RANGE OF STATE CORPORATE INCOME TAX RATES

(For tax year 2008 -- as of January 1, 2008)

State Tax Rates Tax Brackets # of State Tax Rates Tax Brackets # of
Brackets Brackets
ALABAMA 6.5 ----Flat Rate---- 1 MISSOURI 6.25 ----Flat Rate---- 1
ALASKA 1.0-9.4 10,000 90,000 10 MONTANA 6.75 ----Flat Rate---- 1
ARIZONA 6.968 ----Flat Rate---- 1 NEBRASKA 5.58-7.81 50,000 2
ARKANSAS 1.0-6.5 3,000 100,000 6 NEW HAMPSHIRE 8.5 ----Flat Rate---- 1
CALIFORNIA 8.84 ----Flat Rate---- 1 NEW JERSEY 9 ----Flat Rate---- 1
COLORADO 4.63 ----Flat Rate---- 1 NEW MEXICO 4.8-17.6 500,000 1 million 3
CONNECTICUT 7.5 ----Flat Rate---- 1 NEW YORK 7.5 ----Flat Rate---- 1
DELAWARE 8.7 ----Flat Rate---- 1 NORTH CAROLINA 6.9 ----Flat Rate---- 1
FLORIDA 5.5 ----Flat Rate---- 1 NORTH DAKOTA 2.6-6.5 3,000 30,000 5
GEORGIA 6.0 ----Flat Rate---- 1 OHIO 5.1-8.5 50,000 2
HAWAIL 4.4-64 25,000 100,000 3 OKLAHOMA 6.0 ----Flat Rate---- 1
IDAHO 7.6 ----Flat Rate---- 1 OREGON 6.6 ----Flat Rate---- 1
ILLINOIS* 7.3 ----Flat Rate---- 1 PENNSYLVANIA 9.99 ----Flat Rate---- 1
INDIANA 8.5 ----Flat Rate---- 1 RHODE ISLAND 9 ----Flat Rate---- 1
IOWA 6.0-12.0 25,000 250,000 4 SOUTH CAROLINA 5.0 ----Flat Rate---- 1
KANSAS 4 ----Flat Rate---- 1 SOUTH DAKOTA 6.0-0.25 (banks only)
KENTUCKY 4.0-7.0 50,000 100,000 3 TENNESSEE 6.5 ----Flat Rate---- 1
LOUISIANA 4.0-8.0 25,000 200,000 5 TEXAS wk
MAINE 3.5-8.93 25,000 250,000 4 UTAH 5 ----Flat Rate----
MARYLAND 8.3 ----Flat Rate---- 1 VERMONT (b) 6.0-8.5 10,000 250,000 3
MASSACHUSETTS 9.5 ----Flat Rate---- 1 VIRGINIA 6.0 ----Flat Rate---- 1
MICHIGAN 4.95 ----Flat Rate---- 1 WEST VIRGINIA 8.5 ----Flat Rate---- 1
MINNESOTA 9.8 ----Flat Rate---- 1 WISCONSIN 7.9 ----Flat Rate---- 1
MISSISSIPPI 3.0-5.0 5,000 10,000 3 DIST. OF COLUMBIA _ 9.975 ----Flat Rate----

Source: Compiled by the Federation of Tax Administrators (FTA) from various sources

Note: Nevada, Washington, and Wyoming do not have state corporate income taxes.

* Illinois' rate ncludes a 2.5% personal property replacement tax.
** Texas imposes a Franchise Tax, known as the margin tax.

The intent of P.A. 90-0613 was to encourage the growth of manufacturing industries in
the State. The single-sales factor reduces the income tax burden on firms that have a
relatively large share of their property and payroll in Illinois, while making most of
their sales out of state. However, some feel that the positive effect that this move has
had on manufacturing industries may be offset by other factors.

One factor is that for each corporation that benefits from the single-sales factor,
because most of its sales are out of Illinois, there are other corporations that are
punished by the factor because their sales are mostly in the State. Large multinational
companies are the largest beneficiaries of the tax break, while small mom and pop
shops, who make most, if not all, of their sales in the State, receive no benefit from this
tax law change.

Another offsetting factor is that every other neighboring state now applies a higher
weight to the sales factor. (A listing of each state’s apportionment of income is shown
on the following page). As more and more states move toward the same single-sales
factor that Illinois imposes, the incentive generated by the single-sales factor
disappears. Because the other states are offering this same incentive, Illinois now has
reduced corporate income tax revenues, but enjoys few of the locational incentives the
single-sales factor was intended to offer.
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Some argue that there is no compelling evidence that the single-sales factor has resulted
in any economic growth. However, others argue that had Illinois not changed to the
single sales factor, the State would have risked losing additional corporations to other
states that now have the single-sales factor incentive.

STATE APPORTIONMENT OF CORPORATE INCOME

(Formulas for tax year 2008 -- as of January 1, 2008)

ALABAMA * 3 Factor MONTANA * 3 Factor

ALASKA * 3 Factor NEBRASKA Sales

ARIZONA * (2) 70% Sales, 15% Property & Payroll NEVADA No State Income Tax

ARKANSAS * Double wtd. sales NEW HAMPSHIRE Double wtd. Sales

CALIFORNIA * Double wtd. sales NEW JERSEY (1) Double wtd. Sales

COLORADO * 3 Factor/Sales & Property NEW MEXICO * Double wtd. sales/3 Factor

CONNECTICUT Double wtd. sales/Sales NEW YORK (3) Sales

DELAWARE 3 Factor NORTH CAROLINA * Double wtd. sales

FLORIDA Double wtd. sales NORTH DAKOTA * 3 Factor

GEORGIA Sales OHIO * 60% Sales, 20% Property & Payroll

HAWAII * 3 Factor OKLAHOMA 3 Factor

IDAHO * Double wtd. sales OREGON * Sales

ILLINOIS * Sales PENNSYLVANIA * 70% Sales, 15% Property & Payroll

INDIANA (3) 70% Sales, 15% Property & Payroll RHODE ISLAND 3 Factor

IOWA Sales SOUTH CAROLINA (4)  Double wtd. sales/Sales

KANSAS * 3 Factor SOUTH DAKOTA No State Income Tax

KENTUCKY * Double wtd. sales TENNESSEE * Double wtd. sales

LOUISIANA Sales TEXAS Sales

MAINE * Sales UTAH * 3 Factor/Double wtd. sales

MARYLAND Double wtd. sales/Sales VERMONT Double wtd. sales

MASSACHUSETTS Double wtd. sales VIRGINIA Double wtd. sales

MICHIGAN Sales WASHINGTON No State Income Tax

MINNESOTA (3) 81% Sales,9.5% Property & Payroll WEST VIRGINIA * Double wtd. sales

MISSISSIPPI Accounting/3 Factor WISCONSIN * Sales

MISSOURI * 3 Factor/sales WYOMING No State Income Tax

Source: www.taxadmin.org.

Note: The formulas listed are for general manufacturing businesses. Some industries have special formula different than those reported. A slash

separating two formula's indicate taxpayer option.

* State has adopted substantial portions of the Uniform Division of Income for Tax Purposes Act (UDITPA).

(1) A 3-factor formula is used for corporations not subject to the corporation business franchise tax.

(2) Corporations using this formula must release financial data to the Legislative Budget Committee,

otherwise use double weighted sales.

(3) State is phasing in a single sales factor. Weightings will change each year until 100% sales factor

in 2011 for Indiana, and 2013 for Minnesota.

(4) Taxpayers are allowed only 40% of the reduced taxes from a single sales factor (60% in 2009).

226-



The Personal Income Tax

[llinois has had a flat personal income tax rate of 3% since it was increased from 2.5% in July
1993. Currently, it is one of seven states that impose a flat income tax (most have graduated
rates). Of the states with a flat tax, Illinois has the lowest rate. Seven states have no income
tax and in two states, the income tax is limited to dividends and interest income only. Below is
a listing of the different personal income tax rates throughout the country.

STATE INDIVIDUAL INCOME TAXES
(Tax rates for tax year 2008 -- as of January 1, 2008)
---Tax Rates--- # of --Income ---Personal Exemption---
State Low High Brackets Low High Single Married Child.
ALABAMA 2.0 - 5.0 3 500 - 3,000 1,500 3,000 300
ALASKA No State Income Tax
ARIZONA 2.59 - 4.54 5 10,000 - 150,000 2,100 4,200 2,30
ARKANSAS (a) 1.0 - 7.0 6 3,699 - 31,000 23 46 23
CALIFORNIA (a) 1.0 - 9.3 6 6,827 - 44,815 94 188 294
COLORADO 4.63 1 ---Flat rate--- e None-----------
CONNECTICUT 3.0 - 5.0 2 10,000 - 10,000 12,750 24,500 0
DELAWARE 2.2 - 5.95 6 5,000 - 60,000 110 220 110§
FLORIDA No State Income Tax
GEORGIA 1.0 - 6.0 6 750 - 7,000 2,700 5,400 3,000
HAWAIIL 1.4 - 8.25 9 2,400 - 48,000 1,040 2,080 1,04
IDAHO (a) 1.6 - 7.8 8 1,237 - 24,736 3,500 7,000 3,50
ILLINOIS 3.0 1 ---Flat rate--- 2,000 4,000 2,000
INDIANA 3.4 1 ---Flat rate--- 1,000 2,000 1,00
IOWA (a) 0.36 - 8.98 9 1,379 - 62,055 40 80 4
KANSAS 3.5 - 6.45 3 15,000 - 30,000 2,250 4,500 2,250
KENTUCKY 2.0 - 6.0 6 3,000 - 75,000 20 40 20§
LOUISIANA 2.0 - 6.0 3 12,500 - 25,000 4,500 9,000 1,000
MAINE (a) 2.0 - 8.5 4 4,849 - 19,450 2,850 5,700 2,850
MARYLAND 2.0 - 5.5 7 1,000 - 500,000 2,400 4,800 2,401
MASSACHUSETTS (a) 5.3 1 ---Flat rate--- 4,125 8,250 1,000
MICHIGAN (a) 4.35 1 ---Flat rate--- 3,300 6,600 3,300
MINNESOTA (a) 5.35 - 7.85 3 21,800 - 71,591 3,500 7,000 3,50
MISSISSIPPI 3.0 - 5.0 3 5,000 - 10,000 6,000 12,000 1,50
MISSOURI 1.5 - 6.0 10 1,000 - 9,000 2,100 4,200 1,20
MONTANA (a) 1.0 - 6.9 7 2,500 - 14,900 2,040 4,080 2,04
NEBRASKA (a) 2.56 - 6.84 4 2,400 - 27,001 113 226 113
NEVADA No State Income Tax
NEW HAMPSHIRE State Income Tax is Limited to Dividends and Interest Income Only.
NEW JERSEY 1.4 - 8.97 6 20,000 - 500,000 1,000 2,000 1,500
NEW MEXICO 1.7 - 5.3 4 5,500 - 16,000 3,500 7,000 3,500
NEW YORK 4.0 - 6.85 5 8,000 - 20,000 0 0 1,00
NORTH CAROLINA 6.0 - 7.75 3 12,750 - 60,000 2,000 4,000 2,00
NORTH DAKOTA (a) 2.1 - 5.54 5 31,850 - 349,701 3,500 7,000 3,50
OHIO (a) 0.618 - 6.24 9 5,000 - 200,000 1,450 2,900 1,45
OKLAHOMA 0.5 - 5.5 7 1,000 - 8,701 1,000 2,000 1,000
OREGON (a) 5.0 - 9.0 3 2,900 - 7,300 169 338 169
PENNSYLVANIA 3.07 1 ---Flat rate——- e None-----------
RHODE ISLAND 25.0% Federal tax liability — — — _—
SOUTH CAROLINA (a) 0 - 7 6 2,670 - 13,350 3,500 7,000 3,500
SOUTH DAKOTA No State Income Tax
TENNESSEE State Income Tax is Limited to Dividends and Interest Income Only.
TEXAS No State Income Tax
UTAH 5 1 ---Flat rate---
VERMONT (a) 3.6 - 9.5 5 32,550 357,700 3,500 7,000 3,500
VIRGINIA 2 - 5.75 3,000 - 17,000 930 1,860 930
WASHINGTON No State Income Tax
WEST VIRGINIA 3 - 6.5 5 10,000 - 60,000 2,000 4,000 2,00
'WISCONSIN (a) 4.6 - 6.75 4 9,700 - 145,460 700 1,400 70
WYOMING No State Income Tax
(a) 16 states have statutory provision for automatic adjustment of tax brackets, personal exemption or standard deductions to the rate of inflation.
Massachusetts, Michigan, Nebraska and Ohio index the personal exemption amounts only.
Source: The Federation of Tax Administrators from various sources.
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The Sales Tax

Illinois’ sales tax rate is 6.25%, in which 5% goes to the State and the remaining
1.25% goes to local governments (the 1.25% portion is split 1.00% to municipalities,
0.25% portion to counties, unless unincorporated then entire 1.25% is sent to the
county government). The sales tax consists of two matching pairs of taxes: the
retailers’ occupation tax, and the use tax; and the service occupation tax, and the
service use tax. The last State sales tax rate increase (from 4% to 5%) occurred in
1984.

A rate of only 1% applies to food to be consumed off the premises; modifications to
automobiles used by disabled persons; and medicines and medical appliances. This 1%
goes to local governments.

Illinois law also authorizes local governments to impose additional local sales taxes.
Chicago has one of the highest combined sales tax rates for any city in the nation at
10.25% (combining State, municipal, county, RTA, and city sales taxes). A list of the
sales tax rates for all the states is shown below.

Source: www.taxadmin.org.

State Sales Tax Rates
As of January 1, 2008
Exempti
Prescription Non-prescription Prescription Non-prescription
|State Tax Rates Food Drugs Drugs State Tax Rates Food Drugs Drugs
ALABAMA 4 * MONTANA none
ALASKA none NEBRASKA 55 * *
ARIZONA 5.6 * * NEVADA 6.5 *
[ARKANSAS 6 3% (4) * NEW HAMPSHIRE none
(CALIFORNIA (3) 7.25(2) * * NEW JERSEY 7 * * *
(COLORADO 2.9 * * NEW MEXICO 5 * *
[CONNECTICUT 6 * * * NEW YORK 4 * * *
DELAWARE none NORTH CAROLINA (6) 4.25 *(4) *
[FLORIDA 6 * * * NORTH DAKOTA 5 * *
(GEORGIA 4 *(4) * OHIO 55 * *
HAWAIIL 4 * OKLAHOMA 4.5 *
IDAHO 6 * OREGON none
ILLINOIS 6.25 1% 1% 1% PENNSYLVANIA 6 * * *
INDIANA 6 * * RHODE ISLAND 7 * * *
TIOWA 5 * * SOUTH CAROLINA 6 * *
[KANSAS 53 * SOUTH DAKOTA 4 *
[KENTUCKY 6 * * TENNESSEE 7 55% *
LOUISIANA 4 *(4) * TEXAS 6.25 * * *
IMAINE 5 * * UTAH 4.65 1.75% (4) *
IMARYLAND (5) 6 * * * VERMONT 6 * * *
MASSACHUSETTS 5 * * VIRGINIA 52 2.5% (2) * *
MICHIGAN 6 * * WASHINGTON 6.5 * *
MINNESOTA 6.5 * * * WEST VIRGINIA 6 4% (8) *
MISSISSIPPI 7 * WISCONSIN 5 * *
IMISSOURI 4.225 1.225% * WYOMING 4 ) *
* - indicates exempt from tax, blank indicates subject to general sales tax rate.
(1) Some state tax food, but allow a rebate or income tax credit to compensate poor households. They are:HI, ID, KS, OK, SD, and WY.
(2) Includes statewide local tax of 1.0% in California and 1.0% in Virginia.
(3) Tax rate may be adjusted annually according to a formula based on balances in the unappropriated general fund and the school foundation fund.
(4) Food sales are subject to local sales taxes.
(5) Sales tax rate increased from 5% to 6% on 1/3/2008.
(6) Sales tax rate is scheduled to increase to 4.5% on 10/1/2008.
(7) Food sales exempt through 6/30/2008.
(8) Tax rate on food is scheduled to fall to 3% on 7/1/08. Food subject to local tax.
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Motor Fuel Taxes

As shown below, as of January 1, 2008, Illinois had the 28th highest tax rate on motor
fuel in the nation at 20.1 cents per gallon (which includes 1.1 cents in environmental
fees). Across the nation, motor fuel tax rates ranged from 8 cents per gallon in Alaska
to 36 cents per gallon in Washington. Illinois is one of 10 states that also collect
general sales taxes on motor fuel.

.
Motor Fuel Excise Tax Rates
as of January 1, 2008
----Gasoline---- ----Diesel Fuel---- ----Gasohol----

Excise Add'l Total Excise Add'l Total Excise Add'l Total
|state Tax Tax Tax Tax Tax Tax Tax Tax Tax Notes
Washington /8 36.0 36.0 36.0 36.0 36.0 36.0 0.5% privilege tax
Wisconsin 30.9 2.0 329 30.9 2.0 32.9 30.9 2.0 329 /5 Petroleum Inspection fee
West Virginia 20.5 11.7 322 20.5 11.7 322 20.5 11.7 322 Sales tax added to excise
Pennsylvania 12.0 19.2 31.2 12.0 26.1 38.1 12.0 19.2 31.2 Oil franchise tax
Rhode Island 30.0 1 31.0 30.0 1 31.0 30.0 1 31.0 LUST tax
[North Carolina 29.9 0.25 30.15 29.9 0.25 30.15 29.9 0.25 30.15 /4 Inspection tax
Ohio 28.0 28.0 28.0 28.0 28.0 28.0 Plus 3 cents commerical
[Maine 27.6 27.6 28.8 28.8 27.6 27.6 5
[Montana 27.0 27.0 27.75 27.75 27.0 27.0
Idaho 25.0 1.0 26.0 25.0 1.0 26.0 225 1.0 235 Clean water tax /7
Connecticut 25.0 25.0 37.0 37.0 25.0 25.0
Utah 24.5 24.5 24.5 24.5 24.5 24.5
New York 8.0 16.4 24.4 8.0 14.65 22.65 8.0 16.4 24.4 Sales tax applicable, Petrol. Tax
Nevada /1 24.0 0.055 24.055 27.0 27.0 24.0 0.055 24.055 Inspection fee
Kansas 24.0 24.0 26.0 26.0 24.0 24.0
(Oregon /1 24.0 24.0 24.0 24.0 24.0 24.0
Nebraska 23.0 0.9 23.9 23.0 0.3 23.3 23.0 0.9 23.9 Petroleum fee /5
Maryland 235 235 24.25 24.25 235 23.5
Delaware 23.0 23.0 22.0 22.0 23.0 23.0 Plus 0.5% GRT
North Dakota 23.0 23.0 23.0 23.0 23.0 23.0
Colorado 22.0 22.0 20.5 20.5 22.0 22.0
South Dakota /1 22.0 22.0 22.0 22.0 20.0 20.0
|Arkansas 21.5 215 225 225 21.5 21.5
Tennessee /1 20.0 1.4 214 17.0 1.4 18.4 20.0 1.4 21.4 Petroleum Tax & Envir. Fee
[Kentucky 19.6 1.4 21.0 16.6 1.4 18.0 19.6 1.4 21.0 Environmental fee /4 /3
Massachusetts 21.0 21.0 21.0 21.0 21.0 21.0
lowa 20.7 20.7 225 225 19.0 19.0
Illinois /1 19.0 1.1 20.1 21.5 1.1 22.6 19.0 1.1 20.1 Sales tax add., env. & LUST fee /3
Louisiana 20.0 20.0 20.0 20.0 20.0 20.0
[Minnesota 20.0 20.0 20.0 20.0 20.0 20.0
Texas 20.0 20.0 20.0 20.0 20.0 20.0
[ Vermont 19.0 1.0 20.0 25.0 1.0 26.0 19.0 1.0 20.0 Petroleum cleanup fee
Dist. of Columbia 20.0 20.0 20.0 20.0 20.0 20.0
New Hampshire 18.0 1.625 19.625 18.0 1.625 19.625 18.0 1.625 19.625 0il discharge cleanup fee
Michigan 19.0 19.0 15.0 15.0 19.0 19.0 Sales tax applicable
New Mexico 17.0 1.875 18.875 21.0 1.875 22.875 17.0 1.875 18.875 Petroleum loading fee
Georgia 7.5 11.0 18.5 7.5 123 19.8 7.5 11.0 18.5 Sales tax added to excise
Mississippi 18.0 0.4 18.4 18.0 0.4 18.4 18.0 0.4 18.4 Environmental fee
Alabama /1 16.0 2.0 18.0 19.0 19.0 16.0 2.0 18.0 Inspection fee
Arizona 18.0 18.0 18.0 18.0 18.0 18.0 3
California 18.0 18.0 18.0 18.0 18.0 18.0 Sales tax applicable
Indiana 18.0 18.0 16.0 16.0 18.0 18.0 Sales tax applicable /3
Missouri 17.0 0.55 17.55 17.0 0.55 17.55 17.0 0.55 17.55 Inspection fee
Virginia /1 17.5 17.5 17.5 17.5 17.5 17.5 6
Hawaii /1 17.0 17.0 17.0 17.0 17.0 17.0 Sales tax applicable
(Oklahoma 16.0 1.0 17.0 13.0 1.0 14.0 16.0 1.0 17.0 Environmental fee
[South Carolina 16.0 16.0 16.0 16.0 16.0 16.0
Florida /2 4.0 11.6 15.6 16.8 122 29.0 4.0 11.6 15.6 Sales tax added to excise /2
New Jersey 10.5 4.0 14.50 135 4.0 17.50 10.5 4.0 14.50 Petroleum fee
Wyoming 13.0 1 14.0 13.0 1 14.0 13.0 1 14.0 License tax
Alaska 8.0 8.0 8.0 8.0 8.0 8.0
Federal 18.3 0.1 18.4 24.3 0.1 24.4 13.0 0.1 13.1 /7 LUST tax
[Note: The tax rates listed are fuel excise taxes collected by distributor/supplier/retailers in each state. Additional taxes may apply to motor carriers. Carrier taxes are coordinate by IFTA.
[SOURCE: www.taxadmin.org
/1 Tax rates do not include local option taxes. In AL, 1 - 3 cents; HI, 8.8 to 18.0 cent; IL, 5 cents in Chicago and 6 cents in Cook county (gasoline only); NV, 4.0 to 9.0 cents; OR, 1 to 3 cents; SD and TN, one cent; and VA 2%.
/2 Local taxes for gasoline and gasohol vary from 10.2 cents to 18.2 cents. Plus a 2.07 cent per gallon pollution tax.
/3 Carriers pay an additional surcharge equal to AZ-8 cents, IL-6.3 cents (g) 6.0 cents (d), IN-11 cents, KY-2% (g) 4.7% (d).
/4 Tax rate is based on the average wholesale price and is adjusted quarterly. The actual rates are: KY, 9%; and NC, 17.5¢ + 7%.
/5 Portion of the rate is adjustable based on maintenance costs, sales volume, cost of fuel to state government, or inflation.
/6 Large trucks pay an additional 3.5 cents.
/7 Tax rate is reduced by the percentage of ethanol used in blending (reported rate assumes the max. 10% ethanol).
/8 Tax rate scheduled to increase to 37.5 cents on July 1, 2008.
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Overall State Government Tax Burden

While the rates of single taxes are important, many are not as concerned with one tax,
as much as they are with the impact of all State taxes combined. This is where looking
at the overall state government tax burden can be a desired comparative method.

According to tax revenue statistics from the U.S. Census Bureau, in the category of
state government tax revenue, Illinois had the 6th highest amount of revenues collected
in 2007 and was the highest ranked state in the Midwest Region in total dollars.
California had the highest dollar amount overall. But on a per-capita basis, Illinois
ranked 32nd in the nation with an amount of $2,297 per capita. Illinois’ ranking in this
category has fallen over the last several years from 24th in 2004 to its current ranking
of 32nd. The national per-capita rate was $2,487.

Whether it is better for a state to be ranked high or low is open to interpretation. When
observing revenue-related rankings on a per-capita basis, some believe that if a state is
able to financially survive on tax rates that create relatively low per-capita figures, the
better the financial situation for the people of that state. Others, however, would view
low per-capita figures as missed opportunities for revenue growth, and subsequent
program spending.

A chart displaying Illinois’ ranking in the category of state government tax revenue on
a per-capita basis is shown below. The Commission provides a more detailed look at
per-capital collections for specific revenue sources in its 2008 edition of “Illinois
National Rankings in State Government Financing”, which can be obtained at:
http://www.ilga.gov/commission/cgfa2006/Resource.aspx?id =227.

Per Capita State Government Tax Revenue in 2007
(National Per Capita =$2,487)

Missouri (47th) $1,821
Ohio (38th) $2,164 Illinois' Historical
Ranking

Towa (37th) $2,165 2003: 30th

Indiana (35th) $2,222 2004: 24th

B 2005: 29th

Nlinois (32nd) ] $2,297 2006: 31st

Kentucky (31st) 2007: 32nd

Michigan (29th)
Wisconsin (19th)

$5,037

Alaska (1st)

$0 $1,000 $2,000 $3,000 $4,000 $5,000 $6,000
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Tax Incentive Programs Offered by States

On the following two pages are tables from the November 2008 edition of Site Selection
Magazine that provide a glance of various business tax incentives throughout the nation.

The first table summarizes the different programs states offer for financial assistance
for industries throughout the country. The second table summarizes the state tax
incentives available for businesses. These tables allow for a quick comparison between
the types of incentives that Illinois and other states offer.

The website for the provided material is shown below. Any questions regarding the
data used in these tables can be addressed through this website.

http://www.siteselection.com/issues/2008/nov/State-Incentives/State-Incentives.pdf/

Below is an excerpt from Site Selection and their discussion on State tax incentives.
While understandably biased, this provides a look at what kinds of incentives that the
magazine states that businesses are seeking.

Job creation incentives tools must evolve along with the trends in the
marketplace. Over the past few years, we have found an increasing
willingness among senior state officials and legislatures to listen to the
merits of a more flexible and market-based approach to incentives,
resulting in changes in statutes, regulations and contract terms. States
that have updated their incentives programs have become more
competitive, and have enabled many companies to obtain incentives for
their non-traditional workers.
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CHART 1: Financial Assistance for Industry*
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MASSACHUSETTS ] ] ] % ] ] ] ] ] ] ] ] % ] % %
MICHIGAN . . . . . . . . . . . . .y
MINNESOTA . . . "3 . . . . * "3 . . . . . .
MISSISSIPPI . . . . . . #15 | *15 . . 15 | *15 .2 . .
MISSOUR] . .y . . . . . . . . . . . .
MONTANA * * * * * * * * * * * * * *
NEBRASKA . . . . - . . . . . . . . LF . . .
NEVADA . . . . . .
NEW HAMPSHIRE | + * * *31 | 2 21|+ * * 2 | e *
NEW JERSEY . . ) L] . . . . . . - - .
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PENNSYLVANIA . . . . . . 313 . . . . . . . . . . .
RHODE ISLAND ] ] ] . . ] ] ] ] ] ] . . - .

SO0UTH CAROLINA . . . . . . *7
S0UTH DAKOTA o o = = = o o *l o] = o

TEMMNESSEE * * * * * 7 1 1 *m -] * 3 *
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UTAH . . L] L] . . .97
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Notes for this table can be found at www.siteselection.com/issues/2008/nov/State-Incentives/State-Incentives.pdf.
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CHART 2: Tax Incentives for Industry*
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WISCONSIN L] ] . . . . . L] *3 . .
WYOMING *25 *25 * * *
STATE TOTALS L] 1 2 a0 M n a7 L] 50 a5 5 8 12 a2 ]

Notes for this table can be found at www.siteselection.com/issues/2008/nov/State-Incentives/State-Incentives.pdf.
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Business Climate Rankings by State

For Illinois to succeed in attracting and retaining businesses, the State must
continuously evaluate their business climate and compare itself to other states across the
country. This means reviewing policies, tax structures, and various other factors in the
business industry to see how Illinois compares to the nation. If Illinois is perceived
inadequate in any area, changes may be necessary to keep the State competitive in the
business world. On the other hand, areas where Illinois is shown to be comparatively
strong could be looked at as the focus for promoting Illinois to the business community
or as an opportunity for revenue growth through the adjustments of perhaps over-
zealous tax incentives.

So how does Illinois compare to other states? This is a difficult question to answer
because there are numerous factors that could affect the business climate of a state.
What may be important to one state may not be as important to another state in
attracting jobs. The importance also depends on the type of company that is doing
business in a particular area. While difficult, several studies throughout the country
have attempted to answer this question of how states compare by quantifying factors
that they consider important to businesses. By quantifying these factors, these studies
are able to provide rankings that help compare the business climate of one state to
another.

This portion of the report will focus on four of these national studies, the State Business
Tax Climate Index, The Small Business Survival Index, Beacon Hill’s Competitiveness
Reports, and the Economic Freedom Index. Each of these studies has their own ways
of evaluating the business climate of a state. Sometimes the same variables are used in
each study, while some studies utilize unique variables in their evaluation. And even if
the same variable is used, the weight that each variable holds in comparison to other
variables in the study may differ. Because of these factors, the rankings of each state
can vary to the point where one state may rank high in one study, but rank poorly in
another.

The following pages provide a summary of each study and displays how Illinois ranks
in comparison to the rest of the nation. For each of these studies, the overall rankings
are shown along with a short synopsis of how these rankings were conceived.
Following these summaries is an evaluation of the rankings and a discussion of what
some believe these rankings actually tell us. The first study that will be discussed will
be the State Business Tax Climate Index.
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State Business Tax Climate Index

There are numerous factors that go into a company’s decision to headquarter in a
particular location.  An article from faxfoundation.org emphasizes this point,
“Companies will locate where they have the greatest competitive advantage. States with
the best tax systems will be most competitive in attracting new businesses and be the
most effective at generating economic and employment growth.” For Illinois to be able
to land and then keep corporations in Illinois, they must compare favorably with
surrounding states.

While it is difficult to know what each business’s deciding factor is for making a
decision where to locate, a study by the Tax Foundation attempts to compare the
business climate of the fifty states by quantifying several factors into a single index.
This index, called the State Business Tax Climate Index (SBTCI), is, in their words,
“designed to measure the competitiveness of each state’s tax system so lawmakers, the
media and the public alike can gauge how their state compares to other states”.

The SBTCI places 112 different variables into five component indexes that each
measures a different sector of a state’s business tax climate. The five component
indexes are the Corporate Tax Index, Individual Income Tax Index, Sales Tax Index,
Unemployment Tax Index, and Property Tax Index. The total score for each state is
calculated based on the scores for each of the five component indexes.

The results of the study are shown on the following two pages. The study ranked
Illinois as having the 23™ best State Business Tax Climate in the nation for FY 2009.
The highest ranked states were Wyoming, South Dakota, and Nevada. The lowest
ranked states were New Jersey, New York, and California. Rankings of states
surrounding Illinois include Indiana (14™), Missouri (16™), Wisconsin (38™), Kentucky
(34™), and Iowa (44th). Illinois’ ranking of 23" was a slight improvement from their
FY 2007 ranking of 25th.

Looking at each component of the index individually, Illinois ranked in the top half in
the individual income tax index (10™), but was in the lower half of the rankings for the
corporate tax index (28™), sales tax index (39"™), unemployment insurance tax index
(43, and property tax index (41%). For more information regarding the findings of
this study, please see the Tax Foundation’s website at www.taxfoundation.org.
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State Business Tax Climate Index, 2008-2009

FY 2009 State Business
Tax Climate Index

FY 2008 State Business
Tax Climate Index

Change from
2008 to 2009

State Score Rank Score Rank Score Rank
U.S. 5.00 - 5.00 -

Alabama 5.33 21 5.38 20 -0.05 -1
Alaska 7.33 4 7.28 4 0.05 0
Arizona 5.27 22 5.30 21 -0.03 -1
Arkansas 4.90 35 4.90 37 0.00 2
California 4.15 48 3.99 48 0.16 0
Colorado 5.93 13 5.94 12 -0.01 -1
Connecticut 4.84 37 4.95 36 -0.11 -1
Delaware 6.02 10 6.05 10 -0.03 0
Florida 6.93 5 6.93 5 0.00 0
Georgia 5.19 27 5.21 26 -0.02 -1
Hawaii 5.24 24 5.26 22 -0.02 -2
Idaho 5.12 29 5.19 29 -0.07 0
Illinois 5.27 23 5.23 23 0.04 0
Indiana 5.91 14 5.99 11 -0.08 -3
Iowa 4.37 44 4.42 45 -0.05 1
Kansas 5.10 31 5.03 33 0.07 2
Kentucky 4.98 34 4.97 34 0.01 0
Louisiana 5.01 33 4.95 35 0.06 2
Maine 4.71 40 4.68 40 0.03 0
Maryland 4.33 45 5.23 24 -0.90 21
Massachusetts 5.03 32 5.05 31 -0.02 -1
Michigan 5.34 20 5.22 25 0.12 5
Minnesota 4.64 41 4.68 41 -0.04 0
Mississippi 5.37 19 5.39 19 -0.02 0
Missouri 5.60 16 5.61 15 -0.01 -1
Montana 6.29 6 6.32 6 -0.03 0
Nebraska 4.58 42 4.53 43 0.05 1
Nevada 7.38 3 7.38 3 0.00 0
New Hampshire 6.17 8 6.27 7 -0.10 -1
New Jersey 3.92 50 3.84 50 0.08 0
New Mexico 5.19 26 5.19 28 0.00 2
New York 4.02 49 4.06 47 -0.04 -2
North Carolina 4.76 39 4.64 42 0.12 3
North Dakota 5.10 30 5.03 32 0.07 2
Ohio 4.16 47 4.11 46 0.05 -1
Oklahoma 5.44 18 5.41 18 0.03 0
Oregon 6.06 9 6.06 9 0.00 0
Pennsylvania 5.17 28 5.18 30 -0.01 2
Rhode Island 4.20 46 3.98 49 0.22 3
South Carolina 5.24 25 5.20 27 0.04 2
South Dakota 7.51 2 7.51 2 0.00 0
Tennessee 5.47 17 5.49 17 -0.02 0
Texas 6.28 7 6.21 8 0.07 1
Utah 5.98 11 5.53 16 0.45 5
Vermont 4.55 43 4.44 44 0.11 1
Virginia 5.73 15 5.78 14 -0.05 -1
Washington 5.94 12 591 13 0.03 1
West Virginia 4.88 36 4.84 38 0.04 2
Wisconsin 4.79 38 4.76 39 0.03 1
Wyoming 7.53 1 7.64 1 -0.11 0
District of Columbia 4.55 - 4.49 - 0.06

Note: The higher the score the better, the more favorable a state's tax system is for business.

Source: Tax Foundation: http://www.taxfoundation.org/files/bp58-es.pdf
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Major Components of the State Business Tax Climate Index, FY 2009

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

Note: Rankings do not average across to total. States without a given tax rank equally as number 1.
Source: Tax Foundation
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The Small Business Survival Index

In December 2008, the Small Business and Entrepreneurship Council released its 13"
edition of the “Small Business Survival Index”. This report ranks the 50 states
according to some of the major government-imposed or government-related costs
affecting investment, entrepreneurship, and business. The Index ranks the states
according to their public policy climates for entrepreneurship by tying together 34
major government-imposed or government-related costs impacting small businesses and
entrepreneurs across a broad spectrum of industries and types of businesses. The
Council believes that the “Small Business Survival Index manages to capture much of
the governmental burdens affecting critical economic decisions—particularly affecting
investment and entrepreneurship—state by state.”

Under the Small Business Survival Index (SBSI), the authors state that the lower the
index number, the lighter the governmental burdens, and the better the environment for
entrepreneurship. They report the SBSI as “a measure by which states can be
compared according to how the state and local governments treat small business and
entrepreneurs. In essence, it is a comparative measure of economic incentives relating
to government policies: the lower the “Small Business Survival Index” number, the
greater the incentives to invest and take risks in that particular state.”

Overall, Illinois ranked 24™ in the nation in the SBSI. The below table shows how
Illinois fared in each of the main categories that make up the overall ranking.

Small Business Survival Index (SBSI) 2008: State Rankings
(How Illinois Ranked in each of the Major Categories of the Index)

Category of SBSI Rank
Personal Income Tax Rates 10th
Individual Capital Gains Tax Rates 12th
Corporate Income Tax Rates 28th
Corporate Capital Gains Tax Rates 29th
State and Local Property Taxes 40th
State and Local Sales, Gross Receipts and Excise Taxes 23rd
Adjusted Unemployment Taxes 20th
Number of Health Insurance Mandates 29th
Electric Utility Costs 29th
Workers' Compensation Benefits Per $100 of Covered Wages 28th
Crime Rate 22nd
Number of Government Employees per 100 Residents 7th
State Gas Taxes 49th
State Diesel Taxes 48th
State and Local Government Six-Year Spending Trends 18th
State and Local Government Expenditures 27th
Highway Cost Effectiveness 34th
OVERALL RANKING 24TH
Source: http://www.sbecouncil.org/uploads/sbsi%202008%5B1%5D1.pdf
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While Illinois ranks near the middle of the pack in most categories, their ranking is
relatively high in the areas of “personal income tax rates” and “number of government
employees per 100 residents”, but relatively low in categories relating to motor fuel
taxes and in the category of “State and Local Property Taxes.”

It should be noted that if Illinois increased their individual income tax rate from 3% to
4.5%, as proposed by Governor Quinn, Illinois’ ranking in that specific category would
drop from 10" to 16™ (of course, depending on what other states do). Similarly, the
proposal to increase the corporate income tax rate from 4.8% to 7.2% (or 7.3% to
9.7% if including the corporate replacement tax) would drop Illinois’ ranking under this
index category from 28" to 48™). It is not clear what these proposals would do to the
overall ranking.

Below are the overall 2008 rankings of the Small Business Survival Index for all 50
states. As shown, Illinois ranks 24" overall in this index.

Small Business Survival Index (SBSI) 2008: State Rankings
(Ranked from the Friendliest to the Least Friendly Policy Environments for Entrepreneurship)
Rank State SBSI Rank State SBSI
1 South Dakota 26.357 26 Wisconsin 57.601
2 Nevada 30.447 27 Louisiana 57.752
3 Wyoming 37.255 28 New Hampshire 57.795
4 Florida 43.824 29 New Mexico 58.054
5 Washington 44.325 30 Arkansas 58.511
6 Texas 45.543 31 Kansas 58.965
7 South Carolina 48.012 32 Oregon 60.420
8 Alabama 48.807 33 Montana 60.625
9 Virginia 49.073 34 Delaware 60.856
10 Colorado 50.170 35 Idaho 61.514
11 Tennessee 51.310 36 Nebraska 62.359
12 Georgia 52.330 37 Connecticut 62.685
13 Arizona 52.535 38 Maryland 63.289
14 Missouri 52.880 39 North Carolina 63.930
15 Utah 53.028 40 West Virginia 65.384
16 Alaska 53.228 41 Hawaii 67.395
17 Mississippi 53.367 42 Iowa 68.354
18 Ohio 53.853 43 Vermont 70.316
19 Michigan 54.180 44 Massachusetts 71.239
20 Indiana 54.325 45 New York 71.835
21 Oklahoma 54.551 46 Minnesota 71.910
22 North Dakota 56.206 47 Rhode Island 72.671
23 Kentucky 56.373 48 Maine 74.553
24 Illinois 56.404 49 California 77.358
25 Pennsylvania 57.108 50 New Jersey 78.130
Source: http://www.sbecouncil.org/uploads/sbsi%202008 %5B1 %5D1.pdf
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The State Competitiveness Report

Another report comparing the business climate of states across the country comes from the
Beacon Hill Institute at Suffolk University with their release of its Eighth Annual

Competitiveness Report.

The Institute claims that their report offers a “measure of the

microeconomic foundations of prosperity at the state level” and offers a “compelling
measure of economic success or failure.”

The focus of this report is to identify the qualities that allow some areas to excel in income
generation and the qualities that inhibit other areas from attaining the same level of
competitiveness. A state is considered competitive if it “has in place the policies and
conditions that ensure and sustain a high level of per capita income and continues growth.”
The Institute states, “To achieve this, a state should be able both to attract and incubate
new businesses and to provide an environment that is conducive to the growth of existing

firms.”

Components of Sub-Indexes for the Competitiveness Report

Sub-Index
Government &
Fiscal Policy

Competititiveness Indicators Index ("objective')

State and local taxes per capita/income per capita (-)

Workers' compensation premium rates (-)

Bond rating (composite of S&P's and Moody's, scal 1-25 (+)

Budget surplus as % of Gross State Product (+)

Average benefit per first payment for unemployed (-)

Full-time-equivalent state and local government employees per 100 residents (-)

Security

Crime index per 100,000 inhabitants (-)
% Change in crime index, 2005-2006 (-)
Murders index per 100,000 inhabitants (-)
The BGA Integrity Index (+)

Infrastructure

Telephone pnetration (combined Fed/state/local taxes as % of price) (+)
High=speed lines per 1000 (+)

Air passengers per capita (+)

Travel time to work (-)

Electricity prices per million BTU (-)

Median monthly housing costs (-)

Human Resources

% of population without health insurance (-)

% of population aged 25 and over that graduated from high school (+)
Unemployment rate, not seasonally adjusted (-)

% of students enrolled in degree-granting institutions per 1000 (+)

% of adults in the labor force (+)

Infant mortaility rate in deaths per 1000 live births (-)

Non-federal physicians per 100,000 inhabitants (+)

% of students at or above proficient in mathematics. Grade 4 public schools (+)

Technology

Academic R&D per $1,000 GSP (+)

NIH support to instititions in the state, per capita (+)

Patents per 100,000 inhabitants (+)

Science and engineering graduate students per 100,000 inhabitants (+)
Science and engineering degrees awarded per 100,000 inhabitants (+)
Scientists and engineers as % of labor force (+)

Emplovment in high-tech industry as a % of total employment (+)

Business
Incubation

Deposits in commercial banks and savings institutions, per capita (+)

Venture capital available per capita (+)

Employer firm births per 100,000 inhabitants (+)

IPO (A weighted measure of the value and number of initial public Stock offerings of
companies as a share of Gross State Product) (+)

% of labor force that is represented by unions (-)

Minimum wage (-)

Openness

Exports per capita, $ (+)
Incoming foreign direct investment per capita, $ (+)
% _of population born abroad (+)

Environmental
Policy

Toxic release inventory, pounds/1000 sq. miles (-)
Carbon emission per 1000 sq miles (-)
Air quality (% good average days)(+)

Source: www.beaconhill.org

-40-

As shown to the left, in
an effort to quantify the
level of competitiveness,
the Institute classifies
indicators into  eight
groups: Government and
fiscal policies, security,
infrastructure, human
resources, technology,
business incubation,
openness, and environ-
mental policy.  These
indicators are used to
create a competitiveness
indicator index.

The report emphasizes
that the central goal of
this report is to,
“engage everyone in
thinking about how best
to improve long term
economic growth, while
expanding and main-
taining high levels of
personal income.”

Illinois’ ranking in the
study and how it
compares nationally are
shown on the following

page.



Overall, Illinois ranked 33™ in the nation for this competitiveness index. Its highest
ranking in the sub indexes came in the area of “openness” (ranked 10™), which is
defined as “how connected the firms and people in a state are with the rest of the
world...based on the level of exports, as well as the percent of the population born
abroad.” The lowest ranking came in the sub index of infrastructure. Further details
of these rankings can be found at the Institute’s homepage at www.beaconhill.org.

Subindexes, Rankin 2008
Overall Gov;:r'::rscal InfrStre R:sl:mmurac:s Tech Biz Incub. Openness Enviro Plcy
oy Index Rank | 1 R | R 1 R
Alabama 3.38 48| 4.97 29| 3.01| 48] 4.57| 28] 3.72| 46| 4.55 33| 4.45] 37| 4.66] 36| 467 34
Alaska 4.82 24| 272 50| 4.97| 28| 5.37| 16| 4.50| 34| 411 38| 3.26| 50| 7.08 1| 568 11
Arizona 5.10 22| 6.20 8| 4.45| 36| 5.03] 27| 4.81] 32| 4.69 32] 5.44| 12| 5.23| 16| 4.46| 39
Arkansas 4.03| 43| 5.23| 23| 3.95| 43| 4.84| 32| 4.01| 43| 3.58| 49| 535| 14| 4.37| 45| 570/ 10
California 4.70 25| 3.19 47) 561 18| 3.31| 48| 4.18| 37| 592 | 5195 18] 6.03 4] 487 32
Colorado 6.73 4| 497| 30| 6.52] 1| 567| 5| 542| 20| 6.21 4| 609 6| 4.71] 34| 573 9
Connecticut 5.16 21| 4.01 43| 6.22 2| 4.32| 38] 5.74| 13| 5.86 7] 454 36| 533 12| 442 41
fCelaware 5.37 15| 5.05| 24| 4.40| 38| 4.80| 33| 5.10| 25| 5.50| 14| 853] 1| 5.27| 14| 252| 50
[Florida 4.58 32| 6.74 1| 3.80| 45| 3.64) 47| 4.23| 36| 3.99| 43| 561 11| 5.28| 13| 5.07| 26
[Georgia 4.28 37| 5.88 9| 2.89| 49| 5.21| 20| 3.70| 47| 4.45| 36| 645 4| 480 28| 450 38
[Hawaii 3.94| 45| 3.14| 48| 534| 25| 4.00] 43| 5.46| 18| 4.51| 34| 3.53| 48| 457| 21| 541] 19
fidaho 6.58 5| 5.33| 20 575/ 13| 6.83| 3| 5.13| 24| 520/ 19| 629] 5| 470 35 589 7
Ihiinois 4.45 33| 4.68| 35| 456| 33| 4.27| 40| 4.81] 31| 501| 24| 437 39| 534| 10| 451] 30
indiana 4.37 36| 633 6| 456| 34| 532| 18| 4.85| 30| 4.48| 35| 436| 40| 458| 20| 3.45| 48
fiowa 5.74 12| 537| 19| 573| 14| 619 6| 632] 5| 500 25| 3.79| 46| 4.64| 37| 552| 16
fkansas 5.62 18| 457 31| 4.84) 30| 560 12| 5.82) 12| 503| 23| 4.88] 25| 4.85| 25| 551 B
fkentucky 4.21 38] 3.56| 44| 545] 20| 5.42| 15| 4.06| 42| 3.97| 44| 4.65| 34| 502| 19| 4.81] 33
lLovisiana 3.30 45| 4.74| 33| 187| 50| 4.53]| 29| 3.21) 45| 3.93| 45| 489 24| 554| 7| 450] 31
[maine 4.70 26| 3.84] 45| 6.11] 5| 4.50| 35| 5.64| 14| 3.87| 46| 4.73] 28| 4.49] 43| 5592 5
IMaryland 4.66 28| 4.58| 28| 451] 35| 3.11| 49| 5.61| 15| 7.29 2| 5.35| 15| 4.79] 29| 3.72| 46
IMassachusetts 7.33 1| 471| 34| 6d6[ 3| 421| 41| 7.09| 1| 883 1| 695 3| 539] 9| 428/ 43
Imichigan 4.60 30| 5.02| 26| 4.82| 31| 5.33| 17| 4.53| 33| 528 18| 3.36| 49| 5.08| 18| 5.13] 24
[Minnesota 6.17 7| 501| 27| 5.80[ 12 569| 8| 654 2| 579 10| 472| 30| 4.84| 26| 548 18
Imississippi 3.12 50| 5.88)| 10| 4.23| 42| 3.99| 44| 2.30| 50| 3.77| 48| 4p1| 35| 4.25| 48| 521] 22
Imissouri 4.61 29| 6.20 7| 437| 40| 40| 34| 490 27| 4.86| 28| 468| 32| 448| 44| 499 29
Imentana 5.88 10| 477 32| 609] 6| 698 2| 5.27| 22| 4.81] 29| 515 18] 4.18] 50| 598 4
Inebraska 5.68 14) 551| 16| 592| 10| 513| 25| 6.08) 8| 496| 26| 4.73| 29| 4.53| 42| 557| 14
Inevada 5.64 15| 6.57 2| 444 37| 7.22] 1| 4.06| 41| 3.34| 50| 575 8| 533 11| 511] 25
[vew Hampshire 5.63 17) 539| 18| 563| 16| 4.41| 36| 6.24] 6| 576| 11| 4.87| 26| 4.60| 38| 538] 20
INewJersey 4.15 421 291 49| 6.01 8| 3.50| 46| 5.39| 21| 4.39% 27| 5.11| 20| 566 6| 3.28| 48
[vew Mexico 4,39 34| 5.03] 25| 3.67| 46| 516 22| 4.17) 38| 545| 15| 4.80( 27| 457| 40| 534] 2
INew York 4.38 350 3.21 46| 5.62| 17| 2.13| 50| 5.45| 15| 5.57 13| 4.66| 33| 574 5 5.04] 27
INoﬂh Carolina 4.68 27| 5.55 15| 4.24| 41| 5.59| 13| 4.15| 35| 5.04 22| 5.6B 9| 472 33| 43| 42
INoﬂh Dakota 6.75 3| B.39 5| 6.14 4| 600 7| 648] 4| 520 200 4.53| 23| 454 41| 6.13 1]
{onhio 3.85 44| 418 40| 559 19| 5.64| 10| 4.89| 28| 473 31| 3.82| 45| 477| 31| 349 47
Oklahoma 4.17 40| 4.34 38| 4.60] 32] 5.13] 23] 4.39] 35| 4.10 39] 5.08] 21| 4.33| 47| 560 13
Oregon 5.97 8| 5.78 12| 5.38| 21| B.52 5| 4.88| 29| 5.40 17| 4.18| 42| 525| 15| 549 17
fPennsylvania 4.18 39| 448 36| 5.38] 22| 4.40] 37] 548 17| 544 16| 4.17| 43| 458 35| 355 45
[Rhode Island 4.58 31| 4.21 39| 5.64| 15| 3.91| 45| 5.15| 23| 556 5| 4.39| 38| 487 24| 466| 35
South Carolina 3.93 46| 5.71 13| 3.52| 44 5.11| 28| 3.50] 48] 4.00 42| 4.97| 22| 492 23| 451 37
South Dakota 5.75 11| 5.87 11| 5.37| 23| 557| 14| 584 11| 4.12 37| 5.61| 10| 4.23| 49| 6.12 2]
Tennessee 4.16 41| 649 3| 3.53| 47] 5.24| 18] 3.75| 45| 4.04] 41| 529 17| 4.77] 30| 4.43] 40
Texas 4.94 23| 5.25 21| 4.38| 39| 4.02| 42| 3.87| 44| 4.78 30] 5.38] 13| 6.11 3| 5.15] 23
futah 6.79 2| B45 4| 499 27| 560 11| 618 7| 570 12| 7.56 2| 455] 22| 464 36
Vermont 5.68 13| 4.03 42) 4.4 29| 4.85| 31| 6.48| 3| 645 3| 3.99] 44| 510 17| 6.07 El
Virginia 5.64 16| 5.62 14| 5.01| 26| 513| 24| 5.03| 28| 5.80 9] 5.85 7| 480 27| 501| 28
Washington 6.57 6| 5.24 22| 6.02 7] 4.30] 38] 5.53| 1B| 5.83 8| 4pB8| 31| 648 2] 5.80 8|
West Virginia 3.70 47| 547 17| 6.00 9| 4.89| 30| 4.13| 40| 3.79 47| 3.66| 47| 4.35| 4| 411 44
Wisconsin 5.33 200 4.41 37| 5.81] 11] 5.9 21 5.57| 10| 5.08 21) 4.33] 41| 475 32| 557 15
Wyoming 5.94 9| 4.04| 41| 536| 24| 678 4| 598| 9| 4.07| 40| 534| 16| 542 8| 5.64| 12
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U.S. Economic Freedom Index

In September 2008 the Pacific Research Institute released the 2008 edition of the U.S.
Economic Freedom Index. The Index self-proclaims itself as “an important tool for
measuring how friendly, or unfriendly, each state government is toward free enterprise and
consumer choice.”

In order to create an index to quantify “economic freedom”, the study collected and ranked
143 indicators comprised of 209 underlying variables from five sectors for each state.
These five sectors are the fiscal sector, the regulatory sector, the judicial sector, the
government-size sector, and the welfare-spending sector. Specifics of the components of
each sector can be found at the report’s website at www.pacificresearch.org.

Below is a copy of the overall rankings from the 2008 report. As shown, Illinois ranks 27™
overall, which is an improvement from their ranking of 46™ in 2004. The highest ranked
state was South Dakota. The report states that some of the main reasons that South Dakota
received this ranking was because it has no corporate income tax, no personal income tax,
no personal property tax, no business inventory tax, no inheritance tax, and was ranked as
having the best business climate for entrepreneurs by the Small Business Survival
Foundation.

U.S. Economic Freedom Index

2008 2004 1999 2008 2004 1999
Rank _State ScoreRank Rank Rank_State Score Rank Rank
1 South Dakota 14.54115 5 26 Minnesota 20.92 44 43
2 Idaho 14.81]4 1 27 Illinois 21.16 46 36|
3 Colorado 14,9112 14 28 Florida 21.16 22 30
4 Utah 15.1615 3 29 Tennessee 21.18 26 19
S Wyoming 15.3919 4 30 Oregon 21.24 29 41
6 Nevada 15.70]12 20 31 Texas 21.32 17 8
7 Oklahoma 16.7416 18 32 Louisiana 21.36 40 31
8 New Hampshire 17.0717 6 33 Massachusetts 21.72 41 47
9 Virginia 17.99]3 2 34 Maryland 21.73 27 35
10 Kansas 18.06]1 10 35 Maine 21.81 30 42
11 Georgia 18.22]19 12 36 North Carolina 21.87 24 17
12 North Dakota 18.56]18 21 37 Washington 21.92 31 40
13 Montana 18.56]21 26 38 West Virginia 22.55 32 32
14 Arkansas 18.82123 15 39 Connecticut 22.669 48 46
15 Missouri 18.90]10 13 40 Kentucky 2271 39 29
16 Alabama 19.03]25 11 41 New Mexico 22.82 37 28
17 South Carolina 19.08113 16 42 Vermont 22 .87 36 34
18 Wisconsin 19.15]38 37 43 Michigan 23.08 34 27
19 Mississippi 19.28]28 9 44 Ohio 23.34 43 33
20 Delaware 19.6118 7 45 Alaska 23.38 33 38
21 Arizona 19.78111 25 46 Pennsylvania 23 88 45 45
22 Towa 19.88]16 24 47 California 23.89 49 44
23 Indiana 19.92114 22 48 New Jersey. 23.94 42 48
24 Hawaii 19.92]35 39 49 Rhode Island 24.18 47 49
25 Nebraska 19.93]120 23 50 New York 27.39 50 50
Source: http://liberty.pacificresearch.org/publications/us-economic-freedom-index-2008-report-2

In contrast, the lowest ranked states were Pennsylvania, California, New Jersey, Rhode
Island, and New York. The report points out that the states with the biggest improvements
in the index were Minnesota, Illinois, and Wisconsin (compared to their ranking in 2004).
Commenting on this fact, the report reads, “There is an economic-freedom renaissance in
the Upper Midwest and it is no accident that they are all neighbors - when one state
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reforms, it puts pressure on it neighbors to improve or be at a competitive disadvantage for
attracting people and capital.”

The table below is a listing of the State rankings by sector. Illinois scores the highest in the
area in the regulatory sector (8"). The state scores in the middle of the pack in the welfare
spending (26™), judicial (30"™), and government size (34™) sectors. Finally, Illinois had its
lowest ranking in the fiscal sector (ranked 40™). For the purposes of this index, the report
states that, “the higher the tax rates and tax revenues, the more that government is violating
economic freedom.” Again, questions and answers regarding these rankings can be
obtained at the study’s website.

Sector Scores and Rankings of the 2008 Economic Freedom Index
Fiscal Regulatory Judicial Government Size Welfare Spendin:
State Score -I_ Rank Score Rank Score Rank Score Rank Score Rank

Alabama 17.83 2 12.22 15 12.07 19 29.29 36 26.56 27
Alaska 24.63 30 12.89 24 12.07 19 26.57 31 38.78 49
Arizona 21.46 14 15.98 43 14.67 32 20.43 11 25.22 23
Arkansas 20.54 10 13.78 31 15.73 37 21.86 13 22.56 17
California 25.63 35 17.76 48 15.93 38 23.29 18 34.22 46
Colorado 19.17 6 12.47 18 10.67 11 16.71 6 15.44 4
Connecticut 29.11 45 13.27 29| 17.47 44 21.86 13 29.33 35
Delaware 27.43 41 10.44 4 23.33 50 15.29 3 19.56 13
Florida 28.54 44 17.36 45 11.80 15 25.29 26 22.78 18
Georgia 18.57 3 10.76 6 11.93 17 30.71 38 23.22 20
Hawaii 21.34 13 14.49 38 14.87 34 16.14 5 29.22 33
Idaho 23.74 26 11.62 10, 8.27 3 20.00 10 11.67 2
Illinois 27.17 40 11.18 8 14.33 30, 28.29 34 26.11 26
Indiana 20.86 11 15.31 39 13.73 25 24.71 22 25.56 25
Towa 23.06 23 12.44 17 11.73 14 29.14 35 25.22 23
Kansas 22.66 20 11.82 13 11.87 16, 31.57 40 17.33 8
Kentucky 23.09 24 13.40 30, 13.93 28 32.43 42 32.67 43
Louisiana 24.11 28 19.09 50 14.80 33 22.86 16 25.11 22
Maine 25.60 33 12.60 20 15.53 36, 22.43 15 31.00 41
Maryland 28.11 43 13.22 28 19.87 47 25.29 26 22.89 19
Massachusetts 25.89 36 10.20 3 22.60 49 23.00 17 26.67 28
Michigan 25.60 33 13.84 32 14.33 30 33.00 45 30.78 40
Minnesota 26.20 38 14.24 36, 10.13 10 27.86 33 26.78 29
Mississippi 18.94 4 11.82 13 8.33 4 34.00 48 27.44 30
Missouri 20.26 9 14.24 36, 11.67 13 32.86 44 20.44 14
Montana 22.66 20 9.96 1 9.53 8 19.71 8 28.78 32
Nebraska 29.63 46 13.07 25 13.80 26 20.86 12 21.11 15
Nevada 26.71 39 11.64 11 10.07 9 10.71 1 15.67 5
New Hampshire 19.77 8 12.71 22 13.07 22 24.57 21 17.78 9
New Jersey 31.46 50 16.64 44| 13.07 21 32.57 43 27.44 30
New Mexico 22.26 18 15.47 41 18.20 46 23.86 19 33.00 44
New York 30.17 48 14.04 35 17.47 43 37.71 50 39.22 50
North Carolina 26.09 37 13.89 33 16.27 39 31.71 41 24.44 21
North Dakota 19.43 7 11.51 9 7.67 1 25.14 25 29.22 33
Ohio 29.94 47 15.62 42 8.20 2 33.71 47 30.56 39
Oklahoma 21.51 15 12.40 16, 8.40 5 29.71 37 16.11 6
Oregon 25.43 32 15.33 40 9.40 7 23.86 20 30.44 38
Pennsylvania 27.69 42 12.56 19 18.13 45 33.14 46 30.22 37
Rhode Island 23.83 27 17.56 46 21.80 48 13.57 2 37.56 48
South Carolina 22.80 22 13.89 33 13.93 28 25.00 24 21.22 16
South Dakota 16.57 1 10.89 7 12.00 18 17.14 7 16.56 7
Tennessee 23.69 25 10.64 5 13.60 24 26.29 29 31.56 42
Texas 24.51 29 18.67 49| 13.87 27 37.43 49 18.44 10|
Utah 20.86 11 10.13 2 8.73 6 15.57 4 19.00 12
Vermont 24.66 31 12.87 23 17.00 42 25.71 28 33.22 45
Virginia 22.09 17 12.67 21 16.93 41 31.14 39 13.11 3
Washington 21.91 16 11.67 12 13.47 23 27.43 32 34.89 47
West Virginia 22.31 19 17.56 46 16.73 40 26.29 29 29.89 36
Wisconsin 31.37 49 13.11 27 11.13 12 19.86 9 18.78 11
‘Wyoming 19.09 5 13.07 25 15.47 35 24.71 22 9.22 1
Source: http://liberty.pacificresearch.org/publications/us-economic-freedom-index-2008-report-2
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What do the Rankings Tell Us?

For each of the studies shown in this report, Illinois’ overall ranking was near the
middle of the pack. On page 46 is a summary of all of the final rankings discussed in

this report including their average ranking. As shown, Illinois’ average ranking was
26.8 for the four studies, which made them the 28™ highest ranked state overall.

When combining all of the rankings together, there are several states that rank high in
each study. South Dakota, Wyoming, Nevada, Colorado, and Utah all score in the top
15 of each study. Conversely, New Jersey, New York, and West Virginia all score in
the bottom 15 of each study. Illinois scores are also consistent, ranking in the middle
of the pack (between 23" and 33™) in all four rankings.

However, the results also present some noticeable differences. For example, although
Illinois’ ranking stayed relatively consistent, Massachusetts had very diverse results. In
the Small Business Survival Index, Massachusetts ranked 44™. However, in the
Competitiveness Report, Massachusetts ranked 1%. The other two studies ranked the
state 23™ and 27™. Idaho ranked 2™ in the Economic Freedom Index, but ranked 29" in
the State Business Climate Index and 35™ in the Small Business Survival Index.

Looking at all the studies, 23 different states could brag that they had a top ten ranking
in one of the studies. Thirty-four different states could boast that they are in the top 20
of a study. Since the results of these states vary so much, the question becomes, which
of these studies accurately show which state is best for business and do these rankings
actually serve a useful purpose? These are questions that the Economic Policy Institute
addressed in their article, “Grading Places: What Do the Business Climate Rankings
Really Tell Us?”. The following is an excerpt from this article.

One might argue that disparities between the indexes is to be expected
because they are attempting to measure different things. The overall
business climate is not the same as a nurturing environment for small
business, nor is “economic freedom” the same as the business tax
climate. Yet all of the organizations creating these indexes assert that
they are measuring something of critical importance to a state’s
economic future and its potential for growth. On that basis, they should
produce roughly consistent results.

The underlying problem with the (four) indexes, of course, is twofold:
none of them actually do a very good job of measuring what it is they
claim to measure, and they do not, for the most part, set out to measure
the right things to begin with. The Small Business Survival Index is in
Jact almost entirely about tax burdens on upper-income residents rather
than about state programs or policies to assist entrepreneurship or small
business growth. The Economic Freedom Index is a sometimes bizarre
collection of policies and laws libertarians love, or love to hate, but few
have any plausible connection to a state’s economic potential.
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