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State given
*D grace
for ousiness

Alaska has received a grade of
“D" on a report caid from a Inc.
magazine which analyzed the overall
climate for small business in each of
the 50 states. ..

While the state came in second in
the energy costs category of the ma-
gazine's analysis, it did not rank
among the tgp states in the other
four categories, capital resources,
emall business commitment, labor
ortaxes. >

A sixth factor, quality of life, also
was recorded but the magazine edi-
tors said they considered it too sub-'
Jective for overall ranking. '

Inc., which is headquartered in
Boston, Mass., said it researched
more than 50 different components
of small"business life, inclucfng loan
programs, wage rates and unem-
ployment taxes, to determine state
rankings Within the six categories. ;

The magazine's editors said the
survey findings were confirmed by
statistics showing a direct correla-
tion between high performance com-
panies and high performance states:
the .greatest number of fast growing
enterprises are found in the top
rankedstates. -

No Alaska companies were listed
on Inc.’s 1981 roster of the 200 fastest
growing publicly owned small com-
panies, which the magazine plans to
publish in December. " V,r

In a letter to Gov. Jay Hammond
and the Alaska Legislature, Inc. edi-
tor Milton D. Stewart, urged “your
state and every state to treat this re-
port as a baseline against which to
measure *future small business
growth." - B

Each state was asked to appointa
‘technical correspondent to suggest
ways to improve Inc.'s method of

rankingthem. i
Stewart said the rankings "will
become more meaningful... if we

have the help of state specialists in
q{gpi.ev.iglgl; consensus.",  * .- *ht

-Next year, he said, the magazine
will rank states In terms of degree of
Improvement over this year's rank-
ing as well as compare them with
one another. < ~T i, = *

In Us October issue, Inc. includes
to other articles related to the rank-
ing. Entrepreneur JuJes Abend cau-
tions that statistics do not determine
where any individual company will
local. Economist Robert Bemey
warns against using ostensible tax
advantage in ranking states.

V Inc. gives Its criteria for “fastest
growing companies,"” of which none

were found in Alaska, as follows:
* * - V'f.

';. — The company must be an Inde*-
pendent, publicly held corporation in
manufacturing, mining v. service in-
dustry. ' jj .o * v,

— The company showed a sales-
Irevenues history of at least five
years, with an Increase in Its fiscal
1980closing figures. .
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itmiin lit iiv'c < the inidiviviwil ranking
L.xdudmg uuuluv oi_hie. which is so
uhtctiivel We've assigned each state a
letter vzraiie. truiii A through F. and pub-
lisneei each report carJ in the table on
pace' Ulanti ~ The results .11As. Is £'s.
JaC > <D's. and s F't are often surprts-
mt. You u<Hildat think. lor instance, o
North Dakota aivl Idaho as states ratine
an A lor_sm.io business eiimatc dotn
tollmv nuic:; the same tormuia lor uettine
eiat grade: *. rich rates <t ‘r.tail busi-
ness atttvttv .number oi snuii companies
per Ltil'll population®, excellent labor
umuiimns. anu item tax bureaus. Both
states dure the same failings: weak oiti-
etal commitment to small’ business on
state programs and Itnuted capital avail-
able to home-state businesses. Idaho, m

If1Z.
§LE wAT

INC.io#ci»»

VTAT- ==

energy costs. _

Minnesota has a fairlv heavv tax bur-
den. out pets an A tor its eniirts to attract
hiph-tcciintilopy companies. The state is
one nr the top nvc in Its ntiictai sensitivity
to the neats oi small business, and oners
a i.tree pool oi capital to its entrepre-
neurs. Culorauo pets an A from its
alxtve-averaee labor climate, its light tax
burden and a positive ranking in the
cost or energy. o

Both Arizona and California eet an A
because oi their %overnments resFeotlv_e
enmmitments to helping out small busi-
ness. Bevond that similarity, the two
states diverge: Arizona has a light tax
burden, low energy costs, and a ptxid

entrepreneurs much in the wav ot capital
resources. California. on the other nanu.
has tne second largest pociot venture
capital, bu; is scrtouslv weakened bv hicn
taxes jnd high labor costs.

While no state in the Northeast earned
an A. lour soutncrn states came out tops:
Texas. Mississippi. Alabama, and North
Carolina. It anv suite could be reggeu as
Number loverall asaf)iape to run a -mail
company. Texas would ix- tne one. ,\Ye
wanted to avoid rankme the states over-
all eiintates nccause the ueetstott .itx.ot
where to do business is vj complex that n
grosslv oversinmiities the problem to >av
thjt one state ts tite oest piaee tor ail small
businesses,| Texas made the top 1 in
labor, taxes, anc capital resources: more
top rankings than anv other state. Thou

particular, nets pood grades lor its lower

THE-: - -

CAPITAL RESOURCES
1 New rorn

2. California

3. Massacnusetts
4 Connecncul
5. Minnesota

5. Texas

7 Pennsylvania
8 Alabama

9. New Jersey
10 . Mississippi

One ol the biggest headaches
every entrepreneur laces is the
task oi raising seed capital.
Ana il nis company not only
survives out grows, ne olten
must raise second and third
phase linancmg as well. This
ranking measures tne avaiiabil-
ny ol lhai money oy gauging
ihe looseness or iigniness
ol ir/esimont capital in me
50. states In wntcn states do
ihn money sources seem most
willing io invest in young and
growing comoames?

Not surorisingly. the top 10
mcluae most ol the acknowl-
edged money centers in this
country The only ones con-
spicuous in their absence are
lllinois and Florida. lllinois s
failure lo make the lop 10 list

9% INC./OCTOBER 1%L

labor situation, although it doesnt otter

n
Alabama IS hurt bv its labor climate, t%e

1® SU&IES DM SOX C&7EGOKSES

reflects an extremely low Small
Business investment Company
activity and industrial Reve-
nue Bond issuance raie 1S4 per
caona vs. the national average
ol S40 per caona/. Floriaa.
which ranks No 47 lacks a
loan program tailored to small
business ana sansiaciory iRB
issuance Florida is lurtner
nmcered oy a conservative
Panking community

New York acnievea the No i
position mrouan an exiremeiy
aggressive oankmg communi-
ty as wen as a oreoonaerance
ol venture capitalists ana other
investors willing to risk Dar-
ticioation in startuos and
young companies. California
atso coasts an aggressive oank-
mg community, htgn SBIC
activity, ana. uke New York,
a large number ol investors
willing to take risks.

Massacnusetts. Connecticut,
ana Minnesota ail nave ag-
gressive panning communities
ana active SfilC programs.
Connecticut, in lact. is me
national leader in SBIC activ-
ity Minnesota and Massacnu-
setis possess very active IRB
programs as well.

Pennsylvania and Alabama
are noooied by a lack cl small
business loan programs. But
they Doth managed to make the
top 10. the lormer oy claim-
ing me nations most active IRB
authority and the latter by
registering me second most
active SBIC program. Missis-
sippi overcame me handicap

ol a cautious bankino commu-
nity to earn a too siot oy pro-
moting me secona most active
IRB authoriiv aiong witn a
wen-run SBIC program
Ancnoring me opposite ena
ol the spectrum West Virginia
linos itsell m me comoany
ol Nevaaa. Neorasxa Kansas.
Alaska, and Hawaii Geo-
graomcally a ratner diverse
crew, these states can ail be
characterized as navmg aver-
age to nonexistent iRB sates
ana SBICs Ail except Alaska
are also me victims ot bank-
ing communities mat are
recalcitrant wnen it comes
to lending.

ENERGY COSTS
Hawaii
Alaska
3. Wasnmgion
4 Montana
5. Oregon
6. Wyoming
7. tdarTo
8. Maine
9. Louisiana
10. Florida

Hawaii number one? A Sunbelt
oil producer like Texas or
Oklanoma would seem to be

a more logical choice. How
could an island mat is forced

to import ail its lueis have the
lowcsi energy costs7 The
answer ties in Hawaii s cumaie
The tormuia useo tor calcu-
lating energy costs took into
account me raw cost cer Btu
lor eieciricity. neanng on ana
natural aas The tormuia calcu-
lated me percent use ol on
ana natural gas tor neanng ana
then constructed tne total
heating dollar oy multiplying
the percent use times the raw
cost tor each tuei This figure
was men piuagea into a tor-
muia mcorooranng the num-
ber ol heating days, whne tne
price ot electricity was tactorea
into me numoer ot cooling
aays Also taken into account
were me electricity costs
involved m day-to-day opera-
tions. sucn as oiltce lignting
ana running piant mar nnery
Thus, aespne some ol tne
highest energy costs. Hawaii,
wiin a climate temcerea oy
ocean preezes. hat, no neating
bills. Alaska, on ire other
hand, despite a large numoer
of healing days, managed to
score weil due to no cooiing
bills and the availability ol natu-
ral gas at one-tnird the national
average cost. Limnea cooiing
neeas aiso earned Maine a
posmon among the too 10.
Wasnmgion and Oregon
rankeo nign. Dased on airt-
cheaj electricity provided by
abunaant hydroelectric power.
Momana and Idaho attripute
their low energy bills io a
combination ol very cheap
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INC -5 first Special Report on the suites
mi :ill business climates must be read
with care because it is a first report.
We know trom our experience with
similar surveys that it takes two to
three venrs of doing a particular report
to tind the liest and most comprehen-
sive vs.vs ot compiling them. We mini;
this iirst report on the states gives as
t.nr and accurate a picture ot those fac-
tors .iiuiva.u J=>j'ussioie. i'e aiso Know
it each state can nuke . better case
Mr us own achievements m us appeals
to some particular Kind ol business or

industrv.

~We wiii. however, encage in a.con-
tinuing technical review ot how to

electricity generated tnrougn
nvaro cower ana oetroieum as
wen as tne avanaomtv ot natural
gas ana Hearing oil at wen
beiow tne national average
cosi Wyoming. 100. claims nw
electricity costs, tnrougn cnheao
coai It also has natural gas at
costs wen beiow tne national
averaae.

At tne Bottom ot the rankings
are tne Middle Atlantic ana
soutnern New Engiana states
Spanning an arc Irom Virginia
to Massacnusetts. these states
are oeset Dy notty heating ana
cooiing costs. Dut lac.'i the
cneao energy available to
western states lying at the
same latituae.

SMALL BUSINESS
COMMITMENT

1 California

2 New York

3. Minnesota

4 Massachusetts
5. Kentucky

6. lllinois

improve this report during the next
year. We will talk with state otricial".
academic specialists, and small busi-

managemen

7 Wisconsin
8. Micmgan

9. Connecticut
10 Ohio

Visit almost any state m the
nation ana you wnl hear tne
laminar comoiaint Our state
government is one ol me worst
The lenas in me state caonai iust
don tcare aooui small oust-
ness Same old Seiiv-acnmg
you say7 Not il you are talking
witn an entreoreneur irom
Nevada. Wyoming, or South
Dakota. All inree siaies rank
among me bottom 10 m terms
ot buoget Doncies and com-
mitment 10 sman business pro-
grams. Souin Dakota, in tact,
is No 50 m this resoect.

INC. analyzed me level ol
suobort among stale legisla-
tures lor sman business, as well
as tneir attituae towara expend-
itures ana revenues in general
These factors isee laoie on
page 96) were correlated
in a comouter model 10 gen-
erate a ranking ol tne 50 states
baseo on tneir support ot
small business.

The iod 10 lound iheir niche
througn solid commitment 10
sman business programs, such
as procurement setasiaes.
advisory ollices. and signifi-
cant legislative activity favor-
ing smaller enterprises. It is
essentially me strength ol these
programs rather than tne
presence ol balanced buageis
that oropeiled tnem to the
head ot the pack.

interested in our readers response to the

report, lor which we ve provided a

postpaid card bound in at a page o 1
During the next months, we will

In HMI

the National oovernor *

Association adopted . resolution at

LABOR

Norm Dakota
. Soutn Caro'ina
Nortn Carolina
loano

Florida

New Mexico
Ulan

Texas

New Hampsnire
Kansas

©CONOU A WwN —
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Armed wilh a lapor force that is
willing to work lor one ol the
lowest wage rates in me coun-
try ana tnat aoes not believe m
sinking Norm Dakoia tops me
list m me iaoor category The
omy Acnmes neei tne state
exhibits is a ramer tignt labor
pool, witn one ol the lowest
unempioymeni rales in the
country

The rankirg look into account
many factory including union
strengif. militancy, and recent
success m recruiting wage
rates and me aoility to Imp
skilled workers 10 till bom blue-
and wnne-conar positions.

Taking second and third
place are South Carolina ana
Norm Carolina Their sirengin
lies in the fact mat their workers
get paid the lowest and third

their annua; meeting in Denver. Colo.,
which signaled . higher prtorttv tor
[ , small business at the state level. In pari
ness leaders. And we will be particularly . s.ua "From . state and local economic
development standpoint, sniall busi-
nesses niter considerable potential iur
ensuring economic diver«i:v. .-tabuuv
) Il anu long-term ertnvtn. The governors
also studv what the executive and iegi-- picucc their cooperation in 'e.eor..:
lative branches ot each states govern- B
ment ts doing to speetfteaiiv improve
its attractiveness to -in.tii mmeusine-ses.
We will select tor spcetai citation those e
states that haven taken the most prom- _ . _
ising steps tor smail business m certain - we thinx couid be called the mi state
areas: taxes, regulation, paperwork, cap-
ital. credit, Procurement, data colltcuun.
assistance, and others.

oth tne state and national ievet- to
encourage tne grtiwtn .mu uevctup-
Ric-rt ot America s Miu.l eu-an*-.-
since that comerenee, we ve iie.ird
«f some promising awginmngs m wn.it

Smail Business Sweepstakes. m wnieti
mere ate literaiiv nu losers.

—Mitum D. stewwrt. £;/iti*»

lowest wage rates resoeciiveiv
m tne counirv ana are me ‘eat:
unionized work torces as we
Intact meCaroimasareorcan-
izea at a ievet tnai is iess moil
nab tne national average ana
mcreoiciv inis tevei nas been
cecreasmg m recent vears
Nortn Carolina s shortcoming
s tnat it possesses a scarcity ci
SKmea workers tor oiue-co:ar
ions, wntie Soutn Carolina n3s
a severe Shortage ct workers
lor wRite-coiiar positions *0
comoensate tor mese weak-
nesses. born states are funding
two ot me most extensive voca-
tional programs in the country
Idano s maior selling comts are
aiow strike rate ana ine tact inai
it is uncergomg ono ct tne most
raoid deunionization rates
Florida and New Mexico ooast
two ol me lowest wage rates as
wen as a very low strike rale
among two 0! me least union-
ized work lorces in me 50
states Florida aiso soenas me
hignesi amount oer worker on
vocational training programs
Ulan nas a weil-iramed.
nonunion work lorce cut 1l aiso
nas a n>gn wage rale ana me
manpower is in a lignt market
marked by low unempioymeni.
Texas ana New Hamosmre
nave low unionization leveis
New Hamosmre aiso nas a iow
wage rate Out sutlers Irom a
tignt labor market and a poorly
lunded vocational program.
Among those ranked at the
bottom ot the list are Indiana.
West Virginia. Hawaii. Missouri.

INC/OCTOBER 1981 %3



state shows exceptional performance in
capital resources. Mississippi is helped
out bv its capital resources, primarily
distributed through Industnal Revenue
Bonds. And North Carolina sets particu-
larly good grades tor us labor pool -nd a
low tax buruen,
~ The sccono tier of states, those that got
| B, include most of the industrial states
In the country. New York and Massa-
chusetts. tor example, have enormous
Bools of capital tor smail business people,
ut also suiter trom hien taxes anu energy
costs. Arkansas, on the other hand, offers
the nfth-best tax structure and reasonable
energy costs, but has little capital. And
Marne has an above-average small busi-
ness activity rate, inexpensive labor, and
insignificant cooling costs, but its econ-
omy is one of the most depressed in

the country. o
Pr.sylvania and Illinois both giot_c
%rades, surprisingly. Those Philade Ehla
banks help their state get a top-10 ranking
in capital resources, but the state ts hurt
by high taxes, high energy costs, a pour
labor Elct_ure, and an a rsm_al rate ot
small business activity. llinois, on the
other hand, has a surprisingly strong
commitment to small business through
government programs ana a fair amount
of catmal. but 1s hurt bv us labor and
enerqy costs, .
lowa and Marvland arc surprising
states to get a D on small business cli-
mate. While Maryland has an awakening
interest in small companies, particularly
high-technology firms, it ranks in the

bottom i) tor its tax buruen anu its
energy costs. And lowa stores wei in us
tax structure and us government sup-
P_ort ot smali business, but is hurt bv a
ight labor suppiv and a snoriage of ven-
ture capital. .
The live states that earned a tallln%
%rade arc. perhaps, most interesting of al
0. Hawail :sagreat piace to visit outits
a tougn piace :0 run a business. It has thy
lowest energy costs in the country, hut it™*
number W tn taxes, number 4» tn ialmr,
anu gets pex,- matks tor capita; resourc.-
and tirficiai -upporr tor small business.
West Virginias government Is sensitive
to small business, but the state ranks w
the bottom ttve for labor, taxes, anu
capital resources, and has the towest rate
of smail business activity in the country
Delaware ranks in the bottom iive in

Michigan. Pennsylvania. Ohio,
ana Oregon wnere workers
earn among [he nignest nourly
wages m me nation and are
unionized at two to tour times
tne ievet ct workers in the

too 'Cstates. The union activity
m these lowest ranked states is
markea ny mnitancy and mem-
oersmcs tnat are mucn more
wmmg to cursue too actions to
aen.eve tneir goais.

TAXES

1. Neoraska
2. Arizona
3. Texas

4. Indiana
5 Arkansas
6 New Hamosmre
7 Nortn Oakota
8. Missouri

9 Soutn Dakota
10 Colorado

Tax rates, it can be argued, are
tne most important factor in
any comparison ol state busi-
ness climates However, it is
olten tne presence ot nontaxa-
tion or exemption irom taxation
that can be tne critical element
in a lleogtmg company's sur-
vival and growth. Unfortunately,
the wide diversity ot small bus-
iness makes it impossible to
quantity the exemptions (see
table on page 96) ottered by

% INC./OCTOBER 1%L

eacn state

To quantity tax policies lor a
state-oy-state ranking, INC.
weignea tne tax ouraen per
capita, the recent trends in that
buraen. ana tne future trend
based on state aeot. The tax
buraen borne oy small busi-
ness was not useo because
timely and accurate data is
not available Unemployment
reiatea taxes, however, were
incorporatea to more closely
approximate tne cost ol operat-
ing a business in eacn state in
tax terms. Neoraska. lor exam-
ple. emerges as No. 1due
to strong periormance in all
caiegorios out particularly be-
cause ot a very low employer
contribution rate to the states
unemployment compensation
fund.

Arizona claims very low
oeot per capita, leading to tne
expectation ot a low tax rate
in tne luture. The state also
has a wealthy unemployment
compensation lund that prom-
ises low unemployment taxes
in the luture.

Texas nas tow debt per
capita, but even more impor-
tant is the absence ol a cor-
porate or personal income
tax. The Lone Star Slate also
has the lowest employer unem-
ployment contribution rate.

Arkansas scores well in all
categories end is especially
notable lor one ol the lowest
percentage increases in taxes
Irom 1979 to 1980.

Claiming tne lowest taxation
rate in the country. New Hamp-
shire has not only avoided
taxing personal income but has
also kept the lid on its unem-
ployment contribution rate.

North Dakota nas a low
lax rate, a sman debt, ana its
taxes rose the teasi in the
nation Irom 1979-80

Low tax ourcens also earn
Missouri. Soutn Dakota, ana
Colorado igd 10 rankings

As exoecteo. states tike
Massacnusetts. New fork, and
Minnesota, wnn notoriously
hign tax rates, are standouts
among the bottom 10 on the
list, with Alaska earning
the dubious distinction ol
worst case.

QUALITY OF LIFE
1. Norm Dakota

. lowa

. South Dakota
Wyoming
Hawaii

. Rhode Island

. New Hampsmre

. Vermont
Montana
Florida

SLOG)\ICDU'I-B(»I\J

Could Norih Dakoia rank lirst
in qualify ol lile? Where s
Calilornia. that mecca ol sun-
seekers and irenoseners” The
answer ties in how iho quality-
ol-lile (actors were tabulatea.
Unlike the other rankings, lor
whnich it was possible to create
fairly accurate models that
evaluated various factors on the
basis ol their importance to

/smait business, meauantvot Me
is scmemmg mat is totally
suciective For examoie now
Goes one exuiam to tne ski bull
m Coloraao tnat Ftorioa s
oeacnes conmoute more to me
ouaiity ol tile man ski traits’

In tact, it is imoossiote to
weiant (actors tor oillerma me-
styes m me same sea¥* To
establish some meat how-
ever INC s computet .. ectea
me states mat wpre me oest tor
tne ntestvies tnev represent Tre
lactors incorporated in me
calculations ranged trom cut-
turai elements sucn as orches-
tras ana ooera. to Quality ot
heaim care and eoucano."
recreational (acuities, ana tne
cost ol living. The result is a nst
ol tO states mat represent me
best ot tneir oreeo wnen person-
al pretarences are consioereo

Norm Dakoia tor examoie
earns top onnng on mo oasis ol
its crime rate (lowest in me
nation), long tits expectancy
ana tower cost ol living. Ditto
lowa. New Hampsmre. ana
Vermont It your preference
however, is culture, neaitn care
ana omer lactors associatea
with living near metropolitan
areas, then Rhooe isiano.
Massacnusetts (No I3\or
New York (No 141 are gooc
Pets Sun surl ana sane’
Hawaii or Flonaa.

And what aoou’ California’
Baseo on hign cost ot living,

a tignt nousing market anc a
high crime rate isecono m the
nation), me Bear Reouohc
emerges as No 32. Just oenmd
Minnesota and North Carolina
ara iust aneao ol Oreqon and
Pennsylvania in a ranking best
ion to humans.
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STATE

Alabama
Alaska
Arizona
Arkansas
California

Colorado
Connecticut
Delaware
Florida
Georgia

Hawaii
ldaho
[llinois
Indiana
lowa

Kansas
Kentucky
Louisiana
Maing
Maryland

Massacnusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Neoraska
Nevaaa _
New Hampshire
New Jersey

New Mexico
New York

N. Carolina
N. Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island
S. Carolina

S. Dakota
Tennessee
Texas

Utah
Vermont
Virginia
Washington
W. Virginia
Wisconsin
Wyoming

pa
O

=
%
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ety

1 Percapita
S 493

I 3541
688

532

853

538
51
886
542
533

1,091
542

630

499

| 602

536
608
595
564
665

681
643
789
578
430

554
549
679
302
560

46
121
974
566
444

614
576
617
593
572

393
431
505
575
540

528
743
649
13
862
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TAXES?2 C
e, o s
2.6/0 C.PE.L.M.LN.R 276 53
48 N | 2378
2.2 CRI 24.59
21 IN 32.64
3.4 1 1 116.42
13 CO9PE N 106 92
2.6 P Ml M 388 o4
2.8 C.E“ L MIN 3321
2.0 C.pOgll|I2N ?8 45
1.9 IN
2.8 E 40 18
21 IN ;21711
3.3 LI3M I N'9 18.69
1.6 U5M i*6N 21.31
28 Cllam@h 1 819
18 CoL2i M2 I£ N?' 20.85
2.2 BN 49.45
33 c.1?4dm.n.r 11636
3.1 LNl 4210
38 LfM.I.N.R» 3934
3.5 C.M.N.R 140.35
41 C.PL?6Mi.n 21.17
2.3 C. PE. L27M.I.N25R 106.98
2.1 RLM.LN 133.64
2.3 C.RN 11.28
2.9 CHLI?°N?> 11.34
1.3 1 .00
3.0 C2p<al 32.20
1.8 ROM.LN 214.68
3.7 I.m.Hn 87.56
21 " 248.5Q
3.6 CEpJ3EULM3»NR 69.15
21 N30 50.78
2.5 C.EL?»M?41.R" .00
2.4 C.RL.MIN 44 .22
16 2min 106.01
3.4 C.RE?7L?#I.N 98.06
3.4 E.L.M?*I1?»N.R 36.25
2.9 LM.I NR 24.44
2.1 LM.IN R 86.09
13 C.RE.LI 201.01
18 RL2JM I.N 22.58
6 C*RL&AM 117.71
17 1 35.27
3.3 L. M.LN * 212.24
11 I.M « 6472
3.3 C?RE.LM.I 126.98
2.6 C.RE.N 5.27
3.2 C4LM.IN 58.94
13 CTRE.I 68.35

IN 1 -
CAPITAL RESOURCES-

TN GE

S 66

NO NO
0 YES YES
45 NO NO
45 NO NO
0 NO YES
15 NO NO
31 YES YES
43 YES YES
18 NO NO
NO NO

NA YES YES
NA NO NO
4 NO YES
72 NO VES
45 NO NO
45 NO NO
22 NO YES
3 NO NO
34 NO YES
32 NO YES
64 NO YES
30 NO YES
99 NO YES
100 NO YES
NA NO rEs
27 NO YES
19 NO NO
NA NO NO
62 NO YES
79 YES YES
6 NO NO
14 YES NO
36 NO NO
60 YES YES
67 NO YES
96 NO YES
13 YES YES
139 NO NO
67 NO ,  YES
68 NO NO
24 NO NO
56 YES YES
22 NO YES
42 NO NO
49 NO YES
57 NO NO
0 NO NO
18 NO NO
42 NO NO
8P NO NO

B

15.5:
197
156
13.6
189

17.8
179
8.5
10.3
142
144
16.7
24 2
121
18

13.0
132
16 3
175
13.0

23.0
145
176
12.5
145
154
12.6
141
147
142

18.0
24.2
18.1
145
148

16.7
194
18.2
203
135

134
145
210
18.6
136

13.7
25.1

8.8
148
170



* LAtfORO SUPPORT-
) % Avg. Houly  Procure-  Assim.  Advisory

Unenmoi. Union wage inaex ment prog office board
71 19.2 85 i0% NO NO
9.2 26 2 147 NO YES NO
51 133 99 YES YES NO
6.2 150 77 NO YES NO
6.2 23.7 104 YES YES YES
43 15 2 102 NO YES YES
51 21.9 98 15-25% YES NO
80 21 7 100 NO NO NO
6.0 11.7 79 NO YFS YES
51 12 6 77 YES NO VES
63 321 94 NO NO NO
3i/ 14 3 100 NO NO NO
5.5 315 112 YES YES NO
54 29.3 118 YES MO NO
41 19 2 118 NO NO NO
3.4 12.8 100 10% NO NO
56 22.4 99 YES YES YES
6.7 16.0 103 10% YES NO
72 18.3 84 NO NO NO
5.9 21.0 101 YES YES NO
55 24.4 90 5% YES NO
7.8 34 6 133 YES YES NO
42 24 4 104 20% YES NO
5.8 12.4 72 YES YES NO
45 300 98 NO YES NO
51 24 1 115 YES YES YES
32 15.3 100 NO YES NO
51 22.9 104 NO NO NO
31 13.3 80 NO NO NO
6.9 23.0 101 NO YES NO
6.6 121 78 NO YES NO
7.1 39.2 99 YES YES YES
4.8 6.5 72 YES NO YES
3.7 14 7 89 NO NO YES
5.9 29.5 121 NO YES YES
34 135 99 NO NO NO
6.8 231 117 NO YES NO
6.9 34 2 105 YES YES YES
66 27.1 77 NO NO YES
5.0 6.7 74 NO NO NO
3.5 10.3 89 NO NO NO
5d 17.7 81 NO YES YES
42 11.0 95 10% YES YES
4.3 130 95 NO YES NO
51 175 85 NO YES NO
47 12.7 83 NO YES NO
68 33.1 129 YES YES NO
6.7 36.8 110 NO YES YES
45 27 8 112 YES NO YES
2.8 14 9 97 NO NO NO

Leqis
ommin

NO
NO
NO
NO
YES

MO
MO
MO
MO
YES

YES
YES
NO
NO
NO

YES

YES

NO
NO

NO

656586

YES
NO
NO

YES

NO
YES

NO
NO
NO
NO
NO

NO
NO
YES
YES
NO
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wXo ;wd cncrvjv costs, and Missouri
maxes ilic top Ill'tur its taxes, but ranks in
the bottom dll in laixjr. cncrgv costs, and
capital resources. And. unicss von run a
Xamhlme business. Nevada niav Ix-one
nt the hardest state to do business m:
The state ranks in t ie bottom dU in evert
category.

Missouri, in_parucuiar. demonstrates
the citticiilties in eradme states on their
relative business climates. INC. uidnt
consider transportation sums m its anaiv*
sis. and mat tactor is one ul Missouris
advantas;es. Its location_in ine huh ol the
country s transportation svstem is an
extremciv mgqrtant factor lor companies
wth heavx" shipping reijuiremenis

In order to compute rankines m six
areas of doini* business and to assmn a
grade io each of the si) states. INC. pro-
grammed a computer to wcivn and com-
?are more than s() factors, baseu on u.na
rom numerous sources. We weighted
these factors to reflect tneir importance to
small busincss;s in generai. For example,
the availabilin of venture capital >s i.u
more important to smaller emc:piis«.N
than giant corporations. s,i |\i_. piaeed
more emphasis on that tactor w ranking
the states for capital resources. Likewise,
wc_dc-emphisized the Imponanee ot
unions in the work force, because tiiev
affect smaller businesses less relative tu
large ones. _

In adJition. INC. generalised the com-
puter model to make sure that the results
of our analysis would he mcnninelul
to a wide range of small companies.
Energy costs, though, were anaivsed lor
a hig —technolo?y, Il%ht—manufacturmg
compang. Therefore the energy rankm%s
eduld be somewhat different if the costs
had been calculated from the point of
view Df a retail or service business, and
considerably different for a heavy indus-
trial manufacturing business.

Generalizing factors for whole states
was also a problem. Tax burdens, for
instance, are not necessarily uniform
throughout the whr’e state.’ Maryland
and Michigan both have very high tax
burdens, but Mime aggressive areas with-
in both states offer substantial property-
tax exemptions. And California presents
asignificant problem in analyzing energy
costs, because die whole state spans East
Coast latitudes ranging from Connecticut
in the north to South Carolina m the
south. The degree days required (or huh
heatmg and cooiing cover wide ranges
between the northern and southern lati-
tudes. In addition, California. Florida,
and New York arc difficult states for
calculating statewide labor climates: In
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each, the unemployment rates are higher
in the southern, urban areas than in the
northern, rural areas.

Perhaps the most difficult obstacles to
creating an obiective and mcanmgtul
critigue of the states small business
climates is the highlv subjective njtttrc m
the decision about wb-.ic'tu locate a busi-
ness. Among people mho studv inis sort oi
decision, tne current thinkmg is that
most starr-up businesses are located where
their founder- live. If the entrepreneur
Joes have the luxury of deciding wncre

to locate, the decision is most often based
on factors that alfcct his business direct-
ly: proximuv to markets in the case of
regional, distribution companies, lor ex-
ample. Or the decision is based purelv on
the owners lifcstvle. .

But a states business climate docs be-
come particularly important in the case
of comranies that, having reached the
expansion stage, want to find a good loca-
tion tor a new plant or branen umce.

And. trom the state government s point
ot view. the true measure ot mnnacing
the business climate well comes rrom the
perrormance of those small eompan.es
already in the state. Without successful
small ‘companies, no state can lxik lor
real growth.

This report wj.s pretjretf bv KuLLt. Ju::
L nLMtur:jl mmaA Hivies
undergr-"JLiare with the .i.vs»;.runce >
INC. -errror editor Hi.nlinrtl W

AL.% nini. ;I

%»

E_Ir%_ll-_IE-SPERFORMANCE COMPANIES LIVE IN HIGH-PERFORMANCE

Not surprisingly, there is a direct correlation between the
location of the country s fastcst-growmg. smaller companies
and_those states with the most positive climate for small
business. When we matched up the location of the INC.
20U tirms for the last three vears and the states that earned
an A in our analysis, we round that the top 2U% of the
states spawned -U% of the fast-growing companies.

From another angle, the relationship between business
climate and the concentration of emergln%.companles
becomes mure clear. The avenge number of high-growth
hrms per state IadlustedF) ranges from a high of 124 per A
state to a low of U per F states.

We've adiusicd the htgh-growth-eompamcs-per-state
formula to account for two anomalies: New lerscv and
Missouri. New lersey, a D state, has a high number of INC.
1) companies 119 for the last three years. But we dis-
counted that because the business climate probably does less
for emer?\‘mg companies than the state s location in the
bustling Northeast corridor. Ana Missouri is an anomaly:

its one INC. 200 company. Billings, only recently moved
there from Utah. r,ecause most of the company s growth
took place :n Utah, we cant really give the credit to Missouri.

NUMBER OF In£.200 COMPANIES (1979-81) PEtl STATE

HOW ABOUT PUERTO RICO AND THE VIRGIN ISLANDS?

Puerto Rico may be the perfect choice for companies who
have reached the expansion stage, and arc now deciding
where tu locate that new manufacturing plant. Over 30
INC. 200 companies would agree, ‘hats how manv have
chosen the Puerto Rico option. Agressivclv pursuing the
manufacturing industry (especially in high technology), this
tropical island has put to?ether a package of incentives
that is hard to beat. High |gﬂ1ts of this package include a
complete exemption from U.S. corporate income taxes
along with a 90% exemption from Puerto Rican corporate
income and property taxes. Another important benefit of
o;r)eratmg in Puerto Rico is its low labor costs; less than half
of the U.S. average. One of the manv interesting programs
that Puerto Rico offers is its twin plant concept. This,
involves sub-assemblv work in foreign islands, elsewhere in
the Caribbean, at dirt-cheap labor costs. The parts are then
shipped back to Puerto Rico iU.S. tariff laws do not
require taxation on re-imported pans), and final assembly
work done. ,

These advantages led Puerto Rico located plants to
achieve a profit-to-sales ratio of 22.6% compared to 5.7% of
their counterparts on the mainland. _ .

The maior drawbacks of locating on the island are high
shipping costs and management problr.ns because of cultural
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shock. The high shipping cost can be turned into an
advantage if yIu arc interested in servicing tlie booming
economies of Venezuela and Mexico. The culture shock is
not really a Froblem anyrnre because close ;0 90% of all
industrial plants tn Puerto R'~j -ie run by mana%ers who
are natives. This means there really isn't a need

your own vice-president down there.

0 send

The Virgin_Islands is attempting to lure manufacturing
companies with a package of tax incentives consisting of a
100% exemption on real—properti/ and gross-reccipts taxes
alon% with a similar exemption from excise taxes on plant-
construction expenses. There are also subsidies on federal
and local income taxes. Perhaps the maior attractions are
_relatlvelg low labor and shipping costs. The low labor cost
s gamed from operating in a depressed economy like that
of the Virgin Islands. And shipping costs less because the
islands are exempt from the Jones Act and do not have to
ship their goods to the mainland via expensive American-
flagged shipping. The problems in doing business in the
islands include hldgh operating costs due to expensive
land, utilities, and other such factors. You also have to
have a large inventory, since it takes a while to have
items shipped from the mainland.
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A REPORT ON THE STATES

INC/s second annual study rates 50 small business climates.

1 vour company s hisiorv is anything
9I|ke ihjt ot most small_comlpanles,
Jwhere n is locaicd—he it I'alo Alto,
L'jlif, or Portland. Maine—has nothing to
do with any caretullv drawn corporate
plan Instead, you put the business where
you were raised, attended school, or sim-
ﬁlv wantrd to live. Presumably, the area
ad much ot what vou wanted ol the myri-
ad dimes that influence "quality of litc."
Perhaps there was good skiing, music, or a
maior university wnhin easy reach. Or you
may have wanted to he near people in simi-
lar vocations, which mav he why so manv
high _technoloF¥ companies grew or jre ex-
panding in Calitornia sSilicon Valley and
annF Boston's Route 128.

Although state officials everywhere
wish they co*.:ld do more to spawn and
keep rrimih oriented companies, all too
olten thev find that it is hard enough to
delire the amenities that attract small
husi‘icsspcoplc without trving to influ-

By Bruc e G. Posner

ence a decision to set up business But
apart Irom the intangibles in appraising a
business climate, there are lactors that arc
both more concrete and, to some extent,
within a state scontrol,

As companies grow, for example, they
mav need long-term debt and equity, in
addition toworkingcapital They mavalso
need to hire employees who have special-
ized skills. A comf)any's inability to find
such fundamental resources when they
arc needed can ?reatly influence ita suc-
cess. and it can also dampen the growth of
the economy within the state.

The purpose ol INC.".'s second report on
the states is to compare some til the maior,
quantifiable aspects of the climate lor
small business, to help busmesspeOﬁIe and
state officials understand better how to

make improvements. In selecting the cri-

teria for measuring the SO states as homes
for smaller companies, INC. interviewed
economists, state development officials.

venture capitalists, and small business ex-
ecutives INC also talked with special liai-
son people appointed bY governors to gath-
er information on small business support
programs in everv state.

The analysis focused on areas of broad
concern to all small companies, rather
than such factors as transportation and en~
ergy, important as these mas be to some
businesses Since all small business tipera-
tots have capital and labor needs and are
affected by taxes, we looked at the impact
of those three factors on small companies.
Growth opportunities in aparticular envi-
ronment are also influenced—sometimes
heavilv—bv external economic ami busi-
ness lactors These factors, therefore, are
reflected through a number ol criteria un-
der the heading ol business activity.

Finally, we examined each state for
small business support programs initiated
at the executive or legislative level The
mere existence ol official support dues not



-l

"RATING THE STATES BASED ON FIVE MAJOR FACTORS

CAPITAL RESOURCES LABOR TAXES

SBIC Arf. MmwIM Rtf 11.000

IwkluM lorn taM. p«r Still *Ur. *H.t p*r wBrtir **rsonU
IUnk/atili %m iu paruoiti 1.00C*o*. WHU1 VI** *vo* rut [th**/]r.| rte&nt
madtaa 53 5% S 927 SO.8 - $317 23% 68% $43 6 S112
1 Texas 54.8% S2.527 S3.9 DL S329 11% 65% S55.1 $ 98

2. California 64 7 1.468 3.2 DL.LG 339 27 74 48 0 122
3. Colorado 579 1.262 31 - 326 18 78 457 113
4 Florida 49.5 598 1.2 - 265 12 65 370 97
! 5. New Hampshire 632 588 1.8 LG 256 16 70 31.2 92
6 Kansas 43.4 1.082 14 - 325 15 73 44 0 100
7. Arizona 62.6 888 0.6 - 317 16 73 47.7 133
! 8 Oregon 588 1.112 18 DL 352 26 76 39.0 114
i 9 Oklahoma 52.8 1,921 1.2 DL 329 15 66 42 2 102
J 10. Washington 589 1.382 0.9 - 405 34 76 49 5 109
1 11 New Mexico 52.7 1.043 2.3 - 259 19 66 360 122
1 12. New York 54 4 4,164 2.2 DL.LG.BG 309 39 66 472 163
13 Kentucky 49.2 773 1.0 DL.BG 309 24 53 456 104
14. North Dakota 50.1 1.245 - BG 271 17 68 52.6 102
15 Connecticut 59.7 857 51 DL.LG,VC 319 23 70 42.8 105
16 Virginia 60.0 718 09 - 270 15 64 ' 36.0 . 102
17. Nevada 59.5 738 0.3 LG 325 24 76 51.0 105
18 Massachusetts 50.0 1.213 21 DL.8G.VC 280 25 72 40.0 139
19 Minnesota 545 1.430 2.7 DL 331 26 73 455 127
20. New Jersey 53.1 765 0.9 DL.LG.BG 322 26 66 474 117
21 Utah 56.5 838 0.1 - 308 18 80 40 4 125
22. Arkansas 521 946 0.2 BG 247 16 56 304 99
23. Georgia 52.8 683 1.0 - 255 15 59 333 ‘08
; 24 Tennessee 51.9 908 05 - 268 19 55 33.7 9/
25 Wyoming 53.4 1.5%" 2.6 - 314 19 76 61.4 14f
. 26 Mississippi 506 6:. 0.8 LG 236 16 52 31.6 109
27 Montana 55.1 1,17c 1.2 - 370 29 73 47.9 130
1 28 Maryland 57.1 555 0.3 DL.LG.BG 335 23* 69 43.7 120
. 29 Missoun 47 4 1.112 0.1 BG 318 28 64 43 6 93
i 30 Ohio 50.4 757 0.6 DL.LG 390 31 68 466 94
L 31 Rhode island 55.0 1.426 0.4 DL.LG.BG 240 28 62 28 4 119
I 32. Idaho 55.8 944 35 - 311 18 72 360 104
| 33 lllinois 58.7 2.841 0.7 DL 356 30 66 47 0 112
34 North Carolina 51.4 804 0.5 - 232 10 55 30.6 106
35. Wisconsin 55.8 853 0.6 DL 353 29 70 43.6 125
36 Michigan 54.3 909 0.7 DL 426 37 69 476 115
37. Pennsylvania 53.5 1.365 0.5 DL 325 35 65 38.5 116
38 Vermont 66.3 712 1.3 DL.LG 272 18 70 36.6 127
39 Hawaii 60.6 ' 992 0.1 DL 290 28 73 45.1 148
40 lowa 486 854 0.1 DL 379 22 72 51.0 111
41 South Dakota 675 1,039 1.5 - 296 15 69 36.6 106
42 Indiana 51 4 726 0.3 DL.LG.VC 376 30 67 435 88
43 Nebraska 506 965 0.2 - 324 18 74 46.7 111
44 Louisiana 52.2 1.231 16 DL.LG 362 16 58 64 9 116
45. Alaska 450 978 0.2 DL.BG.VC 457 34 80 54 2 368
46 Alabama 48.7 664 0.7 - 260 22 56 30.8 96
47 South Carolina 48.2 361 0.6 250 8 57 273 107
48. Maine 54.1 502 05 DL.LG 296 24 68 278 125
49 Delaware 46.3 551 - - 333 25 70 49 4 116
50 West Virginia 498 499 0.1 DL.LG 347 34 53 435 112

1 CX «Onset loan*. LG-loan guaranies*. BG-bond guarantee*. VC-ventorecaortal

2 10-JOvisory ofteae, OM-omooavnan AC-a0VnUry coundil. IC-legutUW* convnirt’e.
SCsiatewiOe aonferonce. HSDocurement tel-asioe™

* InctuCe* umoninwmoei **« « Oilinct ol Conxnoi™
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AO.OM.AC.LC.SC
AQ.OMAC.LC.SC
AQ.OM.AC.SC
AQ.OM.LC.SC.PS
A0.LC.SC.PS
AO.AC.LC.SC.PS
AQ.OM.AC.SC.PS
A0.OM.AC.SC
A0.5C.PS
A0.LC.SC.PS
A0.0M.SC.PS
AO.OMAC.LC.SC.PS
AO,OM.AC.LC.SC.PS
AO.AC.LC.SC
AQ.OM PS
A0.0M.SC
A0.LC.SC
A0.0M.LC.SC
A0.OM.LC.SC
A0.OM.AC.LC.SC
A0.OM.AC.SC
AQ.AC.SC.PS
AO.OM.AC.LC
AQ.OM.AC.SC.PS

A0.OM.AC.LC.SC
A0.AC.SC.PS
A0.AC.LC.SC.PS
A0.OM.LC.SC.PS
A0.OM.AC.LC.SC
A0.AC.LC.SC.PS

A0.OM.AC.LC.SC.PS
A0.AC.LC.SC
A0.0M.AC.LC.SC
A0.OM.AC.SC.PS
A0.OM.AC.SC.PS
A0.SC
AC.LC.SC
OM.AC.LC.PS
AC
OM.SC.PS
A0.0M.SC
A0
CM.SC
OM.SC.PS
A0.SC.PS
A0.0M.AC
A0.OM.AC.LC.PS
A0.0M.LC.SC.PS

Source* (by column, let! to nghl): Federal Oapoall Insurance Corp (1.2); U S Sms* Business Admm<ifra-
bon (3). Stale drvetopment agencies (4). U S Denarimet* ot Labor. Bureau olLabor Slamuct tS.6). U S.
Department ol f ducal oil (7). Bureau ot Genu*. Cenaue ot Manufacturer* I1B). Tea f oundabon (9]. INC
survey otM slates (10) Bureau ol me Census (11). Bureau pilabor Stabshcsl 12). U S (leoanmenlol Com-
merce. Bureau ot tco- omtc Analysts (13). Buteau ot tne Census. County Business Patterns (14). INC (IS)
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21.1
185
30.7
43 4
24 6
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53.3
26.5
17.2
210
24.7
33
137
5.6
2.5
118
63.8
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32,
12.9
108
13.2
86
11.8
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A REPORT ON THE STATES

guar-intcr thjt significant numbers ot
sm.iil cnmpjmecsarc heme helped Howev-
er. Mippurt tor mnnvative programs and j
strong commitment to snull business .it
high levels can be enormously useful.
Through special programs, a stare can le-
verage its existing capital and labor re-
sources to the benefit ol small businesses.
State support can also soften the effects of
adeclining economg o

CINC ranked the 50 states in five catego-
ries. Each category—capital, labor, taxes,
business actmtr, and state support—was
weighted to reflect its relative importance
to small companies. The scoring system
was based on ascale ot 100 points. Because
most of the experts we spoke with consid-
ered capital resources and state support
the two most critical factors, each was giv-
en 25 points Tjxes. while always an jrea
of real concern, received onlv 10 points,
the lowest weighting, since taxes rarelv
plav more than a minor role in the invest-
ment decisions of smail companies Lahor
and business activity were each weighted
at 20 points to reflect their broad signifi-
cance to smaller companies. Calculated hy
this method, the overall scores range from
H2 for Texas to .13 foi West Virginia.

Texas achieved the top overall ranking
with an unbeatable combination of strong
capital resources, an effective labor force,
-nd @ low tax burden But it was further
aided bv a high level ol business activity
within the state and official support for
small business. California and Colorado,
with higher tax rates than Texas, placed
second and third, respectively, Iargely be-
cause cf their strength in capital and lahor
Each also received a very helpful hboost
from a robust economy

Fourth-ranking Florida scored very fa-
vorahly in lahor, taxes, business activity,
and small business support, hut appeared
in the bottom 10 lor caPitaI_ resources For
the other states scoring low in capital, such
as West Virginia and Delaware, the impact
on the overall ranking was ulten devastat-
ing Thev did not comﬁensate as well as
Florida did with strengths in other aieas.

West Virginia, for exameIe, ranked 50th
overall and scored weakly on labor and
business activity and only average hi (axes
and small business support. Its ranking of
4'Jth in capital resources— low lending ac-
tivity compared with hank jssets—com-
pounds us weakness in other areas Dela-
ware. although somewhat stronger than
West Virginia in lahor and business activi-
ty, also suffers from its poor showing in
capital. It ranks last hi the capital category
and 4Vih overall. In fact, lour ol the five
lowest-ranking states on the summary ta-
ble (West Virginia, Delaware, South Caro-
lina, and Alabamat are the weakest four
stales lor capital resources Tb fifth state,
Maine, tanks 4Kth overall and also suffers
in terms of capital.
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~ The influence uf other categories while
important. provcil lcssdeciMvc in a state s
ranking AIt_hou%]h 70l the top 10 stales
h.nd verv Livar.nle clim.nes for Ijhor—
imlv Oregon. Oklahoma. jiul Washin?ton
did not—poor performers in lahor (retlect-
iiie such uctors as hijih levels oi wages,

low level ot education, &nd the strong pres-

ence ot organized lahor) did not jutnman
c.illv sotter in the overall rankings In tact,
onlv three states scoring low In labor—
Indiana. West Virginia, and Alabama—ap-
ﬁeared in the bottom 10 overall Other
igh wage and hlﬁhly unionized states,
such as Ohio. I[llinois. Michigan, and
Pennsylvania, ranked higher because ot
stronger showings in other areas

At first glance, Indiana s rank of 42
seems surprisingly weak in relation to

such midwestern neighbors as Ilinois and
Michigan While none ot these states
ranks very favorably in terms ot labor or
business activity—measures bv shich Illi-
nois ranks at the very bottom— Indiana
distinguishes itself bv havm(ﬁ the lowest
taxes (per SI.(X!0 ot personal income) in
the nation, while Illinois and Michigan
fall in the middle.

Nevertheless. Indiana parts cnmp.inv
[rom [llinois and Michigm in ‘mall ioisi
ness support activities Unlike Michigan,
tor example Indiana has neither a small
business assistance oti.ee nor a governor s
advisory council on small business It also
lacks a legislative committee devoted to
small business matters, as llinois and |1
other states have li.id and as V states have
now addcu To InUidiu s credit ttiougn.
its officials have recently shown an inter-
est in bol.terlng small business captrjl re
sources through the state s new Corpora-

tion for Innovation Development (see
page 10(2)

A careful examination ot the accomﬁ.i.
nvine tjhfe shows that even states that
appe.li* gone similar can ditler dramatical-
I% Km the most useful discovery mav he
that each of the if) states has us ow n set of
strengths The Midwest and the New tn-
gljiui states, for instance, are clcarlv not
seeing (he sjme heads growth as Texas
and California Blit both regions can he
come vibrant areas for small companies

Increasingly states concerned about the
luture are examining iheir support pro-
grams as the most obvious wav uf upgrad-
Ing their climate tor small business Dela-
ware lor example, made notable sirides in
the past vcar when it created four support
vehicles—an advisorv council a legisla-
tive committee an assistance office, and j
prngrjm icquirmg the slate to purchase
goods and services trom sfftdll companies

THE BEST OF SHOW

Cafdtvll Activity at ft**
m MMf canten

t California
Connecticut
New York
Texas
Massachusetts

6 Minnesota

7 Colorado

8 lllinois

9 Oklahoma

10 Wyoming

High mieresi rales, as the past
couple ol years have pamlully
shpwn, can be catastrophic lor
small companies, wherever they
are Generally, slales can do
veiy htue to mitigale borrowing
costs lor small comp . mis. Apart
Irom the cost ot funds, though,
capitgl resources vary widely
irom | jie lo stale What is more,
the types ol resources molace in
the state and how they are being
used can be critical if. like most
companies, yours cannot meet
all ns capital needs Therefore,
capital lesources. along with
stale support programs, receive
our heaviest overall consider-
ation in ranking the states' cli-
mate lor small business.

To see how me slales stack up

nv v/~ irvennrp me#

in lerms ol caDital resources for
small business. INC looked first
al two seis ol banking industry
figures—total stale commercial
bank loans as a percentage ol
joial assets, and commercial and
industrial bank loans on a per
capila oasis While Ihese mea-
sures don i ten wnat types of
businesses are geitmg me
loans—or even whether all ihe
funds are being lent wiihm me
stale—they usually relied Ihe de-
gree lo which banks are using
iheir asset bases tor aqqressive
lending lo meet ihe working capi-
tal needs ol business.

INC aiso analyzed the states
for special capaai programs,
such as direci loans, loan guar-
amees. bond guarantees, and
stale-stxmsored venture cnpi‘al
investing, in me belief tnat Ihese
- n help oring capital other than
working caoaai io small compa-
nies Because mosi experts be-
lieve mat even smail-issue indus-
trial revenue Donas lend to
benefit largc companies and
their subsidiaries with solid cred't
histories, we didn't consider
IRPs finally, INC. looked al
sr. all business investment com-
pany (SBIC) mvesimenis in ihe
stales on a per capita basis, as
an indicator of the relative avail-
rbiiity ol venture caoiial

California, wiih its aggressive
banks and active SBICs. emer-
ges as the state with me most
extensive capital resources lor
small business, a distinction it
cedamty would have earned
more easily had all sources of
pnvaie venture cacxial been in-
cluded Nexf come Conneciicut
and New York, whose ranks re-
flect their act'/e banks. SBICs,
and the targeted captial pro-

grams m place. Oklahoma and
Wyoming aren | usually Ihoughl
of as siaies wuh suostannai capi-
tal resources, but both benelil
Irom nign levels ot SBIC invest-
ments and per C30ia commer-
cial ana industrial Dank loans
Souin Carolina. West Virginia,
and Delaware emerge as ihe
siaies where a lack ol eaotial re-
sources—o r an unwillingness on
the pan ol commercial banks to
tend—ooses hurdles lor growing
small businesses for instance,
commercial and industrial lend-
ing in these three states is ane-
mic comoared to that m the rest
of the states Low levels of bank-
ing activity within a state can, of
course, stem irom depressed
loan demand in a siow economy,
but conservative banners seem
to be al least as great a factor.

Ub*n Tlw ftalM iM m
at t«

é Wyoming

Nodh Dakoia

3. Nevada

4 Kansas

5 Nebraska
Arizona
Colorado

8 New Hampshire

9 Utah

10 South Oakota

When it comes to labor, ihe
needs ol different types of small
businesses vary substantially
Most companies, ot course, are
interested in keeping labor costs
down as mucn as possible But
lew can afford lo ignore reauire-
ments involving skill and con-
cerns over productivity

In examining tabor markets
within each state. INC looked at
comparative wage levels for
manufacturing and al compara-
tive levels o* unionization wnich
can be a tactor in high waaes
But in addition to factors affect-
ng the once ol Moor. INC also
compared ine slates bv levels of
productivity and by levels of edu-
caiion among workers

for producl'viry. the auesfoo
was how much each worker
ar Zed to the value ol manufac-
tured goods In educaiion. ihe
percentage ot state residents
aver the age of 18 who have
completed high scnoot was con-
sidered. although companies
iccding highly skilled employees
mnight consider the number ol en-
gineering graduates

At the too ol the chart lor labor
are Wyoming. North Dakota. Ne-
irada. Kansas, and Nebraska
Among these high scorers, how-
irver, Kansas is the only stale
neih low umon activity None o'
lhe 5 stales ranks among me lop
10 m terms ol tow wages In all
tiul Norm Dakota, however. 73%
or more ol 'heir residents over
the age o< 18 hold high school
(Icqgrecs.

Poorest performers in the la-
Ikk category are West Virginia.
Itmois. Indiana, and Pennsylva-
nia They have work forces m
srhtch only 52% 1067% ol the
trorkers hold high school de-



Such procrams can he extremely valu-
able lor brmciiiK jwjreness and help to
small companies But tor sutes ljcingditfi-
cult economic times and ileclinme indus-
tries. the luture mav require more special-
ized proclaim in the Jieas ot capital
resources. ioh training, and technical assis-
tance—all aimed at hrujdciungopportimi-
ties lor small businesses

In the pjst, several states targeted most
ol their initiatives at existin comi)anle_s,
through ellorts such as technical assis-
tance programs in conninction \sith tiiu-
setsities But increasingly. <uinv states—
I'ennsvivania. Georgia and New York, lor
example—appear to he highlighting new
companiesasthe important thrust in their
economic development ellorts fcach ol
these states is directing moncv into sup-
porting technology-hased start-ups. with
technical universities plavtng kcv roles
(sec page 100) Notes Roger Vaughan, a

consultant at the Council ol State Plan-
ning Agencies m Washington. 1) C . jihl
former deputy planning director ol New
York. States interested in distinguishing
themselves will have to do a lot more in
helping new businesses come about."

lust as important to the smjll husine.ss"\

climates of manv states, though, mav he
how well the capital and Ijhnr needs of
growing companies can be met A grow ing
number ot states are considering such
measures as the revamping ol investment
guidelines on public employee pension
tiind.s and increasing the ontl.ivs tor tech
meal education. Through its new Tech
nolngv Park Corp, tor instance Massa-
chusetts is puttmtl; up S2U million tor a
center eo tunded

cialistsin microelectronics.
Some experts jre convinced that every}
star *will need to help reshape its work

ter eo m industry in ordier to |
train engineers and other technical spe-J

toree to jceommodate businesses Poring
the next decade companies jre going to
need a great nunv tecnmeallv competent
workers tor scemtngiv nontechnical mbs
according to a number ot authorities on
small business

It mav not he easv for Fublic officials o
think about helping small liusinessinsuch
wavs, espeuaIIK in the Midwest and the
South, where the emphasis has long been

ouhigcum: icsjnd large manufacturing
ﬁlants Poll, .tans don | have to learn
ow to wave I7Mill mbs around sjvs Al-

exander Qincee president of Venture
Founders Corp . a Waltham. Mass. com-
pany specializing in assistance to start up
compjmes Hut'it s alot harder tor them
to mjke election-vear claims about how
tliev ve helped small companies

Hrticc /'inner is an associate editor at
INC.

grees. and all are heavily union-
ized in their maior industries. In
addition, wages lor Illinois and
Indiana workers average among
tha hlqhest for manufacturing in
the nation.

Ihrt» «»pp«rtl Kanlpdry
b»X> Ikg

1 Kentuck

2. New Yor]

3. lllinois

4 California
5 Wisconsin
6 Oho

7. Delaware
8. New Jersey
9. Mis assippt
10. Karitixa

Official slate recognition for small
business woo | make or break
small companies very often, but
itcan give Inem a hoost trom
time to lime and help create a
positive business climate. Pro-
grams that provide reliable infor-
mation or technical assistance,
for example, can save business
operators both lime and money.
_INC. sun/eyed the 50 stales’lo
identify those that address the
concerns ol small companies
through small business assis-
tance offices, ombudsmen, state-
wide small business confer-
ences, standing legislative
committees, and governors’ ad-
visory councils Nine stales have
created new legislative commit-
tees in the Fast year, bnngmg the
number ol legislatures with small
business commitlees to 21. What
Ismore, 13governors have re-
centty lormed new advisory
councils, bringing to 29 thé num-
her ol states with that form of
small business support.

The number of slales commit-
ted lo purchasing a specified
portion of their HOOdS' and ser-
vices from small businesses—
usually 5% lo 15%—has also in-
creased substantlaIIY]. Twenty-
five stales currently have pro-
curement set-aside programs, 10
ol which were esiabiisfied in the

pas| year. ,

Kentucky. New York, and lli-
nois emerge at the lop ol the
charts ler official state support
lor small business. They are Ihe
onlﬁ three slates in the nalion
with a full array ol lhe programs
measured in INC.'s sur,veY But
even more noteworthy is hal, in
the past year. 25 stales have up-
graded Ineir small business sup-
port activities. _

The most improved state is -x

Delaware, which installed four
new components to its small
business su(j)port: an assistance *
office, an advisory council, a leg-1
Islative committeé, and a pro-
curement program AJmostaa |
impressive is New Hampshire, |
which added three programs but
drtf lacks an advisory counol.
Among the other States dem-
onstrating increased support are
Mississippi, Kansas. Rhode Is-
land. Maryland, and Missouri.

Texan Indiane takas
tha tiwallait blta

1. Indiana

2. New Hampshire
3 Missouri

4. Ohio

5. Tennessee

6. Alabama

1. Florida

8. Texas

9. Arkansas
10. Kansas

As unpleasant as taxes are to
many small companies. their im-
portance lo a slate's overall busi-
ness climate is seldom on a par
with such factors as capital and
local resources. Nevertheless.
lhe level ol stale and local taxes
that businesses and individuals
must pay tills someihmg about
whether it is possible to operate
and grov *in that slate.

Since states lax businesses so
differently—by income, payroll,
or inventory, lor example—and
vary greatly in terms ol tax cred-
its allowed, slate officials and tax
experts agree that any direct
comparisons are noarty impossi-
ble. Instead, INC locused on the
overall level ot state and local
taxes as related lo each $1.000
of personal income—a measure
thal can be exgnjmed on a state-
by-state basis. By this measure,
Indiana’s tax rats of $88 per
$1,000 was me nation's lowest,
followed by New Hampshire
($92), Missouri ($93). and Ohio
and Tennessee (both with rates

of .

The’stats with Ihe highest tax
was Alaska al %368. aﬁhough in
reality nea/ty all ol the stale’s
revenue ts drawn Irom big ener-
gy companies. (In1act, most

Alassans pay no state or local.
taxes.) New “York, where individ-
uals pay $163 rlge_r $t.000. was
No 2 .all oulg ithas |ust en-
acted new rules lor start-ups
$seepage 101). Following New
ork aré Hawali and Wyomln?
bollsb9$148) and Massachusetts

Such lax burdens are compar-
atively nun But tax specialjs
and economists point out that
hlgh stale taxes rarely *nftuence
a business decision ahout
whether to start up or expand in
a particular location—except in,
the unlikely event thal other vari-
ables are équal For ong thing,
higher taxes can mean better
services and schools. "Il you
can sell 10times as many wg-

els in New Yotk as you tan in

ississippi or Alabama, %ou
don’t mind paying those high
taxes," says 4 national lax part-
ner lor a Big Eight accountln%h
firm. "Taxes arg usually |ust the
tail," he says, "not the'dog."

B.raafgrd W Ketchum Jr.. a se-
nior editor at INC,, assisted In the
&reﬁ]aran?n of this section Anita

a f a freelance writer, and
Carol HotUday Blew, a business
ana!Zst, hombased in Boston,
ass|Sted mresearch and data
analysts.
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BOOSTING SMALL BUSINESS

Ownnilm«at
m [IW iiiM ii bias
The idea ol stales cutting red
tape for development permits
and business licenses is noihmg
new. bul Oreqon has added
some creative wrinkles lo over-
come a nagging annousmess
repuiaiion

Aniigrowih spniiment was so
slronrj in Oreqon during tno
Iw/0s mat incn-govemor Thom-
as McCall once auiooed. "Come
visn us. Dut tor Cod's sake, don |
stay' That line was apoarenily

delivered in test, but Oreqon,
reeling (rom ihe construction in-
dustry slump, which has shut
down most ol its lumber mills, is
still working overtime to convince
business that Ihe state wants di-
versified growth and |Obs.

Companies interested in doing
business in Oregon were con-
cerned about the need lo obtain
environmental and other permits,
so the state decided to copy
neighboring Washington and in-
stitute a "one-stop" center,
where information on all require-
ments lor permits could be ob-
tained. "Oregon became lhe
second stale in the country lo
apply Ihe one-slop concept.™
says Paul Haugiand. mannger ol
Oreqgon's Office ol Slate Hegula-
lion Assistance. Haugiand head-
ed Washington's pioneer pro-
gram and was hired away by
Oregon, where he has earned
the idea much lurther.

last year, legislation was
passed lhal. in effect, gives busi-
nesses a regulatory guarantee.
"We'll look at your prniect and
tell you eveiV permit and license
you're going to need," explains
Haugiand. "1l it turns out that we
slipped up and lorgot one, it's on
us. You don't have to get it"

So tar, ihe office hasn't missed
a permit, so the legal question of
what would happen it someone
sued to block a protect because
ol a lorgiven license has never
been resolved. But no one ques-
tions the merits of allowing a
business to find out about alt its
permits al once.

Any company planning to sat
up shop in Oregon now (ills out

just one 4V}.page application in
30 days, according to Haugiand.
his ollice will orovide the guaran-
teed list ol permits needed lor
lhe protect The office then acts
as an advocate lor tne company
in resolving any difficulties with
state agencies.

KmJ ittpiln

late tist vmr. Graydon Wenb,
piesment ot G. D Ritzy s Inc..
wanted to expand his fledgling
fast food restaurant business,
headnuarteri:-2in Columbus,
Ohio Webb a former vce-presi-
uent lor Irancmse saies at Wen-
dy's International Inc.. tne hignty
successful hamburger chain,
was eager to grow beyond his
two outlets mthe Columbus
area, bul doing it with a lot ot
debt would not '«e easy Fortu-
naieiy lor Webb, he didn't have
to. His company received a S2
million equity investment—and
Irom a very unlikely source: the
Public Employees Retirement
System ol Ohio (PERS).

In exchange tor 40% of Us
slock. G. 0 Ritzy's became the
$6 5 billion PERS's first small
comps,ny investment since the
Ohio legislature liberalized i
vestment guidelines earlier in
1981. PERS. like most ol the na-
tion's public employee funds,
had previously been governed
by statutes limiting investments
to larg.jr. publicly traded compa-
nies Thus, most ot us invest-
ments were in highly rated debt
ol big companies, some ol which
were based outside the state.

Under the new guidelines, the
Ohio lund is now authorized lo
put 5% ot us assets—or up to
$325 million—into any partner-
ship. proprietorship, or corpora-

tion thal is either based in the
stale or has nail of its assets or
employees there "Pension
funds." says Robert McLaughlin,
a PERS investment ohicer. "can
step in to lilt the financing gap to
the benefit ot the local economy
and the performance ol the
fund." While it may take a while
lor PERS to tind appropriate in-
vestments. in lime it could pul
money into dozens ot Ohio busi-
nesses and generate |Obs there.
Other states seem to be tot-
lowmg Ohio's lead in an ntlort io
direct new capaai into emerging
companies. Neignbonng Michi-
gan. lor example, oaoiy scarred
Irom tne prolonged slump in ine
auto industry, recently adopted
legislation permitting slate pen-
sion lunds in put up to 5% ol its
$6 7 billion State Employees’
Fund m Michigan small compa-
nies and venture capital firms.

From ivory fowor
to IMrll« [|"K*

Pennsylvania was a pioneer in
acknowledging the importance ol
technology t/ansler when itcre-
ated the Pennsylvania Technical
Assistance Program (PennTAP)
in 1965. The program linked the
fate's small business communi-
ty to exis'ing academic re-
sources. Mow the state has be-
gun to cary its role as business
problem-silver one step lurther.

later this year, a new stale-
supported program called the
Ben Franklin Partnership will get
under way wiih $ t million ot slate
".unds. to be malcned by an
equal amount ol private money.
Pennsylvania's idea is to further
leverage university resources,
which are already bringing tech-
nical assistance to small busi-
nesses. to assist entrepreneurs
in product commercialization and
applied research.

rennTAP. hased al Pennsylva-
nia Slate University, at University
Park, has already earned its
spurs with marry smaller compa-
nies, in which lack ol research
facilities and personnel can
make even a small technical
proolem loom very large. I. N.
Rendall Harper Jr., president of
American Micrographics Co. in
Pittsburgh, lor example, knew he
was wasting lots ol silver horn
Che film plates he uses in his
business bul clidn't know if it
would be economical to recover
It PennTAP introduced him to
Perm Stale researchers, who
showed him how to reclaim the
silver while complying with feder-
al environmental rules.

Pennsylvania rs not the only
state with this type ol incubator
program. Georgia and Tennes-
see are among the others that

have built small business pro-
grams around tneir universities.
The result, says Reuben Harris,
director ot the Center lor industri-
al Services al the University ot
Tennessee, is that "businesses
can get the help mey need, and
ivory tower protessors gel real-
world experience."

Pennsylvania's Ben Franklin
Partnership will operate Irom re-
gional centers around the state.
But instead ol dealing only with
technical problems, as PennTAP
does, it will develop wavs to
move new ideas trom tne labora-
tory to the marketplace The
c'ate hopes the new program will
help create growih in advanced
technologies, such as robotics,
biotechnology, and magnetics,
as a means ol offsetting declines
in Pennsylvania s older industrial
base.

Ak«k ipf cbltcapitol

No matter where an enteronse is
based, (mdmg equity capital for
growih is often one ol the tough-
est problems an entrepreneur
laces. Private venture capitalists
pul money in lew deals, and lew
slates are willing to expose pub-
lic funds lo hign risks. Bul even
in lhe iscaily conse. etive Mid-
west. Indiana seems io have
found >»way lo bnng a new
sourco ol venture cap.n lo the
stale s small compar.-es.
Indiana's new Corporalion tor
Innovation Development (CID),
authorized last year by lhe legis-
lature. will be capitalized by pri-
vate investors, who get a cred-
it—30% ol their investment—
against their state taxes. While
granting tax credits means that
Indiana wiH give up some reve-
nue initially, lieutenant Gov.
John Mutz points out thal the ap-
proach allows the slate to "lever-
age additional private investment
whnile leaving venture capital in-
vestment decisions lo the private
sector.” tl the enterprises are
successful, they will pay taxes.
Indiana experts CID to draw at
least $6 million ol private funds,
pnmarily Irom the state s com-



A REPORT ON THE STATES

meroal banxs. insurance com-
panies. utilities, and manufactur-
ers The corporation, which will
eventually pay investors Indiana
state tax-exempt dividends,
could make ils first investments
by the end of the year. And while
itis too soon to say where the
money will actually tjo. Marion C.
Dietrich. CIU's president and
cniel executive orficer ot Cum-
mins Engine Lo in Columbus.
'nd . says CiO is particularly in-
terested m funding enterprises
that are devising productivity im-
provement lechnntogies to assr*
manufacturing industries, such
as auto and steel

Gy law. CID must put its mon-
ey mto Indiana start-ups and new
federally licensed smail business
investment companies. Dietrich
reports thal the corporation also
plans to part|C|pate m leveraged
buy-outs.

In creating CID. Indiana joins
Connecticut and Massachusetts,
among a few other states, in de-
veloping programs to make
more venture capital available.
Since its establishment in 1972,
the Connecticut Product Devel-
opment Corp. (CPDC) has com-
mitted about S5.3 million to fi-
nance oroduct development by
39 companies within the state.
When these businesses bring
products to market. CPDC claims
a royalty, which in 1981 amount-
ed to $219,000. Since 1979.
meanwhile, the Massachusetts
Tecnnoiogy Development Corp.
(MTDC) has invastod about $3.7
million in 16 businesses, helping,
it says, to make available an ad-
ditional $14 million in capital for
the companies from private
sources.

"Private vemure capitalists
aren't geared to high-nsk invest-
ments.” says Fred Schmid, pres-
ident of Crystal Systems Inc.. a
Salem, Mass.. company that re-
cently struck out in its ettorts to
attract p'lvato equity investors.
Crystal Systems produces indus-
trial cyntiTstic sapphire crystals,
bul it needed new cooital to de-
velop a silicon product ior com-
mercial photovokoic applica-
tions. Although private venture
capitalists kept saying no. MfDC
agreed to lend Crystal Systems
$250,000 for seven years, in the
beliet that a market will eventual-
ly develop for the product

What is more. MTDC's loan
enabled Crysial Systems to get a
larger credit Ime from its bank
and another $500,000 in long-
term debt from another lender.
"MTDC's investment shawed
confidence in the busir.acs at a
critical time," Schmid says.
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Tm M twpiilnt states

While the Reagan Administra-
tion's controversial proposal In
create urban enierpnse rone? in
depressed areas is still being
considered by Congress,, a tew
states are taking matters into
their own nands. Regardless of
whai finally happens in Washing-
ton. Connecticut has passed en-
abling legislation lor its own
brand ol enterprise zones. This
tall it will decide which ol Ihe
stale's economically depressed
communities will be the new en-
terprise zones.

Other stales, including Virginia
and Kentucky, havj iheir own
enabling legislation, and still
more are looking at enterprise
zones to stimulate business and
employment. Connecticut's pro-
grams. tor example, will otter
companies slate and local prop-
err lax relief, as well as $1,000
oi nts lor each |ob r.eatcd.
What seems to dist.nguish Con-
necticut s plan Irom those being
develooed elsewhere is iu locus
on small businesses.

Such an orientation wasn't ac-
cidental. "We re interested in
overall development ot the
zones." says John J. Carsoi.
Connecticut's commissioner of
economic development, "so
we re targeting small and medi-
um-sized businesses."

Many have criticized the feder-
al enierpnse zone plan because
itwould primarily benefit large
corporations mat can use tax
writeoffs. Instead of stimulating
new business, this might merely
lead to shifts ot corporate assets
from one side ot town to another.
Such concern has led small busi-
nes*- advocates to suggest that
any lax credits be made relund-
abfo, to &ncure that they are use-
ful to new and email businesses
needing cash How more than tax
benefits.

While Connecticut didn't oof
tor refijno'able credits, it did es-
tablish a new $1 million loan fund
for small oompan*es operating
within die zones. The _fund w)
lend a company up 025% of iis
fixed or working capital, up to s
maximum of $ 100,000 tor manu-
facturing concerns and $50,000
for retailers, ftwilt lend the mon-

ey for seven years at one per-
centage point higher than the
rate ot the stale's most recent
general obligation bond ottering.

Connecticut's enterprise zone
legislation will also assist small
companies with a unique |Ob-
voucher system designed to re-
duce the cost of finding qualified
workers. The stale labor depart-
ment wui determine which work-
ers qualify for |Ob credits either
as zone residents or under the
guidelines of the federal Com-
prehensive Employment Training
Act (CETA). Those who do quali-
fy turn vouchers over to the zone
employer who hires Ihem. says
Carson, thus saving small com-
panies the sometimes hefty cost
ol screening employees.

S

Job-training programs may be
coming ol age with a new pro-
gram in Arizona that targets
tunds tor employment in such
high-growih industries as elec-
tronics and aerospace. Arizona
is taking an approach that is dif-
ferent Irom such stales as Nonh
and South Carolina. Georgia,
and Alabama, where |ob-trammg
programs have been offered lo
almost any company willing to
set uo shop tn the state—even
when the |Obs are in such declin-
ing domestic industries as tex-
tiles and furniture making. To
minimize unempioymeni prob-
lems down the road. Arizona's
Office of Economic Planning and
Development tries to help only
those employers thal are apt lo
generate growih.

The state conducted a maior
study filled "Opportunities in Ari-
zona lor Suppliers of High Tech-
nology Manufacturers." which
amounteJ lo a series' i market
studies (0» a number of indus-
tries. Now Arizona can otter .mctv
trainmg suosidiei ol up to 50%
of wages ‘or six months to indus-
tries in the stale showing the
greatest growth pot'/nfial.

"We're trying to ivo*d training
people (o' dead-end jobs." says
Alton Washington. lhe sir >'s
marpower program mar djr.
He reports that in the program's
firsl year of operation, 8.000
peupfe have been or are being
trained by mfrr programs.

Early indications point to satis-
faction on the ran ot the employ-
ers. Comtec economation Inc.,
lor instance, a maker of electron-
ic Q artz crystals, is using the
pro”/ahi to tram 200 employees
in Flagstaff. "it took the state
only eight week* o accept our
application tor trainee alLCis-
tsnce." says Dave Convcry. gen-
eral manager.

A shift In tax Im tslivii

While mosi stale legislatures
seek ways io stimulate business
through an array ol tax incen-
tives. New York has a sharper
locus Eaqer lo spur develop-
ment ot new—particularly nigh-
technology—companies. New
York lhis year began exempting
investors in new businesses trom
capital gams tax oayments as
long as their money is held in a
company lor at least six years

The siaie nas aiso granted H3
6% investment lax credit and its
new 10% research and develop-
ment investment tax credit to
new concerns These measures
are meant to provide willing in-
vestors and greater casn How in
the early years ot a business.

Whether the policy will have its
intended impact won't be appar-
ent tor some lime. The first in-
vestment tax credit refunds won't
come until next year, and the
capital gams exemption won't
come into play tor tour years,
when a portion ot it becomes
available. Bul an intense lobby-
ing ettort by the National Federa-
tion ot Independent Business to
have both measures apply to all
small companies suggests that at
least some people befieve ineso
measures could be significant
spurs to investment.

In September 1981, California
dropped the capital gams tax on
long-term investments m all small
independent businesses—ex-
cept those dealing in tangible as-
sets, such as gems and collect-
ib'es. No concrete results are yet
evident, but Michael Kieschmck,

director of Cal.'ornia’s Office of
Economic Policy, says. "I've got-
ten hundreds ol calls Irom law-
yers and accountants.” Kiesch-
nick plans lo conduct a survey
this tall to see how the California
exemption ot capital gams (or
new small businesses has affect-
ed investment decisions.

DavidL .Ktorf, a New York City-
ba%ed freelance writey, assisted
é)re aration ot {his ect|
ounsel tor ommumt eve op-
mem |n

| Cambri ngDe Mass..
consu tmg irm, conirbuled
material.



	HRES13 HCR 37



