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NEW BUSINESS ESTABLISHMENTS
California ranked first or second in the nation in creating businesses from
2001 to 2009, but plummeted to No. 50 last year. It lost 4,632 businesses.

BUSINESS ON THE RUN:
WHY CALIFORNIA STRUGGLES TO COMPETE

By Mike Perrault
The Desert Sun

CALIFORNIA’S
BUSINESS
CLIMATE
Today: Experts throughout
the nation rank California at
the bottom of states when it
comes to a healthy business
climate.
Monday: California is making
some progress on different fronts
to make it easier and more desirable
to do business here.

CLOSED
FOR BUSINESS

EXAMINE THE DATA
FOR YOURSELF
Visit mydesert.com/bizfriendly
to for an interactive database
showing how California ranks
among the 50 states in terms of
business friendliness and how
states stack up on a variety
factors, particularly tax rates.
Also, read national reports on
California’s business climate.

POLITICS

Last year’s event drew
major protest in valley

By Erica Felci
The Desert Sun

For seven years, the billionaire
brothers Charles and David Koch
hosted private gatherings in the
Coachella Valley that brought to-
gethersomeofRepublicanParty’s
most influential donors and politi-
cians.
But after January’s conference

attracted national publicity, in-
cluding protests and a huge police
presence, it’s not clear whether
they’ll come back.
Rancho Mirage city officials,

which last year got a heads-up
about the VIP guest list, have
heard nothing.
No Koch-related listings have

shown up on the desert’s conven-
tion calendar, as they had in pre-
vious years.
And liberal groups that are ded-

icated to shining a light on the
Kochs’ political activities haven’t
been able to figure outwhere they
are planning to be.
The only evidence that suggests

theKochsmaybebackistheirown
pattern of behavior: In June, the
brothers returned to Colorado for
their summer conference, despite
headlines that had previously giv-
en it away as a favored location.
“It wouldn’t surprise me that, if

they are back in the Palm Springs
area, they’d be looking for a dif-
ferentlocation,”saidDerekCress-
man, western states regional di-
rector for the national govern-
ment watchdog group Common
Cause.
The Kochs are billionaires who

mademostoftheirmoneyinoilbut
whose diverse holdings include
majorhouseholdbrands likeDixie
and Quilted Northern bathroom
tissue.
Since 2003, they have held invi-

tation-only conferences that have
been attended by deep-pocketed
philanthropists, successful busi-
ness leaders, state and federal of-
ficialsandU.S.SupremeCourtjus-
tices.
Their June conference, held at

theRitz-CarltonBeaverCreekRe-
sort near Vail, was attended by
four Republican governors, in-
cluding Texas Gov. Rick Perry,
who is now a front-runner in the
GOP presidential primary.
The resort’s location provided

seclusion from a small crowd of

Are Kochs
planning
another
conference?

alifornia’s mild climate, entrepreneurial spirit, top
colleges, geographical proximity to key markets and
quality of life have long attracted new business. The
state boasts the eighth-largest economy in the world.

But for thousands of business owners, the Golden State is
losing its luster.

C

Please see CALIFORNIA, A6

Elaine Holmes, owner of PJ's
Desert Trophies and Gifts in
Indio. JAY CALDERON/THE DESERT SUN

MORE INSIDE, A6-7

■ California has some business-
attracting initiatives to compete
with other states.
■ Some companies have chosen
to locate here because it’s
environmentally friendly.

Charles and David Koch of Koch
Industries.

Last year alone, the state lost
4,632 businesses—five times as
many as in 2009 — according to
ananalysisbyconsultantsatIda-
ho-based Economic Modeling
Specialists Inc.
Numerous independent re-

ports this year list California as
having one of the nation’s least
business-friendly climates.
AnannualreportfromTheTax

Foundation,anindependentnon-
profit research institution, put
California at No. 49 for business
friendliness. In an annual sur-
vey of 550 CEOs, Chief Execu-
tive magazine ranked the state
No. 50.
There’s no doubt the past year

has been bleak for California, a
statethatboastsinnovativecom-
panies such as Google and Ap-
ple, yet even San Jose-based
eBaydecidedtotakeTexasupon
incentivestogenerate1,000jobs
in the Lone Star State.
Businesses inother states fear

California’s environmental reg-
ulations and government red
tape, said third-generationmas-
ter baker Jos Bosch, who with
wifeDiane operates BoschBak-
ing in Thousand Palms.
“They’ll say, ‘How can you be

in California? The
regulations are so
harsh,’ ” Jos
Bosch said. “They
love California as
a state. But do
they think it’s
business friend-
ly? No.”

Many business owners gripe
that California’s high taxes and
fees,countlesspermittinghoops
andotherhurdlesputcompanies
at a competitive disadvantage
compared to those operating in

states considered friendlier
such as Nevada, South Dakota
and Texas. Just obtaining per-
mits from state, regional and lo-
cal agencies can be “extraordi-
narily expensive” and time con-
suming because of confusing
and extraneous requirements,
said JoeVranich, a consultant in
Irvine who helps businesses de-
cide where to locate.
“For example, it can take up to

two years to obtain a permit to

Experts: High taxes,
excessive regulations
to blame for exodus,

but see some
progress at state,

local level

Bosch
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Health Monthly
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build a restaurant in California,
while in Texas, it’s one-and-a-half
months,” he said.
WhenPalmSprings restaurateur

Anh Ho Rock wanted to open the
small Vietnamese restaurant Pho
533, California law required her to
install a $17,000 grease trap even
thoughshesaysshedidn’tneedone
for her style of cooking.
Likewise, when The Salad Bowl

opened its first California location
in Beverly Hills last fall, CEO
MichaelCarrollspenteightmonths
getting permits in California —
compared to 22 days in Texas or 60
days in Colorado.
Businessowners,leadersoforga-

nizationssuchastheCoachellaVal-
ley Economic Partnership and
even some of the state’s most pro-
gressivepoliticianssayit’stimefor
California to reconsider many ba-
sic assumptions and practices.
They’re calling for the state to

figureoutways tocut taxesanden-
ergy costs, streamline permitting
proceduresandratchetdownother
business expenses.
Assemblymen V. Manuel Perez,

D-Coachella, and Brian Nestande,
R-Palm Desert, are
behind a measure
that would require
state agencies to
identify laws that in-
hibit economic
growth, and review
and simplify all reg-
ulations.

This summer, President Barack
Obama issued an executive order
requiring federal agencies to
streamline regulations and elimi-
nate rules that stifle economic

growth, and Nes-
tandesaidCalifornia
should do the same.
Nestande, Perez,

other lawmakers
and industry leaders
agree more needs to
be done.
Gov. Jerry Brown

this month approved Assembly Bill
1150, for instance, a bill that Perez
authoredand thathehopeswill spur
investment and job creation in re-
newable energy. Perez believes the
rebate program for commercial,
residential or industrial installations
of wind turbines, fuel cells and en-
ergy-storage technologies will en-
courage job creation up and down
the supply chain, from engineering
andmanufacturing to construction.
California has been among the

hardesthit intherecession,withits
housing downturn, foreclosures
and the second-highest unemploy-
ment rate in the country, so some
local governments need to change
their perspective, insists Greg
Berkemer, executive vice presi-
dent of theCaliforniaDesert Asso-
ciation of Realtors.
“They need to change their atti-

tude from ‘youneedus’ to ‘weneed
you,’ ” he said.
Despite its growing reputation

for being business “unfriendly,”
Californiadoesofferanarrayof in-
centives — from assistance with
employee training to foreign trade
zones and enterprise zones that re-
ducetaxburdensandcanhelpbusi-
nesses expand.
Enterprise zones have worked

well for valley companies such as
international guitar string-maker
ErnieBallandHussLLC,aGerman
company that retrofits diesel en-
gines to cut particulate matter.

‘So many barriers’
Chapman University economist

Esmael Adibi said California pos-
sesses some of the greatest basic
economic attributes of any state.
California’sworld-classuniversi-

tysystem,itslocationonthePacific
Rim, a legacy of strong infrastruc-
ture development, its rich agricul-
tural sector, climate and pool of
highly skilled workers all have for

decadescreatedavi-
brant economy.
“Over time, unfor-

tunately, we have
lost some of our
competitive advan-
tage,” Adibi said.
“We’ve created so
many barriers. I’ll

start with taxes. Our taxes are
among the highest in the coun-
try.”
California’s corporate tax rate is

8.84 percent, while states such as
Nevada, South Dakota and Texas
assess no such tax.
High costs for land and environ-

mental permitting requirements
have boosted home prices in Cal-
ifornia, making it tougher for em-
ployers’ workers to buy homes.
The median home price in River-

side County was $202,060 and
$384,700 in SanDiego inAugust, for
example, compared to $159,500 in
Houston, $128,200 in Indianapolis
and$168,400fortheU.S., theNation-
al Association of Realtors reported.
A national, 116-page study from

theU.S.ChamberofCommercethat
wasrecentlyreleasedreported that
California is one of the least busi-
ness-friendlystates, inpartbecause
ithassomeofthenation’smostcom-
plex labor and employment rules.
The Chamber’s report cited nu-

merous requirements imposed on

employers that differ significantly
from federal law.
Employers must pay overtime af-

tereighthoursworkedinaday,giving
themlessflexibilitywithworksched-
ules — for instance four-day work
weeks. They face tougher white-col-
lar exemption rules and more de-
tailed payroll record-keeping and
paystubrequirements,thereportnot-
ed.
Studies from the Small Business

& Entrepreneurship Council,
GeorgeMasonUniversity and oth-
er independent research organiza-
tions rank California among the
least business-friendly states
based on an analysis of taxes and
fees,workers’ compensation rates,
workforce quality, educational re-
sources, quality of living and in-
frastructure.
The Small Business & Enter-

preneurship Council ranked Cali-
fornia as having the seventh worst
tax system based on 18 separate
measuresthatincludedits10.3per-
cent personal income tax rate, a
10.3percentcapitalgainstax,anda
0.477 state gas tax.
State business regulations were

cited as one of three key disadvan-
tages of doing business in Califor-
nia and the Coachella Valley in a
survey of 1,655 businesses last fall
by the Coachella Valley Economic
Partnership. Workforce availabili-
ty and workforce training were
seen as other disadvantages.
CVEP’s survey cited advantages of

doingbusinessinthevalleywerequal-
ityoflife,the“desert’sreputation,”and
the area’s growth potential.
Butabout8percentofCVEP’sre-

spondents said theyplan to expand
by moving to another state.
One key step the state could take

would be to lower its corporate tax
rate, said Joe Kiley, president and
CEO of El Paseo Bank in Palm
Desert.

BEST, WORST STATES
TO DO BUSINESS
Best
1. South Dakota
2. Alaska
3. Wyoming
4. Nevada
5. Florida

Worst
46. Ohio
47. Connecticut
48. New Jersey
49. California
50. New York

SOURCE: State Business Tax Climate Index 2011,
The Tax Foundation

CALIFORNIA’S
RANKINGS
No. 50: Business friendly, Chief
Executive magazine
No. 50: Business friendliness,
CNBC America’s Top States for
Business
No. 49: Business tax climate, The
Tax Foundation
No. 49: Cost of living, CNBC
ranking
No. 49: Business friendly,
Development Counselors
International
No. 48: Business friendliness,
Small Business & Entrepreneurship
Council
No. 48: Small Business &
Entrepreneurship Council
No. 48: Economic freedom,
Mercatus Center, George Mason
University
No. 47: Cost of doing business,
CNBC ranking
No. 45: Worst Tax System in the
Nation, Small Business &
Entrepreneurship Council,
Business Tax Index
No. 34: Growth of GDP: Grew 1.8
percent in 2010 to $1.9 trillion,
U.S. Department of Commerce
No. 32: Overall ranking in CNBC
America’s Top States for Business
No. 30: Economy, CNBC
No. 29: Workforce, CNBC
No. 22: Quality of life, CNBC
No. 18: Happiest State in the
Nation, Gallup-Healthways Well
Being Index
No. 13: Entrepreneur activity,
Bureau of Business Research and
Department of Economics,
University of Nebraska
No. 7: Concentration of jobs in
science, technology, engineering
and math, U.S. Chamber of
Commerce
No. 4: Top 10 Worst States to
Make a Living, MoneyRates.com
No. 4: Mortgage fraud, based on
MortgageDaily.com’s index for
states with the most mortgage
fraud
No. 3: Entrepreneurial growth,
Kauffman Foundation
No. 2: Most expensive states to
own a car ($52,377 over five
years), Forbes
No. 1: Access to capital, CNBC
No. 1: Technology and
innovation, CNBC
No. 1: Most Asian-owned
businesses (509,097) U.S. Census
Bureau

CALIFORNIA’S TAXES
Here’s a closer look at what
California companies pay in taxes.
To compare them to the other 49
states, visit mydesert.com/data
today.
■ Corporation Income or Bank
and Corporation Franchise Tax:
8.84 percent
■ Sales and use tax (depends
on locale): 8.25-10.25 percent
■ Property tax: Avg. 1.1 percent
■ Personal income tax: 1.25 -
10. 55 percent
■ Unemployment insurance
tax:1.5 - 6.2 percent
■ Disability insurance
(employee paid): 1.1 percent
■ Worker’ compensation
insurance: Varies based on job
classification, workplace safety
record and insurance carrier.

WHY BUSINESSES ARE
LEAVING CALIFORNIA
California companies say they’re
leaving the state for numerous
reasons. Here are some of the
road blocks companies say they
face, says Joseph Vranich,
Irvine-based business relocation
coach.
1. High commercial electrical
rates and other energy costs:
Commercial rates are about
50 percent higher than in the rest
of the country.
2. High tax rates: The Tax
Foundation ranked the state
No. 49, and CFO Magazine ranked
it last.
3. Regulatory burdens: Bain &
Co., a consulting firm, listed
California last in its “regulatory
hassle index.”
4. Tough legal arena for
businesses: The Civil Justice
Association of California ranked
the state No. 44 in legal fairness to
businesses.
5. Expensive operating costs:
The Milken Institute found that
California businesses pay 23
percent more than the national
average to operate here.
6. Oppressive permitting
procedures: Obtaining permits
from state, regulatory and local
agencies is expensive,
time-consuming and confusing
compared to other states.
7. Budget instability: California’s
credit rating has fallen as the
state’s leaders struggle to resolve
one of the largest budget deficits
in the country.
8. Officials are excessively
adversarial: Chief Executive
magazine, for the seventh straight
year, found California to be the
worst state in which to do
business. Similarly, the Small
Business & Entrepreneurship
Council listed the state as No. 49
in terms of “business friendliness.”

— Mike Perrault

CALIFORNIA’S TIME
AND WAGE ISSUES
Business owners say many labor and
employment requirements imposed
on California employers differ
significantly from federal law. Such
requirements create a separate,
overlapping regulatory regime and,
arguably, open the door for
increased litigation.
Like other businesses in the state,
Bosch Bakery in Thousand Palms
must pay employees overtime for
any hours over eight that they work
in a day.
Jos Bosch said an employee who
works six hours one day but 10
another day still gets two hours
overtime pay, for instance, a
requirement that many other states
don’t have.
“If somebody’s car breaks down, it
changes the whole schedule,” Bosch
said.
California employers must pay
double time for hours in excess of 12
in a workday and hours over eight
on the seventh day.
Joe Vranich, an Irvine-based
consultant who helps businesses
decide where to relocate, knows of
companies that have moved to
Oregon and Colorado so they can
offer four-day workweeks.
California also has a higher minimum
wage than the federal requirement
and many other states, and complex
wage and hour laws that do not
follow federal standards, business
owners said.

— Mike Perrault

EXAMINE THE DATA
Visit mydesert.com/bizfriendly for an interactive
database showing how California ranks among
the 50 states in terms of business friendliness and
how states stack up on a variety factors,
particularly tax rates. Also, read national reports
on California’s business climate.

By K Kaufmann
The Desert Sun

When Henrik Fisker and Bernhard Koehler decided to start
their own luxury electric auto company in 2007, they knew they
wanted to set up the business in California.
“Thiswasadefinitedecision,”saidWillPowell,aspokesmanfor

Anaheim-based Fisker Automotive, which produces an electric
vehiclewith agas-powered “rangeextender”different fromtra-

ditional hybrids.
“There’sanopen-mindedbusinesscultureinCal-

ifornia, where people arewilling to invest, to back
new technology,” Powell said.
Aconnectionwith theWestCoast lifestyle also is

important to the company, he said. Fisker’s orange
and blue logo symbolizes a sunset over the Pacific
Ocean.
“They wanted to build a company with all of the

valuesofCalifornia—sustainability,cleanliving,nature,”Powell
said. “All this is an inspiration to what drives the company in its
design and technology.”
Conventionalwisdomabout the state’s business-unfriendly en-

vironmental regulations notwithstanding, California’s clean,
green brand has considerable drawing power for some compa-
nies and investors.
TomFreeman,foreigntradecommissionerforRiversideCoun-

ty’sEconomicDevelopmentAgency, said the region’s renewable
energy projects are drawing millions in investments from Ger-
manyandIsrael,withSpain,ChinaandSouthKoreaalllookingfor
opportunities.
“The foreign banks are investing in projects here because our

own banks are not lending,” he said. “Foreign direct investment
in forms of solar and wind and geothermal is mission critical in
terms of job creation.”
Freeman pointed to a project the county has been working on

near Hemet to build a solar field and manufacturing facility.
“We issued a request for proposals; we had plenty of qualified

respondents.”
The state’s natural resources are propped up by its green poli-

cies, said Tracey Grose, director of research for Collaborative
Economics, a San Mateo consulting firm that has produced nu-
merous reports on the state’s green economy.
Thanks to its greenbuildingcodesandotherenergy-efficiency

regulations, California has one of the lowest rates of per-capita
energy use in the nation, she said. That means more money in
people’s pockets, and on businesses’ balance sheets, that other-
wise would go to pay energy bills.
“Weare68percentmoreproductive,”Grose said. “Weproduce

more value for every unit of energy than the rest of the U.S.
“Ifyou’reabusinessandyoucanproducemorewithyourinputs

ofenergy,youarejustthatmuchfurtheraheadofthecompetition
where prices are rising for energy.”
Californians’ reputation as innovators and enthusiastic early

adopters of new technology is another big draw, Grose said.
“This is ground zero for the hybrid vehicle market,” she said.

“Toyota, Honda, they know that California is themost important
market.”
Thestate’ssalesandtaxuseexemptionsforcompaniesbuilding

zero-emissionvehiclesalsohavehelpedcompanies suchasTesla
Motors, which last year took over a former Toyota plant in Fre-
mont.
Thecompanyhas retooled theplant for itsModel S, anupscale,

all-electric sedan with a range of 300 miles, that it plans to in-
troduce next year.
Still, however enthusiastic state boosters such asFreemanand

Groseare,bothagreethatCalifornia’senvironmentalpermitting
lawsandotherregulationsremainachallengeforbusinessesand
need reforming.
Case in point, while Fisker has about 400 full-time employees

and another 400 contract workers at its Anaheim headquarters,
it will manufacture its cars in a former General Motors plant it
bought in Wilmington, Del.
Powell explained the decision in terms of land prices, existing

infrastructure and workforce expertise.
“We want to be in California and build a brand, but the man-

ufacturingprocess, itmakesmorebusiness sense to have it else-
where,” he said.

K Kaufmann covers energy and green technology, health care and retail for The Desert
Sun. She can be reached at k.kaufmann@thedesertsun.com or (760) 778-4622.

State’s openness
to ‘green energy’
a big selling point

CALIFORNIA
Continued from A1
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Restaurant Pho 533 co-owner Anh Ho Rock preps vegetables at her Palm Springs restaurant. Rock says
California law required her to install a $17,000 grease trap even though she says she doesn’t need one for
her style of cooking. MICHAEL SNYDER/THE DESERT SUN
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