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1. INTRODUCTION

In 1979, Mitel Corporation initiated a major
microelectronics development program. Certain expenditures
for this program became eligible in 1980 for assistance
under a Special Electronics Program of the Enterprise
Developrent Board. Pursuant to an agreement between the
company and the Board, the company was entitled to receive
assistance of up to approximately $21 million for
expenditures incurred between June 1, 1973 and March 31,
1983.

The terms of the agreement included, among other
conditions, the following provisions:

1. That Mitel undertake to manufacture in Canada not

less than 75% of all nicroeléctronic products

(integrated

circuits and hybrids) produced by it during the term of

the agreement, and to limit the number of personnel in

Aits microelectronics facilities outside Canada to 25

persons,

2. That Mitel may not transfer technical data or

inventions to any person for the purpose of

nanufactur;ng outside Canadé the products or processes

which are the subject of the agreement without

permission of the Board.

3. That the two major shareholders of Mitel, Dr.
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M.C.J. Copeland and T.H. Matthews agree not to sell to

a hbn-Canadian. prior to March 31, 1983, any of their

shares, i1f this means that either major shareholder

would hold less than 15X of the company’s shares

unleas the shares are first offered to the federal

government at the same price for a period of 90 days,

.and the government declines to purchase the shares.
Details of this agreement are referred to in a Mitel
Corporation Prospectus issued by Burnas and Fry Ltd. and
dated May 29, 1981.

The implications of this agreement include the
following: that without some constraint the company would
have a tendency to expand its R&D outside of Canada; that
such foreign expansion would not be in the interesta of
Canada, and therefore that Canada benefits from R&D
conducted domestically; that an agreement is required to
ensure that the R&D would be conducted in Canada; and that
it is possible for the government to monitor and enforce
such an agreement.

The purpose of this study is to examine the
determinants of the location of R&D activities by small and
medium size Canadian firms. Some assessment will also be
made of whether it is possible to enforce an agreement,
such as that between Mitel and the federal government.

The study is divided into the following parts:

1. A survey of the literature associated with the

determinants of the R&D function in multinational

ehterpriaea.
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2. A description of the sample of companies from which
data were collected via a questionnaire, followed by an
analysis of the data.
3. A discussion of the data in terms of present and

prospective Canadian government policies.

2. REVIEW OF LITERATURE

Some research on multinational enterprises (MNEs) isa
functionally oriented so that examinations have been made
of topics such as production, narketing; financing and
labour relations. Research and development (R&D) as a
functional activity has also received considerable
attention. For example, it is argued that the relationship
between R&D and direct foreign investment (DFI) is
two-way. The performance of R&D may cause firms to engage
in DFI as a way of spreading the costs of research over a
larger market, due to the public good aspects of R&D.
Alternatively, the undertaking of DFI encourageas firms to
do R&D, as the firms learn of opportunities, through their
international network of companies, whicﬁ can be exploited
through engaging in R&D., In fact, both factors could be at
work, but the influence of one or the other could be
greater at a particular point in time [11].

The relatiopship between R&D and MNEs alao occurs
because there are often strong incentives to commercialize
the results of R&D through foreign investment as opposed to

trade (exports). This incentive is associated with the




desire by the owners of the results of R&D to protect their
propefty rights from those who would steal or copy thenm.
The product cycle theory of international trade and
investment can be viewed as a theory of technology transfer
first through exports and then investment as the technology
becomes disseminated [2].

The determinants of the location of R&D within the MNE
focus on the reasons why R&D may be centralized or
decentralized. 1In almost all cases, centralization is
assumed to take place in the parent company and home
country. Decentralization is associated with R&D occurring
in the subsidiary company and hogst country. The various
propositions can be summarised as follows [3]:

1. Decentralization of R&D increases with firm size.
The larger the firm, the more likely there will be at least
some R&D undertaken in subsidiaries. The reasons given are
that there may be economies of scale in the conduct of R&D,
and that once these are exhausted in the parent company,
some R&D may be located abroad. Implicit in this
proposition is a view of the nature of the production
function for R&D. Another view is that scale economies in
R&D are unimportant, that there are no diseconomies in
splitting up R&D and thus decentralization is encouraged
from the outaet.

2. Decentralization increases with corporate
diversification., It is argued that, as diversification
occura, a company becomes acquainted with a greater range

of experience and opportunities. Diversification may
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dictate the need for R&D to be undertaken for different
producie and processes, and some of this may be performed
best in locations other than the parent company or home
country.

3. The degree of centralization/decentralization will
vary with the stage of technological development being
undertaken. If it can be assumed that R&D can be broken
into three parts, invention or basic research, innovation,
and development or applied research, then it is suggested
that the extremes of basic research and applied research
are more likely to be decentralized than the intermediate
stage of innovation. The implication of this proposition
is that there is a different production function for each
stage of the R&D process. |

Basic research will be located where the intellectual
resources, for example, can be found. This may be the
U.5., but may also be western Europe, Japan or even eastern
Europe. Intellectual resources may work best in their own
national environment. On the other hand, applied research
may involve a type of product modification or process
adaptation to a particular set of circumstances, and may
again be performed best in a host country where the good is
preoduced and sold., A varjiation of this proposition is that
decentralization of R&D is more likely to occur where a
product is near the end of its life cycle, although
previously there may be little R&D being done at this

atage.
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4. Firms in industries which stress product
nodifiéation'are more likely to diversify their R&D than
firms which stress process modification. Centralization of
procesa modification R&D is more likely to occur, except
where the process is being adapted to local conditions.

The suggestion here ias that those R&D activities that are
associated with a local environment, for product or process
reasons, are more likely to be decentralized so as to
ensure conformity with local conditions.

5. Decentralization will occur where it is neceasary
for the performera of R&D to keep in touch with local
manufacturing operations, where product or process
modification/adaptation to local conditions is taking
place. (This proposition may be.viewed as an extension of
9. above.)

€. A need to monitor and to use scilentific and
technical knowledge in another country will cause R&D to be
decentralized. It is known for example that foreigners are
present in Sglicon valley in order to monitor R&D
developmrents in U.S. electronic firma. Locating a foreign
firm’s R&D activities in this area might achieve similar
results.

7. R&D will be decentralized the greater the
production and sales by subasidiaries as a percentage of
total production and sales of the MNE. The larger the
relative importance of the subsidiary to the MNE, the
greater will be thenlikelihood that R&D will be

decentralized.
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8. Government policies will influence the location of
R&D, eébecially R&D grants and subsidies, taxation,
patents, copyright and persuasive-bargaining policies, as
conducted by an agency such as the Foreign Investment
Review Agency.

These propositions have been derived from a combination
of theorising and empirical research. They are indicative
of the present state of knowledge. The U.S. National
Science Foundation (NSF) reports that, in 1979, U.S. firms
did $2.7 billion or 11% of their R&D abroad, a rise from
about 7% in 1975. Large firmas have been mainly responsible
for the increase in the following areas;: transportation,
machinery, electrical egquipment and chemicals. The reasons
these firms went abroad was, according to the NSF, due
mainly to the need to conform to foreign government

regulations{4].

R&D in Canada

The nine propositions are based on the global
activities of large U.S. firms, and need to be modified for
the case of asmall and medium aiz; firms in Canada, where
msome of these firms are foreign- and others
Canadian-controlled. Studies of R&D in Canada show that
foreign-controlled firms are lass research intensive, more
technology intensive and less export intenaive than their
Canadian controlled counterparts. The foreign controlled

firms come from technology intensive industries where the
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R&D is done in the parent company and transferred to Canada
in the.éarent-subsidiary linkage; the output of these
firms services the Canadian market. Canadian controlled
firma, on the other hand, perform the R&D in Canada,
usually associated with a narrower range of products, sell
products in Canada and then engage in export sales[S]l. 1In
a further questionnaire-based study of Canadian firms, it
was found that amall firms with less than 50 employees
financed a high proportion of their R&D from internal
sources, and had problems with raising external financing
of R&D and with marketing. These firms tended not to
diversify but to fill gaps in existing product markets(6].

For R&D by Canadian-controlled firms the nine
propositioﬁs can be modified as follows. First, the
Canadian firms are small or medium aize and produce a
narrow range of products. The size and diversification

factors would not encourage decentralization of R&D.

Second, the U.S. sales of the Canadian firms can be

expected to be a high proportion of total sales, and this
would encourage decentralization of_R&D, with an emphasis
on applied (adaptation) and product-oriented R&D, because
of the need to keep in touch with local manufacturing
operations. Third, lower cost conditions in the U.S. and
the need to conform to local government regulation could be
expectad to influence the decisions to decentralise R&D.
In the case of U.S,. controlled-subsidiaries in Canada, any
R&D conducted abroad will be performed by their parent
company rather than by an affiliate of the subsidiary in

Canada.
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Canadian Entrepreneurship

A further set of findings is relevant to underatanding
why and when amall and medium size Canadian-controlled
firmas may undertake R&D abroad. These findinga can be
gleaned from our previous studiea of technical
entrepreneurship and investment in the U.S. by small and
medium-size Canadian firms. A study of the factors which
advance and obstruct Canadian entrepreneurship was made in
1970-71. Forty-seven small firms were surveyed as being
representative of ventures founded by
technologically-oriented entrepreneursi7l1. Ten years later
the same group of firms was surveyed in order to determine
the reasons for subsequent success and failurel{8l. Both
studies showed that the investor-owners tended to be
excessively possessive of their firms, reluctant to give up
financial and management control even when the survival of
the firm dictated such a course of action.

A second finding was that the firms attempted to find a
niche in their market or induétry, and to avoid competition
with larger firms as far as possible. Third, when the
technologically-oriented firms did decide to diversify,
they stressed geographic over product diversification in
order to remain in their niche, but in a larger market.
Finally, over time, thirteen of the group of surviving
firms had become threshold firms({9] in transition between
small-medium and large firms, where they were undergoing
managerial and organizational changes as well as the need

for different financial and marketing arrangements. At a
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certain point, product as well as geographic
diverﬁification had to be contemplated.

A second set of characteristics are suggestive of the
reasons why and how such firms invest abroad, easpecially in
the U.S. market. A study on this topic was published in
1978, involving a group of 25 small and medium size
Canadian firms with inveastments in the U.S. The findings
of this study noted the following(l101l:

1. The firms had established themselves in a product

market niche, were unwilling to diversify except by way

of geographic expansion and this led them to the U.S.

as their first foreign market.

2. The firms had both technological and international

business experience, the latﬁer usually gained fronm

exporting.

‘3. Exporting to the U.S. had usually been undertaken

prior to establishing production operations in the U.S.

4. The subsidiaries in the U.S. wére wholly-owned by

their Canadian parent companies, and had little

management autonomy. All key management decisions were
made in Canada.

S. Twenty-two of the firms had entered the U.S. market

by establishing new facilities, and enly three had

followaed the acquisition route.
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In the context of the present study, the literature on
both»ﬁ&D in large MNEs, and on R&D and foreign investment
by small-medium size Canadian firms should be kept in
mind. In almost all cases Canadian parent companies with
foreign investments are smaller than their U.S.
counterparts, and the U.S. market is ten times the size of
the Canadian market. For a U.S. firm to sell in Canada is
comparable to the U.S. firm servicing one of the U.S.
regional markets. For a Canadian firm to service the whole
U.S. market is a tremendous undertaking, which may shift
the specific gravity of the firm from Canada to the U.S.

The Canadian éovernment is concerned not only about
foreign investment in Canada, but about losing Canadian
investment to the U.S. If that ioss is accompanied by a
shift of the R&D function to the U.S., then R&D émploynent
opportunities for Canadians may be lost as well as general
employment and growth opportunities. This will only be the
case if the alternative is for the Canadian firms to locate
R&D, investment and employment in Canada. No one can be
sure that this is the alternative which would be chosen.

In order to throw some preliminary light on these issues, a
que#tionnaire was designed and sent to a group of Canadian

N\

companies.
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3. QUESTIONNAIRE SURVEY

Sample and Questions

During September-October 1983, a five page pre-tested
questionnaire was sent to 102 amall and medium sized,
research and development oriented companies. The purpose
of the queationnaire was to obtain information about the
international business and research and development
activitieas of these companies, with particular reference to
their activities and operations in the United Statea. A
pre-condition for selection was that each company be
Canadian contreolled, engage in research and developrent
activity, and, as a minimum, have a aales subsidiary in the
United States.

The list of companies was compiled with the assistance
of a number of business, association and government
officials, and augmented by information drawn from various
directories and newspaper clippings. The Canadian Advanced
Technology Association, the USAF Systems Command Liaison
Office and the Conference Board were especially helpful in
the initial compilation process. Of the original 102
firms, 10 were later dropped for a variety of reasonsa such
as, the company having no "research and developrent
expenditure”™; it did not qualify as "Canadian controlled”;
it haa no affiliate in the United States; or it had moved
and was unreachable.

Of the completed and returned questicnnaires, 41 were

deemed to be useable--i.e., a 44.6 percent response rate.
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The 41 respondents were further subdivided into three

groups:
Group A. This group includes 25 companies, and each
one of them has at least one foreign operating
affiliate in the United States engaged in the
manufacture and sale of products or services. All U.S.
affiliates are wholly-owned subsidiaries, and ten of
them are engaged in some research and development work,
primarily in the developmental area. Nine of the 25
parent companies have subcontracted some of their
research and development work to non-affiliated
organizations in the United States. Again, most of
thig work is in the development phase of R&D. Besides
the U.S. affiliates, S of the 25 companies have foreign
affiliates based in other countries, primarily located

in the European Economic Community.

Group B. Six companies are included in this group.
Unlike Group A, these companies only have sales
subsidiaries in the United States; however, all six
have at least one foreign manufacturing affiliate
located abroad. The primary function of the U.S. sales
subsidiary ias to merchandise the Canadian parent
company’s product line in the U.S. market. Four of the
aix companies conduct aoue‘research and development
work in at least one of their overseas subsidiaries,
and two of the parent companies have subcontracted

certain of their reasearch and development requirements
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to non-affiliates in the European Economic Community.
As in the case of Group A, the R&D emphasis is on

development.

Group C. The ten companies in this group have no
foreign manufacturing subsidiary, but they all have at
least one sales subsidiary in the United States. The
research and development activity of the ten firms is

exclusively based in Canada.

Some of the lines of business engaged in by the 41
firms are listed in Exhibit 1. It should be noted that
with few exceptions, most of the firms manufactured single
or narrow product lines. Almost three-fourths of the
respondents had their head office in Ontario, followed by
Quebec, British Columbia, Alberta, with one representative
each from Manitoba, Saskatchewan and Nova Scotia. 1In
addition to the questionnaires, personal interviews were

conducted with sixteen of the respondents.
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Exhibit 1
SELECT LINES OF BUSINESS
Laboratory Instruments
Exploration Instrumentation
Software and Computer Services
Telecommunications Equipment
Office Automation Sysastensa
Energy Monitoring Equipment
Fibre Optic Systems
Radio Frequency Filters
Microwave, Broadcast Systems Transmitters
Design, Developmrent & Manufacture of Marine Towing Systems
Industrial Electronics
Special Die Casting Machines
Data Communications
Aerospace Advanced Technology Products
Computer Baaed Control Systems
Automotive Parts Systems
Cellular Communications Systenms
Vision Systems for Robots
Avionics Equipment
Electronic Security Systems
Magnetics
Local Area Networks
Off-Road Transport Vehicles
Electro-Optical Instrumentation
Design & Manufacture of Integrated Circuits

Laser Developrent
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SURVEY RESULTS

Tables 1A, 1B, 1C

l. As might be expected, firms with overseas operating
subsidiaries (Groups A & B) are asignificantly larger than
Group C firms. Of the 19 firms with annual sales in exceﬁs
of $25 million, only one Group C firm is represented.

2. Six of the 41 firme have an annual sales volume in
excess of $100 million, and 7 have & labour force in excess
of ;000. None of these firma are from the Group C
category. While these firms may at first blush appear
large, they are in fact medium-sized in their respective
industries.

3. The Group C firms are largely owner-managed,
produce very narrow product lines and are relatively young

in terms of corporate existence.
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Table 1lA:

Sales in $ Millions (41 Observations)

Groups:
Less than 1.9
2 - 9.9
10 - 24.9
25 - 99.9
100 +

Total

Table 1B:

11

N
U W

jw

Total

Assets in $ Millions (38 Observations)

Groups:

Less than 1.9

2 - 9.9

10 - 24.9

25 - 99.9

100 +
Total

* No responses in 3 cases.

{w

c*

Total



I

- 18 ~-

Table 1C: Employees (38 Observations)

Groups: A

Less than 49 4
50 - 249 6

250 - 999 11
1000 + 4
Total ' 25

* No responses in 3 cases.

jw

C*

Total

13

14
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Tables 2A, 2B, 2C

1; .For the majority of the respondents, foreign aales
as a percentage of total sales represent a very significant
percentage of their busineaa. In the case of 26 of the 41
respondents (63%), sales outside of Canada exceeded 50% of
total corporate aales.

2. The U.S. is the single most important foreign
market for the respondents. Twelve of the 41 respondents,
realized more than 50X of their total corporate sales in
the United States.

3. Non-North American sales are significantly less
important for the majority of the respondents. Nonetheless
the overseas markets are emerging as important new market
opportunities, as witness the fact that for 12 of the
respondents, non-North American sales account for more than
25% of total annual sales.

4. The picture becomeas quite different when one moves
from the geographic salea analysis to that of assets and
employees. Allthough all 41 firma are internationally
oriented in terms of =ales, thia is not the case with their
agsets and employees, In essence they are largely
Canedian—baaed international companiea, rather than
Canadian multinational companies. For example, only 1
company has leaa than 50X of its assets in Canada, while 32
of them have more than 75X of total corporate aasetas
located in Canada. The one company exception noted has

most of its corporate asseta located in the U.S. (in excess
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of 508). The U.S., as one might expect, is the location
for most of the non—Canadian corporate based assets.
Location of assets outside of North America is relatively
insignificant. Twenty-two of the firms have zero assets
outside of North America, while only five firms have any
significant overseas inveatment.
S. A similar pattern can be noted in terms of the

geographic location of company perasonnel.
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RESULTS ' OF QUESTIONNAIRE SURVEY

Table 2A: Geographic Distribution of Sales as a % &f Company

Total (41 Observations)

Region Groups: A B** C Total
Canada
< 25 6 T2 6 14
25 - 49 8 3 1 12
50 - 74 4 1 1 6
754 -z = -2 2
Total (25) (6) (10) (41)
U.S
< 25 8 - 4 12
25 - 49 10 4 3 17
50 - 74 5 1 3 9
75+ 2 1 = 3
Total (25) (6) (10) (41)

Non-North America

0 4 1 1 6

<25 14 5 4 23
25 - 49 6 - 3 9
50 - 74 1 - - 1
75+ = = 2 -2
Total ' (25)  (6) - (10) (41)

** No response in 1l case.
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Table 2B: Geographic Distribution of Assets as a & of

Company Total (40 Observations)

Region ' Groups: A B** c Total
Canada
<25 - - - -
25 - 49 1 - - 1
50 - 74 7 - - 7
75 - 99 17 5 5 27
100 = - 5
Total (25) (5) (10) (40)
U.S.
0 - 3 5 8
1 - 9 7 1 5 13
10 - 24 14 1 - iS
25 - 49 3 - = 3
50 + A pul -z L
Total (25) (5) (10) (40)

Non~-North America

0 14 - 8 22

l1- 9 6 5 2 13
10 - 24 4 - - 4
25 + ' L o - A
Total ' (25) (5) (10) (40)

** No response in 1 case.
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Table 2C: Geographic Distribution of Employees as a % of

Company Total (40 Observations)

Region Groups: A B** . (C Total
Canada
< 50 2 - - 2
50 - 74 3 - - 3
75 - 99 19 5 5 29
100 2 = =2 6
Total (25) (5) (10) (40)
U.s.
0 - 2 6 8
1 - 9 7 2 4 13
10 - 24 13 1 - 14
25 4+ 2 = - 5
Total (25) . (5) (10) (40)

Non-North America

0 16 - 8 24

1- 9 5 3 1 9
10 - 24 1 1 1 3
25 + 3 = ]
Total (25)  (5) (10) (40)

** No response in 1 case.
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Tables 3 and 4
All of the reaspondents had a research and development
budget. Only 8 of the respondents spent less than 2X of
their sales on research and development. On the other
hand, in the case of 59% (24 of 41) of the respondents,
research and development expenditure accounted for more

than 5% of total sales.

Table S

A critical point to note is that 29 of the 41 (71%)
firme do their research and development activity
exclusively in Canada. Furthermore, only 3 of the 41
respondents allocate more than 20X of their research and
development expenditure outside of Canada. As might be
expected, the U.S. is the key site for this expenditure
involving asome 10 of the 41 respondenta, all members of

Group A.




RESULTS OF QUESTIONNAIRE SURVEY

Table 3: Approximate Range of Company's Expenditure on

* R & D in 1982 (in ooo's $) (41 Observations)
X Groups: A B o] Total
Less than 100 5 1 - 6
101 - 249 3 - 2 5
250 - 499 2 - 1 3
500 - 999 2 - 1 3
1,000 - 1,999 2 1 5 8
2,000 - 4,999 8 1 1 10
5,000 - 9,999 3 1 - 4
10,000 + - 2 = 2
) Total 25 6 10 41
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Table 4: R & D Expenditure as a Percent of Total Sales

(41 Observations)

Groups: P4

< 1% 4
1- 1.9 3
2 - 2.9 3
3 - 4.9 3
5 - 9.9 6
10 - 14.9 3
15 - 19.9 2
20 + 1

Total 25

|

Total
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Table 5: Geographic Location of Total R & D Expenditure by

Percent (41 Observations)

Region Groups: A B C Total
Canada

100% 15 4 10 29
90 - 99 6 1 - 7
80 - 89 1 1 - 2

< 80 3 - = 3

Total (25) (6) (10) (41)
U.S.

0% 15 6 10 31
.01 - 10% 7 - - 7
118 - 38% 3 - - 3
Total (25) (6) (10) (41)

Non-North America

0% 22 2 10 34
.01 - 1.9 - 2 - 2
2 - 20 2 2 - 4
60% 1 - 1

Total (250 (&) 10y (41)
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Tables 6 and 7

As for the future, the majority of the respondents (26

.0of 41) expect to increase their R&D budget, and this will

be largely aassigned to the Canadian-based research and
development activity. 1In essence, the Canadian parent
company is expected to be the location for most, if not

all, corporate research and development efforts.

Table 8

Most of the research and development funding originates
from the Canadian parent company. However, Canadian
government R&D incentives play an important role with the
majority of the respondents (22 of 41 oxr 54%) having

received some government support.
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RESULTS OF QUESTIONNAIRE SURVEY

Table 6: Anticipated R & D Expenditure in 1985 (Compared to

1982 lLevel) - (41 Observations)

Groups: A B C Total
Increase 16 4 6 26 ¢
Decrease - 1 1 2
No Change 9 1l 3 13
Total 25 6 10 41
a Table 7: Anticipated Foreign-Based R & D Expenditure in 1985
(Compared to 1982 Level) - (41 Observations)
Groups: A B Cl Total
Increase 9 1 1 11
Decrease 1 - - 1
No Change : 15 5 9 29
Total 25 6 10 41

1l 1In 1982 no foreign-based research and development
expenditure was incurred by this group of firms.
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Table 8: Source of R & D Funds by Percent (41 Observations)

Source1 Groups: Y B C - Total

Canadian Parent Company

100% 11 - 3 14

80 - 99 3 1 2 6

60 = 79 4 4 2 10

35 - 59 2 1 1 . 4

1 - 34 3 - 2 5
0% _2 - = 2 |

Total (25) . (6) (10) (41)

Canadian Government

0% 15 1l 3 19

l] - 19 3 - 2 5
20 - 39 3 3 4 10
40 - 59 ' 3 2 - 5
608 + I | 2
Total (25) (6) (10) (41)

1 oOther sources of funding were considered to be of minor
importance; e.g., foreign affiliate(s), foreign
government(s), customers and suppliers.
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Tables 9SA and SB
In fank importance, the key external factors which
influence Canadian corporate research and development

activity in Canada are as follows:

Total
Scale Observations
Factor - 1 2 3
Competency of Work Force 23 12 1 (36)
Tax Laws 21 13 S (39)
Canadian Government Funding 21 11 S (37)
Non-Government Funding 13 6 7 (26)

In rank importance, the key external factors which
influence Canadian companies to engage in corporate

research and developmrent activity in the U.S. are as

follows:
Total
Scale Observations(a)

Factor 1 2 3

Competence of Work Force 7 3 - (10)
Non-Governmental Funding S 1 3 « 9
Political Clinmate 3 4 2 <« 9
Government Funding 3 1 S « 9

(al Please note that only ten of the 25 Group A firms are
engaged in some research and development activity in the
U.S. Thus the competence of the work force factor is all
the more significant. A major difference between the U.S.
findings and the Canadian findings is the greater
importance attached to tax and government incentives in
Canada. On the other hand, non-government funding and the
U.S. political climate (stability and free enterprise)
energe as more important in influencing corporate decisiona
to conduct research and development in the U.S.
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Table 9A: Key External Factors Which Influence Canadian

R & D Expenditure (on a scale of 1-3:1 = very important,

2 = somewhat important, 3 = unimportant)

External Tactor Groups: A B
Scale
Tax Laws 1 13 4
2 8 2
3 3 -
Total Observations
Government
(a) - Funding 1 12 3
2 6 2
3 4 =
Total Observations
(b) Regulation 1 4 1
2 8 2
3 5 1
Total Obsérvations
(c) Political 1 3 1
Climate
2 5 1
3 6 2
Total Observations

Total

21

11

lon

(37)

(25)
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Table 9A: (Continued)

Groups: A B
Scale
Favorable
Climate
{a) Non~Govern- 1 7 1l
mental Funding
2 3 2
3 5 1l
Total Observations
(b) Avail- 1 - -
ability of
Raw Materials 2 2 -
3 12 3
Total Observations
(c) Geographic 1 1 -
Location
2 7 2
3 8 1l
Total Observations
(d) Competency 1 14 3
of Work Force
2 7 2
3 - 1l

Total

(27)
23
12

|~

(36)
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Table 9B: Key External Factors Which Influence R & D

Expenditure to be Made in the U.S. (on a scale

of 1-3; l=very important, 2=somewhat important,

3=unimportant

Total

External Factor Scale Group A Observations
Tax Laws 1 2

2 4

3 3 9
Government
(a) Funding 1 3

2 1 .

3 5 9
(5) Regulation 1 1

2 4

3 4 9
(c) Political Climate 1 "~ 3

2 4

3 2 9

Favorable Climate

(a) Non-Governmental 1
Funding

w
Jw
{v.]
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Table 9B: (Continued)

i Total
External Factor Scale Group A Observations
(b) Availability of 1 -
Raw Materials
2 2
3 6 8
(c) Geographic 1 1
Location
: 2 5
3 3 9
(d) Competency of 1 7
Work Force
2 3
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Table 10

This table highlights those internal factors which
influence corporate research and development expenditure to
take place outside of Canada. The reaspondents of Groups A
& B tackled this question, even if they had not
decentralized any of their R&D efforts to their
non-Canadian affiliates at this time. Long taerm corporate
growth and competition within the industry were the two
most important considerations. This finding appears to be
consiastent with other studies. Exhibit 2 liats the
comments supplied by the respondent firms. Government
support through funding and tax incentives is noted as

being important to the location of R&D.
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Table 10: Key Internal Factors Which Influence Corporate R & D

Expenditure Outside of Canada (on a scale of 1-3:

l=vefy important, 2=somewhat important, 3=unimportant)

Internal Factor Scale Groups
A B Total
Long-Term Corporate 1 11 . 3 14
Growth Strategy
2 2 2 4
3 2 - 2

Total Observations (20)

Industry : 1 8 2 10
Competitiveness _
2 5 2 7
3 1 - 1

Total Observations (18)

Acquisition of Foreign 1 2 - 2

Business with Existing

R & D Facility 2 1 2 3
3 11 1 12

Total Observations (17)

Need for a Foreign 1 2 1 3
Support Lab .
2 5 1 6
3 8 1 9

Total Observations (18)




Table 10; (Continued)

Internal Factor

Availability of Foreign
Manpower Skills

Past Success in R & D
Activities Abroad

- 38 -

Scale Groups
A B
1 7 -
2 3 3
3 3 1

1 3 -
2 3 3
3 6 -

Total
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EXHIBIT 2

SELECT COMMENTS REGARDING CANADIAN GOVERNMENT VS.
U.S. GOVERNMENT SUPPORT OF R&D ACTIVITIES BY GROUP A
RESPONDENTS

*In the field of high technology, there is far better and.
more contact between business, government and universities
in the U.S. than in Canada.”

*In both countries, tax incentives are a major factor in
research and developrent planning.”

“The political climate for business is more stable in the
U.S. than in Canada because the Canadian federal-provincial
asystem is divisive."”

“Concerned that proposed changes in the Canadian tax law
regarding research and development incentivea will reduce
the incentives to perform research and development work in
Canada."

“The Canadian government has been an excellent source of
funding."”

“For amall amounts ($) of R&D support, the required
paperwork in Canada is diaproportionate to the government
help."”

“Canadian government support has been easential to
developing export business."

“R&D is being done in Canada because it makes businesas
sense, not because of government support, and the same is
true in the U.S.”

“Canadian government support has been substantial and
exceptionally important.”

“Inadequate commitment by Canadian Government to properly
support Canadian industrial research and development.”

“Canadian government support is superior to that of the
UOSO.'

“R&D in defence production is necessary to be competitive
with foreign suppliers, and Canadian support haa been
lacking."™

*U.S. Government ia more conaistent, has longer range
plansa, and therefore, climate in the U.S. is more stable
and favourable."™
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4. SUMMARY OBSERVATIONS
The three groupings of firms A, B and C were
characterised according to their manufacturing, sales and

R&D activities.

Group A Canada U.s. Other Foreign
Manufacturing 25 25 S
Sales 25 25

R&D 25 10

Group B

Manufacturing 6 6
Sales <3 <3 6
R&D 6 : q
Groﬁg C

Manufacturing 10

Sales 10 10

R&D 10

Ten of the Group A and four of the Group B firms, or 14
.out of the 41 firms did some R&D abroad, mainly in the
U.S.; or 14 out of the 31 firms which had manufacturing and
sales operations abroad did some R&D abroad. There is
really no difference between the size of the firms, in
terms of sales, aassets and employment, which did or did not |
do R&D abroad. ‘Thus, when looking at this group of snail

to medium size Canadian firms, i.e., those with sales up to

around #100 million, the larger firmas in this group are

juat as likely to do some R&D abroad Aa are thé amaller

firma.
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Thg sense of what these firms are doing and which can
be gleaﬁed more from conversations with representatives of
the firms, than from the questionnaire statistics is as
follows.

In accordance with our previous studies, our inpreasién
is that the owner-managers of amall firms are not
excessively anxious to eatablish R&D units abroad, and when
they do they want to maintain control of them through
wholly-owned subsidiaries. The move into foreign markets
will be to achieve geographic diversification, and if R&D
units are established it will be to support the foreign
sales-manufacturing operations in terms of developmental
research. The owner-managers will not want to give up
control and they will be attempting to specialise in the
niche which they have established for themselves. The
sequence is domestic R&D-manufacturing-sales, followed by
foreign sales, foreign manufacturing and possibly foreign
R&D. The respondents did not really distinguish between
‘Basic’, ‘Applied’, and ‘Development’ Research, but most of
the foreign R&D appeared to be of the applied or
developmental kind, which is consistent with previous
literature.

If a amall firm does contemplate doing R&D abroad, and
as many do not as do, it will not occur until salea reach
820 to 825 million. When foreign R&D does take place it
will be of a develcpmental nature, and, certainly among the
group of small firms, the problem inpiied in the EDB

agreement with Mitel does not exist. At the time of the
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agreement Mitel had sales of £21.6 million (1979). The
case of firms such as Northern Telecom Ltd., Alcan and
Mitel at its present (1984) sales size may present a
different set of circumstances not covered by the research
undertaken for this study of small firms. The fact that .
snall and medium size Canadian firms are not rushing to
locate R&D abroad is not surprising given our earlier
statement that large U.S. firms only do 11xXx of their R&D
abroad, and do so because of pressure from foreign
government regulations. Small U.S. firms are not active
performers of foreign R&D.

Canadian and U.S. government policies probably play a
marginal role in the decision by Canadian firms to locate
R&D in the U.S., but competency of the workforce and
availability of non-government sources of funding are
factors which are mentioned. Of course, both competency
and availability may themselves result from government
policies, but ones which are not directly concerned with

R&D, such as government funding for education, and

. competition amongst financial instjitutions.

On the question of whether an agreement, auch as the
one between EDB and Mitel Corporation, if needed, could be
enforced and monitored, the following points should be
noted. R&D is a notoriously difficult proceas to define,
and the determination of what constitutes a dollar spent on
R&D has been difficult for taxation officials to
administer. At the same time, the peffornance of R&D can

be undertaken by a firm’s own employees in Canada or
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abroa§, or by work contracted out to perscons in Canada or
abroad. While a Mitel-type agreement places limits on how
many R&D employees may work abroad, it does not appear to
conatrain the expenditures of funda to Canada. The
agreement also lasted for almost four years, a period in
which a company could be expected to need the flexibility
to alter both its R&D, production and marketing plans as
developments took place in the markets it serviced. It
would probably not make much sense for the firm to be
constrained by an agreement which could limit its
commercial flexibility.

The constraint placed on the principal shareholders
concerning the sale of shares to foreigners would be easier

to monitor. However, this aspect of the agreement would

not cover shares owned by members of the shareholders’

families or associates with whom there could be mutually
beneficial agreements. It is much the same type of problenm
as insider trading where the transactions of the insider
directors and managers can be monitored, but not those of
their relatives, friends and associates.

In sum, the EDB-Mitel agreement is an example of the
type of transaction, which is difficult to define, and
where opportuniem may be exercised. Thus, our conclusion
would be that if such an agreement was required it would be

difficult to monitor and enforce.
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Explanation for the Evolution of R&D in Small and

Nedium-Size Canadian Firms

On the basis of the present findings and those of
earlier surveys of small technologically-oriented firms in
Canada, such firms appear to evolve through the following.
stages. The firm starts up as a result of an entrepreneur
developing on his own, or in his previous occupation with
some other firm, some new product or process, which will
find a niche in an existing related market. The management
of the firm ;s tightly controlled by the
owner-entrepreneur-msanager. Control over the technology
and equity ownership are uppermost in the owner’s mind.

As the firm’s sales increase, commercial success may
doom the firm to failure, unless the owner is willing to
adapt his management and financial structure to the
requirements of increasing size. If the firm passes
through this stage, it then examines the opportunities for
larger markets, and automatically turns to the U.S. which
is ten times the size of the Canadian market. In fact, the
whole Canadian market is about equivalent to that of the
satate of California in terms of both population and Gross
Domestic Product. Selling into the U.S. market requires
the need to become familiar with export docﬁnentation and
financing. While exports may be used at first to service
the U.S. market, it soon becomes clear that it may be
easier to assemble or manufacture in the U.S. The
technology can be easily transferrod,.workers can be hired

and trained, and the firm can perceive itself to be a truly
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international enterprise.‘

The owner may also expaearience a demonstration effect
from a similar sequence followed previously by other
Canadian firms. Success at this stage leads to the
realisation by some firms that some R&D performed in the
U.S. may be useful to adapt the product to the U.S.
market. The firm also becomes identified aa one performing
R&D. The disadvantage, from the owner’s point-of-view, is
that decentralization may lead to aome loss of control over
the technology and the firm. The owner may alaso recall
that he started up by leaving his former company with an
idea or product that he had been working on, and perhaps
some of his managers will develop the same thoughts,
especially if they are located far from their home base.

This is the stage reached by most of the firms in the
group studied, at least those with R&D operations in the
U.S. The next stage in their development is more
speculative, but once sales exceed $100 million, it is
poaaible that a technologically oriented firm may find the
attractions of the U.S. market of 220 million people
irresistable, such that a part of the corporate
infrastrucutre may move out of Canada. At this point, the
core of the R&D act;vitiea may leave with a rump group
remaining in Canada. No such conclusion can be derived
from the findings in our present study, but developmrents in
firma such as Northern Telecom Ltd. and Alcan deserve
watching.

The question that arises for Canadian policy-makers is
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the effgct of such a sequence of events for Canadian
employment, R&D,balance of payments and economic growth.
If a decision is made to discourage such a seguence when
firms become large, and we are not suggesting that it
should be considered without further research, there is a
need to determine what policy instruments the government
possesses. At the same time there is a need to assess the
policy incentives and disincentives which may exist in the

U.S., causing Canadian firms to locate their R&D there.

Some Policy Implications

Recent attention has been drawn to Canadian policies in
the 1983 Federal Budget, and in a statement on "A
Technology Policy for Canada'" by the Hon. D.J. Johnston,
Minister of State for Science and Technology and for
Economic Development, May 3, 1983. New initiatives were
announced for the Industrial Research Assistance Progran
($20 million over next two years), revised R&D tax
incentives, joint university-industry research, university
research and research training, a proposed Canadian
Communications, Informatics and Space Research and
Development Institute, a national biotechnology strategy,
and a national microelectronics design network. More
recently it waas reported that National Revenue has made new
rulings on what constitutes R&D in areas such as computer
softwaref(l11). These Canadian initiatives need to be
contrasted with comparable U.S. policiéa which may attract
Canadian firms to do R&D in the U.S. Two points should be

kept in mind.
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First{ employment in high technology industries is viewed
in the U.S. as a potential cure for unemployment. Second,
state and city governmenta in the U.S. provide incentives
to such firma. The acope of R&D policy in the U.S. ia
broad in terms of both type of bolicy and level of
government - see Appendix A.

Assistance to small firms undertaking R&D in the U.S.
is recognised in the passage of the Small Business
Innovation Development Act (1982) and in the promotion of
government procurement from small firmsl[l2]. Some studies
note that R&D can be a footloose activity which will
migrate to available akilled labour, favourable tax
structures, proximity to academic institutions, and a
living environment favoured by such employees([13].

Our impression is that, in the U.S., a great deal of
attention is being given at all levels of government to the
development of policies to promote R&D. Consideration is
being given to a broad range of direct and indirect
policies for new plant location, and the use of university
expertise and resources. Canada is conducting a similar
examination of policy alternatives at both the federal and
provincial levels. In addition,cities, such aas Ottawa,
have become involved through organizationa like the
Commercial and Industrial Davelopment Corporation of
Ottawa-Carleton, which facilitates the atart-up of new R&D
intenaive (and other) firms in the regionli4l.

The amall and medium-size firms 1ﬁcluded in our survey

are influenced to some extent by government policies
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affoctipg both the supply of R&D, and the demand for R&D
1ntensiv; products and servicea. The stage of the firms’
development and their size are probably the major factors
influencing the location of R&D. Thus firms may
contemplate doing R&D abroad, when servicing the foreign
(usually U.S.) market is assisted by such a move, but not
otherwise. Government policies which influence their
decision vary with their atage of development. A amall
firm requires not only venture capital, but assistance in
" marketing, in dealing with government regulation and in
applying for R&D incentives. Knowledge of what incentives
are available and how to apply for them can itself be a
challenge to such a firm. One stop shopping, as set out in
the new regional and industrial incentive programl[15]1, may
assist in this regard, but any new program is a challenge
at the outset,and the more frequently the policies are
changed the greater this obsatacle becomes. In any event,
the response to a policy by small firms can be expected to
be different to thaf of larger firms, which may be able to
adjust more easily.

Since relatively few small firms will undeftake R&D, it
is possible that a direct approach by government to
business is required, i.e., government should lobby
business to do R&D in Canada. The initiatives taken by
U.S. state and city governments seem to adopt this approach

Our overall conclusion is that there does not appear to
be a strong move by amall Canadian firms to locate more

than a limited anbunt of developmental R&D in the U.S., and
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that this does not occur until sales reach about $20 to $25
million. Beyond sales of #$100 aillion a year, the tendency
to locate R&D abroad may be greater. At these larger
sizes, which were not the focus of thia survey, attention
should be paid to the relative attractiveness of U.S. und'
Canadian direct and indirect R&D policies as suggasted
above. The situation is consatantly evolving,new policies
are being developed in both countries. A major lure of the
U.S. to these larger Canadian firms will be the
substantially larger U.S. market. Once a number of
Canadian firms locate R&D in the U.S., the demonstration
effect may pull others, and protectioniat U.S. policies may
alert Canadian firma to the advantages of such a move.

These observations suggeat that small Canadian firms
will not locate R&D abroad, but {if they are successful and
grow beyond a certain size, then such a move may be made
partially in response to the policies of foreign
governmenta. No judgement is made here on whether this s
good or bad f&r Canada. In one sense it may be inevitable,
but an understanding of the forces at work could lead to
policies which mitigate the undesirable offeét.. One final
proposal is that the phenomenon of Canadian investment .
abroad and its impact on Canada should receive increased
attention. The investment is taking place anyway both in
raesearch intensive and in other areas. We need to know why
and what the consequences are to Canada. The process is a
part of the growing 1ntornationalization of firms,

industries and economies to which policies must adapt.
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APPENDIX A

U.S. DEVELOPMENT INCENTIVES BY STATE

Financial Programs for Industry

Tax incentives and other laws

Special services and industrial development
Industrial revenue bond financing
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Ly d=—Authorized but none 15 acCtive.

e

—Permitied only in specified muniCipalities
;..sunumlomycilms or counties to olfer
#nancial aid for exishng plant expanstons. in
Louisiana, siste financing 8:1d 13 directly involved
onty in the case of those port authorilies whose
obligations are backed by the fult tasth and crednt

..
p"ﬂmy is himited 1o Ports Authority «n
Georgia and 1o port districts in Oregon and
washington. The Washingion ufmmuu has
spproved placing 8 constitutional amendment
on the Noverrber 1981 ballot. The amendment, if
oved, would aNow issuance of lndu‘"ll
ue bonds on & IOad basis.

S—Stste-sponsored but privately sted non-
ofit Regional Job Development Curporations

may bs established in low-inCome areds to

povide foans (o small businesses

r;-Aullablo' ;hvough the Minorly Business

lopmaen ncy.

mhgm to E%.A-Jnignuod areas .

§—Loang also cover working capital, site

ovements and inventortes

§—Permitted for processing ptoducts of

sgriculture, inciuding forestry and timber

production.
10—Appliss only to poliution conirol equip-

nt.
“.—Auntblc in Cook County (Chica?f: aren)
12~Undur the Naw York Job lncentive Program,
s corporate franchise or unincorporated
business tax credit is allowed to lirms locating.
expanding Of improving faciiies in the state.
The hrm must Create or retain at leas! live jobs,
ovide an spproved Irpmng progrivn, and the
rgest shate Of the faciiity's volume 01 business
mus! be from other than the retailing of goods or
services or the turnishing of accommodations
The credil 13 givan for up 10 10 yeats The croean
described in footnote 46 may be takeninstead of
the Job incentive Credit. Under the Job Incentive
Program real property lax exemption is a local
option.
13- Guarantee applies 10 Act 9 industrial
revenue bonds up 1o §1 mithion
14~—State and jocal program of participatlion in
building construction.
t5—Loan gusrantee of up 1o 90% of the project
smount, not 10 exceed $250.000
16--For amuurm? and deveioping sies
17—Authorzed if 3 one-milt muili-putpose tax
fevy 18 appioved hy local voters
t8—-Prorily given 1o companies applying for
assistance under the Tennessee Industrial
Development Authority program. Program s a
foan guarantee only at present.
19-5tate grants 1o assist m industris! aile

sparalion.
%-"7-yur ad valorem (ax exemplion on texlile

nts

1—Law ajows reduction tn taxes bul not
sxemption Goods intransit, invgntories and raw
materisls are assessed ot 5%
22—A ¢orporate tax credut for wages of
empioyess rired from 8 blighted srea A

rate tar Crechl 10 ad vatorem school tases

of firms l0caec i a8 blighted ares Also. any
commercial ; ‘oject in a Slighted ares quakfied
for indus!ia’ ravenus bond financing
23—Equipmirrt and machinery acquired gfor
the 1973 2c: c<i.nent date is diempl from locat
property tac
24—Colew 2*. . Fionds sand New York do not
enttact un @a . ra jax R
28— Nevaca. ¢ aag, Washington and Wyomng
dgo NNt taey COMPUALE ,Of personal intome
Connm.tk.ut, * 11198 AnY New Hampshite db nnt
ar poreow 4l nigore. | .
&6 —Finishe mp.ogs Are Asse“sed at (0% of ps
valustion ¢ ".'r iban 100% for propertly tuy
wpmu.,f.g:'. ‘an fAaigrais and goods
Sril KENGL o o re

- % Y o ~0 1% Lx om
corort't 1L Xih ' o Fiolis ok Sk
GUIISE eed Loifoa gl et {os 19 figurnn
!0—;' 3&"-'“0": hr'-:l: 'f"o.. h;

re bein 8
out Firpt $145 of assessed l.nblenv':lua.rﬁ
PEsgNal property 13 exempt An addihional
ox 10N 13 added by the counly, and the
aies by county.

”*'“""‘Wv.fooca In process and hnisheg
ggom e taxed only the value of raw matenals.
~Applicable o Indusirial Revenus Bong

financed property on -
tion 1 'b*?a y only. A twenty-year exemp-

31—in Kentucky and Tennessee, the exemption
s applicable at the locat level only tn Maryland,
the exemplion may be spplicabie at the county
or local level In Virginia locatihies have the
option of tolally or partially exempting certiied
poHution control and sola energy facilies and
equipment from real or personat propeity taxes.
tn Flonida, the exemplion is a 10cal option, and
school and special district taxes sre excluded
#rom the exemphion.
32—-Applicable under the tax equalization law
only
33~Exemplion applicable 10 ceprtal improve-
ments only
34—Aliowed except for sales/use tax when
puichased for use as an ingredient o langible
personal properly for sale
J5—A 1% tax ctedi, based on wages paid, 18
aliowed lor the hirst theee years 10 new and
expanding Industry engaged in the mechanical
of chemical transformation of materials Or
substances into new products. "Enpandm?"
nwans 10 aapand 8 piesent operalion $o 83 10
nciease total permanent jobs by 30%.
36— 10-year parlial rropcfly tax abatement in
desiynated areas of ali cities and towns fof
renovation or new construction of facilities
37—-RAD equipment 1s classiied as manufac-
turer's machinery and equipment and. as such,
s eligibile for tax exemphons
MW Lurat optos, in dimiginated egevidopment
areas
39—Ail inventories recuded to 4% of market
value
40 —E xemption s allowed on separate, detach-
alde accessory tools and ishnpment which hdve
a useful ife of less than 12 months.
41—-State does not coliect sales/use tax
42 —Business inventonies exemplion increased
to 100% on 1/1/79
43 - Applicable to goods stored in honded
warehoises
44- Applies 1o imported goads if they have not
tost theu Status as imports .
45 -Noist dbatemeit codes recommended by
siate for adoption by municipalities
46 -A tax credit equal 10 4% Of quakfied Capital
invested it new production taciihes may be
apphed against a business corporate ‘ranchise,
uninLorporated business (ncome or personal
income tax latulily The tax creditisrestricted o
tnvesiment in bulldings. equipment and (aciliies
which have a usefui hife of at least four years and
are used 1n manufaclunng. processing, assem-
biing. refiming. mining. agncutiuraf of commey-
cisl hshing Experimental research and de-
velopment faciidies may elect this oplion 1n
place of the wrte-olf described in footnole 47 A
patticular investment 1s not ehgibie for both the
investment credit and other state tax ncentves,
except that corporations mamtaitung of ncreas-
lnﬂgmemploymonl in the stale may deduct an
additidnal credit of one-hal! g the uniginal credit
in each Of the three years succeeding the
mvestment Thig results ; a potential credit of
10% over four years Corporate franchise
laxpayers wili continue 10 be required to pay 8
minimum tsx of $250 annually Any credit
remaining may be carned forward.
47—Costs paid of ncurred :n a taxable year by
inCorporated or urincorporaled business for
expetimential RAD facid:es, for industrial waste
frealmen! faciities and/or for aw poliution
conirol faciiies may dbe deducled from net
income for tax purposes Thecredd described:n
footnote 46 may be taken i fieu Of this credit
48—Tangible and intang:ble personal property
18 RO! subject 1o ad valorem taxes
49 New equipment 13 altowed 8 preferential
rate of 1%, with a maximumtax of $80per article
S50—Leat tobacco ¢ allowed an exemption of
60% of tax rale. bales of cotton. )% and
pesnuts,
St1—1inNorth Dekota. exemption extends onty to
new construction tn Oregon, exemption ts
aliuwsd while faciliy 19 uNOe construction only
S2—Tux crecits aliowed 10 manutacturers ang
P:g::ms for property taxes paid on goods in

3—tnventory tax wil be ehiminated by 1980
S4—Exctusion from sales and use lax on
ndusttial purchases used directly i industral
g;OdEch?ﬂ ang research

~Cxaclusion of tangibie personal propert

from taxation at tocal tevet suu"n.?nl
nventory tax

$6—Phased exemption, fully exempt by 1984

57 —-In Tenncssee, tax credits are aliowed tor
products of state soit in Florica tax credit
applies onty 10 aicoholic beverages produced
trom gpecified Florida-grown agniculturat
roducts

—Seven-yedr annexalion Or de-annexation
exemplion
59— Allowable depreciation 1 simiat to that
which is permitted under federal laws
60—Exemp! from sales/use lax, but not from
business capnal lax.
6t—Local governments may classify separately
the tangible personal property of research and
deveiopment firms from that of pther taspayers
and tax 1t at cfferent ratos
62 —A crecht is allowed for sales tax pad on
energy
63 - Has bern used in City «f Baltimore
gl-—-Sule tax rate of 1% will be phased out by

/1/83

65—Providged only in rare instances In Cah-
fornia, a few cilies and counims wilt lease tand
they own at nominal rates
66—-L imited 10 technical assistance
67 -Facilities avaiable on contract basis
68- -State vocal:onal educatinn program key.:s
o federaly funded program '
69—Carned ou! through local development
Corporations.
70 - Avariahie to industry on a chntract and.or
consulting basis
7t—City-owned iand only Cit'es may nol
purchase lang for putpose of provioiig freeland
10 mdustry
72 —righway Commession wili tantg first twn
mes ! 1va 3 INto New Sk arneas
73—~Marytang Industnial Devwopmert Financ.
ing Authonly will guarantec up tn 80% of the
mortgages for tand and 70°% tor equpment for
recreational projects
74 Activily imited 1o Certann units »
75—An ncome tax credits altcowed 'or a iveriod
ot 10 years agamst the inc.ome tax.s gererated

by the operation Of a new business activity The
Credd based on the numbet of new jous
created as well as the capital (avetmont
invotved

76 -Raw materials for process:ing are esempt
from sates and use taxes Howeve:, B prersonal
property ventory tar 1s levied at the local evel
ontaw matenatls smanutactuter has onhandon
Jan 1 Fimshed goods are exempt from taxation
77-Credit allowed for tederal taxes paua
78—A coal tax fund s available to areas dwectly
impacted by coal devalopment
79 =Port distrcts only
80 <funds are from Public Health for sohd
wastes disposal projects
81aState matches funds from US Dept of
Housing and Urban Development
82—The business personal property tax on
machinery, equipment and other tangible
property @ 1 2% of 50% of original cost or cost at
acqumsitiong This 1ax has been repealed for
equipmeni purchased after 3/1/77
83—Appiicable 10 goods stored in icensed and
bonded warehouse, piovided that 35% or more
of the previous year's sales or shipments from
the storage area were shipped n interstate
commarce to a poInt outside the state
84—Sales/use tas exemption
85—Finished goods stored n public or private
warehouses dgestined for out-of-state shipment
are exempt
B6—During 1979, state personalincomea tas was
tngexed to compensate for inflatiyn
87~Five-year lax abatement on tuilaing.
equipment and machinery Can also aopiv 10
fENMNUONS
88 -Targeted |obs lan Credit program
89 - Connecticut Urtan Jobs Program available
in 18 “tiStressed” and 28 high une mployment
communities
90 -S100 per job createc by any dbusiness
enterpnse Manufacturing industries may e!.rt
to use eilner the job 1ax creditor the property tax
;l‘len;;‘)h'oﬂ. but not b’sﬂt

—State matching funds for private -prof
organizations 19r recreatrona!l prolec':m proft
92—-Siate pays mnterest on spec buildings untit
!’r:v!ey Ah.ve been sold or feaseq

—A gross produchiontas ontextite milfs
of propetty tax B inkev
$4—1% of investment in industrial machinery
;Dll/'g:l Corporate excise tax Fully eflective
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