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}
 Dear Texas Legislative Colleagua: . o | ‘ ;

First let me tntroduce mysclf. For eight years T held the highest Yeadership position in the
Oklaboma Staté Senate, President Pro Tempore. Tam now the Presicent Pro Tempore
Emeritus and immediate Past Cheirman of the Senste Presidents’ Forum. )

Last year SBC caused legislation 10 be Introduced in Oklahoma 10 basically deregulate

DSL activity in our state. Traditionally in ovr state this sctivity was regulsted by our

Coxporation Commission (often called a public uiility commission in other states). Like

many others 1 had concerns about the legislation. For example, givea our lack of : ;
- regulatory expertise iq the telecommunications atex, 1 questioned whether the Okishoma 0

Legislature was adequately prepared to thoroughly analyze and address this issue. also C 3

questioned whether or not it was good public policy. [n the course of the debate high- : S

ranking executives, including those at the top of SBC, segtdarly made commitments

about what it would raean 10 Okdshoma to pass this legisladon, We were reguludy told

that jt would mean not only more investment in our state, but more jobs.

{ suderstand and acknowledge that the welecommunications industry has been going _ E
through & major srrenchment. 1 am not faulting SBC in any way for failing to provide '
new jobs at the call centecs that were scheduled to open.

My congern s not that there are po new jobs but rather that $BC has acually taken jobs
from oltr stacc and relocated them after giving all the comymitments that this legislation
would ciuse our stale to be favorably viewed by the parent company, and that we
certalaly would not be expecting to Jose jobs.




The Honorable Alan Greenspan June 10, 2003
Chairman

The Federal Reserve Board

20th Street & Constitution Avenue, NW

Washington, DC, 20551

In recent months, in response to very tight supplies, prices of natural gas have increased sharply.
Working gas in storage is currently at very low levels relative to its seasonal norm because of a
colder-than-average winter and a seeming inability of increased gas well drilling to significantly
augment net marketed production. Canada, our major source of imported natural gas, has had
little room to expand shipments to the United States, and our limited capacity to import liquefied
natural gas (LNG) effectively restricts our access to the world's abundant supplies of gas.

Our inability to increase imports to close a modest gap between North American demand and
production (a gap we can almost always close in oil) is largely responsible for the marked rise in
natural gas prices over the past year. Such price pressures are not evident elsewhere. Competitive
crude oil prices, after wide gyrations related to the war in Iraq, are now only slightly elevated
from a year ago, and where spot markets for natural gas exist, such as in Great Britain, prices
exhibit little change from a year ago. In the United States, rising demand for natural gas,
especially as a clean-burning source of electric power, s pressing against a supply essentially
restricted to North American production.

Given the current infrastructure, the U.S. market for natural gas is mainly regional, is
characterized by relatively longer term contracts, and is still regulated, but less so than in the
past. As a result, residential and commercial prices of natural gas respond sluggishly to
movements in the spot price. Thus, to the extent that natural gas consumption must adjust to
limited supplies, most of the reduction must come from the industrial sector and, to a lesser

extent, utilities.

Yesterday the price of gas for delivery in July closed at $6.31 per million Btu. That contract sold
for as low as $2.55 in July 2000 and for $3.65 a year ago. Futures markets project further price
increases through the summer cooling season to the peak of the heating season next January.
Indeed, market expectations reflected in option prices imply a 25 percent probability that the
peak price will exceed $7.50 per million Btu.

Today's tight natural gas markets have been a long time in coming, and futures prices suggest
that we are not apt to return to earlier periods of relative abundance and low prices anytime soon.
It was little more than a half-century ago that drillers seeking valuable crude o1l bemoaned the
discovery of natural gas. Given the lack of adequate transportation, wells had to be capped or the
gas flared. As the economy expanded after World War II, the development of a vast interstate
transmission system facilitated widespread consumption of natural gas in our homes and
business establishments. On a heat-equivalent basis, natural gas consumption by 1970 had risen
to three-fourths of that of oil. But natural gas consumption lagged in the following decade
because of competitive incursions from coal and nuclear power. Since 1985, natural gas has
gradually increased its share of total energy use and is projected by the Energy Information
Administration to gain share over the next quarter century, owing to its status as a clean-burning
fuel.
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Recent years' dramatic changes in technology are making existing energy reserves stretch further
while keeping long-term energy costs lower than they otherwise would have been. Seismic
techniques and satellite imaging, which are facilitating the discovery of promising new natural
gas reservoirs, have nearly doubled the success rate of new-field wildcat wells in the United
States during the past decade. New techniques allow far deeper drilling of promising fields,
especially offshore. The newer recovery innovations reportedly have raised the average
proportion of gas reserves eventually brought to the surface. Techmologies are facilitating Rocky
Mountain production of tight sands gas and coalbed methane. Marketed production in Wyoming,
for example, has risen from 3.4 percent of total U.S. output in 1996 to 7.1 percent last year.

One might expect that the dramatic shift away from hit-or-miss methods toward more advanced
technologies would have lowered the cost of developing new fields and, hence, the long-term
marginal costs of new gas. Indeed, those costs have declined, but by less than might have been
the case because much of the innovation in oil and gas development outside of OPEC has been
directed at overcoming an increasingly inhospitable and costly exploratory physical
environment.

Moreover, improving technologies have also increased the depletion rate of newly discovered
gas reservoirs, placing a strain on supply that has required increasingly larger gross additions
from drilling to maintain any given level of dry gas production. Depletion rates are estimated to
have reached 27 percent last year, compared with 21 percent as recently as five years ago. The
rise has been even more pronounced for conventionally produced gas because tight sands gas,
which comprises an increasing share of new gas finds, exhibits a slower depletion rate than
conventional wells.

Improved technologies, however, have been unable to prevent the underlying long-term price of
natural gas in the United States from rising. This is most readily observed in markets for natural
gas where contract delivery is sufficiently distant to allow new supply to be developed and
brought to market. That price has risen gradually from $2 per million Btu in 1997 for delivery in
2000, and presumably well beyond, to more than $4.50 for delivery in 2009, the crude oil heating
equivalent of rising from less than $12 per barrel to $26 per barrel. Over the same period, the
distant futures price of light sweet crude oil has edged up only $4 per barrel and is selling at a
historically rare discount to comparably dated natural gas.

Because gas is particularly challenging to transport in its cryogenic form as a liquid, imports of
LNG have been negligible. Environmental and safety concerns and cost have limited the number
of LNG terminals and imports of LNG. In 2001, LNG imports accounted for only 1 percent of
U.S. gas supply. Canada, which has recently supplied a sixth of our consumption, has little
capacity to significantly expand its exports, in part because of the role that Canadian gas plays in
supporting growing oil production from tar sands.

Given notable cost reductions for both liquefaction and transportation of LNG, significant global
trade is developing. And high gas prices projected in the American distant futures market have
made us a potential very large importer. Worldwide imports of natural gas in 2000 were only 26
percent of world consumption, compared to 50 percent for oil.




- Even wzth markedly less geopolmcai mstabzlzty confronting world gas than world oil in recent
- years, spot gas prices have been far more volatile than those for oil, doubtless reflecting, in part,
less-developed global trade. The updrift and volanhty of the spot price for gas have put.
. significant segments of the North American gas-using industry in a weakened competitive
posmon Unless this competztlve Weakness is addressed new lnves’iment n these technologles

: Increased margmal supphes from abroad while hkely to notably damp the 1evels and veiatzhty
- of American natural gas prices, wouid expose us {o poss1biy insecure sources of foreign supply,
~as 1t has for oil. But natural gas reserves are somewhat more widely dispersed than those of oil,
- for which three-fifths of proved world reserves reside in the Middle East. Nearly two-fifths of
- world natural gas reserves are in Russia and 1ts former satelhtes and one thn'd are in the Middle

: East

- Creatmg a pnce pressuxe safety Valve through 1arger }mport eapamty of LNG need not unduly

;' expose us to potentially unstable sources of imports. There are still numerous unexp101ted _
‘sources of gas production in the Umted States. We have been stmgghng to reach an agreeable
. 'tradeoff between environmental and energy concerns for decades. I do not doubt we will -

B continue to fine-tune our areas of consensus; But it is essential that our policies be consistent. For
- 'exampie we carnot, on the one hand, encourage the use of environmentally desirable natural gas

. in this country while bemg conﬂzcted on larger imports of LNG Such contradlctmns are
e resolved only by debﬂltatmg spxkes in priee : : L

! In summary, the Iong—term equlhbnum price fer natural gas in the Umted States has risen
persmtently during the past six years from approximately $2 per million Btu to more than $4.50.
- The pereelved tightening of’ long-term demand-supply balances is begmmng to price some

mdusmal demand out of the market It is not elear whether these Iosses are temporary, pendmg a
fall m pnee or permanent ' - _

: Such pressnres do not atise in the U.S: market for e}:ude mE Amencan reﬁne:fs have unhmlted

'_ access to world supphes .as was demonstrated most reeentiy when Venezuelan oil production
* shut down. Refiners were able to replace Iost oil with supplies from Europe Asia; and the

. 3 Mlddle East. If North Amencan natural gas markets are to funiction with the- flexibility exhibited

e g' by oil, unlimited access to the vast worid reserves of gas is reqmred Markets need to be able to
- effectively ad;ust to unexpected shortfails in domestlc supply. Access to Werid natural gas

“supplies will requzre a major expanszon of ENG terminal import capacity. Without the ﬂexﬂ)ﬂzty
- such facﬂrcles will 1mpart 1mbaiances in supply and demand must 1nev1tabiy engender price

vo}auhty

As the techno]o gy of LNG llquefactlon a.nd shipping has 1mpr0ved and as safety considerations
have lessened, a major expansion of U.S. import capabihty appears to be under way. These
movernents bode well for widespread natural gas avallablhty in North Amenca in the years
ahead :




Wisconsin Biotechnology Association
RESOLUTION

WHEREAS, Lack of capital availability is a significant continuing constraint on the
development of Wisconsin’s high tech sector; and

WHEREAS, Certified Capital Company (CAPCO) Programs have over the last decade
routinely demonstrated their ability to raise state focused pools of venture capital in
several states including Wisconsin; and

WHEREAS, Wisconsin’s CAPCO Program managers have demonstrated their role and
success in attracting out-of-state venture capital into Wisconsin companies; and

WHEREAS, Wisconsin’s CAPCO Program has demonstrated the ability to stimulate
the growth of high-paying high-tech jobs in Wisconsin and build Wisconsin’s tax
revenue base; and

WHEREAS, A new CAPCO bill is being considered by legislators for introduction
during one of the remaining legislative sessions in 2003; now, therefore be it

RESOLVED, that the Wisconsin Biotechnology Association hereby endorses
legislative support for the CAPCO Program and encourages approval of CAPCO
legislation that provides tax credits over the next decade.

Adopted by the Wisconsin Biotechnology Association Board of Directors on this 9™ day
of Tuly 2003.

1Wi< Lo gt~

Frank Langley, Presidefit O
Wisconsin Biotechnology Association
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Bringing proteinstolife®
Gala Design, Inc. Paul M. Weiss, PhD, MBA
President
8137 Forsythia Street
Middleton, Wi Telephone:  608-821-6210 (direct)
53562 U.S.A. : Telephone:  608-824-9920 (general)
Extension 123
Mobile: 608-445-8960
Facsimile: 608-824-9930
E-mail: Paul_Weiss@gala.com

August 15, 2003

Senator Ted Kanavas

Senate Select Commitiee on Job Greation
Room 20 South

State Capitol

P.O. Box 7882

Madison, WI 53707-7882

Dear Senator Kanavas,

| was informed of the Senate Commiftee meeting that you are co-chairing on August 18, 2003, and unforfunately am
unable to attend because of a client visit scheduled for that day. However, | want to share with you my observations
about the impact of the Certified Capital Company Program in Wisconsin. | apologize up-front for this long ietter,
but fhe bottom line is that without the CAPCOC funding in Wisconsin coming into Gala when it did, we would not be
here today. Below | have summarized why this is the case.

| am President of Gala Design, Inc., one of the first recipients of CAPCO funding in Wisconsin. Gala's core
proprietary technology is GPEX™ (Gene Product Expression), a gene insertion and expression technology that
allows rapid creation of stable, high-expressing mammalian call fines for a wide variety of gene products. The
genomics revolution has led to the identification of thousands of new genes, and the race is now on to discover,
characterize and stably express the protein products of these genes in order to develop new therapeutic proteins.
(Gala's GPEx™ technology, when applied to mammaiian celt culture, accelerates this process for our
biopharmaceutical partners. Once new therapeutic proteins have been identified for clinical development, production
support becomes a major challenge. Gala's mission is to meet this need, and the company has recently established
a 43,000 square-foot facility in Middleton, Wisconsin, devoted to GPExX™-based cell line development and cGMP-
compliant protein production.

Gala Design owes its existence today to the CAPCO Program. Biotech companies need an extraordinary amount of
capifal to succeed. In addition to significant investments in research and development, the products of our
pharmaceutical company customers have to go through a lengthy regulatory approval process which increases
everyone's capital requirements. Furthermore, we must make enormous investments into specialized facilities and
equipment that meet FDA compliance standards in order to secure cusiomer contracts. [n March 2000, the
Company was running out money, facing the prospect of laying off its entire team, when Advantage Capital, ohe of
Wisconsin's three CAPCO’s made ifs initial investmient. It was sufficient to carry the company until we closed a
more significant round of financing later that year.




In the second quarier of 2001, we closed another round of financing that included two Wisconsin CAPCOs:
Advantage Capital and Stonshenge Capital. This enabled us to build our management team and break ground on a
new manufacturing faciity.

In our case, what has the State of Wisconsin received for its investment in the CAPCO program? Consider the
impact: ’

1. Job retention and growth: The CAPCO program saved the 20 jobs at Gala Design in March 2000, and we
have since grown io 37 employees. These are highly skilied, high paying jobs with a workforce that includes
16 individuals with a Ph.D. In some respects, Gala Design has been reversing the brain drain, retaining
skilled people in the community, and atiracting others from outside the state. | personally recelved my
Ph.D. and MBA from the University of Wisconsin Madison, but had to leave the state for Philadelphia to
pursue my career path in the pharmaceutical industry, where | worked for one major pharmaceutical
company and later as an officer in a biotech company we took public in 1999. Initially, | was recruited to be
a member of the Board of Directors for Gala Design but was unwilling fo join the company as an employee
unless they raised sufficient capital to reach major milestones. With Advantage Capital and Stonehenge
Capital participating in a $7 million round led by Venture Investors/Advantage, | was finally willing fo take
the risk of retuming to Wisconsin.

2. Building our biotech manufacturing infrastructure: Gala Design’s expertise is in efficient manufacturing of
recombinant proteins for the biotech and pharmaceutical industry. Companies developing antibodies or
other proteins for the freatment of disease want to focus their resources on product development and
regulatory approval. ‘They can not fypically justify the time and expense of developing a single purpose
manufacturing facility, so they look to outsource, With Gala Design as a partner, we can provide the
opportunity for Wisconsin's developing companies, as well as other biotech companies around the nation, to
manufacture their products here in Wisconsin. We are building on Wisconsin's heritage of manufacturing
expertise, but with our significant investments in specialized facilities and our need for highly trained and
experienced individuals to properly utilize our proprietary technology, these are not the kind of
manufacturing jobs for which we can pursue the lowsst cost unskilled labor outside of the state.

3. Aftracting major corporate presence into Wisconsin: With the venture capital from Advantage and
Stonehenge that was vital to our survival and growth, we were able to advance to the point where we
attracted a major strategic partner in Cardinal Health (NYSE:CAH), a key provider of technology and
services to the pharmaceutical industry that is number 23 on the most recent list of Fortune 500 companies.
Cardinal Heaith has invested $12 miilion in Gala Design and has obtained an option to acquire the
company. With their support and involvement, we have the opportunity fo become a major force in biotech
manufacturing with a hub of activities here in Middleton.

4. Building our tax base: In addition to the payroll taxes on our 37 employees, we have made a long term
lease commitment that resutted in the construction of a specialized manufacturing facility. This resulted in
numerous construction jobs and an expansion of the property tax base in Middleton. We have atfracted a
net investment into business in Wisconsin, we utilize many Wisconsin based suppliers, and rely on
Wisconsin-based professional service providers. We are confident that the net taxes generaled for the
State of Wisconsin have exceeded the portion of the CAPCO tax credits that enabled the CAPCO
investment in our firm. While we do not expect that any additional CAPCO investment will be required in
Gala Design because of where we are tcday, the tax revenues to the State of Wisconsin can be expected to
confinue io flow in the years shead.

The path to where Gala Design is today has not been easy. Venture capital is extraordinarily difficult to raise for
biotech companies in Wisconsin. Wisconsin's venture capitalists are too small and too few to meet the needs of
companies like us alone. | personally traveled up and down the east and west coast looking for investors, and
presented at several venture capital conferences throughout the country. Investors were intrigued by our story,
however, the distance and their underestimation of the resources and falent in our high tech sector made it
impossible to atiract reasonable proposals from coastal investors. The CAPCO program was the difference maker
for us, although the small size of the CAPCO program in Wisconsin made it difficult for them to provide encugh
capital, forcing us o operate on the edge until we landed a large partner.




1 strongly encourage you to expand the CAPCO Prograrm in terms of the dollars that can be invested in Wisconsin

companies. [t is the only source of venture capital that is solely focused on Wisconsin companies. 1t is a vitaily
needed resource if our state leaders are sincere about their stated desire to build Wisconsin's bictech industry.
Wisconsin is competing internaticnally, and need funding sources that compare to those available to our competition
if we really want Wisconsin to win in the race to be a biotech leader in the 21% century.

Thank you for your consideration, and please do not hesitate to contact me if | can provide any further assistance.

Sincerely,

"

Paul Weiss, PhD, MBA
President

cc: Frank Leo — President, Biotechnology & Sterile Life Sciences, Cardinal Health (by e-mail)
John Nels, CFA — Senior Partner, Venture Investors (by e-mail)
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WISCONSIN

MADISON

TESTIMONY OF CHANCELLOR JOHN D. WILEY

Senate Select Committee on Job Growth
August 19, 2003

Co-Chair Kanavas, Co-Chair Stepp, and Members of the Committee:

Thank you for the invitation to testify today, and for the opportunity to talk
about how UW-Madison is creating jobs in Wisconsin and what the
legislature and state might be able to do to enhance those efforts.

The UW-Madison continues to put a high emphasis on local, regional and
statewide economic development through technology transfer, public/private
partnerships, education and economic stimulus.

UW-Madison’s statewide economic impact is estimated at $4.7 Billion. This
includes creating almost 75,000 jobs in Wisconsin - 70,000 locally - and
generating over $350 million in state and local taxes. The university also
brought in approximately $400 million in federal research dollars to the
state’s economy last year. And these numbers do not include the impact of
our affiliate organizations such as the Wisconsin Alumni Research
Foundation and University Research Park.

The University’s economic development and public/private partnership
efforts are conducted primarily by WARF and the Research Park — whom
you will hear from in a few minutes - and the new Office of Corporate
Relations. This is an office — headed by Charlie Hoslet - which we recently
created to serve as a “front door” for business and industry looking to access
the resources of the university. Charlie and his team are charged with
getting out around the state, meeting with businesses and industries, and
helping them utilize UW-Madison’s resources and expertise to help grow
their companies and the state’s economy.

Office of the Chancellor
Bascom Hall  University of Wisconsin-Madison 500 Lincoln Drive  Madison, Wisconsin 53706-1380
608/262-9946 Fax: 608/262-8333 TTY: 608/263-2473




UW-Madison remains an important catalyst for business creation around
Wisconsin. As of the end of 2001, a total of 218 firms have been identified
as start-up or spin-off firms in Wisconsin having close ties to UW-Madison.
Most of these businesses have sprung up in the last four decades, and from
1995 to 2000, an average of 13 new companies was created each year. Here
are some more details about those businesses:

e Of 147 companies reporting revenues in a 2000 survey, their
aggregate gross revenues came to just over $1 Billion.

e Overall, 52% of these firms had their technologies and product
applications oriented primarily in the biological sciences.

e Of all firms created from 1990 to 2000, 57% had their origins in the
biological sciences, and :

e As of 2000, these firms employed an estimated 6,700 people, mostly
professionals and highly skilled support staff, many of whom were
UW-Madison graduates.

e The UW-Madison Research Park is home to more than 100 of these
companies, employing more than 4000 people — most of whom have
college degrees — at an average salary of about $60,000/year.

Last year, a report issued by the Southern Growth Policies Board and funded
by the National Science Foundation, placed UW-Madison in the top 12
among all U.S. universities that seek to invigorate state economies through
technology transfer and development of companies born of university |
research. The report called UW-Madison “a story of an extraordinarily
successful research university that has also nurtured a long-standing mission
of service to its state, while at the same time creating a very entrepreneurial
culture and some novel approaches to technology transfer.”

So what are some things that you and your colleagues might do to help the
university continue to create jobs and grow the state’s economy?

You asked me to testify in the “Intellectual Property” portion of your
hearings. In the context of these hearings, I assume you mean to focus



primarily on patenting and licensing activities associated with economic
development. Because WARF is our patenting and licensing agent, and
Andy Cohn is testifying separately, I will concentrate on the pre-disclosure
phases of the patenting process. Andy will give you details of the
subsequent patenting and licensing activities.

For the University to continue doing the things I have outlined above —
contributing to the growth of the WI econony through research, education,
technology transfer (including patenting and licensing), and direct company
formation, two things are absolutely essential: 1. We need to be able to
attract and retain the best possible faculty and staff; and 2. we need to be
able to attract and graduate the best possible students. Everything depends
on people. As I will demonstrate below, if we do these two things
consistently, the WI economy will thrive; if we don’t, it will not.

Attracting the best possible faculty and staff requires nationally and
internationally competitive salaries, benefits, and working environment.
This includes having access to the kinds of up-to-date facilities that are
required for cutting-edge research. During this fiscal year, the net base-
budget cut to the UW-System will require us to downsize the faculty. At
UW-Madison, I expect we will hire about 50-60 fewer new (replacement)
faculty than the number required to remain at our present size. I cannot
predict what will happen in the second year of the biennium, but we will
most likely lose additional faculty. On the average, because of the
extramural funding they bring in each faculty loss costs us more than three
times the cost of their gross salary and benefits, so these are very real losses
to the state, without even counting the leveraged effect of those lost dollars
on the overall state economy. Therefore, two things you can do to help

avoid additional losses are:

1. Stabilize the base budget of the university. With a $100 million net cut in
GPR in the last budget, the state cannot afford any further losses in this area.
But as important is the need for long-term stability — or at least predictability
— in our budget. It is nearly impossible to do any long-term planning, which
is essential in a billion dollar plus operation, if you don’t know how much
money you will have in the next fiscal year, let alone the next biennium.

7 Maintain vour support for the construction of desperately-needed new
facilities. and for the reconstruction of outdated facilities. In particular,
want to thank the Legislature and the Governor for the continued support of
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funding for the Biostar and Healthstar initiatives, even in the face of a very
difficult budget.

A continued high quality of faculty and staff will guarantee a continued flow
of high-value intellectual property and a continued or increased rate of high-
income job creation. In this regard, there is an additional measure I would
ask you to look into. WI Statutes ban the use of public facilities for private
gain. This is entirely appropriate, but some of the statutory language is
discouraging or banning activities of the very sort we should be encouraging
— spinoff companies, for example. I would particularly call to your attention
Section 946.13 of the WI Statutes, entitled “Private interest in public

e —— ] . - - « .
contract prohibited.” Numerous subsections of this statute make it difficult

or impossible for faculty and staff to conduct the developmental research
that is expected to lead to the formation of a new company. We can provide
more details and numerous specific examples if you are interested in
pursuing this, but I strongly urge you to review and update WI Statute

946.13.

and access for high school graduates and returning adults from all walks of
life (income levels). We cannot afford to freeze out the children of middle
and lower income families, because that’s where a proportionate fraction of
the brainpower and creativity is found. Right now, W1 resident tuition is
arguably reasonable, even after the increases of this biennium. But the trend
is not good: We cannot continue, year after year, to withdraw public support
and offset that loss with increased tuition. It is a prescription for disaster.
Therefore, another recommendation is that we commit to restoring the
historic balance between state support and tuition as soon as possible.

Finally, let me turn to the basic data that support all the testimony I have
given to this pomt.

Economic growth, per se, will not “fix” the WI economy: we need
economic growth in sectors that raise the average per-capita and family
incomes of WI citizens. In recent years, there have been frequent references
to the stark contrast between the performance of the MN and WI economies.
Table 1 shows what has happened to per-capita incomes in our two states
over the last 20 years. In 1980, WI and MN per-capita incomes were only
$188 apart, and both were very close to the national average. By 2001, MN




had outperformed the national average by more than $2000, and WI had
fallen behind by more than $1000, leaving a gap of $3543 between W1 and
MN incomes. Had we kept up with MN, there would be an additional $20

billion in the WI economy today.

What would it take to raise the WI per-capita income? Table 2 shows the
nationwide average earnings by highest degree. Note that the only way to
raise the W1 average above the present $26,400 is by increasing the number
of employees who have post-secondary education. On the average, people
who enter the workforce with only a high school diploma earn less than the
current W1 average income, so we need to generate more jobs that require
Associates degrees, Bachelors degrees, and advanced degrees. The public
spends approximately $100,000 to produce a 100% publicly-funded (tuition-
free) high school graduate. The lifetime earnings of a typical worker who
enters the workforce with only a high school diploma will never repay to the
taxpayers that public investment. It is only by investing further in post-
secondary education that the public receives a positive return (in strictly
economic terms) on its K-12 investment.

Table 3 shows how WI and MN compare in terms of educational levels and
in terms of support for post-secondary education. Wisconsin compares
favorably with both MN and the nation in producing high school graduates.
But we fall seriously behind in terms of citizens who have Bachelors,
Masters, Doctoral, and Professional degrees. And for those who may

suspect W1 has an overly large or overly expensive system of higher
education, please note that MN has 52 public institutions of higher education
(versus 31 for WI) and spent nearly $100million more (last year) than WL

First and foremost, WI needs more jobs that call for college-level hires.
There is a lot of hand-wringing about “brain drain,” but if the jobs aren’t
svailable in W1, there is no way we can force college graduates to stay in WI
simply to be unemployed. All of the recommendations I have given above
are aimed at maintaining the kind of university and the kind of state
environment that will be able to generate those new jobs.

Thank you again for the opportunity to testify today. I’d be happy to answer
any questions you might have.



Table 1. per capita income in constant 1996 dollars’

I us MN Wi | MN-WI
1980 '$18,444 $18,692 $18,404 $188
2001 $27.642 $29,043 $26,400 $3,543
Real Growth $9,198 $11,251 $7.996

' Statistical Abstract of the United States, 122nd Edition, 2002

Table 2. Mean earnings by highest degree (US)’

Approx Years Approx years

Highest Degree Mean Earnings in school working®
no HS diploma $16,121 11 : 54
HS diploma $24,572 13 52
some college $26,958 14 51
Associates Degree $32,152 15 50
Bachelors degree $45,678 17 48
Masters degree $55,641 19 46
Doctoral degree $86,843 22 43
Professional degree $100,987 22 . 43

' Statistical Abstract of the United States, 122nd Edition, 2002

2 Assuming retirement at age 65 _
3 Constant 2001 dollars. Totals and differentials will be larger to the extent there is real

growth

Table 3. Education in W1 and MN (% with highest degree)’

Us Wi MN
less than 8th grade 6.9% 4.7% 42%
less than 12th grade 11.5% 9.2% 6.3%
12th grade 29.5% 35.0% . 30.9%
some college 20.5% 21.0% 23.4%
Associates degree 6.5% 7.4% 7.3%
Bachelors degree 16.1% 15.8% 19.4%
Grad/Prof degree 9.0% 6.9% 8.6%
Number of Post-Secondary Schools .
Public 31 52
Private 37 61
Total 68 113

State Appropriations for Higher Education
Institutional Budgets $891M $940M



$76M $120M

Siudent Financial Aid

Total $968M $1,060M

' Chronicle of Higher Educaiton, 2002-03

Almanac.
Data are for prior year (2001-02).



Table 1. per capita income in constant 1996 dollars’

i us MN Wi | MN-WI (MN-WI)*5million
1980 $18,444 $18,692 $18,404 5188
2001 $27,642 $29,943 $26,400 $3,543 $20bilkion
Real Growth $9,198 511,251 $7,996

1 statistical Abstract of the United States, 122nd Edition, 2002

Table 2. Mean earnings by highest degree (US)"

Approx Years Approx years Expected
Highest Degree Mean Earnings in school working® _lifetime earnings”
no HS diploma $16,121 11 50 $806,050
HS diploma $24,572 13 48 51,179,456
some college $26,958 14 47 $1,267,026
Associates Degree $32,152 15 46 $1,478,992
Bachelors degree  $45,678 17 44 $2,009,832
Masters degree $55,641 19 42 $2,336,922
Doctoral degree $86,843 22 39 $3,386,877
Professional degree $100,987 22 39 $3,038,403

1 statistical Abstract of the United States, 122nd Edition, 2002

2 Assuming retirement at age 65
% Constant 2001 dollars. Totals and differentials will be larger to the extent there is real growth

Table 3. Education in Wi and MN (% with highest degree)’

us Wi MN
less than 8th grade 6.9% 47% 4.2%
less than 12th grade 11.5% 9.2% 6.3%
12th grade 29.5% 35.0% 30.9%
some college 20.5% 21.0% 23.4%
Associates degree 6.5% 7.4% 7.3%
Bachelors degree 16.1% 15.8% 19.4%
Grad/Prof degree 9.0% - B.9% 8.6%
Number of Post-Secondary Schools
Pubiic _ M 52
Private 37 61
Total 68 113
State Appropriations for Higher Education
Institutional Budgets $891M $940M
Student Financial Aid &$76M $120M
Total $o68M $1,060M

* Chronicle of Higher Educaiton, 2002-03 Almanac.
Data are for prior year (2001-02).
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| -.'_.We I;ve in a'state thh an economy that is changlng before our eyes Smce
- before World War i our economy has. been the engme that has powered
Amenca Brtggs & Stratton Kehier OMC, Waukesha Engme Tecumseh We
~ have supplzed the paper that students used to Ieam and that parents used to
| _c:lean thelr noses Consoltdated Paper K;mberly C!ark Fort Howard Paper
__ We supp led the refreshments that quenched Amerlca 5 thlrst Ml!ier Pabst,
- Schhtz Heaiemans Today with modern transportatlon systems international
_'caplta! markets shn‘tmg demographlcs which move our markets further |
:away and reduced trade barriers, we find these :ndustrses Whlch are based .

_upon mature technoiogy and the abundance of natural resources 1n stress

| _'As a resuit our economy 15 in transition. These andustries were. buslt wzth

© sweat equsty by people that were w:!lmg to take great chances and |
| :s:gneﬁcant r:sks They were rewarded for those rlsks and at the same ti me

they bwlt the economy that sustained Wgsconsm for more than a half a

B entury

We can !ament the change that is takmg p[ace we can complam about the |
changes that are takmg place, we may even be able to slow down the

B changes that are takmg p[ace we can certamly reduce the pam the

i changmg economy :nﬂfcts

'But can we stop the changes? [ don’t thmk s0. Do we want to stop the
changes? | don’t think so. These mdustnes W|1E continue to provide a strong
‘economic base for Wisconsin, but we must also look to the future because
these are mature sndustnes subject to competltwe pressures beyond our

reach. Our future jObS and our future prosper ty Wi” come from where they

Tesifmony of Terry W Grosenheider for the S . .
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have aiways come from innovation and lnvestment We must continue to
promote mnovat:on and investment in these rnature mdustrres to susta:n
thezr v;ta ity, but we must redoubie our efforts to promote mnovat;on and

mvestment in busmesses not yet bom in order to burld an even stronger

'economsc future

| We need to feed the plpelme of bus:ness development to mamtam the
- vitality ¢ of Wlsconsrn 5 future economy More smail busmesses must be
'_created by entrepreneurs ‘and fmanced by small rnvestors ere a major
L Eeague ball club, we have a ch01ce We can elther bijy our talent in the free

_ 'agent market orwe can grow it on our farm teams

| We in Wisconsrn have a tremendous work ethrc we also have shown that

: "we can adapt and learn. We need to use those strengths to buald a new
“Wisconsin future of our choosmg Our economy is strong, burlt ona
bedrock of past generat:ons but we rank 47th natlonaiiy in the number of
'new busmess startups’ . We have the strongest mstatutlons of hrgher leamzng,

: but we have fewer Ph Ds and Masters degrees per thousand resrdents than

| :‘35 other states ‘We are trammg more people than we are keepmg We have
talked about the need to retain cap:ta! in the state, but we are a wea!th poor :
| state We talk about the deszre to Create h:gh skd!ed high paymg jObS but

~on average we have fewer zndavaduais earmng h;gh incomes. Some may

: consrder that to be more “fair” or more ”equztabfe” but it doesn't heip to
' boild the investment environment needed i in order to create the next new

'economy. The Iast .economy was based upon the sweat and _mgenuzt_y-of a

! Corporat;on for Enterprrse Development Devetopment Report Card for the States New
Compames 2000 :

Testrmony of Terry W Grosenherder for the . R .
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- lot of mdtvsdua]s who saw an opportunrty arrd took lt Many fal ed but thelr

- far!ures were the basns of another 3 success

| -'We need to create an envzronment in Wlsconsrn WhiCh rewards rlsk takmg
- atthe mdzwdual ieve! whzch rewards those who. are wrlhng to :nvest inthe
| :future We need to change the rask/reward ratio in Wesconsm to favor
mvestment in new, unproven compames and xdeas because these wsll be the
baSIS of the next Wisconsm economy There has been a srgmﬂcant amount
.of dsscuss:on over the years about the conservatrve nature of Wrsc:ons;mtes
| _We are not conservatlve because of our culture we are conservatlve
P 'because Wisconsm s tax strur_:ture puntshes those who are W;ng to take a

.per cap;ta wealth of the average W;sconsmlte

| One thing is certam lf we want a dlfferent resuit lf we want a better
outc:c)me we need a dlfferent plan The smple truth is that capltal and

| mvestment WJH ﬂow to where rt can earn a better return. We need to Create

| an env:ronment where caprtal is treated more favorably. Where rnvestors
(:an reduce the rssk of faliure and fmd a better return Thns wnl! mcrease the
amourrt of capitai avatiabie for new busmess startup and in conjunctlon
- w1th ex15tmg state programs and the efforts of count!ess mdwndua Is, it wrl!
mcrease the number ef new busmess startups These startups and fallures in

| turn wr!l Iay the foundatlon for eur future prospenty

E woufd hke 0 share with you a number of ldeas that E belzeve can he!p lay

the foundatlon for the next Wlsconsm economy

Testimony of Terry W Grosenheider for the | SRR
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1. Create a "‘Quahﬁed New Busmess Venture deSEgnatson i

- _The Quahfied New Busmess Venture des;gnatlon IS market |
B drrven the success of the New Business Venture IS based uponj_- o
'; the entrepreneur 5 mztiative and ability 0 convznce mdmdual e
_ mvestors they have a marketable product semce or ldea ftis
- not based upon the deep pockets of the state. The I'iSk fies w:th_'_
ﬁ.'__the entrepreneur and the mvestor not wnth the State The State' .
~does piay a cruc:ai roie it creates the envnronment for success A
o 'ssgmfzcant element wouid be to defme ”QUALEF!ED NEW :
ket feuswess VENTURE” o | R RN R EINEECIE RS

| _Usmg ”Qua Ifled Busmesses" for CAPCO purposes as a startmg :
'. pomt we would propose to desngnate a ”Quai;faed New e
| Busmess Venture as a busmess headquartered in Wfsconsm
wuth at !east 51 % of its empfoyees in W:sconsm an average
'annua! net mcome of not more than $20 ml“!(}ﬂ dur;ng its 2
| _.most recent f[sca! years a net worth that is. not in excess of $75

: _.::fmtli;on not predommantiy engaged in professsonal servnces B
_::-:_'prowded by accountants iawyers or phys:caans Is not engaged
| j"_sn the development of reai estate for resale bankmg or lendtng .
o and does not make any ioans to or mvestments in, certlfied
| _cap:ta! compames and not be predommantly engaged in Trade{'
'or Le:sure & Hospltahty Lastly, the entity must have been
| formed as a Wisconsin busmess within the prior three years and

may not be more than 10 years old.

Testimony of Terfy W Grosenhe:der for the o IR
Senate Selem‘ Committee on Job Creation - Page5ofii




2 Fac:lstate the seil rng of venture rnvestments by prowdmg lncentrves fer_ g

broker dea!ers il assrst ”Qual:fred New Busmess Ventures” raise cap:tal L

These are emergmg grewth eempan:es Currentiy, broker-:. ¥

and the nsks assumed in connectron wrth thelr partscrpatren in S
| ﬁ_'such offermgs Therefore the Iac:k of expenence and contacts byf L

'J‘mceet;ves necessary to attract broker—dea er asszstance results in R

e commensurate wrth the amount of ’eme and resources expended P

e ._;_such compames not rarsmg the caprtai that ;s essentlai te thelr

e _j:success lt weu!d be an unprecedented posrtwe proactlve stancezf

o 'envsronment statewrde

| ;-_'_3:3__Provrde a tax credrt to a breker-deaier of 10% of the frrst
L - $500, OOO raased m an ef'fenng ef a quahfred company m any
. S::Tz-menth per:od This guaranteed payment would shrft the

: 'fasssst emergzng companles ra;se c:aprtal

, Testrmony of Terry w Groeenhe:der for the
_ Sena fe Selecf Commrftee on Job Creation
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3 Create a tax credit for mvestors who mvest ina ”Quahﬁed New Busmess--

Ventu re”

Many potentlal ange!s and other early stage mvestors hes:tate to
invest in startups ‘An 1nvestor~fnendly tax pohcy wzi! go a !ong
way toward makzng both investors and entrepreneurs more -
bullish on Wtsconsm Encouragmg hlgh risk venture Cap:tal
mvestments by :mpiementmg stralght forward tax rei:ef would

be an effectwe method to mcrease the avaf!abihty of. venture

'capftai

0% on mvestments up to $?OO OGO TO% on mvestments over -

?OOOOO o

4. Create a tax deferrai of the gasn for roilover of ”Quahfzed New Bus;ness-

Venture” tnvestments -

| lncreaszng the mcent:ves to invest either in venture Capltal funds -
“or dlrectly mto early stage compames is cntzca[ to deve!opmg a
“strong mvestor base and ensurmg venture level fmancmg is
availabie to Wnsconsm compames Deferrmg gam on venture -
mvestments will mduce exnstmg ange[s to be more ac:tfve attract"
out of state ange!s to Wlscons;n and bu;ld mterest in venture o

caplta! opportumties by those who may not ha\fe {)thervvlse -

consndere_d them.

Tesrlmony of Terry W Grosenheider for the

Senate Se!ecz‘ Committee on Job Creation - Pag._e 7 bf 11




5 Provide a capital gains rate break for gams from non- QNBVS that are

remvested ina “Qualified New Busmess Venture

By prov:dmg investors wuth a lower or zero ‘capital gains tax rate
on capftal gaxns that they remvest in an eariy stage W;sconsm
company, investors would have an mcentwe to recarculate
money in Wisconsin and prov:de the much needed capttal to

support the state s venture capital mdustry

6. Prowde a cap:ta! gams tax break for gams from ”Quahf:ed New Busmess

' Venture” ;nvestments that are remvested in iocal tax~free bonds

More conservatwe mvestors may be more mchned to. accept the
1nherent risks and invest in a WISCOHSH‘] venture capltai fund.or
startup company if they knew the potentlai gams from a hlgh— -
yzeld yet risky, venture capital investment Would be taxed ata
iower or zero rate if reinvested in more: secure mumcxpa! bonds.
By prov1dmg a deswab[e exzt strategy, the state couid brmg a
new pool of investors into the venture caplta! mdustry and

o supply a new poo! of !oca! debt fmancsng

Prov;de a 60% to ’EOO% cap;taf gams exciusmn on state taxes for

investments by entities in a “Qualified New Business Venture

Tesﬂmony of Terry W Grosenheider for the
Senate Select Committee on Job Creation

Current[y there is a 60% capltai gains exclusion for individuals

investing in quahf&ed small Wisconsin companles This proposal

Page 8 of ?1




| H encourage entities to invest in Wrsconsrn hrgh tech
busmesses on the same basss as is provrded to mdfvrduafs and
will provrde an mcentrve for venture capltal farms and other a
entities 0 fook more favorably on rnvestrng m Wlsconsm

| qual:fred high tech busrnesses

8. Drrec:t DFI Commerce and Unsvers:ty to Conduct and publrsh an annual
| charactenzatron survey of ”New Busmess Venture” formatlons to’ determrne
- new busmess formatzon trends, rdentzfy barrrers and obstacles faced by new

bus:nesses and potentral needs of new busrnesses

We need to better understand the types of compames belng
N 'formed determme whrch of those are addrng srgmf:cant value to
- the economy, de’cermrne the barrrers to entry. We cannot do thrs |
‘without a charactenzat:on study Just as a physrcsan cannot .
_' prescribe a course of treatment wrthout an exam:natron and an
understandmg of the patrent’s needs nerther can we as-
| economrc deveiopment professrenals or government hope to .
| 'asswt new busrness formatzons wrthout a thorough understandang

| ".of thetr needs and the barr:ers they face

9 Direct Commerce Unrverszty and DFE to develop a ”5 Year Plan” tc}
foster, facrhtate and support the development and growth of "Angel Caprtal

Networks” Rea” ocate staff as necessary.
‘Angel investing requires certain know!edge_s- that can be =

Testimony of Ternar W Grosenheider for the L -_ S :
Senate Select Committee on Job Creation S _ .. Page9of11




a{;qu;red in one of two ways either by expenence or by

| :educ:ation Wlth a growmg base of angei networks many are

gammg experience, but maﬂy more could benefit from a
ordmated effort to provide i mformatzon on the basic i 1ssues
| mvolved in ”Angel Investing” including: due dllthﬂCe

structurmg & terms, valuation analysis, and exxt strategles

10. Dlrect Commerce to maintain an Internet aCcessible ii'stin'g of “Qualified

New Busmess Ventures
Summary

We have an economy in transzt:on it is composed of maiure' COmpanies o
'math e mdUStﬂeS Our rate of new business formatlons and mvestment in

ew business formations is among the lowest in the nation. ‘We need to do

~ more tO build a sustamable plpelme of new. busmess formations wh:ch will

ensure the future wtaitty of our economy The proposals | have outlmed

- here _t_od_ay will redress the weaknesses we have, while takmg advantage of

our Strengths and creati ng new opportumties and new pos&bahﬂes for all

Wisconsinites.

These proposals WI“
_ reduce the risk of investment in these critical economic sectors

_increase the potential reward based upon the success of the enterprise,
- compliment the existing and future Venture Capitalists and CAPCOs by

creating and funding more startup companies,

Testimony of Tery W Grosenheider for the N
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lastly, these propesals wxll szgmffcantly mcrease the number of .
| W:sconsm:tes mvolved in the process of creatmg and fundmg busmesses

'Tha_nk YOU for 'your-attentioh:. .

. Terry w Grosenhelder

“BA, University of Wnsconsm MadlsOn
- -_MBA Edgewood C{)llege :

8 years wrth the Department of Commerce as Adm:mstrator of Dzv;smns of
* Economic Development; Community Development; Markettng, Advocac:y
| and Te{:hnology Development and Executive ASSlstant | -

.: -2 5 year 5 W‘th the DePaftment of Fmancsal lﬂstitutlcns as. Deputy Secretary_'f r

Conce;ved mttlated and darected the development and orgamzatlon of the
~Governor’s Conferences on Capltal (2001 and 2002) o -

D;rected the development of and successfully persuaded the leglslature to
- adept the ”Next Economy” leglslan()n o _ | .

. Dtrected the tmplementatton of ”Next Economy” secur;taes regulatory

| Conce:ved and dlrected the development of three major web based
 applications at the Department of Financial Institutions which have made it
significantly easier to conduct busmess in the state of Wlsconsm :

 Testimon y of Terfy W Grosenheider for the
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756 North Mitwaukee S5, Suite 480, Milwankee WI 53202

Metropoiitan
Milwaukee
Association of
Commerce

Council of Small Business Execuiives
wWwWw.innHnac.org

August 19, 2003

Sens. Ted Kanavas and Cathy Stepp, Co-Chairs

and Members of the Senate Select Committee on Job Growth
State Capitol

Madison, WI

RE: Hearing on “Promoting Greater Capital Investment” and “Intellectual Property
Utilization” as part of the Growing and Reforming our Wisconsin (GROW)
Initiative

Dear Sens. Kanavas and Stepp and Members of the Committee:

The Metropolitan Milwaukee Association of Commerce (MMAC) is the state’s largest
regional business organization, promoting and protecting the interests of approximately
2,400 business members that represent over 300,000 employees in southeast Wisconsin.
On their behalf, we appreciate the opportunity to provide input on the GROW 1nitiative
currently being considered by the State Senate.

In today’s atmosphere of tight financial constraints in both the public and private sectors,
the need to grow our ecopomy has never been more important. In our public policy
agenda, the Blueprint for Economic Prosperity, MMAC identified the need to increase
capital attraction for early stage business as one of the key strategies to growth and the
creation of high paying jobs.

In the Milwaukee arca, we are very proud of the successes TechStar, a recent
public/private start-up venture aimed at moving intellectual property from the academic
setting into viable business models, is having. I believe you will be hearing directly from
Lane Brostom of TechStar at today’s hearing. One of the issues facing TechStar and
others looking at company start-ups is the need for increased access to capital. To take
advantage of the “new economy” and harness new technology opportunities to create
high-paying jobs, entrepreneurship need to be nurtured. GROW’s proposals for tax
credits for investment in venture capital and business start-ups would go a long way in
encouraging better access to capital in this crucial early-stage business development, as
would further incentives for moving the research and development being done by
Wisconsin’s outstanding colleges and universities into the marketplace.
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We have also talked a lot in government and business circles about fostering industry
clusters and regional economies. These very important ideas need to be moved forward.
A key to both issues, however, stems from the relationship between the state and local
governments, the way they are financed, and how public dollars may be spent at both
levels of government on economic development issues. We would encourage you to take
this opportunity of exploring broad-reaching reform in economic development policies to
also take a broad-reaching look at the role local governments play in economic
development. The time is ripe to reform the relationship between state and local
governments so both can be better tools in economic development and job creation.

A final issue we feel needs to be addressed is the disparity between traditional lending
institutions and commercial lending institutions in Wisconsin. Wisconsin’s current wage
lien laws apply only to banks, not to commercial lenders. This has resulted in the
decision by commercial lenders to not provide capital in the state of Wisconsin. As
commercial lenders are often times the institutions more willing to take risks with
entrepreneurs, we have cut our state off from access to millions of dollars that may have
otherwise been available to those working in the type of business start-ups that are so
crucial to growing our economy. We encourage you to consider including commercial
lenders as equals with banks in Wisconsin’s wage lien laws.

Thank you once again for allow us the opportunity to be a part of this important process

and we look forward to continuing to work with you all as the exploration of these vital
issues progress.

Sincerely,

Timothy Sheehy
President
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Testimony of Richard G. Chandier, President, Chandler Consuiting, LLC

Introduction

Good afternoon. I'm Rick Chandler, President of Chandler Consulting, LLC, which provides
public policy and government relations consulting services, concentrating on budget, tax and
economic development issues. I'm representing the Wisconsin Realtors Association today.

| commend the committee for conducting a comprehensive review of Wisconsin's economic
growth policies through these hearings. Economic growth is important because it means our
citizens will have higher incomes. It means that state and local governments will have more
resources to provide services. Most importantly, it means our children and grandchildren will
have greater opportunities to pursue satisfying careers and make their homes in Wisconsin in

the future.

From my previous jobs as Secretary of Revenue and State Budget Director, | know that healthy
economic growth is needed to generate the resources for government to provide the services
that our citizens want. A difference of a few percentage points in our economic growth rate can
make a substantial difference in the resources available to govemment.

From the point of view of the Wisconsin Realtors Association, and the interests of the
homeowners and business property owners the WRA represents, a thriving economy is
essential to a good quality of life in our state, along with such things as a good education
system, a reasonable tax climate, good environmental quality and a good transportation system.

At your last hearing, you heard Mike Mooney of the MLG Companies speak on behalf of the
Wisconsin Reaitors Association on regulatory issues. I'll be speaking today on more general
economic development issues, particularly those affecting the area of capital investment.

You'll be hearing today from experts who can give the committee information on specific capital
investment issues. | think | can be helpful in giving the committee a framework for considering
the broad general issues that need to be addressed in the capital investment area.

General Comments

There is a growing public understanding that there are some disturbing economic trends in
Wisconsin. Our income levels and growth rates lag the national averages. At the same time,
we have many sirengths which we should be able to take advantage of to enhance our

economic growth.

There is no single silver bullet that will solve all our problems in the economic development
area. We need a broad-based approach, addressing many areas.




While a state needs to do many things well to have good economic growth, a state can have a
bad business climate if it ranks poorly in one or two areas. For example, a poor education
system, or a heavy tax burden, can significantly impede a state’s economic growth.

We've got to do everything possible to increase our economic growth rate. There are some
things that may not be important to all businesses across the board but that we need to address
because they are concerns to many businesses. We've got to try to address as many of these
concerns as possible, because we've got to increase our economic growth rate at the margin to

achieve our full potential.

The factors that are important to businesses in making location decisions have been addressed
in detail by surveys done over the years by Professor Jon Udell of the UW-Madison. A recent
survey of his found that the following factors were important to businesses and were given the
following weights in making location decisions (both in the manufacturing and service sectors):

Labor (education, skills, cost, productivity, attitude, labor-management relations) — 35%

« Govemment (personal taxes, business taxes, regulations, government attitude, government
services) - 20%

o Markets and services (proximity to markets, avaitability and cost of financing, availability and
cost of business services) - 15%
Community and geography (quality of life) — 20%
Other factors (availability and cost of energy, land, preduction facilities, raw materials and
parts) - 10% -

All of these areas need to be addressed by a comprehensive economic growth strategy.
Promoting Capital Investment
The elements of creating a good environment for capital investment in a state include:

» Assuring that there will be adequate capital available by creating conditions in which
investors can receive a good return on investment.

« Assuring that there are new ideas, technologies, products and services for which capital
funding is needed.

« Assuring that there are plenty of entrepreneurs who have ideas and plans to use capital to
start businesses. '

« Assuring that businesses located in the state can obtain the human and financial resources
they need to grow and expand at all stages of their development.

The issues that need to be addressed to promote capital investment and growth include:

1. Capital availability. There needs to be adequate capital available for investment in
businesses at all stages of the business cycle, from angel investors (individuals with
sufficient wealth, interest and expertise to invest in new business opportunities), venture
capital companies, banks, investment banks and other sources. Capital will be available if
there is the opportunity to receive an adequate return on investment and if there are people,
ideas, products and services worth funding. In terms of providing an attractive return on
investment, the committee can consider broad-based tax changes or more targeted tax
incentives such as an expansion of the CAPCO program. The committee should also




consider policies that would encourage angel investors to participate in funding new
ventures in Wisconsin.

. Entrepreneurs and small businesses. A state ideally needs to have a culture that
encourages people to look for opportunities and take risks in order to start new businesses.
it also needs to have resources to assist and support new and growing businesses. The
committee should consider what needs to be done to build on existing efforts by such
entities as the Small Business Development Centers at the UW-Extension and the Weinert
Center for Entrepreneurship at the UW-Madison to assist small businesses and foster a

climate of entrepreneurship.

 Tax structure. A state needs to have a tax system that assures that there will be an
adequate return on invested capital after taxes. It also needs to have a tax system that is

competitive In terms of the tax rates imposed on income and that encourages people with
assets to invest to stay in the state and invest in businesses in the state.

Wisconsin currently has a tax structure that imposes a much higher than average tax burden
on its residents, especially in the income tax and property tax areas. The most recent U.s.
Census Bureau figures on state and local tax collections (from 2000) show that we rank fifth
in individual income tax collections per $1000 of personal income (about 50% above the
national average) and eleventh in property tax collections (about 25% above the national
average). Unfortunately, these are the highest-profile and most easily undersiood taxes.
We have made some progress in reducing taxes in these areas in recent years. Wisconsin
also has a higher estate tax than the majority of states. (Looking at all state and local taxes
combined, we rank fourth, 15% above the national average.)

The high income tax and property tax burdens can discourage workers from locating here,
especially the knowledge workers (information technology workers, researchers,
professionals, managers) needed by high-technology growth businesses. The estate tax
burden can motivate individuals with significant funds to invest to relocate to other states.
The committee should consider long-term efforts to reduce our income tax and property tax
burdens and to bring our estate taxes in line with those in the majority of other states.

Research and development and technology transfer. A state needs to have an active
research and development sector so that leading-edge technology and patentable
inventions are produced and businesses have access to the ideas and products that are the
foundations of successful companies. The committee should consider what mechanisms
will most effectively encourage research and provide for the transfer of technology and
inventions from the research stage to commercial use.

Knowledge workers and high-technology companies. To a large extent, capital tends to
be attracted to locations and ventures that have a high concentration of knowledge workers
and to companies that are making intensive and creative uses of technology, either in
existing product areas or in new product areas, because knowledge workers and the use of
technology help achiéve the high growth rates that provide a good return on investment.
The committee should consider ways to encourage more knowledge workers to locate in

Wisconsin.




Conciusion

There is no one single approach that will lead to dramatically increased growth for Wisconsin's
economy. Initiatives in many areas over a peried of years are needed to improve our economic

growth rate.

In particular, in the area of capital investment, efforts in several areas are needed. These
initiatives will be synergistic. If more capital is available, more entrepreneurs will be able to get
funding. If more entrepreneurs are seeking capital, more capital will be drawn to the state. As
more ventures are started, future entrepreneurs will have more role models and advisers. As
more ventures succeed, spin-offs will be generated and more capital will be accumulated that
can be invested in future businesses.

Govemment can help improve the investment climate by setting up specific programs and by
promoting the general policies that create an environment conducive to attracting capital and
encouraging entrepreneurial activity.

Thank you for the opportunity to testify.

For further information, Rick Chandler can be contacted at (608) 628-0433.



THE NEED FOR GREATER VENTURE & GROWTH
CAPITAL INVESTMENT IN WISCONSIN

TESTIMONY OF DR. DAVID J. WARD BEFORE THE WISCONSIN SENATE
SELECT COMMITTEE ON JOB CREATION / August 19, 2003

1. INTRODUCTION & BACKGROUND
e President of NorthStar Economics
¢ Founding member of the Origin Investment Group in La Crosse,
Wisconsin
e PHD in Finance from UW Madison

2. Wisconsin is behind in the venture capital game
o Historical footnotes
e Comparison to Minnesota

2001 2002
United $41,296,000,000 |  $21,192,000,000
States (4,712 Deals) (3,012 Deals)
Minnesota  $542,000,000 $327,000,000
. (93 Deals) (55 Deals)
Wisconsini  g94 000,000 $64,000,000
(25 Deals) {11 Deals)

3. We need policies that promote “venture investing™ at all levels on the venture
{and growth) capital continuum
o The Venture Capital Continuum handout
o We need to scale up our thinking and investment goals

4. Wiscounsin is making progress in angel investing
e Many active individual angels
e Six active angels groups Madison (2), Milwaukee (2), La Crosse,
Chippewa Valley
e Several groups interested in forming
e Over 100 angel investors
e $12-15 million seed investments since 2000

5. We need to educate the public about the importance and function of venture
and growth capital. We need to change our culture with regard to taking
investment risk, accepting failure and celebrating success.




The Venture Capital Continuum

tn this guide, NorthStar Economics, Inc. identifies and analyzes an assortment of ventare finance investment approaches and existing Wisconsin venture
resources that are available to enhance new economy growth, Qur Guide provides instruction about venture finance institutions and organizations (hath
farmal and informal; and reviews different investment steps that address stages of the entrepreneurial financing process. These stages of investmant

financing are defined below:

1| Seed

Small amount of
capital provided to an
inventar entrepreneur
1o prove a concept
and to qualify for
start-up Lapital. This
may invalve praduct
development and mar-

ket research as well as
building 2 management

team and daveloping a
business plan,

2| Start-Up

Capital provided to
companies completing
praduct develepment
and initial market-
ing. Companies may
be in the process of
grganizing ¢r they may
be in business for a
year of lass, but have
not sold their product
coemmerciafty. Usually
such firms will have
made market studies,
assembled key man-
agement, devefoped a
business plan and are
ready to do business,

3 | Early Stage

Small amount of
capital providad to an
inventar entrepreneur
to prove a congep!
and te gualify for
start-up capital, This
may invalve product
development and
market research as
well as buitding a
management team
and develgping a
business plan.

4 | Expansion

Warking capital
peovided for the ex-
pansiea of a company
that is producing
and shipping and has
grewing aceaunts
receivable and inven-
tories. Although the
company has made
pragress, it may not
yet be showing a
prafit.

5 | Later Stage

Capital provided for
ralof expansion of 2
company whose sales
valume is increasing
and has reached
breaking even ar
profitability. Funds are
used for further plant
expansian, rarketing,
warking eapital ar
develapment of an
improved product.

6 | Exit Stage

Acquisition financing
pravides funds to
finanee an acquisition
of another company.
Managementileverage
Buy-Out funds

enahle an operating
management group to
acquire a product fine
or husiness.

Between and within these timeframes or stages of financing (entreprensurial timelines), different kinds of risk capital are pravided through and in
combination with a broad variety of capital institutions, venture players and participants. Figure A (below) identifies the array of entities that provide
equily and equity-like vanture finance to growth business opportunities in Wisconsin. An shserver can easily note the broad variety of participating
entities and varying types and amounts of capital that are avaitable. Wiscansin's risk capitat needs are served through a variety of angel investors,
Small Business Investment Companies (SBICs), seed- and early-stage growth venture funds, as well as fater expansion and buyout funds, besides
mvestment bankers. In Figure A, intermixing of these types of risk capital are juxtaposed within stages of the business formation processes. The
observer should note the close interrelationships of these venture finance playars.

Wisconsin Venture and Growth Capital Markets Figare A | Savece: NovebStar Economics, fc.

Stage of Firm
1 Seed

Source of Financing

2 Startup 3 Early Stage A4 Expamsion B Later Stage £ Exit Stage
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Testimony of
Andrew Cohn
Wisconsin Alumni Research Foundation (WARF)
Select Committee on Job Creation o
August 19, 2003

Chairman Kanavas and members of the Committee thank you for the invitation to
speak and thank you for:
- your support of education at the University of Wisconsin;
- your support of research;
- and your support of high technology as an important key to Wisconsin’s
future.

WAREF, the not-for-profit supporting organization of the University of Wisconsin
— Madison, is its exclusive patent management organization. We have a unique and nch
relationship with the university that dates back to 1925, Because of the brilliance of the
researchers at this university, WARF has been and continues to be one of the most
respected and successful organizations of its kind in the country. Recently it was
announced that the University of Wisconsin—Madison and WARF ranked sixth among all
U.S. Universities with 81 patents issued last year. WARF receives over 300 invention
disclosures from UW- Madison scientists annually, and files between 150 to 200 patent
applications. This intellectnal property generates over 100 income generating license
agreements each year, including agreements with companies started by faculty and staff
of the university. We presently have equity in 30 faculty start-up companies; all but one
are located in Wisconsin.

WARF also has a subsidiary that provides technology services to all UW System
campuses, WiSys Technology Foundation — the not-for-profit subsidiary that provides the
same high quality technology transfer assistance to the other four year UW system
universities. Qur hope is that WiSys can help each of the universities of the UW System
stimulate their local economies. This is an ambitious undertaking - a partnership between
WARF and the UW System. WiSys can’t do it alone and 1t must be done. The System
wants to help but they need the financial support from the state to ensure success.

WARF has a rich history and continues to prosper with 1its highly professional
staff. We are inspired each day by the genius of research that occurs at this
university with researchers like Hector DeLuca, the UW and WARY’s most prolific
inventor. Hector is an inventor on more than 100 current WARF U.S. patents and his
technology benefits victims of disease around the world. The majority of WARF’s
licensing income is generated by Hector’s patents. And at a time when mere mortals
retire, Hector started his own company, Deltanoid, which just completed a very lucrative
pharmaceutical agreement with Pfizer. Hector’s company is just one example of many
start-ups that WARF promotes to act as an economic stimulus engine for the future of our
state.




‘While preparing for today’s hearing I was asked to provide some remarks
regarding the recent opening of WARF’s San Diego office. WARF’s mission is to
benefit UW-Madison and the State of Wisconsin. In keeping with that mission, our
policy is to license our technologies on a non-exclusive basis whenever possible. In fact,
70 percent of our license agreements are non-exclusive and licensed to a wide variety of
companies, both in and outside of the state. Furthermore, many of WARI’s inventions
were created through federal research grant dollars and are known as “research tools” or
used in basic research; meaning that these mventions are tools used by academic and
industry researchers to use as building blocks in their research.

In addition, since these mventions or tools are funded through the National
Institutes of Health (NIH), the federal government mandates that they must be licensed
broadly. This usually also involves licensing them at very low rates.

Therefore, in order to maximize the return to the university and the state, it is
essential for WARF to execute as many licenses as possible. Since WARF had already
been marketing and selling these “research tools” to Wisconsin based companies we
began to look at other markets in the country where it would make sense to initiate
marketing and the sale of these tools.

Based on this analysis, it became obvious that San Diego was an area with a high
density of potential customers and so we decided to locate a sales associate in this market
and to open an office. To date, WARF’s strategic plan appears to be working in that this
individual has been able to cover the costs associated with this venture.

Let me be clear. WARF’s focus has been and continues to be, providing
technology to companies located in Wisconsin. However, there are some lessons that we
can leamn from California. However, none of them involve how to balance a budget,
nevertheless some valuable lessons.

San Diego is one of the fastest growing biotech markets in the world. The mix of
high-tech industry and academic institutions in the same geographic area has proven to be
incredibly successful. This is a model that WARF and WiSys along with the UW
Research Park, UW-Madison’s new Office of Corporate Relations, the Wisconsin
Technology Council and the State of Wisconsin are committed to developing. This
partnership is critical to energizing the State of Wisconsin’s economy through the transfer
of inventions from our universities.

You also asked WARF to suggest action items to promote employment growth in
our state. | would offer the following suggestions:

The Draper Fund is a program funded jointly by the State Department of
Commerce and WARF. It provides funding for professors to conduct additional research
to enable their inventions to be marketed to industry. Qver the past years the university
has had to turn away as many projects as it has funded because of a lack of funds. These




funds leverage private research support as well as federal grants and would lead to
additional high paying jobs that would keep Wisconsin graduates from leaving the state.

CAPCO provides incentives to the insurance industry to invest in Wisconsin
companies. The program has demonstrated that it can create jobs and new companies
and needs reauthorization. Perhaps this process could be examined and the types of
industry expanded to participate in the program.

The Madison Initiative was a partnership initiated in 1999 between WARF, the
UW Foundation, and the State of Wisconsin. Each partner was to contribute $5 million
annually to recruit star faculty to the Madison campus. The idea was to foster
interdisciplinary research that would lead to cutting edge discoveries, new technologies
and new companies that would create the high paying jobs Wisconsin needs to retain its
graduates. In fact, one of the first professors recruited under this program brought federal
grants to UW-Madison worth well over $3 million annually which resulted in 20 jobs in
his laboratory. The inventor is the founder of one of WARF’s start up companies. After
tremendous early success the State of Wisconsin pulled out of the partnership in 2001,
The state’s role in this partnership is critical. UW-Madison’s lead as a major research
university will be seriously jeopardized if the Madison Initiative is not reinstated by all
partners.

Wisconsin has the opportunity to be the leader in job creation because of the
exciting discoveries continually being made at the University of Wisconsin. Tt is
extremely important that scientists and venture capitalists know that they are welcome in
Wisconsin. Legislation that restricts research sends a powerful negative message to both
communities that their intellectual and monetary investments are at risk. urge you
above all to do no harm to the long-term efforts that are being made to grow a
biotechnology industry in Wisconsin.

Please do everything you can to maintain the state investment in our
university and in our future.




State of Wisconsin investment Board

MAILING ADDRESS 121 EAST WILSON 8T
PO BOX 7842 MADISON, Wi 53702
MADISON, W 53707-7842 (608) 266-2381

FAX: {608) 266-2436

August 19, 2003

Senator Ted Kanavas, Co-Chair Senator Cathy Stepp, Co-Chair

Senate Select Committee on Job Creation Senate Select Committee on Job Creation
Room 20 South : Room 7 South

State Capitol State Capitol

Dear Senator Kanavas and Senator Stepp:

Thank you for the opportunity to appear before the Committee to discuss how our investment
activities contribute to Wisconsin’s economy.

We have a fiduciary responsibility to invest in the best interests of the trust funds we manage.
For that reason, investments in Wisconsin must meet the same due diligence standards that apply
to other investments. However, we do make special efforts to seek out investment opportunities
in-state that will benefit the trust funds we manage.

In 2002, SWIB had $8.5 billion mvested in companies that are headquartered in Wisconsin or
that have 20 or more Wisconsin employees. This total included nearly $1.0 billion of new
investments in Wisconsin. Attached is a summary of our Invest in Wisconsin Program. It
includes several recent initiatives that are putting additional capital to work in the State. The
summary also includes comments about attracting more capital investment in Wisconsin based
on our experience in working with the venture capital industry.

I hope the Committee finds this information helpful.

PatricialLipton
Executive Director

ce: Members, Senate Select Commitiee on Job Creation

+ NAWORDPROC Wisconsin Investments\Select Committee on Job Creation doc + 8/18/03 3:28 PM ~ XWJ
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State of Wisconsin Investment Board
Impact on the Wisconsin Economy

<+ SWIB Overview

> 360 billion under management
* 90% of funds managed are the Wisconsin Retirement System (WRS) Trust Funds
= 10" largest public pension fund in the US
» 19™ largest public or private pension fund in the world
= Over 80% of $2.6 billion annual WRS benefit payments funded by investments

» Investments can only be made in the best interests of the trust funds

%+ Invest in Wisconsin Program

» Special efforts to explore investment opportunities in state

» Includes Wisconsin businesses from family-owned to billion-dollar corporations

» Wisconsin investments must meet same standards that apply to all investments

» $8.5 billion invested. Nearly $1.0 billion of new investments in Wisconsin in 2002:

*  $445 million in high quality commercial paper issued by public utilities and other
Wisconsin companies

»  $370 million in certificate of deposits from Wisconsin banks and thrifts
* $75 million in private equity and market rate loans to Wisconsin companies
* 360 million in public stocks of 17 Wisconsin companies

» Goal: $2.7 billion to $4.5 billion in new investments in Wisconsin by 2007

» Program is structurally sound. SWIB is able to do its job and benefit the state.

Page 2




State of Wisconsin Investment Board
Impact on the Wisconsin Economy

% Certificate of Deposit Program: $450 million allocation
» SWIB receives competitive return on purchases of CDs from Wisconsin banks
» Source of capital that banks can put to work in their Jocal communities
» 136 banks and thrifts participate

-~ » Increased program by $50 million in August 2003 to a total of $450 million

** Wisconsin Private Debt Program: $400 million allocation
» Long-term, fixed rate loans to businesses with demonstrated track record

> Wisconsin companies must pass the same credit tests that are used to evaluate companies
outside the state.

* Minimum loan is typically $3 million. The maximum loan is determined by the
borrower’s ability to support debt. Average loan is about $10 million

* Over 100 businesses have received financing totaling $1.2 billion over the past 18 years.
Many companies have had multiple loans as business expanded.

* SWIB typically has $300 million to $400 million in Wisconsin loans outstanding

= Currently about 30 companies have loans, including Koh!l’s Department Stores, Johnson
Bank, Regal Ware and Marcus Corporation.

Stocks and Bonds

» Stock investments in younger compames with newly developing products and services (e.g.,
Bone Care International; Third Wave Technologies). Initial Public Offerings (e.g. Colbolt)

» Stocks of major export companies (e.g., Rockwell International, Kraft Foods, Johnson
Controls).

» Commercial paper (e.g. Harley Davidson, Snap-on Tools, Alliant Energy)

Page 3




State of Wisconsin Investment Board
Impact on the Wisconsin Economy

% Venture capital initiatives: $150 million allocation

>

>

Investments in early-stage companies
Higher risk than stocks and bonds, but potential for higher return
SWIB invests primarily in venture capital funds that select individual companies to invest in

In 1999, initiative to invest $50 million in life sciences and technology. Expectation that at
least 75% will be invested in Wisconsin. To date:

" 525 million to Mason Wells: Milwaukee venture capital firm (e.g., TomoTherapy)

* 520 million to Venture Investors: Madison venture capital firm (e.g., NameProtect and
Deltanoid)

In 2003, an additional $100 million was allocated with at least 50% expected to be invested

m Wisconsin. To date:
\ Trves ?fﬁwgvt -
® $30 million to Baird Venture Partners: Milwaukee venture capital firm foas <o 5
/53 e Fo,

* 360 million to Frazier Technology Ventures: setting up Madison office

Not all funds have been used; $21.6 million is invested in companies to date.

State Working to Attract Capital Investment in Wisconsin

»

Wisconsin venture capital industry is small. Success requires:
* Venture capitalists with ability to take start-up companies through stages of development

* Financial management and marketing skills and infrastructure to support venture
industry

 Investors want attractive return on their investment. Can take five or more years to
realize. Returns in the venture capital industry have not been strong for several years.

M&.
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State of Wisconsin Investment Board
Impact on the Wisconsin Economy

Wisconsin’s strengths:
¢ World-class research at Wisconsin universities and medical centers
e Cutting-edge computer design, medical imaging and controls systems businesses

* Venture capital firms have historically focused on East and West coasts. Untapped
opportunities in the Midwest

e SWIB’s initiatives help to develop venture capital industry in Wisconsin and to attract
additional venture funding to the State.

Page §




Tom Still, president

Wisconsin Technology Council

Testimony to the Senate Select Committee on Job Creation
Aungust 19, 2003

Room 411-S, State Capitol

Thank you, co-chairs Kanavas and Stepp and members of the committee, for your interest
in creating high-growth jobs and businesses for the Wisconsin economy. This hearing
and the Legislature’s overall effort to serve as a catalyst for such growth are both timely
and necessary. You’re to be congratulated for taking on the challenge.

The Wisconsin Technology Council is an independent, non-profit board that serves three
key functions:

1. The science and technology advisors to the governor and the Legislature. We also
work closely with the state Department of Commerce.

2. A catalyst for the creation of high-growth, high-tech jobs and businesses.

3. An umbrella group for a range of tech-based organizations, including our own
Wisconsin Inmovation Network.

The council itself is chaired by Mark Bugher, director of the University Research Park,
from whom you will hear later today, and includes 40 members from tech-based
businesses, research, venture capital, law, education and government. Personally, I'm
very proud of this group, not only because they represent some of the best thinkers m
Wisconsin’s technology sector, but because they work hard as a board and as citizens of
Wisconsin.

The Tech Council’s policy development role is best captured by two recent documents:

1. Vision 2020: A Model Wisconsin Economy. This was first published in the fall of
2002 and will be reprinted within a month.

2. Our July 2003 “white paper” to the Governor’s Economic Growth Council and
the Legislature, in which we built upon the ideas spelled out in Vision 2020 and
offered more specific recommendations about how to accelerate Wisconsin’s
high-growth economy.

Within that white paper, the Tech Council focused on four challenges that face Wisconsin
as it seeks to move ahead as a high-growth, high-tech state. I firmly believe we’ve got
many of the elements in place — but in our competitive world, we cannot afford to rest on
our laurels. We must leverage the assets we already have and create new assets, and new
incentives, for growth,

The four sections of our white paper deal with:




1. Human capital. Remember when the advisers to then-candidate Bill Clinton urged
him to follow the simple motto, “It’s the economy, stupid”? Today, the economy
is still the issue - but there’s no margin for being stupid. The creation of high-
growth jobs and businesses depends on having adequate numbers of Knowledge
Workers — people who have the skills to fill tomorrow’s jobs. That’s why our new
motto is “It’s the people, smarty.” Our Human Capital Committee has made
several recommendations for building that base of knowledge workers, mcluding
creation of an Education Tax Credit that would give companies, workers and the
market a chance to work together.

3 Infrastructure. Wisconsin needs a 21% century infrastructure in order to have a 21%
century economy. Our report stressed the need for more reliable energy, which 1s
absolutely essential for information technology, biotechnology and advanced
manufacturing companies. It also calls for a more open and competitive
telecommunications structure, a_transportation network that links the “I-Q
Corridor” between Chicago and Minneapolis, and government regulations that
allow businesses to move in an efficient and predictable manner.

3. Technology development. Beginning with Vision 2020, the Tech Council has
emphasized the need for technology clusters, research centers of excellence and
the proposed Institute for Interdisciplinary Research. To compete in a global
marketplace, we need to work with our emerging tech and manufacturing clusters
and identify centers of excellence. Wisconsin has world-class technology in a
number of areas. What it needs is a better network for transferring that technology
to the marketplace. And it must be a market pull versus a technology push.

4. Tnvestment capital. It’s no secret that Wisconsin, at least in its recent history, has
lagged in atiracting capital. As Vision 2020 reported, the state has been attracting
only a percentage of the venture capital invested in neighboring states, such as
Minnesota and Illinois. We also run below the national average in some other
important capital categories, such as federal aid and federal grants through SBIR
and STTR. On a positive note, the UW-Madison, the Medical College of
Wisconsin and the Marshfield Clinic do an excellent job of attracting research
dollars, which is a form of capital in itself.

In its latest white paper, the Tech Council concluded that Wisconsin has many of the
characteristics that are viewed as essential ingredients to a vibrant, high-tech economy,
but that it lacks sufficient venture capital to start and grow many of the businesses with
the greatest potential. Why is this important? Because companies backed by such capital
tend to create well-paying jobs, wealth and other economic benefits, including tax
revenues. They are the “gazelles” that pace the rest of the economy.

Recognizing the need, the Tech Council urges the state of Wisconsin to:

1. Expand the CAPCO program by at least $200 million over 10 years and permit
additional in-state insurance companies to invest in CAPCOs. I won’t dwell on
this because you’ll hear later from other speakers on CAPCO.

9 Create tax incentives for seed capital investments in Wisconsin tech start-ups,
specifically: (a) Create a tax credit for investors who invest seed capital in




Wisconsin tech start-ups (b) Create a tax deferral of the gain that would otherwis
be recognized upon the sale of an investment in a tech start-up, if that investment
is rolled into another seed-level investment. :

3. Ensure there is state staffing support within the state Department of Commerce
for the SBIR-STTR program.

4. Encourage the State of Wisconsin Investment Board to give public employees the
option of investing some limited portion of their retirement accounts ina
retirement fund which is primarily focused on investing in Wisconsin-oriented
technology companies.

@ Repeal the state law that can make investors in 2 Wisconsin corporation
personally liable (i.e., liable for amounts beyond the amounts they have already
invested in that Wisconsin company) for up to six months of unpaid employee
wages, even if the shareholder has no participation in the operation of the
company. No other state has a provision of this sort in its corporate statutes, and
potential investors are often shocked when they learn about it, It discourages
investment in Wisconsin start-ups and encourages entrepreneurs to go out of stats

6. Boost the state’s research expenditures tax credit and its research facilities tax
credit to spur investment.

7. Encourage the state to be an investor in the creation of the Institute for
Interdisciplinary Research and research Centers of Excellence.

8. Tncrease funding for the Innovation and Economic Development grant program,
which is administered by the UW System, and which provides seed grants to
enterprises seeking to perform applied research on technologies that have the
potential to improve the state’s economy.

Wisconsin’s economy has been shaped and reshaped over the years by citizens and
policymakers who adapted quickly to changing times. We now stand at just such a
crossroads in the history of the state. To build a 21" century economy, Wisconsin must
make the most of its people, resources and opportunities, and meet the challenges posed
by the rise of the “Knowledge Economy.” We must foster a tax and regulatory climate
that encourages innovation. We must incubate a culture that values risk-taking and whic
attracts enongh investment capital to fund our best and most marketable 1deas.

Thank you for inviting me.
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I wanted to point out the irony that your commitiee is charged with creating better jobs in
Wisconsin, yet three of your members have signed on to legislate anti-gay discrimination, in a state
that led the nation in banning such discrimination 20 years ago. Do you seriously think that
banning equal civil marriage rights for gays and lesbians--something that is already not recognized
in Wisconsin--will improve the economic climate?

1t is well known that large, successful technology companies are leaders in treating all their
employees equally. This includes going above and beyond, and providing health insurance and
family medical leave to employees who are gay or lesbian and who have a long-term "domestic
partner.” Obviously, these companies would have an easier time of this if civil marriage were
available to all of their employees.

I'm surprised that a software executive like Senator Kanavas would be apparently unaware of this
fact. Microsoft, Intel, IBM, Apple, Adobe, Xerox, Hewlett-Packard, Dell,...the list goes on, of
companies who have to go the extra mile to treat all of their employees fairly. That they are willing
to go that extra mile should tell that their corporate values include valuing all of their employees.
If, as Senator Kanavas stated at the committee's formation, "Wisconsin cannot grow unless we
provide a climate for growth," he should carefully consider if he is doing all he can to provide that

climate.

Senator Stepp has said that the committee's work will be to streamline regulations "to show the rest
of the country that Wisconsin won'’t throw up obstacles to your business.” Then why create a
climate that is unwelcoming to corporations who might have legally-married gay and lesbian
employees in other states or countries? Or, for that matter, why send a message that companies
which choose to ireat their gay and lesbian employees fairly are of lesser value to Wisconsin?

Senator Leibham's expertise on who shouldn't be allowed to marry, based on his experience as a
single person, almost doesn't deserve comment. But you would think he'd have more respect for his
300+ constituents who are in cohabiting gay or lesbian couples. If people in his own district are
shown such disrespect, how will be treat new and growing employers across the state?




Comments of Sen. Gwen Moore
Before the Senate Select Committee on Job Creation
Regarding Promoting Capital Investment in Wisconsin
August 19, 2003

Senators Kanavas and Stepp and other members of the Select Committee on Job
Creation, | am pleased to appear before you today to offer my suggestions and
observations regarding the need for additional capital investment in Wisconsin. I share
the premise of the Committee Chairs that additional capital investment is critical in
accomplishing our goals of increasing jobs and income for Wisconsinites.

While I would be happy to provide my thoughts, in general, on the need for additional
capital investment in Wisconsin companies, | would like to focus my comments on a
particular capital formation program of which I have particular knowledge and expertise.

I s ——
Rep. David Ward and I collaborated during thisiative session when we
introduced the Certified Capital Company (CAPCO) program to Wisconsin. During that
session, we learned that there was a program operating in Louisiana, Missouri and
Florida which had been successful in raising hundreds of millions of dollars in venture
capital for small businesses in those states. We modeled our legislation after those
successful programs, and our legislature approved the Wisconsin CAPCO program in the
spring of 1998.

Qur original CAPCO program raised $50 million in venture capital for small Wisconsin
businesses. This money was raised by offering tax credits to insurance companies willing
to invest in the CAPCO program.

As T am proud to note, this is the only venture capital fund which requires, by law, that
every investment of dollars from the fund mus? be in a small Wisconsin business.
Specifically, the law requires that in order for a business to receive money from the
CAPCO funds, the business must:

¢ Be located and headquartered in Wisconsin,

* Be in need of venture capital and unable to obtain conventional financing

e Have no more than 100 employees, and at least 75% of those employees must be
in Wisconsin

e Have no more than $2 million in net income per year and a net worth not
exceeding $5 million.

Representative Ward and I sponsored this legislation six years ago because we realized
that there were many small businesses and entrepreneurs who were not able to find any
venture capital in Wisconsin. Therefore, these businesses and people left the state. We



also realized that the lack of venture capital contributed to the number of college and
university graduates who left the state each year looking for opportunities elsewhere in
the country.

The CAPCO program became law in Wisconsin in July of 1999, and the first CAPCOs
were certified by the Wisconsin Department of Commerce late that year. Those CAPCOs
then raised the $50 million in venture capital funds and began talking to prospective
recipients in the first quarter of 2000.

We are pleased that these CAPCO funds appear to be accomplishing some of our major
goals. The CAPCO investments are:

s Leveraging other venture capital investments from both inside and outside
Wisconsin.

s Increasing employment in Wisconsin at the companies receiving funds

* Helping small Wisconsin companies that are paying their Wisconsin employees
very good annual wages (More than $50,000 annually, on average)

e Generating tax revenue for the state through the income, property and payroll
taxes paid by these companies and their employees.

Although we are pleased with this initial success, we are also painfully aware that
Wisconsin remains starved for additional venture capital. During 2000, while the venture
capital industry had $225 billion under management nationally, Wisconsin had only $145
million under management. That is less than one percent of the national total!

From conversations with the CAPCO representatives in the state I have learned that they
are reviewing hundreds of applications for these limited funds. Therefore, it is obvious
that our initial $50 million will not satisfy the state’s hunger for additional venture
capital. With this in mind, Rep. Ward and I were discussing the need for additional
CAPCO funds even before the tragic events of September 11™. However, those events,
and the resulting effects on our national and Wisconsin economies, added an element of
urgency which did not exist before that date,

If we approve additional CAPCO funds, we will not satisfy the entire need for venture
capital in Wisconsin. However, we can feel confident in knowing that all of those
additional dollars will be invested in small Wisconsin companies. No other venture
capital fund, either in Wisconsin or outside of Wisconsin, can make that guarantee.

We can also feel confident that these dollars will be put to work in helping to create good
paying jobs in Wisconsin companies that are contributing additional tax revenue to the
state at a time when that revenue is critical to the state’s well being. That fact has
become even more critical since Rep. Ward and [ introduced our original CAPCO

legislation in 1997.

I am pleased that you have also invited a representative of the CAPCO’s operating in
Wisconsin to speak before your committee today. John Neis, from Venture Investors




LLC, will be able to provide the committee with a good statistical update on the kinds of
investments which the CAPCOs have made in Wisconsin, and the jobs and wages which
have resulted from those investments.

Since the first CAPCO law became operational in Wisconsin in 1999, Rep. Ward and I
have had discussions with a variety of individuals who have made suggestions
concerning how our Wisconsin CAPCO program could be improved. We have studied
and evaluated these suggestions and appreciate the good input we have had from the
program’s administrator,( the Department of Commerce,) as well as from others,
including the existing CAPCOs and some recipients of the first CAPCO funds. While 1
strongly endorse approving additional CAPCO funds as part of an overall economic
development program for the state, I also endorse minor modifications to the CAPCO
program which will make it even more effective in accomplishing its goals. Among the
suggested modifications are:

e Requiring all the CAPCOs to have Wisconsin offices and staff (this requirement
is currently in the Rules for the program, but not in the statutes)

s Requiring more timely filing of reports with the Department of Commerce

E Requiring the CAPCOs to have Department of Commerce approval before they
? make their investments in individual small Wisconsin businesses. (L’ €K w/ Hes fw

o Adding a provision which says that the Joint Legislative Audit Committee may
direct the Legislative Audit Bureau to perform a performance evaluation audit of
the program

s Deleting a provision in the current law which allows a CAPCO to be “decertifted”
(not regulated by the state) after 10 years. This change will ONLY allow
CAPCOs to be “decertified” after thay have invested 100% of their certified
capital.

e Clarifying that there will be a new certification process for CAPCOs if new funds
are approved. This will allow new CAPCOs to be part of the program.

e Making the effective date for any tax credits July 1, 2005, thereby ensuring that
there will be NO fiscal impact on this biennial budget if additional CAPCO funds
are approved.

e Making the tax credits available to ALL Wisconsin insurance companies, not just
those that pay the premium tax.

With the CAPCO program we are helping to keep entrepreneurs and Wisconsin college
graduates in the state, we are creating good paying jobs, we are leveraging other venture
capital investments in the state, and we are generating new tax revenue for the state. We
simply need more CAPCO funds if we are to multiply the good that is already being
accomplished with the first $50 million in CAPCO funds.

Thark you for the opportunity to appear before you today concerning this important
topic.




