from new industry clusters before fully developing integrated networks for their current microenterprise clients. 
Microenterprise in Rural Regional Economies

Rural communities face unique economic development challenges.  High unemployment, intense pockets of poverty, inadequate infrastructure, and limited access to the educational, vocational, health, and government services available in urban and suburban communities are only a few of the issues rural communities face in developing and implementing economic development strategies.

For many rural policy makers, entrepreneurship is considered the best, if not the only, hope for building stronger economies in the rural areas.  The Rural Policy Research Institute and the U.S. Department of Agriculture advocate for small and home-based business development, in part, because of rural communities smaller markets and limited access to large pools of skilled labor.  However, they both emphasize rural communities' ability to effectively promote new small enterprise, which can supplement local employment opportunities and increase their tax base.

The Corporation for Enterprise Development (CFED), working with funding from the Kellogg Foundation, undertook an extended study to identify and review institutions, programs, and activities that support rural entrepreneurship.  The study, Mapping Rural Entrepreneurship, validated the many challenges facing rural communities today, and concluded that a new program delivery framework was needed that would "animate" people and institutions around entrepreneurship.  
The new recommended framework would:
· Provide tools and resources for local communities to identify and grow their own assets; make local decisions about the balance between economic, social, and environmental imperatives; learn from the experiences of others; and, be open to experimentation and innovation;
· Include regionally oriented solutions developed through cooperation across multiple jurisdictions;
· Include entrepreneur-focused systems that align a variety of training, technical assistance, and financing programs to support entrepreneurs at the various stages of the business development; and,

· Provide opportunities for continuous learning by both the entrepreneurs and the program and service administrators. 

Mapping Rural Entrepreneurship also highlighted other essentials elements for promoting rural entrepreneurship including supportive public policy, fostering a diverse group of entrepreneurs, and participation by anchor institutions, such as universities and community development financial institutions (CDFIs)
The Regional Economies Project also undertook a special analysis of California's rural regions in their report, Patterns of Entrepreneurship in Rural California (Rural Entrepreneurship Report).  California's rural regions are defined as the Central Coast, Central Sierra, Northern California, and Northern Sacramento Valley.

The Rural Entrepreneurship Report found entrepreneurship to be the single biggest driver of economic growth, job creation, and industrial and technological innovation in California's rural regions.
The number of businesses in rural regions grew 18% between 1990 and 2003, providing a net gain of 18,000 establishments.  There were an estimated 117,000 rural establishments by the close of 2003.  Rural entrepreneurship also represents new business enterprises – 40% of all enterprises were established in the last five years (1997 to 2002) and 20% were established between 1990 and 1996.
Seventy-four percent of all firms in rural areas have fewer than five employees, while firms with more than 100 employees represent less than one percent.

The Rural Entrepreneurship Report found that most firms never leave the rural community in which they start and that over 80% of the net growth in establishments is attributable to sectors related to health, regional experience, and innovation services.  Further, the report cites that national research and experience suggest that the growth of entrepreneurship is highly dependent on the local supporting infrastructure including education, technical assistance, and access to credit.
A Look at Microenterprise in Rural Fresno County

Fresno County lies within the heart of the San Joaquin Valley.  More than one in five San Joaquin Valley residents live in poverty – twice the state average.  The per capita income for the San Joaquin Valley is also 30% less than the statewide average.  National studies show the San Joaquin Valley as one of the poorest regions in the country, perhaps even more economically challenged than the Appalachian Region of the American South East.  Despite these challenges, communities in Fresno County continue to move forward through microenterprise development.  
The Fresno County Economic Opportunity Commission (FCEOC) is currently working with the Cities of Mendota and Firebaugh on economic development and microenterprise opportunities.  A small business technical assistance and development project was financed through the Rural Business Enterprise Grant from the U.S. Department of Agriculture – Rural Development. In implementing this program in the City of Firebaugh, the FCEOC partnered with nine public and private entities to examine how Firebaugh can better diversify its economy.

A basis for determining how to support new business development, the FCEOC contracted for a survey of existing businesses by the University Business Center, California State Fresno.  Of the 72 businesses surveyed, over half had been in business for more than 10 years, and 51% were sole proprietorships.  The most often cited factor in preventing growth was the overall market conditions within the community.  As discussed later in this paper, a key service provided by MDOs is helping businesses access larger markets.
The FCEOC microenterprise development project with the City of Mendota included a survey of more than 1300 households.  One survey question asked about the skills the individuals felt they had, which could be used to augment their families income.  The survey found that while 64% of the respondents felt they had no special skills, others stated they could cook (9%), drive (7%), provide childcare (7%), or perform mechanical duties (4%). 
The Mendota survey also found that the top three things people wanted assistance with were pricing products/services (41%), applying for financial assistance (26%), and developing a market strategy (11%).

A complete copy of the executive summaries of the Firebaugh and Mendota Business Surveys can be found in Appendix H. 
Section III – Nurturing Microenterprise Development

Several economic trends suggest that microenterprise will continue to form the foundation of the California economy.  
Key trends include: an aging population in need for work after "retirement," changes in the industry model for manufacturing and goods movement; increasing short-term needs for specially skilled workers; a growing young minority population in need of employment; and, changes in the social safety net requiring more opportunities for supplemental income.

This section provides information on policies, programs, and services that currently support the growth of MDOs.  
While this paper primarily focuses on the “MDO,” it is important to note that microenterprise development programs can be provided through a variety of sources including free-standing MDOs, or as programs offered through community development corporations, CDFIs and small business development centers.  Many microenterprise programs are provided through partnerships between these different types of organizations.
Microenterprise Development Organizations
Microloan programs, administered by MDOs, emerged in the U.S. during the 1980s in response to a merging and downsizing financial sector that failed to meet the credit needs for lower income communities and small businesses.  As MDO programs developed, it became clear that a broader array of programs and services were needed to successfully support microenterprise including training and technical assistance on business operations, marketing assistance, help in accessing new forms of credit, and increasing clients' general financial literacy.

There are over 500 microenterprise programs operating within the U.S. providing an annual program investment of $100 to $500 million.  Historically these programs have targeted one or more underserved populations including rural communities, inner city neighborhoods, minorities, women, immigrants, the disabled, and disadvantaged individuals, in general.
Program missions vary from a special focus on individual economic self-sufficiency, to programs with broader community based visions of overall business development and job creation.  While the focus of some programs may vary, the MDO model is flexible and allows measurable advancement in poverty alleviation and community development.

Financial support for MDOs is a complex mix of dollars from federal, state and local government programs, plus private funding from foundations, corporations, and church foundations.  Chart #1 – Funding Sources for Microenterprise, below, outlines several of the major funding sources.  Appendixes C and D include additional information of state and federal microenterprise development programs.
	Chart #1 - Funding Sources for Microenterprise Development



	Foundations
	Giving for microenterprise development includes such foundations as the Kellogg Foundation, the Charles Stewart Mott Foundation, and local foundations.

	Federal Government
	The federal government funds microenterprise development through various programs, including the Small Business Administration (SBA) Microloan Program, and the SBA Program for Investments in Microentrepreneurs.  The departments of Labor, Housing & Urban Development, and Agriculture also house programs that support microenterprise development.

	State & Local Government
	Loan capital for revolving loan funds, operating grants, and technical assistance grants represent the support for microenterprise development provided by state and local policymakers.

	Corporations
	Many corporations support microenterprise though direct philanthropic grants.  Examples include Hewlett Packard, American Express, and most banks.

	Federated Funds
	Federated Funds, like local United Ways, can provide excellent, ongoing support for microenterprise development organizations.  Federated Funds can be a source of relatively large "core" funding.

	Earned Income
	More and more microenterprise development organizations are incorporating earned-income strategies into their operations to increase their self-sufficiency and long-term sustainability.  Some examples include fee-for-service strategies, and charging fees for access to computer labs and technology.

	Social Entrepreneurship
	Some microenterprise development organizations are incorporating profit-making businesses into their organizations, with the resulting income used to meet the organization's mission.  Good examples are the retail stores of Mountain Microenterprise in Asheville, NC, and the Women's Rural Entrepreneurship Network in New Hampshire.

	Fundraising
	An increasing number of microenterprise development organizations have annual fundraising events - such as dinners and lunches – that are successful in raising significant funds.

	Religious Institutions
	AEO estimates that approximately 15-20% of MED programs receive some support from religious institutions.  Often, individuals and religious institutions view support for microenterprise for low and moderate-income individuals as a key component of a social ministry.

	Individual Giving
	Microenterprise development organizations are taking a closer look at individual giving as a way to increase their base of funders.

	Source:  Association for Enterprise Opportunity


While MDOs may have initially emerged to fill a gap left by conventional lenders, today, financial institutions are important program and funding partners for microenterprise development.  Section VII – Private Financing for Microenterprise, includes several examples of private lenders that are actively partnering on microenterprise development programs.
Microenterprise Development Programs
This subsection briefly describes four of the key components of a comprehensive microenterprise development program, including: microfinance, technical assistance, market access programs, and financial literacy. 

Financing a Microenterprise

A typical microloan ranges from between $500 to $35,000.  The value of loans held within microloan portfolios in the U.S. grew from $29 million in 2000 to $96 million in 2002.

Association for Economic Opportunity (AEO) states that one of the most important advances by MDOs in the area of credit is the increase in the variety of financial products available to entrepreneurs.  According to a 2002 report by the Milken Institute, the lack of diversity in financial products is a key impediment to minority business development.  
The report further stated that while minority businesses are growing faster than majority firms in number and revenue, they remain severely constrained by a lack of access to capital.  The largest disparity occurs in the African American population.  African Americans comprise 12.5% of the U.S. population, but own just 3.6% of all businesses.  Latino ownership is similar, comprising almost 11% of the population, but owning just 4.5% of all businesses.
Alan Greenspan, while serving as Chairman of the Federal Reserve Board of Governors stated, “I have no illusions that the task of breaking down barriers that have produced disparities in income and wealth will be simple.  It remains an important goal because societies cannot thrive if significant segments perceive their functioning as unjust.”
In this sense MDOs are not just filling an important role in the financial future of the business owner, but also in the future of the overall U.S. economy.  

Expanding Financial Literacy
Economic and financial literacy are very important components to the overall microenterprise development program.   Because many microentrepreneurs have had limited personal experience in operating a business, establishing credit, and making formal business arrangements, these skills need to be learned.
Many programs help their clients establish checking and savings accounts, establish credit, and improve their credit.  Some MDO programs also offer peer counseling opportunities, and access to retired business owners as consultants to new microentrepreneurs.  
Providing Training and Technical Assistance
MDOs offer a variety of training and technical assistance programs including providing information and courses on how to plan, market, and manage your own business.  
Many microenterprise development programs offer initial training courses, program follow-up, and mentoring to assist clients over an extended period of time as their businesses grow and face new business challenges.  

Opening New Markets and Creating Networks
MDOs also offer assistance in connecting businesses to new markets.  Through coursework and technical assistance, new markets can be identified, developed, and served.  Access to new markets can be especially important for rural microentrepreneurs, who must tap markets outside their own communities in order to be successful.

Some MDOs provide opportunities for participating in joint catalogs, trade shows, and internet websites.  Serving new markets can require transportation of products across state lines or out of the country.  Accessing new markets can also require new licensure or regulatory compliance.  MDO programs range from providing information to actually walking the microentrepreneurs though the transportation and/or regulatory compliance process.
As discussed earlier, the establishment of industry specific business networks is important to the overall success of microenterprise development programs and a client's success.  These networks can effectively replace a clients lack of financial capital with social capital developed through ongoing work within the network.  MDOs have been especially effective in establishing networks in certain business sectors including, specialty foods, jewelry, arts, crafts, and gifts; clothing and textiles; furniture; computer technology; day care; and environmental products and services. 

Impact of Microenterprise Development Programs
Microenterprise can be an important tool in alleviating poverty, especially in rural areas where there are few opportunities.  Chart #2 – The Economic Impact of Microenterprise Development, compares the impact of MDO programs on household income, poverty, and business survival.

	Chart #2 – Economic Impact of Microenterprise Development

	
	The Aspen Institute – Self Employment Learning Project
	The Aspen Institute's Microenterprise Welfare to Work Learning Assessment

	Increase in Income
	· Assets and net worth were more significant for the low-income cohort of the sample than for the non-poor.

· The average household income for the poor increased by $10,507 over five years compared to a $6,000 decrease for the non-poor.


	· Two years after program enrollment, the median household income of participants grew from $10,114 to $18,952—an increase of 87%.

· Those who had earned income solely from self employment drew an average of $8,104 from their businesses to support their household income.



	Reduce Poverty
	· By the end of the study, 53% had moved out of poverty.
· Reliance on public assistance declined both in dollars and in numbers of respondents receiving public assistance. The percentage of respondents receiving means-tested benefits dropped from 24% to 17% over the five-year study period.


	· Receipt of TANF (welfare) dollars declined dramatically among the survey sample—from 94% at intake to 25% towards the end of the study.

· Over the two-year study period, the median household assets of respondents increased by $1,075, or 253%.



	Business Survival
	· Over time, microenterprises show high survival rates—57% at the end of the five-year survey period (which compares favorably to the SBA’s estimated small business survival rate of 40% after four years).


	· 37% of participants were operating a business two years after enrolling in the training program. At enrollment, 21% of respondents reported that they were operating a business.

· Businesses grew stronger in the two-year period of the study. For surviving businesses, the median monthly sales grew by $600.

· Average net worth grew by 34%, while median net worth grew by 26%.



	Source:  Association for Economic Opportunity


Numbers, however, don't express the full picture of the impact of owning your businesses and the opportunity to provide a better life for your family.    Below is a microentrepreneur family success story provided by CAMEO.
Sandi Pritchard – Co-Owner of Mobile Pit Stop:  Sandi and Dan Pritchard have owned and operated their business since 1990, first in Santa Cruz and now in San Luis Obispo.  When Sandi heard about WEV (Women’s Economic Ventures) at a five-city women’s group, she knew that it was something she wanted to pursue. 

Now a graduate of WEV’s Self-Employment Training (SET), she found that the program helped her “understand the business better and therefore get to be in charge of it.” Sandi, an experienced service writer, and her husband-partner, Dan, are committed to providing honest vehicle evaluations and client education.  The mother of four boys, Sandi brings an ability to “talk shop” to her clients.  Mobile Pit Stop brings the garage to your office, home, or roadside assistance seven days a week.  Its mission is to provide a fast, dependable mobile auto repair service focused on customer convenience and reliability. 

Last year, Sandi doubled her business income.  Marketing training, networking and WEV’s MasterMind follow-up services helped her achieve this impressive milestone.  Sandi and Dan plan to focus on building local, small business client relationships in the next few years.
Appendix I includes additional success stories from individuals who were assisted through microenterprise development programs.

Challenges Facing Microenterprise Development Organizations
A rapid growth in demand for business development services from entrepreneurs and program funders has left a gap between demand and many MDO’s organizational capacity.  While service delivery of microenterprise development can be funded by a range of public and private resources, there is little funding available for capacity building.
A 2003 survey by CAMEO members, reported their highest professional needs as:

· Improved access to funding for capacity building;

· Better public awareness of microenterprise development; and,

· Increased training and technical assistance opportunities for emerging and established MDO programs.
FIELD describes the challenge in a slightly different way, expressing concerns over making the microenterprise development field sustainable and operating at scale.  The U.S. Department of Census reports there are approximately 21.5 million microenterprises operating in the U.S.  However, data from the 2004 AEO Directory of Microenterprise Programs estimates that only 626,277 of these microenterprises are being served by the 237 programs that participated in their survey.  While it is clear that programs exist outside of the AEO survey, the gap between the number of small-sized businesses and those participating in MDO programs should be a concern.

Beyond bringing the microenterprise development program to scale, AEO and FIELD also recommend standardizing outcome measurements; continuing to innovate new credit, equity, and savings products that respond to the needs of microentrepreneurs; increasing access to programs in rural areas; and, increasing government support to the core microenterprise development programs. 

Appendix G includes additional information on the reports used in the development of this section.

Section IV - Teaching Entrepreneurship in our Schools

This section provides general background on entrepreneurship and on how entrepreneurship is taught in K-12 and community colleges in California and across the country. 
Educational Impediments to Entrepreneurship/Microenterprise Development

California's current K-12 curriculum advances three basic student tracks:  the university bound track, for students planning at least a four-year degree; the career-focus track for students who plan to enter the work force right out of high school; and the high school diploma track for those students who do not have specific employment plans after high school.  

California does not have a track for students to learn how to become entrepreneurs, businesses owners, or become self-employed, despite a strong interest among students to own their own business in the future.  A recent Gallup Poll found that 69% of high school students across the U.S. want to start a business, yet 84% felt they were not prepared to do so.

Some states including Connecticut, Florida, Missouri, and New York have comprehensive approaches to teaching self-employment and businesses ownership programs to high school and community college students.  

In response to these findings, the California Community College Small Business Development Centers Economic and Workforce Development Program published a report titled Articulated 2+2 Self Employment/Business Ownership Program.  The report proposes an organizational structure and implementation plan for high school and community college curriculum that promotes the skills necessary to operate a small business.  Appendix J includes a copy of the executive summary from the Articulated 2+2 Self Employment/ Business Ownership Program.  
Self-employment or business-ownership programs provide meaningful career paths for high school and community college students that complement the needs of the new California economy.  These programs could have a positive impact on California's economy while affording students skills that can be applied to future careers.

Examples of Successful Programs

The following are examples of successful programs in California and other states.

California Department of Education (CDE), Student Organizations:  The CDE provides organizational and financial support to high schools with sponsorship of after-school student organizations:


· Distributive Education Clubs of America (DECA): DECA's mission is to enhance the co-curricular education of students with interest in marketing, management and entrepreneurship.  DECA is committed to the advocacy of marketing education and the growth of business and educational partnerships. 


· Future Business Leaders of America (FBLA): FBLA is dedicated to bringing business and education together in a positive working relationship through innovative leadership and career development programs.  FBLA is an important partner in the success of school-to-work programs, business education curriculums, and student leadership development. 


· Future Farmers of America (FFA): FFA's mission is to make a positive difference in the lives of students by developing their potential for premier leadership, personal growth and career success through agricultural education.


Junior Achievement, Inc.:  Junior Achievement Inc.'s mission is to educate and inspire young people to value free enterprise, business, and economics to improve the quality of their lives and to ensure that every child has a fundamental understanding of the free enterprise system.  

Through age-appropriate curricula, Junior Achievement programs begin at the elementary school level, continuing through the middle and high school grades, preparing students for future economic and workforce issues that they will face.  
Junior Achievement programs focus on seven key content areas: business, citizenship, economics, entrepreneurship, ethics/character, financial literacy, and career development.  Based in Colorado Springs, Colorado, Junior Achievement, Inc. has regional offices in the Sacramento and Bakersfield areas.  More information may be found at: www.ja.org 

Prudential Young Entrepreneur Program (PYEP):  PYEP is an entrepreneurial development and job creation program for entrepreneurs, ages 18-30 years old.  PYEP provides interested entrepreneurs residing in Newark, New Jersey, and Philadelphia, Pennsylvania with a combination of business training, technical assistance, and access to microloans.  
The weekly courses provide over 54 hours of intensive business training. The training is delivered by The Philadelphia Development Partnership (PDP) in Philadelphia and by the New Jersey Institute of Technology - Enterprise Development Center in Newark.  Training topics include: marketing, sales, financial statements, and how to write a business plan.  More information on PYEP may be found at: www.microenterpriseworks.org/projects/ 
Section V – State Assistance for Microenterprise
This section examines current state programs and services available to California businesses, including microenterprises.  More information on business services and programs may be found in Appendixes C, E and F.
Mitigating Regulatory Impediments to Microenterprise
Compliance with federal, state, and local regulations can be a challenge for small businesses, and microenterprises, in particular.  For the last ten years, the federal Small Business Administration has conducted a study analyzing the costs of federal government regulations on businesses.  This research shows that small businesses continue to bear a disproportionate share of the federal regulatory burden.  On a per employee basis, it costs approximately $2,400, or 45% more, for small firms to comply with federal regulations than their larger counterparts. 

The impact of California regulations on small businesses is unknown.  Although state agencies are required to consider the costs of regulations on the California economy, in general, and on small business, specifically; state agencies are not currently required to consider the cumulative impact of regulations.  

AB 2330 (Arambula), currently pending in the Legislature, requires the state Small Business Advocate (SBA) to conduct a study on the cumulative impact of state regulations on small businesses including an analysis of successful models from other states for developing potential alternative approaches to meeting the same regulatory objectives with less burden to small businesses.  The bill requires the study to parallel, to the extent practical, the study conducted by the FSBA.

During testimony at the January 9, 2006 informational hearing by the Senate Business, Professions and Economic Development Committee (BPED), "Creating a California Business Climate for Economic Growth and Prosperity" witnesses noted that beyond the costs of compliance, small business owners are frequently unable to locate accurate and usable information about complying with state regulations and laws that affect their businesses.  

Subsequently, the BPED Chairperson introduced SB 1436 (Figueroa), pending in the Legislature, to improve the state's technical assistance to small business regulatory compliance by requiring the designation of a small business liaison at state agencies, which propagate regulations potentially affecting small businesses.  Responsibilities of the liaison include providing technical advice to small businesses regarding regulatory compliance and assisting the agency meet its responsibilities under current law to have small business participation in at least 25% of its contracting and procurement activities.  

In March of 2006, the Governor emphasized the importance of the small business procurement law and directed each agency secretary, department director, and executive to immediately identify a small business advocate at each agency, for the purpose of increasing procurement and contracting opportunities for small businesses.  These new small business advocates would work with the current SBA in advancing state procurement polices.
Appendix B includes a list of significant legislation related to microenterprise.

Using the Internet to Improve Service Delivery

California offers a variety of programs and services to assist with business start-ups, retention, and expansion.  However, these programs have never been consolidated under a single administrative structure until recently with the establishment of the California Business Portal, www.calbusiness.ca.gov .  Appendix F includes a listing of the services linked to the California Business Portal.  

Within its many links, the California Business Portal networks to another web-based business assistance program, CalGOLD.  Initially launched in 1997 by the California Environmental Protection Agency (CalEPA), CalGOLD is an online electronic network of information on environmental regulatory, licensure, and permitting requirements.  The database can be searched by specific business to individualize the information.
SB 1436 (Figueroa) also requires an upgrade of the state's web-based information for small businesses, including the installation of high profile links on every state agency website highlighting key information for small businesses. 
These types of web-based assistance are very important to the expansion of microenterprise.  Better quality information, delivered in a cost effective and timely manner provides real value to microentrepreneurs and the MDOs which assist them.

Other State Programs Supporting Microenterprise
Beyond programs and services related to regulatory compliance, the state administers a number of other programs that assist microenterprises including infrastructure and workforce development.

Business Transportation, and Housing Agency (BTH) and CalEPA are the lead agencies on the development of a Goods Movement Action Plan (Goods Movement Plan).  The Goods Movement Plan is intended to improve the transport of goods in, around, and out of California, with “a focus on the entire ‘coast to border’ system of facilities, including seaports, airports, railways, dedicated truck lanes, logistics centers, and border crossings.”  
The Draft Phase II Goods Movement Plan was released in March 2006 and work on finalizing and implementing the plan is continuing.  Once completed, the policies and programs recommended in this plan will be integrated into the larger State Transportation Plan.  Currently there does not appear to be significant attention in the plan toward the unique needs of microenterprise or small business, in general. 
In addition, workforce development is important to the continued growth of microenterprises.  Among the workforce development programs in California, the California Workforce Investment Board administers programs, working with local boards to “achieve sustainable economic growth, meet the demands of global competition in the modern economy, and improve the quality of life for all Californians.” 
The Small Business Program administered by Employment Training Panel (ETP) also targets small businesses that do not have the resources or flexibility to train skilled workers on their own.  ETP specializes in providing individualized worker training that directly meets the needs of businesses.   
Appendix E includes additional information on the programs discussed in this section and other state business assistance programs.

Maximizing Microenterprise Opportunity within State Programs

While limited, California offers several programs to assist microenterprise development.  Appendixes C and D include additional information on federal and state microenterprise related programs.
This subdivision highlights gaps in current microenterprise related programs and puts forth program modifications to improve delivery of programs and services to microenterprises. 
Microenterprise and Workforce Training Opportunities
According to CAMEO, EPT is an excellent example of a state entity motivated to improve its program and services.  This past year, ETP modified its program by authorizing microenterprise development programs as qualified service providers, increasing the hourly training reimbursement rate, and making other changes to its regulations that are supportive of microenterprise development.
Based on the success of their discussions with ETP, CAMEO is interested in meeting with the California Workforce Development Board to determine whether there are similar opportunities for increasing microenterprise development funding.  CAMEO also suggests MDOs engage their local workforce investment boards (WIBs) on the value of microenterprise development training and ask that the WIB consider increasing the role of microenterprise within local plans.
SB 1156 (Alarcon), Chapter 87, Statutes of 2004, calls on state agencies, including WIBs, to encourage local partnerships for microenterprise development.  Statute directs the state WIB to encourage local partnerships that invest in microenterprise development.  Appendix B includes a list of significant legislation related to microenterprise development.

Flexible Block Grants for Microenterprise

Although microenterprise development is an eligible activity under the Small Cities Community Development Block Grant (CDBG) Program, the program is limited to serving low-income, primarily rural, communities.
No similar state program exists to serve other areas of the state or for serving the broader microentrepreneur population.  Larger metropolitan areas receive a direct allocation of CDBG funds from the federal government and have broad flexibility for expending those moneys.  With many local community development needs, microenterprise development has not been very successful in receiving meaningful financial awards at the local level.  According to CAMEO, the state would greatly benefit from a new statewide microenterprise development program, which could directly fund technical assistance and capacity building among MDOs.

Streamlining of State Program Requirements

Through extended discussions with the Department of Housing and Community Development (HCD), some progress has been made in modifying the CDBG program to better serve the needs of microenterprise.  As an example, HCD has agreed to eliminate the need for seeking approval for a separate CDBG cost allocation plan.  
In the past, HCD's cost allocation breakdown requirements did not match the cost analysis process used by microenterprise nonprofits.  These duplicative documentation efforts resulted in unnecessarily higher administrative overhead without any meaningful program benefit.  While progress has been made in some areas, CAMEO has cited client income verification as an area of continued duplication of efforts.  Federal regulations require that CDBG funds be used for a qualified Targeted Income Group.  However, CAMEO states that HCD’s income verification standards are different from those that are typically required of agencies serving low-income clients.  
CAMEO also believes that HCD’s outcome measures are inconsistent with other economic development programs and, therefore require separate data collection.

Section VI – Private Financing of Microenterprise Development

Access to capital is only one impediment to microenterprise development; however, it can be a significant one.  It is particularly challenging for policymakers to address because it means engaging the private sector on how investors and financial institutions choose to allocate their money.  

This section outlines some private financing options for microenterprise development through a discussion of the Community Reinvestment Act (CRA) and the role of CDFIs.  Appendixes C and D include additional materials on public programs designed to encourage and supplement private investment activities.
Community Reinvestment Act and Microenterprise
The CRA was enacted in 1977 to prevent redlining and to encourage banks and thrifts to help meet the credit needs of all segments of their communities, including low- and moderate-income neighborhoods.   

The CRA and its implementing regulations require federal financial institution regulators to assess the record of each bank and thrift in fulfilling their obligations to the community and to consider that record in evaluating applications for charters or for approval of bank mergers, acquisitions, and branch openings.   

For more than a decade, financial service institutions have been in a consolidation period which has resulted in some heightened CRA efforts by larger institutions.  Investors, and investor watch groups, have also begun engaging publicly-held financial institutions to demonstrate good corporate responsibility and to implement sustainable financial policies that meet the "triple bottom line" test of being socially, environmentally, and economically responsible.  
The state administers several programs to encourage investments by conventional banks in underserved communities and microenterprises.  The California Capital Access Program (Cal CAP), administered by the State Treasurer's Office, provides loan portfolio insurance for lenders who make small business loans.  The loan portfolio insurance encourages banks and other financial institutions to make loans to small businesses, which might otherwise fall just outside of conventional underwriting standards.  State Treasurer Angelides has focused this program to assist microenterprises with nearly 60% of the loans granted in 2005 being microloans.   
Banks may also obtain small business loan guarantees under the California Small Business Loan Guarantee Program (SBLGP).  The SBLGP, administered by BTH in conjunction with a network of 11 Small Business Financial Development Corporations (FDC) provides loan guarantees for up to 90% of the amount of small-sized loans.  Appendixes C and E include additional information on Cal CAP, SBLGP, and other state and federal programs available to assist microenterprise.

Effectiveness of the Current Community Reinvestment Act
A 2003 study by Harvard University, Kennedy School of Government, found that the CRA had failed to keep pace with the changing financial industry.  The following are key findings from the report related to microenterprise and serving the business needs of lower-income communities.
· From 1993-2000, CRA-regulated entities provided significantly more loans to lower-income people and communities than they would have if CRA did not exist.  

· For conventional prime loans assessed under the CRA and made to African American households, some 6% go to lower-income borrowers and neighborhoods.  For loans not assessed, this share is only 42% - a gap of 19% points.  For Latinos, the gap is 17%.
· However, lending not subject to detailed CRA scrutiny is the fastest growing segment of the market. 

"For 25 years, CRA has encouraged the entities it regulates to expand access to capital, especially to lower-income minorities," says William Apgar, Senior Scholar at the Joint Center for Housing Studies, Kennedy School of Government.  "If CRA is to continue benefiting lower-income people and communities, it must be modified to reflect industry changes and emerging financial services needs." 

While CRA reporting is a federal regulatory issue, addressing the need and lack of access to a variety of financial instruments is not.  According to FIELD, MDOs have been very successful in expanding the number of credit and investment types available to microenterprise.  It may be appropriate to undertake a study of financial options regulated by the state and assess whether current programs and policies benefit microenterprise development in California.   

The 2004 Community Reinvestment Activities Report

The 2004 annual CRA report by the Federal Financial Institutions Examination Council (FFIEC) regarding the almost 2,000 financial institutions it regulates, also underscores the challenge of making small business loans, particularly to historically underserved populations.

In the aggregate, about 8.1 million small business loans, totaling $294 billion were reported having been originated or purchased in 2004.   In 2004, the average small business loan was approximately $36,200, up slightly from $34,800 in 2003.  Measured by number of loans, 93% of the small business loans were for amounts under $100,000.  
Measured by dollars, the distribution of loans differs: only 33% of small business loan dollars were loans of less than $100,000.  Further, only 38% of reported small business loans (measured by number of loans) were extended to firms with revenues of $1 million or less.  
Unlike home mortgage lending, a well-developed secondary market for small business loans does not exist, and CRA data reflects this.  Mainstream banks continue to have difficulty in meeting the needs of smaller size businesses needing small-sized loans.

Community Reinvesting by Individual Banks

While there has been some disappointment relative to the effectiveness of the CRA in bringing forward significant new private investment in underserved communities or minority and women owned businesses, it doesn't suggest that there are not good programs being implemented across the country.

Most, if not all, major banks in the U.S. have community development or community reinvestment departments.  For more than a decade, financial service institutions have been in a consolidation period.  Many banks also have foundations that help supplement the banks' other community reinvestment activities.
Much of the work in community reinvestment is done through intermediaries and partnerships with MDOs, chambers of commerce, and economic development corporations.  The following are examples of community development and microenterprise related initiatives currently being undertaken.  It is not an exhaustive list, rather a sample of the diversity of program approaches. 
Merger and Acquisition Agreements:  As part of their acquisition of California Federal Bank in November 2002, Citibank made a 10-year commitment of investing $120 billion in the low- and moderate-income communities of California and Nevada, including minority households and in "majority-minority" census tracts.   Of the total $120 billion, $10 billion has been targeted for small business lending; $3.5 billion for community giving, including financial education; and $3.5 billion for community development lending, including organizational capacity building of non-profits.   

Targeted Lending Activities:  Wells Fargo has a special business services division for business loans to women- and minority-owned businesses.  Wells Fargo has currently set a 10-year, $20 billion lending goal for women-owned businesses and $3 billion goal for Latino-owned businesses.  The Wells Fargo small business services center for women- and minority-owned businesses provide a variety of loans and lines of credit (including those backed by federal and state guarantee programs), payroll assistance, and retirement planning.  
Banking Foundations:  In 2005, Citigroup Foundation provided 1,300 grants to expand community development opportunities and entrepreneurship in the U.S.  Wells Fargo has made 104 community development investments in California for a total of $318 million including investments in a microloan program and a private equity fund for women- and minority-owned growth companies.
New Product Development:  Bank of America has established a community and economic development program, the NationsBank Neighborhood Fund (FUND).  The FUND provides both loans and equity investments for affordable housing, small business venture capital, and commercial and economic development.  As an example, the FUND invests in New Market Tax Credits, CDFIs, and community credit unions.  The FUND is one of Bank of America's primary contributors to the bank's 10-year goal of investing $750 billion in community development lending and investing and $1.5 billion in philanthropy, by the end of 2014.   
Community Based Targets:  In 2005, Union Bank of California announced an "early renewal" of its 10-year commitment to investing in communities where branches are located by increasing their target from 4.5% to 6.5% of total assets.  Union Bank implements this program through a variety of small business, and minority- and women-owned business initiatives including the use of local suppliers of goods and services. 

Civic Leadership:  Tim Rios, Wells Fargo's national spokesman for the Latino small business initiative, is also a member of the ESP, the state economic development policy body that guides the Regional Economies Project.  Participation in public policy development is an important link between the public and private sectors.   

Community Development Financial Institutions and Microenterprise Development
CDFIs are private-sector, financial intermediaries with community development as their primary mission.  While CDFIs share a common mission, they each have a variety of structures and development lending goals. 
There are six basic types of CDFIs: community development banks, community development loan funds, community development credit unions, microenterprise funds, community development corporation-based lenders and investors, and community development venture funds.  
In 2003, an estimated 700 CDFIs were in operation in the U.S. including, all 50 states and the District of Columbia, serving both rural and urban communities.   Chart #3 -  Community Development Financial Institution By Purpose and Regulation presents a detailed comparison of the six types of CDFIs by purpose, governance and ownership, and regulation.   
	Chart #3 – Community Development Financial Institutions By Purpose and Regulation

	CDFI Type
	Purpose
	Governance and Ownership
	Regulation

	Community Development Bank
	To provide capital to rebuild lower-income communities through targeted lending and investment
	For profit corporation; stock ownership; community representation on boards of administration
	Federally regulated and insured through the Federal Depository Insurance Corp., the Federal Reserve, Office of the Comptroller of the Currency, state banking agencies

	Community Development Credit Union
	To promote community ownership of assets and savings, to provide special outreach to minority communities
	Nonprofit financial cooperatives owned and operated by lower-income persons who are members
	Regulated by both federal and state government and insured by the National Credit Union Administration

	Community Development Loan Fund
	To aggregate capital at below-market rates and re-lend this money to non-profit housing and business developers in urban and rural lower-income communities
	Nonprofit, community investors, borrowers & experts serve on the boards and loan committees
	Self-regulated; except for non-profit 501(c)(3) restrictions and state securities law where applicable

	Community Development Venture Capital Fund
	To provide equity and debt with equity features for medium-sized businesses to create jobs, entrepreneurial capacity & wealth that benefit low-income communities
	For profit or nonprofit; varied community representation
	Variable; depends on funding sources

	Microenterprise Development Loan Fund
	To foster social and business development through loans and technical assistance to low-income people involved in very small businesses or self-employed and unable to access conventional credit 
	Nonprofit, democratic; in peer lending model, borrower groups make loan decisions
	Regulated by the IRS and grant makers as any other 501(c)(3)  nonprofit

	Community Development Corporations
	To revitalize neighborhoods by producing affordable housing, creating jobs, and providing social services to low-income communities
	Nonprofit; formed by local community;  volunteer community member boards
	Regulated by the IRS and grant makers as any other 501(c)(3)  nonprofit

	Source: CDFI Coalition  


Sources of Funding for Community Development Financial Institutions

CDFIs attract capital from private and public sources including corporations, individuals, religious institutions, private foundations, and pension funds.  Depository CDFIs, such as community development banks and community development credit unions, obtain capital from customers and non-member depositors. 

During the 1990s, CDFIs rapid growth was fueled by the establishment of a federal CDFI Fund (1994) and revisions to CRA regulations (1995), which specifically recognize loans and investments in CDFIs as a qualified CRA activity.

The CDFI Fund makes capital grants, equity investments, and awards to fund technical assistance and organizational capacity-building.  The CDFI Fund also rewards banks and thrifts for CDFI investments and direct investments in distressed communities through its Bank Enterprise Award Program.   The New Markets Tax Credits Program, initiated in 2002, encourages private sector investment by offering tax credits for qualified community development investments.   CDFIs use the money awarded through CDFI Fund programs to leverage private-sector resources into distressed communities. 


Chart #4 – Community Development Financial Institutions by Borrower and Related Activities, below, presents a detailed comparison of the six types of CDFIs by types of borrowers, capital sources, financial products and services offered, and technical assistance provided.

	Chart #4 – Community Development Financial Institutions by Borrower and Related Activities

	CDFI Type
	Borrowers
	Capital Sources
	Financial Products and Services Offered
	Technical Assistance

	Community Development Bank
	Non-profit community organizations, individual entrepreneurs, small businesses, and housing developers
	Deposits (often below market investments) from individuals, institutions and the government
	Mortgage financing; home improvement, commercial business, non profit and student loans, and consumer banking services
	Usually subcontractors or separate subsidiaries offer credit counseling, and business planning

	Community Development Credit Union
	Members of the credit union (usually individuals)
	Member deposits and limited non-member deposits from social investors, and the government
	Consumer banking services (e.g. savings accounts, check cashing, personal and loan committees
	Credit counseling and business planning

	Community Development Loan Fund
	Non-profit community organizations, social service provider facilities and small businesses
	Foundations, banks, religious organizations, corporations, the government, insurance companies and individuals
	Construction; pre-development; facilities and business start-up and expansion loans
	Extensive guidance before, during and after the loan transaction

	Community Development Venture Capital Fund
	Invests in small to medium-sized businesses in distressed communities that hold the promise of rapid growth
	Foundations, corporations, individuals, and the government
	Commercial equity investments and loans with equity features
	Extensive technical assistance to portfolio companies, including taking seats on their board of directors

	Microenterprise Development Loan Fund
	Low-income individuals and entrepreneurs
	Foundations and the government
	Micro-business start-up and expansion
	Substantial training and technical assistance in social and business development

	Community Development Corporations
	Entrepreneurs, homeowners, business owners, and consortia of community residents
	Banks, foundations, corporations, other private support, and the government
	Equity investments, mortgage lending, debt financing, linked deposits, and Individual Development Accounts
	Marketing, business planning, flexible manufacturing networks, and business improvement

	Source: CDFI Coalition 


A state CDFI credit was established in 1997, providing for a one-year, 20 percent tax credit for qualified deposits of $50,000 or more in a certified CDFI.  In 2000, the program was expanded to include deposits made by insurance companies.   The California Department of Insurance provides certification of CDFIs and the tax credit, as part of its administration of the California Organized Investment Network Program.

The CalPERS California Initiative Program also focuses on investing in underserved urban and rural markets.  In this venture, CalPERS has partnered with the Garage Entrepreneurs Fund, Pacific Community Ventures, American River Ventures, DFJ Frontier, Opportunity Capital, Provender Capital, Green Equity Investors, Yucaipa Corporate Initiatives, and the Bank of America Capital Access Funds.  In turn, the Bank of America, for example, invests in CDFI that provide microenterprise assistance.  


Community Development Financial Institutions Data Project 

The CDFI Data Project (CDP) is a collaborative initiative to create a data collection and management system that produces high quality, comprehensive data for and about the community development finance field.  Supported by the MacArthur and Ford Foundations, the CDP brings together:

· Association for Enterprise Opportunity (AEO)*
· Aspen Institute* 

· Coalition of Community Development Financial Institutions (CDFI Coalition) 

· Community Development Venture Capital Alliance (CDVCA)* 

· Corporation for Enterprise Development (CFED) 

· National Community Capital Association (NCCA)* 

· National Community Investment Fund (NCIF)* 

· National Federation of Community Development Credit Unions (NFCDCU)*
The CDP collected data for the 2003 fiscal year from 477 CDFIs.  This dataset includes common data points across all industry sectors: community development loan funds (including microenterprise funds, housing funds, community facilities funds, and business funds), community development venture capital funds, community development credit unions, and community development banks. 

In 2003, CDFIs held over $13 billion in assets and reported the following community development impact: 

· Financed and assisted 2,288 businesses and 6,923 microenterprise businesses that created or maintained more than 32,030 jobs; 

· Helped 9,234 low-income clients open their first bank accounts and provided more than 9,200 alternatives to payday loans; 

· Closed over 16,000 mortgages to economically disadvantaged people; 

· Provided loans to 15,783 clients with no previous credit history; 

· Provided training and technical assistance to 6,418 organizations and nearly 100,000 clients; 

· Financed 768 community service organizations, creating and supporting 12,025 new and existing childcare slots and 6,715 new and existing educational slots; 

· Built or renovated more than 500 community service facilities in economically disadvantaged communities;  and,
· Facilitated the construction or renovation of over 44,600 units of affordable housing. 

California Community Development Financial Institutions
Currently, there are an estimated 81 CDFIs in California.  Since 1996, $85.7 million has been awarded to California organizations from the CDFI Fund.  The CDFI Fund estimates that for every federal CDFI Fund dollar allocated, $21 private dollars are also leveraged.

California CDFIs serve all the major underserved populations including:  low-income individuals (71.4%), minorities (65.6%), females (41.4%), urban areas (68%), and rural areas (17.5%).

At the end of fiscal year 2003, CDFIs in California held over $753 million in outstanding debt and equity to over 38,000 customers including microenterprises.  By dollar value, these loans represent only 3.13% of outstanding financing to microenterprises and 12.2% by number of loans.
According to the CDP, in 2003, CDFIs in California:

· Provided financing for 14,600 clients;
· Provided asset building savings and retail financial services to 82,659 clients;
· Financed 218 community service organizations, created and supported 4,398 childcare slots, 412 education slots, and 428 health care slots;
· Closed 105 mortgages to economically disadvantaged individuals;
· Created or renovated 6,241 affordable housing units;
· Financed 918 businesses and microenterprises, creating and supporting 2,570 jobs;
· Provided training and technical assistance to 480 organizations and 7,561 clients;
· Opened 287 first savings and checking accounts; and,
· Assisted 1,011 clients contribute over $1 million to Individual Development Accounts (IDA). 
Section VII – Recommendations for Future Actions

This section provides recommendations the JEDE Committee may wish to consider when developing a follow up strategy to the hearing, Microenterprise:  The Engine of Regional Economies.
General Principles
There is a need for a more comprehensive, microentrepreneur-centered, community reinvestment model to better address the needs of businesses, underserved communities, and public and private investors.
Existing policies and programs are fragmented and appear to focus either on broader community development objectives or on individual worker development objectives.  For example, in California:

· Banks follow CRA;

· Local governments use Community Redevelopment Law;

· Insurance companies find community reinvestment type investments through COIN;

· Pension funds and other investors are establishing their own targeted investment programs in historically underserved communities; and,

· The California Workforce Investment Board provides policy guidance and funding on issues related to workforce development.

These fragmented policies and programs have resulted in local community developers, such as MDOs, having to package increasingly complex deals that blend multiple funding sources.  Each additional source of funding adds new layers of regulation, reporting, and monitoring without necessarily adding value.  A more comprehensive approach to community development would also reduce unnecessary administrative burdens while increasing program dollars for project delivery. 
Specific Recommendations

CAMEO, a co-host of JEDE’s hearing, Microenterprise: the Engine of Regional Economies has proposed several recommendations for future action.  In addition, many reports were used in the development of this paper and to the extent appropriate, recommendations have been summarized and included below.  
· Designate microenterprise development as a core element to the California Economic Development Plan and include a comprehensive review of private investment tools for community revitalization.
· Invest in capacity building of organizations and systems supporting entrepreneurship development.  
· Review key state economic development programs to identify impediments to MDO participation.  

· Call for the inclusion of entrepreneurship training in California K-12 and community colleges systems.
· Encourage more private investment in microenterprise, including an increase in the percentage of CDFI microenterprise activities in California.
· Advocate on the 2007 federal Farm Bill for rural development programs that assist microenterprise.

· Review the Goods Movement Plan and recommend changes to support the efficient transport of microenterprise-produced products.

· Develop a resource coordination function within state government to assist local jurisdictions, nonprofits, foundations, and financial institutions to identify and partner with state resources for entrepreneur development.

· Convene a microenterprise and community development roundtable to discuss possible new legislation for the 2007/08 Legislative Session.

Appendix A

 Fast Facts about California Microenterprises

Compiled by: Assembly Committee on Jobs, 

Economic Development, and the Economy

Juan Arambula, Chair

In general, a microenterprise is defined as a small business with 5 or fewer employees, including businesses with no employees other than the proprietor.  However, businesses with 10 or fewer employees, or manufacturing firms with up to 25 employees, may be defined as a microenterprise for the purposes of specific services and programs.  A microenterprise is a business that generally requires $35,000 or less in start-up capital, and often does not have access to the traditional commercial banking sector.
California Economy
· California is the world’s sixth largest economy with a gross state product of nearly $1.5 trillion in 2004. 
· Small businesses are the backbone of the U.S. economy, accounting for 53% of all jobs. 
· In a national ranking of least affordable cities, 7 of the top 10 cities were in California.

· In a national ranking, California ranks 35th amongst the states in terms of providing opportunities for employment, income, and improving the quality of life.
Microenterprise Boosting the Economy
· Estimates place the number of microenterprises in the U.S. at over 20 million businesses.

· In 2003, microenterprises comprised over 88% of the number of businesses in California, equaling 2,829,108 businesses.

· From 2000 to 2001, microenterprises created 62,731 new jobs for Californians, accounting for nearly 64% of all new employment growth in that period.

· For the period between 1999 and 2003, California businesses with 50 or more employees lost over 444,000 jobs while microentrepreneurs created 318,183 jobs representing 77% of all new employment growth.

· In 2002, microenterprises generated over $238 billion in taxable revenue for the state.

· In 2003, microenterprises provided jobs for 3,305,272 Californians, accounting for 19.2% of all employment in California.
· Some common types of microenterprise in California are housekeeping, textiles, construction, repairs, editing, landscaping, janitorial services, and personnel services.
· California has added about 2.4 million jobs over the past decade, an annual growth rate of 1.8%, with the bulk of new jobs in the state's services sectors.
Microenterprise Development
· The primary goals of microenterprise development organizations are job creation, community economic development, and poverty alleviation, with 37.2% serving urban areas, 24.3% serving rural areas, and 38.5% serving both urban and rural areas.
· A sampling of microenterprise development programs in California showed that on average, a program serves 165 clients a year: 76% are women, 45% are ethnic minorities, and 61% are low income.
· Microenterprise development is a strong public investment with estimated returns ranging from $2.06 to $2.72 for every dollar spent.

· California has fewer than 100 microenterprise development organizations and many communities, particularly rural communities, do not have access to microenterprise programs.

Low-Income Entrepreneurship
· Over 2 million microenterprise businesses in the U.S. are owned by low-income entrepreneurs.
· The Self-Employment Learning Project (SELP) found that low-income microentrepreneurs raised their household incomes by an average of $10,507 over 5 years. 
· More than half (53%) of low-income entrepreneurs increased household income enough to rise above the poverty level, with most doubling their family incomes.
· Although only 1% to 7% of Temporary Assistance for Needy Families (TANF) recipients chooses self-employment, and successfully starts and operates a business, the option allows for balancing of home and work requirements.
· In California, a single parent with a preschool aged child requires a median wage of $12.50, nearly double the minimum wage, to pay for basic household costs.
Appendix B

Major Bills Affecting Microenterprise

Below is a discussion of recent legislation affecting microenterprise development.  This list focuses on legislation that establishes or modifies programs targeted to assist small businesses generally, or microenterprises, specifically.   This summary does not attempt to list legislation affecting California’s general business climate or business operation requirements.   

2005-2006 Legislative Session
AB 348 (Arambula):  Self Certification of Small Business Eligibility
This bill authorizes a business to self certify – under penalty of perjury – that the business is an eligible small business to sell goods and provide services to state and local governments.  Currently, a business must be certified by each government agency with which it wishes to do business even though the requirements for such certification are often duplicative.  The multiple applications and lengthy review processes often act as a deterrent for small businesses from engaging in sales to state and local governments.  

Status:  Chaptered by Secretary of State - Chapter 185, Statutes of 2005

AB 409 (Yee):  Small Business Bidding Preference  

As referred to the Jobs, Economic Development, and the Economy Committee, this bill increased the maximum percentage of the bidding preference afforded by state agencies to small businesses and microenterprises and the subcontracting participation goal to 10%.
Status:  This bill was amended to reflect new subject matter.  Currently pending in the Senate Committee on Rules.

AB 424 (Calderon): Business Identity Theft
This bill creates the crime of identity theft perpetrated against a business and gives businesses that are victims of identity theft the same rights as individuals.  Allows businesses that are victims of identity theft to file a police report and to obtain fraudulent account information from a credit grantor who has provided credit to an identity thief.
Status:  Chaptered by Secretary of State - Chapter 10, Statutes of 2006
AB 485 (Arambula): One Stop Licensing  
As referred to the Jobs, Economic Development, and the Economy Committee, this bill required the State and Consumer Services Agency to conduct a feasibility study on the creation of a Master Business License Center (MBLC) for the purpose of providing a convenient, accessible, one-stop center to receive and process all state business licenses and permit applications.  The MBLC would coordinate the review and approval of applications by all relevant state regulatory agencies and subsequently issue a master license to eligible applicant business.  This was recommended by the California Performance Review Commission. 
Status:  This bill was amended to reflect new subject matter.  Currently pending in the Senate Committee on Rules.

AB 820 (Strickland): Public Contracts: Small business certification
As referred to the Jobs, Economic Development, and the Economy Committee, this bill specified that if a qualified local government, as defined, has certified a business as a small business or a microbusiness, that certification applies for the purposes of the bid preference for state contracts.  

Status: This bill was amended to reflect new subject matter.  Chaptered by the Secretary of State – Chapter 698, Statutes of 2005.

AB 2043 (Assembly Committee on Banking and Finance): Debt Collection of Business Identify Theft
This bill extends debtor protections, such as the stoppage of collections when an alleged debtor provides the debt collector with certain information relating to the alleged debtor's status as a victim of identity theft, to a firm, association, organization, partnership, business trust, company, corporation, or limited liability company.
Status:  Pending the Governor's approval.

AB 2098 (Liu): State-government: electronic payment system
This bill requires the Department of Technology Services to design and implement a comprehensive electronic payment system that will allow all state agencies to receive and make payments through electronic funds transfers, credit cards, debit cards, and automated clearinghouse debits and credits.
Status:  Pending in the Senate Committee on Appropriations.

AB 2330 (Arambula): Small Business Costs Study
This bill requires the Office of the Small Business Advocate (Office) to commission a study of the costs of state regulations on small businesses that is parallel to the study on the impact of regulatory costs on small firms conducted by the federal Small Business Administration.  The Office is required to make recommendations on how to reduce the cost of existing and future regulations on businesses.  Additionally the Office would convene a small business advisory committee to provide advice based on the study and recommendations.

Status:  Pending in the Senate Committee on Appropriations.

AB 2530 (Arambula): Economic Development Corporation Tax Credit
This bill authorized a tax credit, in the amount of 10% of the amount contributed, for donations made to a local economic development corporation.  Requires the Franchise Tax Board to make a list of donations made to each local economic development corporation and provide the list to the Legislature.
Status:  Held in the Assembly Committee on Revenue and Taxation.

AB 2567 (Arambula): Emerging Technologies Research & Development Credit
This bill established the Emerging Technologies Tax Incentive Program authorizing a higher tax credit of 20% to small businesses that undertake applied research related to renewable energy.  This applies only to businesses with a total income of less than $1 million.  

Status:  Held in the Assembly Committee on Appropriations.

AB 2595 (Arambula): Manufacturing Incentives
This bill establishes a state training initiative to increase workers' skills in manufacturing and goods movement.
Status:  Pending on the Senate Floor.
AB 2831 (Ridley-Thomas): Insurance, income, and corporation tax credits: CDFI.

This bill extends and amends existing law to allow credits against the tax imposed on insurers or under the personal income and corporation tax laws for specific investments with a Community Development Financial Institution (CDFI).  

Status: Pending in the Senate Appropriations Committee.
ACR 76 (Yee), Microenterprise Month
This resolution recognizes the month of October 2005 as Microenterprise Development Month.

Status: Chaptered by Secretary of State - Resolution Chapter 134, Statutes of 2005.
SB 1436 (Figueroa): Small Business Regulatory Standards 

This bill requires the Department of Technology Services to create a link to state agency websites at the State of California internet portal specifically for the use of small businesses in accessing information regarding startup requirements and regulatory compliance.  Requires each state agency that significantly regulates or impacts small business, to designate at least one individual to serve as a small business liaison for the agency.  Requires each agency to ensure the state's procurement and contracting processes are administered in order to meet or exceed the 25% small business participation goal. 
Status:  Pending in the Assembly Committee on Appropriations.

2003-2004 Legislative Session
AB 669 (Cohn): Public contracts:  disabled veteran business enterprises.

This bill required that a small business, microbusiness, and disabled veteran business enterprise must perform a commercially useful function, in relation to specified state contracts, and also imposes certain penalties for misrepresenting the performance of a commercially useful function.

Status:  Chaptered by Secretary of State – Chapter 623, Statutes of 2003.

AB 1643 (Ridley-Thomas): Employment.

This bill promoted small business by requiring the Employment Development Department (EDD) to study the impact of employee misclassification tax audits on micro-enterprises and directs EDD to provide education and outreach programs related to complicated tax regulations that impact small business and micro-enterprises.

Status:  Chaptered by Secretary of State-Chapter 828, Statutes of 2004.

SB 1156 (Alarcon): Microenterprise.

This bill stated the intent for cities and counties to encourage access to microenterprise development.  Additionally, this bill defines a microenterprise as a business of five or fewer employees including the owner, and defines a microenterprise development provider as a nonprofit or public agency that provides self-employment training, technical assistance, and access to microloans to individuals seeking to become self-employed or to expand their current business.

Status:  Chaptered by Secretary of State – Chapter 87, Statutes of 2004.

 Appendix C
State and Federal Microenterprise 
Development Related Programs

Below are brief descriptions of microenterprise programs available in California.  This listing is not intended to be exhaustive, rather it is representative of the major federal and state programs used to finance microenterprises.  Many of the described programs serve small business, and provide services to microenterprises, as a subset of small business.  Appendix D includes a chart listing additional federal programs and their descriptions.  As the Committee continues researching microenterprise programs, this listing will be updated.

State Programs

California Capital Access Program (CalCAP):  Administered by the California Pollution Control Financing Authority (CPCFA), CalCAP is chaired by the State Treasurer.  CalCAP “encourages banks and other financial institutions to make loans to small businesses that fall just outside of most banks’ conventional underwriting standards.”  Eligible businesses must be in one of the industries in the Standard Industry Classification codes list and meet specified standards for conducting business in California.  State Treasurer Angelides has focused this program to assist microenterprises with nearly 60% of the loans granted in 2005 being microloans.  More information may be found at www.treasurer.ca.gov/cpdfa/calcap.htm.

California Small Business Loan Guarantee Program (SBLGP):  SBLGP is administered by the Business, Transportation and Housing Agency (BTH) in conjunction with a network of 11 Small Business Financial Development Corporations (FDC).  Applicants must meet the definition of a small business as defined by the U.S. Small Business Administration (SBA), having 100 employees or less, and apply to any of the 11 FDCs.  The SBLGP provides loan guarantees to qualified businesses, covering up to 90% of the loan, but not exceeding $350,000.  More information on the SBLGP may be found at www.calbusiness.ca.gov/cedpgybfasblgp.asp.

Small Business and Microbusiness Certification:  This program is administered by the Department of General Services (DGS) and provides bidding preferences for certified small businesses and microenterprises for state procurement, including a 5% bidding preference and higher interest penalties for late payment by the state.  For microenterprise certification, a business must have annual gross receipts of $2.5 million or less over the previous three years or be a small business manufacturer with 25 employees or fewer.  More information on this program may be found at www.pd.dgs.ca.gov/smbus/sbcert.htm.

California Workforce Investment Program:  This program is administered by both the California Workforce Investment Board (CWIB) and local workforce investment boards (WIBs) under the federal Workforce Investment Act (WIA) of 1998.  Among its many economic and workforce development activities, the program's Strategic Two-Year Plan for 2005 to 2007 cites specific efforts to assist and encourage small business in California, including developing capacity of local One-Stop business services and linkages between One-Stop services and Rapid Response teams to address worker layoffs.  More information may be found at www.calwia.org.

Employment Training Panel (ETP):  ETP is a state agency created in 1983.  The ETP provides worker training focused on job skills with good pay potential and long-term usefulness.  The Small Business Program administered by ETP targets small businesses that do not have the resources or flexibility to train skilled workers on their own.  Small businesses may contract with ETP to gain access to a skilled workforce.  More information may be found at www.etp.cahwnet.gov.

Community Development Block Grant (CDBG) Program:  Administered by the California Department of Housing and Community Development (HCD), this state program provides funding to counties with fewer than 200,000 residents in unincorporated areas and cities with fewer than 50,000 residents, and that are not participants in the federal CDBG program.  Through the state program, credit and technical assistance is available to individuals developing microenterprises.  More information may be found at www.hcd.ca.gov/fa/cdbg/Enterprise.html.

California Organized Investment Network (COIN):  Administered by the California Department of Insurance (Department), COIN is a collaborative effort between the Department, the insurance industry, community development organizations, and community advocates, to facilitate investment in underserved communities.  COIN provides tax credits to Community Development Financial Institutions (CDFIs) that provide a number of financial services to underserved communities, including assistance for microenterprise development.  More information may be found at www.insurance.ca.gov/0200%2Dindustry/0700%2Dcoin/.

California Public Employees’ Retirement System (CalPERS):  The CalPERS California Initiative Program focuses on investing in underserved urban and rural markets.  In this venture, CalPERS has partnered with the Garage Entrepreneurs Fund, Pacific Community Ventures, American River Ventures, DFJ Frontier, Opportunity Capital, Provender Capital, Green Equity Investors, Yucaipa Corporate Initiatives, and the Bank of America Capital Access Funds.  In turn, Bank of America, for example, invests in community development financial institutions (CDFIs) that provide microenterprise assistance.  More information may be found at www.calpers.ca.gov.
Federal Programs

SBA Microloan Program:  Administered by the United States Small Business Administration (SBA), this program provides very small loans (up to $35,000) to startup newly established, or growing, small businesses.  The SBA makes funds available to non-profit community based lenders that, in turn, make loans to borrowers.  There are 12 participating lenders in California and these lenders must provide training and technical assistance to its microloan borrowers.  More information may be found at www.sba.gov/financing/sbaloan/microloans.html.

Community Development Block Grant Program (CDBG):  Administered by the United States Department of Housing and Urban Development, the CDBG administers a number of community and economic development programs that provide grants, loans, tax incentives, and other assistance.  In particular, the Rural Housing and Economic Development Program assists in the establishment of Community Development Financial Institutions, lines of credit, revolving loan funds, small business incubators, and microenterprises.  More information can be found at: www.hud.gov/offices/cpd/communitydevelopment/programs.index.cfm.
Empowerment Zone and Enterprise Community (EZ/EC) Program:  Administered by the United States Department of Agriculture (USDA), the EZ/EC Program offers a compact between the federal government, local communities, and state and local governments in order to promote economic and community development.  Each community in the EZ/EC Program tailors its own strategic plan to meet the tailored needs of the community.  There are three communities in California participating in the EZ/EC Program:  the City of Watsonville in Santa Cruz County, Imperial County, Westside Tule rural portions in Fresno and Tulare Counties, and Desert Communities in Riverside County.  More information may be found at www.ezec.gov.

Community Affairs Program:  Administered by the Federal Reserve System, this program provides outreach, education, and technical assistance to address financial service issues affecting low- and moderate-income persons and communities.  Working through programs at the twelve Federal Reserve Banks, this program provides information through training programs, workshops, forums, conferences, and trade fairs.  More information on this program may be found at www.federalreserve.gov/communityaffairs/national/default.htm.

Small Business Development Centers (SBDC) Program:  The SBDC Program is administered by the U.S. Small Business Administration (SBA), with California sponsorship from California State University (CSU) Chico, CSU San Jose, CSU Fullerton, CSU Northridge, University of California Merced, Southwestern Community College, and the Chancellor’s Office of the California Community Colleges Economic and Workforce Development Program.  The SBDCs assists small businesses “through business management counseling and training, resulting in the creation and retention of jobs, increased sales and profits, new business starts, and more.”  More information may be found at www.calbusiness.ca.gov/cedpgybsbdc.asp. 
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Expanded List of Federal 

Microenterprise Development Related Programs

	Funding Program 
	Contact 
	Goal 
	Eligible Entities 
	Funding Available 
	Type * 

	MicroLoan Program 
	Small Business Administration (SBA), Office of Program Development; 

1100 Vermont Ave., N.W.; Washington, DC 20005; SBA Main Office Number: (202) 

606-4000 
	To provide very small loans to start-up, newly established, or 

growing small business concerns; and 

To provide technical 

assistance to 

microentrepreneurs. 
	Private, nonprofit, intermediaries with at least 

one year of experience 

assisting microenterprise 
	FY 2006 $22 million for Loans to Intermediaries, $13 million 

for Technical Assistance 

grants 
	L & TA 

	Program for Investment in Microentrepreneurs (PRIME) 
	SBA, Office of Administration; Office of Procurement & Grants Mgmt; 409 3rd St., S.W., Suite 5000; 

Washington, DC 20416; 

Phone: (202) 205-7080; 

www.sba.gov/financing/sbapartner/prime.html 
	To strengthen the capacity of microenterprise programs to offer training and technical assistance to low- and very

low income entrepreneurs, 

enabling them to start of 

expand businesses. Half of the funding must benefit 

individuals below 150% of poverty guideline. 
	1) A microenterprise development organization or program; 2) an intermediary which has experience in 

delivering technical 

assistance to disadvantaged 

entrepreneurs; 3) a microenterprise development 

organization or program that 

is accountable to the local 

community; 4) an Indian tribe 

acting on its own; 5) applications only accepted 

from states with a three year 

average poverty rate of 13% or more 
	FY 2006 $2 million 
	TA 

	Women's Business Centers 
	SBA, Office of Women's Business Ownership; 409 Third St., S.W., 5th Floor, Washington, DC 20416; 1-800-U-ASK-SBA or 202-205-

6673; www.onlinewbc.gov 
	To provide financial counseling and other management and technical assistance services to women. 
	Nonprofit agencies with experience training women entrepreneurs 
	FY 2006 $12.5 million 
	T & TA 

	Community Development Financial Institutions 
(CDFI) Fund 
	Treasury Department; 601 13th St., N.W., Suite 200 

South; Washington, DC 20005; Phone: (202) 622

8662; www.cdfifund.gov and 

www.cdfi.org 
	To revitalize economies and develop communities through investments in CDFIs. (CDFI certification is available 

through the Treasury Dept.) 
	Certified non-profit CDFIs (private banks, loan funds, 

community credit unions, CDCs, MDOs, etc.) 
	FY 2006 $55 million 
	L & TA 

	Funding Program 
	Contact 
	Goal 
	Eligible Entities 
	Funding Available 
	Type * 

	Community Development Block Grants (CDBG) 
	Dept. of Housing & Urban Development (HUD): through City and State Development Agencies; Main Office - 451 7th St., S.W.; Washington, DC 20410; Phone: (202) 708-1112; www.hud.gov/offices/cpd/commu nitydevelopment/programs/index. cfm 
	To develop viable communities by providing decent housing and a suitable living environment, and by expanding economic opportunities for persons of low and moderate-income. 
	Entitlement Communities, States, Indian Tribes, Cities, Colonies 
	FY 2006 $3,748,400,000 
	L & TA 

	Economic Adjustment Program, and Technical Assistance 
	Commerce Department, Economic Development Administration; 14th & 

Constitution; Washington, DC 

20230; Phone: (202) 482

2309; 

www.eda.gov/AboutEDA/Prog 

rams.xml 
	To assist economically distressed state and local interests design and 

implement strategies to bring 

about change in the economy, focusing on 

strategic planning, project implementation and revolving 

loan funds, and help fill the 

knowledge and information gaps preventing making 

optimal decisions on local economic development 

issues. 
	An Indian tribe or consortium of political subdivisions; an Economic Development 

District, a city or other political 

subdivision of a state; an 

institution of higher education; 

a public or private nonprofit 

organization or association 
	FY 2006 $44,794,900 for Economic Adjustment Assistance, $8,322,000 for 

Technical Assistance 
	L & TA 

	Intermediary Relending Program 
	U.S. Dept. Of Agriculture (USDA) Rural Business-Cooperative Svc.; 1400 

Independence Ave., S.W.; 

Room 5050, South Bldg.; 

Washington, DC 20250; 

Phone (202) 720-1400; 

www.rurdev.usda.gov/rbs/bus 

p/irp.htm 
	To finance business facilities and community development projects in rural areas by 

making loans to 

intermediaries. 
	Non-profit corporations, public agencies, Indian Tribes, or cooperatives with legal authority to manage loans, 

and having a record of successfully assisting rural 

business. At least 51% of owners or members of both 

intermediaries and ultimate

recipients must be US citizens or admitted for permanent residency. 
	FY 2006 $34,212,000 
	L 


	Funding Program 
	Contact 
	Goal 
	Eligible Entities 
	Funding Available 
	Type * 

	Job Opportunities for Low Income Individuals (JOLI) 
	Dept. of Health & Human Services (DHHS), Office of Community Services; 370 

L'Enfant Promenade, S.W.; 

Washington, DC 20447; 

Phone: 1-800-281-9519; 

http://www.acf.hhs.gov/progra 

ms/ocs/dcdp/joli/index.html 
	To create new employment and business opportunities for TANF recipients, and other 

low-income individuals. 
	Nonprofit organizations, including CDCs 
	FY 2006 $5 million 
	TA 

	Office of Refugee Resettlement 
	DHHS, Administration for Children & Families; Office of Refugee Resettlement; 370 

L'Enfant Promenade, S.W.; 

6th Floor/East; Washington, 

DC 20447; Phone: (202) 401

9246; 

http://www.acf.dhhs.gov/progr 

ams/orr/index.htm 
	For social service discretionary funds for refugee microenterprise 

development projects. 
	Public and private non-profit organizations and agencies of State governments that are 

responsible for refugee 

programs 
	FY 2006 $492,521,000 total ORR Funding 
	L & TA 

	Rural Business Enterprise Grants (RBEG) 
	USDA Rural Development, Room 5045-S Mail Stop 3201 

1400 Independence Ave., 

SW;Washington, DC 20250

3201; Phone: (202) 690-4730 

www.rurdev.usda.gov/rbs/bus 

p/rbeg.htm 
	To finance and facilitate development of small emerging private business 

enterprises located in rural or 

small town areas. 
	Public bodies, private nonprofit corporations and Federally-recognized Indian 

Tribal groups 
	FY 2006 $40 million 
	L & TA 

	Rural Business 
Opportunity Grants (RBOG) 
	USDA Rural Development; 

Room 5045-S, Mail Stop 3201; 1400 Independence 

Ave., S.W.; Washington, DC 

20250-3201; Phone: (202) 

690-4730; 

www.rurdev.usda.gov/rbs/bus 

p/rbog.htm 
	To promote sustainable 

economic development in rural communities with 

exceptional needs. Includes 

making grants for economic 

planning, technical 

assistance, or training for 

entrepreneurs in rural 

settings. 
	A public body, nonprofit 

corporation, Indian tribe, or cooperative with members 

that are primarily rural 

residents 
	FY 2006 $3 million 
	TA 


	Funding Program 
	Contact 
	Goal 
	Eligible Entities 
	Funding Available 
	Type * 

	Rural Community Development Initiative (RCDI) 
	USDA Rural Development; Room 5014-S, Mail Stop 0701; 1400 Independence Ave., S.W., Washington, DC 

20250-0701; Phone: (202) 

690-1533; 

www.rurdev.usda.gov/rhs/rcdi 
	To provide a program of technical assistance to recipients to develop or increase their capacity to 

undertake projects in the 

areas of housing, community 

facilities, and community and 

economic development in 

rural areas. 
	Private or public organization, including tribal, that has experience working with eligible recipients; nonprofit 

organizations, low-income 

communities, and tribes 

located in rural areas. 
	FY 2006 $6,350,000 
	TA 

	IDAs for Refugees 
	DHHS, Administration for Children and Families; Office 

of Refugee Resettlement; 

370 L'Enfant Promenade, 

S.W. 6th Floor /East; 

Washington, DC 20447; 

www.acf.hhs.gov/programs/or 

r/programs/individual.htm 
	To promote the participation of refugees in the financial 

institutions of this country; 

and 

To assist refugees in 

purchasing assets to promote 

their economic self-

sufficiency. 
	Public and Private, non-profit agencies 
	FY 2006 $1,609,000 
	IDA 

	Community Economic Development Program 
	DHHS, Administration for Children & Families; Office of Community Services; 370 

L'Enfant Promenade, S.W.; 

Washington, DC 20447; 

Phone: (202) 401-3446; 

http://acf.hhs.gov/programs/o 

cs/dcdp/ced/index.html 
	The development of employment for low-income people and distressed 

communities. 
	Private, non-profit CDCs 
	FY 2006 $32,731,000 
	L & TA 

	Assets for Independence -Individual Development Accounts (IDAs) 
	DHHS, Administration for Children and Families; Office of Community Services; http://www.acf.hhs.gov/assetb 

uilding/index.html 
	To find out if, and how, IDAs can best be used as a tool to help lower income working families accumulate assets; 

and to what extent such 

accumulation of assets will 

help stabilize and improve 

families and the community in 

which the families live. 
	One or more not-for-profit organizations, a State, local or Tribal government agency applying jointly with a 

nonprofit organization, or a 

CDFI or Low Income Credit 

Union 
	FY 2006 $24,699,000 
	IDA 




Appendix E

 General State Business Assistance Programs

Below are brief descriptions of California's general assistance programs, and programs that develop policy and provide funding for workforce development and goods movement.  As the Committee continues to research the business programs, this listing will be updated.

General Business Assistance
California Business Portal:  This state government website provides links to a wide range of information for businesses, including establishing a business, expanding an existing business, exporting goods, foreign investment, doing business with government, key industries information, and Internet links to relevant public and private entities with other services to businesses.  More information is available at: www.calbusiness.ca.gov.

California Government: On-Line to Desktops (CalGOLD):  Contained within the California Environmental Protection Agency (CalEPA), CalGOLD is an Internet portal for businesses to access information about environmental, regulatory, and permitting requirements.  CalGOLD does not issue licenses or permits, but provides assistance for businesses in determining permitting and licensing requirements, and provides contact information for the appropriate permitting or licensing agency.  More information is available at: www.calgold.ca.gov.

Small Business Development & International Trade Center (SBDITC):  This program provides free services to business clients to assist them in achieving their global market goals.  SBDITC "provide[s] basic foreign trade assistance at 45 locations throughout the state" and is managed by the California Community Colleges, which also have 14 centers for International Trade Development.  These centers are funded by the U.S. Small Business Administration and the Chancellor's Office of California Community Colleges.
California Business Investment Services (CalBIS):  Contained within the California Labor and Workforce Development Agency, CalBIS “serves employers, corporate real estate executives, and site location consultants considering California for new business investment and expansion.”  Among its services, CalBIS provides site selection services, information on international trade, workforce services, labor market data, and guides for businesses, including “California Investment Guide: An Overview of Advantages, Assistance, Taxes and Permits,” and “Setting Up Business in California: A Guide for Investors.”  More information may be found at: www.labor.ca.gov/calBIS/.

Workforce Development

California Workforce Investment Board (CWIB):  CWIB was formed to assist the State of California in compiling with the federal Workforce Investment Act of 1998.  CWIB’s goals, as described in its strategic plan, are to “achieve sustainable economic growth, meet the demands of global competition in the modern economy, and improve the quality of life for all Californians.”  To meet these goals, CWIB, and local workforce investment boards throughout the state, work with stakeholder groups consisting of private businesses and public entities.  CWIB’s mission focuses on providing employment training with strong job prospects and to connect employers with job-seekers.  More information on the CWIB and its local boards may be found at: www.calwia.org.

Employment Training Panel (ETP):  ETP assists businesses in acquiring and retaining a highly skilled workforce with expertise in very specific fields in order to increase competitiveness and productivity.  ETP uses the Employment Training Fund (one tenth of one percent of subject unemployment insurance wages paid by every private, for-profit employer in the state as well as some non-profits amounting to no more than $7.00 per covered employees per year).  ETP has paid more than $800 million in training funds since its inception, with more than 500,000 California workers trained.  In California, 50,000 businesses have been served, and 80 percent of the companies participating have been small businesses with fewer than 250 employees per firm.
Goods Movement

Goods Movement Plan:  This effort led by the Business, Transportation, and Housing Agency and the California Environmental Protection Agency (CalEPA) is intended to improve the movement of goods in California.  This plan aims to facilitate business growth in both the near- and long-term by promoting infrastructure improvements and developing strategies to maximize the ability of businesses to import, export, and distribute goods using California’s roadways, ports, rails, and other modes of transport.  More information may be found at: www.arb.ca.gov/gmp/gmp.htm.

Appendix F

California Business Portal

	CALIFORNIA BUSINESS PORTAL
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Sponsored by the California Economic Development Partnership, this website provides a portal to a number of resources for starting, growing, financing, expanding or relocating a business in California. The portal seeks to simplify the path to the resources you need. These resources are provided by a myriad of public and private sources, from State and federal agencies to local private non-profit organizations, all of which are accessible to you here, simply by clicking through the portal's pages. 
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Establishing Your Business in California 

· Starting a Business 

· Business Permits, Licensing and Registration 

· Changes to Your Business 

· Relocating or Expanding a Business 

· California Business Laws and Regulations 

· Tax Information 
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Grow Your Business Here 

· Business Development, Consulting and Training 

· Financial Assistance 

· Meeting Workforce Needs 

· Securities 

· Trademarks, Trade Names, Patents, and Copyrights 
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Exporting Your Goods and Services
· Trade 

· Moving Goods 
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Foreign Investment in California
· International Business 

· Setting Up Business in California: A Guide for Investors 

· International Business Relations Program 

· Foreign Consulates in California 

· Foreign Businesses Doing Business in the United States 

· Foreign Direct Investment in the United States: New Investment in 2004 

· More Information on Foreign Direct Investment in the United States 
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Doing Business With State Government
· Selling to the State 

· State Contracting Opportunities 

· Small Business/Disabled Veteran Business Enterprise Services 
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Promoting Key Industries in California
· Agriculture 

· Biotechnology 

· Film 

· High Growth Industries 

· Travel and Tourism 
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Promoting California's Regions 

· California's Economic Regions 

· The California Economic Strategy Panel 

· The California Regional Economies Project 

· Local Organizations by Region 
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Other Resources and Information 

· More Facts and Figures on the Economy and the Workforce 

· State Forms & Publications on Employment Issues and Taxes 

· California Commission for Jobs and Economic Growth 

· California Community College Initiatives 

· California Association for Local Economic Development 

· TeamCalifornia 

· Additional Small Business Assistance 

· E-Commerce 
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Appendix G
Compilation of Key Research on

Programs, Policies, and Regulations Affecting Microenterprise
Below are brief descriptions of recent reports examining microenterprise and their key findings.  Since microenterprise is often viewed and/or defined as a subset of small business, some of these reports are not focused on issues specific to microenterprise.  In addition, the listing is intended to reflect research being done on microenterprise, and is not exhaustive of all the information on small business and microenterprise.  As the Committee continues researching microenterprise programs, this listing will be updated.

Development Finance and Regional Economic Development (Andrea Levere, Bill Schweke, and Beadsie Woo, 2006)
· This report was produced by the Corporation for Enterprise Development (CFED) to discuss current and promising practices which link innovation in development finance to the promotion of regional economic development.

· Development financial institutions (DFIs) have built credibility as permanent players in financial markets by serving as a link between mainstream finance markets and community development organizations.

· Increased amounts of capital are required in order to promote economic development on regional levels.

· Connections must be made between all economic development entities to promote regional growth, including establishing regional alliances, linking mainstream economic development professionals, and encouraging dialogue between economic development and workforce development.

· The report finds that the various programs and strategies used for economic development form a “system” in name only, and this “system” should be reshaped into a more accountable, cost-effective system using quality data and analysis.  The report states that government leadership in such a reform effort is not necessary and may impair the process.

· Among the report’s conclusions are the following:

· “While development finance is not a panacea, its institutions represent a critical resource in moving regional economic development forward.”

· “DFIs have the opportunity to shift American economic development policy away from expensive subsidies and toward investments that make businesses and workers agile and responsive.”

· “DFIs must be alert to changing market conditions and the challenges and opportunities that they offer.”

· “Expanding business asset ownership and fostering entrepreneurship and less uneven and inequitable development requires vision, persistence and collaboration.”

Opening Opportunities, Building Ownership:  Fulfilling the Promise of Microenterprise in the United States (Elaine L Edgcomb and Joyce A. Klein, 2005)
· This report was produced by the FIELD organization, a program of the Aspen Institute, to comprehensively examine the strengths and weaknesses of the microenterprise field.

· The microenterprise field is particularly important due to the declining number of good-paying middle-class jobs, increased outsourcing and temporary employment, the aging population, the growing need to balance work and family roles, the growth of immigration, and population declines in many rural economies.

· More rigorous analysis is needed to document the positive return on investment suggested by preliminary analyses of microenterprise programs.

· Microenterprise businesses increase economic empowerment, especially for individuals at the lower end of the labor market.

· The serious challenges facing the microenterprise field are sustainability and scale.  Training and technical assistance are the core of microenterprise programs, and these services remain largely subsidized with overall cost recovery being low.  This situation limits the size and reach of programs.

· In order to address the challenges facing microenterprise programs, the report suggests eight actions: 1) improve understanding of the market, 2) differentiate and broaden products and services, 3) restructure the industry for greater scale and depth, 4) use technology to transform operations, 5) measure and improve performance throughout the industry, 6) develop and support policies that directly benefit microentrepreneurs, 7) develop new strategies to stabilize and sustain programs, and 8) reposition the microenterprise field by creating new language conveying the field’s importance.

· The report concludes that low-income individuals need the option of owning or working in a microenterprise and that industry should take the steps necessary to ensure microenterprise opportunities are available.

FIELD Funder Guide:  Issues 1 through 6 (Aspen Institute, Sept. 2005 through May 2006)
· This series was produced by the FIELD organization, a program of the Aspen Institute, to help donors identify ways to support the domestic microenterprise industry.  The series is an outgrowth of FIELD’s report, “Opening Opportunities, Building Ownership:  Fulfilling the Promise of Microenterprise in the United States.”

· There are six issues as follows:

· Issue 1: “Fulfilling the Microenterprise Promise: Background for Funders” sets the context for the current interest in self-employment and describes how microenterprise development programs are responding.
· Issue 2: “Microenterprise: Making a Difference” explores the microenterprise industry's accomplishments in relation to poverty alleviation, local economic development, asset development and ownership, and increased access to financial services.
· Issue 3: “Moving Forward: Industry Challenges, Funder Opportunities” examines the microenterprise industry's twin challenges of increasing scale and sustainability.
· Issue 4: “Performance Counts” describes what constitutes high performance within the microenterprise industry and explains how donors can support and provide incentives for high performance among microenterprise programs.
· Issue 5: “Microenterprise Development Programs: The Entrepreneur Within” explores the need for programs to become more entrepreneurial in order to achieve greater sustainability and suggests ways donors can support such efforts.
· Issue 6: “Scaling Up, Achieving More” explores the various factors that affect an organization’s ability to reach scale and offers recommendations for funders interested in this issue.
Patterns of Entrepreneurship in Rural California:  An Overview (Collaborative Economics, Inc., 2005)
· This is a report of the California Regional Economies Project, which is a joint effort of the California Workforce Investment Board and the California Economic Strategy Panel.  The report is intended to provide an overview of entrepreneurship in rural California.

· The report finds that the constant creation of new businesses is essential to regional economic development, and that entrepreneurship may be the single most important driver of economic growth.

· In rural areas, existing businesses, as a group, lost jobs while new businesses and entrepreneurship have added jobs.

· Rural businesses rarely move out of their county of origin.  Specifically, the report finds that only 3% of firms moved outside their county of origin between 1990 and 2003.

· Evidence suggests that over 80% of net growth in the number of businesses in three industry sectors only:  regional experience, health services, and innovation services.  Regional experiences consist of enterprises that benefit from an area’s geography or unique features, including tourism, eateries, and other businesses that provide supportive services.  Innovation services consist of various technological, technical, and management services.

· The report also finds that entrepreneurship is dependent upon the entrepreneurial “habitat” of a region.  The key ingredients for an entrepreneurial “habitat” are education, financial institutions, physical infrastructure, entrepreneurial networks, entrepreneurial culture and mindset, and a positive quality of life to retain talented entrepreneurs.

Innovation, Productivity, and California’s Prosperity (Collaborative Economics, Inc., 2004)
· This is a monograph of the California Regional Economies Project, which is a joint effort of the California Workforce Investment Board and the California Economic Strategy Panel.  It is one of three monographs produced by the Project after conducting studies and analysis on the state’s nine regions and discussing these studies with regional economic stakeholders.

· The stated purpose of this monograph is to examine “the role of innovation in changing industry clusters, the impact of innovation and technology on productivity, as well as the impact of productivity on the dynamics of job change.”

· Among its findings, the monograph states the following:

· California cannot compete by only lowering costs or increasing inputs, but must develop ways to use resources in new and better ways.  Thus, innovation in natural, financial, and human resources is key to improving productivity and economic competitiveness.

· Innovation requires many people in a dynamic collaborative process.  Proximity is of particular importance with innovative regions having “dense and flexible networks of tight relationships among entrepreneurs, venture capitalists, university researchers, lawyers, consultants, highly skilled employees, and others who know how to translate ideas into new products and services fast enough to stay on the edge of the innovation curve.”

· Investments must be made in infrastructure, technology, and education to encourage innovation, productivity, and economic competitiveness.

Microenterprise:  Laying the Foundation for Economic Development (United States Department of State, 2004)
· This report is a collection of articles regarding the United States’ support of microenterprise development in foreign countries.

· In the introduction, then Secretary of State Powell states that “small businesses are the primary engines of economic development, income growth, and poverty reduction in much of the developing world.  These businesses can also build foundations for stable communities, civil society, and gender equality.”

· The articles included in the report cover a range of topics, including the Peace Corps' focus on youth and women, access to financing and credit, microcredit loans, best practices, and issues surrounding women business owners.

· Among the findings described in the report are the following:

· Globally, microenterprise is understood as a firm with 10 or fewer employees that is owned and operated by someone who is poor.

· Firms of five or fewer employees account for half the non-farm workforce in Latin America and two-thirds of the non-farm workforce in Africa.

· Borrowers of very small loans typically show repayment rates exceeding 95%.

· Women business owners are more likely than men to funnel earnings into their children’s education.

· Women business owners are often better credit risks.

Mapping Rural Entrepreneurship (Brian Dabson, Jennifer Malkin, Amy Matthews, Kimberly Pate, and Sean Stickle, 2003)
· This study was conducted by the Corporation for Enterprise Development at the invitation of the W.K. Kellogg Foundation to gather information on institutions, programs, and activities that support entrepreneurship in rural America; to assess the distribution and scale of entrepreneurial activity; and to identify potentially influential factors.

· This is a national study that tends to focus on regions outside of California, but identifies issues that likely apply to rural areas in general.

· Among the challenges facing entrepreneurship in rural areas, the study finds the following:

· Low population density and geographic remoteness

· Workers with insufficient education and a low level of skills

· Weak entrepreneurial cultures

· Entrenched racial inequalities

· Public policy dictated by agri-business

· Fiscal crises at the state and county levels

· Lack of organized constituency represented the diversity of rural communities

· The study makes the following recommendations to promote entrepreneurial culture in rural areas:

· Encourage “anchor institutions” such as universities, community colleges, community development financial institutions (CDFIs), and research and advocacy groups.

· Create public policy that is flexible so that programs can be tailored to meet the needs of rural areas.

· Foster a diverse pool of entrepreneurs in order to increase the odds that some will become fast-growth enterprises.

· Focus on four main strategies, including investment strategies, learning strategies, advocacy strategies, and information strategies.

· The study also states "efforts to improve entrepreneurship need to be more community-driven, regionally oriented, and learning focused."

Financial Services Used by Small Businesses:  Evidence from the 1998 Survey of Small Business Finances (Marianne P. Butler, Alicia M. Robb, and John D. Wolken, 2001)
· This article was produced by the Federal Reserve Board’s Division of Research and Statistics, and provides an analysis of its 1998 Survey of Small Business Finances.

· Among its findings:

· Relaxation of regulations on financial institutions have resulted in a wider range of financial services being offered.  This trend has been aided by technological changes and consolidation of financial institutions.

· Nearly two-thirds of all small businesses have fewer than 5 employees.

· Approximately four-fifths of small businesses are located in urban areas.

· Use of credit and other financial services increases with the size of the businesses, with 33% of the smallest firms having outstanding loans, capital leases or lines of credit compared to 92% of the largest small businesses.

· Women- and minority-owned businesses tend to be smaller than male- and white-owned businesses, when comparing number of employees, sales, and assets.  Women- and minority-owned businesses also tend to be younger and more likely to be sole proprietorships.
 Appendix H

Selected Progress Reports on Fresno County 

Microenterprise Programs

Below is a transmittal letter from Roger Palomino, Executive Director of the Fresno County Economic Opportunities Commission (FCEOC), to the Chairman of the Assembly Committee on Jobs, Economic Development, and the Economy regarding the FCEOC microenterprise activities in Fresno County with the rural communities of Firebaugh and Mendota.
July 17, 2006

The Honorable Juan Arambula

Assembly Member and Chairman 

Committee on Jobs, Economic Development, and the Economy 

California State Assembly 

P.O. Box 942849

Sacramento, CA 94249

Subject:  Public Hearing on Microenterprise

Dear Assembly Member Arambula: 

I commend you, the Assembly Committee on Jobs, Economic Development, and the Economy and CAMEO in light of your efforts to recognize the importance of microenterprise development and the immense contribution microenterprises have made to the state of California’s economy.  We realize that supporting the microenterprise industry is a key component in confronting poverty not only in California but in the entire United States.

In support of your endeavors, we are providing you with vital information from two studies Fresno County Economic Opportunities Commission (FCEOC) have commissioned from the California State University – Fresno.  These studies give insight into economic development and microenterprise opportunities in western rural Fresno County, as well as the entrepreneurial spirit of its residents.  Below are descriptions of these projects:

· The Small Business Technical Assistance and Development Project was funded through the Rural Business Enterprise Grant from USDA-Rural Development.  FCEOC’s Office of Rural Assistance and the City of Firebaugh, partnered with nine public and private entities to promote economic development in the City of Firebaugh.  The Firebaugh Business Survey is included for your consideration. 

· The Great Valley Center, under the LEGACI Grant program provided funding to the Office of Rural Assistance to complete a feasibility study to provide strategic direction for the implementation and development of micro-enterprise/cottage industry intended to augment incomes of farm worker families.  During the process more than 1,300 households in Mendota were surveyed. 

Thank you for convening this very important hearing and for bringing valuable awareness to Central Valley residents.

Sincerely,

[Original Signed]

Roger Palomino 

Executive Director

Enclosures:

1. Executive Summary - Small Business Technical Assistance and Development Project 

2. Executive Summary – LEGACI Project

c:
Catherine Marshall, CAMEO

Executive Summary

Microenterprise Potential 

of Mendota Residents
Funded by:

The Great Valley Center, LEGACI program 

Sponsored by:

Fresno County Economic Opportunities Commission 

Office of Rural Assistance

Prepared by:

University Business Center, CSU Fresno

Executive Summary


The local economy is shifting quickly and changes in agricultural technology, land retirement, water shortages and other factors have compounded the unemployment problem in the rural parts of Western Fresno County.  The Fresno County Economic Opportunities Commission (EOC) is assessing how it can best help individuals and families that are being negatively impacted by these factors. 

This study was conducted to better understand the microenterprise development potential and business assistance needs of the residents of the City of Mendota.  The results obtained from the study will provide insight in developing a plan of action to address issues facing local residents trying to augment their income by partaking in cottage or microenterprise ventures. 

A total of 406 residents were interviewed sharing valuable data that provided insight regarding the demographic make up of the community, employment, income, skills, knowledge, and an overall assessment of the current microenterprise environment.  Detailed findings from the study are presented in this report.  The information was obtained from Mendota residents through personal interviews conducted in their homes.  The study was designed to obtain information from residents regarding their skills and knowledge that they could use or are currently using to enhance their income.  Types of assistance, training needs, and recommendations to boost the overall microenterprise climate are also presented in the report. 


The study found that the majority (94%) of respondents is Spanish speaking and have very limited English language skills even though they have been living in the U.S. for more than six years (68%). Fifty-three percent of the respondents are between the ages of 35 and 54.  The study also revealed that 12 percent had no formal schooling while 46 percent of respondents have an education level of eighth grade or lower. 

A majority of the respondents are currently employed (66%) and have full time employment (86%). The numbers collected by the Employment Development Department indicated that the unemployment rate for the months of June, July and August was 24, 23 and 22 percent respectively.  It should be noted that local estimates of unemployment are generally higher.  

Sixty-eight percent believe that they do not have any special skills to augment their current income. The top four skills that people have and think that they could use to enhance their current earnings are: cooking (9%), driving (7%), childcare (7%), and mechanics (4%).


Twenty-five percent of surveyed individuals indicated that they are currently utilizing their hobbies or skills to earn additional income. Respondents indicated that they are currently supplementing their income are engaged in: childcare services (26%), cosmetic sales (18%), cleaning/janitorial services (18%), and transportation/warehousing (14%).  Ninety-one percent of these activities were initiated in the last five years. 


The small business development services that current microentrepreneurs would like to see available in Mendota are assistance in pricing products/services (41%), applying for financial assistance through loans (26%), assistance in tax matters (12%), and developing a marketing strategy (11%).  

Twenty-four percent of respondents indicated that they are interested in starting a microenterprise or an income-generating activity in the near future. Of note, is that 80 percent of respondents stated that they would devote more than 40 hours a week to their newly created business venture.  If they were available in Mendota, the following three small business development services were listed as the top choices for people planning on starting a business: applying for financial assistance through loans (86%), general small business training (5%), and assistance in tax matters (5%). 


Based on the results, there are several areas that need to be addressed in order for the provision of effective support to existing microentrepreneurs and potential start up businesses.  The first step is addressing the language issue of monolingual Spanish speakers through a two prong approach. Providing training and assistance in Spanish as well as utilizing effective entrepreneurial ESL programs.  Conducting “entrepreneurial ESL” training would provide monolingual entrepreneurs with enough basic business vocabulary so that they could conduct business outside of the Spanish speaking market.  An added benefit of this approach would be to leverage the services and resources that are available to English speaking microentrepreneurs.  Secondly, the lack of educational and vocational skills needs to be addressed through various educational and training initiatives. The third step is to create awareness of microenterprise opportunities and provide timely assistance to those already embarked on the microenterprise journey. 

The information contained in this report is designed to assist entities providing entrepreneurial support with ways to improve and grow existing microenterprises while providing the necessary infrastructure for creation of new microentrepreneurs.  Information in this report is not necessarily conclusive.  In many cases, additional information gathering may be necessary.

Executive Summary

Results of the business interviews conducted in the City of Firebaugh

Funded by:

USDA Rural Development 

Sponsored by:

Fresno County Economic Opportunities Commission

Economic Development Corporation serving Fresno County

with the assistance of AmeriCorps*VISTA

The City of Firebaugh

Prepared by:

University Business Center, CSU Fresno

August 2005
Executive Summary


The City of Firebaugh is taking a proactive approach in addressing economic development.  Central Valley communities are realizing that reliance on a sole industry will not prove to be prudent in the long term and that the consequences of not being prepared for the future could make a difference between a devastated or prosperous community.  In order to better understand the needs of its current businesses and to foster a good business climate for new ventures this study was conducted.  The results obtained from the study will provide insight in developing a plan of action to address issues facing local businesses and the community at large. 

A total of 72 businesses were interviewed sharing valuable data that provided insight regarding the factors impacting the creation, growth and stagnation of businesses.  Detailed findings from the study are presented in this report. The information was obtained from business owners through in person interviews (69) and mail in surveys (3).  The study was designed to obtain information from business owners regarding their current operations, employment, future plans, as well as their perceived attitudes of the community.  Business practices, views of the community, and recommendations to improve the overall business climate are also presented in the report. 


The study found that more than half of businesses in Firebaugh have been in business for more than 10 years.  Fifty one percent of businesses are sole proprietors and 96 percent of businesses are open year-round however they indicated that their sales fluctuate throughout the year demonstrating the presence of seasonality in their operations. 

Industry breakdown shows that the largest sector with 28 percent is retail while 22 percent are ag-based businesses. Twenty five percent of businesses in the retail category deal directly with agriculture and farming.  Business owners indicated that the primary reason for locating their business in Firebaugh was due to the fact that they already lived there, were born there, or have inherited the business from a family member.  The second most common factor for locating their business in Firebaugh was access to land and proximity to customers/suppliers. 


The most often quoted factor preventing growth was economic/market conditions which implied lack of customers, lack of city growth, and the overall size of the community.  The top three aspects respondents liked the most about doing business in Firebaugh were friendly people, a small town atmosphere, and the fact that everyone knows everyone. 


Based on the results there are several areas that need to be addressed in order for the City of Firebaugh to provide effective support to existing businesses and to stimulate the development and expansion of new businesses while diversifying the local economy.  The first step is the formation of a comprehensive economic development strategy addressing factors such as stagnant local economy, limited and relatively untrained labor pool, self contained economy that is predominantly agriculture based, and a business community with limited resources and a lack of understanding of business assistance and financing programs.  


Subsequent steps should include creating an economic development position, which needs to streamline the business development/assistance programs within the City while partnering with countywide service agencies to provide counseling and technical assistance.  Furthermore, it is essential to leverage the current optimism expressed by business owners and their positive views about the community.  This could be accomplished by creating an independent local business networking or advocacy group where they could discuss industry and economic trends, as well as keep their membership abreast of training and business opportunities. 

The information contained in this report is designed to assist policymakers in ways to improve and grow existing businesses while providing the necessary infrastructure for creation of new ventures.  Information in this report is not necessarily conclusive.  In many cases, additional information gathering may be necessary.

Appendix I

California Microenterprise Success Stories
Below are three success stories from former clients of the California Association for Microenterprise Opportunity.
Sandi Pritchard – Co-Owner of "Mobile Pit Stop"

Sandi and Dan Pritchard have owned and operated their business since 1990, first in Santa Cruz and now in San Luis Obispo.  When Sandi heard about WEV (Women’s Economic Ventures) at a five-city women’s group, she knew that it was something she wanted to pursue. 

Now a graduate of WEV’s Self-Employment Training (SET), she found that the program helped her “understand the business better and therefore get to be in charge of it.” Sandi, an experienced service writer, and her husband-partner, Dan, are committed to providing honest vehicle evaluations and client education. The mother of four boys, Sandi brings an ability to “talk shop” to her clients.  Mobile Pit Stop brings the garage to your office, home, or roadside assistance seven days a week.  Its mission is to provide a fast, dependable mobile auto repair service focused on customer convenience and reliability. 

Last year, Sandi doubled her business income.  Marketing training, networking and WEV’s MasterMind follow-up services helped her achieve this impressive milestone.  Sandi and Dan plan to focus on building local, small business client relationships in the next few years.
Neil Miller – Owner of "Trailer Daddy"

Self-taught and working out of his garage, Neil Miller began to manufacture hauling trailers in 2003 to supplement his family’s income.  With a loan and training from Superior California Economic Development District (SCEDD), based in Redding, Neil created a business called Trailer Daddy that has since been taking custom orders at the average rate of three trailers per week.  “Starting a business was much harder than I thought it would be,” Neil said, “but SCEDD did so much to help.”  A microloan in the amount of $5,000 allowed him to purchase equipment and lease a garage in an industrial park.  

SCED staff worked with him to complete federal forms and apply for a manufacturing license.  They also helped him develop a VIN tracking number so as to comply with federal regulations.  “They did so much that it’s too much to list.  If they, themselves, couldn’t help me, they found someone who could.”  Neil currently is receiving social security from disability, but his business income is beginning to allow him to support his wife and children, and he expects it will end the need for government payments.

Priscilla Branco – Owner of "Up Vibe"

After seeing a television spot featuring ACCION San Diego, Priscilla Branco knew just how to seek financing for her Brazilian inspired clothing line's marketing campaign. 

While Priscilla had faced barriers in obtaining business financing from traditional sources, ACCION San Diego was happy to offer an alternative route for funding. With an initial $5,000 loan and a subsequent $10,000 refinancing loan from ACCION San Diego, Priscilla has been able to expand her thriving business, despite knowing no English upon arriving in the U.S. four years ago. 

“Thanks to ACCION, I have been able to increase my inventory and revenue, and develop additional advertising and marketing skills to help my business grow even more,” says Priscilla.

Appendix J

An Articulated 2+2

Self-Employment/Business-Ownership Program

Below is the executive summary from An Articulated 2+2 Self-Employment/Business-Ownership Program, prepared for the California Community College system by Peter Van Zant, RuralCAN and Peter Van Zant Associates.

Executive Summary

The California Community College Small Business Development Centers (SBDCs) State office has conducted a search for ‘best practice’ Self-employment/ Business-ownership (entrepreneurship) programs across the United States.  

The search found the following: 

· New business formation is responsible for the majority of new jobs in California. (A California Economic Strategy Panel study)  

· A Gallup Poll found that 69% of high school students want to start a business, yet 84% are not prepared to do so. 

· Several States including Connecticut, Florida, Missouri, Florida, New York, and New York City (partial list) have established comprehensive programs to address teaching Self-employment/ Business-ownership skills.

· The California Community College Strategic Plan sets goals to establish new career paths in articulated 2+2 programs with high schools, that are aligned with local job needs.  

· A number of California high schools teach Self-employment/ Business-ownership programs.

· The state does not have a comprehensive statewide program to offer a self-employment/ Business ownership career-path opportunity to all students.

In response to this gap, an Articulated 2+2 Self-Employment/Business-Ownership Program is proposed.  It includes an organizational structure and implementation plan. 

The plan is based on Self-employment/ Business-ownership Task Forces established in each of the 36 SBDC regional offices.  A regional coordinator will oversee locally based collaborations between selected high school, community college, business, and economic development representatives. Whose tasks will be to identify programs that meet local employment needs, articulate them between the high schools, community colleges, and involved ROP courses, initiate the programs and provide on going support, evaluation and management.

Statewide, the Task Forces will be facilitated by the SBDC Statewide Director for Small Business Programs. 

At maturity, this career-path has the potential of generating thousands of self-employed workers and thousands of new businesses annually.  This outcome could greatly reduce unemployment levels, increase local economic activity, and substantially support the growth of the state’s economy.  It would also reduce the high school drop-out rate and reduce the rate of new business failures.

Initial funding in the amount of $2.500,000 will be sought through. The program will produce hundreds of self-employment jobs and new businesses, even during the start-up phase.

This report includes lists of proven ‘best practice’ programs in Self-employment/ Business-ownership that are currently in use around the country.  They represent school-developed curriculum, off-the-shelf programs, classroom courses, computer on-line simulations, after school programs, school-within-a-school academies, summer camps, fairs, and business plan competitions.  The programs address university-bound, career-focus, and diploma (at-risk) student tracks.

The program descriptions and contact information are provided to facilitate a quick integration of articulated courses between high schools, community colleges, and ROP programs.

The Articulated 2+2 Self-Employment/Business-Ownership Program is a locally-based collaborative approach that supports a critical new career-path with a demonstrated new job potential and positive economic impact on California’s economy. 

Appendix K

JEDE Microenterprise Hearing, April 5, 2005

On April 5, 2005, the Assembly Committee on Jobs, Economic Development, and the Economy held a special order of business during a policy hearing to examine microenterprise and its impact on California's economy.  This appendix provides an agenda for the hearing, and the written testimony of Catherine Marshall, CEO of the California Association for Microenterprise Opportunity.

Agenda

Tuesday, April 5, 2005

9:00 A. M. – Room  447

State Capitol
Special Order of Business, 9 A.M.

Overview of Small Business and Microenterprise Development

Presenters:

Yolanda Benson, Deputy Secretary for Jobs and Economic Development
Business, Transportation, and Housing Agency

Glenn Stober, Manager, Small Business Loan Guarantee Program Business, 
Transportation, and Housing Agency 

Catherine Marshall, CEO, California Association for Microenterprise Opportunity

Dorothy Rothrock, Senior Vice President, Government Relations California 
Manufacturers and Technology Association

Betty Jo Toccoli, President, California Small Business Association

Mariel Dennis, Chief, Office of Small Business & D.V.B.E., Department of 


General Services

Rita Hamilton, Deputy Director, Procurement Division, Department of General 
Services

Assembly Committee on Jobs, Economic Development and the Economy

Juan Arambula, Chair

Tuesday, April 5, 2005

Testimony provided by:

Catherine Marshall, CEO

California Association for Microenterprise Opportunity (CAMEO)
Many thanks to Committee Chair Arambula for this opportunity to speak briefly today about the little known job generating engines called microenterprises. Microenterprises are the very small businesses that people create as self-employment work for themselves and their families.  Microentrepreneurs are our neighbors, family and friends.  They are the landscapers, the computer technicians, barbers, artists, childcare providers and all kinds of home-based businesses.  Usually, a microenterprise has five employees or less and can be started for under $35,000.  You may also be interested to know that 78% of microenterprise clients are women.

Microenterprises may not be the “big bang” job generators like a large department store or manufacturing plant but they’re consistent and solid performers, creating, on average, two jobs per microenterprise.
  This may not seem like a lot but in the aggregate this is significant.  In 2003, microenterprises accounted for 19.2 percent of all employment in California, providing jobs for 3,305,272 people.  These homegrown businesses also stay with us through good times and bad.  From 2000 to 2003, when California's larger employers (50+ employees) lost over 444,000 jobs, microentrepreneurs created employment for 318,183 Californians, accounting for 77% of all new employment growth in the state.

So how do we keep microenterprise strong in California?  We develop them with Microenterprise Development programs that provide entrepreneur training, technical assistance, microloans, and marketing assistance.  There are over 100 of these microenterprise agencies and programs in California.   Most of them offer their services for free or at a very low cost to the low- and moderate-income microentrepreneurs who seek their help. These microentrepreneurs can access high quality microenterprise programs, services and loans that will jump start their businesses and increase the likelihood of success.

Currently microenterprise development is encouraged and funded in a number of ways in California.  Last year, California passed its first legislation (SB1156 Alarcon) that recognized microenterprise as important to the economy of the state and encouraged local communities to access Federal funds to support microenterprise development.  Workforce Investment Boards throughout the state explored funding microenterprise development using discretionary Workforce Development funds.   Legislators and other local policymakers can encourage their WIBs to include microenterprise development in their funding priorities.

Other California agencies administer funds that are eligible for microenterprise development.  One of the most commonly used sources of funds for microenterprise development is Housing and Urban Development’s Community Development Block Grant Program.  Cities apply directly to HUD for CDBG funds and subcontract to microenterprise programs to develop microenterprise employment.  California’s Housing and Community Development Agency applies to HUD for CDBG funding for the Enterprise Fund that can be used for rural microenterprise development.  Legislators and community policy makers can encourage their local jurisdictions to apply for CDBG funds for microenterprise development.

California’s Employment Training Panel has funds available to provide Self-Employment Training to small business owners (no more than nine no fewer than one full time employees).  Currently regulations state that only chambers of commerce, universities or accredited training facilities are eligible to be reimbursed for self-employment training.  Microenterprise programs do not qualify under the strict definition of training facilities so the funds in this area go underutilized.  There may be an opportunity to change the regulations so that microenterprise programs can be added to the list of qualified training providers for Self-Employment Training.

 CalWORKs passed in 1997 allows the use of federal TANF funds for “demonstration projects" for six local TANF agencies to operate microenterprise programs for welfare recipients transitioning from welfare with self-employment.  Activation of these demonstration projects with the Department of Social Services would create self-employment work for welfare recipients.  The California Department of Rehabilitation is currently redefining its policies regarding self-employment for disabled workers and is working with a limited number of microenterprise programs.  There are opportunities to expand this effort throughout the state and legislators can encourage this direction. 

The Administration’s budget has recommended funding cuts or elimination of several Small Business Administration programs that would benefit microentrepreneurs, namely the SBA Microloan Program, PRIME and Women’s Business Centers.  It is important that legislators work with our Congressional Representatives to ensure that these funds are restored with the final federal budget.

Last, but certainly not least, Assemblymember Leland Yee will be introducing a resolution to Celebrate California Microenterprise with a Microenterprise month this year.  We welcome the opportunity to develop greater public awareness and support for microenterprise development and we look forward to involving this committee and our California legislature in the celebrations.  This resolution will help develop the local community will to declare microenterprise development a priority for local job creation and economic development.  Our microentrepreneurs deserve this pat on the back.   These homegrown businesses are a steady source of jobs, diverse goods and services, tax revenue, innovation, and new dollars that circulate in the local economy.  Microenterprise development jumpstarts this upward spiral of prosperity and is a vital part of any economic development and job creation strategy.
Microenterprise Statistics

In 2003, microenterprises accounted for 19.2 percent of all employment in California, providing jobs for 3,305,272 people.  
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From 2000 to 2003, when California's larger employers (50+ employees) lost over 444,000 jobs, microentrepreneurs created employment for 318,183 Californians, accounting for 77% of all new employment growth in the state.
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