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Background: State-Sponsored Venture Capital Programs

State-sponsored and assisted venture capital programs have been in existence since the late 1970s, with early
programs established in Massachusetts, Kansas, and Connecticut. However, the success of these programs has
been mixed. In some states, public venture capital programs were criticized for various reasons, including: inadequate
public funding, lack of needed expertise in fund management, perception of political interference in investment
decisions, government regulations that impeded fund operations, and poor financial return on fund investments.

Concerns with previous state-sponsored venture capital programs, changes in the fiscal and political environments,
and the increasing number of technology-based startup companies in the 1990s encouraged several states to
establish Certified Capital Company programs (CAPCOs) as an alternative for increasing the supply of venture capital
in states that traditionally did not receive much venture capital.

The first CAPCO legislation was passed in Louisiana in 1983, with subsequent adoptions during the height of the dot-
com boom in the 1990s. By 2005, Georgia, Missouri, New York, Wisconsin, Florida, Alabama, Colorado, Texas, and
Washington D.C. all enacted similar legislation. Although Georgia's CAPCO law was later repealed when the
recession early in the last decade resulted in investors unwilling to invest in technology-startups and a lack of State
funding, the General Assembly is now, once again, considering resurrecting a similar program.

Current Georgia CAPCO Legislation

Under House Bill 298 (House Committee Substitute) and Senate Bill 203 (House Floor Substitute), CAPCOs are state-
certified venture capital companies funded by insurance companies. As an incentive to invest in CAPCOs, insurance
companies receive a specific credit, usually a $1 credit, on premium taxes for each $1 invested (the tax credits are
spread out over five years). The aggregate amount of investment tax credits to be allocated to all participating insurers
must not exceed $125,000,000.

With the money from insurance companies, CAPCOs act as venture capitalists, investing in small businesses and
startups either by lending them money or buying stock in them according to an established time schedule to ensure the
availability of tax credits to the insurance companies. An insurer's return-on-investment is virtually guaranteed as the
legislation authorizes the CAPCO to return up to 100 percent of the insurer's initial investment in the form of a
distribution. The State does not participate in any form of profit sharing with the CAPCO or insurer.

Critics and Supporters

Supporters of CAPCOs are quick to point out that the program is an effective and quick way to infuse the state with
public-sponsored venture capital without having to issue bonds. The infusion of venture capital will then help to attract
more startup and small-cap technology-based businesses while also creating highly skilled jobs. The increase in new
jobs and new businesses will offset and eventually outweigh any loss of state revenue in the form of tax credits.

Critics point out that it is very difficult to track just how many jobs are being created, that a venture capital infrastructure
already exists, and that a state would be better off investing directly through an established venture capital fund just
like any other investor. They contend that if a state invests 20 percent of the money, then it should receive 20 percent
of the profits. Currently, most CAPCO laws return nothing or very little to the state. So aside from questioning a
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CAPCO's effectiveness in creating jobs and generating new tax revenues, critics conclude that any such benefit from
CAPCOS would be at least as great if the state invests in a traditional venture capital fund.
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