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Value-Added Agricultural Products and Processes Program
ISSUE
Iowa commits $4.0 million of motor vehicle Use Tax receipts annually to value-added
agriculture through the Value-Added Agriculture Products and Processes (VAAPP) Program
of the Department of Economic Development (DED) and the Renewable Fuels and CoProducts Program of the Department of Agriculture and Land Stewardship (DALS). The
VAAPP Program is reviewed here. The Renewable Fuels and Co-Products Program is
discussed in a separate Issue Review.
AFFECTED AGENCIES
Department of Economic Development
Department of Agriculture and Land Stewardship

R

CODE AUTHORITY
Section 423.24(1)(b), Code of Iowa
Section 15E.111, Code of Iowa
Chapter 159A, Code of Iowa

E

BACKGROUND

V

Senate File 2385 (Value-Added Agricultural Products and Processes Act), enacted by the
1990 Legislative Session, created the VAAPP Program. The Program was funded by an
initial allocation of $209,000 from the DED’s Iowa Community Development Loan Fund.

I

Senate File 545 (Renewable Fuels Act), enacted by the 1991 Legislative Session, created the
Renewable Fuels Fund and the Office of Renewable Fuels within the DALS. House File
2456 (Ethanol Production Act), enacted by the 1992 Legislative Session, allocated $4.0
million from motor vehicle Use Tax receipts to the DALS Renewable Fuels Fund, beginning in
FY 1994 and ending with FY 1998. House File 2337 (Agricultural Development and Rural
Revitalization Act), enacted by the 1994 Legislative Session:

E
W

•

Extended the $4.0 million Use Tax allocation through FY 2000.

•

Amended the DED’s Value-Added Agricultural Products and Processes Program and
allocated 91.25% ($3,650,000) of the annual Use Tax allocation to the VAAPP Fund.

•

Reduced the funding for the Renewable Fuels Program to 8.35% ($350,000 per year)
of the Use Tax allocation. Prior to FY 1994, the Renewable Fuels Program was
funded through an allocation from the Farm Commodity Division’s General Fund
appropriation.
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Sections 5 through 9 and 11 through 15 of SF 391 (FY 1998 Transportation, Capitals, and
Infrastructure Appropriations Act), enacted by the 1997 Legislative Session continued funding for
both Programs by providing a standing General Fund appropriation of $3,650,000 to the VAAPP
Program and $350,000 to the Renewable Fuels and Co-Products Program, beginning in FY 2001.
CURRENT SITUATION
CODE REQUIREMENTS
The VAAPP Program is created in Section 15E.111, Code of Iowa. The stated purpose of the
Program is to encourage the increased utilization of agricultural products produced in the State.
The Program is directed to assist in efforts to revitalize rural regions of the State, by committing
resources to provide financial assistance to new or existing value-added production facilities. In
addition, Section 15E.111:
•

Specifies assistance in the form of loans, loan guarantees, grants, and/or production
incentives shall be made to qualified facilities which are involved in the development of new
innovative products and processes related to agriculture and to renewable fuel production
facilities.

•

Defines persons eligible to apply for assistance.

•

Provides application evaluation criteria for the new innovative products and processes
category, including:

•

•

Project feasibility

•

Rural location

•

Local match

•

Level of economic need in the region

•

Production of co-products marketable within the region

•

The degree to which the production process or product is currently available in the
State.

Provides application evaluation criteria for the renewable fuel facility category, including:
•

All fermentation, distillation, and dehydration will occur at the proposed facility.

•

The ethanol produced at the facility will be denatured and at least 190 proof.
However, if the ethanol is marketed for further refining, the facility must demonstrate
that the refiner will produce 190 proof ethanol.

•

Requires priority to be given to facilities which directly support livestock production
operations.

•

Directs the DED to cooperate with the DALS Office of Renewable Fuels and CoProducts. Specifies the Office shall primarily be responsible for project technical
assistance.

•

Directs the Department of Natural Resources to assist an applicant in complying with
all applicable environmental regulations, and requires the DNR to approve any
permit applications related to a project within 12 weeks, or reply to the applicant
describing why a permit cannot be issued.
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•

Directs the three State universities to assist facilities receiving VAAPP Program
assistance.

•

Requires the DED and the DALS Office of Renewable Fuels and Co-Products to
issue a report every six months detailing the operations of the two Programs.

ADMINISTRATIVE RULES
The administrative rules for the VAAPP Program are found in 261 Iowa Administrative Code,
Chapter 57. The rules specify a person is eligible to apply for assistance from the VAAPP Fund if:
•

The existing or proposed facility is located in the State.

•

The application is completed in a manner required by the DED.

•

A business plan is submitted which demonstrates managerial and technical expertise.

The rules specify the following three components of the VAAPP Program. During the first three
quarters of a fiscal year, funding is divided among the components according to the listed
percentage. During the fourth quarter, the percentages do not apply.
•

Innovative Agriculture Products and Processes (40.0%) - Assists operations which are
involved in the development of new and innovative products and processes related to
agriculture. An applicant shall be considered for assistance if the business will produce a
product, or utilize a process, derived from an agricultural product, if the product or process
is not commonly utilized in Iowa.

•

Renewable Fuels (40.0%) - Assists renewable fuels production facilities within the State.
An applicant shall be considered for assistance if the fuel produced is denatured and at
least 190 proof, or reaches 190 proof through further refining.

•

Project Creation (20.0%) - Encourages the creation of business partnerships or networks
working on ideas for new agricultural products or processes. Assistance is available for
projects that could become eligible for VAAPP financing. Assistance is also available for
the purpose of assisting in departmental evaluation of proposals, or could be used for one
of the proposed project activities where further development could reasonably be expected
to lead to a VAAPP-eligible enterprise. Feasibility studies and basic research are not
eligible.

Projects are ineligible if:
•

The person owning a controlling interest in the facility has demonstrated, within the past
three years, a flagrant disregard for the health and safety of employees or the quality of the
environment.

•

The assistance is to be used to refinance an existing loan.

•

The assistance is used to support an activity directly related to farming.

•

The applicant has received VAAPP funding in the past. However, additional awards may
be made to an applicant for new projects or for significant expansions.

•

The financial assistance awarded would be in excess of 50.0% of total project costs.

The DED rules reserve up to 50.0% of the annual funding available for persons requiring $100,000
or less in assistance (applies only to the first three quarters of a fiscal year). The rules further
prohibit the award of more than 25.0% of any years funding to a single person. The rules generally
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require a combination of loans and grants, with the percentage of funding in the form of loans
increasing as the amount of assistance increases. The loan interest rate is equal to the prime rate
on the day of the award.
VAAPP FUND
The VAAPP Fund is established in Section 15E.112, Code of Iowa. The Fund is financed through
an annual allocation of $3,650,000 from motor vehicle Use Tax receipts through FY 2000, and a
standing appropriation from the General Fund in FY 2001 and beyond. The Fund retains loan
repayments and loan interest. The assets of the Fund may only be used to support the VAAPP
Program.
Table 1 of Attachment 1 provides historical revenue, expenditures and balances of the VAAPP
Fund from the perspective of the State accounting system (IFAS), while Table 2 provides the same
information from the internal DED accounting system. The State accounting system FY 1997
ending cash balance for the VAAPP Fund was $7,674,358, while the DED balance for the Fund is
$847,888. The difference is contained in the items listed at the bottom of Table 2. The majority of
the difference is in awards not yet distributed. The Code of Iowa and Program administrative rules
do not specify the time available between when assistance is awarded and when a project reaches
a stage where the financial assistance is disbursed. Thirty-one projects have not drawn $6.7
million in awarded financial assistance. Seven of the projects have award dates in FY 1995 ($1.9
million).
PROJECT ASSISTANCE AWARDED AND DISTRIBUTED
Attachment 2 provides the list of VAAPP Program projects approved through FY 1997. The
amount awarded as a loan, forgivable loan/grant, the amount distributed through FY 1997, and
amount of assistance remaining to be distributed is listed. Attachment 3 provides a brief
description of each project. In addition to approved projects, the General Assembly has directed
funding for three specific projects through the Program. Those projects include:
•

$50,000 to the Microbusiness Rural Enterprise Project contained in Section 34, HF
2337 (Agriculture Development and Rural Revitalization Act), enacted by the 1994
Legislative Session. The project has received the allocated funds.

•

$300,000 to the Soydiesel Demonstration Project contained in Section 32, HF 2337
(Agricultural Development and Rural Revitalization Act), enacted by the 1994 Legislative
Session as amended by Sections 32 through 34, HF 553 (FY 1996 Agriculture and Natural
Resources Appropriations Act), enacted by the 1995 Legislative Session and through
Sections 43 and 44 of HF 2421 (FY 1997 Transportation, Infrastructure, and Capitals
Appropriations Act), enacted by the 1996 Legislative Session. The project received
$100,000 of the allocated funds.

•

$100,000 to the Iowa Quality Grain Initiative as contained in Section 82, SF 2470 (FY
1997 Standings and Economic Development Appropriations Act), enacted by the 1996
Legislative Session.

Through FY 1997, the Program has awarded and distributed:
•

•

Loans:
•

awarded, $6,471,796 (47.4% of total assistance awarded).

•

distributed, $2,875,500 (41.2% of total awards distributed).

Forgivable loans/grants:
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•

awarded, $7,136,246 (52.2% of total assistance awarded).

•

distributed, $4,111,121 (58.8% of total awards distributed).
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ALTERNATIVES
In addition to the Renewable Fuels and Co-Products and VAAPP Programs, financial assistance for
value-added agriculture processes and production may be available through the following State
programs.
•

DED’s Industrial New Jobs Training Program (Chapter 260E, Code of Iowa)

•

DED’s Jobs Training Program (Chapter 260F)

•

DED’s Community Economic Betterment Account (CEBA) Program (Section 15E.315)

•

DED’s Enterprise Zone Program (HF 724 [Enterprise Zone Act], enacted by the 1997
Legislative Session)

•

DED’s Community Development Block Grant Economic Development Set Aside Program
(federal aid pass-through)

•

DED’s New Jobs and Income Program (Chapter 15A)

•

DED’s Workforce Development Fund (Section 15.343)

•

Department of Transportation’s Revitalize Iowa’s Sound Economy (RISE) Program
(Chapter 315)

BUDGET IMPACT
This Issue Review is presented for informational purposes only.
STAFF CONTACT: Jeff Robinson (Ext. 16767)
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