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“...discovery! To give birth to an idea, to discover a great thought – an intellectual nugget,  
  right under the dust of a field that many a brain-plough had gone over before... To be first –  
  that is the idea.” 
 
                      –Mark Twain  
                        The Innocents Abroad  
                        1869 
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THE CERTIFIED CAPITAL COMPANIES  
ECONOMIC DEVELOPMENT INNOVATION:  
MISSOURI’S EXPERIENCE TO DATE  
 
  
Executive Summary   
 

This review by the IC² Institute of the University of Texas at Austin was designed to 
assess objectively the performance to date of a state government program to promote increased 
venture capital. These certified capital company programs, known generally as CAPCO 
programs, provide a state tax credit to insurance companies, against the state insurance premium 
tax, for providing venture capital to start-up and early stage businesses within a state. This 
assessment focused principally on the State of Missouri. As there is less than three years of 
experience with the Missouri program, this review should be seen as “interim snapshot” of the 
results up to this time.   
 
 Because of the IC² Institute’s previous experience with innovative state government 
programs and its primary interests in science and technology commercialization, technology-
based regional economic development, global networked entrepreneurship and technology 
venturing, technology transfer and commercialization, the IC² Institute was requested to perform 
this review by the Growth Capital Alliance and a broad coalition across the State of Missouri. 
With the Institute’s mission being to foster wealth creation and prosperity sharing, the CAPCO 
program is of great interest as state officials throughout the country seek information about 
different mechanisms to address the shortage of venture capital in their jurisdictions. As a policy-
oriented research organization, the IC² Institute has a particular interest in innovative programs at 
the local and state government levels which can be evaluated and, if appropriate, adopted, in 
whole or in part, by other jurisdictions. (Additional information about the IC² Institute is 
provided in an appendix.)  
 
 The objectives of this review were to assess objectively the experience of the Missouri 
program and to prepare a policy-oriented, readable objective report for use by state government 
officials and other interested parties. This review was designed to be a summary of the 
experiences to date, using all available quantitative and qualitative information. Two field trips 
were made to the State of Missouri for on-site interviews and collection of information. 
Interviews were conducted with relevant state elected and program officials, venture capital staff, 
executives of the companies receiving investments, and other knowledgeable individuals 
involved in economic development and venture capital activities within St. Louis and Missouri.  
Opinions also were sought from a wide range of knowledgeable individuals and organizations  
outside the State of Missouri. Because of time constraints, not all the portfolio companies could 
be interviewed. Access to non-proprietary data and information was considered excellent. The 
review was independent, the interviews were conducted privately, and the observations and 
conclusions are those of the IC² project staff.  The study began in late October 1999, and this 
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report was drafted in early January.  
 

The CAPCO program is designed to enhance the presence of venture capital companies 
and increase venture capital investments within the State of Missouri. The venture capital 
companies (CAPCOs) obtain funding from investors (insurance companies that pay a state 
premium tax) and, the CAPCOs in turn, must invest the funds in eligible businesses. Capital may 
be used for expansion, retention of current operations, and modernization.  The State of Missouri 
provides the insurance companies with a tax credit of 10% per year over a ten-year period. 
During the first two years, according to the state’s records, the aggregate amount of tax credits 
redeemed has been $14,733,731. An additional set of credits will be redeemed in March of this 
year.  

 
Eligible businesses must be in need of venture capital and be unable to secure 

conventional financing, and must be headquartered and have 80% of its employees located 
within the state. Businesses must have no more than 200 employees before the first investment is 
made and annual revenues may not exceed $4 million annually, or if the business is more than 
three years old, revenues in the last fiscal year may not exceed $3 million. Businesses may not be 
in retail, real estate development, insurance, and involve professional services by lawyers, 
accountants, and physicians.  

 
The capital companies apply to the state to become certified and then their investors are 

eligible to receive an allocation of the total state tax credits available. Not all certified venture 
capital companies are successful—only those which are able to raise funds from the investors 
(insurance companies) are able to participate in the program.  At least 25% of the total 
allocations must be invested within two years, 40% must be invested within three years, 50% 
must be invested by the end of the fourth year, with 100% invested before any distribution of 
profits can be made.   
 

The Missouri CAPCO legislation became effective on January 1, 1997. In the first round 
of allocations, three CAPCOs had a total of $50 million in tax credits allocated to their investors 
in February 1997.  In June 1998, a second round of tax credits was allocated, with four CAPCOs 
receiving a total of $50 million in credits allocated to their investors. In the 1998 Missouri 
legislative session, a geographic targeting criterion was added to the statute, restricting a third 
round of investments to qualified businesses located in distressed communities. The third round 
of $40 million in tax credits was allocated recently.  
 

As of mid-January 2000, the pace of investment activity by CAPCOs has been 
aggressive. In the approximately 2.5 years since the first tax credits were awarded and 
investments could be made, 50% of the first round investments have been made, far greater than 
the required benchmark in the legislation of 25%. That pace of investing has been nearly uniform 
across the three CAPCOs. Round two investments have also been aggressive, with third round 
investments having just begun.  
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A total of 19 qualified businesses have received $40,370,789 in investments so far. 
Profiles of the following companies are presented in the report: Savvis Communications 
Corporation, The Rainforest Company, Birch Telecom, Inc., StreamSearch.com, Inc., Rockwood 
Capital Advisors, Shared Savings Contracts, Intira , and Omniplex Communications. Based on 
interviews with senior company executives, the CAPCO program receives unanimously high 
marks, and several executives indicated the investments were crucial to their company’s 
existence and its expansion.  
 

The quantitative data, which exists at this early stage in the CAPCO program, provides 
evidence that significant economic impacts have occurred. A comparison between employment 
levels of the companies prior to CAPCO investments and after the most recent CAPCO 
investments shows that more than 1500 new jobs exist in the portfolio companies. This is a 
simple percentage increase of 280% in approximately 2.5 years. This increase is all the more 
impressive because the table does not distinguish between companies that received investments 
in 1997 and 1998,  from those which received investments just within the past three months. 
Only two companies have lost employees. One terminated its operations in 1999, and the other 
reorganized. Four of the companies have had employment increases surpassing 100 employees, 
led by Birch Telecommunications, which has gone from 13 employees to 935 at the end of 1999. 
Birch projects an employment complement of 1650 by the end of calendar year 2000.  The 
estimated employment impact to date within the State of Missouri is between 3,392 and 4,010, 
depending on the multiplier factor used and adjustments made for acquisitions and employees of 
portfolio companies who are located out-of-state. Overall, the level of employment growth is 
very impressive for such a short period of time.  

 
Another indicator of program outcomes is the amount of follow-on capital, which the 

portfolio companies have been able to leverage over and above the CAPCO funds. As of January 
2000, slightly more than $40 million has been invested by the CAPCOs during the past two and 
one-half years. That has induced approximately $387 million in supplemental capital. That is a 
leveraging ratio of 8.6. Several large national financial institutions have provided follow-on 
capital, as have several venture capital investors with established national reputations. Fully half 
of the companies have secured more than $1 million in additional funds. Five of the companies, 
led by Birch Telecommunications with $170 million, have secured more than $10 million in 
outside capital, and four of these secured more than $35 million. All but six of the companies 
have received additional financing, and it is likely that several of those will secure financing in 
this calendar year. Several of the companies, which have already secured financing, are currently 
seeking much larger amounts. The findings about follow-on capital demonstrate a “certification 
effect,” which has been shown in previous research regarding companies receiving SBIR awards. 
That research has found that companies who win an SBIR award receive recognition and, that in 
turn, leads to other favorable outcomes.    
 
 Another indicator of the CAPCO program will be the number and reception given to 
initial public offerings of the portfolio companies. It is expected that at least two of the 
companies will have IPOs this calendar year. The IPOs, should they prove successful, would 
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provide further evidence the Missouri CAPCO program has been successful. It would add to the 
already impressive quantitative data, which exists about the employment and the follow-on, 
leveraged capital impacts.  

 
 Possible modifications in the Missouri CAPCO program may be appropriate, despite its 
outstanding early record. While one should be reluctant to tamper with a structure producing the 
outcomes Missouri has realized to date, some issues were raised which deserve consideration.  

 
Long-Term Funding for the CAPCO Program—Some mechanism such as a revolving 
fund may be considered to replenish the CAPCO allocations beyond the 10 years. One 
approach cited by Missouri officials is a revolving fund along the lines of Missouri’s 
recently enacted New Enterprise Creation Act Seed Capital Tax Program.  

 
Headquarters Residency Requirements--It appears that three of the 19 companies 
receiving CAPCO investments will have some type of residency requirement issue 
involving moving their headquarters outside of Missouri. This is a complicated issue, and 
a solution is beyond the scope of this review. However, a state must ensure that the 
benefits of growth do not leave the state, after a company has been successfully launched 
with taxpayer funds.  Officials in other states should: (1) review state residency 
requirements currently in force on other state programs currently and determine if they 
have proven effective; (2) review the five states with CAPCO legislation for possible 
alterations, particularly those of the State of New York; and (3) craft new procedures, if 
desired, with all parties, aimed at financial restitution by the portfolio companies, should 
geographic relocations occur.  
 

   
The experience so far of the Missouri CAPCO program has been quite promising.  The 

results to date in terms of jobs and additional leveraged investments are stellar. The pattern of 
early experiences indicates there will be several major successes, many moderate successes, and 
relatively few failures. The investments are benefiting Missouri’s economy now and show every 
indication of proving even more beneficial in the future. Based on interviews, satisfaction with 
the program appears nearly uniform, with most individuals feeling the state will benefit longer-
term.  Officials in other states with inadequate venture capital throughout the state or in 
designated geographic areas within their state, should consider seriously the CAPCO approach. 
While no two states are identical in their economic conditions, and alternatives and modifications 
should always be considered based on local situations, the CAPCO model will enhance a state’s 
entrepreneurial image, and more importantly, provide a more favorable investment climate for 
existing entrepreneurs within the state.  
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I. Background And Purpose of This Analysis  
 

This review by the IC² Institute was designed to assess objectively the performance to 
date of a state government program to promote increased venture capital. These certified capital 
company programs, known generally as CAPCO programs, was first enacted in Louisiana, with 
subsequent adoptions by the States of Missouri, Florida, New York, and Wisconsin.  Because of 
the limited timeframe in which this review was conducted, and because an impact analysis of the 
Louisiana CAPCO program was already underway, this assessment focused principally on the 
State of Missouri. As there is less than three years of experience with the Missouri program, this 
review should be seen as “interim snapshot” of the results up to this time.   
  

In all states, CAPCO programs have been initiated to help address the shortage of 
available venture capital for start-up companies. The CAPCO approach, by providing insurance 
companies with a credit for their state premiums, enables new financing to be invested by 
venture capital professionals in emerging companies that are headquartered, and whose 
employees reside, principally within the state borders. While there are differences in the statutes 
across the five states, all are designed to increase the supply of venture capital for entrepreneurs, 
and to enhance a state’s economic development climate for emerging, technology-based firms.  

 
Because of the IC² Institute’s previous experience with innovative state government 

programs, including state-supported venture capital models, the Growth Capital Alliance and a 
coalition from across the State of Missouri asked the Institute to perform an interim review.  
With state officials in a number of states seeking information about different mechanisms to 
address the shortage of venture capital, the Growth Capital Alliance sought objective 
information, which could be shared with state officials. The CAPCO approach, which is one 
alternative, should be considered in the context of a state’s particular conditions and needs, to 
determine if such a CAPCO mechanism would prove effective in that jurisdiction.   
 
 
 
 
II. Project Objectives  
 

The original objectives of the project were:  
  
 
 

(1) Assess the track record of CAPCO programs in the State of Missouri, and to a lesser 
extent the State of Louisiana, in meeting the original legislative goals as well as the needs 
of entrepreneurs for venture capital in those jurisdictions; 
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(2) Obtain information, primarily of a descriptive and quantitative nature, about the status 
of CAPCO programs in the States of Wisconsin, New York, and Florida;   

 
(3) Review other types of state government programs whose objective is to increase 
venture capital to within-state entrepreneurs; and  

 
(4) Compile and prepare a policy-oriented, readable objective report for use by state 
government officials and other interested parties, which could be useful to them in 
considering future policy alternatives for increasing venture capital in their states.   

   
After this review began, it became known that the State of Louisiana was conducting a 

more intensive and comprehensive review of their CAPCO program. Because of that review and 
the size of the Louisiana program, and because of the limited timeframe in which to conduct this 
assessment, the scope of this review was narrowed to Missouri only and became more in-depth. 
Additional analysis may be performed at a later date regarding one of the other state’s CAPCO 
programs.    
 
 
 
 
III. Methodology and Scope of Review 
 
 
The Approach 
 
 The focus of the review was principally on assessing the effectiveness of the CAPCO 
program model in achieving the public policy objectives of Missouri state officials. On-site work 
included interviews with relevant state elected and program officials, venture capital staff, 
executives of the companies receiving investments, and other knowledgeable individuals 
involved in economic development and venture capital activities within St. Louis and Missouri. 
In addition to the interviews, pertinent public records and data were reviewed. Both qualitative 
and quantitative data were collected. This review was not designed to be an economic impact 
analysis or a strict cost-benefit analysis, although it does include an economic forecast of impacts 
based on outputs from a simulation performed by Regional Economic Modeling, Inc. (REMI).   
Both the quantitative data and qualitative information are fact-based. Opinions also were sought 
from a wide range of knowledgeable individuals and organizations within the State of Missouri 
and outside the State of Missouri and provide additional context for the analysis.     
 
 
 
Limitations of Data and Study 
 

This assessment was conducted in November and December 1999. Two field trips were 



 

 
 
 
 
 
  
  
  12 
  

made to the State of Missouri for on-site interviews and collection of information. Because this 
review was not conceived to be an impact analysis, project staff believed it was crucial that much 
of the information be acquired in person. To the extent possible, data was collected from public 
sources and from the CAPCOs and their portfolio companies in personal interviews with senior 
officers. Access to non-proprietary data and information was considered excellent. Time 
constraints did not permit interviews with all companies or for some individuals who contributed 
information and data to review its accuracy. This report was drafted in January, 2000.  
 
 
 
Project Staff    
 

Dr. James Jarrett served as the project manager and chief researcher. Administrative and 
research assistance was provided by staff at the IC2 Institute of the University of Texas at 
Austin. The review was financially supported by a contract from the Growth Capital Alliance to 
the IC2 Institute, the University of Texas at Austin. Additional information about Mr. Jarrett’s 
background is provided in an appendix.  
 
 
 
 
 
IV. Operation Of The Missouri CAPCO Program 
 
 
The CAPCO Model              
 

Because the CAPCO process is becoming well known, only highlights will be provided 
here.  (An enumeration of the similarities and differences among the five states is provided in the 
recently completed Louisiana report cited in the References.)  The key provisions of the CAPCO 
program, material developed by the Missouri Department of Economic Development, are shown 
in Exhibit I. The CAPCO program is designed to enhance the presence of venture capital 
companies and increase venture capital investments within the State of Missouri. The venture 
capital companies (CAPCOs) obtain funding from investors (insurance companies that pay a 
state premium tax) and, the CAPCOs in turn, invest the funds in eligible businesses. Capital may 
be used for expansion, retention of current operations, and modernization.  The State of Missouri 
provides the insurance companies with a tax credit of 10% per year over a ten-year period.  

 
Eligible businesses must be in need of venture capital and unable to secure conventional 

financing, and must be headquartered and have 80% of its employees located within the state. 
Businesses must have no more than 200 employees before the first investment is made and 
annual revenues may not exceed $4 million annually, or if the business is more than three years 
old, revenues in the last fiscal year may not exceed $3 million. Businesses may not be in retail, 
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real estate development, insurance, and involve professional services by lawyers, accountants, 
and physicians.  

 
The CAPCO venture capital companies apply to the state to become certified and, if 

approved, are eligible to raise funds from insurance companies. Not all certified venture capital 
companies are provided an allocation of tax credits—only those, which are able to raise funds 
from the investors (insurance companies).  At least 25% of the total investments must be made 
within two years, 40% must be invested within three years, and 50% must be invested by the end 
of the fourth year, with 100% invested before any distribution of profits can be made.   
 
 
 
 
Management and Operations 
 

Staffing and oversight needed for the CAPCO program are limited. There is one staff 
person in the Department of Economic Development who has primary responsibility for the 
CAPCO program. She also has responsibility for eight other tax credit programs, although the 
CAPCO program is the largest dollar program.  Reporting requirements imposed on the 
CAPCOs are minimal. Having once been certified and received funding, CAPCOs perform their 
investment analysis, and once they are ready to finalize a qualified investment, the State 
Department of Economic Development is notified. All proposed investments have been approved 
to date, although there have been instances in which clarification has been required due to 
industry criteria, particularly involving physicians. Once approved by the State, the CAPCO 
traditionally issues a tombstone announcement as shown in Exhibit II. CAPCOs submit general 
information on a quarterly basis and annually, they submit detailed data on their portfolio 
companies, a list of investors, and information about their own operations. This information 
serves as the basis for an annual compliance audit by a financial unit within the Missouri 
Department of Economic Development.    
  
 
 
Program Activity—Certification of CAPCOs and Allocation of Tax Credits 
 

The Missouri CAPCO legislation became effective on January 1, 1997. Earlier attempts 
to pass the legislation failed because of an aversion towards tax credits, skepticism toward the 
state being involved in venture capital investments, and the aftermath of several bad investments 
on the part of a state agency.  Reportedly, there was also initial opposition from the State’s 
Department of Economic Development regarding the priority of the CAPCO program versus 
other unfunded priorities.  
 

In the first round of allocations, four CAPCOs were certified by the state, and three 
received a total of $50 million in tax credits in February 1997: 
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 Advantage Capital Missouri Partners I, L.P.--$22,700,000 
 BOME Investors, L.L.C.--$22,700,000 
 Stifel CAPCO, Inc.--$4,600,000 
 
 

The Department of Economic Development allocates the tax credits based on the capital 
raised by the CAPCO from the investing insurance companies. One certified company did not 
receive any allocation because it had not raised funds.  
 
  In June 1998, a second round of tax credits was allocated. Seven CAPCOs were certified, 
and four CAPCOs received a total of $50 million in credits: 
 
 

Advantage Capital Missouri Partners II, L.P.--$12,525,000 
 BOME Investors II, L.L.C.--$12,425,000 
 Stifel CAPCO II, Inc.--$12,525,000 
 CFB Venture Fund I, Inc. (now CFB Emerging Fund)--$12,525,000 
 
 

All of the CAPCOs raising funds in the first two rounds are shown in exhibit III. 
(Additional information about the CAPCOs appears in an appendix.)   
 

In the 1998 Missouri legislative session, a geographic targeting criterion was added to the 
statute (per House Bill 1656, effective January 1, 1999; statutory citation: sections 135.500-
135.529, RSMo.). While there are some minor changes in the eligibility criteria as well, for the 
most part, the new tax credits are restricted to qualified businesses (also known as portfolio 
companies) which are located, or which would be located, in distressed communities. This 
designation encompasses all of St. Louis County, some parts of Kansas City, and a number of 
rural areas. It should be noted that the geographical criterion was added to other economic 
development bills also, and not solely to the CAPCO program. The third round of tax credits was 
allocated recently with four firms receiving allocations: 
 

Advantage Capital Missouri Partners III, L.P.--$15,460,000  
 BOME Investors III, L.L.C.--$12,270,000 

Stifel CAPCO III  $9,816,000 
CAPCO Holdings, L.C.--$2,454,000 

 
  
 
Investments—General Profile 
 

As of mid-January 2000, 19 portfolio companies had received investments, as shown in 



 

 
 
 
 
 
  
  
  15 
  

Table I.  Fifteen of the 19 were located in the St. Louis metro area, three were in Kansas City, 
and one firm was located in Springfield. As can be seen in the accompanying exhibit (IV), 
developed by the Missouri Department of Economic Development, the companies receiving 
qualified investments are diverse. There are clusters based on the St. Louis metro area’s strengths 
in communications and telecommunications, advanced manufacturing, and medicine, life 
sciences. And there are various internet- and digital-related companies, both on the content side 
and on the infrastructure side. Several firms are service and consulting-based. Several of these 
companies will be profiled later in this review to provide more detail about their markets and 
what the CAPCO investments have meant for their operations and their futures.   
 
 
 
 
Table I.   Companies Receiving Investments To Date and Their Location 
 
Savvis Communications Corporation     St. Louis 
The Rainforest Company      St. Louis      
Stereotaxis, Inc.        St. Louis  
Birch Telecom, Inc.        Kansas City 
DataTrade, L.L.C.       Springfield 
Thumbs Up Telemarketing, Inc.     St. Louis  
LoanSurfer.com, L.L.C.      Creve Coeur   
StreamSearch.com, Inc.       St. Louis 
Rockwood Capital Advisors      St. Louis 
Cutting Edge Optronics      St. Louis 
DocuPhase        Kansas City 
PaylinX Corporation       St. Louis 
CraftLink        St. Louis 
Shared Savings Contracts      St. Louis 
Intira (Digital Broadcast Network Corporation)   St. Louis 
Omniplex Communications      Chesterfield   
WorkNet Communications      St. Louis                                      
SportsHuddle.com       St. Louis 
Three Dog Bakery       Kansas City 
 
 
 
Investments In Portfolio Companies 
 

The qualified investments, as of mid-January 2000 and shown in exhibit IV, are shown 
by each round of tax credits, by company, and by CAPCO. As can be seen from the exhibits, 
most portfolio companies receive several multiple investments from a CAPCO, and frequently, 
at least two CAPCOs co-invest in a portfolio company. Also, portfolio companies often receive 
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investments from different rounds of tax credits. Since exhibit was prepared, there have been 
several other investments:  
 
 
CAPCO  Business   Amount   Date 
Stifel III Shared Savings Contracts  $ 500,000          11/3/99 
Bome I  Shared Savings Contracts     700,000          11/3/99 
Bome II Shared Savings Contracts  1,800,000          11/3/99   
Bome I  SportsHuddle.com      500,000        12/27/99 
 
  
 
 To date, the pace of investment activity by CAPCOs has been aggressive. In the 
approximately 2.5 years since the first tax credits were awarded and investments could be made, 
half of the first round investments have been made, far greater than the required benchmark in 
the legislation of 25%. That pace of investing has been nearly uniform across the three CAPCOs-
-each of them has invested approximately 47-52% of their first round credits. One of the three 
CAPCOs made its first investment in April 1997, another CAPCO made its first investment in 
July 1997, and the third CAPCO made its first investment in December 1997.  
 
 Round two investments have also been aggressive, although the pattern across the 
CAPCOs has been less uniform. After approximately 16 months, the total of all investments is 
about 29%. One CAPCO has used 46% of its allocation, another 41%, a third about 14%, and the 
fourth about 13%. Investments rarely proceed linearly, and the above percentages will increase 
quickly when several investments are made.  
 
 As of January 2000, two round three investments have been made.   
 
 
 
Redeemed Tax Credits 
 
 Tax credits are redeemed by the investors when they file their state premium taxes in the 
Spring. The limit is 10% per year. Therefore, investors who participated in the Round One 
allocations will have had the opportunity to redeem up to 20% of their allocations to date—10% 
for 1998 and 10% for 1999.  Those investors who participated in the second round will have had 
the opportunity to redeem up to 10% of their allocations for 1999. The Round Three credits are 
scheduled to be authorized early in calendar year 2000. To date, according to the state’s records, 
the aggregate amount of tax credits redeemed has been $14,733,731.  
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V. Profiles of Portfolio Companies 
 
 To delve further into the CAPCO program, interviews were conducted with key officers 
of portfolio companies. The executives were visited at their offices and asked to describe their 
company’s history, the role which CAPCO investments played in the company, and conditions, 
which are crucial to expansion in the future. All interviewees were promised anonymity in 
making comments about the CAPCO program, the CAPCOs, and the entrepreneurial climate in 
the State of Missouri. Recommendations about potential changes in the program also were 
solicited. The sample of companies described below was random, with selection primarily being 
a function of travel schedules and short-term meeting availability. On several occasions, 
additional information was obtained via telephone.  
 
 
 
 
Case Study Profile: Rockwood Capital Advisors, LLC 
 
Name of Company: Rockwood Capital Advisors  
Principal line of work: Fixed Income Asset Management for Tax Exempt Organizations 
Website:  http://www.rockwoodcapital.com 
 

Rockwood Capital is a small financial advisory firm specializing in fixed income 
management for public retirement and pension funds. Currently they manage the fixed income 
assets for 27 institutional accounts in five states. There are two senior partners, one for 
investments and one for administration, marketing, and management. An additional 10 
employees provide support, with other functions outsourced.  
 

Rockwood received $1.5 million in CAPCO funding, and $500,000 in other funding, in 
April 1997.  Both senior partners had been working in the fixed income management arena, and 
decided to begin Rockwood rather than remain with a much larger financial company which had 
chosen to deemphasize fixed income investments.    
 

Initial client recruitment was not as robust as planned for several because of the relative 
gains in equity investments versus fixed income securities, in which the firm specializes. Also, 
the long sales cycles (18-36 months) and the need to respond to requests-for-proposals in the 
public retirement/pension fund industry, delayed client recruitment. The CAPCO funding, 
initially viewed as important but not absolutely essential to the firm’s growth, has enabled the 
firm to persevere.  

 
Currently, Rockwood manages approximately $600 million.  Accounts have been 

increasing, and the next six months will be crucial in terms of firm. Assets under management 
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could double.  The longer-term prognosis is for continued expansion or, if growth does occur as 
planned, possibly being acquired by a larger financial services firm desiring the specialized fixed 
income expertise of Rockwood.   
 
 
 
 
Case Study Profile: StreamSearch.com, Inc. 
 
Name of Company:  StreamSearch.com, Inc. 
Principal line of work: Multimedia Search Engine 
Website:  http://www.streamsearch.com 
 

This “dot.com” company specializes in locating, verifying, describing, and indexing 
audio and video websites.  StreamSearch.com is seeking to become the site for Internet users to 
find audio and video content in categories such as arts, comedy, breaking news, business, and 
travel. This specialized search engine covers a broad array of content providers, broadcasters, 
software, and downloaded file formats.    
 
 Streamsearch.com was launched in February 1999 with $25,000 from family and friends. 
The founder worked at another local firm, SAVVIS, profiled elsewhere in this review. Several 
months later in Spring 1999, initial funding was obtained from an “angel investor,” a local law 
firm. Obtaining that financing was relatively easy, and it was thought at the time, that obtaining 
significant venture capital from elsewhere would not be difficult either. That proved not to be the 
case. The senior team discovered that St. Louis was not perceived to be an important community 
for multimedia and entertainment.  StreamSearch.com was seeking $10 million, and while St. 
Louis venture capitalists wished to participate, they could not provide that level of funding. 
Eventually, a firm from New York City became the lead investor, with a west coast firm and a 
local CAPCO as co-investors. The CAPCO provided an initial co-investment of $1,875,000, 
while the other investors provided a total of $7 million.   
 
 Currently StreamSearch.com has 93 employees. All but seven are located in Missouri. By 
the end of calendar year 2000, employment is projected to rise to 200. The majority of 
employees are under 30, and from local colleges and universities, with some being full-time. 
Because much of the work involves verification of websites, (500,000 links have been verified 
and 5 million links are projected to be verified by the end of 2000),  no one under the age of 18 is 
hired. A number of senior executives (7-8) have been added from out of state as the expertise in 
database design and graphics is limited in the St. Louis metro area.  Because the business plan 
involves working closely with entertainment companies, and they tend to be on the east and west 
coasts, field offices have been established there.  
 

StreamSearch.com, which believes it has no pure competitors currently, is positioning 
itself to secure the majority of its revenues from advertising and sponsorships on its web pages, 
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supplemented by pay per video. Additional financing will be required, however, possibly of as 
much as $100 million, with $25 million being a private placement (equity). The remainder would 
be from an initial public offering (IPO).  
 
  
 
 
Case Study Profile: Omniplex Communications Group, LLC 
 
Name of Company Omniplex Communications Group, LLC 
Principal line of work: Competitive Local Exchange Carrier (CLEC)  
Website: http://www.omniplexcorp.com 
 

Omniplex Communications is a national Integrated Service Communications Provider 
(ICP) offering a broad range communications services: local phone service, long distance 
service, PCS digital wireless, 800 toll free service, calling cards, pager services, conferencing, 
internet services, virtual personal assistant, phone equipment and systems, and 24 hour customer 
service. As a competitive local exchange carrier licensed to provide bundled communications in 
20 states, Omniplex has in excess of 2,000 business customers and 13,000 access lines 
nationally. All OCG services are billed customers on a single, comprehensive monthly invoice.  
 

The 8 senior employees have a combined 145 years of industry experience.  In mid-
January 2000, Omniplex had 39 employees, a payroll of $2.2 million, and annual revenues of $7 
million. However, the company was in the process of acquiring five other companies, which will 
take the firm from regional to national in scope. Employment at the end of calendar year 2000 is 
anticipated to be 100. 
  

Founded in 1996, Omniplex started with approximately $1.3 million in funds from the 
sales of a previous company as well as financing from family and friends. The first CAPCO 
investment of $500,000 occurred in December 1998. In the summer of 1999, Omniplex obtained 
an additional $1.8 million, of which $600,000 was provided by a CAPCO.  Omniplex is in the 
midst of raising $50 million, and as of mid-January 2000, had raised approximately $5.5 million 
of that goal. The CAPCO funding, while relatively minor in the total amount raised so far, was 
considered absolutely critical to the firm’s existence, according to the president, founder, and 
chief executive officer.   
 
 
 
 
Case Study Profile: Shared Savings Contracts 
 
Name of Company: Shared Savings Contracts  
Principal line of work: Performance-Based Energy Conservation Consulting Firm  



 

 
 
 
 
 
  
  
  20 
  

Website: http://www.sscenergy.com 
 

The value proposition of this company is simple: its fees are based solely on their 
performance in saving energy consumption for their customers. Unless the firm is able to 
demonstrate energy cost savings, from reduced energy consumption, they receive no fee or other 
compensation. Shared Savings specializes in energy conservation for industrial companies and 
utilities, especially medium-sized steel, paper, petrochemical, and aluminum facilities. These 
industries are energy intensive, and Shared Savings has almost no competition in offering its 
service to this niche.  The company holds several patents on methodologies for evaluating energy 
inefficiencies.  
 

Shared Savings Contracts (SSC) began in 1996, when a former consultant in Chicago 
teamed with the company founder who was extremely concerned about energy usage in the 
United States. CAPCO financing has been substantial, beginning with $690,000 in January 1998, 
$1,580,000 in October 1998, and three additional investments totaling $3 million in November 
1999.  One of the investments was received from the third round allocation, which is restricted to 
geographically targeted areas—Shared Savings is located in the City of St. Louis.  The firm is 
currently seeking additional investments to finance its international expansion.  To date, SSC has 
raised $35,000,000 in project financing for actual program implementation at the sites. These 
loans are on a 24-month amortization schedule. 
  

SSC’s initial employment complement, prior to CAPCO investment, was five. Today it is 
75, and likely to increase to approximately 105 by the end of calendar year 2000.  Most 
employees who perform the consulting work on-site at the facilities are engineers. Recently five 
senior executives have been hired who had been either CEOs or COOs of their own firms. While 
many of the employees must perform work at clients’ facilities, the employees are based in St. 
Louis.  Increasingly, Shared Savings anticipates it will be serving clients overseas.  
 

According to the founder and CEO, the CAPCO funding was essential in its formative 
period, and the recent investments have allowed it to overcome its chief barrier to growth, 
namely an insufficient number of executives to develop, manage, and oversee multiple projects 
at several different plant sites. 
 
 
 
Case Study Profile: LoanSurfer.com 
 
Name of Company: LoanSurfer.com 
Principal Line of Work: Online Mortgage Company 
Website: http://www.loansurfer.com  
 

Founded in December 1995 as USA Mortgage, LoanSurfer.com is pursuing both a 
“clicks and bricks” or “clicks and mortar” business model. It has melded elements of pure online 
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companies and traditional real estate mortgage lenders to forge a hybrid approach. Company 
executives have adopted this approach because the real estate business and mortgages are a 
“relationship business.” While the market is changing, the bulk of residential mortgages still are 
originated through traditional originators, much the same way as it has been handled for more 
than a decade. The company has account executives in key markets to acquire and retain 
customers. In the online space, LoanSurfer.com’s primary competitors are E-Loan, 
Mortgagebot.com, iOwn.com, AccessMortgage, and Mortgage.com. None of the strictly online 
companies is profitable.   
 

LoanSurfer.com currently provides mortgages online to individuals in approximately half 
of the states and will be increasing that geographical coverage this year. The company also is 
pursuing a business to business initiative in which it works with mortgage brokers, financial 
institutions, realtors, mortgage bankers, and homebuilders on a variety of loan processing, 
mortgage funding, and call center services. As part of this work, LoanSurfer.com offers “private 
label” consumer mortgage lending websites for realtors and other real estate-based companies.  
In addition, the company has developed a companion site, LoanSurferSolutions.com, which 
focuses on individuals with less than perfect credit.   

 
In August 1999, LoanSurfer.com received CAPCO financing of $2.5 million from two 

different CAPCOs. In this instance, one of the CAPCOs was actively seeking an investment in 
the online mortgage lending industry.  Also, unlike the majority of companies seeking venture 
capital, LoanSurfer.com not only had revenues, but was profitable since its inception. Its next 
round of financing won’t be needed until the end of calendar year 2000 or perhaps Summer 
2001.    

 
CAPCO financing was used to expand the network of account executives, enhance 

development of the online site, add two senior executives, move into a larger set of offices, and 
build the behind the scenes support staff for its services. Employment at LoanSurfer.com was at 
40 employees prior to the CAPCO investments, stood at 55 at the end of December 1999, and is 
anticipated to grow to 115 by the end of calendar year 2000. Account executives, who are 
located in local markets throughout the country, will double also by that time.  

 
Because St. Louis has a rich tradition of mortgage companies, and some have 

experienced reductions-in-force at senior and mid-levels, LoanSurfer.com has not had problems 
with recruitment. The recruitment effort also has been aided by articles in the local media which 
generated a rash of inquiries from prospective employees seeking to join a company which may 
eventually go public.    

 
  
 
 
Case Study Profile: SAVVIS Communications Corporation 
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Name of Company: SAVVIS Communications Corporation  
Principal line of work: Networking Services 
Website: http://www.savvis.net 
 

SAVVIS provides an ATM-based Internet and data communications network for 
corporations, Internet content providers, and Internet service providers. Its’ private network 
access point configuration avoids traditional bottlenecks and problem points in the Internet 
backbone. SAVVIS offers an array of services, including: T1 and T3 Internet connections, frame 
relay and Ethernet, DSL, turnkey and firewall security, and managed data networks for 
corporations, remote offices, telecommuters, and mobile workers.  
 
 In Fall 1996, SAVVIS did a first round of financing for $4-5 million. Beginning in July 
1997 and over the next nine months, two CAPCOs invested approximately $4.1 million. Other 
investors provided approximately $30 million in late 1997 and 1998. In late 1998, SAVVIS was 
purchased by Bridge Information Systems, Inc., the largest provider of financial information in 
North America.  
 
 Revenues increased from $200,000 in Fall 1996 to $13 million in Fall 1998. Employment 
increased from 30 staff members to 175 in December 1999. After the purchase by Bridge, an 
increasing number of the employees resided in Virginia, primarily finance and administration. 
Roughly half remained in the St. Louis region, mostly in operations and engineering. A 
contingent of sales employees are distributed throughout the country.   
 
             SAVVIS recently announced that it will move its headquarters to Reston, Virginia in 
2000, while keeping a large contingent of employees in St. Louis. It is anticipated that an IPO 
offering may occur in 2000, market conditions permitting.  
 
 SAVVIS was the launching point for at least four other emerging technology companies 
in the St. Louis area: StreamSearch, Core Express, Intira (formerly Digital Broadcast Network), 
and Max Football. Each of these companies was founded or co-founded by, a former SAVVIS 
employee.  
 
 
 
Case Study Profile: The Rainforest Company  
 
Name of Company: The Rainforest Company 
Principal line of work: Manufacturer and Distributor of Natural and Gourmet Foods 
Website:  http://www.the-rainforest-co.com 
 

This company produces and distributes several different product lines including candies 
(Rainforest Crunch), salad dressings, hot sauces, marinades, and salsas (RiverBank), and 
ingredients for private label confectionaries. Chips products are sold under the Jungle Munch 
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label as well as Jabbo and Source. Key ingredients are harvested from the world’s rainforests.   
 

The Rainforest Company was founded in 1997 by the merger of a St. Louis distributor of 
Rainforest Crunch and the maufacturer of Rainforest Crunch, previously owned by the founders 
of Ben and Jerry’s Ice Cream. CAPCO investments began in Fall 1997 and total $3.13 million to 
date. Additional angel financing of $350,000 also was obtained. Financing was used to purchase, 
and move equipment and inventory from the Vermont-based company, and to lease and renovate 
a St. Louis manufacturing facility.   
  

Revenues approached $2 million annualized in mid-1998. Since then sales have 
contracted to slightly less than $1 million. The original company executives resigned, and a new 
team with background in turnaround situations is now in place. Sales have stabilized but at a 
lower than breakeven level. Prior to the CAPCO investment, there were 7 employees. Staffing 
increased to 25 at the beginning of 1999, and has since contracted to 12 positions, after both staff 
reductions and voluntary separations. If the turnaround, which is emphasizing sales to private 
labels, proves successful, it is anticipated that employment at the end of calendar year 2000 will 
be 20.  
 
 
 
 
Case Study Profile: Intira Corporation  
 
Name of Company: Intira (formerly Digital Broadcast Network) 
Principal line of work:  Outsourcing Information Technology Corporation  
Website: http://www.intira.com  
 

Intira provides computing, networking, and applications support infrastructure to large 
companies, software vendors, systems integrators, and application service providers. Services 
include a private fiber optic network for voice, video, and data linking cities in North America 
and data management services, networking services, customer engineering and implementation 
services, and application support utilities. Key competitors are Williams, Broadwing, and Qwest.  
  

One CAPCO provided an initial investment of $600,000 in May 1998. A month later, 
Ascend Communications, now part of Lucent Technologies, provided $24 million. A subsequent 
CAPCO investment of $1.5 million was made in July 1998. Since then, numerous investors from 
outside of Missouri have invested approximately $50 million. The original four founders of what 
was then called Digital Broadcast Network have left the company, and new management, 
formerly from Ascend, are now directing the company.  
 

The fiber optic network, one of Intira’s key assets, connected 9 cities at the end of 1998. 
That number increased to 27 in April 1998 and there currently are 35 cities connected in North 
America.  
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Revenues have soared since the original CAPCO investments. According to the executive 

interviewed, revenues are now approaching $700 million. From 5 employees early in 1998, the 
firm has grown to 163 employees currently, with the majority in St. Louis region. Employment is 
expected to increase to 200 in the near future, and 300 employees are projected by the end of 
2000.  
 

Employment in the St. Louis metro area, however, is increasing at a slower rate. The 
company is expanding its operations primarily in California because of the senior executives and 
technical talent needed to take this company internationally. While some senior staff have 
relocated to St. Louis, many potential employees did not want to relocate from Silicon Valley. 
That was one key factor in the decision to move the headquarters formally to Pleasanton, 
California.  
  

Intira is planning an IPO this calendar year.    
 
 
 
 
Case Study Profile: Birch Telecommunications Corporation 
 
Name of Company: Birch Telecommunications Corporation 
Principal Line of Work: Competitive Local Exchange Carrier (CLEC) 
Website: http://www.birch.com 
 

Birch Telecom provides integrated telecommunications services (local and long distance 
telephone service, Internet access, hosting and development, and telecommunications equipment) 
to small- and medium-sized businesses throughout the Midwest and select Southwestern states.  
Birch was founded in 1997 with a strategy of providing services to small cities. Services were 
first provided in early 1998 in St. Joseph, Missouri, and subsequently in Topeka, Lawrence, 
Wichita, Kansas City, and St. Louis. Birch has since expanded into Texas. Its major competitors 
are, or are expected to be, Gabriel, Intermedia, McCleod, and Omniplex.  
 

Two years ago, Birch had 13 employees and no revenues. Initial fund-raising trips by the 
founders produced no money and skeptical questions from venture capitalists such as: “Why do 
this in the Midwest?” Eventually, through common acquaintances, the founders learned about the 
CAPCO program. In late 1997, they received an initial investment of $2 million. Then came 
another CAPCO investment of $750,000 in June 1998. In Fall 1998, Birch built a new operations 
center in St. Louis area to handle the expanding sales force and the increasing number of 
transactions and customers.  
  

In July 1999, Birch received another infusion of CAPCO financing ($2.53 million) and 
two other major investments from outside of Missouri: $60 million equity from Kohlberg Kravis 
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Roberts & Company and $110 million from a public debt offering led by Lehman Brothers and 
BT Alex Brown.  
 

In late 1999, Birch had more than 22,000 customer accounts. Its sales in the latest year 
were over $61 million, and its payroll was $30.2 million. There are currently 935 employees, and 
that number is projected to increase to 1650 in the next year.  Seventy-five employees had 
previously worked for Capital GBS, a firm which sells and installs telephone equipment, which 
Birch acquired in Spring 1999. Twenty percent of the 935 employees are in direct sales. These 
employees start at $24,000-$32,000. Normally their salaries increase to $40,000-$45,000 after 
their initial experience. There is another group of higher performers who earn $50,000-$75,000, 
and several top sales performers exceed $100,000. Birch’s engineers and IT staff are highly 
compensated, while their 200 customer service employees start at $7-8. Many of the customer 
service representatives are college students.  
 

Future financing will be required for continued growth. Birch’s biggest problem now, 
however, is finding qualified employees.    
 
 
 
 
Case Profile Observations and Comments 
  

Except for one company executive’s reservation about the headquarters and residency 
requirements, all the other executives were unanimous in their praise regarding the availability of 
the capital and the minimal requirements imposed on their companies by the CAPCO program. 
The individuals were not as uniformly positive about angel investors in the St. Louis metro area 
(“too conservative, old-fashioned, and risk-averse”) or about venture capitalists in general. None 
of the executives felt that the investments would have occurred in the absence of the CAPCO 
program. Several explicitly pointed out that the CAPCO program was critical in keeping their 
company alive at particular stages, even though the amount of CAPCO funding was relatively 
small in retrospect.  
 

CAPCO investments, according to a number of those interviewed, have had a 
“certification effect” in terms of helping them secure later funding. (This effect is addressed later 
in this report also.) Had they not been able to secure the original CAPCO funding, they felt the 
additional, later financing would not have occurred at all. And several of the executives believe 
that the CAPCO financing had enabled them to overcome difficulties in hiring specialized staff 
through a different form of the “certification effect.” The CAPCO funding often is publicized, 
which alerts potential employees to the firm’s prospects. More importantly, prospective 
employees see the venture capital investment as the first stage toward an eventual IPO, and for 
them as employees, stock options. Without the CAPCO funding, prospective employees would 
not have joined their firm.  
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VI.  The CAPCO Quantitative Record         
 
 At this early stage with only slightly more than two years of experience, one should not 
expect significant direct economic impacts. Nevertheless, quantitative data are available which 
suggest the program is generating substantial new economic impacts within the State of 
Missouri.  
 
 
 
Employment Impacts 
 
 Table II shows employment data for each of the portfolio companies— 
 

--their employment levels prior to investment;  
--their current employment levels;  
--their change in employment; and 
--their projected employment by the end of calendar year 2000.  
 

As is apparent from Table II, employment increases have been stellar.  A pre- and post- 
comparison shows that 1576 new jobs exist in the portfolio companies than prior to the 
employment levels when they received investments. This is a simple percentage increase of 
286% in approximately 2.5 years. This increase is all the more impressive because the table does 
not distinguish between companies that received investments in 1997 and 1998, such as Birch, 
SAVVIS, PaylinX, and Intira, from those which received investments just within the past three 
months, for example, SportsHuddle and Three Dog Bakery. And there are companies such as 
Shared Savings Contracts, which have received substantial investments only recently, although 
they had smaller investments in previous years. As a result, the employment impacts from these 
recent investments have yet to occur.     
 

Other points deserve mention. Only two companies have lost employees. One terminated 
its operations in 1999, and the other reorganized from a ten-location operation to a single 
location, printing and reprographics company. In that process, approximately 25 employees left 
the company.  
 

Five of the companies have had employment increases surpassing 100 employees, led by 
Birch Telecommunications with over 900. This early pattern of employment experiences 
indicates there will be several major successes, many moderate successes, and relatively few 
failures. The only qualifier, which should be added at this time, is that there may be more major 
successes among the companies, which have recently received investments. Several of those 
companies appear to have very promising expansion opportunities in the next two years. Overall, 
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the level of employment growth is very impressive for such a short period of time. 
 

 
 
Follow-On Capital From Non-CAPCO Investors 
 

Table III shows the follow-on investments, which have been made to date by other 
investors, that is, by non-CAPCO investors. As can be seen, $40,370,789 has been invested by 
the CAPCOs during the past two and one-half years. That has induced $408,108,889 in 
supplemental capital. That is a leveraging ratio of 8.6, and a ratio that demonstrates further the 
quality of the portfolio companies and the decision-making of the CAPCOs. As noted in the case 
profiles, several large national financial institutions have provided follow-on capital, as have 
several venture capital investors with established national reputations.   
 

Fully half of the companies have secured more than $1 million in additional funds. Six of 
the companies, led by Birch Telecommunications with $170 million, have secured more than $10 
million in outside capital, and four of these secured more than $35 million. All but five of the 
companies have received additional financing, and it is likely that several of those will secure 
financing in this calendar year. Several of the companies, which have already secured financing, 
are currently seeking much larger amounts.    
 
 
 
Table II. Employment Impacts 
 
Table III.   Follow-On Capital 
 
 
 

In the first 18 months of the CAPCO program the Missouri Department of Economic 
Development reported that the $24 million in CAPCO investments had induced an additional 
$201 million in leveraged financing. That leveraged ratio is 8.4.  In the past year approximately 
$16 million in new CAPCO investments generated follow-on capital of approximately $207 
million, a ratio of 12.9. While these ratios will be highly dependent on large financings, the 
pattern to date shows that the record achieved in the first 18 months record was not only 
sustained, but was improved upon.    
 

The findings about follow-on capital demonstrate the “certification effect,” which was 
noted earlier in this report and which has been shown in previous research regarding companies 
receiving SBIR awards. (See Lerner in Reference.) That research has shown that there is a 
“certification effect” for companies who win an SBIR award, which provides recognition and 
which leads to other favorable results for the companies. In this CAPCO program, the 
certification effect also appears to be operating, namely that the CAPCO funding provides the 
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portfolio companies with a designation above those of other companies seeking funding. Some 
of the effect may be attributable as well to the selection process, which the CAPCOs use—only 
superior companies are provided initial financing. Regardless of whether it is the CAPCO 
financing or the CAPCO selection process, or a combination, the effect exists.    
 
 
 
Initial Public Offerings (IPOs) 
 

It is expected that several of the companies will have IPOs this calendar year.  The most 
likely are Intira and SAVVIS. Other possibilities are StreamSearch.com and PaylinX, and 
perhaps Birch and Omniplex. SAVVIS may be the first, having unveiled pricing details about its 
IPO on December 30, 1999. A filing with the Securities and Exchange Commission indicated 
SAVVIS anticipates selling up to 14.68 million shares for $22 to $25 per share. At the midrange 
price of $23.50, SAVVIS would raise up to $321.5 million. No date was set for the public 
offering, which is being underwritten by Merrill Lynch & Co., Morgan Stanley Dean Witter and 
Bear, Stearns & Co. Inc. Because of current favorable conditions for networking and fiber optic 
companies, Intira would also raise a substantial amount of resources, should company executives 
decide to file their registration statement with the Securities and Exchange Commission for an  
IPO this year.   

 
 
Projected Economic Impacts—Longer Term 

To probe further about the likely longer-term impacts of the CAPCO investments, an 
economic forecasting model was used. The REMI (Regional Economic Modeling, Inc.) model, 
widely regarded as the most advanced and accurate regional economic tool currently available, 
was employed. REMI is a dynamic model, which forecasts how changes in the economy and 
adjustments to those changes will occur on a year-by-year basis. The REMI framework includes 
cause-and-effect relationships. Each REMI model is constructed for a particular geographic area, 
in this case the State of Missouri, using data from the Bureau of Economic Analysis, the Bureau 
of Labor Statistics, the Department of Energy, the Census Bureau and other public sources. The 
REMI data set includes a history of employment by industry sector from 1969 to the present.  
This historical data is used to track how the industrial mix and concentration of employment in 
the region is different from the rest of the country, and how the economic growth trends in the 
region differ from national trends for each industry sector. This also makes it possible to estimate 
the extent to which each industrial sector in the region has “employment dependent on serving 
other industries within the region” and “employment dependent on ‘exports’ of goods and 
services” to the rest of the nation.  This is estimated historically and then forecast into the future. 
 

As will all simulation models, there are inputs, or key data elements, which are supplied 
by a researcher, which then flow through the model’s structure. The model then provides a 
detailed description of the outputs, or effects across a broad array of variables such as 
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employment changes in sectors of the Missouri economy, by year, due to the CAPCO program. 
While the inter-industry relationships are important in detailed analyses of policy changes 
affecting a specific industry, in this analysis, the focus in this analysis is on changes to the state’s 
economy as a whole. The REMI model also provides policymakers with when the predicted 
effects will occur, both in the short-term and longer-term. This is one key distinction and 
advantage in using REMI over input-output multiplier models, which primarily focus on short-
term impacts. (For a more detailed discussion of other differences in the two types of models, see 
the appendix.)  

 
 
Inputs 

Several key data elements were required as inputs for the REMI model:  (1) the amount 
of capital assumed to create each new direct job;  (2) total capital investment; (3) capital 
investment by year; (4) average growth rate of direct jobs created for 10 years; and (5) average 
growth rate of direct jobs for 15 years. Because actual data exists for only approximately two and 
one-half years, it is necessary that some assumptions be used in addition to historical-based data, 
for estimating the longer-term impacts over the 20-year time period. The general approach on 
inputs was to use all available factual data, and then when making assumptions, to utilize 
conservative assumptions, which would provide conservative impacts.  

 

Amount of Capital Assumed To Create Each New Direct Job—Data was gathered from 
10 portfolio companies on their current payrolls. The average annual payroll per 
employee, per company, ranged from a low of $15,542 to a high of $66,555. There is a 
fairly normal distribution by payroll, with the two potential median companies being 
similar at: $37,654 and $38,827. To be conservative, these figures were raised to $50,000 
per job. That assumption will generate a smaller number for the estimated employment 
impacts of the CAPCO program in later years, than if a lower average annual payroll 
figure, per employee, per company, were used.    

 

Total Capital Investment—The total venture capital investment was assumed to be 
$137,400,000 over the life of the CAPCO program. 

 

Capital Investment By Year—Actual figures invested by the CAPCOs in the portfolio 
companies were used for the first three years. After that, the rate of investment was 
assumed to increase substantially for the three forthcoming years as the various 
benchmark periods come into play, and once they have passed, the investments decline 
during the final three years of the program. The exact amounts used for each year are 
shown in Table IV. 
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Average Growth Rate Of Direct Jobs Created for 10 Years and 15 Years—Actual growth 
rates for increases in the direct jobs were used for the first three years. After that, a 
declining rate was used which assumed that as companies become larger, their rate of 
employment growth, while still positive, slows considerably. For instance, while the 
aggregate rate of growth in the first two and one-half years has been in excess of 286%, it 
is assumed that the growth rate in year 4 will be 25%, in year 5, 18%, and so forth. By 
year 10, the growth rate in direct jobs is presumed to be only 1%, and by year 15, the 
growth rate is assumed to be zero.  Obviously, these assumptions are very conservative.     

 

 
Projected Economic Impacts 

Based on the conservative assumptions used in the REMI model, the CAPCO program is 
estimated to generate a cumulative total of 29,231 new direct jobs by the end of year 2017. The 
cumulative total of new direct jobs during each of the intervening years is illustrated in table V.  
In year 2001, the number of new direct jobs directly attributable to the CAPCO investments is 
projected to increase to 3,435. (That number is lower than number of jobs the portfolio 
companies have estimated they would create by the end of calendar year 2000—4,190 as shown 
in table II, but still reasonably close to give credence to the employment projections. It should 
also be noted that included within the companies’ projections were jobs outside the State of 
Missouri.)  In 2001, the total private non-farm employment in the State of Missouri as a result of 
the CAPCO investments is estimated at 6,648. That number includes the new direct jobs and the 
indirect (and induced) employment which is created by the new direct jobs. In the subsequent 
year, 2002, the number of new direct jobs directly attributable to the CAPCO investments is 
projected to increase to 5,737 new direct jobs.  In 2002, the total private non-farm employment 
in the State of Missouri as a result of the CAPCO investments is estimated at 11,090, again the 
result of the directly created jobs and the indirect and induced employment.  

As is apparent from table V, the number of new direct jobs grows substantially and 
continuously until the year 2008, at which time, the growth rate tapers off. Until then, the rate of 
growth will be dramatic, based on the actual results to date and the assumptions used for the 
simulation. In addition to the direct jobs, the State of Missouri economy also will receive a 
positive indirect impact in terms of additional jobs. As shown in table V, the private, non-farm 
employment by the end of year 2017 resulting from the CAPCO program will be 48,000 jobs.  

The CAPCO program’s impacts also can be understood by other economic effects, 
besides employment. As shown in table VI, in 2001, the gross state product is projected to 
increase by $320.7 million due to the CAPCO program. In 2002, that will increase to over $500 
million (546.6) in 1992 dollars. Personal income for year 2001, based on total projected 
employment of 6,614 jobs, is estimated at $215 million, with disposable personal income being 
$175.8 million. In the year 2002, personal income will grow to $379.7 million, with $311.3 
million being disposable personal income. Table VI shows the expansion of these key 
dimensions of the Missouri economy in later years also. The longer-term effects are dramatic.   
By the end of year 2017, the CAPCO program is projected to have led to an increase in the 
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state’s economic output (gross regional product) of $3.183 billion annually in 1992 dollars.  
Personal income for year 2017, based on total projected employment of 48,000 private, non-farm 
jobs and 4,460 government jobs, is estimated at $3.141 billion, with disposable personal income 
being $2.674 billion.  

 
Table III. REMI Model Inputs 
 
Table IV. Projected Employment Impacts 
 
Table IV. Projected Economic and Income Impacts 

 
 
Quantitative Summary 
 

 To summarize the quantitative data, both the actual employment and the follow-
on, leveraged capital impacts in Missouri should be characterized as stellar after about two and 
one-half years. Given the profiles of the companies, their industries, and the companies which 
have recently received investments, or additional investments, the impacts over the next several 
years could be outstanding. The IPOs, should they prove successful, would produce an even 
larger set of impacts and provide further evidence the Missouri CAPCO program has been 
successful. The REMI projected impacts, based on the actual results to date and on conservative 
assumptions, provide a greater precision about the likely impacts in coming years. These impacts 
will be extremely robust.  
 
 
 
 
 
VII. Observations From Qualitative Data Collection 
 

The impressive quantitative results flowing from the CAPCO program so far are self 
evident. The potential impacts are very promising as well. Beyond the “hard data” and numbers, 
there was also other information collected in interviews, which bears on the experiences of the 
CAPCO program.  
 

Quality of participating venture capital firms is high. They do not have the national 
reputations or the resources of the large firms or even many of the niche boutique venture capital 
firms. They are national in quality, however.  Quality of the portfolio companies varies, as is to 
be expected. Clearly there are companies that will be produce sizeable returns for the investors, 
and some which will grow methodically but unspectacularly over time. And some of the 
portfolio companies will close. In general, to the extent that a short-term assessment can detect 
quality and growth prospects, the distribution of these firms can be characterized as quite high.  
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 There are also still several major questions about the CAPCO program operations and the 
long-term results from the CAPCO program.  
 

o Geographical Targeting—It is premature to cite any evidence on the 
investments from the round three. Some companies of potential interest to 
CAPCOs have shied away from relocating into a distressed area which would be 
required to receive funding from the third round allocation. It is unknown if the 
number of qualifying investments will be sufficient or the CAPCOs’ investment 
decision-making criteria will need to be altered. For other states, the experience 
will only be partially instructive, however, as the designation of the entire City of 
St. Louis as a distressed area may be less applicable than to Missouri’s experience 
with its rural areas. 

 
o Secondary Effects—Potential other consequences such as crowding out of  
private sector capital, delaying direct investment by the state in a seed capital 
fund, or spillover effects from research and development activities being 
conducted by the portfolio companies could not be investigated in detail during 
this review.  Limited data on crowding out suggests that the CAPCO program did 
not crowd out either private sector capital or delay creation of the State of 
Missouri’s seed capital fund, as there was insufficient legislative support for the 
seed capital fund until recently. There was no information collected on spillover 
effects from research and development activities.   

 
o Impact of CAPCO Program on Venture Capital Infrastructure—Nurturing of an 
in-state venture capital infrastructure was also part of the legislative intent for 
CAPCOs. Preliminary evidence shows that has occurred, but it is unknown what 
the longer term effects will be. From a public policy perspective, creation and 
support for a venture capital industry is no different than creation of other 
infrastructures in a state, be they a higher education system, medical school 
complex, or trunk line highway system. If sources of venture capital are deemed 
essential for the long-term viability of entrepreneurship in a state, then that should 
be included as an element of the CAPCO program when legislative deliberations 
occur.   

 
o Impact of CAPCO Program With Other Entrepreneurial Elements—The venture 
capital infrastructure for investments cannot exist independently of other elements 
in an entrepreneurial climate for states and regions. The St. Louis environment, 
with a wealth of entrepreneurial organizations and forums, private universities 
and research institutions, as well as strengths in industry clusters, is a natural 
locale for emerging companies. Outside of the St. Louis area, and Kansas City, 
the critical mass for this program may simply not exist. In those environments, a 
CAPCO program may support an initial group of good investment opportunities, 
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but there would be an insufficient pool of emerging companies to sustain a 
CAPCO program.      

 
 
 
VIII. Possible Modifications of The Missouri CAPCO Program       
 

Possible modifications of any state government program are nearly limitless. Discussion 
in this section will be limited to those items, which arose during data collection or review of 
documents about state venture capital programs more generally.  
 
 

Qualifying Investments and Eligibility—There is nearly universal agreement that the 
restrictions are appropriate. One CAPCO partner noted that the health industry is 
somewhat unique because of the role of physicians. And another CAPCO partner 
suggested that Internet-based retailing should be permitted. One individual suggested that 
companies that obtain most of their revenues by sales outside the State, be given a 
preference. Otherwise, all parties are satisfied with the current Missouri provisions.  

 
 

Data Reported to the State—In addition to the total employment of each portfolio 
company, CAPCOs should provide a separate figure, which excludes employment growth 
through acquisitions, when the employees involved were already working and residing 
within the state. Such employees are not “new” per se. Also, some states may wish to 
request detailed sales/revenues, with public information being restricted to aggregate data 
across all portfolio companies.   

 
 

Professional Employer Organizations—These companies, known commonly as staff 
leasing companies, may technically fall outside current eligibility criteria. To clarify this, 
statutory language should be included which would permit investments in companies that 
legally lease their employees from another company. 

 
  

Investor Eligibility—Officials in other states may wish to examine the possibility of 
expanding the CAPCO program to other investors besides insurance companies. Based 
on this review, it seems doubtful the CAPCO companies would seek additional investors, 
that expanding eligibility would present any advantages to the portfolio companies (either 
current or prospective), or that expansion of the eligibility, at least in the case of 
Missouri, is needed. Angel investors in the state of Missouri have ample opportunity to 
invest in small, emerging companies through the state’s Capital Tax Credit Program. 
Many angel investors in St. Louis, it was pointed out, have derived their resources in a 
more traditional corporate environment, are quite risk averse, and are unlikely to become 
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involved in risky emerging technology companies. Other financial institutions already 
have opportunities to provide venture capital. Maybe in other states it would be 
appropriate. In Missouri, it would not present any advantages.   

 
 

Headquarters Residency Requirements--It appears that three of the 19 companies 
receiving CAPCO investments will have some type of residency requirement issue. It 
was announced on January 10, 2000 by the St. Louis Business Journal, that the 
headquarters for PaylinX is moving to Reston, Virginia, because of the company’s new 
CEO. The majority of the company's 81 local employees will remain in St. Louis, 
including most of the key software development staff. In a separate and unrelated event, 
SAVVIS Communications has indicated it will also move its headquarters also to Reston, 
Virginia, while keeping its operations and engineering center in the St. Louis metro area. 
(St. Louis Business Journal, 1/10/00). And Intira has its headquarters in California. Most 
of Intira’s St. Louis employees will remain at their current facility, while most new 
employees will be hired at the California site. All Intira senior executives will be located 
in California.   

 
The spirit of Missouri’s CAPCO law is clearly that companies receiving assistance 
generate the majority of benefits to the state. Implementing appropriate safeguards, given 
the different concerns of all parties involved, is delicate. The ultimate investors, the 
insurance companies must be assured their tax credits will not be diminished, and that 
they would not be required to refile their state tax returns. The CAPCOs’ interests are 
aligned closely with the state’s, in that movement outside the state would raise their 
oversight and participation costs. Yet, portfolio companies must be free to operate 
geographically where their markets are. There are numerous ways that the State of 
Missouri can still benefit from these companies’ growth. What is clear, however, is that 
the residency requirements may need further examination so that the state benefits from 
further growth, AND that if restitution or penalties of some type are needed, that the 
companies, not the CAPCOs or their investors, should bear the brunt of the impact. It is a 
complicated issue, and a solution is beyond the scope of this review. As a starting point, 
however, three specific recommendations are being made for officials in other states: (1) 
review state residency requirements currently in force on other state programs currently 
and determine if they have proven effective; (2) review the five states’ legislations for 
possible alterations, particularly those of the State of New York; and (3) craft new 
procedures, if desired, with all parties, aimed at financial restitution by the portfolio 
companies, should geographic relocations occur. A state must ensure that the benefits of 
growth do not leave the state, after a company has been successfully launched with 
taxpayer funds.   
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IX. Should There Be More State CAPCO Programs? 
 

While the primary purpose of this review was to assess objectively the experiences to 
date in the State of Missouri, the broader policy issue of adoption of the CAPCO model by other 
states cannot be avoided. For state officials, the key questions should be:  
 

 Is there still a need for venture capital, given the robust stock market and 
relative prosperity?  

 
 Is the CAPCO approach or any type of venture capital investment 

approach necessary in my state?  
 

 Is there a superior model? 
 

 What modifications, if any, would make the CAPCO model more useful in 
our state?  

 
 

The first two questions are the easiest to answer. Yes, there is a continuing need for state-
financed venture capital support, despite an increasing quantity of venture capital funds for all 
types of start-ups and early stage investments. There has been a significant increase primarily in 
the supply of this type of venture capital in the high tech growth areas of the country. Outside of 
those specific areas, the need will continue for years, without regard for stock market 
fluctuations.   
 

Second, most knowledgeable economic development specialists in the State of Missouri 
and elsewhere believe every state must become involved in venture capital investing or risk 
being left behind. There are certainly areas of the high tech growth states, which have sufficient 
private venture capital markets already working well, where public financial support is not 
required. Yet, even in those states, there are frequently early-stage and seed stage “gaps” in 
distressed geographical areas and rural areas. Each state should focus on supporting companies 
where it has, or could have, a competitive advantage.  
 
 Third, comparing the CAPCO model to other approaches is not within the scope of this 
analysis as such a comparison would require a much more extensive, in-depth treatment. There is 
no doubt the CAPCO model is producing significant economic activity in the State of Missouri 
with new dollars being invested in early stage and start-up companies. The model itself seems 
particularly appropriate for states, which have minimal venture capital firms already operating 
and also states in which legislators wish to limit executive branch decision-making in the process 
or in which there are constitutional restrictions that limit revenues from being used for state 
equity positions. Certainly the CAPCO model could work successfully elsewhere, but it seems 
particularly well suited to these conditions because of the model’s characteristics.   
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Possible modifications in the CAPCO model were addressed in a previous section. As 

was pointed out, modifications are nearly limitless. Based on the Missouri experience, however, 
the key items deserving serious consideration are:  

 
 

 residency requirement 
 eligibility criteria (geographic, industry, employment) 

 
 
  The experience so far of the Missouri CAPCO program has been quite promising.  The 
results to date in terms of jobs and additional leveraged investments are evident.  The 
investments are benefiting Missouri’s economy now and show every indication of proving even 
more beneficial in the future. As with most state economic development initiatives, the CAPCO 
model and venture capital investments more generally must themselves be considered 
investments in the state’s future. No immediate returns and quick victories should be expected. A 
new CAPCO should be viewed as simply another new tool for promoting within state economic 
development, for generations to come. In Missouri, that is occurring right now.     
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Additional Information About The CAPCOs 
 
 
Gateway - BOME 
 

For further information: http://www.gatewayventures.com, or call Mark Lewis at 314-
721-5707. 
 
 
 
Capital For Business 
 

CFB is a subsidiary of Commerce Bancshares. For further information:   
http://www.commercebank.com or call Stephen B. Broun, Senior Vice President, at  

314-746-7390. 
 
 
 
Stifel, Nicolaus & Company, Incorporated 
 

For further information, contact: Joe Schlafly, 314-342-2134 
 
 
 
CAPCO Holdings 
 

For further information, contact Mark Fallon, 816-512-2853. 
 
 
 
Advantage Capital Partners, Inc.  
 
 For further information, contact Ryan Brennan, 314-725-0800. 
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Additional Information About The IC² Institute and The Project Reviewer 
 
 
The IC² Institute 
 

The IC² (Innovation, Creativity, Capital) Institute is part of The University of Texas at 
Austin. It is a global, multidisciplinary, and virtual “think” and “do” tank that contributes to 
society through knowledge creation, transfer and diffusion, and application. Since its founding in 
1977 by Dr. George Kozmetsky, the Institute has formed lasting global partnerships with 
academic, business, and government leaders in Europe, Latin America, Asia, and other regions. 
In Fall 1999, Dr. Robert Ronstadt became the third director of the IC² Institute and rededicated 
the Institute’s mission to foster wealth creation and prosperity sharing. In recent years, the IC² 
Institute has focused on science and technology commercialization, technology-based regional 
economic development, global networked entrepreneurship and technology venturing, 
technology transfer and commercialization, and global alliance building and knowledge 
management.    
 

The IC² Institute‘s 10-year old Austin Technology Incubator (ATI) has received several 
prestigious awards including the National Business Incubator Associations’ award as Incubator 
of the Year and Technology Transfer Society’s annual Justin Morrill Award.  Since ATI’s 
founding in 1989, it has graduated 50 companies creating over 1,500 high-value jobs in the 
Austin area.  ATI company revenues in 1997 were $183 million.  ATI has been a model for 
technology incubators (technology commercialization centers) nationally (e.g., for NASA at 
Ames Research Center, Sunnyvale, CA and Johnson Space Center, Houston, Texas and for the 
National Oceanic and Atmospheric Administration (NOAA) in Charleston, S.C.) and globally 
(e.g., Curitiba, Brazil; Institute Superior Tecnico, Lisbon, Portugal; ZJ High Tech Park, Shanghai 
and University of Science and Technology, China;  and Science Park Izmaylovo and 
International Business Technology Incubator, Moscow, Russia. ATI is currently in the process of 
launching its "Incubator Without Walls" program to build a world-class global incubator for 
technology-based new ventures.  Worldwide partners include Curitiba and Rio, Brazil; 
Monterey, Mexico; Lisbon, Portugal; Oxford and Cambridge, England; Beijing, Shanghai, 
Wuhan, Hefei, and Hong Kong, China; Taejon, Korea; Osaka and Tokyo, Japan;  and Hsinchu, 
Taiwan.  
 

In 1989, the IC² Institute conceived of, and launched, The Capital Network (TCN), 
which has grown to become one of the largest and most successful “Business Angel” networks in 
the U.S. Since 1998, TCN has started to take its training programs and Venture Fair Conferences 
to other countries.  In addition to introducing investors to entrepreneurs and generally assisting 
business ventures with expertise and know-how, TCN conducts venture fairs where national and 
increasingly international entrepreneurs present business plans to investors, business angels, and 
venture capitalists. TCN introduction services have facilitated more than $75 million in 
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investments. 
 

The IC² Institute has worked with its national and global partners on a variety of regional 
economic development projects. Increasingly these have involved benchmarking the science and 
technology resources of a region and implementing action plans to accelerate the development of 
“smart infrastructures.”  National examples of these initiatives include Oak Ridge Labs, Oak 
Ridge, Tennessee; The Nevada Test Site, Las Vegas, Nevada; Charleston, South Carolina; and 
Austin, Texas.  A recent project has been initiated in the Orlando, Florida region.      
 

IC² is currently developing a global ventures program, the Global Business Accelerator, 
which will facilitate the internationalization of technology-based small and mid-sized enterprises 
(SMEs). This program will assist U.S. entrepreneurs in going global and will assist foreign 
SMEs in coming to the U.S. It will showcase leading entrepreneurs and other speakers from 
around the world as they share their experience and insights. Strategy and business plan coaches 
will help new ventures clarify and implement their international business strategy. Mentors in 
target international markets will help guide firms through the critical early steps of 
internationalization.    
  
 In addition to the aforementioned programs, the IC² Institute also conducts a variety of 
training courses, and offers a program leading to the Master’s of Science Degree in Technology 
Commercialization.  
 
  
 
Dr. James E. Jarrett 
 

Mr. Jarrett is a senior research scientist at the IC² Institute and the Graduate School of 
Business, The University of Texas at Austin. Dr. Jarrett's recent project assignments have 
included: (a) Evaluating the Feasibility of the Texas Manufacturing Institute Operating Without 
State Appropriated Funds;  (b) Analyzing the role of current and potential state taxation policies 
on the state's business climate as viewed by technology executives; (c) Benchmarking Regional 
Economic Capacity in Charleston, South Carolina and the Knoxville/Oak Ridge, Tennessee 
regions; (d) Examining Business Development and Commercialization Options at the Nevada 
Test Site; and (e)  Determining Possible Improvements in Cooperative Research and 
Development Agreements at Oak Ridge National Laboratories.  
 

In addition to those assignments, Dr. Jarrett has been involved in numerous other public 
sector-private sector projects: directing socioeconomic impact assessments of the proposed high-
level nuclear waste repository in the Texas Panhandle, estimating the socioeconomic impacts of 
a $1.3 billion plastics plant, assessing the viability of a privately-funded high speed, intercity rail 
passenger network within Texas, serving on the research team that prepared an economic impact 
analysis of the local habitat conservation plan under the federal Endangered Species Act, 
examining partnerships between state governments and private firms in privatizing transportation 
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infrastructure; and conducting a National Institute of Justice project examining the role of crime 
in relocation decision-making by business owners.  
 

Before moving to Texas, Dr. Jarrett performed and supervised research for eight years at 
the national Council of State Governments (CSG), a non-partisan, non-profit research and 
service organization in Lexington, Kentucky. That research focused on the identification of 
innovative state government programs and the transfer of innovative programs from one state to 
others, including program designed to help finance new products and emerging small businesses.   
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Interview Approach With Company Executives 
 

Each interview began describing the purpose of the visit. Then executives were asked to 
provide information about the company’s founding and its chief products and services. A series 
of additional open-ended questions were then asked about conditions critical to the firm’s future 
growth, e.g. financing, labor force, acquisitions, their industry, and other factors. Each of these 
areas received follow-up questions, such as the educational requirements of the firm’s 
employees, salary ranges, and the job markets used to recruit employees.      
 
 The CAPCO financing, both past and present received special attention. Each executive 
was asked about the company’s history in seeking financing, the immediate impact of that 
financing, and the longer-term benefits, if any, of having received the CAPCO funding. 
Information about follow-on capital, if any, was sought as was the company’s current and 
projected financing needs.  
 

Other topics raised included the CAPCO program itself, opinions about the regulatory 
requirements imposed by the state government, and their recommendations about possible 
improvements in the CAPCO model. In most interviews, questions also were asked about sales 
outside the State of Missouri, the entrepreneurial climate in Missouri and St. Louis, and their 
relationships with CAPCOs. The interview ended with a tour, if appropriate, and acquisition of 
literature and written information about the company. Most interviews were completed in 
approximately one hour, with subsequent follow-up via telephone and email, as needed.  
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Additional Information About Regional Economic Modeling, Inc. (REMI)  
 
 
The REMI Model 
 

The REMI model is an instrument for forecasting and policy analysis. Its antecedents are 
the Treyz-Friedlander-Stevens regional model developed for the National Academy of Sciences, 
and the Massachusetts Economic Policy Analysis model developed by Dr. Treyz for the state of 
Massachusetts. A REMI regional or multi-regional model can be built for any individual county 
or aggregation of counties (including states) in the U.S.  Essentially, the model predicts, for each 
year in the future, the number and distribution of employment in the region for each of 14, 53, or 
172 industry categories and 94 detailed occupational categories.  The model also predicts other 
variables such as personal income, population, wage rates, output and value added at a detailed 
level. 
 

An input-output structure details the interindustry linkages in the REMI model.  The input-
output structure generates intermediate demand for each industry.  The proportion of 
intermediate and final demands for each industry fulfilled by producers in the region is 
endogenously determined.  This proportion is called the “Regional Purchase Coefficient.”  
Demand not fulfilled by local production leads to imports.  Additionally, export demand for each 
industry is endogenously determined.  The endogeneity of import-competing production and 
production for exports are important for the REMI model, but are not included in input-output 
models.  Factors that further differentiate the REMI model from simple input-output models 
include: 
 
• Relative differences in labor wage rates and total factor productivity between the region and 

the nation (for each industry sector); 
 
• Relative differences in electrical, gas and oil fuel costs between the region and rest of the 

nation (and differences in fuel use by industry sector); 
 
• Relative differences in state corporate and average property taxes between the region and the 

nation; 
 
• Relative differences in capital costs for equipment inventory and structures (for each 

industrial sector); 
 
• Relative differences in production costs and in profitability by industry; 
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• Relative differences in labor intensity (i.e., labor intensity per unit of output) for each 
industry sector; 

 
• Occupation mix of the region’s labor force and demand for each occupation category; 
 
• Residential and non-residential investment levels for the region. 
 

The forecasting model is calibrated through a data set that includes a history of employment 
by industry sector from 1969 to the present.  The model also utilizes national forecasts of future 
growth or decline by industry sector, produced by the U.S. Bureau of Labor Statistics.  The 
historical data is used to track how the industrial mix and concentration of employment in the 
region is different from the rest of the country, and how the economic growth trends in the region 
differ from national trends for each industry sector.  This also makes it possible to estimate the 
extent to which each industrial sector in the region has “employment dependent on serving other 
industries within the region” and “employment dependent on ‘exports’ of goods and services” to 
the rest of the nation.  This is estimated historically and then forecast into the future. 
 
 
Input-Output Multiplier Systems vs. REMI Models 
 

A key difference between I-O tools and REMI models is that the input-output systems are 
“static” analysis tools, while REMI models are “dynamic”.  An I-O tool might be used to 
approximate some types of short-term impacts of exogenous change in employment (such as a 
plant expansion or closing) or exogenous changes in business sales or demand (such as a major 
construction project) but would be inadequate for simulations or forecasts going beyond a very 
short time period.  Comparisons of an I-O Multiplier System and a REMI model for estimating 
short-term impacts of the Ft. Drum army base employment expansion produced somewhat 
similar short-term results.  However, an I-O tool is not an economic simulation model like the 
REMI model.  It is not designed to simulate effects of factors that change the relative costs and 
competitive position of businesses in an area, as can occur from changes in occupational wage 
rates, population and labor force participation rates, energy and transportation costs, costs of 
capital, etc.  These latter factors require a REMI simulation model. 
  

While I-O tools have no capability for long-term economic impact estimation, the REMI 
model can be used for long- and short-term analysis.  The REMI model is able to simulate how 
long-run impacts may differ from short-run impacts due to induced changes in competition for 
labor (wage rates), population in/outmigration rates, labor/capital substitution, inflation, etc. 
 

In addition, unlike the I-O tools, the REMI model can be used to make short- and long-
term forecasts.  The REMI model estimates the future economic profile of a region based on 
national forecasts of industry growth, changing technology, and its own estimates of the shifting 
competitive position of each industry in a given region compared to that industry elsewhere in 
the country.  The I-O tools cannot directly address such issues. 
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 The above information was provided by REMI. For further information about the REMI 
model, contact Tom Tanner, REMI, 306 Lincoln Avenue, Amherst, MA, 01002, AC 413-549-
1169, email: Tom@remi.com .  
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Table I appears on page 15. 



        

 Table II.  EMPLOYMENT  IMPACTS 
 
       Pre-CAPCO  Current  Increase  Projected 
       Employment  Employment              (decrease)  Employment 
       Level   Level       Dec. 2000 
 
 
Savvis Communications Corporation   30   150   120   450 
The Rainforest Company      7     12       5     20   
Stereotaxis, Inc.      14     33     19     45 
Birch Telecom, Inc.      13   935   922             1650  
DataTrade, L.L.C.     14     26     12     40   
Thumbs Up Telemarketing, Inc.            150    155        5    200  
LoanSurfer.com, L.L.C.    40     55     15   115  
StreamSearch.com, Inc.     70     93     23    200 
Rockwood Capital Advisors      8     12       4     12  
Cutting Edge Optronics    26     40      14     40  
DocuPhase      10        0    (10)       0 
PaylinX Corporation     10   160     150   200   
CraftLink      43     22    (21)     22  
Shared Savings Contracts      5     75      70   105 
Intira (formerly Digital Broadcast Network)                5   163    158   300 
Omniplex Communications               21     39      18   100  
WorkNet Communications             142                        523      288    600    
SportsHuddle.com     30      30                   0   100 
Three Dog Bakery     50     53        3     80 
   
Total-Raw Number              688            2601             1913              4279  
Percentage             290%               70%   
             (2.5 years)          Current-Year End 
 
(Intira’s projected employment at the end of 2000 could not be obtained, and while likely to be much greater than the current level, the 
current employment figure was used to enable the year over year comparison to be made.  
                    
Sources:  Pre-investment employment from the Missouri Department of Economic Development. Current employment from CAPCOs, 
company executives, and interviews.  
 
 



 
 
Table III. ADDITIONAL INVESTMENTS IN PORTFOLIO COMPANIES BY NON-CAPCO 
INVESTORS 
 
 
       CAPCO Investments   Non-CAPCO Investments      
 
       
Savvis Communications Corporation  4309632  67900000
The Rainforest Company   3610000  350000
Stereotaxis, Inc.    2000004  4548889
Birch Telecom, Inc.    5283500  170000000
DataTrade, L.L.C.   1000100  0
Thumbs Up Telemarketing, Inc.           500000  0
LoanSurfer.com, L.L.C.   2500000  500000
StreamSearch.com, Inc.    2000000  7000000
Rockwood Capital Advisors   1500000  500000
Cutting Edge Optronics   2275014  5300000
DocuPhase   1739489  0
PaylinX Corporation   2529050  10750000
CraftLink   1290000  0
Shared Savings Contracts   5270000  35000000
Intira (formerly Digital Broadcast Network)                2100000  74000000
Omniplex Communications   1100000  6700000
WorkNet Communications   500000  0
SportsHuddle.com   500000  4500000
Three Dog Bakery   364000  0
                 
Totals   40,370,789  387,048,889
       
     
 
Sources:  CAPCO investments from the Missouri Department of Economic Development. Non-CAPCO investments from CAPCOs, 
company executives, and interviews.   



 
 
 
 
 

Table IV.    REMI MODEL INPUTS 
 
 
CAPCO Investments - Missouri        
 
 
 
         
Assumptions:   Job Growth Rate      
 
Venture Capital Required to Create 1 Job $50,000        
Average Growth Rate of Jobs for 10 Years 31%        
Average Growth Rate of Jobs for 15 Years 21%        
Venture Capital Investment     137,400,000        
Venture Capital Investment     (Year 1)         9,566,752  142.00%      
Venture Capital Investment     (Year 2)       14,005,691    65.00      
Venture Capital Investment     (Year 3)       16,328,326    33.00      
Venture Capital Investment     (Year 4)       24,081,490    25.00      
Venture Capital Investment     (Year 5)       24,081,600    18.00      
Venture Capital Investment     (Year 6)       24,081,141    13.00       
Venture Capital Investment     (Year 7)       15,505,000      9.00      
Venture Capital Investment     (Year 8)         9,750,000      4.00      
Venture Capital Investment     (Year 9)         2,600,000      2.00      
                                                (Year 10)       1.00      
                                                (Year 11)       1.00      
                                                (Year 12)      1.00  
            (Year 13)            0.50  
            (Year 14)            0.50  
            (Year 15)            0.00 
            (Year 16)            0.00 
            (Year 17)            0.00 
            (Year 18)            0.00 
            (Year 19)            0.00 
            (Year 20)            0.00    



 
 
 
 

Table V.    PROJECTED EMPLOYMENT IMPACTS 
 
 
  
                                      Direct Jobs Created                   Total Jobs Created in Private, Non-Farm Employment            
                                                                                       
                                     
 
 
(Year 1)     1998                        207                                                                    417 
(Year 2)     1999                        762                                                                 1,480   
(Year 3)     2000                     1,787                                                                 3,468       
(Year 4)     2001                     3,435                                                                 6,648  
(Year 5)     2002                     5,737                                                               11,090  
(Year 6)     2003                     8,691                                                               16,700  
(Year 7)     2004                   12,030                                                               22,800 
(Year 8)     2005                   15,520                                                               29,160   
(Year 9)     2006                   18,750                                                               34,680    
(Year 10)   2007                   21,580                                                               39,180   
(Year 11)   2008                   23,900                                                               42,620  
(Year 12)   2009                   25,700                                                               45,050   
(Year 13)   2010       27,000                                                               46,510  
(Year 14)   2011       27,850                                                               47,210 
(Year 15)   2012                   28,400                                                               46,610 
(Year 16)   2013                   28,700                                                               47,520  
(Year 17)   2014                   28,910                                                               47,550 
(Year 18)   2015                   29,070                                                               47,630 
(Year 19)   2016                   29,170                                                               47,780   
(Year 20)   2017                   29,230                                                               48,000   
 
 
Source:  REMI Model   



 
Table VI.    PROJECTED ECONOMIC AND INCOME IMPACTS 

 
Gross State Product                  Personal Income   Disposable Personal  
(in Billions of 1992 Dollars)      (In Billions-Nominal)          Income (Bil. Nom.)  
 

 1998  0.0194    0.01181  0.0096 
 

                    1999                     0.0679                 0.04259                0.0347 

 2000 0.1618    0.1059                                     0.0863 

                    2001                     0.3207                   0.2150                                     0.1758 

                    2002                     0.5466                   0.3797                                     0.3113 

                    2003                     0.8436                                     0.6026                                     0.4955 

                    2004                     1.183                                       0.8684                                     0.7162 

                    2005                     1.541                     1.161                                       0.9602 

2006     1.877      1.450                                       1.203 

                    2007                     2.162                   1.725                                       1.436 
  

                    2008                     2.400                  1.973                                       1.647 
 
2009     2.591                                       2.191                                       1.834 

2010     2.731                                       2.371                                       1.991 

2011     2.829                                       2.519                                       2.120 

                    2012                     2.801                                       2.542                                       2.147 

                    2013                     2.953                                       2.729                                       2.308 

2014     3.008                                       2.833                                       2.401 

2015     3.063                                       2.934                                       2.490 

                    2016                     3.121                                       3.035                                       2.580 

                    2017                     3.183                                       3.141                                       2.674 
 

Source: REMI Model 
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