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A,

Qctober 26, 20156

Unifed States Department of Agricullure

Clovis, California
Re: Federal Milk Marketing Order in California

Good morning, and thank you for laking time fo visit with us this morning.

I’'m Gil de Cardenas and I run our family business, Cacique Inc. Caciqueg’was founded
by my parents, Gilbert and Jennie de Cardenas in 1973. The company was funded with an
$800 loan from my grandmother and aunt and started with just two employees, Gilbert and
Jennie. The first few years were very lough with my dad leaving before the sun came up to
start the cheese making process while my mother woke us up, made breakfast and took us to
school. She then went on to the plant (a tiny bottling plant at the back of a drive up dairy) and
took over the cheese making process from my dad and stayed until he returned from selling
cheese from Styrofoam coolers in the frunk of is teal green, 1966 four door Pontiac. He would
park his car on Vermont St., near downtown Los Angeles and sell product door to door. My
dad retuned from his route, finish the cheese making process and cleaned the plant while mom
came home to cook dinner and care for us. There were days when we barely saw her and
didn’t see him at all. At the start, times were so tough, my parents could only afford to rent the

?IE‘L‘?} during daylight hours and the owner used it fo bottle his products at night. At the
beginning, our capacity was about 80 Ibs. of cheese PER DAY! That was all one person could
make. This went on for a couple of years. A major leap forward was when my dad removed
the back seat io make room for more coolers! In effect, this doubled the distribution capacity
and we were able to hire our first employee!!! The company was literally built one pound of
cheese at a time

A note about the original plant. The facility was used for botiling drinks for a drive-up
dairy and was originally not set up for dairy processing. My dad rented the space and worked
tirelessly for weeks to get it up to code. On inspection day, the inspector walked the plant and

gave my dad a rather long punch list before he would approve the facility. To say my dad was
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disappointed is an understatement, however, he doubled down and passed inspection several
weeks later. There was no money to use professional help so my parents did it all by

themselves.

I grew up in the business and did everything from sweeping floors, to cleaning vats to
driving trucks. I rose through the ranks, earned an MBA at the University of Chicago and have

been running the company for the past several years.

Over the last several years, we have been invited by numerous out of state
municipalities and farmers to move our facility out of CA. I must admit, several of those offers
were very enticing but we have resisted. I share our history with you to illustrate our

commitment to our business and our farmers.
Current Operations

Taking a leap to the here and now, Cacique continued to grow by providing quality
products to the Hispanic consumers that live in the U.S. We specialize in products like queso
fresco, panela, cotija and cremas. We are now on our 5" plant since that tiny location in
Lakewood CA. The original plant’s milk consumption of 860 pounds per day is dwarfed by the
current plant consumption of about 1 million Ibs. of milk per day. Over the course of the last
30 years, we have invested $9 1MM into the current plant to stay competitive and we are

investing a significant amount of capital to expand current capacity.

Cacique currently has about 320 California based employees and 55 non-California
employees. More than 70% percent of Cacique’s employees are of minorities. It’s important to
understand that Cacique is not a minimum wage employer. We demand higher skill levels and
pay a premium. It’s our educated estimate that between employees and vendor/suppliers, we

help support more than 1,000 families.

By basing such a large portion of its sales force in other states, we have made a very
deliberate and expensive commitment to grow our out of state business. Cacique spends a
considerable amount of marketing funds in activities like demos, advertising and retailers ads

to grow its out of state volume.

Every pound of cheese we ship out of state is equal to 10 pounds of CA milk being shipped

into competing markets.
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Cacique Distribution Costs.

Most of our consumers are on the lower end of the income range and as a resull, refail
price poinls are crucial. As I mentioned previously, on average, Cacique consumes about 1
million pounds of milk on any given production day, seven days per week. About 47% of that
milk is shipped out of California as cheese, cream and yogurt. It is estimated that about 60% of
the United States population lives east of the Mississippi River. (See:
en.wikipedia.org/wiki/Eastern Uniled States.) As our products travel east, transportation and
other expenses drive our costs higher. Depending on load size, refrigerated freight cost into
the Midwest and east Coast between 30 and 70 cents per pound of product for LTL (Less than
Truck Load) which is the most common method. As you can see, Cacique’s Midwest and East
Coast based compelitors enjoy a significant competitive product transportation advantage and
in order to stay on a level price point with these brands, Cacique is unable to pass the full cost
onto the consumer and is ofien having to subsidize the freight expense just to keep the playing

field level.

Cacique’s Out of State Competitors Lower Operation Costs.

One of our competitors testified that our products are aggressively competing with their TX
based plant as a result of lower CA milk prices. However, 1 would like to point out that the

economics of the situation place Cacique at a disadvantage, not an advantage:

e It takes about 12 cents just in freight costs to get to Texas from our plant. Using
industry standards, this represents about $1.20 per hundred weight in cost.

e Since 2011, the gap between the published Class III¥'and 4b is $1.78. In effect,
$1.20 of the gap is consumed by freight alone.

e That leaves only $0.58 to pay for the higher operating costs in CA or roughly about

6 cents per pound of cheese.

It’s no secret that doing business in CA is difficult. In fact, 'm sure every farmer here today
and in the state are well aware of the serious challenges of running a CA operation. The
state is continuously listed near the bottom of any recent list of business friendly

environments.

We compete directly with regional manufacturers that aggressively defend their

markets. Most of the competitors are east of the Rockies. While milk prices are higher, the
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operaling costs are considerably lower. Expenses in stales outside of California are
considerably lower and these stales are much more business friendly than California. Below
are a few examples of the high cost of business operation in California compared to

nalional averages.

e Flectrical Cost for Industrial Companies. The United States March 2015 average retail
price of electricity in the Industrial sector was $6.79. California’s rate in the Industrial
Sector is $10.63 or 56.55% above the national mean and rising. See Exhibit B. U.S.
Energy Information Administration.

2 Workcri Compensation in CA Workers compensation costs in California is 188%
thepfl-haﬂ- the national m.ar(}a]ifqmia businesses spend $3.48 for every $100 of
payroll compared to the nalionalmgf $1.85. Cacique employs about 320 California
based employees. See Exhibit A: Oregon Depariment of Consumer and Business
Services, 2014 Oregon Workers’ Compensation Premium Rate Ranking summary.

e California Taxes: California ranks 48" out of 50 states for least business friendly states.
See Exhibit C: Tax Foundation October 2013 publication.

e Cost of Energy in CA is ranked 49" out of 50 states. See Exhibit D. California
Foundation for Commerce & Education; The Cost of Doing Business in California.

August 2014.
e Cost of Labor in CA is ranked 4 1" out of 50 states. See Exhibit D. California Foundation

for Commerce & Education; The Cost of Doing Business in California. August 2014.

Cacique, as a result of manufacturing in California must bear these and other costs which
far exceed national averages. Using these factors and others from our research, we estimate
that raw material not included, it’s costlier o make cheese in CA by $0.18 per pound of cheese.
This represents an equivalent of about $1.80 per hundred weight higher cost to run a CA
operation. Cacique’s out of state competition has key strategic cost advantages because they

are located in more business friendly state.

The sum of the freight and CA operating costs less the historical Class 111/4b gap results in
product produced in CA is costlier by $0.1220 per pound when shipped to Texas from So Cal.
This represents about $1.222 per hundred weight of cheese.

Frejght ($0.12) + CA operating cost ($0.18) — Milk price gap ($0.178) = $0.1220 Ib./cheese

4
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However, CA recently changed its 4b formula by raising the whey value. Using current
market data, we estimate the gap between Class 111 and 4b narrows lo $0.54 per

hundredweight in 2016. The new formula affects:
Frefght ($0.12) + CA operating costs ($0.18) -~ Milk price gap ($0.054) = $0.246 Ib/cheese

The new CA price in effect raises the cost of making cheese in CA from $0.1220 to

$0.246 per pound of cheese when delivered to TX!

The results are staggering, CA made product is more expensive to make by about
$0.1260 per pound of cheese or the equivalent of $1.280 cents per hundredweight of milk

before adding shipping costs:
CA operating costs ($0.18) - Milk price gap ($0.054) = $0.1260 Ib./cheese

As mentioned earlier, freight costs increase to 30 and up to 70 cents the further you go
north and east as we are unable to compete with local suppliers and ship smaller and less

efficient orders.

The only reason Cacique competes today is not because of lower milk prices but a
continued commitment to investing in cutting edge technology! The notion that California
made cheese has a price advantage because of milk costs may have been true in the past but it

is simply not true today and hasn’t been for some time.
Current Market Conditions

As I mentioned earlier, most of our consumers are minorities in lower income brackets.
Price point is understandably very important to these families. We are unable to absorb the
increases a shift to FMMO brings and will pass along the increase to the market. Our out of
state competitors have not experienced the cost increase of a change in the milk formula and
have no need to increase their price. Therefore, they are in a position to gain distribution due
to more favorable cost structure without lifting a finger. It’s no wonder they are hoping CA

makes the change.

This will create an unorderly shift in economics whereby the 47% of the milk we use
for cheese making is substantially at risk to be lost to out of state competitors and milk

suppliers. We are shifting milk demand out of CA. How will dairies maintain efficiencies
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when volume leaves the state? Will they be able to operate efficiently? Will this cause a

reduction of available (,ld:»s [?7 This is especially true if CA moves into the FMMO but maintains

kel
provisions such as poo]a-nqhal

Thank you for your time and consideration.

Sincerely: 7

Gil DeCardenas
Cacique Inc.
Family member and Owner



Complete versions of the materials referenced and cited in this Letter can be located as follows:

1. http://www.eia.gov/electricity/monthly/epm table grapher.cfm?t=epmt 5 6 a

2. http://www.cbs.state.or.us/external/dir/wc_cost/files/report _summary.pdf

3. http://taxfoundation.org/article/2014-state-business-tax-climate-index

4. http://www.calchamber.com/CFCE/Documents/CFCE-Cost-of-Doing-Business-in-California.pdf

5. http://en.wikipedia.org/wiki/Eastern United States
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2014 Oregon Workers’ Compensation
Premium Rate Ranking Summary

Department of Consumer and Business Services October 2014
By Jay Dotter and Mike Manley

Oregon employers in the voluntary market pay, on average, the 43rd highest workers’ compensation premium rates in the

nation. Oregon’s rates are 26 percent below those of the median state in the study.

Premium rate indices are calculated based on data from 51 jurisdictions, for rates in effect as of Jan. 1, 2014. The 2014
median value is $1.85, which is a drop of 2 percent from the $1.88 median of the 2012 study. Oregon’s premium rate
index is $1.37 per $100 of payroll, or 74 percent of the national median. National premium rate indices range from a low
of $0.88 in North Dakota, to a high of $3.48 in California. There were 21 states that had an index rate that was within plus
or minus 10 percent of this benchmark value. In the upper part of the rate distribution, 13 states had index rates higher
than 110 percent of the median, while 17 states were below 90 percent of the median. For an interactive map of the state

rankings, click here.
Figure 1. 2014 Workers’ compensation premium index rates

NH

[ under$1.50
B s150-81.99
$2.00-$2.49
Bl $2.50-52.99
Bl $3.00-$3.49

Table 1. Oregon’s ranking in the top 10 classifications

Occupation Ranking The study is based on methods that put states’

A a—— 24 wquers’ compensation rates on a con:1parab|e basis,
s ouside = using a constant set of risk plass_nﬁcahons for each

- _ state. This study used classification codes from the
Coliege: professional empicyees and clarical i National Council on Compensation Insurance (NCCI).
Physician and clerical 37 Of approximately 450 active classes in Oregon,
Restaurant 43 50 were selected based on relative importance as
Hospital: professional employees 38 measured by share of losses in Oregon. To control
Store: retail 41 for differences in industry distributions, each state’s
Automobile service/repair center and drivers 32 raies were weighted by 2008-2010 Oregon payroll to
Trucking: all employees and drivers 37 obtain an average n’aanual Tate for that state. Listed_in
T — e Tablg 1 are Oregon’s rankings in the top 10 of the 50

classifications used.




Table 2. Workers’ compensation premium rate ranking

2014 2012 Index Percent of
Ranking | Ranking State Rate | study median Effective Date

1 3 California 348 188% January 1, 2014

2 2 Connecticut 287 155% January 1, 2014

3 4 New Jersey 282 152% January 1, 2014

4 5 New York 275 148% January 1, 2014

5 1 Alaska 268 145% January 1, 2014

6 6 Oklahoma 255 137% 1/1/13 State Fund, 1/1/14 Private
7 4 lllinois 235 127% January 1, 2014

8 14 Vermont 2.33 125% April 1, 2013

9 30 Delaware 23 125% December 1, 2013
10 15 Louisiana 2.23 120% January 1, 2014
1 8 Montana 221 119% July 1, 2013
12 9 New Hampshire 218 118% January 1, 2014
13 10 Maine 215 116% April 1, 2013
14 19 Idaho 2.01 109% January 1, 2014
17 13 Washington 2.00 108% January 1, 2014
17 16 South Carolina 2.00 108% September 1, 2013
17 12 Pennsylvania 2.00 108% April 1, 2013
20 27 New Mexico 1.99 108% January 1, 2014
20 20 Rhode Island 1.99 107% July 1, 2013
20 17 Minnesota 1.99 107% January 1, 2014
21 36 Missouri 1.98 107% January 1, 2014
22 19 Tennessee 1.95 105% March 1, 2013
23 12 Wisconsin 1.92 104% October 1, 2013
24 25 lowa 1.88 101% January 1, 2014
25 23 South Dakota 1.86 100% July 1, 2013

27 35 Hawaii 1.85 100% January 1, 2014
27 25 North Carolina 1.85 100% April 1, 2013

28 29 Florida 1.82 98% January 1, 2014
29 21 Alabama 1.81 97% March 1, 2013

30 33 Nebraska 1.78 96% February 1, 2013
3 31 Wyoming 1.76 95% January 1, 2014
32 27 Georgia 1.75 95% July 1, 2013

33 28 Ohio 1.74 94% July 1, 2013

34 32 Michigan 1.68 9M% January 1, 2013
35 34 Maryland 1.64 88% January 1, 2014
36 38 Texas 1.61 87% June 1,2013

37 37 Arizona 1.60 86% January 1, 2014
38 42 Mississippi 1.59 85% March 1, 2013

39 41 Kansas 1.55 83% January 1, 2014
40 22 Kentucky 1.51 82% October 1, 2013
41 43 Colorado 1.50 81% January 1, 2014
43 40 West Virginia 1.37 74% November 1, 2013
43 39 OREGON 1.37 T4% January 1, 2014
45 45 Utah 1.31 71% December 1, 2013
45 47 District of Columbia 1.31 70% November 1, 2013
46 46 Nevada 1.26 68% March 1, 2013
48 44 Massachusetts 1.1 63% September 1, 2010
48 48 Virginia 117 63% April 1, 2013
49 49 Arkansas 1.08 58% July 1, 2013

50 50 Indiana 1.06 57% January 1, 2014
51 51 North Dakota 0.88 47% July 1, 2013

Notes: Starting with the 2008 study, when two or more states' Index Rate values are the same, they are assigned the same rank-
ing The Index rates reflect adjustments for the characteristics of each individual state's residual market Rates vary by classifica-
tion and insurer in each state Aclual cost lo an employer can be adjusted by the employer's experience rating, premium discourt,
retrospective rating, and dividends. Link to previous reparts and summaries

Employers can reduce their workers' compensation rates through accident prevention, safety fraining, and by helping injured
workers return to work quickly

In compliance with the Americans with Disabilities Act (ADA), this publication
is available in alternative formats, Please call 503-378-8254,

ART MENT éﬁ

&%Eév”éé?

440-2082 (10/14/COM)

The information in this report is in the public domain and may be reprinted

without permission. Visit the DC

DCBS website, hiip:./debs. oregon.goy.

To sign up for elecrronic notification of new publications, click here,

htip:

wivw. chs state. or.us ex:imd external .

Information Technology and Research Section
350 Winter St NE. Room 300
PO Box 14480
Salem, OR 97309-0403
503-378-8254
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EIA - Electricity Data Page 1 of 3

o
e/ia US. Energy Information

Administration

Electric Power Monthly
Data for March 2015 | Release Date: May 26, 2015 | Next Release: June 26, 2015
|

Previous Issues )
Issue: ]April 2015 v| Format: bdf VJ[ Go
Table 5.6.A. Average Retail Price of Electricity to Ultimate Customers by

End-Use Sector,
by State, March 2015 and 2014 (Cents per Kilowatthour)

Residential Commercial Industrial Transportation All Sectors

Census Division March March March  March March March March '« March  March March
and State Graph 2015 2014 2015 2014 2015 2014 2015 2014 2015 2014

New England 20.83 17.67 16.95 15.55 13.00 12.95 12.59 9.01 17.94 16.03
Connecticut 21.94 1951 17.35 16.43 14.32 13.65 11.08 14.21 19.11 17 .56
Maine 15.51 15.22 1331 13.95 10.13 12.20 - - 13.02 14.01
Massachusetts 2212 17.33 17 30 15 44 14.03 13.24 12.82 NM 18.73 15.83
New Hampshire 19.56 17:33 16.42 15.32 13.95 13.18 - - 17.44 15.85
Rhode Island 20.05 16.86 18.76 1573 16.26 13.99 17.86 13.46 19.03 15.99
Vermont 16.68 17.36 14.29 14.70 10.15 10.58 - -- 14.34 14 .83
Middle Atlantic 15.78 16.40 13.52 14.21 8.1 8.36 11.52 12.27 13.32 13.91
New Jersey 15.56 15.93 13.15 13.79 11.29 12.95 10.46 10.33 13 87 14 48
New York 19.15 20 87 15.79 1689 749 B6.75 12.85 13.83 16.01 1713
Pennsylvania 13.13 13.01 10.01 10.08 7.86 8.18 8.28 7.20 10.59 10.67
East North 12.35 11.94 9.94 9.85 7.01 6.99 6.84 6.46 9.76 9.61
Central

lllinois 11.85 10.73 9.19 892 6.97 6.65 6.49 6.03 9.35 8.80
Indiana 1079 10.98 9.67 972 6.78 676 10.78 10.12 881 883
Michigan 13.81 14.14 1036 10.92 7.12 794 11356 13.42 10 89 11.14
Ohio 1216 11.56 1007 972 6.89 6.67 814 796 983 044
Wisconsin 13.97 13.34 10 86 1054 7.61 743 - - 10.69 10.43
West North 10.42 10.54 8.62 8.88 6.57 6.73 7.94 6.94 8.65 8.88
Central

lowa 10.87 1100 846 862 558 587 - - 7.93 8.25
Kansas 12.05 11.74 10.04 9.95 7.33 7.30 - - 9.88 9.79
Minnesota 11.54 1187 890 973 6 62 7.30 919 10.15 904 973

http://www.eia.gov/electricity/monthly/epm table grapher.cfm?t=epmt 5 6 a 6/4/2015
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Residential Commercial Industrial Transportation All Sectors

Census Division March March March March March  March March March  March March
and State Graph 2015 2014 2015 2014 2015 2014 2015 2014 2015 2014

“Wissoun 950 979 787 802 542 546 6.51 481 g1 8.30
Neb,aska ._;.76 943 ..... = 3 54 ..... - c o e - " 394377
North Dakola 878 8.64 8.17 8.41 813 7.39 -- - 8.34 8.19
South Dakota 10.17 981 8.59 857 7.35 718 -- - 9.00 883
South Atlantic 11.44 11.50 9.66 9.82 6.37 6.65 8.18 8.59 9.92 9.98
Delaware 12.73 12.20 11.63 10.95 898 9.32 - - 11.73 11.23
District of 12.29 12.63 1260 12.52 880 10.44 10.69 NM 12.39 1242

Columbia

Florida 1163 11.86 9.81 10.12 8.31 812 905 9.60 10.64 10.81
Georgia 10.58 1122 9.25 10.36 5.15 6.08 489 550 8.79 9.64
Maryland 13.16 13.57 11.64 1184 9.72 10.22 834 888 12.24 12 54
North Carolina 11.24 10.94 8.86 890 6.32 6.45 7.87 8.08 9.56 8.32
South Carolina 12.22 12.21 1012 10.22 575 619 - - 9.38 9.43
Virginma 1094 10.60 8.48 797 717 6.79 832 7.97 9.47 894
West Virginia 9.63 9.24 8.71 8.18 5.98 591 9.54 10.01 8.02 7.78
East South 10.46 10.80 10.25 10.60 5.68 6.09 8.08 13.80 8.85 9.14
Central

Alabama 1178 1163 10.92 1094 565 588 - - 9.1 9.07
Kentucky 9.75 10.01 9.37 9.49 5.20 564 -- - 7.87 8.18
Mississippi 11.11 11.28 10.96 11.04 6.45 6.73 -- - 9.55 9.59
Tennessee 982 10.58 10.04 10.86 582 6.58 809 13.80 9.05 976
West South 10.72 10.82 8.03 8.32 5.61 5.93 5.58 5.40 8.36 8.48
Central

Arkansas 9.02 9.05 784 7.77 5.65 5.56 11.33 NM 7.69 7:53
Louisiana 8.81 917 874 9.16 543 5.87 877 921 7.61 7.96
Oklahoma 9.51 9.66 7.35 7.59 5.06 543 - - 7.51 777
Texas 11.64 11.70 8.02 8.33 575 6.09 8.35 5.11 8.75 8.85
Mountain 11.45 11.11 9.47 9.26 6.29 6.31 991 997 9.09 8.93
Arizona 11.65 11.30 9.69 9.32 594 6.11 7.39 - 9.57 8.33
Colorado 1174 1168 973 9.75 6.64 6.95 1023 10 07 g 58 9.61
ldaho 9.58 917 F-TF 7.63 596 8.3 - - 7.90 7.67
Montana 1064 9.91 10.27 9.51 502 578 - - 8.93 874
Nevada 13.62 13.39 9.94 984 6.15 6.22 8.68 868 9.21 923
New Mexico 1210 11.56 10.11 9.90 6.26 6.54 - -- 940 9.23
Utah 10 48 10.15 828 828 5.90 5.72 999 10.02 818 795

hitp://www.eia.gov/electricity/monthlyv/epm table grapher.cfm?t=epmt 5 6 a 6/4/2015
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Residential Commercial Industrial Transportation All Sectors

Census Division March March  March March  March March March  March March March
and State Graph 2015 2014 2015 2014 2015 2014 2015 2014 2015 2014

Wyoming 1062 1007 917 875 7.04 672 = = 821 785
Pacific 1373 1279 1232 1184 7.80 7.69 8.17 806 11.85  11.33
Contiguous

California 1704 1590 1380 1328 1063 1059 813 801 1427 1366
Oregon 1050 1018 891 892 6 00 615 9.25 921 8 80 879
Washington 868 8.71 823 8.10 430 429 9.25 961 728 7.33
Pacific 2558 2874 2293 2654 21.21 2672 - - 2348  27.27
Noncontiguous

Alaska 1964 1866 1757 1699 1462 1498 - ~ 1766  17.15
Hawaii 3120 3851 2814 3560 2379 3147 e ~ 2723 3480
U.S. Total 1235 1224  10.58  10.66 6.79 696 10.26  10.28  10.30  10.30

See Technical notes for additional information on the Commercial, Industrial, and Transportalion sectors.

Notes: - See Glossary for definitions. - Values are preliminary estimates based on a cutoff model sample.

See Technical Notes for a discussion of the sample design for the Form EIA-826.

Utilities and energy service providers may classify commercial and industrial customers based on either NAICS codes or
demands or usage falling within specified limits by rate schedule.

Changes from year to year in consumer counts, sales and revenues, particularly involving the commercial and industrial
consumer sectors, may result from respondent implementation of changes in the definitions of consumers, and
reclassifications.

Totals may not equal sum of components because of independent rounding

Source: U.S. Energy Information Administration, Form EIA-826, Monthly Electric Sales and Revenue Report with State
Distributions Report.

http://www.eia.gov/electricity/monthly/epm table grapher.cfm?=epmt 5 6 a 6/4/2015
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2014 State Business Tax Climate Index

by Scott Drenkard & Joseph Henchman

The Tax Foundation’s 2014 edition of
the State Business Tax Climate Index enables
business leaders, government policymakers,
and taxpayers to gauge how their states” tax
systems compare.

The 10 best states in this year'’s Index are:

1. Wyoming
2. South Dakora
3. Nevada

. Alaska

. Florida

S ke

o

. Washington

]

. Montana
. New Hampshire
9. Utah

10, Indiana

The absence of a major tax is a dominant
factor in \';uliiing many of these ten states to
the top of the rankings. Property taxes and
unemployment insurance taxes are levied in
every state, but there are several states that do
without one or more of the major taxes: the
corporate tax, the individual income tax, or
the sales tax. Wyoming, Nevada, and South
Dakota have no corporate or individual
income tax; Alaska has no individual income
or state-level sales tax; Florida has no indi-
vidual income tax; and New Hampshire and
Montana have no sales tax.

But this does not mean that a state can-
not rank in the top ten while still levying all
the major taxes. Indiana, which ousted Texas
from the top ten this year (see p. 5), and Utah
have all the major tax types, but levy them
with low rates on broad bascs.

The 10 lowest ranked, or worst, states in

this year’s Index are:
41. Maryland
42. Connecticut
43. Wisconsin
44, North Carolina
45. Vermont
46. Rhode Island
47. Minnesorta
48. California
49. New Jersey
50. New York

The states in the bottom 10 suffer from
the same afflictions: complex, non-neurral
taxes with comparatively high rates.

While not reflected in this year’s edition,
a great testament to the ndex’s value is its use
as a success metric for comprchcnsi\'c reforms
passed this year in North Carolina. While che
state remains ranked 44th for this edition, it
will move to as high as 17th as these reforms
take effect in coming years.

Minnesota, by contrast, enacted a pack-
age of tax changes that reduce the state’s
competitiveness, inc|uding a retroactive hike
in the individual income tax rate. Since last
year, they have dropped from 45th 1o 47th
place. New York and New Jersey are in a
virtual tie for last place, and any ch;lngc next
year could change their positions. Other
major changes are noted in the blue boxes
throughout this report.

The 2014 Index represents the tax climate
of cach state as of July 1, 2013, the first day of
the standard 2014 srate fiscal year.

Scott Drenkard is an Economist at the Tax Foundation and Joseph Henclman is Vice President for

State Projects at the Tax Foundation.

They would like 1o acknowledge the valuable research assistance of Chris Stepbens and Lyman
Stone in this edition of the Index, as well as the authors of previous editions: Scort A. Hodge, Scott

Moody, Wendy Warcholik, Chris Atkins, Curtis Dubay, Joshua Barro,

Robyn.

Kail Padgict, and Mark




P

Introduction

While taxes are a fact of life, not all tax systems
are created equal. One measure, total taxes paid,
is relevant bur other elements of a stare tax system
can also enhance or harm the competitiveness of
a state’s business environment. This reduces many
complex considerations to an casy-to-use ranking.
(Our report looks at tax burdens in states.)

The modern market is characterized by mo-
bile capital and labor, with all types of business,
small and large, tending to locate where they have
the greatest competitive advantage. The evidence
shows that states with the best tax systems will be
the most competitive in attracting new businesses
and most effective at generating economic and
employment growth. It is true that taxes are but
one factor in business decision-making. Other
concerns, such as raw materials or infrastructure
or a skilled labor pool, matter, but a simple,
sensible tax system can posidively impact business

operations with regard to these very resources.
Furthermore, unlike changes to a state’s health-
care, transportation, or education systems which
can take decades 1o implement changes to the
tax code can quickly improve a state’s business
climate.

It is important to remember that even in our
global cconomy, states’ stiffest and most direct
competition often comes from other states. The
Department of Labor reports that most mass job
relocations are from one U.S. state to another,
rather than to a foreign location.” Certainly job
creation is rapid overseas, as previously underde-
veloped nations enter the world economy without
facing the highest corporate tax rate in the world,
as U.S. businesses do. State lawmakers are right
to be concerned about how their states rank in
the global competition for jobs and capital, but
they need 1o be more concerned with companies

Figure 1. State Business Tax Climate Index, Fiscal Year 2014
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1 US. Department of Labor, Exterded Mass Layoffi in the First Quarter of 2007, Aug, 9, 2007, hetp:/Awvww. bls.gov/opub/ted/2007/may/wk2/art04.him (“In the

01 actions where employers were able 1o provide more complete separations information, 84 percent of relocations (51 out of 61) occurred among establish-
ments within the same company. In 64 percent of these relocations, the work activities were reassigned 10 place elsewhere in the ULS, Thirty six percent of the
movement-of-work relocations involved out-of-country moves (22 our of 50).7).



moving from Detroit, M1, to Dayton, OH, rather
than from Detroit to New Delhi. This means that
state lawmakers must be aware of how their states’
business climates match up o their immediate

neighbors and to other states within their regions.

Anecdotes about the impact of state tax
systems on business investment are plentiful. In
Mlinois early last decade, hundreds of millions
of dollars of capital investments were delayed
when then-Governor Rod Blagojevich proposed a
hefty gross receipts tax. Only when the legislature
resoundingly defeated the bill did the invesiment
resume. In 2003, California-based Intel decided
to build a muli-billion dollar chip-making
facility in Arizona due to its favorable corporate
income tax system. In 2010, Northrup Grumman
chose to move its headquarters to Virginia over
Maryland, citing the better business tax climate.”
Ancedotes such as these reinforce what we know
from economic theory: taxes matter to businesses,
and those places with the most competitive tax
systems will reap the benefits of business-friendly
tax climates.

Tax competition is an unpleasant reality for
state revenue and budget officials, buritis an
effective restraint on state and local raxes. It also
helps to more efficientdy allocate resources because
businesses can locate in the states where they
receive the services they need ac the lowest cost.
When a state imposes higher taxes than a neigh-
boring state, businesses will cross the border o
some extent. Therefore, states with more competi-
tive tax systems scote well in the Jndex because
they are best suited to generate economic growth,

State lawmakers are always mindful of their
states’ business tax climates but they are often
tempted to lure business with lucrative tax incen-
tives and subsidies instead of broad-based tax
reform. This can be a dangerous proposition, as
the example of Dell Computers and North Caro-
lina illustrates. North Carolina agreed to $240
million worth of incentives to lure Dell to the
state. Many of the incentives came in the form of
tax credits from the state and local governments.
Unforwnately, Dell announced in 2009 thac it
would be closing the plant after only four years of
upcraliuns.; A 2007 USA 'fb(!':i:r article chronicled
similar problems other states are having with com-
panies that receive generous tax incentives.”

Lawmakers create these deals under the ban-
ner of job creation and economic development,
but the ruth is thar if a state needs to offer such
packages. it is most likely covering for a wocful

Table 1
2014 State Business Tax Climate Index Ranks and Component Tax Ranks
Individual Unemployment
Corporate Income Sales Insurance Property
State Overall Tax Tax Tax Tax Tax
Rank Rank Rank Rank Rank Rank
Alabama 21 19 22 37 15 10
Alaska 4 28 1 & 29 25
Arizona 22 26 18 49 1 6
Arkansas 35 39 26 42 11 19
California 48 31 50 41 16 14
Colorado 19 21 15 44 28 22
Connecticut 42 35 33 32 23 49
Delaware 13 50 28 2 2 13
Florida ] 13 i | 18 6 16
Georgia 32 8 41 12 24 31
Hawaii 30 4 35 16 38 12
Idaho 18 18 23 23 47 3
inois 31 47 11 33 43 44
Indiana 10 24 10 11 13 =]
lowa 40 49 32 24 36 38
Kansas 20 37 17 31 12 29
Kentucky 27 27 29 10 48 AT
Louisiana 33 17 25 50 4 24
Maine 29 45 21 9 33 40
Maryland 41 15 46 <] 40 1
Massachusetts 25 34 13 17 49 47
Michigan 14 9 14 7 44 28
Minnesota 47 44 47 35 41 33
Mississippi 17 11 20 28 5 32
Missouri 16 7 27 26 9 T
Montana 7 16 19 3 21 8
Nebraska 34 36 30 29 8 39
Nevada 3 1 1 40 42 o
New Hampshire 8 48 9 1 46 42
New Jersey 49 41 48 46 32 50
New Mexico 38 40 34 45 17 1
New York 50 25 49 38 45 45
North Carolina 44 29 42 47 7 30
North Dakota 28 22 38 21 19 2
Ohio 39 23 44 30 10 20
Oklahoma 36 12 39 39 3 11
Oregon 12 32 31 4 34 15
Pennsylvania 24 46 16 19 39 43
Rhode Island 46 43 36 27 50 46
South Carolina 37 10 40 22 30 21
South Dakota 2 1 1 34 37 18
Tennessee 15 14 8 43 27 af
Texas 11 38 7 36 14 35
Utah 9 ] 12 20 18 4
Vermont 45 42 45 13 22 48
Virginia 26 6 37 6 35 26
Washington 6 30 i 48 20 23
West Virginia 23 20 24 25 26 27
Wisconsin 43 33 43 15 25 36
Wyoming 1 1 1 14 31 34
Dist. of Columbia 44 35 34 41 26 44

Note: A rank of 1 is more favorable for business than a rank of 50. Rankings do not
average to total. States without a tax rank equally as 1. D.C. score and rank do not af-
fect other states. Report shows tax systems as of July 1, 2013 (the beginning of Fiscal

Year 2014).
Source: Tax Foundation.

2 Dana Hedgpeth & Rosalind Helderman, Northrop Grummin decides to move beadguarsers to Northern Virginia, Wasminaron Post, Apr. 27, 2010,
3 Austin Mondine. Delf caes North Carolina plans despite $280m sweerener, Tue Recister, Oct, 8, 2009.
4 Dennis Cauchon, Business Incentives Lose Luster for States, USA Tonay. Aug. 22, 2007,



business tax climate. A far more effective approach
is to systematically improve the business tax cli-
mate for the long term so as o improve the state’s
competitiveness. When assessing which changes to
make, lawmalkers need to remember two rules:

Table 2
State Business Tax Climate Index, 2012 - 2014
Change from

2014 2014 2013 2013 2012 2012 2013 to 2014
State Rank Score Rank Score Rank Score Rank Score
Alabama 21 5.21 20 5.22 20 522 -1 -0.01
Alaska 4 7.24 4 7.30 4 7.35 0 -0.06
Arizona 22 520 27 510 2t 812 5 0.10
Arkansas 35 4.89 32 4.93 30 497 -3 -0.04
California 48 3.76 48 3.68 48 3.77 0 0.08
Colorado 19 5.27 19 531 17 5.39 0 -0.04
Connecticut 42 4.47 43 4.44 41 4.49 1 0.03
Delaware 13 5.75 13 5.75 12 575 0 -0.01
Florida 5 691 5 684 5 6.88 0 0.07
Georgia 32 492 3B 491 32 495 3 0.01
Hawaii 30 502 3 4.94 34 491 1 0.09
Idaho 18 531 18 5.31 18 5.27 1] 0.00
lllinois 31 5.00 30 4.97 28 503 -1 0.03
Indiana 10 5.99 11 5.86 11 589 1 0.13
lowa 40 4.55 40 4.54 40 4.52 0 0.00
Kansas 20 5.22 26 5.1 26 5.15 6 0.1
Kentucky 27 5.08 25 5.12 26 5.14 -2 -0.04
Louisiana 33 490 33 4.92 33 4.95 0 -0.02
Maine 29 5.04 29 5.02 37 4.78 0 0.01
Maryland 41 4.49 a1 4.49 43  4.40 0 0.00
Massachusetts 25 509 24 512 23 5186 -1 -0.02
Michigan 14 573 14 571 19 524 0 0.02
Minnesota 47 4.06 45 4.26 45 4.25 -2 -0.19
Mississippi 17 5.36 17 5.36 16 5.40 0 0.01
Missouri 16 5.47 16 5.46 15  5.48 0 0.01
Montana I 6.24 i g 6.26 7 6.28 ] -0.01
Nebraska 34 489 34 4.92 35 4.90 0 -0.02
Nevada 3 748 3 742 3 744 0 0.05
New Hampshire 8  6.08 8 6.12 8 627 0 -0.04
New Jersey 49 3.45 49  3.51 50 3.46 0 -0.05
New Mexico 38 472 38 4.72 38 474 0 0.00
New York 50 345 50 3.43 49  3.49 0 0.02
North Carolina 44 4.35 44 4.29 44 427 0 0.06
North Dakota 28 5.05 28 5.05 29 501 0 0.00
Ohio 39 4.58 39 4.55 39 4.53 0 0.03
Oklahoma 36 4.88 36 488 31 495 0 0.00
Oregon 12 576 12 5.79 14 5.64 0 -0.04
Pennsylvania 24 511 22 515 21 5.8 -2 -0.04
Rhode Island 46 4.14 47 416 48 4.21 1 -0.02
South Carolina 37 4.86 37 4.88 36 4.86 0 -0.02
South Dakota 2 752 2 153 2 T.52 0 -0.01
Tennessee 15 559 15 5.60 13 5.65 0 -0.01
Texas 1" 5.91 10 591 10 &.03 -1 -0.01
Utah 9 601 ] 5.99 9 6.04 0 0.02
Vermont 45 4.14 46 4.20 47 417 1 -0.06
Virginia 26 5.09 23 513 24 515 -3 -0.04
Washington 6 632 6 633 6 6.34 0 -0.01
West Virginia 23 5.19 21 5.18 22 5.18 -2 0.01
Wisconsin 43 4.43 42 4.47 42 4.44 -1 -0.03
Wyoming 1 7.58 1 7.64 1 7.66 0 -0.05
Dist. of Columbia 44 4.37 44 4.34 41  4.52 0 0.03

Note: A rank of 1 is more favorable for business than a rank of 50. A score of 10 is more
favorable for business than a score of 0. All scores are for fiscal years. D.C. score and
rank do not affect other states.

Source: Tax Foundation.
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1. Taxes matter to business. Business taxes affect
business decisions, job creation and retention,
plant location, competitiveness, the transpar-
ency of the tax system, and the long-term
health of a state’s cconomy. Most importantly,
taxes diminish profies. If taxes take a larger
portion of profits, thar cost is passed along to
either consumers (through higher prices), em-
ployees (through lower wages or fewer jobs), or
sharcholders (through lower dividends or share
value). Thus, a state with lower tax costs will
be more attractive to business investment, and
more likely to experience economic growth,

2. States do not enact tax changes (increases or
cuts) in a vacuum. Every tax law will in some
way change a state’s competitive position rela-
tive to its immediate neighbors, its geographic
region, and even globally. Ultimately, it will
affect the state’s national standing as a place to
live and to do business. Entreprencurial states
can take advantage of the tax increases of their
neighbors to lure businesses out of high-tax
states.

In reality, tax-induced economic distor-
tions are a fact of life, so a more realistic goal is
to maximize the occasions when businesses and
individuals are guided by business principles and
minimize those cases where economic decisions
are influenced, micromanaged, or even dictated by
a tax system. The more riddled a tax system is with
politically motivated preferences, the less likely it
is that business decisions will be made in response
to market forces. The fudex rewards those states
that apply these principles.

Ranking the competitiveness of fifty very
different tax systems presents many challenges,
especially when a state dispenses with a major
tax entirely. Should Indiana’s tax system, which
includes three relatively neutral taxes on sales,
individual income and corporate income, be
considered more or less competitive than Alaska's
tax system, which includes a particularly burden-
some corporate income tax but no statewide tax
on individual income or sales?

The Izdex deals with such questions by com-
paring the states on over 100 different variables
in the five important arcas of taxation (major
business taxes, individual income taxes, sales taxes,
unemployment insurance taxes, and property
taxes) and then adding the results up o a final,
overall ranking. This approach rewards states on
particularly strong aspects of their tax systems
(or penalizing them on particularly weak aspects)
while also measuring the general competitiveness
of their overall tax systems. The result is a score
that can be compared to other states’ scores.Ulti-
mately, both Alaska and Indiana score well.
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Our current situation

= There have been numerous studies published in recent years indicating that the cost of doing business in California is
already substantially higher than the national average and compared to other competitor states, such as large states or
states in the western United States. These studies have for the most part demonstrated higher costs by taking significant
business cost factors such as Unemployment Insurance, taxes, workers compensation, energy, healthcare, regulations and
litigation costs and comparing them on a state by state basis. There has been little work that has consolidated these studies.

» The California Foundation for Commerce and Education (CFCE) anticipates that key policy makers may pose new policy
initiatives in the coming legislative session that may strive to make California more business unfriendly. In order to inform
policy decision makers about the relatively high cost of doing business in the state, CFCE is seeking to commission a study
that reviews currently available studies and synthesizes them in a clear and credible manner. The study should compare
California to other comparable states (either western or large states) and should be comprehensive to the extent possible.

* Andrew Chang & Company was retained to assess how California’s cost of doing business compares to other states and
examining existing estimates for insight and public data and estimates for specific costs. Specifically, we were charged with
incorporating the costs of:

— Labor costs, including average wages, unemployment insurance, workers compensation insurance;
— Energy costs, including electricity, natural gas and transportation fuel;

— Litigation costs; and

— Taxes

N



California compares poorly in national rankings to other states in the issues of
business friendliness and taxes, legal, energy and labor costs

Median Ranking (Best to Worst)

49 48
47

43

General Business Cost of Taxes Cost of Litigation  Cost of Energy

41

Cost of Labor

Key Observations

= \We reviewed current state rankings
from various trade associations, news
agencies, and research organizations
in the categories of general business,
taxes, legal, energy and labor costs.
Thought there were some variations,
taken in whole, we found that the
California is generally considered to be
an unfriendly business climate

Source: Literature Review (see appendix)




